
Background Note

The service sector has become the most
important provider of output and jobs for
industrialised countries: it accounts for 60-70 per
cent of gross domestic product and over 70 per
cent of total employment in many OECD
countries. In addition, this sector has become the
most important source of new employment for
these economies. In developing countries, the
adequate provision of services is increasingly
being recognised as one of the preconditions for -
rather than a result of - development. For instance,
inadequate infrastructure services, such as poor
telecommunication and transport networks or a
weak financial system, are perceived as critical
bottlenecks for development. Distribution, trade
finance, insurance, marketing and other business
services are complementary to the healthy growth
of industrial activity.

The aim of this meeting is to discuss both
European and Asian experiences of services
liberalisation and draw some policy conclusions
on what Asia might have to gain from more
competition in services. It will bring together
policy makers, academic experts and
representatives from the business community and
civil society from the two regions. In order to
facilitate discussions at this meeting, the Asian
Development Bank (ADB) and the OECD
Development Centre will present a joint analytical
report assessing the outcomes of the liberalisation
of services in Europe with a focus on several
specific sectors, such as telecommunication,
power and transport services, and to review the
current state of services liberalisation in Asia. In
addition, representatives from the ADB and the
OECD will present their on-going work in this
area.

In 2000, the value of cross-border commercial
services world-wide was estimated at
USD 1 435 billion, equivalent to roughly 20 per
cent of world trade. In the same year, Europe and
Asia together accounted for approximately two-
thirds of world trade in commercial services.
Furthermore, the service sector has attracted the
majority of foreign direct investment over the past
decade, as it has become the focus for cross-border
mergers and acquisitions among OECD countries.

One of the factors behind these developments
is a major shift in national regulatory policies,
with an increasing emphasis on liberalisation and
competition in the service sector. There are at least
three main reasons. First, traditional regulatory
instruments that stifle competition by restricting
market entry and fixing prices or quantities have
resulted in serious efficiency losses and
disincentives to innovation. Second, technological

changes have brought down entry costs and
created both a demand for and supply of new
services, thereby opening the way for re-assessing
traditional policy instruments with respect to
regulation of natural monopolies, such as energy
and telecommunication services. Third, the
globalisation of production and distribution across
national borders and a surge in foreign direct
investment have increased the degree of
international competition in many service
industries, including financial services.

The successful conclusion of the Uruguay
Round trade negotiations has brought services
under the framework of multilateral trade
agreements for the first time. The General
Agreement on Trade in Services (GATS) seeks to
liberalise in a progressive manner trade in all
services (except those supplied in the exercise of
governmental authority) through all modes of
delivery in cross-border supply, consumption
abroad, commercial presence and the presence of
natural persons. At the same time, the GATS
explicitly recognises the “right of Members to
regulate, and to introduce new regulations, on the
supply of services within their territories in order
to meet national policy objectives, and given
asymmetries existing with respect to the degree of
development of services regulations in different
countries, the particular need of developing
countries to exercise this right” (Preamble).

In this context, Europe provides an important
example of the impact of liberalisation of service
industries and regulatory reform, which can be
used not only to show the benefits of services
liberalisation, but also to pinpoint some of the
policy failures that can pervert outcomes.

The experience of service negotiations at the
WTO, as exemplified by the case of basic
telecommunications, would suggest that many
Asian countries appear reluctant to open up their
service sectors to international competition.
Although this situation may have changed in some
countries of the region after the 1997-98 Asian
Crisis, the liberalisation of services remains a
sensitive issue, both politically and socially, for
various reasons, most notably infant-industry
protection, the costs of adjustment and national
security considerations. Yet, weak competition in
the service sector may negatively impact on the
expansion of Asian exports and the attractiveness
of Asian economies to private foreign investors.


