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Foreword
This book synthesises recent work by the OECD on recording, quantifying and analysing services trade policies and their impacts on imports and exports, the performance of manufacturing and services sectors, and how services trade restrictions influence the decisions and outcomes of firms engaged in international markets. 
Launched in 2014, the OECD Services Trade Restrictiveness Index (STRI) is a unique, evidence-based tool that provides information on regulations affecting trade in services in 22 sectors across the 35OECD countries and Brazil, the People’s Republic of China, Colombia, Costa Rica, India, Indonesia, Lithuania, the Russian Federation and South Africa. These countries and sectors represent over 80% of global trade in services. The STRI provides comprehensive, comparable data and benchmarks relative to global best practices. 
The STRI database (http://oe.cd/stri), compiling requirements to enter foreign markets in unprecedented detail, provides transparent and readily accessible insights into the restrictions on foreign entry and the movement of people, barriers to competition, regulatory transparency and other discriminatory measures that hamper services trade. It is, therefore, an important reference for exporters and international services providers and a source of data for academic research on drivers and impediments to services trade.
The new evidence presented in this book is meant to inform trade policy makers about the likely effects of unilateral or concerted regulatory reforms and help prioritise policy action. The OECD’s quantification of applied sectoral regulatory regimes, across countries and over time, has opened up new avenues for the analysis of services trade policy – a field that has long suffered from a scarcity of comparable data and indicators. 
Taken together, the main findings and key recommendations of this work suggest that national administrations should consider adopting whole-of-government strategies to capitalise on the demonstrated potential of co-ordinated services trade policy and regulatory reforms to help make globalisation work for all. We hope that you find this publication and the STRI tools a useful resource in your quest for a better understanding of services trade, the role of services in global value chains and the policies that shape services markets.
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IPR
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“Over the top”; an OTT service involves content, a service or an application that is provided to the end user over the open Internet


PSA
Personal services automation


SMEs
Small and medium sized enterprises


TFP
Total factor productivity



Executive summary
Services generate more than two-thirds of global gross domestic product (GDP), attract over three-quarters of foreign direct investment (FDI) in advanced economies, employ the most workers, and create most new jobs globally. Impediments to global services trade, however, remain pervasive as national trade and regulatory policies in individual services sectors are often made with limited regard for economy-wide impacts.
This book synthesises recent work by the OECD that analyses services trade policies and quantifies their impacts on imports and exports, the performance of manufacturing and services sectors, and how services trade restrictions influence the decisions and outcomes of firms engaged in international markets. The main implications emerging from the analysis highlight the magnitude, nature and impact of the costs entailed by restrictive services trade policies.
Main findings
Open and well-regulated services markets help make globalisation work for all
Dynamic markets with a thriving entrepreneurial spirit are an important factor in ensuring that economic growth is inclusive. Such conditions rely on global access to the networks, goods and services that carry knowledge around the world. 
Open services markets are the gateway to global value chains
Open and well-regulated services markets ensure access to information, skills, technology, funding and markets in a modern, increasingly digital economy. Intermediate services reduce costs, improve quality, and match suppliers and customers around the world. Moving up the value chain, therefore, depends on a local business services sector open to ideas, skills and investment from cutting edge firms wherever they may be found. 
Services reforms boost SMEs
It is clear that the cost of services trade restrictions falls disproportionally on small and medium sized enterprises (SMEs). In addition, regulatory co-operation to minimise duplication of compliance costs and better use of technology to ease the burden of administrative procedures would help SMEs. 
Regulatory co-operation reduces trade frictions
Regulatory heterogeneity has a negative impact on services trade flows, over and above the impact of services trade restrictions. Conversely, countries trade more with partners with similar regulation. Trade agreements are likely to have the largest effect on trade when they, inter alia, reduce the level of trade restrictiveness hand-in-hand with forward-looking regulatory co-operation. 
Trade in services depends on the movement of professionals
Cross-border movement of people may not account for a large share of services trade, but it is essential for international business operations. Mobility of natural persons across international borders is crucial, particularly for trade in business services, which in turn is an important channel for knowledge transfer. 
Trade in services underpins the digital economy
Liberalisation and pro-competitive reforms in the telecommunications sector are associated with a substantial reduction in the trade costs for business services. High capacity networks at competitive prices are a necessary condition for a digital transformation of knowledge-intensive services. Access to the professions and the services they provide is also essential. 
Trade-relevant regulations should keep up with the digital economy
A precondition for a dynamic market is that dominant firms cannot abuse their market power with impunity. In recent years, the start-up rate of new firms has slowed down considerably while market concentration has increased significantly. The best way of enhancing entrepreneurship is to ensure open markets with low barriers to entry for both local and foreign enterprises and entrepreneurs. 

Key policy recommendations
	There is substantial scope for reducing trade costs in major services sectors by scaling back measures that discriminate against foreign providers. The largest gains would occur if domestic regulation regarding competition and transparency is concurrently improved. 

	Regulatory co-operation makes doing business easier for exporters. Where high restrictions to services trade still prevail, reducing them remains a prerequisite for regulatory cooperation to make a substantial difference.

	Smaller and less experienced exporters face a steeper cost burden in more restrictive regulatory environments. Opening up services markets would primarily benefit SMEs, which are responsible for the majority of new job creation.

	The business models for supplying services are complex, often involving a combination of modes, a bundle of goods and services, or a mix of digital products and face-to-face interaction. In order to avoid distorting these business models, a balanced approach should be taken towards the different modes of supply across the spectrum of trade, investment and competition policies.

	There is not one service industry, but many services with different business models, competition challenges and best practice regulatory frameworks. To maximise the benefits of reform, targeted policy advice needs to identify the main bottlenecks by taking into account the level of actionable trade costs in each sector, how far sectoral regulation diverges from that of key trade partners as well as flow-on effects on downstream segments of the economy.

	Reforming services trade brings benefits for consumers and strengthens domestic productivity and economic performance. Modern manufacturing is a heavy user of high-tech services inputs and its competitiveness relies on access to state-of-the-art suppliers at the best price. Furthermore, countries with more favourable and transparent regulatory environments are also more attractive for FDI, which stimulates extra activity, jobs and exports.






Chapter 1. The rise of services in the global economy

Chapter 1 assesses the importance of the services sector within the overall economy. It discusses the role of services in recent macroeconomic outcomes, as well as the marked trend towards manufacturing becoming increasingly services-dependent. The chapter highlights some important megatrends, particularly the digital economy, which is largely supported by the services sector, and discusses the role of establishing appropriate services regulations in order to leverage the digital revolution to strengthen productivity. In light of the significant role that small and medium sized enterprises (SMEs) play in the economies of most countries, it considers policies in the services field that can facilitate their international development, both through internet platforms and enhanced participation in global value chains (GVCs).



The structural transformation towards services

Economic development is associated with a shift from an agrarian economy dominated by subsistence farming to an industrialised economy dominated by services. Figure 1.1 shows that the services share of GDP has increased over time across all country groups, with the fastest rise in middle-income countries. Furthermore, at any point in time the services share is on average higher the richer the country is. 



Figure 1.1. Services share of GDP

[image: graphic]Source: World Bank, WDI.



The counterpart of a rising services share is a declining share of manufacturing and primary sectors in global GDP. The rising share of services and the corresponding decline in the share of manufacturing can be explained by faster technical development in manufacturing than in services, a shift in demand from manufactured products to services with rising income levels, and falling relative prices of manufactures. At the same time, in absolute terms output from both agriculture and manufacturing continues to grow steadily. For example, while the share of manufacturing in world nominal GDP declined from 20% in 1997 to 15% in 2015, the absolute level of global manufacturing output expanded by 44%.1 

Structural changes in employment follow a similar pattern to those in industrial structure, as illustrated in Figure 1.2. It presents structural movements in employment for high- and middle-income countries during the period 1994-2010, and also for the People’s Republic of China (hereafter “China”) and India separately. The most significant reallocations in recent years have been in middle-income countries, where rapid urbanisation has drawn people from agriculture to urban jobs in industry and services. Comparing China and India uncovers a paradox. Over the 15-year period, China has become the manufacturing hub of the world while India has turned into a leading services exporter. Yet the services share in total employment rose twice as fast as the share of industry in China, while the opposite is true in India. Furthermore, the services share in total employment is much higher in China than it is in India. The explanation for this is three-fold. The transition from an agrarian economy is further advanced in China than in India. Thus, the share of agriculture declined from about half to about a third of total employment in China, while half of India’s labour force is still in agriculture. Second, India has seen an unprecedented spurt in labour productivity in export-oriented services (Benz et al., 2017). Third, a supporting services sector has been an essential but largely overlooked part of China’s industrial development.



Figure 1.2. Employment by sector group and two country groups, plus China and India

[image: graphic]Source: World Bank WDI and Statistical Yearbook for China.



The structural shifts depicted in Figures 1.1 and 1.2 reveal that globally the share of employment in services has increased faster than the share of services in nominal GDP, which means that on average labour productivity has grown faster in manufacturing than in services. This has raised concerns that services-intensive economies may be less dynamic and create relatively fewer secure and well-paying jobs compared to the heyday of manufacturing employment. Such worries have led to a debate on a possible revival of classical industrial policy as a means of fostering an industrial renaissance accompanied by good jobs for low- and medium-skilled workers. However, the driving force behind a recent slow-down in offshoring and the trickling back of manufacturing to high-income countries appears to be precisely the diminishing importance of labour costs as the fourth industrial revolution unfolds. 

The fourth industrial revolution is characterised by computer-integrated manufacturing, additive manufacturing, automation and advanced analytics of Big Data and the flow of information over the Internet of Things (IoT). During this transition, high-skilled manufacturing employment has been maintained both in high- and middle-income countries while low-skilled manufacturing employment has plunged (Rodrik, 2016). Judging from such trends, the employment share in services is likely to climb until it levels off at around 80-85%, while high-skilled jobs in manufacturing may continue to show resilience to technical changes. Like structural changes in the past, the ongoing transformation has immense potential for improving human well-being if managed wisely.2 

Modern services are catching up with manufacturing productivity levels

The main driver of economic growth is a rising level of productivity. It is true that on average the level of productivity is higher in manufacturing than in services, but modern services are rapidly catching up. Table 1.1 presents recent developments in productivity for selected sectors in four countries.3 At least one services sector has experienced faster productivity growth than manufacturing in all four countries. It is notable that wholesale and retail trade has undergone a higher rate of productivity growth than manufacturing in three of the four countries in recent years. This is a labour-intensive sector that has been among the early adopters of productivity-enhancing ICT in bricks-and-mortar retail and is currently migrating to digital platforms.4 


	
Table 1.1. Productivity (TFP) by sector, 2014


	Index, 2010 = 100



	ISIC 4

	Sector

	United Kingdom

	France

	Germany

	Finland





	C

	Total manufacturing

	101.57

	103.68

	106.53

	 97.43




	G

	Wholesale and retail trade; repair of motor vehicles and motorcycles

	104.26

	104.02

	105.40

	 98.62




	H

	Transportation and storage

	105.74

	 97.37

	 94.56

	113.40




	J

	Information and communication

	 98.17

	103.98

	116.35

	117.45




	58-60

	Publishing, audio-visual and broadcasting activities

	105.28

	 94.92

	106.35

	 88.23




	61

	Telecommunications

	 92.87

	123.58

	106.75

	142.75




	62-63

	IT and other information services

	 96.40

	 97.93

	127.27

	120.12




	K

	Financial and insurance activities

	 86.99

	103.34

	105.21

	103.82




	M-N

	Professional, scientific, technical, administrative and support service activities

	109.33

	 95.14

	 98.20

	 95.35




	R-S

	Arts, entertainment, recreation and other service activities

	102.75

	 91.88

	 97.00

	 89.79




	Source: EU KLEMS database, www.euklems.net/.





The professional, technical and other business services covered under ISIC codes M-N are a strong source of job creation for skilled workers and, with the exception of Germany, employ more people than manufacturing does. In this sector, productivity has kept up with manufacturing only in the United Kingdom. However, the digital transformation of professional services is still in its infancy with the promise of substantial productivity growth in the future. Furthermore, a number of studies have found that knowledge-intensive business services (KIBS) stimulate innovation and productivity in their client firms, including manufacturers. KIBS are typically coproduced with clients and their impact on productivity may be more visible at the aggregate economy level than in the KIBS sector.5

Comparable information on total factor productivity for emerging market economies is not readily available, but the WORLD-KLEMS database contains such information for India covering the period 1980-2008/9. Interestingly, TFP growth in services by far outperformed that in manufacturing in TFP growth in India during this period. Taking 1990 levels as the benchmark, the best-performing manufacturing sector (non-metallic mineral products) raised TFP by about 40%, while in the best-performing services sector (post and telecommunications) productivity grew six-fold over the three decades covered. India has embarked on a services export-led growth path no less impressive than previous growth spurts experienced by newly industrialised countries in the past. The experience of India and China, together with observations from de-industrialising high-income countries, suggests that an export-oriented services sector is possible even in the absence of a significant industrial base, while an export-oriented industrial sector without supporting services is unlikely.

Services enhance productivity and competitiveness in manufacturing

Services provide essential inputs to goods-producing sectors, enhancing productivity or competitiveness or both. Education and health contribute to raising the skill levels and adaptability of workers. R&D, engineering and design are essential inputs into product and process innovations, while telecommunications, and computer and information services, underpin the seamless transfer of knowledge and information that are the raw material of innovation, within and across borders. Finally, a host of business services help manufacturers relate to customers, suppliers and regulators. Also, mature industries are reinventing their business strategies in ways that rely more heavily on services as inputs. For example, consumer products such as clothing have shorter and more numerous seasons where market monitoring and market analysis feed back into design and production in order to keep up with consumers’ ever shifting tastes. 

Manufacturing firms increasingly add services to their product portfolio, typically as complements to the goods that they produce. Examples from the business-to-business market are machinery manufacturers that sell a services package to clients including the rental and maintenance of machinery. The machines are fitted with sensors linked back to suppliers through the IoT. Suppliers monitor performance continuously and help reduce maintenance costs and downtime for the client. Such arrangements are found for a broad range of machinery, from aircraft jet engines (“power by the hour”) to copy machines or coffee machines in offices.

In the business-to-consumer market, after-sales services are major sources of revenue for manufacturers. The automotive sector, for instance, has relied on services for their revenues and profits for many years.6 Today, with growing traffic congestion and environmental concerns, self-driving cars and various car-sharing and car-hailing services have shifted the focus from the car to the transport services it...
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			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.


			Afin de profiter d’une expérience de lecture optimale, nous vous recommandons :


			
						D’utiliser la dernière version du système d’exploitation de votre support de lecture.


						De lire en orientation portrait.


						De réduire la taille de caractères si les tableaux en grand format sont difficiles à lire.


			


			Comme ce format est encore en version bêta, nous aimerions recevoir vos impressions et remarques sur votre expérience de lecture, bonne ou autre,  pour que nous puissions l’améliorer à l’avenir. Dans votre message, merci de bien vouloir nous indiquer précisément quel appareil et quel système d’exploitation vous avez utilisé ainsi que le titre de la publication concernée. Vous pouvez adresser vos remarques à l’adresse suivante :
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