TRADE IN SERVICES AND INVESTMENT
FLOWS IN SOUTH ASIA'
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Despite being a group of contiguous countries, South Asia is one of the least
integrated regions in terms of intra-regional investment and trade relations. The
share of services in GDP of South Asian countries has increased substantially with
South Asia exhibiting a high revealed comparative advantage in commercial
services and more particularly in “other services” including computer and
information technology enabled services. Analysis of the foreign direct investment
(FDI) inflows in South Asia reveals that the number of total sale deals including
Greenfield investments and Mergers and Acquisitions have increased in recent
years. Though India is ranked as the second most attractive destination for FDI,
South Asian countries, including India, do not rank high in terms of the FDI
performance and potential indices and are also ranked low in the global
competitiveness index. The study points out the investment constraints in South
Asia and cites poor infrastructure and labour market inefficiencies as the
bottlenecks in attracting higher FDI inflows. Emphasising the importance of Doha
Development Agenda on the one hand, the paper lays out the importance of larger
and broader RTAs like Pan Asia Free Trade Agreement (PAFTA) instead of narrow
RTAs like SAFTA. The success of SAFTA in enabling regional integration would
depend on turning its current shallow constitution in favour of a deep agreement

taking into account various behind the border issues.
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1. Backdrop

The present paper is an attempt in understanding the issues and dimensions of trade
in services and investment flows in South Asian countries vis-a-vis other regions of the world

aswell as in intra-regional terms.
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Trade in services and investment flows have been the key drivers of many economies
in recent decades. In fact, services have become the single largest sector in many economies.
Efficient provision of services in a country enhances export competitiveness of'its agriculture
and manufacturing sectors. Similarly, attracting foreign direct investment (FDI) has become
a key part of national development strategies for many countries. Countries see such
investments as bolstering domestic capital, productivity, and employment, all of which are
crucial for economic growth. It is with this understanding that many of the South Asian
countries have made conscious efforts in recent years to liberalise their service sectors and

also introduced investment friendly policies including those for FDI.

In many OECD countries today, services account for more than 70 per cent of GDP
and in many developing countries this share has increased to around 50 per cent. Further,
many of the most dynamic sectors including information technology enabled services,
financial services, and telecommunications are in the services sector. The ‘new economy’ of

the 21" century refers to services-based economy and South Asian countries are no exception.

FDI flows refer to capital flows across countries and regions. In the case of trade in
services, despite a common misconception about their being non-tradable, services have
always been traded in one way or the other. For example, transportation and travel have
always been significant economic activities. It took economists and the policy-makers more
than four decades to get convinced that some discipline had to be introduced to the gamut of
trade in services across the national borders of the world similar to the GATT for merchandise

trade.

The paper is organised under five sections. The next section provides a glimpse of
economic structure of the four major countries of South Asia, viz. Bangladesh, India,
Pakistan and Sri Lanka. Regional integration issues along with the review of literature are
discussed in section III. Analysis of trade in services is provided in section IV and in FDI

flows in Section V. The paper ends with concluding remarks in section V1.

2. South Asia in the World Economy’

South Asia refers to a group of seven countries, viz. Bangladesh, Bhutan, India,
Maldives, Nepal, Pakistan and Sri Lanka. It accounted for 1.2 per cent of world merchandise
exports in 2005. The corresponding share in imports is 1.8 per cent. The share of South Asia in

world exports of commercial services is 2.5 per cent with the corresponding share in imports

*This section is based on World Bank, World Development Indicators, 2007.
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of commercial services as 2.8 per cent. India is the largest member country accounting for

three-fourths of the population and four-fifths of the gross national income of the region.

South Asia supports about 23 per cent of the world population with the highest
density of population (307) among the low and middle income (LMI) country groupings’. It
accounts for 2.3 per cent of the world gross national income (GNI) in exchange rate terms and
7.6 per cent in purchasing power parity (PPP) terms. However, the GDP has been growing at
relatively rapid rate of average growth of 6.5 per cent per annum during 2000-2005 which is
second only to EAP (includes China) at 8.4 per cent. The corresponding average for the LMI

is 5.1 per cent.

Agriculture accounts for 19 per cent in South Asia’s GDP with industry accounting
for 27 per cent and services 54 per cent. The share of industry in GDP of South Asia is the
lowest among the LMI country groupings. The share of manufacturing, which is a subset of
industry, at 16 per cent of GDP is slightly above 14 per cent for MENA and SSA and 12 per
cent for LAC. However, it is well below 32 per cent for EAP. In LMI the average share of
agriculture is 11 per cent, industry 37 per cent and services 52 per cent. The share of
manufacturing in LMI at 22 per cent is higher than South Asia’s at 16 per cent.

South Asia is one of the most protected groups among LMI country groupings with
simple mean tariff of 15.2 per cent and import weighted mean tariff of 16.1 per cent. The
corresponding rates of protection are 18.4 and 15.1 per cent, respectively for primary
products, and 14.6 and 16.8 per cent, respectively for manufactured products. These rates of
protection are higher than all of the LMI country groupings and also the average for the LMI
at9.0 and 6.1 per cent, respectively.

The share of manufactured exports at 72 per cent for South Asia is second only to 81

per cent of EAP. The corresponding figure for LMI is 64 per cent.

3. Intra- and Inter-South Asian Regional Integration: Extant Literature

Despite being a group of contiguous countries South Asia is one of the least
integrated regions in terms of investment and trade cooperation. Intra-bloc merchandise
exports account for 5.5 per cent of total exports of South Asia. Over and above official figures,

significant informal or unofficial trade phenomenon has also been documented (Taneja 2004).

“As per WDI, Low and Middle Income (LMI) country groupings include East Asia & Pacific (EAP), Europe and Central Asia
(ECA), Latin America and Caribbean (LAC), Middle East and North Africa (MENA), South Asia (SA), and Sub-Saharan Africa
(SSA). Low-income countries are those with gross national income (GNI) per capita of more than $875 but less than $10,726.
Lower middle-income and upper middle-income economies are separated at a GNI per capita of $3,465. High income economies
are those with a GNI per capita of $10,726 or more.
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Even though there are many commonalities in historical and cultural backdrops, yet
the political and trust related tensions have not let the economic cooperation fizz into
optimising mutual welfare gains, ever since birth of the South Asian association for Regional
Cooperation (SAARC) in 1985. The SAARC seems to have acted as an umbrella of
penumbra than a protective harbinger of mutual economic cooperation in South Asia.
SAARC Preferential Trade Agreement (SAPTA) was signed in 1993 and implemented in
1995. It reflected the desire of the Member States to promote and sustain mutual trade and
economic cooperation within the region through the exchange of concessions. An Agreement
on South Asian Free Trade Area (SAFTA) was signed in 2004 and became effective since
2006. It deals with trade in goods but not with issues of trade in services. It has some mention
of promoting intra-regional foreign direct investment (FDI) but with no clear details. Under
the Trade Liberalisation Programme scheduled for completion in ten years by 2016, the
customs duties on products from the region will be progressively reduced. However, under an
early harvest programme for the Least Developed Member States, India, Pakistan and Sri
Lanka are to bring down their customs duties to 0-5 % by 1 January 2009 for the products
from the Member States. The Least Developed Member States are expected to benefit from
additional measures under the special and differential treatment accorded to them under the
Agreement. Despite these developments there has been lack of any consequential regional

economic cooperation among the SAARC member countries.

SAFTA has many flaws. The border tariff liberalisation is very slow. There are no
commitments to eliminate non-tariff barriers. It does not have provisions of deeper
integration like transit facilities, cooperation on infrastructure development, liberalisation of
investment and trade in services, financial and monetary cooperation and coordination of

macroeconomic policies (Dubey, 2007).

An important question is whether regional integration is desirable. While it may
create new opportunities for the members of the region, it also poses certain challenges. A
small region like South Asia, which has high external protection, might lose through regional
integration with trade diversion likely to more than offset trade creation. The opportunities
would include benefits for land-locked countries or regions of countries, trade facilitation
and reduction of trade costs, energy cooperation and peace dividend. The benefits of regional
integration in South Asia can be optimised with concurrent reduction in its external
protection (World Bank, 2006).

The case of SAFTA is not especially persuasive on both economic and political

grounds. On economic grounds, trade diversion is likely to more than offset trade creation.
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On political grounds SAARC has never been a means to break the hostility between India and
Pakistan and SAFTA may not be the best means to achieve this. An Asia-wide trade
agreement would be an apt goal to achieve’. The impact of a regional integration agreement in
South Asia would depend on the depth of the agreement including trade in services and
investment flows. The shallow FTA type agreements are expected to be exercises in foreign
relations while the deep integration agreements lead to some meaningful changes in
efficiency and economic welfare of the member countries of the region. The mere easing of
the border trade barriers may not lead to an effective outcome unless behind the border
distortions and barriers to trade and investment flows are also simultaneously dealt with. The
relative efficiencies of the competing and the complementary sectors would need to be
carefully carved into the architecture of the regional cooperation agreement. SAFTA lacks in

any serious commitments on investment and none on trade in services.

The APTA®, formerly known as Bangkok Agreement (Bangkok Agreement) also
does not cover investment and services issues. BIMSTEC’ has some coverage on investment
butnot on Mode-3. India’s Trade Agreements with Bangladesh, Bhutan, Nepal and Sri Lanka,
also do not cover issues of investment and services. India-Thailand Agreement has coverage
on investment issues. It is only in India-Singapore Comprehensive Economic Cooperation
Agreement (CECA) that the issues of investment and trade in services have been covered

relatively effectively.

3.1 Tradein Services

As in the case of merchandise goods, there are also barriers to trade in services.
However, restrictions and barriers to trade in services do not work in the same way as in the
case of merchandise trade since most of the services are actually not observed to cross
borders. However, restriction on the ability of national service firms to provide these services
across borders and within foreign countries put additional costs and barriers to international
trade (Deardorff, 2000). Such barriers are created through limiting the access of foreign
services and the foreign suppliers of services to domestic markets. Hoekman and Braga
(1997) distinguish four different types of barriers, namely 1) quotas, local content, and

prohibitions; 2) price-based instruments; 3) standards, licensing, and procurement; and 4)

* See Panagariya, Arvind, Chapter 7 in World Bank (2006).

° APTA / Bangkok Agreement was signed in 1975 as an ESACP initiative aimed to promote intra-regional trade among Bangladesh,
China, India, Republic of Korea, Laos People’s Democratic Republic and Sri Lanka.

" BIMSTEC originated in June 1997 as BIST-EC (Bangladesh, India, Sri Lanka, Thailand Economic Cooperation).
Later its name was changed to BIMST-EC in December 1997 along with inclusion of Bhutan and Nepal. And it was renamed as
the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation.
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discriminatory access to distribution networks. It has been argued that the fundamentals of
trade in services are really no different from trade in goods, and only the difficulties of

measuring and monitoring trade in services make it distinctive (Deardorff and Stern, 1985).

Some studies have highlighted the advantages of trade in services for regional co-
operation and integration. For instance, Taneja et al (2004) have analysed the India-Sri Lanka
FTA for trade in services and indicated important areas of bilateral trade in services between
the two countries which include transportation, tourism, construction, health, education and
telecommunications. The study shows that there is significant informal movement of people
between the two countries and has suggested removal of existing barriers through inking a
comprehensive bilateral agreement. The South Asian countries should follow unilateral trade
policies suited to their own domestic needs but within the framework of the changing
international trade environment comprising both regionalism and multilateralism (Nataraj,
2007). Though India is a firm believer and campaigner of multilateral trade, it has been
negotiating/ signing many bilateral trade agreements including a comprehensive economic

cooperation (CECA) Agreement with Singapore.

Though Asian developing countries including India are adopting the dual strategy of
regionalism and multilateralism, they need to go for larger and broader regional trade
agreements (RTAs) since narrow RTAs are costly and trade diverting (Chadha, 2005). In this
context, the study suggests creation of a Pan-Asia FTA (PAFTA) similar to two of the western
blocs, viz. Europe and the Americas’.’ Further, taking India as a case study and analyzing the
GATS for developing countries, Chadha (2001) examines India’s commitments and the
benefits of using computable general equilibrium (CGE) model. Broadly, the study explains
that liberalization of trade in services, in general, would benefit both developing and
developing countries. Further, the paper observes that active participation of developing
countries for comprehensive negotiations would be more beneficial than case-by-case
negotiations. Moreover, negotiations in services must include almost all services rather than
the current focus on only sectors like financial services, insurance and maritime transport.
The study also cites the example of India’s success story in software services since the mid-

nineties.

Kelegama and Mukherjee (2007) have analysed the six years performance of India-
Sri Lanka FTA. The study highlights that since Sri Lanka liberalised under the GATS during
the Uruguay round of WTO talks, services make up a significant component of trade between
the two countries mainly through franchise arrangements. Such franchise led retail services

* This finding is based on liberalising trade in goods.
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include Titan, Usha, Godrej and Bajaj from India and Dankotuwa Porcelain and Damro (pre-

fabricated furniture etc) from Sri Lanka.

Studies also indicate that halfthe gains from liberalisation of all post-Uruguay round
barriers to trade would accrue in the service sector (Chanda 2005). According to Winters
(2003), if developed countries increased their labour force migration quotas by three percent
of labour force, then there would be gains of $150 billion from the liberalisation of labour

mobility alone.

3.2 FDI Flows

FDI plays multidimensional role in the overall development of the host economies.
It is widely discussed in literature that besides capital flows; the FDI generates considerable
economic benefits. These include employment generation, the acquisition of new
technology and knowledge, human capital development, contribution to international trade
integration, creation of a more competitive business environment and enhanced
local/domestic enterprise development, flows of ideas and global best practice standards and
increased tax revenues from corporate profits generated by FDI (Klein et a/, 2001; Tambunan,
2005). While FDI is expected to create positive outcomes, it may also generate negative
effects on the host economy. The costs to the host economy can arise from the market power
of large firms and their associated ability to generate very high profits or by domestic
political interference by multinational corporations. But, the empirical evidence shows that
the negative effects from FDI are inconclusive, while the evidence of positive effects is

overwhelming, i.e. net positive effect on economic welfare (Graham, 1995).

FDI in manufacturing seems to have positive and significant effect in a country’s
economic growth (Alfaro, 2003). In general, the multinational enterprises have increasingly
contributed to capacity addition and total sales of manufacturing. Further, FDI plays an
important role in raising productivity growth in the sectors in which investment has taken
place. In fact, sectors with a higher presence of foreign firms have lower dispersion of
productivity among firms, thus indicating that the spillover effects had helped the local firms
to attain higher level of productivity growth (Haddad and Harrison, 1993). Besides being an
important source for diffusion of technology and new ideas, FDI plays more of
complementary role than of substitution to domestic investment (Borenzstein et al, 1998).
FDI tends to expand the local market attracting large domestic private investment. This
“crowding in” effect creates additional employment in the economy (Jenkins and Thomas,
2002). Further, the FDI has strong relation with increased exports from host countries. FDI
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also tends to improve the productive efficiency of resource allocation by facilitating the

transfer of resources across different sectors of the economy (Chunlai, 1999).

Little empirical evidence is available on the impact of FDI on rural economy in
general and on poverty in particular. However, in recent times, there has been increasing
interest to study the linkage between growth and poverty. The FDI inflows are associated
with higher economic growth (Jalilian and Weiss, 2001; Klein et a/, 2001). Economic growth
is critically important for poverty reduction. But, the pattern and nature of growth process in
economies also assumes importance. It has been found that FDI had positive impact on
poverty reduction in the areas where the concentration of labour-intensive industries was
relatively high (Doanh, 2002). However, some of the developing countries, like India, have
missed the so-called “Flying Geese” phenomenon, under which the export composition is
likely to be dominated by labour intensive manufactures, while imports dominated by
intermediate and capital goods. The resulting trade deficit is to be closed by capital inflows
including FDI (Chadha, 1998). On the contrary, during the last two decades the share of
relatively capital-intensive goods in India’s exports has gone up while that of the labour-
intensive goods like leather and leather products and textile and textile products has gone
down (Chadha, 2007).

Though it is expected that growth tends to benefit the poor, but it has not happened in
many countries. There is no clear picture whether growth reduces poverty (World Bank,
2000). It is believed that increased flow of capital raises capital intensity in production
resulting in lower employment generation. However, higher level of investment accelerates
economic growth showing wider positive effects across the economy. Tambunan (2005)
contended that FDI has positive effects on poverty reduction mainly through three important
ways viz., labour intensive growth with export growth as the most important engine;
technological, innovation and knowledge spillover effects from FDI-based firms on local
economy; and poverty alleviation programs or projects financed by tax revenues collected
from FDI based firms. However, the host country’s policies and institutions, the quality of
investment, nature of regulatory framework and flexibility of labour markets are important to
attain the expected benefits from FDI (De Mello, 1999; Klein et a/, 2001; Chadha, 2007). The
impact of FDI has been found to be the strongest in countries with higher education levels
(Borenzstein et al, 1998; Jalilian and Weiss, 2001). But, FDI may indirectly benefit the poor
by creating better employment and earning opportunities for the unskilled workforce in
developing countries (ODI, 2002).
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4. South Asia: Tradein Services

The key areas of trade interest to South Asia, in services, are cross-border trade
(mode 1), consumption abroad (mode 2) and the movement of natural persons (mode 4). The
world trade in services under the four modes is depicted in Table 1. It may be observed that
trade through movement of natural persons (mode 4) is proxied at less than 2 per cent of the
total trade.

There has been a major structural change in the four South Asian countries during the
last two decades. The overall share of services in GDP of South Asia has increased from 37.3
per cent in 1980 to 54.0 per cent in 2005 (Table 2). The shares have increased relatively
rapidly for Bangladesh and India than for Pakistan and Sri Lanka. However, in the case of
East Asia and Southeast Asia the share of services in GDP has remained stable at less than 50
per cent for the regions on the whole. The share is above 50 per cent for some individual

countries including South Korea, the Philippines and Singapore.

Exports of commercial services from major regions of the world along with the four
South Asian countries, viz. Bangladesh, India, Pakistan and Sri Lanka, during the last two
decades are summarised in Table 3. It may be observed that more than four-fifths of the total
export of commercial services originated from the high-income countries leaving less than
one-fifth from the LMI economies during the triennium ending (TE) 2005. South Asia
accounts for 2. 1per cent share in world exports. The share of India in exports of commercial
services constitutes more than 90 per cent of exports of commercial services originating from

South Asia but just about 2 per cent of world exports of commercial services.

The share of exports of commercial services in total world exports (merchandise
plus commercial services) has averaged at 19 per cent during the TE 2003-2005 (Table 4). It
was 20.8 per cent for the high-income countries and 13.9 per cent for LMI countries. The
corresponding share of South Asia averaged at 29.5 per cent, which is above that for high-
income countries. Within South Asian countries, India has a relatively high share of 34.1 per
cent while Bangladesh a relatively low share of 4.3 per cent. India has the highest share

among the Asian countries and also higher than most other regions in the world.

The average share of transport services in total commercial services is about 24 per
cent for high as well as low and middle-income countries during TE 2003-2005. The
corresponding share is relatively low at 19.7 per cent for South Asia. While Pakistan exports
about 54.5 per cent its total exports of commercial services as transport services, the share is
as low as 12.5 per cent in the case of India. Sri Lanka and is a high performer with

corresponding share at 42 per cent. Bangladesh posts a share of about 20 per cent.
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The average export share of travel services in world exports of commercial services
is 29.0 per cent during 2003-2005. It is 24.7 per cent in the case of high-income countries it is
45.6 per cent for low and middle-income countries during the corresponding period. South
Asiaisrelatively poor performer in travel services posting a share of 16.4 per cent only. While
the corresponding share of Sri Lanka is high at 31 per cent, it is low for Pakistan only at 9.2 per

cent. Each India and Bangladesh have a share around 15 per cent.

The average share of export of “other services” in world export of commercial
services touched 40.7 per cent during 2003-2005. The similar share is 44.1 per cent for the
high-income countries and 27.9 per cent for the LMI countries during the corresponding
period. South Asia has a high share of 60.9 per cent in “other services” with India at 69.3 per
cent. Bangladesh posted a share of 59.1 per cent. However, Pakistan and Sri Lanka registered

relatively low shares at 33.1 and 23.1 per cent, respectively.

We have undertaken a simple analysis to check on the revealed comparative
advantage (RCA) of export of commercial services in total export (merchandise and
commercial services). RCA of export of commercial services for a region/country is the ratio
of two different ratios. The numerator is the ratio of export of commercial services of the
region/country to its total export. The denominator remains same for each region/country and
is the ratio of world export of commercial services to total world export. Thus, while the
numerator keeps changing depending on the region/country under consideration, the
denominator remains same in calculating RCA for different regions/countries (Table 5).
While the RCA value of above unity reveals comparative advantage, its value less than unity
reveals absence of comparative advantage. The value unity itself reveals neutrality to the
existence of comparative advantage or not. It may be observed from Table 5 that, on the
average, the high-income countries have comparative advantage in export of commercial
services and not the low and middle-income countries during 2003-2005. Only the high
income countries and South Asia reveal comparative advantage in commercial services.
India is the major contributor in the making of the RCA for South Asia as 1.5 with its
comparative advantage in commercial services at 1.8. Sri Lanka is the only other South Asian
country that has RCA above one. The similar RCA is 0.6 for Pakistan and 0.2 for Bangladesh.
India thus has the highest RCA among the Asian countries and also higher than most other

regions in the world.

The four South Asian countries have different comparative advantage in major
export components of commercial services, namely “transport”, “travel” and “other

services”. RCA of export of different components of commercial services, with respect to
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total export of commercial services, for a region/country is the ratio of two different ratios.
The numerator is the ratio of export of a component of commercial services, say transport, of
the region/country to its total export of commercial services. The denominator remains same
for each region/country and is the ratio of world export of the particular component of
commercial services (transport in this case) to world export of commercial services. Thus,
while the numerator keeps changing depending on the region/country under consideration,
the denominator remains same in calculating RCA in transport services for different
regions/countries (Table 6). It may be observed that South Asia region does not enjoy
revealed comparative advantage in transport services even though Pakistan and Sri Lanka
reveal their comparative advantage in export of transport services in their respective export
baskets of commercial services. India’s low comparative advantage at 0.5 is the main reason
for the absence of comparative advantage in South Asia’s export of transport services.

Pakistan has ahigh RCA of 2.3 in transport services.

It may be surprising to note that all regions constituting LMI countries, except
South Asia and East, reveal comparative advantage in export of travel services with
regard to their respective total export of commercial services (Table 7). At arelative scale,
none of the four South Asian countries except Sri Lanka has export of travel services in its
commercial service export-baskets as high as other developing regions have. However,
Sri Lanka has recently (since 2002) started gaining comparative advantage with a

current RCA score of 1.1.

The situation, however, is quite different for “other services” in South Asia. This
is one among many regions, constituting low and middle-income countries, which reveals
comparative advantage in export of “other services” relative to export of all commercial
services (Table 8). India reveals a comparative advantage of 1.7 while Pakistan and Sri
Lanka do not reveal comparative advantage. Bangladesh reveals a comparative

advantage of 1.5.

The General Agreement on Trade in Services (GATS) is the first multilateral
agreement under the auspices of Uruguay Round to provide legally enforceable rights to
trade in a wide range of services along with their progressive liberalisation. The main
objectives of GATS are the expansion of trade in services, progressive liberalisation of such
trade through negotiations, transparency of rules and regulations, and increasing
participation of developing countries. Though very little liberalisation was actually achieved,
the negotiations on trade in service sectors established the institutional structure for

negotiating liberalisation in the future’.
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Table 9 shows the average number of sub-sectors committed per member by
different country groupings. It can be seen that the number of sub-sectors covered by the
present commitment of members is quite low . The Table also specifies the range of variation
by individual members within a group. The least developed countries (LDCs) have scheduled
24-subsectors (about 15 per cent) but there is a huge variation in commitments made by
individual countries within this group. The developing countries taken alone have scheduled

relatively higher number of sub-sectors, i.e. about one fourth of all the sub-sectors.

Services exports from South Asia face numerous barriers, such as immigration
problems and stringent recognition requirements in key destination markets. There are also
numerous domestic infrastructure related problems and capacity constraints that impede
South Asia’s trade in services. The offers that have been made by developed countries do not
provide much via-a-vis the key sectors and modes of interest in exports and imports for
developing countries. The South Asian Countries need to develop their negotiating strategies
on trade in services in order to further their development gains (CENTAD 2005). Details

aboutrelevance of GATS to the developing economies are provided in Annex-1.

5. FDI Flows in South Asia

Capital formation in an economy is one of the important determinants of economic
growth. While domestic investments add to the capital stock in the economy, foreign direct
investment (FDI) plays complementary role in the overall capital formation. FDI is important

in the capital formation since it fills the gap between domestic savings and investment.

FDI has played an important role in the process of globalisation during the last two
decades. A rapid expansion of the FDI by the multinational enterprises (MNEs) since the
mid-eighties may be attributed to significant changes in technologies, greater liberalisation
of trade and investment regimes, and deregulation and privatisation of markets in many
countries including developing countries like India. Mergers and Acquisitions (M&A) play
an important role in the cross-country movement of FDI. However, various qualitative
differences have been identified between fresh FDI (Greenfield FDI) and M&A.

’ The structure of the GATS reflects both the special characteristics of services and services trade, and the scope and coverage

of the agreement itself. It includes scope and definition of trade in services, general obligations and disciplines, specific
(negotiated) commitments, progressive liberalization (through successive rounds of negotiations), and institutional and final
provisions. The GATS thus consists of two major components, namely, (1) the framework agreement including the Articles of the
Agreement and its Annexes and (2) the schedules of specific commitments on national treatment and market access along with lists
of exemptions from MFN treatment submitted by member governments. (See WTO, 1995).

Commitments need to be counted at a disaggregated level such as counting commitments on each of the 160 sub sectors as
specified in the services sectoral classification list ( MTN.GNS/W/120) to get the true picture of commitments undertaken.

See also Adlung and Roy (2005).

10

26 Journal of Business Thought Vol. 3 April 2012-March 2013



Trade in Services and Investment

5.1 FDI Inflows"
Discussion in this section is based on UNCTAD (2007):
World Investment Report (WIR).
Global FDI inflows had reached a peak of $1,388 billion in 2000 (Table 10). The

following triennium (2001-2003) posted an average decline of 25 per cent per annum when
the global FDI inflows touched the low of $558 billion in 2003. The upswing during the
triennium 2004-2006 pulled these flows up to $1,306 billion in 2006 exhibiting an average
growth rate of 33 per cent per annum. Inflows to South Asia increased from $7.6 billion in
2004 to $22.3 billion in 2006 thus posting an average growth rate of 63 per cent per annum
with impressive growth of 126 per cent being reported in 2006.

The share of FDI inflows to South Asia has been increasing during the last 10 years.
It averaged at 0.3 per cent of the world FDI inflows during the triennium ending (TE) 2000,
i.e. 1998-2000, to 0.7 per cent in TE 2003 and further up to 1.3 per cent in TE 2006. The
corresponding shares of South Asia in inflows to the Asian developing countries were 2.8,
4.6 and 5.9 per cent, respectively. South Asia has thus been gaining importance in FDI

inflows.

During the period 2004-2006, India received about three-fourths of the FDI inflows
to South Asia with Pakistan accounting for about one-fifth, Bangladesh for 4.5 per cent and
Sri Lanka about 2.5 per cent (Table11).

5.2 FDIOutflows

The value of global FDI outflows does not match with inflows due to issues of
measurement errors and accounting valuation problems (Moosa 2002). However, FDI
outflows followed a pattern similar to inflows. These increased to a peak level of $1,186
billion in 2000 and then declined to $561 billion in 2003 to rise again to $1,216 billion in
2006 (Table12). Outflows from South Asia increased from $2,247 million in 2004 to $9,820
million in 2006 thus posting an average growth rate of 254 per cent per annum with

impressive growth of 613 per cent being reported in 2006.

The share of FDI outflows from South Asia has been increasing during the last 10
years. [t averaged at insignificant 0.02 per cent of the world FDI outflows during the TE2000
and then increased to 0.2 per cent in TE 2003 and further up to 0.5 per cent in TE 2006. The

" Discussion in this section is based on UNCTAD (2007): World Investment Report (WIR).
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corresponding shares of South Asia in outflows from the Asian developing countries were 0.4,
4.4 and 4.8 per cent, respectively. South Asia has thus been gaining importance in FDI

outflows.

During the period 2004-2006, India accounted for the bulk of the FDI outflows from
South Asia (98 per cent) with Pakistan accounting for 1.4 per cent and Bangladesh and Sri

Lanka accounting for the remaining less than 1 per cent share (Table 13).

5.3 Cross-border Mergers and Acquisitions (M&A)

The number of total sale deals including Greenfield investments and M&A increased
from 15,258 in 2004 to 16,576 in 2005 and further up to 18,787 in 2006. The corresponding
numbers for South Asia were 828, 821 and 1,213, respectively and for India 776, 716 and
1,144, respectively. The share of M&A deals was 36 per cent on an average for the world
during 2004-2006. It was 14 per cent for South Asia and about the same for India. The share
was 25 per cent for Bangladesh and 15 per cent for each Pakistan and Sri Lanka.

During 2004-2006, about 84 per cent value of all cross-border M& A sale deals were
reported from the developed economies, 14 per cent from the developing economies and only
8 per cent from the Asian developing countries. South Asia reported less than 1 per cent of the

total value with India at 0.6 per cent and Pakistan 0.2 per cent.

The average size of the cross-border M&A sale deals value varies across groups of
countries. On an average, it was $106 million for the world during 2004-2006 (Table 14). The
size was higher for the developed countries ($121 million) and lower for the developing
countries ($64 million). It was $52 million for Asia and $38 million for South Asia. It was
significantly high for Pakistan and Bangladesh ($207 and $63 million, respectively) but low
for India at $32 million. It was $2.3 million for Sri Lanka. In the case of Pakistan there were 5
M&A cases in 2004, 6 each in 2005 and 2006 (about 6 per annum) with a total average value
of $1,218 million thus raising the deal size. In the case of Bangladesh there were only 2 M&A
deals reported in 2004, 3 each in 2005 and 2006 (about 3 per annum) with a total average
value of $178 million which kept the average deal size high at $63 million. Sri Lanka had very
few deals, 2 each in 2004-2006 and an average M&A worth $5 million only. India led South

Asiainaverage number of deals as 123 and average value of M& A as $4,229 million.

The average size of the M& A purchase deals varies across groups of countries. On an
average, it was $106 million for the world during 2004-2006 (Table 15). The size was higher

for the developed countries ($111 million) and lower for the developing countries ($83
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million). It was $67 million for Asia and $26 million for South Asia as well as for India. It was
$4.7 million for Pakistan and $1 million for Sri Lanka. India is thus moving fast in M&A

across the world.

5.4 India: Business Confidence Index

According to the A.T. Kearney 2007 Report on FDI Confidence Index, India
continues to rank as the second most attractive FDI destination with China as number one and
the United States as number three”. India had displaced the United States in 2005 to gain
number two position which it has held during the last three years. FDI inflows in 2006 had
touched $16.9 billion and posted a growth rate of 250 per cent over $6.7 billion inflows in
2005. High value-added services industries including financial services and information
technology (IT) in India are the most sought after sectors by foreign investors. India has
provided multinational with economies of scale and productivity gains in Bangalore,
Mumbai and Delhi though the companies are now diversifying their operations to relatively
lower-cost cities including Pune and Kolkata. India has also attracted foreign investments in
the high-end analytical services including equity research. India’s potential to attract FDI
into other sectors is also emerging over the last few years.

5.5 FDIPerformance and Potential

UNCTAD ranks countries by their Inward FDI Performance " and Potential Indices .
While India is the second most attractive country in terms of foreign investors’ confidence
index it does not rank high in terms of performance index and potential index (Table 16). The
same is true of the other three major South Asian countries. UNCTAD (2007) provides a
matrix of four groups of countries based on their FDI performance and potential:

a) Frontrunners: countries with high FDI potential and performance

b) Above potential: countries with low FDI potential but strong performance
¢) Below potential: countries with high FDI potential but low performance

d) Under-performers: countries with both low FDI potential and performance

While countries like Chile, China, Hong Kong, Malaysia, Singapore and Thailand

" A.T. Kearney (2007).

" The UNCTAD Inward FDI Potential Index is computed as the ratio of a country’s share in global FDI inflows to its share in global
GDP. For details refer to the WIR 2002.

" The UNCTAD Inward FDI Potential Index is computed as un-weighted average of 12 economic and structural variables measured
by their respective scores on the range of 0-1 ( www.unctad.org/wir). The methodology is discussed in WIR 2002.
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are the “front runners”, all the major South Asian countries, viz. Bangladesh, India, Nepal,

Pakistan and Sri Lanka are “under performers”.

Sri Lanka and Pakistan have posted better inward FDI performance index than
Bangladesh and India on an average during 2004 to 2006. In fact, Pakistan tops the list with
Sri Lanka at number two, India at number three and Bangladesh at number four. In fact, India
had touched the bottom position in 2005 with Bangladesh at number three position.

However, India is at the top among these four countries with respect to the inward
FDI potential index ranking during 2004 and 2005". While India’s inward FDI potential is
much above its performance, the reverse is true of Pakistan and Sri Lanka with both these
countries having received FDI beyond their potential. Bangladesh has been operating with
balance between performance and potential. This comparison may have policy implications
for the near future. While India may tend to catch up with its high potential through receiving
relatively high FDI inflows, Pakistan and Bangladesh might lose out on FDI inflows unless

they improve upon their inward FDI potential.

With regard to outward FDI performance index, India is the top among these four
South Asian countries. India’s rank in its outward FDI performance is much better than its
inward FDI performance. However, while India held the 60" rank in outward FDI
performance index (on an average during 2004-2006), in terms of inward FDI performance,
its rank was 117" among 141 countries for which information is available. Surely India is

moving out aggressively in investing abroad.

5.6 Global Competitiveness

Another way of assessing the investment potential of an economy is its rank in the
global competitiveness . The global competitiveness index (GCI) is a comprehensive index
developed by the World Economic Forum (WEF) for measuring national competitiveness
and published in the Global Competitiveness Report (GCR). It takes into account the
microeconomic and macroeconomic foundations of national competitiveness.
Competitiveness is defined as the set of institutions, policies and factors that determine the
level of productivity of a country and involves static and dynamic components. The

productivity is one of the central determinants of the returns to investment.

The overall GCI is the weighted average of three major components, viz. a) basic

* Data is not yet available for 2006.
** World Economic Forum, WEF, (2008): The Global Competitiveness Report, GCR, 2007-2008.
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requirements (BR)"; b) efficiency enhancers (EE)"; and c¢) innovations and sophistication
factors (ISF)".

Within the information available for 131 countries of the world, the four South Asian
countries, except India, rank at relatively low GCI during 2007-2008 (Table 17). The United
States holds number one rank with overall index of 5.67 and Chad the lowest rank of 131 with
overall index of 2.78”. The overall index is 107 for Bangladesh, 92 for Pakistan and 70 for Sri
Lanka. It is relatively high at 48 for India which, however, is still below that of China at 35.
India holds relatively low rank for BR (74) but higher ranks for EE (31) and even higher for
ISF (26). While India’s BR rank is lower than China, it is higher than China for EE and ISF.
Bangladesh has the lowest ranking for BR (111), EE (91) and ISF (111). India is thus clearly a
South Asian country with promising investment potential.

5.7 Investment Constraints in South Asia

Despite India’s FDI potential and high confidence index, South Asia remains
relatively more difficult to conduct business compared to other regions in the world”'. In the
Global Ranking of the Ease of Doing Business, Pakistan ranked at number 73 in 2007 and 76
in 2008 out of 178 countries of the world. Bangladesh (corresponding ranks 102 and 107,
respectively) and Sri Lanka (100 and 101) are quite close to each other. Among the four major
South Asian countries, India ranked at low of 132 in 2007 and ranks at 120 in 2008. Thus
India is not an easy place to do business in South Asia. The ranking is based on regulations
affecting 10 stages of the life of a business: starting a business; dealing with licenses;
employing workers; registering property; getting credit; protecting investors; paying taxes;
trading across borders; enforcing contracts; and closing a business. Poor infrastructure and
labour market inefficiencies are two of the important constraints thwarting inflows of FDI
into South Asia. However, according to the GCR 2007-2008, the infrastructure rankings of
three of the four major South Asian countries, excluding Bangladesh, are relatively above
some of the Southeast Asian countries, viz. Indonesia, Malaysia, the Philippines and Vietnam.
While India holds the best rank among the four South countries Bangladesh is at the bottom.

The private sector has not taken much initiative for investing in infrastructure in South Asia.

""BR has four pillars: Institutions; Infrastructure; Macroeconomic Stability; and Health & Primary Education.

" EE has six pillars: Higher education and training; Goods market efficiency; Labour market efficiency; Financial market
sophistication; Technological readiness; and market size.

" ISF has two pillars: Business sophistication; and innovation.

** GCI is a comprehensive index for measuring national competitiveness, taking into account the microeconomic and macroeconomic
foundations of national competitiveness.

* World Bank (2007) and ADB (2007).
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While such private investments have been increasing in developing Asia over the last two
decades, South Asia received only one-fourth of this with about half of total private
investment in infrastructure having moved into Southeast Asia (Nataraj 2007). There is need
to have more effective public investment programme in providing economic and social

infrastructure in South Asian countries (Sahoo 2006).

In the case of labour market efficiency, South Asian countries rank relatively poorly
when compared with the East and Southeast Asian countries with the exception of the
Philippines. Within South Asia, Pakistan and Sri Lanka are two of the less efficient countries
in terms of labour markets and India and Bangladesh are relatively more efficient with
Bangladesh being even better than India.

5.8 FDIImportantfor Capital Formation

FDI inflows have become important in domestic gross fixed capital formation
(GFCF) during 2004-2006 (Table 18). The share of world FDI inflows in world GFCF
increased from 8.5 per cent in 2004 to 10.4 per cent in 2005 and further up to 12.6 per cent in
2006. Similar phenomena have been observed for the developing as well as the developed
economies. The average figure during 2004-2006 is 10.5 per cent for the world, 9.2 per cent
for the developed economies and 13.1 per cent for the developing economies. Increase in
South Asia has been phenomenal from 3.5 per cent in 2004 to 4.4 per cent in 2005 and further
up to 9.3 per cent in 2006 with an average for the last three years at 5.7 per cent which,
however, is half that for Asia at 11.5 per cent. FDI inflows have greatly helped in GFCF of
Pakistan with an average share at 14.9 per cent during 2004-2006. The corresponding share
for Indiais 5.2 per cent and for Sri Lanka 5.1 per cent. FDI has contributed only 3.8 per cent in
the capital formation of Bangladesh during 2004-2006.

The average share of outward FDI flow during 2004-2006 as ratio of GFCF is 10.4
per cent for the world, 12.3 per cent for the developed economies and 5.5 per cent for the
developing economies (Table 19). It is 5.2 per cent for Asia and only 2.2 per cent for South
Asia. India plays a major role posting a corresponding share of 2.5 per cent. The share of
South Asia has increased from 1.2 per cent in 2005 to 4.2 per cent in 2006 fuelled mainly by
India’s outward FDI flows with their share in India GFCF increasing from 1.4 per cent in
2005 to 5.0 per cent in 2006.
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5.9 FDI Stocks as percentage of GDP

Worldwide FDI inward stocks as percentage of world GDP increased from 8.4 per
cent in 1990 to 18.3 per cent in 2000 and further up to 24.8 per cent in 2006 (Table 20). The
corresponding ratios for the developed economies are 8.2, 16.4 and 24.2 per cent,
respectively and for the developing economies 9.6, 25.6 and 26.7 per cent, respectively. Asia
has kept pace with these numbers as 9.1,26.5 and 24.9 per cent, respectively. However, South
Asia has lagged behind with this ratio rising from 1.2 per cent in 1990 to 4.7 per cent in 2000
and further up to 6.5 per cent in 2006. While Pakistan and Sri Lanka had inward FDI stock of
above 10 per cent in 2006, Bangladesh and India just above 6 per cent and East Asia touched
about 29 per cent of FDI stock as percentage of its GDP, the South East Asia was at about 40
per cent. The corresponding figure for China has fallen from about 18 per cent in 2000 to 11
per centin 2006.

South Asia also lags in the proportion of outward stock to GDP (Table 21). In 2006,
the ratio was 26.1 per cent for the world, 13.9 per cent for the developing countries, 15.2 per
cent for Asia but only 1.3 per cent for South Asia fuelled mainly by India’s number at 1.5 per
cent. The ratio for Pakistan and Sri Lanka was each at 0.7 per cent and Bangladesh at 0.2 per
cent. East Asia was high at 22.7 per cent and South East Asia at 17.3 per cent. The
corresponding figure for China has increased marginally from 2.6 per cent in 2000 to 2.8 per
centin 2006.

5.10 Cross-border trade in South Asia

Detailed data on intra-South Asian intra regional investment flows are not available.
Some estimates have been presented in percentage terms™ while others have been computed
as flows in million dollars™ and later published in ADB (2007). These estimates have been
drawn from different sources at different points of time and hence are not easily comparable.
However, it is quite clear that intra- regional FDI flows in South Asia have been insignificant

when compared to FDI inflows from outside South Asia.

Pakistan Board of Investment does not provide data on inflows from South Asian

.24
countries .

Bangladesh received only 2.6 per cent of its FDI inflows worth $1.3 billion during

ZAggarwal (2007, Table 7).
“Bhattacharya (2007, Table2).
* http://www.pakboi.gov.pk/forign-invest. htm#countryw.
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2005 and 2006 from other South Asian countries”. While FDI inflows from Pakistan
accounted for about 2.0 per cent of the total, those from India and Sri Lanka accounted

forabout 0.3 per cent each.

In the case of Sri Lanka, India has been a major investor from among the South
Asian countries. More than half of India’s joint ventures and wholly owned subsidiaries
in South Asia are in Sri Lanka™. India’s investment commitments had crossed $100
million by 2000. The sectors which have attracted Indian investment in Sri Lanka
include steel, cement, rubber products, tourism, computer software, IT training and
other professional services. Ever since 2002, the already existing leading Indian
companies including CEAT and Taj Hotels have expanded their operations. Some of the
leading Indian companies including Gujarat Ambuja, Asian paints and Larsen and

Toubro have committed substantial investments.

India has not received much South Asian FDI except for some inflows from Sri
Lanka. The cumulative inflows from Sri Lanka as in May 2007 stood at $8 million
amounting to less than 0.02 per cent of cumulative FDI inflows into India. About half of

this investment was received during 2004-2006".

A Bilateral Investment Treaty (BIT) refers to a bilateral agreement establishing
the terms and conditions for bilateral private investment by companies of the two

countries.

Most BITs provide investors with assurances on fair and equitable treatment,
protection from expropriation, free transfer of means and full protection and security.
These also include alternative dispute resolution mechanism such that an investor
whose rights under the BIT have been violated can move to international arbitration
under the auspices of the International Center for the Resolution of Investment Disputes
(ICSID) rather than suing the host State in its own courts.

South Asian countries have many bilateral investment treaty agreements with
India has BITs with 60 countries in the world

but only one in South Asia with Sri Lanka. It has 9 BITs East and Southeast countries.

countries other than those in South Asia™.”

Similarly, Pakistan has 47 BITs including 9 in East and Southeast Asia but only two in
South Asia with Bangladesh and Sri Lanka. Sri Lanka has 25 BITs including 7 in East

* http://www.icrier.org/pdf/28march/29march/Debapriya%20bhattacharya.ppt#269,11,Slide 11.
* http://www.boi.lk/boi2005/content.asp?content=india&SubMenuID=59 .

*" SIA Newsletter, June 2007.

* Refer to http://www.unctadxi.org/templates/DocSearch___ 779.aspx.

Journal of Business Thought Vol. 3 April 2012-March 2013



Trade in Services and Investment

and Southeast Asia and two in South Asia with India and Pakistan. Bangladesh has 24 BITs
including 8 with East and Southeast Asia but only one in South Asia with Pakistan. Nepal has
4 BITs but none with a South Asian country. Afghanistan has 3 BITs but none with a South
Asian country.

6. Concluding Remarks

Trade in Services and Investment flows have been the key drivers of many
economies in recent decades. Realizing the importance of services trade and investment
flows, many of the South Asian countries have made conscious efforts in recent years to
liberalise their service sectors and also introduced investment friendly policies including
those for FDI. In this backdrop, the paper is an attempt in understanding the issues and
dimensions of trade in services and investment flows in South Asian countries vis-a-vis other

regions of the world as well as in intra-regional terms.

The analysis of trade in services in South Asia reveals that the share of services in
GDP of South Asian countries has increased substantially with South Asia exhibiting a high
revealed comparative advantage in commercial services and low competitiveness in
transport services except for Pakistan and Sri Lanka. However, with respect to travel services,
the four south Asian countries do not show revealed comparative advantage except Sri Lanka
to some extent. The competitiveness of South Asia is relatively high in the case of “other

services” including computer and information technology enabled services.

With respect to FDI, the study shows that the FDI inflows and outflows from South
Asia have been increasing during the last ten years with India accounting for bulk of these
flows. A detailed analysis of the FDI inflows in South Asia reveals that the number of total
sale deals including Greenfield investments and M & A have increased with the share of
South Asiain M & A deals being 14 per cent. Similarly, the average size of cross-border M &
A sale deals value stands at around $38 million for South Asia and the average size of cross-
border M & A purchase deals values at around $26 million. Though India is ranked the
second most attractive destination for FDI, South Asian countries including India do not rank
high in terms of the FDI performance and potential index and are also ranked low in terms of
the global competitiveness index of the World Economic Forum. The study points out to
various investment constraints in South Asia. It cites poor infrastructure and labour market

inefficiencies as the bottlenecks to attract higher inflows.

The success of Doha Development Agenda is crucial for the future growth of the

developing countries as well as for good future economic prospects for the developed
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countries. In case the Asian developing countries would like to adopt a dual strategy of mix of
regionalism and multilateralism, they need to adopt careful approach while treading this path.
Small and narrow RTAs, like SAFTA, can be costly as well as trade diverting. Larger and
broader RTAs, like PAFTA, may be a better option. Open regionalism through autonomous
liberalisation within a pre-fixed period of time is a better option than preferential trade
liberalisation. The success of SAFTA in enabling effective regional integration would depend
on turning its current shallow constitution in favour of a deep agreement taking into account

various behind the border issues.

References

A.T. Kearney (2007), New Concerns in an Uncertain World: the 2007 A.T. Kearney FDI
Confidence Index, A. T. Kearney, Inc.

Adlung, Rudolf and Martin Roy (2005), “Turning Hills into Mountains? Current Commitments
under the GATS and Prospects for Change”, Journal of World Trade, Vol. 39, No. 6, pp.1161-1194.

Aggarwal, Aradhna (2007), “The influence of labour markets on FDI: Some empirical explorations
in export oriented and domestic market seeking FDI across Indian states”, Paper presented in the
Seminar “India and Globalisation”, A Seminar in Honour of Professor N.S. Siddharthan, held at
RIS conference hall, India Habitat Centre, New Delhi on 1 February 2007.

Aitken, Brian, Ann Harrison and Rober E. Lipsey (1996), Wages and Foreign ownership: A
comparative study of Mexico, Venezuela and the United States, Journal of International Economics,

Vol. 40, pp.345-371.

Alfaro, Laura (2003), “Foreign Direct Investment and growth: Does the sector matter?”, Working
Paper,Harvard Business School, USA, April.

Asian Development Bank (2007), South Asia Economic Report: FDI in South Asia, Manila.

Bhattacharya, Debapriya (2007), “South Asia: Intra-Regional Opportunities and Challenges”,
presented at Fostering Trade through Private-Public Dialogue: Expert Meeting on Regional
Integration in Asia, 28-29 March, ICRIER, New Delhi.

Borenzstein, E., Jose De Gregorio and Jong-Wha Lee (1998), “How does Foreign Direct Investment
affect economic growth?”, Journal of International Economics, Vol. 45, pp.115-135.

CENTAD (2005), South Asian Yearbook of Trade and Development, Mainstreaming Development in
Trade Negotiations: Run upto Hong Kong, CENTAD, New Delhi.

Chadha, Rajesh (1998), “India’s export performance: A comparison with East Asian

Countries” in Manmohan et al (eds.), Indian Economy in Transition: Environmental and

Development Issues, Har-Anand, New Delhi,

36 Journal of Business Thought Vol. 3 April 2012-March 2013



Trade in Services and Investment

Chadha, Rajesh (2001), “GATS and Developing Countries: A Case Study of India”, in Stern M.Robert
(ed.), Services in the International Economy, University of Michigan Press.

Chadha, Rajesh (2005), “Commentary: FTA’s and the WTO Doha development Round- Asian
Response to EEU and FTAA”, Perspectives on the WTO Doha development agenda Multilateral
Trade Negotiations, Global Economy Journal, Vol.5, Issue 4.

Chadha, Rajesh (2007), “Changing export composition of India”, Macro Track, Vol. 9, No. 2, February.

Chanda, Rupa (2005), “India’s Stake in the WTO services Negotiations” in Bibek Debroy and
Mohammed Sagqib (eds), WTO at Ten: Looking Back to Look Beyond, RGICS and Liberty Institute
(New Delhi: Konark Publishers), Vol. 2, pp.21-74.

Chulai, Chen (1999), “The impact of FDI and Trade” in Yanrui Wu (ed.), Foreign Direct Investment
and Economic Growth in China, New Horizons in International Business, Edward Elgar Publishing
Inc., UK.

De Mello, Luiz R., Jr. (1999), “Foreign Director Investment-led growth: Evidence from time series
and panel data”, Oxford Economic Papers, Vol. 51,No.1, pp.133-151.

Deardroff (2000), “International provisions of trade services, trade and fragmentation”, Discussion
paper No.463, School of Public Policy, University of Michigan, Michigan.

Deardorff, Alan and Robert M. Stern (1985), “Methods of measurement of Non-Tariff Barriers”,
UNCTAD/ST/MD/28, United Nations, Geneva.

Dubey, Muchkund (2007), “SAARC and South Asian Integration”, Economic and Political Weekly,
Vol. 42,No. 14, pp.1238-1240.

Graham, Edward H. (1995), “Foreign Direct Investment in the world economy”, IMF Working Paper
WP 95/59, International Monetary Fund, Washington, DC.

Haddad, Mona and Ann Harrison (1993), “Are there positive spillovers from Direct Foreign
Investment?”, Journal of Development Economics, Vol. 42, pp.51-74.

Hoekman B. and C.P.Braga (1997), “Protection and Trade in Services: A survey”, Open Economics
Review, Vol.8,No. 3, pp.285-308.

IMF (1993), Balance of Payments Manual, IMF, Washington, DC, USA.

Jalilian, Hossein and John Weiss (2001), “Foreign Direct Investment and Poverty in the ASEAN
region”, conference on Globalisation and Poverty, University of Bradford.

Jenkins, Carolyn and Lynne Thomas (2002), “Foreign Direct Investment in South Africa.

Determinants, characteristics and implications for economic growth and poverty alleviation”,

Globalisation and Poverty Project, Centre for the Study of African Economies, University of Oxford.
Karsenty Guy (2000), Just how big are the stakes? in Sauve Pierre and Stern Robert, eds., GATS 2000:

New directions in services trade liberalisation, ,Washington DC: Brookings Institution Press and

Harvard University.

Journal of Business Thought Vol. 3 April 2012-March 2013 37



Rajesh Chadha and Geethanjali Nataraj

Kelegama, Saman and Indra Nath Mukherji (2007), “India-Sri Lanka Bilateral Free Trade Agreement:
Six Years Performance and Beyond”, RIS Discussion Paper 119, New Delhi: Research and

Information System for Developing Countries (RIS).

Klein, Michael, Carl Aaron and Bita Hadjimichael (2001), “Foreign Direct Investment and poverty
reduction”, Policy Research Working Paper 2613, World Bank, Washington, DC.

Manual of Statistics of International Trade in Service (2001),
http//unstats.un.org/unsd/tradeserv/TFSITS/msits201.

Mattoo Aaditya (2000), “Developing countries in new round of GATS negotiations: towards a pro-

activerole”, The World Economy, pp.471-90.

Nataraj, Geethanjali (2000), “Issues for negotiation under the Doha programme on RTA’s”, Economic
and Political Weekly, Vol.42,Issue No. 21, May 26-Jun 01, 2007.

Nataraj, Geethanjali (2007), “Infrastructure Challenge in South Asia: The Role of Public-Private
Partnership”, ADBI Discussion Paper No. 80, Tokyo.

ODI (2002), “Foreign Direct Investment: Who gains?”, ODI Briefing Paper, Overseas Development
Institute (ODI), London, April.

Panagariya, Arvind (2006), “Trading Choices for South Asia”, in South Asia: Growth and Regional
Integration, The World Bank, Washington, DC.

Pant, Manoj (1995), Foreign Direct Investment in India: Issues involved, Lancer Books, New Delhi.

Pradha, Jaya Prakash and Abhinav Alakshendra (2006), “Overseas acquisition versus green field
investment: Which internationalization strategy is better Indian pharmaceutical enterprises?”, ISID
Working Paper 2006/07, Institute for Studies in Industrial Development, August.

RIS (2005), “World Trade Organization, special session of the council for trade in services”, report by

the chairman to the trade negotiations committee, (TN/S/20).

Sahoo, Pravakar (2006), “Foreign Direct Investment in South Asia: Policy, Trends, Impact and
Determinants”, ADBI Discussion Paper, No. 56, Tokyo.

Raihan, S.and M. A. Razzaque (2007), “Welfare Effects of South Asian Free Trade Area Regional
Trading Arrangements in South Asia: Implications for the Bangladesh Economy”,

https://www.gtap.agecon.purdue.edu/resources/download/2956.pdyf.
SIA Newsletter (2007), Department of Industrial Policy and Promotion, Ministry of Commerce and

Industry, Government of India, June.

Siddharthan, N.S and Stanley Nollen (2004), “MNE affiliation, firm size and exports
revisited: A study of information technology firms in India”, Journal of Development
Studies, Vol. 40,No.6, pp.146-168.

Tambunan, Tulus (2005), “The impact of Foreign Direct Investment on poverty reduction: A survey of

literature and a temporary finding from Indonesia, paper presented at consultative meeting on

38 Journal of Business Thought Vol. 3 April 2012-March 2013



Trade in Services and Investment

“Foreign Direct Investment and Policy Changes: Areas for New Research”, United Nations
Conference Centre, Bangkok, Thailand, 12-13 May.

Taneja, N. (2004), “Informal Trade in SAARC Region: Implications for FTAs”, Economic and
Political Weekly, Vol.39,No. 51, pp.5367-71.

Taneja, N., A Mukherjee, S. Jayanetti, and T Jayawardena (2004), “Indo-Sri Lanka Trade in Services:
FTAIland Beyond”, SANEI completed study (www.saneinetwork.net).

UNCTAD, World Bank (1994), “Liberalising international transactions in services: A Handbook”,
UN, New York and Geneva.

Winters, L.A. (2003), in Matto and Carzaniga (eds) Moving People to Deliver Services, The World
Bank and Oxford University Press, Washington, D.C.

Winters, L.A. (2005), “Developing Country Proposals for the Liberalisation of Movements of
Natural Service Suppliers”, Working Paper, T8, Issued by the Development Research Centre
on Migration, Globalisation and Poverty.

World Bank (2000), World Development Report, World Bank, Washington, DC.
World Bank (2002), World Development Indicators, Washington DC, USA.
World Bank (2002), World Development Report, Washington DC, USA

World Bank (2006), South Asia: Growth and Regional Integration, Report No. 37858 — SAS,
Washington, D.C.

World Bank (2007), World Development Indicators, World Bank, Washington, DC.

orld Bank (2008), Doing Business 2008: Comparing Regulation in 178 Countries, World Bank,
Washington, DC.

World Trade and Development Report (2007), Building a Development-Friendly world trading
system, Oxford University Press, New Delhi and Research and Information System for Developing

Countries.

WTO (1995), The results of Uruguay round of multilateral trade negotiations: The legal text for
details of GATS, pp.325-51, Geneva.

9999

Zhai, Fan (2000), “Preferential Trade Agreements in Asia: Alternative Scenarios of “hub and Spoke™”,
ERD Working Paper Series No. 83, Asian Development Bank, Manila.

Journal of Business Thought Vol. 3 April 2012-March 2013 39



Rajesh Chadha and Geethanjali Nataraj

Tahble 1: Trade in Services by Mode ol Supply

Valuc ($b) Share Faluc (5h) Share falue (Sh)y Share
; o T
i i e 1997 {Pereont) 20080 (Prrcent) 1005 (Tercent)
TF BOT
Wade]  Somineienl Qe e K401 40,02 1057 207 181X 4403
minus tavel
ka2 TWIF BT Travel 424 19.49 Ans 5.8 RO 147
Milsdys, TOUCRNRSONPUNIT gy 37.70 s+ 37 81 1550+ 17,76
services
[l 3
bladed  compensalion ol A1 189 A0 1.5 Tz 1.71
cunplivees
Total 2175 146,006 2512 100080 4128 [[EXsTY

* Qwr eslimale assuminge growlh in FATS is egwal Lo thal in TMFP-BOP commereial services Sourees:
Karscuty (2000), THF Statistical Yearbook (Varions issues)

Table 2: Sectoral Share of GDP io South Asian Counlries
Seclors Apricullure Iodustiey Services

1980 1991 2000 2045 1980 1991 2000 2005 1980 1991 2000 2005

Cooutries
South Asia * 3780 3040 2420 1900 2480 2740 2670 2700 3730 200 4320 500
Bangladcsh 400 AT A0 Z4A0 22A0 1430 [aA 24700 2RA0 A5E0 45600 500 4940

Lodia F.100 31wk 24000 19700 23500 2800 27100 26200 3564d0 01U 20500 3410
Pakistan Fh 25400 20200 22500 25400 2500 2490 20200 4380 4R7T0O 0 48390 51.30
Sri Lanka 20 22300 20600 17200 23200 29000 27300 27000 46720 4R50 0 53210 .80

Ioe loss 58 787 3860

¥
hy
A

il
[F5]
%]
La >
[ 1]
e
fa
in
A%
Ja
Ly
o)
L
A
L%
oy
eh

GoLe 48,08

East Asia*~
Chioa JrFEr o Zldae 1R 12600 R332 4211 A5U2 4T3 213% 3343 39235 3LEs
Hong Kong .81 022 on? A4 21,99 13249 GR.20 TITY RG.GA

Kores, Rep. 1617 78d 4RY 335 3655 42462 4074 4033 4734 443 34390 5552

South East 1720 1a7e 1112 1122 3782 34¥6 3245 AL4AS  A497  A935 5043 4732

;?:lsc::uesia 1507 1826 154l 1339 AL7Z 1040 4503 34131 L34 3247 -0E3
Malaysia 2.l 1430 38l goc 4104 4201 073 3630 4354 4047 2058
Philippines 2512 2098 1avo 1434 3RTY 3401 322F 0 3225 3600 4500 5L8F 3341
Kinguporce 1.62 030 013 00 3TEIORSAN A5%44 333 a0A5 6372 414l ael7T
Thailand 2324 1265 L2 D94 2GR 3846 199 4408 4808 AEe0 4200 4508
¥ictnam 4049 2453 2089 2379 3Ty 4103 3572 OARTY M7
Australia fas 350 308 3Ea1 2e0F 2a607 5141 6743 G095

Bowrce: ADL, Asian Development Ouilook. Yarions issues. and World Developmeni Indicaiors, ¥orld
Bank, ¥Various issoes
Mote: # The region includes Four countries only., 22 The region imcludes seven countries only
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Table 3: Exports of Commercial Scrvices in Major Regions! Economies of World (T°5 $WN)

Regions/Feonomy 1980 1990 19938 1999 000 2001 2002 2003 2004 2005 TE
2003-2005

Low & middle a35EE 102920 2GEOTT Z5TAS0 0 2all1w DIRSED 20059a 30123H 0 23030 193951 Tho2
incomwe Comntries
High incomne FOT0A GATAT TOAESES 1053561 1lawied 1205824 12440630 1427899 1707840 1662711 1718500
counlries
World 393347 T53el [316c83 1271417 1430343 1452403 | 511226 1729032 2190577 2459852 212p529
East Avia & 9415 3120 BTTIT O RAdEa RS0 TITIN O OHIAST O RASIE 139117 13THED 17170
Parilic
Furope & Ceontral 16170 15237 7857 o817 73142 BRE] TR 90431 121538 142205 120058
Asia
Lalin Amevica & 13855 25313 4e3]§ AGS8L 48444 48270 JGRld ALRS glB44 TRE2A 32034
Caribbcan
Middlc Kasl & 00d 14872 13387 23R3) FAARG 23430 2RE|S 2TReY - - 27Rad
North Africa
Sub Sabacan A4 2487 147 8EA1 03T 12427 10333 1IR9T 24238 29940 22027
Africa
Soulb Asia 4014 d@8le 14418 Idesd 20808 23932 1T 20033 44335 pd98e 44782
Bangladesh 172 ] 252 e 83 212 05 AR 120 212 55
Tndia 2H01 Aall 11067 13t Taa~0 20580 24583 2505 3undd Sadud 2A013
Pakistan ST 1218 1116 114k 1281 1502 15330 1175 1087 2012 TaH
SriT.anka 233 415 883 833 115 1344 1247 1383 1506 La1% 1470
Fast Asia® 20T 14903 R219T 0 RTI99 1N2E1 102058 111272 12I062H 0 1570661 180011 19171410
Chiua _FMR 23T olas G016 32U 30581 AGYS a2050 0 T3EO0W RIVE |
Hong Kong, » _ A 355aH (0502 AMA0 A5 AR 5510 34 B 51592
China
Korea. Rep. 2402 dlRd 0 MEZE ZhVad 28dp dslUd LA4n 0 A1VnE S qUbod 439 EL AL
South East Asia®® 12000 3800 77417 TER4L H5303 RIS DGR 9BT4G 127Veds 140134 122175
Lodooesia 2488 4349 4432 51el i3el G512 5143 11755 1250 DE23
Maalaysia 101G F70e 171100 11800 13812 141531 140755 13139 16656 194103 16526
Philippines 1214 2897 443 4463 i 371 3228 £ 4043 44l Eh
Siogapore 4774 12719 22457 24BAS 2RITS 2T3eT 18453 36lT2 ddeiS 51200 1432
T hailand L3ed  &292 13074 14542 137RS 12932 [RAQ4 0 [S5ewd |8EAL 29495 18A7
Yielnam 2ela 1493 1) 2810 2043 X AB4T 4176 a2
Australia Jood B35S lCad 17342 IEISC 1042 18E4T 0 2eli 25718 25034
Source: World Baok, World Development Indicators. Yarions Lssues
Note: # The region includes three couniries only. ** The region includes zeven couniries only.
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Table 4: Liports of Commercial Services im Tolal Exports (Merchandise and Commercial Services) (%)

Repivos/Economy 1950 1990 1995 1999 2000 2001 2002 2003 2004 Z005  TEDPI-
2005
Low & middle income 110 1Z2¥  law  141e 130 139 139 131 116 140 134
Countrics
Uigh income countries 179 1892 2as 203 22 207 206 204 ok 210 20
YWorld 161 178 194 188 184 181 oo 186 193 14l 140
129 1z24 141 126 107 121 2o 1oz 118 104 108
East Asia & Pacific
Furope & Central Asia 133 108 137 208 193 1¥E0D 7% 174 183 157 las
Latin America & 139 130 145 121 120 123 118 121 118 114 11.8
Caribbean
middle ILavl & Norih &7 s 177 148 11 114 1o 1100 - - 11.0
Africa
Sub Saharan Africa 9.4 125 145 1o 2.3 11.% 0.6 .7 144 1346 |26
22% 197 12 20T A 2&as 283 264 I8E 322 Ziaa
South Asia
Rangladcsh 178 150 4.7 49 4.2 3.6 48 3.4 4.9 L5 4.3
Lndia Z54  od s 2748 ZBSA 0 51E 333 3089 34 371 311
Takistan 180 1749 144 140 123 123 134 110 11.3 114 1.2
Sri Luoka 174 176 138 162 151 18 Z10 213 a7 143 201
12.1 o4 145 147 140 148 44 A5 135 13.3 134
Easl Asia®
China B5 11A  11E O ME 110 10E XS 4.5 ] 93
Hong Kong 6.2 168 lac 177 181 169 172 175 17.2
Korea, Rep. 121 125 158 152 147 157 L4411 138 134 137
133 179 174 154 142 147 153 142 152 144 [EX0
South Fast Asia==
Tudoncesia it 7.8 &0 T B 9.9 740 142 12,7 1.5
Malaysia a2 113 135 123 123 140 [36 L1A Ile 121 LIz
Philippines 175 3 202 BT TR ga 24 5.6 9= 2K ] -]
Singaparc 158 124 170 178 16% 184 [R0 154 120 182 18.C
Thailand 174 214 194  1i&5  1&a6  1es 183 143 1441 157 162
Vielmam _ _ Z1® 17 158 158 151 14 131 117 128
Aupstralia 143 198 223 2350 2250 212 214 2As 22 2OR 2

Source: World Bank, World Drevelopment Tndicators, Warious Tisues
Mote: 2 The region includes three eoontrics only. *2 The region includes seven countrics only.
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Table 5: RCA of Connnercial Service in major Regions/ Feonomics of the World

1950 1990 1998 1999 2000 2001 002 2003 2004 2005 T 2003-

Regions/lconomy 2005
Low & middle income 07 0.7 0 0.5 0.7 07 0.7 0.7 0.8 0.7 7

Countries

High incomne countrics I.1 1.1 1.0 I.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1

TFast Asia & Pacific 0z 0.7 0.7 0.3 1.0 .o URe 0.5 .0y n.a [BAE
Lurope & Ceniral Asia AR IR L.2 1.1 1.0 0y . [ [ AR} 1.5
Latin America & Caribhean 0.9 .8 0.7 0.0 0.7 (1.0 0.0 (1.0 1.0 (1.0 1.0
middle Fast & North Africa 0.4 0.0 0.e 0.8 (1.5 (1.0 o 0.0 0.0 0.0 0.2

Sob Saharan Africa (L0 07 0.7 0.0 0.3 (1.0 (.0 1.3 0.8 0.7 7

Soulh Asia 1.4 1.1 1.1 1.1 1.3 1.4 1.5 1.4 1.6 1.7 1.5

Bampladesh I.1 IR 0.3 0.3 0.2 0.2 0.2 0.3 0.3 0.1 .2

Tndia |.6 1.1 1.3 .5 1.6 I3 I+ & I |.8 1. 1.8

Takistan 1.1 1.0 0.7 0.7 (2 0.6 0.7 (R [N (R 0
SriTaunka 1.1 1.0 0.9 0.4 0.8 1.1 1.1 1.1 1.1 1.0 Tl

Fast Asia* 07 0.5 0.4 0.5 0.4 0.4 0.4 0.4 0.4 0.3 .4
China (NN 0.5 0.0 1.4 .o 0.6 ik 0.5 0.3 0.3 1.3

Hong Kong 0.0 0.6 0.8 0.5 0.9 n.g |0 e 0.8 ne 0.9
Korea, Rep. AR 0w . 43 AR AR S AR AR 0r 0y 07

Sooth Fast Asia** .6 1.0 1.3 .3 1.3 1.3 1.4 1.3 |.4 1.4 1.4
Tndonesia .01 0.5 0.4 0.4 0.4 0.4 0.3 0.4 0.7 0.7 0.
Malaysia 05 & [ 0.4 07 0n 07 LN 0.0 LS 1.0
FPhilippines 1.1 1.3 1.0 A el U] 05 05 [ 0s .5

Singapore .2 1.1 0.e 0.9 0.8 1.0 1.0 1.0 (Y] 1.0 1.0
Thailand 1.1 1.2 1.0 I.1 0.9 0.9 1.0 iR R 0.8 0.9
Fictnam .0 1.0 1.1 0.9 0.s 0.8 0.8 0.8 3 L 0.7

Aunsiralian JARE 1.1 1.1 1.2 1.2 1.1 L2 1.3 L2 L it

Source: YWorld Banok. World Dexelopmeni Lodicaiors. ¥arions Lssues
Yote: = The region includes Three countrics ouly. == The region includes seven conntries only,
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Table &: RUA of Transport Services in major Regions! KEconomics of the World

Regions/Feon miny 1980 19%F 1998 1999 2000 2001 2002 2003 2004 2005 TEZO05-
2005
Low & middle ineone | .0 1.0 1.0 1.0 1.0 .9 1.0 1.1 1.0 1.0 1.101
Clouniries
Higol inconie conmtries 1.0 1.0 L3 Lo 1.G L0 1.0 1 1.1 Lo 1.0
Easl Asia & Pacilic 1.1 1.0 ) 1.0 1.0 s 0 nis 40 ] 0.4 i
Eunrope & Central Asia - 0.4 1.1 1.1 1.1 1.1 1.4 1.3 1.4 1.4 1.4
Latin America & 0.4 1.0 0n.Q 09 05 0.4 1.0 1.0 (. nx .4
Caribbeuan
Middle Fast £ North Africa 0.7 1.2 - 1.1 1.1 1.1 1.4 1.1 - - 1.1
Sub Saharan Alrica 1.3 1.1 1.k 1.0 1.0 1.0 1.2 1.1 0.7 ns 1.4
Sooth Agia 0.0 1.0 1.1 i 3 0.5 . 0.z 0. 9 (1
Baopladesh AR 5 1.4 1.5 1.1 L& 1.1 4 [EX.) 1.4 (A3
India 0. 03 C1rs 0.4 [N 05 A (=] [ 0.4 15
I*akistan 1.2 21 22 2. 28 247 24 25 2.2 22 k]
SriLanka 0.5 1. 14 1.4 1.44 1.2 1.% 1.4 1.7 1.8 1%
Iasl Axia® 1.6 L. 1.1 12 1.5 1.3 1.4 1.5 15 1.0 1.5
Chiou " 17 0.4 0. 0= 0é& 0.6 ns 0.8 049 ng
Hong Kong 1.3 1.4 1.4 1.3 1.3 1.3 1.3 1.3
Koreu, Rep. l.a 1.2 16 1.4 20 20 12 24 & 23 23
South Fast Asiase 0.8 0.3 0.2 1.0 1.1 1.1 1.1 1.1 1.0 1.0 1.0
Lodonesia s n1 _ 0 o = 0 nz 4N 0.4 %
Malaysia .2 1.1 0.8 09 ng 0.3 ng 0.2 0.8 09 0.4
Fhilippines 1.4 .3 nz2 14 .6 ¥ 1.1 1.2 1.0 1.1 1.1
Sinpupore Qs n.& 16 12 18 12 1.2 .02 1.5 1.5 1.5
Thailand 0.4 [ 0.8 04 1.0 1.0 1.0 1.0 0.2 0.4 1.0
¥ieloam
Australia 1.3 L3 L1 1.1 1.G L0 1.0 1 0.0 09 04

Sowrce: World Baok, Yyorld Development Indicators, Yarious lssues
Note: * The region includes Three countries only. ** The region includes seven countries only.
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Table 7: RCA ol Travel Services in major Regions/ Keonomies ol the World

Regions/Economy 1920 199 1998 1999 2000 2001 2002 2003 2004 1005 TE 2003-
O0S

Low & middle income 12 12 1. 1.4 1.5 1.4 1.4 1.5 1.6 14 14
Countries
Hich income cowntrics 1.0 1.0 03 0.9 s 0ne [ s 08 & .5
Easl Asin & Pacilic ] 1.3 1.1 1.4 1.4 1.7 1.8 1.5 1.5 1.5 1.3
LEurope & Ceniral Asia - 1.0 1.3 1.2 1.3 1.3 1.1 1.5 1:2 1.2 1.3
T.atin America & 1.4 1.5 | .03 1.0 1.0 | .4 1.4 1.4 2.0 210 1.5
{arikhean
middle Flasi & “orih 1.0 1.1 ~ 1.6 LA 1= 1.3 1.7 n = 15
Afvica
Sohb Saharan Africa 1.1 1.1 1.4 1.4 1.7 .7 1.6 1.2 1.4 1.5 1.6
Soulh Asia 1.7 04 0.8 0. D& O 0.3 s 0.6 D& &
Bangladesh 0.3 0.z 07 0.6 & e & 3 06 1.5 0.3
India 2.0 1.4 1.9 7 (1.6 .4 1.1 1.1 A (1.6 (L5
Falisian 1.0 121 L2 0.2 0z 0.2 .2 AR Ul .3 .3
Sri Lanka 1.6 i 0.4 R4 1.4 4] 1.0 1.0 15 1.0 1.1
Fast Asia® U0 1.9 0.7 5 0.7 0.9 1.0 1.5 0.2 1.4 U5
{’hina 14 1.2 1.2 1.2 1.7 1.7 1.2 1.5 1.4 1.4
Hong Kong | 0.3 1.3 05 0.5 113 0.0 1.5
Korca, Rep. 0.0 1o 06 0.0 0.5 0.7 0 O 0.5 0.5 0.5
Soulh Fast Asia®® 1.3 1.1 0o 1.2 1B 1.7 1.6 1.5 1.5 1. 1.5
lodonesia 2.5 2.2 i Ea 3.1 F ENr] 1.4 13 1.8
Malavsia 1.1 1.2 ) (.7 (1L 1.5 1.6 1.3 1.7 1.6 1.6
Ihilippines 1.0 (L3 1.4 1.7 1.4 1.5 1.7 .5 1.5 1.7 1.6
Sinpupore 1.1 1.1 L5 1.5 0141 0.5 1.5 1.3 1.4 1.1 1.1
Thailand 2. 2.0 I.1 1.1 1-Z (I 1.7 1.7 1.2 1.7 1.8
Victnam
Ausiralia 5 5 1.3 I.1 1.1 1.1 | .0 1.7 1.7 1.2 1.4 18

Source: ¥orlkd Bank, World Development Indicators, Yavious lssues
Note: # The region ineludes Three eountries only. #* The region inclhudes seven countries only.
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Table ¥: RCA of Orther Services in major Regions/ Heonomics of the World

Regions/Econony 1930 1990 1998 1999 2000 2001 2002 2003 2004 2005 TE 2003-
2005

Low & middle income R4 (8- 41 0.z 0.7 07 (0.8 07 0nr 07 0.7
Couniries
High income counlries L] 1.0 1.1 1.l 1.1 1o 1.0 1.1 1.1 1.1 1.1
Ifasl Asia & Pacilic 0.y (.7 0.8 0.7 Ty [.7 L 0.4 1.5 (1.5 (1.4
LEurope & Ceniral Asia — 1.0 [ UE 0.7 .7 5K 4] 0 07 .7
Latin Amervica & Caribhean 0.9 1.5 0.0 .63 1.7 0.7 .60 0.5 1.4 0.4 (A
wmiddle Fast & North Africa |.4 R - 0.5 1.5 1.5 1.0) 0.4 - - [BE1]
Soh Saharan Africa 0.0 B 0.5 0.7 1.5 1.5 0.5 0.4 0.2 1.9 0.7
South Azia L. 1.1 1.1 LA 1.6 1.0 1.8 R .4 1.1 1.5
Baopladesh 2.0 2.1 1.0 1.0 1.1 1.1 B 1.5 1.5 1.7 1.5
Lodia 0.y L5 1.3 1.5 1.4 1.6 1.4 1.4 1.t 1.5 1.7
Palisiao JAR-4 .5 4] A3 .6 n7 1.0 o [AR.] -] PR3
Sri Tanka 1.1 LA 0.7 0.7 1.7 1.2 0.3 0.3 (1.3 .3 1.0
Itasl Axia® 1.5 (.7 0.5 0.5 1% (1.4 0.4 1.1 1.4 (15 (1.9
China 1.5 (g ] 0 [ R 1.1 s e 1.0
Hong Kong 0.8 0.4 1.4 1.0 1.1 .2 | .11 1.1
kooren, Kep. U5 .5 AR ARl [F Rl .6 N [ Lt 147 L7
South Fasl Asia®*® 0.9 0.8 ] 0.5 0.3 N4 0.a 0.7 07 0.8 07
Indonesia (13 0.0 (1.1 [1.0) (1.0 (.1 (1.1 1.9 (14 (1.6
Mlulavsia i (16 1.3 1.11 (4 (1.7 (1% 0.4 0.7 (BR] (1%
Philippines L3 2 L&¢ 0.3 1. 1.5 (.4 AN <] [N 0.7 1.4
Singapoc 1.2 1.2 0.7 0.7 1.7 .8 0.5 |1 | .1 1.1 1.1
Thailand 1.4 i3 i) 0.7 1.5 1.3 0.7 0.3 (1.0 [ifs .4
Victnam
Australia 05 1.5 0 0.5 0.5 14 .5 0.5 0.3 0.5 .5

Source: World Bank, YWorld Development Indicators, Varions Issuex
Note: = The region includes Thrce conntries only. ** The region includes seven countrics only.

Table ¥ Disiribulien of Commilments across Croups of Members. March 2005

Menmbeors Average nuinber of sub- Range {(lowest'highcost
seclors commiiied per number ol seciors per
nuniher * schiedule)
24 L-111

Leasi developed economies

Developmg and wransilion 53 1-1-1%
Scainenlies

Tranzition esanamias cnly | 015 SE-149
IJeveloping econom ies only 42 1-123
Dreveloped Eccnomiss A w7-LLY
Aocesziong zince 1995 03 A7-149
Al members a2 | -14%

*lotal number ol sub-seclors: approsimalely 160

Acceding conmtrics are not only counted as a scparate group, hot are also included ax
members of other relevant groops (developing eonwtries, least developed conmtrics and,
mostly, transition ceonomics).

Source: Adluny and Roy and World trade and developmeni report (2007)
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Table 10: IDI Inflows (U5 5 millions)

Waorld Ieycloped Develuping Agin Houlh Asia Kaal Asin South Kast
¥ear Economics  Econoraies Asia
vt R108TY 1EOTA0 115 T4 24EL 43414 2370
(15921927,

13998 GG 194055 Loz2nd 23111
i T ORGS0 HIHIND ZATHRD 112508 28750
2000 (387253 107987 2521450 LAGon? 23379
20l "17574 TLAR3 LB 111854 12601
20002 16128 I8 P2 145017
200005 SATHOR ERNRE 110157 1920
2007 2143 585 R30S0 163509 35215
2005 245753 SHO3LL 311316 2T 41071
2000 AllnRAT wh g ARy EsERES Al 4id

Timore-Leste is excluded. These couniries are ool available in ¥World Invesimenl Reporis

Source: World Investmend Report Various (2007, 20086 and 2005)
Amncxure table B-1. FDI flows, by ecegion and economy
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Tuble 11: Counlry wise und Region wise KX Inllows (USS million)

Repion/Economy 20402 2003 2004 2005 2006
YWorld e = Gl T
o 716128 557860 742143 815795 13015852
Developed Eeomomies A47778 ASRR30 48855 S00AT1 Ra7499
Developing Feonomies . . - . [
155528 175134 ZRANE0 314316 37H0OF0)
Avia T :
L0 1101 57 A Z0ET 4 2554341
South Asis 4328 5720 el YRG0 2827
Eagladeah, a2 30 Eigld] =02 25
| nliz ) )
574122 A5E5 5771 lals ¥ al 16EH1
Pabasuan g . " -
823 534 111% 2001 4273
B Lk 197 o220 233 ZE2 A80
Fast Asia = e i
07282 12174 106314 116253 125774
Chinm I R — " : .
32743 SANS ({030 240G s
Herpkonp, Chima i N i
¢ : DEHZ 13621 3033 334818 A28
Kerea, Republic of e . i =
0TS 3807 BO%0 A0 4050
Taiwan Province of China
1445 453 1598 125 7424
South Fast Asia 14507 TE420 35245 410071 S1d83
Imilomesta o % . 2
1415 =307 186 ES37 5556
el 3203 2473 624 565 GG
Thilippines ) i
1792 407 (=5 1¥34 2345
Singapore = ’ =
SR22 U376 T2 150141 24207
‘I'heilar
e Y47 1952 862 %957 975
Wiets
1 Ha 1200 1450 lalo 2071 2315
Ausiralia 15032 Q722 36007 S35LC0 2422

Source: World Tuvestinent Report various issues Annexure table B. L FDT flows, by region and cconony
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Table 12: FDI Qutflows (US & millions)

Year Waorld Developed Dexveloping Asia Houlh Asia Fast Asia South Masi
Economies  Econowmies Asia
Avarans 325248 2TETLG 51350 ERRE 4] 28347 STt
1] LUZ-TE5T )
1L &80T 240 031478 23058 B o JA105 225
1900 e 014331 Fo18R AL G0 105 26731 S2r
2000 L1EGESE (OR3RES SRLY Z3505 524 71901 516
200l F21501 GREOR4 SRRG. SH30E 1442 2l 40 ]
2002 Gazl8] RN TS 350 1145 27555
20n3 anl o4 EEsIGE 1 HET 13746 14441
200 HITE0 TR0 : K36 e 224
2l LI FOaTTS 115860 EEE AT ik 2 11474
200G 1215785 (g2l 1 7438% 117057 9820 A 15X

Moe: Averape (1992-190T), 1995 (o 20 do nad hse s the Tellawing conntries
Hast Asia; korea, Democratic People's Kepublic, dMaco China, and Mongolia
Snnh Axia:z Alghanistan, Bhut:an, Maldives, hepal

Sonth Fasl Asia: Miyanmar, Timor-1esle, ¥ietnam. These couniey datz are nol available in Y IR Report for ouillows

Source: World Investment Reporl Yarious (2007, 2006 and 20051

Annexure Lahle 131, KM Mows, by region and economy
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Tuble 13: Couniry wise and Region wise TDI Ouillows (I'S§ millien)

Region/k cononiy 2002 2003 2004 2005 2006
World
or £33181 381104 277301 R37104 1215783
b ;i 5 SUOHIS S14dR00 TN 713 1022711
cycloped ICeonemics
Developing E [
SRR Rt 47735 35566 117336 115860 174380
Asin . e i 2
35t THw7R X750 TEEAT 117067
Soulh Asia 1149 1378 Sl ok SR20
13ami lacdesh
& 3 51 5] 2 H
Inelia ~ " - " -
1107 1305 217 24495 0578
Rellgtan i 14 ks 34 1007
SriLanka =
11 S 0 k' 29
Last Asia _ . _
XIANS 1441411 G252 ARE36 i
2hina B 5
2574 -1372 Rk L 1272401 10130
Honglong, China : . -
R 17403 5152 A7 27201 43155
Kored, Kepulihe of N
Ao 2617 a4z 4658 4298 5129
Tuiwun Proeance ol Chi
i B e %86 582 7145 4028 7309
Sonih FKast Asia (379 S4072 14212 [RRME: 18053
Tndonesia
e 152 15 R 65 1%
W Ly stin . ) _ A
4 1405 1370 2061 2077 (s
Thilippines _ _
A A3 a9 189 10313
Sinpapore - o -
A0D3 3143 2074 510341 2528
It amd Lo ARG TG 553 e
Wielnam
- - - 58] el
TRIG 153612 1113 =3A172 2347

Australia

Source: World Invesimenl Reporl various issues
Annexure table B.1. FDI flows. by region and economy
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Table 14: Average size of M & As deals by region/economy sale to number of deals
(Salc! “o. of Ideals)

(Million of dollars)

Region/Feonomy 2004 2005 2006
Waorld 1.4 1168 126.2
Developed Economies 217 1336 143.9
Developing Economics 27 038 794
Asia 284 58.2 03,4
South Asia 24 i3l =AY
Banpladesh ENO 477 1101
Inicia 220 334 4.2
Pakislan Th 3.5 08,2
Sri Lanlca - 25 2n
East Asia Ain S0E 578
China 1.2 32.4 242
Homykonig, CThir FEA 52.0 79
Koraa, Repudihe ol 1025 181.7 e
Taiwan Frovinee of China L3 201 1E3.0
South East Asia lz.4 4700 S5
Inclanesia 4.2 1109 134
“ulaysin 1.2 202 390
Fhilippines 305 136 a4
Sinpapora 131 a9 02
Thularid 229 Ll 1003
Victnam 0.3 0 08
Australia 731 4510 RURE

Source: World Investrment Report 2007,
Table 7 Annezure luble B.4. Value of Cross border M & As by region/ economy of Seller/Purchaser
Takle 9 Annexure table B.5. dumber of Cross border ¥ & As by region/ cconomy of Seller/Purchascer
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Table 15: Average size of M &Ax deals by region/econvmy purchase iv number of deals
{Purchase/ umber of Deals)

(Million ol dollars)y

Region/Ceonomy 2004 2005 2006

World 4.4 116.8 262
Hi 1235 12562

Developed Eeonomies

Developing Feronomies 473 %42 1181

Asia 331 516 24,4

Sonth Asia 127 28 E RERY

Biang ladesh -

Inudia 135 251 356
Faliztan 4.7 - -
Sri Lanka - - 1.0
Fausl Asia 237 &a1.4 10013
China 141 2.0 24435
Honglkong, China 231 (.9 335
Korea, Republic of iy 17.3 615
Tatwan Pronvanoe ol China 473 373 355
South Fast Asia A28 A3.0 234
Indomesia 351 2351 YT
Tulalaysta T6 132 2449
Fhilipgnnes 150 21610 3ER
Singapore Tl L) Rl
Thailand 10 17.9 204
W igtnam = = 33
Australia 53.0 111.2 S22

Tuable 8 Annexure inble B4, Value of Cross burder B & As by region/ ecomomy of

Scller/Purchaser
Table 10 Annexure dable B.5. Numboer of Cross border M & As by region/ ccomomy of
Seller/Purchaser
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Table 16: Matix of inward K performance and potential. 2

High FIJI performance

Low HI) performance

Front-rumners

Below potential

High I'DDI

Beprtar

1 Babwimas, Baheam, Belgion,

Algerin, Avgenbives, Augivalia, Ausieie, Belivos, Vreal,

Hihopne, Cabon, Jmnlne Gueorgia

i, arslicis, Dbonwies, Kyrzyesiun,
Lebanon, 3dali. Menpolia, Mdecoceo,
Mogmubique, Tainibis, MNiceragus, Fopubliz
ol Moldown, Romanda, SaraLeoene, Sudan
Fuwnene, Tag kislan Venwle, Vhin el

spublic of Tanzania, Truguay, Vit Fam
AT: AT s

pulential Bolswami, e Darussalam, 13idgaria, Camacle,  Jerrnack, fnlaml, Prance, Oorwny,
Chile, China, Creatia, Oypms, Crech tireese. Irelaned, Islamic Remblic of Irzn, italy, lapan.
Fopullic, Domdmican Bepalblic, Tslonds, Kuwail, Lilwan Avabs Tarabiciva, 2desdes, Mew
Honng R (Chinad,  Hivegany, leelanl Fealavel, Monveige, Conan, Republiv of Koees,  Sussian
Isviel, Jewdem, Kawakhslan, Lanoa Feceration, Jawl Arabia, Slovenin Spain, Sweden,
Lithuon.a, Luxembourg, halawsia, 3dalta, Sw trerland, Tabwan Provinee of Clina, Turisia
Selherkirds, Pavang Polard, Porbeal, Turkay, Ladled Stales ard Venewuel:
ckalar Sarggarone, Slowubos, e lamd,
1 viclad and “okage. Ukraire. Lnited Arzhb
Loy les and Troived Kinedoun,
Above potental Lnder-perforncrs
Low FIM Albania, A gola, Armetia, O oambia, Banpladesl, Betin, Bolivie Swlkira Fase, Cameroon,
protential Canga, Costa Rica, Tewadar, Leypt Dimeeratie Bopublic of Conge, Cée d Tvoire, Ll

Suleacer, b, Cheatemsle Chones, Thaw, ledie
Irclomesw, Kemyw, TEY Remool Wacedonia
Madapascar, Malawi, Myammar, Nepal, Woper.

Tigerin, Pakiston, Papua ow QJoined, Parazoay, Foro,

Philiopiaes, Baveridd, Seoegal, Souly Alice, Sti
Lanka, Sy Aoals Repllic, Toge, Lelshisla,
Yaman and Zinbabere,

Sianrce: ENCTALL hased on annex iabla A LR
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Table 17: Global Competitivencss Tndex 2007-2008

Counlry Oxver All lodex Basic requiremenis Llliciency lonosatlion and
enhancers sophisiication
factors
Rank Rank 12ank Rank
18671 23 1 4
United States
Chad 1310278 130 1305 128
Sooth Asia
Bappladesh 10713710 11 o1 111
Tndia 4%(4.47) 74 El 20
Pakislan GIARE) o #l 7
SriLanka T8 &5 i A7
st Asia
China 34(4.55) 44 4= A
long Kong SAR 12(5.37%) 5 3 |
Koreu, Rep. 116507 14 12 o
Taiwan, China 14(535; 19 17 |0

Soulh Fast Asia

Indonesia S0 18 52 ¥ 3
Malaysia {515 e 24 ¢
Ehilippines TI30E a3 &l &a
Singapore T4 3 a 13
T'huiland 2404.78) A1 ! a4
Vietoam 580403 73 71 765
Australin 1S 51%; I 10 23

Source: The Global Compeliliveness Reporl 2007-2008 $ 2007 World Ecenomic Forum
Note: Value in parenthesis shows Score
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Table 15: FDI Mows as pereentage of Gross Fixed Capital Formation, 2002-2006

by recion and economy (Tercent)

Inward Flows

Region/cconomy 20z 2003 2004 2005 2004 2004-2006
World [RARY 73 H.5 1041 120 105
Developed Economics Lo e G0 43 11.8 9.2
Developing Economics 95 2.5 124 124 138 131
Agia N 77 1033 11.3 124 11.5
South Asia 32 35 3.5 4.4 23 57
Tiangladesh 0.5 2.9 3 1.6 30 3R
Tnicha 3 34 3.2 3.6 8.7 5.2
Palcistan 72 42 75 151 241 14.9
3 Lanka a0 2.7 A7 .4 .2 =N |
East Asia s 8.1 10 10 101 100
“hina (1141 LR b 55 & B3
TTongdone. Ching 26.4 4.6 964 w4 132 6.2
Korz=a, lepublic of 1.9 2. 1.5 3 1.9 |
Tarwan Provinee of 2.0 0B 2¥ 23 1033 a1
hina

South Fast Asia a7 T 1403 1958 200 2001
Tndonesia 0.4 -1.3 3.4 123 &4 7.4
Mfalay=ia 145 108 131 152 201 181
Phlippines 133 i 1.9 1264 141 | UL
S apore 256 6.5 s 57 6 95 715
1" hailarel 33 5.7 14 175 165 1640
Vielnam 11 11 106 11.5 123 11.5
Ausiralia 153 7.4 214 192 1o 48

Source: World Investinent Report various issmes

Journal of Business Thought Vol. 3 April 2012-March 2013



Rajesh Chadha and Geethanjali Nataraj

Tahle 19: FDT flows as percentage of Gross Fixed Capital Formation, 2002-2006

b¥ resion and cconomy (ercemt)

Ouiward I'lows

Regivn/economy 2002 2003 2004 2005 2004 2004-2006
World 27 74 101 9.2 114 104
Developed Feonomies 12 o 11.% 1.1 11.1 12.5
Treveloping Teomomies S 1.4 5.5 4.7 &.d 5.5
Asin 3.1 1.4 5.4 4.2 5.9 P
South Asgia [0 (183 1.1 1.2 1.2 2.8
Tanglaidesh - 0l - - £l 0.1
Liodia 1 1 1.2 1.4 5 2.5
Falciatan 0z i1 | 0.3 06 0.4
Bo Lanka 0.3 LR 1 0.6 td 0.4
Fast Asia 3.7 1.6 >4 4.3 f 3.4
“hina 0.5 0.7 1.5 1.2 1.4
Hongkong, China 4710 Lia4 12485 Gkl 155 1020
Forea, Repiblic of 1.6 1.9 23 1.9 28 23
Tarwan Frovince ol 28 Lo.4 10.5 8.3 102 25
tchina

Sonth East Asin a1 A5 BT 5.8 R ek
Tndenesia 0s 6.2 1.5 ERY 1.9
Muleysin 8.6 & 8.5 114 201 133
hilippines 04 23 41 1.3 0o 20
Singapore I& 111 Als 193 A 204
Theat Tamcl 0.4 1.4 nz 1.1 [.3 0.9
Vietnam - - - 0.4 04 u.4
Aunstralia &3 1149 0.5 -18.1 11.1 -0

Source: World Invesimenl Report various issmes
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Table 20;: DI siocks as percenlage of Gross Domestic Produel, 2002-2006

by rerion and cconomy (Percent)

Inward Siocks

Region/economy 1930 2 00D 2006
World 5.4 8.3 245
Developed Beonomaiss 82 14 242
Leveloping Feanomies Y0 25340 207
M3l 31 2065 2439
Searth Asia 1.2 4.7 a.s
Bangladesh 22 4.4 a3
lndia .5 ER 5.7
Falastan 3.6 98 114
Sn Lanka 8.3 08 1414
Lasl Asia 9.2 R 291
China 54 179 11.1
TTongkong, China 6 26899 A7
Kerea, lepublic of : 7.4 #
Tatwan Provines ol Thina 5.9 55 [4.2
Soulh Bast Asia 178 443 3935
Indonesa 7 15 Al
blalaysia 254 i 4| 36
Philippinesa 7.4 171 |18
Singapere 826 1215 153
"hailancd 9.7 24 BX]
Vietnam 255 6.1 S48
Awstralia 237 7 326

Source: World Invesimenl Repord 2007
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Table 21: FDI stocks as percenlage of Gross Domestic Product, 2002-2006 by

region and ccomomy (Pereent)

Dutward Stocks

Repion/economy 19914} 2010 2006
World 87 197 201
Developed Economies 0, 217 307
Developing Econoemies 4.2 153 139
Asia 3.3 154 152
South Asia ol 041 1.3
Liangladesh i1 01 0.2
India - 04 15
Pakiztan 05 a7 0.7
&11 Tanka 0.1 0.5 07
Fasl Axia 55 25 TR
hina 1o 26 28
Ilengkong, China 15.5 2301 3635
Kirea, Republic of 0.9 b 5.3
Tawan Province of Ching 18.3 207 32
South Fasl Asia LT 151 173
Indonesia i1 42

Malayaia 1.7 17.6 187
Fhilippines 0.3 2.1 1B
Sineapors 21.2 61,2 #0
T han Lared 0.3 1.4 Tl
Vietnam - - -
Australia ORr 214 30

Source: World Investment Report 2007

Journal of Business Thought Vol. 3 April 2012-March 2013



Trade in Services and Investment

Annex-1
Relevance of GATS to the South Asian Countries

The core principles of the GATT, namely MFN and NT apply generally to the GATS.
However, these are highly qualified (Srinivasan, 1998). First, a member can exempt any
service from the application of MFN and seek further exemptions within sixty days beginning
four months after entry into force of the Uruguay Round agreement. Second, a member can
improve, modify or withdraw all or part of its specific commitments on financial services
during this period. Third, NT applies only to sectors and sub-sectors listed in the member’s
schedule.

The GATS imposes few limitations on national policy, with the only requirement that
there should be no discrimination across alternative sources of supply (Hoekman, 1995). The
participating countries are not required to alter regulatory structures or to pursue an active
antitrust or competition policy. The positive-list approach enabled many developing countries
to accede to GATS with minimal commitments. Accordingly, the GATS may affect developing
countries only in a limited way since its rules apply only if specific commitments are made.

There are certain Articles in the GATS, which deal with specific provisions relating to
developing countries (UNCTAD-World Bank, 1994). These include Article I1I (transparency),
IV (increasing participation of developing countries), V (economic integration), XII
(measures to safeguard the balance of payments), XV (subsidies), XIX (negotiation of
commitments) and XXV (technical collaboration). Articles IV and XXV deal exclusively with
developing countries. The Annex on telecommunications contains a special article on

. . . . . . 28
technical cooperation in the telecommunications industry.

GATS Article IV seeks increasing participation of the developing countries in world
trade in services through negotiated specific commitments for access to technology on a
commercial basis, improved access to distribution channels and information networks, and the
liberalisation of market access in sectors of export interest to developing countries. With
regard to transparency, the industrialised nations were asked to establish contact points within
two years of the entry into force of the agreement. These points would facilitate the access of
developing country services suppliers to information relating to the commercial and technical

* The developed countries are required to abstain from imposing conditions on the access to and use of public telecommunications
transport networks and services. The conditions may, however, be imposed by the developed countries if necessary to ensure the
availability of services to the general public, protect the technical integrity of networks or prevent the supply of services by countries
that have not made specific commitments in the area of telecommunications. On the other hand, the developing countries may
impose reasonable conditions on the access to and use of telecommunications networks that they consider necessary to strengthen
domestic telecommunications infrastructure and capacity and to increase their participation in international trade in
telecommunications services. The GATS members are expected to make available to developing countries information on
international telecommunications services and developments in telecommunications and information technology in order to assist
in the strengthening of their domestic telecommunications industries.
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aspects of specific services, requirements for registration, recognition and obtaining of
professional qualifications, and the availability of services technology. The final provision of
Article IV states that special priority shall be given to least developed countries in the
implementation of provisions of Article IV.

GATS Article XXV on technical cooperation reaffirms the access of developing
country services suppliers to contact points to be established in developed countries (Article
IV). It further states that technical assistance to developing countries shall be provided at the
multilateral level by the competent Secretariat and shall be decided upon by the Council for
Trade in Services. Apart from the secretariat, other multilateral organisations, such as the
United Nations and the World Bank, could also be involved in providing such assistance.

Although the developing countries are accorded limited special and differential
treatment under GATS, this agreement contains no provisions similar to Part IV of the GATT
on more favourable treatment of developing countries. GATS Article XIX allows developing
countries to make fewer specific commitments than industrialised nations. The developing
countries have limited flexibility to offer less liberalisation of services than developed
countries but they are not allowed a free ride. The GATS is based on the argument that if the
national governments have concern for economic efficiency, the optimal policies would be the
same both for developed as well as developing countries.

The following section provides details about GATS schedules of commitments. The
GATS expresses desire the “to facilitate the increasing participation of developing countries in
trade in services and the expansion of their service exports including, inter alia, through the
strengthening of their domestic services capacity and its efficiency and competitiveness”. The
preamble clearly recognises the right of all parties to regulate the supply of services within their
territories. It takes “particular account of the serious difficulty of the least-developed countries
in view of their special economic situation and their development, trade and financial needs”.
Though the GATS may justifiably be credited with having created a more secure environment
for trade in services, it has not generated either the negotiating momentum to reduce such
protection or the rules to ensure that it takes a desirable form (Mattoo 2000). The developing
countries need to play a different strategy during the ongoing negotiations. Rather than resist
the liberalisation of domestic markets and seek a dilution of multilateral rules, they need to
push aggressively for further liberalisation. The possible approaches could include expanding
market access in the main areas of interest in key destination markets and deepening the
regions own liberalisation commitments in certain sectors and modes, in line with
development objectives. South Asian countries also need to develop their domestic
infrastructure, build domestic capacity and undertake domestic reforms in order to derive the
benefits arising from improvements in market access in GATS.
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