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o Why is trade in services so important? 

o How is the GATS structured, and what is 

its scope and coverage? 

o What are the key obligations of the GATS? 

o What other GATS provisions should I 

know about? 

 



Past: Few services are traded 

 Technology is limited 

 Services = simultaneous production and 

consumption = not tradable over distance 
 

 Regulations prevent competition 

 Services = government monopolies = no access 

opportunities 

 Liberalization policy options seen as limited 

 Services = intangible = no scope for GATT-type 

trade policies (tariffs) 

 Economic role of services was neglected 
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Now:  More services traded 

 Technological change 

 Faster transport and telecoms means remote  

supply more feasible; less need for supplier to be in 

same time and place as consumer 

 Regulatory reform 

 Introduction of competition in previously closed 

sectors (telecom, banking etc) 

 Expansion of goods trade 

 Requires supporting services (transport, logistics 

etc.) 

 Rise in trade of ‘intermediates’ 

 Supply chains of unbundled goods and services 

increasingly cross borders 
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Services joins the multilateral 

trading system in 1995 

Year Round Members 

1947 Geneva 23 

1949 Annecy 23 

1951 Torquay 35 

1960-61 Dillon 42 

1964-67 Kennedy Round 75 

1973-79 Tokyo Round 85 

1986-94 Uruguay Round 128 

2001 - Doha Round 160 
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Why is services so important to 

an economy? 

 An major part of GDP, trade and FDI:  

 60-70% of world production and 
employment 

 2/3 of FDI flows 

 A key production input into virtually all 
other goods and services: 

 10-20% of production costs in manufacturing 
and agriculture; 

 20-25% of costs in ready-made garments 

 Faster growth in services exports than 
goods exports (since 2000) 
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Trade in services now grows faster 

than trade in goods  
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14 

 

 

In terms of value-added, services 

trade is even more significant 

 Value-added calculations deduct any 

“double-counting” of re-exported 

components 

 On this basis, services account for 50% 

of world trade cross-border. (Escaith, 2008)  

 Remember also: about 60 % of world 

foreign investment stocks are in services. 



Global Value Chains and services 

 Competitive pressures lead firms to 
outsource tasks resulting in goods and 
services supply chains or “value chains” 

 Initially domestic, but increasingly cross-
border or “global” value chains 

 Outsourcing firms may be manufacturers 
or services firms, key services include: 

 design, accounting, legal, human resource 
management, marketing, communications, 
logistics ... 
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How can international trade help 

services sector development ? 

Trade can play a key role in developing countries’ 

services sectors 

Opening up to services imports (including FDI) can 

increase efficiency in the domestic economy 

Services themselves offer new export opportunities 

(export diversification) 

Improves attractiveness to foreign investors 

Better integration in the global value chains based on 

services 
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Structure, scope 

and coverage  

of the GATS 
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Structure of the GATS 

 A common set of disciplines for all 

Members 

 Framework articles of the GATS 

 Annexes of the GATS 

 But individual “schedules” of specific 

commitments for each Member 

 Market Access 

 National Treatment 

 Additional commitments 
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GATS:  Scope, coverage, 

definition 

“MEASURES BY MEMBERS AFFECTING TRADE IN 
SERVICES”   Article I:1 

 

“Measures by Members” 

 government action, inaction at any level 

 not private actions 

“Services” 

 All services (except except governmental 
services, and air traffic rights) 

“Trade in services”: 4 modes of supply 

1.Cross-border supply 

2.Consumption abroad 

3.Commercial presence 

4.Movement of natural persons  
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GATS:  Sectoral coverage  

n Business Services 

n Communication 

n Construction 

n Distribution 

n Education 

n Environmental 

 Health Related Services 

 Financial Services 

 Tourism 

 Recreation, Culture, Sports 

 Transport  

 Other Services 

Universal coverage: 12 main sectors, about 
160 subsectors, based on UN CPC system 



 

Excluded services (i)  
 

 Governmental Services  

 Excluded from coverage are “services 

provided in the exercise of governmental 

authority” which, in turn, are defined as 

services that are supplied “neither on a 

commercial basis, nor in competition with 

one or more service suppliers”. (Article I:3) 
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What are “governmental services”? 

 Police, fire protection, infrastructural 

services (roads, etc.), monetary policy 

operations, customs administration, … 

 … and any other public service (health,  

education, etc.) meeting the relevant 

criteria. 
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Excluded services (ii):  

 Air traffic rights: 

 Excluded from coverage are measures 
affecting “traffic rights” and “services 
directly related to the exercise of 
traffic rights” 

 GATS does apply however to: 

 aircraft repair and maintenance; 

 selling and marketing of air services; 

 computer reservation systems.  
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Modes of supply 
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Cross border supply - Mode 1 
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Supplier 

Service  
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Service Supplier 
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Consumption abroad - Mode 2 
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Commercial Presence - Mode 3 
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Service 

 Supplier 

Service  

Consumer 

Service supplier establishes a  

commercial presence in the  

territory of another Member  

Any type of business  

or professional  

establishment 

Service supplied  

through commercial  

presence 



Natural Persons - Mode 4 

 

 

 

 

 

22 

Service supplied through 

 presence of natural  

persons of a Member in  

territory of another 

Member 

Service  

Consumer 



Exercise: Which mode of supply? 

1. No more than five telecom operators are 
allowed to supply the market.   

2. Hotels must not employ foreigners, except for 
senior managers.  

3. Only language courses offered by domestically-
owned schools are funded under a country’s 
educational program.  

4. Courses offered by foreign-based suppliers via 
the Internet are not funded either.  

5. The cost of ship repairs abroad does not 
qualify for tax deductions under a country’s 
maritime policy. 

6. Licensing of new hospitals is subject to an 
economic needs test.   
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Key GATS 
Obligations 

 and 
Commitments 

24 



The cornerstone: MFN Treatment 

 “each Member shall accord 

immediately and unconditionally to 

services and service suppliers of 

any other Member treatment no less 

favourable than that it accords to 

like services and service suppliers 

of any other country” (GATS Article 

II:1) 
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Departures from MFN treatment 

 Normally MFN is unconditional: it 
applies regardless of commitments made 
in a Member’s schedule 

 Exemption on accession 

 one-off opportunity lasts “in principle” for 10 
years 

 Other specific departures from MFN 

 Article V (Economic Integration) 

 Article VII (Recognition) 

26 



Specific commitments 

Article XVI  (Market Access) 

 All measures, whether discriminatory or not, 
falling under one of six categories, mainly 
quantitative in nature. 

Article XVII  (National Treatment) 

 All other measures discriminating against 
services or service suppliers of any other 
Member. 

Article XVIII  (Additional Commitments) 

 Any engagement by a Member not falling 
within scope of Market Access or National 
Treatment commitments. 

27 



33 

Market Access Limitations (Art 

XVI:2) 

(a)  Number of service suppliers* 

(b)  Value of transactions or assets* 

(c)  Number of operations or quantity of      
output* 

(d)  Total number of natural persons*  

(e)  Type of legal entity or joint venture 

(f)  Foreign capital participation 
 
(a) to (e) apply to non-discriminatory restrictions as well. 

The limitations concerned may be imposed in the form 
of quotas or via an economic needs test.    



National Treatment (Article XVII) 

(1) Treatment shall be “no less favourable 

than accorded to own like services 

and services suppliers”. 

(2) “either formally identical or formally 

different treatment” …  

(3)  benchmark:  no modification of 

“conditions of competition” in favour of 

own like services or service suppliers.  
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How Schedules of Commitments  

are structured 

*Unbound due to lack of technical feasibility 

NOTE:   “Unbound” = no commitment (full policy discretion) 

              “None” = no limitation (full commitment)  

              “The admission of ... “ and “Foreign-owned .... “ =  partial commitments 



Specific commitments and actual 

market conditions 

 Commitments guarantee minimum levels  

of Market Access and National 

Treatment 

 Members are free at any time to give 

better conditions, subject to MFN 

 Commitments may be upgraded to reflect 

the improved conditions 
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Measures not affected  

by Specific commitments 

 Non-discriminatory measures that are  

 Non-discriminatory domestic regulation (standards, 
licensing requirements, etc.) 

 Non-discriminatory subsidies  

 Non-discriminatory measures promoting or restricting 
exports 

 Visa and other entry requirements 

 Government procurement 

 Barriers not related to government measures  

 private decisions, natural resource limitations (e.g. 
non-availability of space) 
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Exercise: Can a Member with full market 

access and national treatment commitments 

maintain these measures? 

1. Require all local banks to have a minimum 
capital of $15 million.  

2. To give new foreign investors a special 
investment premium of 25%.  

3. License only dentists that have a degree of 
from the National Institute of Dentistry or 
equivalent.   

4. Give grants to all domestically-owned 
hotels in preparation for a future Olympic 
Games. 

5. Require board members of all local 
companies to be resident in the country.  
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GATS provisions 
that play a 

supporting role 
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Supporting provisions 

 Domestic Regulation (Art VI) 

 To be covered tomorrow 

 Payments and transfers (Art XI) 

 Must allow in committed sectors 

 Monopoly Suppliers (Art VIII) 

 Must respect committed sector obligations 

 GATS Annexes 

 Sectoral annexes: Telecom, Financial, Air 

 Movement of natural persons, MFN exempt 
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Modifications and  

General exceptions 
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Modify or withdraw a commitment 

 “A Member may modify or withdraw any 

commitment in its Schedule, at any time after 

three years … (from entry into force)” 

 Negotiations on compensation with any 

Member whose benefits may be affected 

(Article XXI) 

 Compensation on a MFN basis 
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General exceptions 

General and Security Exceptions 

(Articles XIV and XIV bis) 

o Any GATS-inconsistent measure necessary 
for protection of public morals;  life and 
health of humans, animals and plants etc. 
may be maintained if no reasonably 
available alternative measure is available 

 But in its applications no arbitrary or 
unjustifiable discrimination between 
countries where like conditions prevail, 
no disguised restriction on trade 

o Protection of “essential security interests” 
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THANK YOU 
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