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Presenter
Presentation Notes
Typical questions on globalization and the monitoring of GATS

Is a part of the economy controlled by foreigners? To which extent? Which sectors? By which countries?

What are the characteristics of foreign affiliates compared to national firms?

What is the relative importance of mode 3?

What is the extent of trade covered by mode 3 commercial presence?
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Specific Features  
of Trade in Services 

Services represent approximately 20% of total world 
trade and account for the 2/3 of GDP 
 Intangible nature 

Conventional trade statistics do not cover all international 
supply of services 

• Services delivered by foreign affiliates > conventional 
international trade in services 

• Many services require physical proximity of provider 
and consumer:  
⇒ services perceived as less easily tradable than 

   goods 

Presenter
Presentation Notes
GATS/MSITS2010…Extension of scope of international trade  to vover supply of services through foreign affiliates and the presence of foreign individuals as foreign service supplier or as employee of foreign service supplier
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 Measures affecting trade in services at all 
 government levels 

 

 Covers all services  
 (except: air traffic rights and services supplied in the 
 exercise of governmental authority) 
 

 Identifies 4 modes for supplying services 
- Cross-border supply 
- Consumption abroad 
- Commercial presence 
- Presence of natural persons  
 

 Applies to product (service) and 
 producer/distributor (services supplier) 

The GATS 
System of rules covering international trade in services 
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Presenter
Presentation Notes
But what exactly is GATS? 

- GATS provides a system of predictable and enforceable conditions for services trade, applying to all measures in whatever form (law, regulations, rules, procedure, etc.) taken by governments at whatever level (central, regional, local or by non-governmental bodies exercising delegated powers).
In services there are no tariffs, access to services markets is determined by regulations or quotas.

- It covers all services except .... 
… Air traffic rights (and directly related measures) are not covered by GATS, as they are subject to bilateral agreements (for the most part they are governed by arrangements negotiated under the Chicago Convention). This exclusion is subject to periodic review. Air traffic rights are excluded by the Annex on Air Transport Services, only measures affecting aircraft repair and maintenance services, the selling and marketing of air transport services, and computer reservation system (CRS) services are included .
... governmental authority: service supplied neither on a commercial basis nor in competition with one or more service suppliers. Typical examples may include police, fire protection, monetary policy operations, mandatory social security, and tax and customs administration.

GATS sets out 4 possible ways in which services can be traded (4 modes of supply).
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The GATS 
Example: schedule of commitments - Montenegro 

﻿Modes of supply: (1) Cross border supply; (2) Consumption abroad ; (3) Commercial presence; (4) Presence of natural persons 

Sector or sub-Sector Limitations on market access ﻿Limitations on national t reatment ﻿Additional commitments 
I. HORIZONTAL COMMITMENTS  

Public Utilities 

(3) Services considered as public 
utilities at a national or local level 
may be subject to public 
monopolies or to exclusive rights 
granted to private operators.  

﻿Subsidies 

(3) Eligibility for subsidies may be 
limited to juridical persons 
established within the territory of 
Montenegro (…).
(4) To the extent that any subsidies 
are made available to natural 
persons, their availability may be 
limited to citizens of Montenegro 
(…).

II. SECTOR SPECIFIC COMMITMENTS
EDUCATIONAL SERVICES (only privately funded services)  
A. Primary education services (1) None. (1) None. 
(CPC 921) (2) None. (2) None. 

(3) None. 

(3) A private elementary school 
may be established only by a 
domestic natural or legal person. 

(4) Unbound, except as indicated in 
the horizontal section. 

(4) Unbound, except as indicated in 
the horizontal section. 

Presenter
Presentation Notes
Services schedules are more complex than tariff schedules:
tariff: one tariff rate per product (tariff line)
Services schedule has 8 entries per sector, i.e. Commitments relating to market access and national treatment for each mode of supply.
(In services there are no tariffs so access to services market is not determined by tariffs, but by regulations, or quotas.) 

Example taken from the real service schedule of Montenegro (not complete).
 horizontal commitments like subsidies or public utilities 
 sector specific commitments: example of educational services 

NONE= full commitments with no limitations
UNBOUND=full discretion to apply any measure
---------
Market access:
Number of service suppliers, value of services provided, number of operations/quantity of output, number of natural persons supplying a service, type of legal entity/joint venture, participation of foreign capital
National treatment:
=> Discriminatory measures that affect foreign services or service suppliers 



© WTO/OMC 5 

The Commercial Presence in 
GATS 

GATS’ main text 
 Supply of a service (...) through commercial presence 
 in the territory of any other Member 

GATS’ definitions: Commercial presence 

FATS 

“Controlled”:  power to name directors or 
   legally direct actions 

“Owned”:   > 50% of equity interest 

Branch or 
representative 
office 

Juridical 
person 

Presenter
Presentation Notes
Some terminology.  GATS refers to ownership, control and affiliation...
Ownership ... Read slide
Control ... Read slide
affiliation is with another person when it controls or is controlled by that other person...or both controlled by the same person...

as minority-owned foreign affiliates escape registration, FAT statistics may underestimate the commercial presence mode of supply.  (A number of minority-owned foreign affiliates are presumably controlled by the foreign parent company.) 
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Mode 1 
 

Mode 2 
 

Mode 4 

Balance of Payments Services 
Statistics  

Mode 3 Foreign AffiliaTes Statistics 
(FATS) 

GATS Modes of Supply  
and Statistical Domains:  

Simplified approach 
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FATS – what they are 

Summary of the statistical framework 

company 
foreign 
 affiliate 

       $        $       $      $ 

Control 

country A country B 

INWARD FATS OUTWARD FATS 
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Foreign direct investment statistics (FDI)  
 => (international) financial transactions  
FATS 
 => indicators of the activity of the foreign controlled enterprises 
 
 

activities of 
the affiliate 

supply of 
services 
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Why are FATS needed in the context of 
WTO and other agreements? 

Market  
access 

Negotiate Decision-making 

Compare Quantify Dispute  
settlement 
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Useful for economic analysis  
also for the private sector 

Presenter
Presentation Notes
In context of the WTO, trade in services statistics are needed for a number of reasons. They are useful to 

Help decision-making on negotiating priorities and strategy
Evaluate market access opportunities
Negotiate specific commitments 
Compare countries’ commitments 
Quantify the level of trade liberalization achieved
Provide a statistical background to dispute settlement.

	In addition, they are useful for economic analysis also for the private sector to provide information on the possibilities offered by trade in services liberalization.
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Constraints of Incomplete/Limited  
Data in Negotiations 

Policy makers/  
decision makers  

use anecdotal data 

Benefits cannot be  
fully measured  

 Impact is difficult  
to measure or 

determine  

Negotiating options  
are limited 

Weakens position  
at the negotiating  

table  

Ability to provide  
suitable solutions  
or interventions  

hampered 

Inefficient 
negotiations 

Presenter
Presentation Notes

In both developed and developing economies, services trade negotiators are asking for improved trade in services data. The role of statistics services negotiations and policy development is growing. 

Because incomplete or limited trade in services statistics result in a number of constraints. 
1 – The first is that with little or no basis at all other than anecdotal data, services trade negotiators are in a weaker position than their colleagues dealing with merchandise trade because their negotiating options are limited. 
2  -  As a matter of fact, with incomplete data, negotiators find it difficult to determine the true impact of a given negotiating position, and possible benefits cannot be fully measured.  
3  -  Thus the lack of sufficient data on ITS hampers identification of suitable solutions or interventions.  

4 – 5   These are all aspects of trade negotiations which a good set of statistics could have facilitated.
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