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ABSTRACT

Global trade in services has increased significantly over last three decades. Earlier, the growth was 
confined primarily to trade among advanced economies. In more recent times, even developing coun-
tries – especially, the emerging market economies (EMEs) – have experienced substantial increase in 
services trade. Services trade still accounts for only a small share of national income in most EMEs. 
However, one important trend has been the rapid growth of information-intensive services (IISs). This 
chapter examines the growth and patterns of services exports and imports from and to a number of 
EMEs. The analysis indicates that the importance of services trade has been growing for most EMEs. 
Further, among the EMEs, China, India, and Korea are the most dominant players in services exports 
and imports. For China, both export and import shares have been rising while for India the export share 
has been consistently rising. This chapter further discusses some of the intuitively plausible explana-
tions for the growth of trade in services in general and in IISs in particular. It also discusses some of 
the challenges associated with the growth of IISs trade.

INTRODUCTION

In recent decades, the world has experienced a significant increase in services trade. One of the most 
important aspects of this growth is the manifold increase in the share of emerging market economies 
(EMEs) in services trade. There are two parallel developments that have contributed to this trend. First, 
as these economies conduct market-oriented reforms and adopt economic liberalization policies, there 
is an increase in the demand for traditional services such as transportation and travel. Second, the un-
precedented advances in information and communication technologies (ICT) have not only made certain 
service items tradable but also, through rapid proliferation, created an opportunity for the developing 
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countries to trade those services. In particular, these technological advances have enhanced tradability 
of information-intensive services (IISs). These are the services that involve creating, processing, and 
communicating information. Because of ICT, these services do not require physical presence of produc-
ers and consumers in the same location, a trait that traditionally characterizes services. The low cost 
of these technologies seems to be a major driver of the increase in both demand and supply of IISs in 
developing countries.

The main objective of this paper is to examine the major trends and patterns of services trade in EMEs. 
A secondary objective is to investigate the importance and growth of trade in IISs in these economies. 
Although growth of services trade in EMEs could be necessary and beneficial for the overall growth of 
those countries, it may also create formidable challenges. It is of utmost concerns that the institutional 
framework to handle some of the challenges associated with services trade is in its nascent state even 
in the developed countries. As countries increasingly trade in IISs, cybersecurity enters into the realm 
of national security. The policies and measures to promote trade in these services should recognize this 
and work towards building a comprehensive framework to address these challenges. This paper discusses 
some of the challenges created by services trade, particularly IISs trade in EMEs.

Although there has been an emerging literature on services trade, the focus has been primarily on the 
developed countries. Only a handful of studies examine services trade in EMEs. A lack of reliable data 
has been a formidable constraint. This, in turn, is related to the issues on how to measure services and 
what constitute trade in services. However, as international organizations, such as World Trade Orga-
nization (WTO) and United Nations Conference on Trade and Development (UNCTAD), have started 
publishing detailed data on services trade, researchers have also embarked on studying trade in services 
using empirical data. Thus, a number of articles on this topic have appeared in last two decades or so.

There are several strands of this literature. There are some studies that examine the determinants of 
international trade and investment in services (e.g., Polese and Verreault 1989; Freund and Weinhold 
2002; Grunfeld and Moxnes 2003; Kimura and Lee 2006; Co 2007; Mann and Civril 2008). There are 
others that focus on gains from trade in services in terms of productivity and growth (e.g. Mattoo et al. 
2006; Hoekman and Mattoo 2008; Amity and Wei 2009). Further, some other studies discuss policy issues 
related to services trade (e.g. Bhagwati 1987; Hoekman 1996; Deardorff 2001; Hoekman et al. 2007; 
Deardorff and Stern 2008). Francois and Hoekman (2010) give a comprehensive review of these different 
strands of the literature. To the best of our knowledge, none of these studies provides a comprehensive 
account of growth and patterns of EMEs trade in services in general and EME trade in IISs in particular.

The rest of the paper is organized as follows. Section 2 presents an overview of trade in services. 
This section is divided into two subsections. In Subsection 2.1, we discuss the definitional framework 
for trade in services, as adopted by the General Agreement on Trade in Services (GATS). Subsection 
2.2 includes a brief discussion on current trends and patterns of world trade in services. In Section 3, we 
focus on the EME trade in services in general and IISs in particular. It discusses in details the composi-
tion and growth of various IISs. Section 4 discusses some theoretically plausible intuitions behind the 
rapid growth of trade in services in EMEs. In Section 5, we discuss some of the challenges the EMEs 
face as the services trade grows. In particular, we discuss certain issues related to cyber security and 
trade negotiations. Our concluding remarks are included in Section 6.



66

Services Trade in Emerging Market Economies
 

AN OVERVIEW OF TRADE IN SERVICES

A New Framework for Services Trade

Historically, services that accompany movements of goods and people across borders were perhaps the 
earliest to be traded across borders. In the past it was almost inconceivable that services could be traded 
as the production of most services required physical presence of both producers and consumers in the 
same location.1 Thus, services were largely considered as non-tradable. Furthermore, in an era when 
agriculture and then manufacturing were the predominant sectors of the economy, many services were 
just activities auxiliary to the production of goods and many others were simply not marketed. Conse-
quently, even the General Agreement on Trade and Tariff (GATT), which was the forum for multilateral 
trade negotiations, was almost silent about services trade.

Several developments in recent decades made countries aware of the importance of services trade. 
The deregulation of the US airline industry in the late 1970s, increasing presence of American banks 
and entertainment industries overseas, the formation of the European Common Market (ECM), and, 
most importantly, ICT advances that made a number of services tradable across borders are some of 
these developments that contributed to the rise of services trade.2 The recognition of the importance and 
viability of services trade among nations led to the General Agreement on Trade in Services (GATS) - a 
treaty of the World Trade Organization (WTO) negotiated under the Uruguay Round of negotiations 
- that came into effect on January 1, 1995. In view of the wide array of international transactions that 
services trade encompass (unlike merchandise trade), the GATS takes a broad view of trade in services. 
Thus, GATS defines services trade to include four categories of transactions:

1.  Cross-Border Trade: This category includes services supplied across borders. Examples include 
electricity, telecommunications, and transportation.

2.  Consumption Abroad: It includes services supplied in a country to the foreigners. Tourism and 
education abroad are two examples.

3.  Commercial Presence: The services supplied in a country by foreign business establishments are 
included in this category. Examples include restaurant chains, hotel chains etc.

4.  Presence of Natural Persons: This category includes services supplied in a country by foreign 
nationals. For example, services provided by visiting entertainers are included in this category.

Recently, the statistical agencies across the world have tried to be consistent with this definition 
while collecting data on services trade.3 Note that the range of transactions that this definitional frame-
work classifies into services trade may not be very useful in thinking of services in terms of a unified 
theoretical model.

Current Trends in Global Services Trade

In this subsection, we discuss the major trends in services trade across the globe as well as in the EMEs. 
The main sources of data for our analysis are: the Trade in Commercial Services Trade database of the 
World Trade Organization (WTO) and the World Development Indicators (WDI) database of the World 
Bank. The data are publicly available from the websites of these two organizations: http://www.wto.
org/ and http://www.worldbank.org/ respectively. We use annual data between 1980 and 2013, mainly 
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due to the fact that services trade gained some prominence only in the 1980s.4 Note that the trade data 
are available more consistently for the EMEs only since the mid-1990s.

Table 1. shows that the share of total private commercial services trade in world GDP was about 3 
per cent in 1980 and this ratio increased to about 6 per cent in 2013. In contrast, merchandise trade as 
a share of world GDP increased from about 19 per cent in 1980 to 25 per cent in 2013. Services trade 
as a percentage of total trade increased from about 17 per cent to about 20 per cent during this period. 
It implies that trade in services grew faster than that in goods. While the value of merchandize trade 
increased about 9 times, the value of services trade increased almost 13 times during this period of over 
three decades.

A list of 10 leading exporters and 10 leading importers of services in 2013 is presented in Panel A 
of Table 2. Note that the U.S. is the leader in both exports and imports of services, accounting for about 
14 and 10 percent of services exports and imports respectively. Among the EMEs, China and India 
made it to the list of top 10 exporters of commercial services. These two countries, together account for 
about 8 per cent of total commercial services trade in the world. The list of 10 leading importers also 
includes Russia in addition to these two EMEs. One interesting observation about these three EMEs is 
that while China and Russia are net importers of commercial services, India is a net exporter. As some 
studies (e.g. Liu et al 2015) show, India gained comparative advantage in information-intensive services 
vis-à-vis the U.S. and other developed nations around the turn of the twenty-first century. In China and 
Russia, as the manufacturing sector grew, it created substantial demand for services that seems to have 
been reflected in large imports of services by these countries.

To highlight the contrasts with services trade, we list 10 leading exporters and 10 leading importers 
of goods in 2013 in Panel B of Table 2. While China is the largest exporter accounting for about 12 per 
cent of total exports of goods, the United States is the largest importer accounting for about 12 per cent 
of total imports in the world. Besides China, Republic of Korea and Russia – two other EMEs – are also 
in the list of leading exporters of goods. Further, both China and the Republic of Korea appear in the 
list of leading importers.

TRENDS AND PATTERNS OF SERVICES TRADE IN EMES

We compile a list of 21 EMEs from five different sources: Morgan Stanley Capital International (MSCI), 
the FTSE Group, Standard and Poor-Dow Jones (S&P-DJ), Banco Bilbao Vizcaya Argentaria (BBVA) 
Research, and Russell Investments. We use the most recent lists of EMEs prepared by these agencies and 

Table 1. World trade in goods and services and GDP, 1980 and 2013

1980 2013 Average annual 
growth rate 
(1980-2013)Value in billions 

of current USD
As percentage 
of world GDP

Vale in billions 
of current USD

As percentage 
of world GDP

(1) (2) (3) (4) (5)

Trade in goods 2,034 18.2% 18,954 24.9% 6.8%

Trade in commercial services 367 3.3% 4,644 6.1% 7.7%

GDP 11,156 100.0% 76,124 100.0% 5.8%
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select those countries that appear in multiple lists and for which data are consistently available. These 
EMEs include: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Re-
public of Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russian Federation, South Africa, 
Thailand, Turkey, and United Arab Emirates (UAE). In this section, we will analyze service trade data 
for these 21 EMEs.

Overall Trends and Shares

Table 3 presents the merchandize and services trade shares for these 21 EMEs. In 1980, these EMEs 
accounted for about 11% of the world merchandize trade (exports plus imports). This ratio steadily 
increased to about 33 per cent or the one-third of the world goods trade by 2013. Thus, the EME share 
tripled during this period of over three decades. In case of services trade, the share of the EMEs in total 
trade increased from about 8 per cent in 1980 to about 24 per cent in 2013 that implies a three-fold 

Table 2. Leading exporters and importers of services and goods, 2013

Rank    Exporters Value in 
billions of 
current 

USD

% share 
in total 
world 

exports

Rank    Importers Value in 
billions of 
current 

USD

% share 
in total 
world 

imports

Panel A: Trade in Services 

1 United States 662 14.3 1 United States 432 9.8

2 United Kingdom 293 6.3 2 China 329 7.5

3 Germany 286 6.2 3 Germany 317 7.2

4 France 236 5.1 4 France 189 4.3

5 China 205 4.4 5 United Kingdom 174 4.0

6 India 151 3.2 6 Japan 162 3.7

7 Netherlands 147 3.2 7 Singapore 128 2.9

8 Japan 145 3.1 8 Netherlands 127 2.9

9 Spain 145 3.1 9 India 125 2.8

10 Hong Kong, China 133 2.9 10 Russian Federation 123 2.8

Panel B: Trade in Goods 

1 China 2209 11.7 1 United States 2329 12.2

2 United States 1580 8.3 2 China 1950 10.2

3 Germany 1452 7.7 3 Germany 1192 6.3

4 Japan 715 3.8 4 Japan 833 4.4

5 Netherlands 672 3.5 5 France 681 3.6

6 France 581 3.1 6 United Kingdom 656 3.4

7 Korea, Republic of 560 3.0 7 Hong Kong, China 621 3.3

8 United Kingdom 541 2.9 8 Netherlands 590 3.1

9 Hong Kong, China 535 2.8 9 Korea, Republic of 516 2.7

10 Russian Federation 523 2.8 10 Italy 479 2.5
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increase. If we examine exports and imports separately, imports by the EMEs increased more than did 
exports. This seems to indicate that as these economies grew the demand for certain services imports 
increased at a faster pace. Intuitively, as a country experiences growth in manufacturing sector it cre-
ates demand for a number of high-end support services as we will see below. These services are usually 
produced in developed countries. In terms of GDP share, goods trade was about 34 per cent of total GDP 
for these EMEs in 1980. This increased to more than 51 per cent in 2013. Increased trade liberaliza-
tion and growth could be responsible for a large part of this increase in merchandize trade. In contrast, 
services trade increased from about 5 percent of total GDP of these countries to more than 9 per cent in 
2013. The share of services trade is still small relative to the size of these economies. However, there 
are variations across these countries.

Figure 1 depicts the evolution of GDP shares of exports for both goods and services in all 21 EMEs in 
5-yearly intervals from 1980 to 2010 and 2013. In Czech Republic, Hungary, Malaysia, Qatar, Thailand, 
and UAE, goods exports accounted for more than 50% in most recent years. The share grew and reached 
the maximum in 2013 in a number of countries: Czech Republic, Hungary, India, Korea, Mexico, Poland, 
and the UAE. In contrast, Chile, China, Egypt, Thailand achieved their maximum in 2005. Furthermore, 
the GDP share of goods exports has been falling for Indonesia, Malaysia, Philippines, and Russia since 
2000. Overall, the GDP share of merchandize exports has been increasing globally. In contrast, overall 
merchandize exports share in total GDP for these EMEs reached the peak in 2005 and it has decreased 
since then. GDP share of services exports has been rising in the most recent decade in Hungary, India, 
Republic of Korea, Poland, and Thailand. In others including China, the share of services exports has 
declined during the period of recent global and financial crisis. Note that the GDP share of services 
exports is much smaller relative to merchandize exports for each of these countries. It exceeded 10% 
only in Czech Republic, Egypt, Hungary, Malaysia, and Thailand. The merchandize services exports 
share for the entire world has been persistently increasing since the early 1990s.

In Figure 2, we present the GDP shares of goods and services imports. For five EMEs, namely Czech 
Republic, Hungary, Malaysia, Thailand, and UAE, the share of goods imports exceeded 50% in most 
recent years. In contrast, services imports shares are relatively smaller and exceeded 10% for one or more 
years only in Egypt, Hungary, Malaysia, Qatar, Thailand, and UAE. Chile, Czech Republic, Hungary, 
India, Republic of Korea, Mexico, Peru, Poland, South Africa, Thailand, Turkey and UAE have witnessed 
increases in GDP share of goods imports. Similarly, Hungary, India, Korea, Poland, Turkey, and UAE 

Table 3. Goods and services trade shares in EMEs

Description 1980 2000 2013

Exports Imports Total 
trade

Exports Imports Total 
trade

Exports Imports Total 
trade

(1) (2) (3) (4) (5) (6) (7) (8) (9)

EMEs share in 

    World goods trade 11.1 10.9 11.0 20.3 18.3 19.3 33.6 31.4 32.5

    World services trade 7.6 8.6 8.1 14.2 16.8 15.5 20.2 27.0 23.5

EMEs GDP share of 

    Goods trade 16.8 16.9 33.7 24.1 22.6 46.8 26.5 24.8 51.3

    Services trade 2.2 2.8 5.1 4.0 4.7 8.7 4.0 5.1 9.0
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have seen sustained increase in GDP share of services imports. Overall, although the GDP share of 
services imports has been constantly rising for the world, it has changed little for the EMEs since 2000.

We further examine how the country shares of services exports and imports in total for the EMEs 
have evolved over time. Figure 3 presents these shares at 5-yearly intervals from 1980 to 2010 and 2013. 
While the export share has been consistently increasing for China since the mid-1980s, it has been ris-

Figure 1. Merchandize and services exports as % of GDP in the EMEs: 1980 - 2013
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ing for India since the mid-1990s. These two countries together accounted for more than 37 per cent of 
total services exports from the EMEs in 2013. Although, with about 12 per cent of total EMEs exports, 
Korea is a relatively large exporter, its share has been declining. For most other EMEs, the shares are 
relatively small and have been either declining or fluctuating. With more than 25 per cent of total EME 
service imports, China is the largest importer in 2013 followed by India at the distant second with about 

Figure 2. Merchandize and services imports as % of GDP in the EMEs: 1980 - 2013
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10 per cent. For some EMEs, such as Chile, Colombia, Czech Republic, Hungary, Peru, and Qatar, both 
services exports and imports accounted for less than 5 per cent of total EME exports and imports during 
this time period.

Overall, we can draw a few conclusions about goods and services trade in EMEs. First, there has been 
a steady growth of goods and services trade in EMEs. Second, a few of these EMEs (e. g. Czech Repub-

Figure 3. Country shares in total EME exports and imports of services: 1980 – 2013
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lic, Hungary, Malaysia, Thailand, and UAE) are heavily dependent on merchandize trade as their total 
trade (exports plus imports) shares in respective GDPs exceeding 100 per cent. However, services trade 
does not play such a role although its importance has grown for most EMEs. Services trade accounted 
for more than 25 per cent of GDP only in Hungary, Malaysia, and Thailand. Third, among the EMEs, 
China, India, and Korea are the most dominant players in services exports and imports. For China, both 
export and import shares have been rising while for India the export share has been consistently rising. 
However, the fact that the shares of other EMEs have been declining does not necessarily mean that the 
services exports and imports have been decreasing in those countries. In fact, they have been growing 
although the growth has been relatively slower than the leading EMEs.

Share and Growth of Information Intensive Services (IISs)

As we discuss above, the unprecedented advances in ICT have contributed to the growth of trade in goods 
as well as in services. Previous studies (Liu and Nath 2016) show that there has been a disproportion-
ately larger growth of trade in IISs. IISs involve creating, processing, and transmitting information. In 
the past, transportation and travel – two non-IISs – were the primary service trade items. Some of the 
IIS categories were either non-existent or were traded in such negligible amounts that the trade values 
were not reported separately and were clubbed together as other commercial services. However, with 
the proliferation of ICT, trade in communication (telecommunications) services, financial and insurance 
services, computer and information services, professional, business, and technical services grew in vol-
ume and value. Therefore, in most recent years, data have been reported separately for these categories. 
However, for some EMEs, these services still account for a negligible share of total services trade.

Table 4. reports the percentage share of IISs in total services exports, imports, and total trade (exports 
plus imports) for five leading EMEs in 2000 and 2013. Exports and imports data on IISs for 2000 are 
obtained by subtracting corresponding data for ‘construction’ and ‘personal, cultural and recreational 
services’ from ‘other commercial services’.5 As the table indicates, in all five countries, the share of 
IISs increased for exports and total trade. However, the import shares have slightly declined for China 
and India. As the service industries grow in these two economies and foreign direct investments (FDI) 
take place in service producing sectors these declines may be explained by substitution of imports by 
domestic production of those services. For Brazil and India, IISs accounted for more than half of services 

Table 4. Share of information-intensive services in five leading traders of IISs among EMEs: 2000 and 
2013

Country 2000 2013

Export Import Total trade Export Import Total trade

(1) (2) (3) (4) (5) (6)

Brazil 57.4 42.1 47.6 64.5 47.9 53.1

China 31.6 31.4 31.5 50.8 30.8 38.5

India 60.5 38.4 48.7 73.4 37.5 57.1

Republic of Korea 28.7 43.5 36.3 35.6 47.1 41.2

Russian Federation 24.7 27.6 26.5 39.1 33.0 35.1
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trade in 2000 and they were joined by China in 2013. Imports of IISs were less than half of total services 
imports for all five EMEs in 2000 as well as 2013 although these shares increased for three countries: 
Brazil, Korea, and Russia.

To shed some lights on the exact nature of these IISs, we can take a look at the distribution of services 
trade by various disaggregate categories for the most recent year. Data are not available by this level of 
disaggregation for earlier years and therefore we present the export and import shares for each of the five 
countries for 2013 in Table 5. Other businesses that include a wide range of IISs such as legal, account-
ing, management consulting, public relations services, advertising, market research and public opinion 
polling, research and development services, architectural, engineering, and other technical services, 
accounted for the largest shares in both exports and imports for all five leading EMEs. However, there 
are variations across countries For example, it accounted for more than 80 percent of exports of IISs in 
Brazil while it is about 46 per cent in India. In contrast, computer and information services accounted 
for about 44 per cent of total IISs exports from India. Imports of royalties and license fees account for 
about one-fifth of IISs imports in China, Korea, and Russia. These are the payments these countries 
have to make for using trademarks, industrial processes, and software to their trading partner countries. 
Exports of financial services from Brazil and imports of insurance and financial services to India have 
large shares in their respective IISs trade.

Overall, EME trade in IISs has been increasing, particularly among the leading nations. Going by 
the relative importance of various IIS items for different countries, we may infer that these EMEs have 
comparative advantages in different IISs. In fact, there is some evidence of that in the literature (e.g. see 
Liu et al 2015). Furthermore, as previous studies (Freund and Weinhold 2002, Liu and Nath 2013 & 
2016) indicate, this growth in IISs trade may have been facilitated by increased use of ICT. As countries 
use ICT as a vehicle of international trade in services, it has substantial implications for cyber security.

Explaining the Rise in Information-Intensive Services Trade in EMEs

We will now present some of the intuitively plausible explanations for the growth of cross-border trade 
in services in general and IISs in particular in the EMEs. However, we will neither develop any formal 
theory nor will we empirically confirm or refute any plausible hypothesis.

Table 5. Distribution of IIS exports and imports by component items in five leading EMEs in 2013

Component Service Items Brazil China India Korea Russia

Exports Imports Exports Imports Exports Imports Exports Imports Exports Imports

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Telecommunication services 1.0 0.7 NA NA 2.0 2.3 1.5 2.1 6.0 6.6

Insurance services 1.9 3.6 3.9 21.9 1.9 12.6 1.6 1.6 2.2 3.5

Financial services 11.5 4.2 3.1 3.7 5.3 11.7 9.0 1.9 6.6 6.2

Computer and information 
services

1.8 11.5 15.0 5.9 44.4 5.6 2.3 1.3 10.1 7.8

Royalties and license fees 2.4 8.6 0.9 20.8 0.4 8.3 10.2 19.2 2.9 19.8

Other business services 81.3 68.4 77.0 47.1 45.6 59.2 74.4 73.3 71.1 54.1

Audio-visual and related 
services

0.1 2.9 0.2 0.7 0.5 0.4 1.0 0.7 1.1 2.0
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First, the ICT advances since the 1990s – particularly the development and proliferation of the internet 
mobile phones - have played (and will play) a key role in the growth and expansion of trade in IISs. A 
growing number of studies have provided evidence of a positive relationship between ICT advances and 
the growth of trade in goods as well as in services.6 ICT advances can stimulate trade in IISs through 
both direct and indirect channels. For example, by lowering the cost of communicating information or 
transferring data this technology provides a direct channel of influencing such trade. The low cost not 
only helps with the actual delivery of the service but also with the entry into the market in another coun-
try. In contrast, ICT-enabled service innovations such as geographically dispersed production of service 
components (of which service outsourcing is an example) and assembly provide indirect channels for 
ICT to affect services trade.7 Using data for forty EMEs from 1995 to 2010 Liu and Nath (2013) show 
that Internet subscriptions and Internet hosts have significant positive effects on both exports and imports 
in EMEs. Although they do not identify the specific channels through which these ICT variables affect 
trade, the evidence of significant effects itself highlights the importance of ICT for trade. In a follow-
up study (Liu & Nath 2016) using cross-country disaggregated data on various services trade items, 
they show that ICT development has significant positive impacts on exports of other business services 
and transportation services and the imports of ‘insurance services’, ‘telecommunications services’, and 
‘travel services’. This study also shows that ICT development is more important for growth of services 
trade in EMEs than in advanced economies.

Second, as the economies grow there is higher demand for services in general and IISs in particular. 
Besides the growth in demand from consumers with higher per capita income, the range and complexity 
of economic activities in those economies also create vast demand for a number of IISs. For example, 
the diagrammatic illustration of Quinn (1992) shows how the size and growth of manufacturing can 
create demand for a host of services. As Figure 4 shows, manufacturing needs direct support of value-
added services like financing, leasing, and insurance; business services like consulting, auditing, and 

Figure 4. Interactive role of services (Quinn 1992)
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advertising; and distribution services like wholesaling, retailing, and repairing. Then, there is an addi-
tional layer of infrastructure services, government services, and personal services behind these support 
services. Many of these support services, particularly the IISs, can be produced at lower costs in EMEs 
and traded across borders.

Third, the decades since the early 1990s have witnessed deregulation of service industries and 
liberalization of foreign trade and investment regimes in many EMEs around the world. Since service 
industries are heavily regulated, it is often very difficult to attract foreign investment and trade. However, 
due to the technology-driven enhanced tradability of services, many governments around the world have 
deregulated a number of IISs primarily to increase competition and gain efficiency. Similarly, bilateral 
trade agreements and policies to encourage FDI in services also help increase trade in services primar-
ily through affiliated trade.8 Thus, regulatory reforms and liberalization policies adopted by countries 
across the world provided further impetus for growth in services trade.

Finally, unlike in merchandise trade, language and culture play an important role in services trade. 
Apte and Karmarkar (2007) argue that the topography of services trade and outsourcing will be strongly 
colored by language, culture, and colonial history. In particular, language barriers will essentially direct 
and define this topography for most consumer services that will be traded across borders. Figure 5 shows 
the distribution of world population for five major languages by different income groups, measured by 
GNP per capita. It is clear from the figure that the world English market for services is unique in its size, 

Figure 5. Distribution of different language speaking population by income (Modified from Apte and 
Karmarkar 2007) 
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geographic distribution and, most importantly, in potential for trade. It also happens to be one of the most 
open market. Although the distribution of Spanish-speaking population has some similarities, it is less 
extreme and therefore offers less opportunity for those in poorer countries. Since other major language 
groups are concentrated in one or a few countries, the potential for offshoring and international trade 
is rather limited. This might well prove to be a boon for those engaged in services in those countries, 
since they will not be subject to the intense competition seen due to outsourcing and offshoring in the 
English and perhaps the Spanish worlds.

There could be additional factors that affect and determine services trade in EMEs. However, the 
above discussion provides only a partial list of factors that have been suggested in the literature.

CHALLENGES

As trade in services grows in EMEs, these countries also face challenges. If services trade were to become 
a welfare enhancing economic activity, recognizing these challenges and formulating and implementing 
appropriate policies are extremely important. These challenges may come from the impediments that get 
along the way of promoting IISs trade or may come arise due to rapid growth of trade in these services.

First, in order to take full advantage of IISs trade, a country must have well-developed ICT infra-
structure and ICT capabilities. However, the EMEs in our sample are at different stages and states of ICT 
development. Table 6 shows the ranking of these countries in terms of ICT development. Among these 
21 countries, while Korea ranks second globally, India ranks 129 in 2013. The ranking is based on a 
composite ICT development index measured by the International Telecommunication Union (ITU). This 
index includes three aspects of ICT development: ICT readiness (infrastructure, access), ICT use, and 
ICT capability. Due to this inequality, all countries may not have been able to realize the full potential of 
IISs trade. Thus, the countries that are falling behind must invest in all three aspects of ICT development.

Second, increased trade in IIS may make countries vulnerable to cyber-attacks. Thus, issues related 
to cyber security become extremely important. In particular, trade in certain types of IISs such as fi-
nancial services, insurance services, are extremely vulnerable to cyber-attacks exposing a large number 
of consumers in different countries to the risks of identity theft and other associated risks. Many firms 
in the U.S. and other advanced countries offshore a part of their operations to third-party vendors in 
EMEs giving access to critical information about the businesses and consumers. This may create a cyber 
security risk that may well be considered in the realm of national security. Since cyber-crimes are new, 
some countries do not have the legal and technical framework to handle those crimes. Besides, if there 
is no uniformity in laws and regulations across countries, it may lead to additional problems.

Third, GATS mandates WTO member governments to progressively liberalize trade in services 
through successive rounds of negotiations. The negotiations in the Doha Round are being conducted 
on both bilateral and multilateral tracks. There are four major areas of services negotiations: market 
access; domestic regulations; GATS rules on emergency safeguard measures, government procurement 
and subsidies; and implementation of least-developed countries (LDC) modalities. These are all very 
relevant areas for the growth services trade in EMEs. The GATS preamble includes the aim of increas-
ing the participation of developing countries in services trade. At the Eighth Ministerial Conference in 
2011, WTO members adopted a waiver to allow preferential treatment for services and service suppli-
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ers from least-developed countries. The 2013 Bali Ministerial Decision has established various steps 
to encourage WTO members to make use of this waiver. Although the negotiations have made some 
progress, there are more sticking issues that need to be addressed. The relative underdevelopment of 
the service sector, presence of heavy regulations or no regulation, obsolete legal framework are some 
of these issues in developing countries.

Fourth, as we discuss above, services trade is not entirely independent of the cultural contexts of the 
countries that are involved in trade. With the increase in services trade, there may be an apprehension 
of cultural invasion and as such certain societies may be resistant to what could be economically viable 
and profitable opportunities. In particular, since language is such an important factor in services trade 
that there may be concerns about marginalization of the regional and/or local languages. These concerns 
may create formidable challenges to the growth of services trade, particularly in developing countries.

In this section, we have discussed only a few challenges. As service trade grows, there will be new 
problems and challenges. In particular, ICT-enabled service innovations and trade are growing very 
rapidly posing new challenges and concerns.

Table 6. Global ranks of the EMEs according to ICT development in 2013

Sl. No. Country IDI Rank

1 Brazil 65

2 Chile 56

3 China 86

4 Colombia 77

5 Czech Republic 41

6 Egypt, Arab Republic of 89

7 Hungary 46

8 India 129

9 Indonesia 106

10 Korea, Republic of 2

11 Malaysia 71

12 Mexico 95

13 Peru 105

14 Philippines 103

15 Poland 44

16 Qatar 34

17 Russian Federation 42

18 South Africa 90

19 Thailand 81

20 Turkey 68

21 United Arab Emirates 32
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CONCLUSION

Global trade in services has increased significantly over last three decades. Earlier, the growth was 
confined primarily to trade among advanced economies. In more recent times, even developing coun-
tries – especially, the emerging market economies (EMEs) – have experienced substantial increase in 
services trade. Services trade still accounts for only a small share of national income in most EMEs. 
However, one important trend has been the rapid growth of information-intensive services (IISs). This 
paper examines the growth and patterns of services exports and imports from and to a number of EMEs. 
The analysis indicates that the importance of services trade has been growing for most EMEs. Further, 
among the EMEs, China, India, and Korea are the most dominant players in services exports and imports. 
For China, both export and import shares have been rising while for India the export share has been 
consistently rising. This paper further discusses some of the intuitively plausible explanations for the 
growth of trade in services in general and in IISs in particular. It also discusses some of the challenges 
associated with the growth of IISs trade.
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ENDNOTES

1  For a discussion on the defining characteristics of services vis-à-vis goods, see Apte et al. (2008). 
Also, for a discussion on the characteristics of services that affect their tradability, see Lennon 
(2009)

2  See Apte and Nath (2013) for a brief but comprehensive discussion of these developments
3  For a discussion on the efforts made by the Bureau of Economic Analysis (BEA), see Koncz-Bruner 

and Flatness (2010).
4  For some detailed analysis in the following section, we use shorter sample periods, depending on 

the data availability.
5  For detailed description of various service trade items, see Appendix 1.
6  Freund and Weinhold (2002) use bilateral trade data between the U.S. and 31 other countries to 

show that the Internet penetration in foreign countries has a positive impact on services trade. 
Freund and Weinhold (2004) further show that use of the Internet also contributes positively to 
the growth of merchandise trade. They argue that the Internet stimulates exports by lowering the 
costs of entering the market. However, using data for a sample of 98 countries that include both 
developed and developing countries, Clarke and Wallsten (2006) find that Internet penetration has 
a significant positive effect only on exports from developing to the developed countries and not 
on exports to developing or from developed to other developed and developing countries.

7  These innovations are a major part of the fundamental changes in services, collectively known as 
service industrialization. For a discussion, see Karmarkar (2010)

8  Mann and Civril (2008) provide evidence in support of this.
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APPENDIX

Definitions and Coverage of Services Trade

Transportation services covers sea, air and other including land, internal waterway, space and pipeline 
transport services that are performed by residents of one economy for those of another, and that involve 
the carriage of passengers, the movement of goods (freight), rentals (charters) of carriers with crew, and 
related supporting and auxiliary services

Travel includes goods and services acquired by personal travelers, for health, education or other 
purposes, and by business travelers. Unlike other services, travel is not a specific type of service, but an 
assortment of goods and services consumed by travelers. The most common goods and services covered 
are lodging, food and beverages, entertainment and transportation (within the economy visited), gifts 
and souvenirs.

Other commercial services correspond to the following components defined in’Balance of Payments 
Manual 5 (BPM5):

(i) communications services includes telecommunications, postal and courier services. Telecommu-
nications services encompasses the transmission of sound, images or other information by telephone, 
telex, telegram, radio and television cable and broadcasting, satellite, electronic mail, facsimile services 
etc., including business network services, teleconferencing and support services. It does not include the 
value of the information transported. Also included are cellular telephone services, Internet backbone 
services and on-line access services, including provision of access to the Internet;

(ii) construction covers work performed on construction projects and installation by employees of an 
enterprise in locations outside the territory of the enterprise (the one- year rule to determine residency is 
to be applied flexibly). In addition goods used by construction companies for their projects are included 
which implies that the “true” services component tends to be overestimated;

(iii) insurance services covers the provision of various types of insurance to non-residents by resi-
dent insurance enterprises, and vice versa, for example, freight insurance, direct insurance (e.g. life) 
and reinsurance;

(iv) financial services covers financial intermediation and auxiliary services provided by banks, stock 
exchanges, factoring enterprises, credit card enterprises, and other enterprises;

(v) computer and information services is subdivided into computer services (hardware and software 
related services and data processing services), news agency services (provision of news, photographs, 
and feature articles to the media), and other information provision services (database services and web 
search portals);

(vi) royalties and license fees, covering payments and receipts for the use of intangible non-financial 
assets and proprietary rights, such as patents, copyrights, trademarks, industrial processes, and franchises;

(vii) other business services, comprising trade-related services, operational leasing (rentals), and 
miscellaneous business, professional and technical services such as legal, accounting, management 
consulting, public relations services, advertising, market research and public opinion polling, research 
and development services, architectural, engineering, and other technical services, agricultural, mining 
and on-site processing; and

(viii) personal, cultural, and recreational services is subdivided into two categories, (i) audiovisual 
services and (ii) other cultural and recreational services. The first component includes services and fees 
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related to the production of motion pictures, radio and television programs, and musical recordings. Other 
personal, cultural, and recreational services includes services such as those associated with museums, 
libraries, archives, and other cultural, sporting, and recreational activities.
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