Trade in Services in South Asia and Human Development

The services sector is the most dynamic component of the South Asian economy today and a major driver of regional economic growth. Since the inception of the General Agreement on Trade in Services (GATS), service industries in the region have opened up to more and more foreign participation. However, this liberalization has been impeded by certain challenges, points out the 2009 Report of Human Development in South Asia.
Trade and commerce ministries in many South Asian countries are ill-equipped to perform a thorough analysis of sectoral competitiveness and requirements. As developing countries are often highly dependent on developed countries for things like trade, investment and aid, they are easily pressurized by the latter to agree to commitments that hurt their own interests, reveals the report published by the Islamabad-based Mahbub-ul-Haq Human Development Centre 
Regulations on technical standards, quality control and capital adequacy requirements tend to be lax in South Asia, giving rise to the possibility of severe fluctuations after the opening up of sensitive sectors such as finance and communications. Trade in service industries also relies critically on high quality infrastructure and human resources, both of which are lacking in South Asia.

Domestic producers particularly small and medium enterprises, are engaged in very limited service export industries and often do not have the ability to link up with potential clients abroad or promote their services in international markets. 
Perhaps the most important of all in the South Asian context, benefits from liberalization under the GATS have been suffered by the unwillingness on the part of developed countries to open up their borders to more workers and short-term migrants.
With their large surplus of labour, particularly semi and unskilled workers, South Asian countries had seen the greatest potential benefit from services liberalization. A Commonwealth Secretariat study estimated that the benefits of allowing a three per cent quota of the Organization for Economic Cooperation and Development (OECD) labour force to developing countries would be 150 per cent greater than all other areas of liberalization.

While South Asian countries had initially hoped that they could allow more market access in exchange for increased mobility and visa for their workers to developed countries, such has not been the case.  Developed countries have looked at the movement of workers as a political and immigration issue, rather than a trade issue, and have refused to substantially increase commitment, the report says.
 Restrictions such as work permits, stringent qualification requirements and difficult entry process limit the freedom of the global movement of people, even as the developed world continues to push for the greater movement of capital.
Recent concerns with regards to security have further restricted the movement of people. Moreover, when developed countries do allow workers in, they are usually highly qualified professionals, not semi and unskilled workers, which further exacerbates the problem of brain drain and does not help improve the standard of living of the majority of South Asians.

While these issues have constrained the post-liberalization growth in services, some service sectors in South Asia have fared quite well and are very important in terms of their contributions to total service exports, GDP, export earnings, FDI and employment.
Information and communications technology (ICT) and ICTES have growth rapidly in some South Asian countries.  Sri Lanka and Pakistan have seen considerable foreign participation in the telecom sector while India has turned into a global hub for ICTES.  While the policies of developed countries still restrict the free movement of people, migration and the resulting remittances remain an important source of income and opportunities for many South Asians.

The report stressed that efforts must be undertaken to promote intra-regional trade in services.  Hostility and mistrust between various South Asian States have prevented them from exploiting the full potential of services.  At present, most South Asian countries have higher levels of trade with East Asia than each other.  

In 2009, SAARC’s trade ministers agreed to engage in negotiations to liberalize services trade, and a draft agreement was to be completed by April 2010.  The success of these negotiations will play a crucial role in determining the future of intra-regional trade in services in South Asia.

While negotiating commitments under the GATS, South Asian governments must take into account the overall impact of liberalization in any sector on domestic supplies and consumers. They must also continue to push developed countries to welcome more workers from South Asia into their countries in exchange for increased access to South Asian markets, the report strongly emphasizes.
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