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The provision of services 

through trade to 

Developing countries is a 

topic which takes careful 

investigation and analysis. 

When looking casually, it 

might be seen as a 

negative to a local 

economy where “Fly In, Fly 

Out” works come and 

peddle their wares, leaving 

with a big suitcase of cash 

at the end. 

 

When the data is examined 

however, and compared 

directly with developing 

economies which restrict 

such trade in services, the 

results a clear – a nearly 5 

to 1 advantage in 

economic growth where 

foreign expertise is sought. 

ABSTRACT 

 

The Importance of and Barriers to Trade in 

Services in Developing Countries 
 

Developing Countries are represented and classified as those which, for 

varying reasons, have weak (although potentially growing) economies, 

political governance, availability of technology and infrastructure (from 

both a business and social perspective). As the world economy as a 

whole has grown in the past 100 years, these countries have become 

more significant in terms of the amount of Foreign Direct Investment 

(FDI) which is injected into their economies. Initially this was focused 

primarily on the classical modes of investment, that is local 

manufacturing by foreign companies and the establishment of 

businesses in the host economy – most often for the purpose of utilising 

the low cost of labour for the purpose of creating goods for export. 

 

Over the past 15 years however, this classic focus on FDI through 

development of local enterprises or the purchasing of control of local 

enterprises has grown much more slowly than that of the trade in 

services. This paper seeks to review and examine both the important of 

that recent growth in services, and the effects (positive and negative) of 

that growth on the developing economies, as well as the barriers which 

still exist and need to be reviewed in order for services to be expanded 

in these economies. 

 

In beginning to understand the role of services and services investment 

in developing economies, the first question to discuss is where the trade 

in services as a mode of investment into the host economies is actually a 

benefit to that host economy, or whether, as might be thought, it is primarily a benefit to the foreign 

companies or individuals who are providing those services into the host economy. 

 

Looking at Appendix 1, we can see that services growth drives GDP growth in host economies 

significantly more than manufacturing growth does – with a 72% correlation rather than a 33% 

correlation. This is a significant point to begin to examine as it demonstrates that the provision of 

services through trade to developing nations actually increases their GDP at almost double the rate 

which standard types of FDI, such as the establishing of local operations in manufacturing or other 

development operations do. 

 

One possible explanation of the reason why can be found by looking at the four different modes of 

supply of trade in services, and relating each of those different modes to their potential advantages 

to the local economy, as well as the potential for growth in GDP which may be driven from these 

provision of services. 
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Cross Border Supply, the first mode, represents a situation where the service itself crosses the 

border. This is most obvious in situations such as communications provision, services over the 

internet, services supplied by remote access.  

 

The benefit to a host economy under this mode is primarily through the ability to leverage and 

extend those services for the use of the local economy. A prime example might be online training or 

development – where a citizen of the host (developing) economy can obtain access to services which 

will help their growth, and in term allow them to earn more money, and generate a higher level of 

productivity, than they would otherwise be able to achieve. 

 

Similarly, under the second mode of supply, Consumption Abroad, a citizen from the host country 

travels to the foreign economy and uses a service. Using the same example above, this may involve a 

citizen travelling and learning a new skill, obtaining education or knowledge, which will then allow 

them to return to their host country – presuming they return – and drive productivity in growth. 

 

If we look at Appendix 2, we can see that there is a significant difference in labour productivity, 

measured in dollars of income, between those organisations or individuals who make use of 

professional services – such as IT, Accounting, Engineering and Legal – and those who do not. In fact, 

the ratio is as high as 5:1 in an area as IT in Ethiopia, with host firms or individuals who make use of 

professional services likely to earn 1.58m per employee as opposed to only 347,000 per employee 

(measured in the local currency). In this case, whether the local firm has directly obtained the 

services through Cross Border Supply, or has made benefit of local individuals who have been 

professionally trained abroad, the result is that their workforce and their productivity are 

significantly higher. 

 

The third mode of supply, Commercial Presence, represents a direct investment into the host 

economy by the foreign economy, through the opening of a service providing outlet or an 

agreement with a local company to provide those services through some form of affiliation. An 

example of a service provided in this way may be telecommunications, where an international 

service provider such as Vodafone opens a local outlet or licenses technology to provide that service. 

This is harder to gauge in terms of the direct impact on the growth of productivity or the economy, 

except to say that the provision and availability of services such as telecommunications to a 

developing country does of course increase the productivity of that economy, as it has in developed 

countries to date. 

 

The final model of supply, Movement of Natural Persons, is also an example of the provision of 

services through trade creating and building the host economy. In this case, either an individual as 

part of a firm or self-employed travels to a host country and provides services, such as an accountant 

being sent to a developing country to conduct particular business and then return. Another instance 

is where an individual relocates and works directly for a foreign company in that host country. 
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In either case, the direct impact on the local economy is significant, as the individual will both 

increase the productivity by training and growing local resources they are working with (providing 

some sort of knowledge transfer), and/or the fact that while in the host country they are supporting 

the economy in a similar way that tourism does – purchasing of local goods, and use of local 

services. 

 

In the above examples it can be seen that under each mode of supply of the provision of services 

trade grows the local economy. There are drawbacks however, such as the lack of establishment of 

commercial presence within the host country. This essentially gives a foreign organisation the ability 

to provide a service directly, the training and development of which has been done entirely within 

the foreign country. The payment for the services is then done and almost entirely (save host 

country taxes and export restrictions) transferred offshore, and once the service provision is 

complete, the trade ceases. Under a traditional form of FDI, the foreign organisation would invest 

funds directly into the local economy, employing local individuals and purchasing property, 

manufacturing resources, etc. which would then continue on producing while there is a market for 

the goods being produced. 

 

The one advantage in service provision however, especially relating to the first two modes of supply, 

is the empowerment and development of local individuals in their professionalism which will drive 

productivity, as opposed to being used for production of goods which may not develop their 

capacity. 

 

Given that the provision of trade through services generally does lead to growth in a host economy, 

we will now examine some of the common barriers to that provision of services, and look at 

potential reasons for these barriers and how they may be overcome. 

 

Appendix 3 is an overview, produced by the World Trade Organization and Professor N Dihel, which 

lists common barriers within a host market which would prevent the direct trade in services, 

organised by mode of supply. 

 

Examining the first mode of supply, Dihel asserts that the greatest barrier to the direct provision of 

services relates to the lack of having a commercial presence, especially in relation to legal and 

financial services. While this issue is prevalent in most development countries, when we examine 

closely developing nations the issue is slightly different. Of course, even nations which have a poor 

degree of political and economic development still have laws, and of course these laws govern and 

mandate practices, there is generally a common acceptance of foreign services in relation to 

activities. For example, in Papua New Guinea, Australian and New Zealand accounting and legal firms 

have the right to operate, without a local presence, due to the large correlation of laws and 

acceptance of their quality of service.  
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Similarly the second significant barriers represented by Dihel relate to the third mode of supply, that 

of the creation of a commercial presence within a host economy. This falls into a similar category of 

the previous barrier, in that it most certainly applies to developed countries, but developing 

countries often have a more relaxed environment for foreign business to operate in. 

 

One area where this does become a problem however is currency exchange and foreign remittances. 

Due to liquidity concerns, countries with smaller economies often hold less reserves of foreign 

currencies, and therefore a valid concern of any foreign company looking to establish a commercial 

presence within the host economy would need to ensure that there are provisions for the extraction 

of profits from the services, as well as ensuring that their employees which are temporarily located 

there are able to remit funds back to their countries.  

 

Another area of concern in relation to the third mode of supply is the safety and security situation 

within the developing nation. This concern also covers the fourth mode of supply, which is the 

provision of people to the host economy. Developing countries, by their very nature, often have less 

developed police forces and legal assurances, and their citizens are unable to access the same 

quality of goods and earn less money than the foreign citizens, and as a result the safety of those 

foreign workers can be a concern. In these situations, as again is evident within Papua New Guinea 

as an example, it causes the cost of doing business within the developing nation to be greatly 

increased, therefore reducing profitability. 

 

Based on the analysis conducted, it seems that the provision of services through trade to developing 

nations is a significant driver of their productivity and growth, and therefore as important – if not 

more so – than that of Foreign Direct Investment into the economy through the establishment of 

local arms of a foreign company or through the purchasing of a local company. 

 

In addition, some of the common barriers examined to the provision of trade in services are not as 

pronounced in a developing economy as they would be within more industrialised nations with 

stronger economies. This makes the direct provision of services through trade easier. Within this 

however, the first two modes of supply are more easily provided than the latter two. 

 

For this reason, it is recommended that the provision of trade through services be a focus of more 

established economies on developing nations, and that efforts be made in the areas of cross border 

supply and consumption abroad to make this approaches easier and more streamlined to facilitate a 

greater provision of services to those economies. 
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Appendix 1 – Real GDP growth rates in terms of service usage versus 

manufacturing 

 

 

Source: Dihel, N (2012) 
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Appendix 2 – Productivity of users vs. non-users of professional services in 

a developing country (Ethiopia) 

 
Source: Dihel, N (2012) 
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Appendix 3 – Barriers to usage of Accounting Services in developing 

nations 

 
Source: Dihel, N (2012) 
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