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of natural persons (TMNP). Although TMNP currently accounts
for only 1.4 per cent of the value of services trade (Karsenty, 2000)
(this low figure arises from the very high barriers to TMNP), this
mode of service delivery possibly offers the greatest potential re-
turns to liberalisation. Based on the global applied general equilib-
rium model of south–north temporary movement of labour, Win-
ters (2002) suggests that an increase in developed countries’ quotas
on the inward movements of both skilled and unskilled temporary
workers equivalent to 3 per cent of their workforces would gener-
ate an estimated increase in world welfare of over $US150 billion
per annum (0.75 per cent of world GDP). These gains are shared
between developing and developed countries and owe more to un-
skilled than to skilled labour mobility.

Welfare Gains to the EU

Here we present a brief summary of studies which model the EU as
a separate economy (see Table 6.9). Most of these studies conclude,
as expected, that the EU will benefit from liberalisation in trade
in services:

1. Brown et al. (1996) simulate the impact of a 25 per cent mul-
tilateral reduction using Hoekman’s (1995) tariff equivalents
of service barriers. The estimated welfare gains for the EU
are US$29 billion (0.4 per cent of GDP) based on assump-
tions regarding market structure and product differentiation.

2. Robinson et al. (2002) evaluate the impact of service and
non-service sector trade liberalisation on the world economy.
The EU stands to gain between 0.2 per cent to 4.7 per cent of
GDP depending on the underlying assumptions and reform
scenarios.

3. In Chadha (2001) who estimates the impact of a reduction
in protection to services trade using Hoekman’s (1995) tariff
equivalents, the estimated welfare gain for the EU is US$66
billion or around 1 per cent of GDP for a 25 per cent reduc-
tion in services trade barriers.

4. Chadha et al. (2000) estimate the gain to the EU and EFTA
economies from a 33 per cent reduction in services protection
to be US$210 billion.
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5. Verikios and Zhang (2004) simulate the impact of elimination
of barriers to trade in communication and financial services.
The study finds that a complete liberalisation of trade in
telecommunication leads to a gain of around $US3.5 billion
or 0.05 per cent of GDP to the EU. The reform of the financial
services industry results in similar gains to the EU.

6. Brown and Stern (2000) simulate the impact of removal of
service barriers under different scenarios for international
capital markets. According to the results, changes to the
EU’s welfare range from a welfare decline of US$83 billion (1
per cent of GDP) to a gain of US$292 billion (3.6 per cent of
GDP). Welfare effects are strongly associated with whether
or not a country attracts or loses capital.

7. Brown et al. (2001) study the impact of a reduction in tariffs
on agricultural and industrial products and services barriers
by 33 per cent (and 100 per cent) in a new WTO trade round.
The EU and the EFTA stand to gain US$169 billion (and
US$507 billion) or 2.8 per cent (and 8 per cent) of GDP.

Due to the use of different databases and base years as well
as different assumptions about liberalisation policies the estimates
from different studies are not strictly comparable. However, the
results indicate that the welfare gains from liberalisation of trade
in services would be substantial for EU member countries as well
as for the global economy.

Given the high share of services in GDP, it is not surprising that
the EU stands to make large gains by liberalising services. The
prediction of potentially large welfare gains for the EU derives
mainly from its current high level of protection. Liberalisation
of the services sector will provide the incentive for resources to
move out of relatively highly protected sectors and into sectors
in which the EU has a comparative advantage or which benefit
from scale economies. With further liberalisation, the EU services
sector would be in a relatively stronger position to expand and
take advantage of improved access to foreign markets.

From the above discussion it is clear that estimates of economic
impact on the EU vary widely. At one extreme, Dee and Hanslow
(1999, 2001) predict that the EU is likely to lose rather than gain
from trade liberalisation in services. At the other extreme, Brown



164 Background Analysis of Trade

Table 6.9: Brief summary of CGE studies that model the EU as a
separate economy

Base
year

Regions/
sectors

Barriers
estimates

Model

Brown et
al. (1996)

1990 8/29 Hoekman
(1995)

Michigan

DFAT
(1999)

1995 45/50 Modification
of Hoekman
(1995)

GTAP framework

Chadha
et al.
(2000)

1995 20/16 Hoekman
(1995)

Michigan (with imple-
mentation of Uruguay
Round in 2005)

Hertel et
al. (2000)

1995 19/22 Francois &
Hoekman
(1999)
Hoekman
(1995)

Modified GTAP (with
implementation of
Uruguay Round in
2005)

Dee and
Hanslow
(2001)

18/3 Kalirajan et
al. (2000),
Warren
(2000)

FTAP model with cap-
ital mobility and FDI

Chadha
(2001)

1995 7/25 Hoekman
(1995)

Michigan

Robinson
et al.
(2002)

1995 10/11 Brown et al
(1996),
Hoekman
(1995)

Standard static CGE

Verikios
and
Zhang
(2004)

19/8 Kalirajan et
al. (2001)
Warren
(2000)

FTAP model with
capital mobility and
FDI
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Table 6.9 Brief summary of CGE studies that model the EU as a
separate economy continued

Policy Simulations Welfare gains to Europe,
billion US$ (% of GDP)

25% multilateral liberalisation in
services

29 (0.4)
(0.1 terms of trade change)

50% liberalisation in services 73.4 (1)

33% reduction in bilateral import
tariff in services

210 (2.5) EU and EFTA

33% reduction in bilateral import
tariff in goods and services

253 (3) EU and EFTA

40% cut in agriculture and service
protection
50% liberalisation in goods and
services & transport

−4.7

Multilateral services liberalisation −6 (−0.8)

Multilateral goods & services
liberalisation

0.2 (0.1)

25% multilateral liberalisation in
services

66 (0.9)

25% multilateral liberalisation in
goods and services

79 (1.1)

50% liberalisation in services (−1.2)
50% liberalisation in goods and
services

(−1.7)

In post Uruguay Round environment,
elimination of barriers to trade in
communication

3.5 (0.5)

Elimination of barriers to trade in
financial services

3.4 (0.5)
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Table 6.10: Estimated welfare effects of liberalising selected services
in the EU

Ad Induced Consumer Net
valorem increase surplus welfare
tariff- in imports gain gain
equi. (€bn.) (€bn.) (€bn.)

A B B

Films (France) 76.8 0.3 0.6 0.4 0.3
Air Transport 71.0 2.3 9.0 8.8 7.0
Telecom 45.2 5.7 5.9 4.0 2.8

Notes:

A Based on Francois-Hall (1997) model

B Based on Hufbauer-Elliott (1994) model.

Source: Messerlin (2001)

et al. (2001) show that the EU is expected to gain as much as
2.5 per cent of GDP. The magnitude of welfare effects is strongly
dependent on the accuracy of the estimates of services barriers
and on the various modelling assumptions. The estimates of dif-
ferent services barriers vary on the basis of the data sources and
estimation techniques employed. The studies which use Hoekman’s
estimates for the initial interventions generally report large welfare
gains from services trade liberalisation. By contrast, studies which
employ the estimates determined on the basis of price or quantity
impact measures tend to generate lower, though still sizeable, wel-
fare gains. Even though the quality of estimates of barriers has
been improving both in terms and the range of barriers addressed,
it is difficult to determine if these estimates are realistic as a num-
ber of limitations remain, related mainly to data availability and
the nature of the barriers.

Messerlin (2001) uses partial equilibrium analysis to assess the
cost to EU consumers from protection in three service sectors
(films, passenger air transport and telecommunications) and es-
timates the cost of protection as 16 per cent of their value added
(Table 6.10). Dobson and Jacquet (1998) evaluate the impact of
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the Financial Services Agreement (FSA) at the WTO in December
1997. The present value of total benefits from financial services re-
form by 2010 would be, with an assumed discount rate of 12 per
cent, $US1 trillion. The EU would benefit in the region of 0.7
per cent of GDP. Empirical studies of efficiency differences among
banks in Europe and the US indicate the following: banks could re-
duce their costs and increase profits by between 20 and 50 per cent
by increasing productive efficiency; thrifts and credit unions could
achieve 20 per cent efficiency gains by improving managerial effi-
ciency and by using the same sophisticated technology as is used by
best-practice institutions; national bank regulatory agencies could
make efficiency gains of a similar magnitude by achieving greater
economies of scale in clearing and payments services; and insurers
(where comparable data are scarce) are estimated to be between
45 and 90 per cent efficient (Berger et al. 1993). In telecommu-
nications it is estimated that the liberalisation would cut the cost
of international calls by more than 80 per cent and the Institute
of International Economics calculated that it could cut telecom
bills by up to $1 trillion, equivalent to 4 per cent of world GDP
(Artis and Nixson, 2001). Ian Taylor, the former UK science and
technology minister has been quoted as saying ‘the [telecom] mar-
ket is already worth $600 billion annually and growing at 10 per
cent a year. Some analysts predicted an extra £20 billion worth
of telecom business for the UK alone over the next 10 to 15 years’
(Williams and Cane, 1997).

6.8 CONCLUSION

Measuring trade in services and quantifying worldwide barriers to
it is a difficult task. Naturally, calculating gains from liberalisation
of services trade is a complicated matter. However, given that the
UK is among the world’s top services exporters and importers, she
stands to gain from services liberalisation around the world, in
particular from the formation of a EU single market in services.
It is however, unlikely that the EU can successfully liberalise its
services barriers – internal as well as barriers to trade with rest of
the world – in the near future.
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APPENDIX A MEASURES OF RESTRICTIONS

ON TRADE IN SERVICES

Table 6.A.1: Regulatory and market environment in 1998 (scale 0–6
from least to most restrictive)

Britain Rest United Minima Maxima
of the States EU EU
EU

Air
passenger

2.2 3.8 1.2 2.2 5.5

transport
Road freight 1.3 2.8 1.5 1.3 4.6
Mobile
telephony

0.0 2.9 n.a. 0.0 4.6

Fixed
telephony

1.0 3.1 0.3 0.4 6.0

Electricity 0.0 4.1 4.3 0.0 6.0
Railways 3.0 5.1 1.5 3.0 6.0
Retail
distribution

2.5 2.7 n.a. 1.2 4.7

Average 1.4 3.4 1.7 1.4 4.5

Source: Derived from table 5.2 of Messerlin (2001)
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Table 6.A.2: Restrictiveness index scores (scale 0-1 from least to
most restrictive)

Index UK Rest NAFTA Rest
of the of the
EU world

Accountancy Domestic 0.18 0.20 0.19 0.17
services Foreign 0.19 0.36 0.37 0.43
Architectural D 0.00 0.09 0.14 0.04
services F 0.07 0.21 0.29 0.20
Engineering D 0.03 0.09 0.09 0.04
services F 0.07 0.16 0.23 0.17
Legal D 0.18 0.19 0.25 0.16
services F 0.31 0.40 0.50 0.47
Maritime D 0.06 0.14 0.14 0.16
services F 0.24 0.33 0.47 0.47
Telecommunications D 0.00 0.12 0.13 0.25

F 0.00 0.19 0.34 0.41
Banking D 0.00 0.00 0.00 0.08
services F 0.07 0.07 0.10 0.33
Distribution D 0.05 0.09 0.02 0.08
services F 0.19 0.24 0.15 0.21

Sources: Nguyen-Hong (2000), McGuire and Schuele (2000)
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Table 6.A.3: Average gross operating margins of services firms,
1994–96

EU USA

Recreation 42.5 46.8
Business services 32.1 56.2
Construction 19.3 20.2
Consulting 22.1 −136.0
Finance 51.6 56.3
Health 22.3 37.0
Hotels 23.7 48.5
Retail trade 23.6 34.6
Wholesale trade 19.9 27.0
Transport/utilities 32.6 43.4

Source: Hoekman (2000)
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