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Abstract
The negotiations for a Trade in Service Agreement (TiSA) have started in early 2013,
and up to June 2017 21 negotiation rounds have taken place. 1 The negotiation partners
currently comprise the EU and 22 other WTO Members, but other countries have shown
interest to join as well.
The objective of this Trade Sustainability Impact Assessment, carried out by Ecorys and
CEPR, is to assess how the trade provisions under negotiation could affect economic,
social, human rights, and environmental issues in the EU, in selected countries amongst
the partners to the agreement, and on a selected number of third countries, including
developing countries and least developed countries (LDCs).
This Final Report provides a short overview of the agreement and the methodology
applied to assess the agreement. The overall economic, social, human rights, and
environmental analyses are conducted based on quantitative modelling (2 experiments),
data analysis, literature review, case studies, and stakeholder consultations. The report
also includes five in-depth sector studies. The study provides policy recommendations
to enhance the expected positive impacts and to mitigate the potential negative impacts
of the future agreement.

1

The parties have missed the deadline of 31/12/2016 to finalise the negotiations and a new deadline has
not been fixed.
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Executive summary
The EU and 22 other WTO members are currently in the process of negotiating a
plurilateral agreement on Trade in Services (the Trade in Services Agreement, or TiSA).
Negotiations started in March 2013, and by June 2017, 21 negotiating rounds had taken
place.2 The negotiations cover a wide range of topics, related to market access and new
or enhanced disciplines relevant to services trade - notably in the areas such as domestic
regulation (including transparency); international maritime transport; e-commerce;
telecommunications; postal and courier services; financial services; professional
services; temporary movement of natural persons; government procurement of
services; export subsidies; and state-owned enterprises.
As formulated in the terms of reference, the SIA aims to “assess how the trade
provisions under negotiation could affect economic, social, environmental, and human
rights issues in the EU, in other selected TiSA parties and on a selected number of third
countries, including developing countries and least developed countries (LDCs).
Furthermore, it should highlight elements which might be considered by the Commission
during the negotiations in order to maximise the overall benefits of the agreement and
prevent or minimise potential negative impacts.”
This Final Report presents the results of 1) the overall (macro level) analysis of the
expected economic, social, human rights, and environmental impact of TiSA, 2) the
social and environmental case studies, 3) the sectoral analyses, and 4) the conclusions
and recommendations.

Approach and conceptual framework
Our approach is based on the two methodological components of an SIA described in
the terms of reference and the SIA handbook: 1) economic, environmental and social
assessments as such, applying both quantitative and qualitative analyses; and 2)
stakeholder consultations. The methods applied include screening and scoping,
experiment analysis, gravity analysis, Computable General Equilibrium (CGE) modelling,
additional quantitative and qualitative social (including human rights) and
environmental analysis.
Consultations
The objective of the consultations is to receive relevant input and feedback from
business, national administrations and civil society, including social partners. It also
aims to ensure a better understanding of the SIA process among civil society and to
disseminate of research methods, processes and results.
The main consultation tool used to inform stakeholder about the study and its progress
is the SIA website (http://www.trade-sia.com/tisa/). The website contains information
on the study approach, study team, timeline and future meetings, but also updates on
the TiSA negotiations (e.g. link to the summary report of the negotiations). All study
reports, presentations, and newsletters are published on the website. Other tools used
to inform stakeholders are:




Electronic newsletters;
Facebook (https://www.facebook.com/Ecorys.TSIA.TISA/);
Twitter (@EcorysTrade);

2

The parties have missed the deadline of 31/12/2016 to finalise the negotiations and a new deadline has
not been fixed.
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LinkedIn (TSIA TiSA);

At the same time stakeholders could provide feedback and comments on the study or
share their inputs via several tools:




Email address: tsiatisa@ecorys.com;
Stakeholder survey (now closed);
Civil Society Dialogue on the draft reports (the third and final one to be held after
the publication of this draft Final Report in May 2017).

The study team also conducted interviews with experts and/or stakeholders in order to
obtain specific inputs.

Definition of the experiments
Based on inputs from the Steering Committee, the negotiations are likely to bring
binding of the existing level of liberalisation and an improved overall regulatory
framework for trade in services. Possibly parties might agree to some new market
access, but this is difficult to predict at this stage and likely to be limited; therefore, this
has not been included in the experiments. With respect to improvements of regulatory
frameworks, unless these relate explicitly to discrimination in market access, such
changes in policy are not taken into account in the modelling experiments, where we
have placed specific emphasis on modelling of bindings for market access conditions
under TiSA. The potential effects of an improved regulatory framework in other areas
(e.g. effects like reducing the administrative burden for companies as a result of
increased transparency) are briefly discussed in this report but are not quantified. The
relevant elements are analysed in more detail in the in-depth sectoral analyses.
Our study is based on the assumption that binding the existing level of liberalisation is
the main outcome of the TiSA. This is considered key because there are substantial
differences between commitments made in the GATS compared to actual policy, a gap
referred to as "binding overhang". Further reducing the binding overhang implies a
change in the certainty related to the existing level of market access. The main challenge
of this study is therefore to measure the effects related to the reduction in policy
uncertainty.
Another issue for assessing ex-ante impacts related to the negotiations is that
participation is not fixed, although it has been stable by the end of 2016.
Based on the above, two experiments for the analysis have been identified. The first
(experiment A) involves binding current market access across all current TiSA
participants. The second (experiment B) involves an expansion of TiSA to cover more
Asian countries: China, Malaysia, Philippines, Thailand, and Vietnam. The results are
presented for the year 2025. Full details of the experiments are available in Annex A.

Expected economic effect of TiSA
As a first step in the economic analysis, we carried out a gravity analysis to estimate
econometrically the trade costs associated with the current policy insecurity related to
binding overhang. On average (for sectors and countries), the results of the analysis
are that exporters are expected to respond to more secure market access as if trade
costs fell by 3.4 percent on average for OECD participant destination markets, and by
June 2017
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5.8 percent for low and middle income destination markets (for further explanations see
section 2.1).
Subsequently, we aimed to assess the impact of TiSA (two experiments above) with the
use of a CGE model. The CGE model only takes into account the incremental effect of
TiSA, leaving other developments and policies as fixed (i.e. comparison to the baseline).
All existing FTAs and FTAs that have recently been concluded are included in the baseline
scenario, which means that we assume both in the situation with and without TiSA that
these agreements have been implemented.3
It should be noted that services trade is not as straightforward to measure as goods’
trade. Hence due to data limitations, the quantitative part of this SIA does not include
direct modelling and estimation of services trade through mode 3 (commercial
presence) and 4 (movement of natural persons), which are very important modes of
supply. Nevertheless, we use the "overall" Services Trade Restrictiveness Index (STRI)
which includes modes 3 & 4 for the gravity estimations. The regressions therefore link
overall restrictions (in all modes) with cross-border trade. Given these limitations, our
analysis is not able to fully capture the impacts of TiSA, but provides a best estimate.
In the additional sector-specific analysis we supplement the quantitative results with
qualitative analysis in light of these limitations, which will give a more complete view on
the potential impacts for some selected sectors (see below).
Macroeconomic effects on the EU
TiSA will have a positive impact on the EU economy, albeit macroeconomic effects are
modest under both experiments. The EU’s real national income is expected to increase
by 0.1 percent under both experiment A and B. In value terms, this is an increase of
8,665 and 11,461 million Euro respectively. Thus, while in percentage terms there is no
significant difference between the two experiments, the increase in real national income
is slightly larger under experiment B. This is because of the larger number of participants
in TiSA that will reduce their binding overhang.
Household income and wages show similar increases, and this is true for all skills groups
(lower skilled, medium skilled, and higher skilled) and in both experiments.4
The largest effects are expected on trade flows, although these changes are relatively
small as well, with an expected increase in total EU exports and EU imports of around
0.2 percent in experiment A and an increase of 0.3 percent in experiment B.
Macroeconomic effects on other countries
The other TiSA participants are also expected to experience an increase in real national
income, although the gains are relatively small, and there is some variation across
countries. The expected gains in national income range from very marginal increases
(less than 0.1 percent) for ten of the TiSA participants in both experiments to 1.2
percent for Hong Kong in experiment A, and 1.4 percent in experiment B. Mauritius is
the only other country for which income is expected to increase more than 0.2 percent,
with an increase of 0.5 percent in experiment A and 0.6 percent in experiment B. A
higher increase in real national income is associated with a higher services export share
in GDP. Changes in household income and real wages show similar patterns (see section
2.3). Thailand, if it joins TiSA (as assumed in experiment B), is the only country that is
expected to experience a very small loss in real national income (-0.1 percent). This
effect is mainly driven by the small (2.8 percent) contraction in trade and distribution

3

4

The baseline also includes TPP. As the CGE modeling exercise took place before the executive order of
President Trump that the US would withdraw from TPP, the baseline scenario includes TPP with the US
as full member of the agreement.
Under experiment A wages for low-skilled workers increase by 0.11 percent, compared to 0.092 percent
for medium skilled workers and 0. 097 percent for high skilled workers.
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sector, a sector in which Thailand has the highest binding overhang but which is a
relatively important sector for the Thai economy.
Most countries’ total exports and imports are estimated to increase only by less than
0.5 percent. The countries expected to see the highest benefits in terms of real national
income increases are also the countries which are estimated have the biggest increase
in their trade flows. In addition, several countries with relatively high binding overhangs
are expected to trade more. The highest increases in trade flows are projected for Hong
Kong (increase of 1.3 percent in export and 1.9 percent in experiment A) and Mauritius
(increase of 2.6 percent for exports and around 1.4 percent for imports in experiment
A).
For countries not participating in the TiSA negotiations we find no significant impact of
TiSA. In experiment A, for all countries the estimated effects on national income are
close to zero (smaller than 0.1 percent). This is also the case of Least Developed
Countries (LDCs) and EU Neighbourhood countries. In experiment B, Cambodia is
expected to experience a small income increase, as under this experiment, more Asian
countries join TiSA, and Cambodia has strong economic linkages with these countries.
Sectoral effects in the EU
At sectoral level5, TiSA is expected to have a small but positive impact in most sectors.
Most services sectors are expected to expand their output, but the changes are very
small, as only for two sectors the expected increase in output is 0.1 percent or more in
experiment A: finance (0.1 percent) and insurance (0.2 percent). In addition, the motor
vehicles sector is expected to expand (0.1 percent), due to indirect effects. In
experiment B, slightly more sectors expand their output by 0.1 percent, in addition to
the sectors in experiment A: distribution, communication, public services6 and the nonservice sector processed foods,. Expected changes in sectoral employment follow a
similar pattern.
These gains result partly from commitments in the sector and partly from increased
demand from other sectors. As shown in the in-depth study of the finance and insurance
services sector, for example, just over half of the output increase in insurance services
is due to additional commitments under TiSA in the sector, while the other half is driven
by the increased demand from other sectors, most importantly from the finance sector.
As indicated earlier, it should be kept in mind that the FDI-related impact of TiSA is not
fully taken into account in the model (only to the extent that it impacts cross-border
trade), while this is the dominant mode of supply for finance and insurance. Results are
therefore likely to be underestimated.
Water transport is the only sector that is expected to contract by more than 0.1 percent,
though the expected decrease in output is still small, with 0.3 percent in experiment A
and 0.5 percent in experiment B. This result is at first sight somewhat surprising given
that the EU is a very strong player in this sector. In the in-depth sector analysis, it was
explained that this is the sector where the EU is committed to undertake the highest
amount of reduction in binding overhang, implying this sector will experience the highest
reduction in policy uncertainty. Foreign competition is therefore projected to increase.
Although the EU water transport sector also benefits from more secure market access,
this does not compensate for the effects of increased competition. The in-depth analysis
also showed that this sector is a very global sector, and many larger companies have
offices all over the world. The gains that EU companies achieve in their offices abroad
are not taken into account in the effects for the EU by the model, but in the country

5

6

For an overview and further definition of the service sectors (based on correspondence tables), we refer
to Annex A.
For public services, no trade cost reductions are assumed, as they are assumed to be excluded from the
negotiations. Therefore, any results for this sector stem for indirect effects.
June 2017
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where the office is located. Additional calculations show that when focussing solely on
the shipping volumes of EU firms, irrespective of their flagging, we see that TiSA is likely
to bring small gains in terms of increased shipping volume.
Effects on SMEs
It is well known that SMEs in general have difficulties in accessing the right information
on (and complying with) relevant regulations and procedures when exporting. SMEs are
therefore likely to benefit from TiSA, especially to the extent that it will increase
transparency and lead to binding of policies. In addition, they could benefit indirectly, if
demand for their products or services increase as a result of TiSA.

Expected social effect of TiSA
In line with the economic effects, the social effects of the TiSA for the EU are estimated
to be limited.7
TiSA is not foreseen to include specific social provisions or a Trade and Sustainable
Development chapter as in other EU trade agreements. As such, TiSA is not expected
to directly promote the Decent Work Agenda.
Concerns have been raised on TiSA’s effect on public services, it should be noted that
TiSA is not expected to produce any change in the obligations of the EU relating to public
services as compared to GATS and other EU FTAs. Also the effect of TiSA on the right
to regulate has raised concerns among stakeholders, but this right will be embedded in
the agreement, making it legally binding.
The social impact from TiSA is therefore mainly indirect, stemming from changes in
economic indicators (changes in wages, sectoral employment, prices, etc.). Based on
the CGE results, TiSA is likely to a have positive impact on real household consumption
and real wages in the EU (increase of 0.1 percent for all three skill groups (lower skilled,
medium skilled, and higher skilled)). Reallocation of labour (the share of the labour force
that could move to other sectors as production patterns change as a result of the
agreement) is very close to 0 for all skill categories. Also no significant changes in
consumer prices are expected.
Other TiSA participants could also experience positive but very small effects of TiSA in
social indicators, although some are likely to benefit more than others, largely reflecting
the economic effects outlined above (e.g. with Hong Kong and Mauritius experiencing a
relatively higher increase in wages than other TiSA participants).
With respect to the effects on consumers, it is expected that TiSA will include some
explicit provisions that may lead to small but positive implications for consumers. Such
provisions can, for instance, take the form of carve outs to allow for measures related
to consumer protection and consumer rights.
Human right effects
With respect to the right to health, the right for access to health care and the right to
education, the EU has communicated clearly that it is committed to protecting public
services at all levels of government, including the local level – this includes specifically
issues regarding regulation and (de)privatisation. As indicated above, the EU has
confirmed that TISA will not produce any change in the obligations of the EU relating to

7

All numbers in the remainder of this executive summary are based on experiment A, but differences
with Annex B are limited.
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public services. Civil society organisations have expressed concerns on whether binding
commitments will make it difficult for services in areas that have been privatised to be
brought back into the public sphere if this is deemed desirable e.g. by a new
government, but this would actually be possible under the "public utilities " reservation
included in the EU's schedule of commitments (see Section 3.4.4). Other elements of
the agreement, like increased possibilities of temporary movement of natural persons
(mode 4) may contribute positively to human rights. From a quantitative point of view,
the modelling results show that TiSA is expected to lead to economic growth, which will
enhance tax revenues and thus could increase public expenditures on health, education
and other public services. Whether this happens is of course a matter of national or local
policy and impossible to predict at this stage.
The positive changes in income and wages will contribute to the right to an adequate
standard of living. The expected increase in wages also points to an increase in the
demand for labour and could in reality lead to higher employment levels and therefore
contribute to the right to work. Although overall adjustment effects are expected to be
small (e.g. workers that need to move from one sector to the other), they may need to
be addressed for some specific groups (e.g. for workers in contracting sectors that
cannot easily move to sectors that expand). The overall effect on labour rights is
unclear, as there are both positive forces (increased economic development which
allows for better working conditions) and negative forces (increased competition that
may put pressure on standards) at play. Although the EU has not taken a formal position
on the issue of data flows in TiSA negotiations, the EC has indicated it will seek to use
trade agreements “to set rules for e-commerce and cross-border data flows and tackle
new forms of digital protectionism, in full compliance with and without prejudice to the
EU’s data protection and data privacy rules.” This objective has been endorsed by the
European Council (Council conclusions of 27 November 2015) and in the European
Parliament's resolution on TiSA. On this basis, the right of protection of personal data is
not expected to be negatively impacted.8

Expected environmental effect of TiSA
The impact of TiSA on the environment is expected to be small and indirect, mainly
stemming from changes in economic indicators. Based on the CGE results and
estimation of the impact of emissions, TiSA is expected to lead to a negligible increase
in emissions of air pollutants (smaller than 0.1 percent). A distinction is made between
composition and scale effects, and for all pollutants the scale effects offsets the positive
composition effect (i.e. the sectoral redistribution resulting from the agreement
contributes to a reduction in air pollution but the negative effects from increased
economic activity are larger).
Given the large baseline emission values for some sectors, even small percentage
changes could still lead to relatively larger impacts on the emission of air pollutants.
CGE results for the EU show that CO2 emissions are expected to increase in experiment
A by 0.6 million metric tonnes (MT) due expected changes in sectoral composition and
the expansion of the economy, while in experiment B a decline of 0.1 million MT is
expected. Natural resource intensity is not expected to change in the EU (effect smaller
than 0.1 percent). For none of the countries the expected change in natural resource
intensity is larger than 0.3 percent.

8

Communication from the Commission to the European Parliament, the Council, the European Economic
and Social Committee of the Regions, “Trade for All: Towards a more responsible trade and investment
policy”, COM(2015) 497 final, 14 October 2015, http://eur-lex.europa.eu/legalcontent/EN/TXT/?uri=CELEX:52015DC0497.
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With respect to environmental services, there are some concerns among stakeholders
over how TiSA may affect semi-public sectors like waste management. Notably the
possible increase in private sector participation in these sectors, resulting in an increase
in bargaining power of private economic interest and a possible loss of government
control, have been raised as issues of concern by certain civil society groups. However,
in its offer for TiSA, the EU reserves the right to run monopolies and grant exclusive
rights in almost all sectors, including environmental services. In addition to that,
governments will always keep the ability to regulate public services as long as they do
not discriminate between domestic and foreign operators.
On the positive side, TiSA can help accelerate the diffusion and uptake of environmental
services (and indirectly of environmental goods), depending on the extent to which
commitments are made. Case studies on solid waste management and waste water also
pointed to the positive environmental impact related to technology transfer associated
with increased FDI as a result of TiSA, especially in countries that currently apply less
advanced technologies in environmental management.
Environmental goods and services can also benefit from increased competition in other
services, e.g. though lower prices, as they use these other services as inputs (e.g.
financial services, marketing, engineering, etc.).
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1. Overarching analytical framework
Negotiations for the Trade in Services Agreement (TiSA)
1.1.1. Background to the negotiations
As services account for over two-thirds of global output, and accordingly trade in
services has also become more important (accounting for 20 percent of total world
trade)9. In the early 1980s the idea for multilateral disciplines on services was launched.
Negotiations on such disciplines were included in the Uruguay Round10 and the resulting
General Agreement on Trade in Services (GATS) entered into force on 1 January 1995,
as an integral part of the WTO agreements.
When the GATS – including regulatory disciplines aimed to enhance services trade and
individual member's schedules of commitments - was concluded, the commitments that
were made were often only binding the statutory and regulatory status quo, and for
some members including relatively few sectors/subsectors. The removal of barriers to
services trade under the GATS has therefore been relatively limited.11 An important part
of the GATS is therefore the understanding that periodic negotiations will be undertaken
to progressively liberalise trade in services. Article XIX of the agreement commits
members to start a new round of negotiations on services in 2000, referred to as the
built-in agenda. In addition, some GATS articles provide for negotiations on specific
issues, intended to define rules and disciplines for domestic regulation, emergency
safeguards, government procurement and subsidies.
In the first years after the Uruguay Round, agreement was reached on specific sectors,
including on financial services, basic telecommunications and movement of natural
persons; these agreements were attached to the GATS as protocols.
The next round of services negotiations was officially launched in February 2000. In
March 2001, agreement was reached on the negotiating guidelines and procedures. In
November 2001 at the WTO Ministerial Conference in Doha, the service negotiations
became part of the “single undertaking” under the Doha Development Round. These
negotiations aimed to further liberalise trade in services and to reduce existing
imbalances across countries and sectors in terms of commitments. Strengthening GATS
disciplines on domestic regulations and making progress in the area of GATS rules
(subsidies, government procurement and emergency safeguards) was also part of the
negotiating mandate. However, progress in the negotiations has been very slow since.
The WTO Ministerial Conference in Geneva in 2011 acknowledged that negotiations were
"at an impasse". Members were invited "to more fully explore different negotiating
approaches while respecting the principles of transparency and inclusiveness."
Based on this, the US and Australia took the initiative to further explore the possibility
for a plurilateral trade in services agreement with those WTO members willing to engage
in substantive services liberalisation - the so-called Really Good Friends of Services
(RGFs). The general idea behind the initiative is now that such a plurilateral agreement
would be based on GATS, to facilitate possible multi-lateralisation of the agreement
later.

9
10
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Based on 2014 figures as presented in WTO, international trade statistics 2015.
The Uruguay Round was the 8th round of multilateral trade negotiations conducted within the
framework of the General Agreement on Tariffs and Trade (GATT), which was in place from 1986 to
1994 and included 123 countries.
See for example Hoekman and Mattoo (2013) Liberalizing Trade in Services: Lessons from Regional and
WTO Negotiations, EUI Working Paper RSCAS 2013/34.
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In March 2013, the European Commission was given a mandate by the EU Member
States to open negotiations on a plurilateral trade in services agreement together with
the other TiSA participants.
Participation
It should be noted that there have been some changes to the group of RGFs (from now
on referred to as TiSA participants) over time. Participation has increased from originally
16 to currently 23 WTO members: Australia, Canada, Chile, Chinese Taipei, Colombia,
Costa Rica, the EU, Hong Kong, Iceland, Israel, Japan, Liechtenstein, Mauritius, Mexico,
New Zealand, Norway, Pakistan, Panama, Peru, Korea, Switzerland, Turkey and the
United States. China has also expressed interest to join the negotiations.

1.1.2. Progress in the negotiations
By June 2017, 21 rounds of negotiations have taken place, with the last round held early
November 2016. The agreement is foreseen to consist of four parts:12





Part I: General Provisions – incorporating all relevant articles from the GATS –
allowing the possibility for multilateralization of TiSA into the WTO; and including
TiSA specific scheduling commitments;
Part II: market access and national treatment commitments by each Party;
Part III: New and enhanced disciplines, applying horizontally and for specific
services sectors;
Part IV: Institutional provisions – containing provisions regarding the functioning of
TiSA, e.g. related to institutions, dispute settlement, future participation or
possible multilateralization, etc.).

It is important to note that the TiSA General Provisions (Part I) are identical to those in
GATS (except for the replacement of ‘Members’ by ‘Parties’, numbering and crossreferencing to institutions). Parts I to IV focus in essence on three elements for TiSA:
market access commitments (Part II), Most Favoured Nation exemptions (Part
II), and other commitments (e.g. Part III ‘New and enhanced disciplines’).13
In terms of market access commitments, there has been an exchange of offers between
TiSA participants, followed by exchange of revised offers. Based on information from
the EC, these offers go beyond what was offered in Doha but not beyond currently
applied policies. The draft revised offer of the EU for TiSA was published in May 2016
and a second revision was published in November 2016.14 With respect to regulatory
disciplines, the following topics - so called regulatory annexes - are discussed: domestic
regulations, transparency of legislative process, temporary movement of natural
persons (Mode 4), government procurement, state-owned enterprises, localisation,
transport, financial services, energy, professional services, postal and courier services,
telecommunication, and e-commerce. But since negotiations are ongoing, it is not
certain yet which of the sectoral annexes would be included in the final agreement.

12

13

14

See e.g. in the draft text provisions for TiSA by the EU of March 2013, which present the first EU
proposal for the potential plurilateral agreement on services.
EC, Memo, Negotiations for a Plurilateral Agreement on Trade in services. 15 February 2013, available
at: http://europa.eu/rapid/press-release_MEMO-13-107_en.htm [accessed 30 November 2015].
The November 2016 offer is available here:
http://trade.ec.europa.eu/doclib/docs/2016/november/tradoc_155091.docx.pdf.
May 2016 offer can be found here:
http://trade.ec.europa.eu/doclib/docs/2016/may/tradoc_154590.pdf.
The initial offer of November 2013 can be found here:
http://trade.ec.europa.eu/doclib/docs/2014/july/tradoc_152689.pdf.
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Discussions on Most Favoured Nation (MFN) are still ongoing, but it is likely to apply
only between TiSA participants.
In terms of timing, the negotiations were based on a work plan assuming possible
conclusion of the negotiations by the end of 2016.15 However, by the end of 2016, TiSA
parties came to the realisation that this would not be achievable and agreed to put the
negotiations on hold, until the overall political context becomes clearer.
Given that commitments under GATS have been limited, while the service sector has
become more important both in international production and international trade, many
stakeholders welcome the agreement. Increased market access, national treatment of
foreign service providers, increased transparency of domestic regulations and practices,
the facilitation of cross border data flows and increased regulatory co-operation are
some of the key elements that are expected to facilitate trade, thereby potentially
contributing to economic growth and job creation.16 TiSA can for example limit
discrimination of foreign service providers, or help to reduce red tape and making rules
and regulations more transparent. This will increase efficiency (e.g. through increased
competition and reduced transaction costs for business) and could result in lower prices
and increased choice for consumers. These impacts are further explored in this study.
At the same time, various stakeholders have raised concerns about a number of specific
elements in the negotiations. Here we present a number of these elements and the
related concerns which we encountered in our research (through desk study and
stakeholder consultation). This is not an exhaustive list, as more detailed analysis of
impacts (benefits and risks) will follow in the next chapters, but here we highlight some
cross-cutting issues, that are relevant for several parts of the study.




15
16

17
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The negative list approach for scheduling national treatment commitments. With a
positive list approach, countries explicitly indicate their national treatment
commitments by sector or mode of supply. If a services or mode of supply is not
listed in a schedule, there are no commitments. With a negative listing, national
treatment commitments apply to all sectors and/or modes of supply unless explicit
exceptions are made. In principle, a change from a positive list to a negative list
does not cause changes in obligations, only the way of presentation differs. Concerns
are related to the possibility that governments forget to make explicit exceptions,
which would alter obligations e.g. in the case that new services are available. It
should be noted that the EU offer includes a reservation to protect new services,
which reduces this risk;
The extent to which public sectors will be excluded from the negotiations. There are
concerns related to the perceived risk that the public sector will be opened to foreign
competition or that it will be more difficult to regulate these sectors. However, the
EC has repeatedly stressed that TISA will not produce any change in the obligations
of the EU relating to public services compared to GATS. Same as in GATS,17 all TiSA
participants have excluded all "services provided in the exercise of governmental
authority", which are services exclusively provided by government on a noncommercial basis (justice, police or the military). Although civil society is concerned
about the GATS definition being too narrow18, it should be noted that there are

http://trade.ec.europa.eu/doclib/docs/2016/july/tradoc_154824.pdf.
See for example European Parliament resolution of 3 February 2016 containing the European
Parliament’s recommendations to the Commission on the negotiations for the Trade in Services
Agreement (TiSA) (2015/2233(INI)), or various statements of the European Services Forum (ESF) and
the Global Services Coalition (ESF).
According to GATS Article I-1 sub 1.3(b) “services includes any service in any sector except services
supplied in the exercise of governmental authority” and that – according to the same Article, sub 1.3(c)
“a service supplied in the exercise of governmental authority” means any service which is supplied
neither on a commercial basis, nor in competition with one or more service suppliers.
See for example ETUC (2014) “Statement on the goals and principles of the Trade in Services
Agreement (TiSA)” available at
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further carve outs and exemptions. In its offer the EU – same as in all EU trade
agreements - has retained its ability to maintain (public) monopolies in respect to
public utilities, which includes for example health services or transport services. The
EU offer also contains various safeguards for public services, thereby excluding from
its TISA commitments publicly-funded health and social services, education services
that receive any form of State support, water collection, purification, distribution and
management services, film, TV and other audiovisual services (e.g. “The EU reserves
the right to adopt or maintain any measure with regard to education services which
receive public funding or State support in any form, and are therefore not considered
to be privately funded (CPC 92) and with regard to privately funded other education
services (CPC 929).” In addition, EU Member States can further limit the scope in
their specific reservations;
The ability of TiSA participants to regulate service sectors. A number of specific
elements of TiSA have raised considerable attention in this respect. The ones that
have featured most prominently in the public debate are:
- The so-called ratchet clause and standstill clauses. Inclusion of a ratchet
clause means a country cannot reintroduce a particular trade barrier that it
had previously and unilaterally removed in an area where it had made a
commitment. A standstill clause means that the Parties have to list all the
barriers as they are at the moment of taking commitments and afterwards
cannot introduce any new barriers. These clauses only apply to national
treatment, not market access, and exemptions can be made. A government
will thus maintain intact its right to regulate and will be able to change
policies, provided they do so in a non-discriminatory fashion;
- In the annex on domestic regulation, which contains disciplines notably on
qualification and licensing requirements, concerns were voiced that for
example the requirements for transparent and objective criteria cannot
always be met. In addition, the possible inclusion of a necessity test has
caused concern. This test would require that measures do not constitute
unnecessary barriers to services trade nor are more burdensome than
necessary to ensure the quality of the service. There is concern on how these
issues would be interpreted in practice and if it would leave sufficient freedom
to policy makers and regulators;
- In the annex on transparency, the possible requirement for consultation in
case of proposals for new policies or legislation affecting the service sectors
is feared to delay and possibly even prevent new or improved regulation.

It should be noted that the outcome of the negotiations and therefore the final content
of the agreement on these issues is not clear yet. The EU has indicated that the right to
regulate will be included in the TiSA text and will be legally binding.
Some of the issues above will be further discussed in the relevant chapters of this report.
It should be noted that this SIA is an ex-ante assessment and we do not have the final
text of the agreement. In some cases, we can only rely on public statements of the EU.
Therefore, we cannot be completely precise about the specific measures included in TiSA
and thus about the impact of TiSA.

https://www.etuc.org/sites/www.etuc.org/files/Statement_on_the_goals_and_principles_of_TISA__August_2013-2.pdf [accessed 4 January 2015].
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Trade SIA methodological pillars and framework
The present study aims to assess the potential sustainability impacts of TiSA from the
EU’s perspective.
The overall approach to this Trade SIA is based on three linked phases:
1. Overall analysis of the sustainability impacts arising from the implementation of
a future plurilateral Trade in Services Agreement (TiSA);
2. Sectoral Trade SIA for TiSA;
3. Proposals for policy recommendations and accompanying measures.
Our approach is based on the two methodological elements of a Trade SIA described in
the ToR and the Trade SIA handbook19: 1) economic, social, human rights and
environmental assessments as such; and 2) stakeholder consultations. The three phases
are characterised by both quantitative and qualitative analyses. In addition, throughout
the three phases we engage in continuous feedback and consultation with key
stakeholders to collect their input and to verify the results and complement the analysis
with their feedback.
Schematically this overall approach is presented in Figure 1.1. This methodology has
been used and tested in several previous Trade SIAs, most recently in the SIA on TTIP.
Figure 1.1 Input, process and output of a Trade SIA

Source: European Commission, Trade SIA Handbook 2nd edition, page 13 (2016).

Summary of methodology employed
In order to conduct an analysis that fulfils the requirements of a Trade SIA, different
methodological tools are applied. The mapping of specific tasks for the Trade SIA of
TiSA (Figure 1.2) to the generic Trade SIA framework (Figure 1.1) provides an overall
indication of the methods we employ for this study. Here, we present a concise summary
of how we approach the different aspects of the project. More detailed descriptions can
be found in the inception report and relevant chapters of this report.

19

Available at: http://trade.ec.europa.eu/doclib/docs/2016/april/tradoc_154464.PDF.
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We apply a methodology based on six main pillars developed on the basis of the ToR,
the Trade SIA handbook and our own experience from previous Trade SIAs. There are
two important reasons for applying such a multipronged approach: (1) weaknesses of
one tool or method can be overcome by using others and (2) different methodologies
and tools delivering results that point in the same direction, are important to validate
and test the robustness of results.
Figure 1.2 Project framework

Ecorys, 2013, and based on Trade SIA Handbook (2006), first edition, page 12.

The six main methodological pillars are:
1.
2.
3.
4.
5.
6.

20

Screening and scoping analysis;
Gravity20, CGE and experiment analysis;
Additional social and environmental quantitative and qualitative analysis;
Sectoral Analysis;
Causal Chain Analysis (CCA);
Dissemination and consultations with key stakeholders, including civil society.

Gravity modelling is specific to this Trade SIA as trade cost equivalents are quantified prior to CGE
modelling.
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Whereas Pillars 1 to 5 are part of the analytical process of the study, Pillar 6 refers to
the interactive part. Please note that causal chain analysis (CCA) is a conceptual,
horizontal tool used to identify the relevant cause-effect links between the trade
measures proposed and the economic, social and environmental impact this trade
measure may have. It is imperative for a realistic impact assessment that the CCA is
applied to significant links between trade negotiations and their impacts.
Phase

Pillar 1
Screening
/ scoping

Inception
Overall
sustainability
analysis
Sectorial
analysis
Policy
recommendatio
ns and flanking
measures

Pillar 2
Gravity,
CGE &
experimen
t

Pillar 3
Addition
al
analysis

Pillar 4
Sectora
l
analysi
s

X
X

X

X
X

X

Pilla
r5
CCA

X

Pillar 6
Consultation
&
Disseminatio
n
X

X

X

X

X

X

X

1.3.1. Methodological pillars of the analytical process
In the overall analysis we apply an impact assessment framework consistent with the
main sustainability dimensions (economic, social, and environmental). In the final stage
of the project a similar framework has been applied to the sector analyses.
Economic analysis
In the economic analysis we develop a benchmark approach, based on the following
successive steps:
1. Consolidate available regulation and trade barrier data and map these to trade
and production data (benchmarking data assessment);
2. Apply gravity analysis and econometric modelling, resulting in quantified trade
cost equivalents, allowing us to produce a consistent mapping applicable to the
CGE assessment;
3. Conduct a thorough experiment analysis in accordance with the criteria
stipulated in the ToR and in close consultation with the client. This includes a
benchmark method to quantify the trade cost reduction equivalent of binding
autonomous levels of liberalisation, as well as defining which non-TiSA
participants are potentially joining TiSA and are modelled as such in a second
experiment;
4. Based on Step 3 conduct a CGE analysis, which provides main results at macro
and sectorial levels – for a predetermined set of economic, social and
environmental indicators.
Social analysis
For the social analysis we do the following:


Provide a baseline description using employment, wage, and poverty and
inequality indicators;
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Use labour and wage related output indicators of the CGE model to show
quantitative social impacts of TiSA;
Through case studies provide a qualitative baseline description and impact
assessment of specific social issues related to TiSA in specific TiSA Participants;
Prepare a human rights analysis that based on specific indicators assesses the
human rights issues that are most relevant to TiSA (as a horizontal issue or in
specific TiSA Participants).

Environmental analysis
For the environmental analysis we do the following:





Provide an indicator-based quantitative baseline description of all TiSA
Participants;
On the basis of the CGE model output, decompose air pollution into scale and
composition effects;
Conduct a review of trade in environmentally related services;
Based on a screening and scoping exercise, identify the most relevant
environmental issues related to TiSA, and delve deeper into these impacts with the
help of case studies, focusing on specific topics for specific TiSA participants.

In-depth sector analysis
Through causal chain reasoning we arrive at an analysis of direct and indirect impacts
of the TiSA at sector level with a focus on the EU. We will assess these impacts by
applying qualitative techniques such as interviews and surveys, literature review,
secondary data analysis, etc. We describe the baseline situation of the sector, assess
market access conditions, and analyse the sectoral impacts along the sustainability
dimensions.

1.3.2. Methodological pillars of the interactive input
Consultation is a key element of the study since the inputs of all stakeholders
(businesses, government related, civil society, academia, etc.) into the negotiation
process are needed to identify the main potential issues related to TiSA. Hence, we
involve these stakeholders as actively as possible over the entire course of the study.
Based on our extensive experience with stakeholder consultations, we have developed
a tested consultation plan, which is more elaborately presented in chapter 7. The
dissemination of the results is done by means of a dedicated website, which is also
presented in chapter 7. In the interim phase, the focus is on generic consultations (e.g.
newsletters, survey), while the final phase of the study consultations are more targeted.
This includes for example interviews with specific industry associations for the in-depth
sector studies or with social organisations that relate to the case study topics.
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2. Economic analysis
Services Market Access and Specifying the Experiments
To assess the impact of TiSA it is key to start by identifying current services-related
measures that affect trade. Two recent sources of data on services policy, both reflecting
massive institutional effort, were recently released. The OECD has recently released its
services trade restriction index for 40 countries (Geloso Grosso, M., et al. 2015), while
the World Bank has conducted a similar exercise for 103 countries.21 Both STRIs provide
valuable information linking regulation (inherently qualitative) to quantitative market
access measures. In both cases, regulatory data are used to assign scores indicating
relative degrees of openness. This may include for example ownership share restrictions
when establishing an affiliate operation, or limits on the right to provide professional
services based on nationality. In the case of World Bank data, such scoring of regulatory
measures is then classified based on modes of services supplies as in GATS. These
scores are then combined to yield STRIs by mode of service supply,22 and then also
overall.23 The OECD indexes on the other hand are not organized strictly by mode of
services supply. Rather, they are grouped by the nature of restrictions: FDI restrictions;
mobility of persons restrictions; other discriminatory measures; barriers to competition;
and regulatory transparency. While the emphasis of the World Bank database is on
market access (i.e. discriminatory measures), the OECD data includes not only
measures that are discriminatory, but also measures that impact on performance of
domestic and foreign firms alike.24
In addition to scoring the level of market access commitments in the GATS, the World
Bank has also produced a separate breakdown of applied policies vs GATS commitments
for the 103 countries in the database (Borchert, Gootiiz and Mattoo 2011). Just recently,
the OECD has released a preliminary version of its own data from a similar exercise for
the OECD countries (Miroudot and Pertel 2015). The World Bank has also released
recent estimates of trade costs, expressed as tariff equivalents, for all 103 countries in
the database (Jafari and Tarr 2014, 2015). As Jafari and Tarr note, there are two
approaches followed in the literature when estimating these tariffs equivalents, referred
to as ad-valorem equivalents (AVEs) for services.25 The first is the gravity approach to
AVE estimation, which has been employed for example by Francois (1999), Walsh
(2006), Francois et al., (2007) and Kimura and Lee (2004). While this approach allows
for estimation of overall levels of trade costs, it fails to link these to specific sets of
policies and regulations. The second approach consisted of early price comparison
literature which was surveyed by Francois and Hoekman (2010). Much of the pioneering
work in this area was carried out in conjunction with the Australian National University
and/or the Australian Productivity Commission (see Clark, Dollar, and Micco (2004), Dee
(2003, 2005), Doove et al (2001), Findlay and Warren (2000), Kalirajan et al (2000),
and Nguyen-Hong (2000)). Most of this worked involved linking underlying regulatory
measures to evidence on pricing and general market access.. This second approach is
the one followed for the World Bank estimates. Basically, the World Bank AVE estimates
follow from the underlying regulatory data that form the basis for the World Bank
indexes, which are processed using price parameters derived in older studies on the
basis of the methodology employed for the Productivity Commission based estimates.
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Further documentation and the underlying regulatory data are available online:
http://data.worldbank.org/data-catalog/services-trade-restrictions. The OECD data and background
documentation are also available on line: http://www.oecd.org/tad/services-trade/services-traderestrictiveness-index.htm.
See section 2.2 for a discussion of different modes.
See Borchert, Gootiiz and Mattoo 2011, 2014 for technical details. Further documentation and the
underlying regulatory data are available online: http://data.worldbank.org/data-catalog/services-traderestrictions.
The OECD data and background documentation are also available on line:
http://www.oecd.org/tad/services-trade/services-trade-restrictiveness-index.htm.
Ad valorem means that these trade costs are estimated as a percentage of the price of a product.
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The end result is AVEs that reflect the underlying structure of regulation. It should be
stressed that because the data used to estimate the AVEs only provide information on
discriminatory barriers, the estimates of the AVEs themselves are also strictly for
discriminatory barriers. They do not reflect costs faced by foreign firms because of
regulatory inefficiency or domestic regulations (i.e. regulatory costs that also affect
domestic firms).
Figure 2.1 Applied STRI and AVEs

Note:
We
use
3-digit
ISO
codes
for
country
abbreviations
(see
a
full
list:
http://unstats.un.org/unsd/tradekb/Knowledgebase/Country-Code). Countries in red are not currently
involved in the negotiations, but included as TiSA participants in experiment B, as explained at the end of this
section.

On the basis of the World Bank data, the scope of current GATS commitments and
market access in services is summarized in Figures 2.1 and 2.2. Figure 2.1 presents, for
total trade in services, an index that measures the degree of actual market access
(0=open and 100= closed) on the horizontal axis (called STRIs or services trade
restriction indexes), and corresponding estimates of trade costs on the vertical axis. The
countries we focus on in the CGE analysis that follows are labelled in the figure. The
trade cost estimates are based on the regulatory survey data used to produce the World
Bank index data (Jafari and Tarr 2015).
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Figure 2.2 Bindings and applied STRI

Figure 2.2 presents a second, important aspect of the pattern of market access
commitments in services. Here we focus specifically on the countries to be examined in
the CGE exercise below. On the left vertical axis, we again present the STRI index values
(0=open and 100=closed) for applied polices. We also present the corresponding GATS
commitments. What is clear is that, with few exceptions, GATS commitments (the
guarantees provided in terms of market access) are far less liberal than actual policy.
This gap between bound commitments and actual market access is known as binding
overhang. The gap between bound commitments and actual policy can be a source of
uncertainty, as governments are free to cut back on market access up to the binding
without violating GATS commitments. As indicated in the previous chapter, TiSA is
expected to bind further currently applied policies.
We are therefore interested in trade effects related to policy uncertainty due to binding
overhang, or the gap between bound commitments and actual applied policy. Binding
overhang has been a well-documented challenge to the WTO system for both goods and
for services (Blackhurst et al 1996; Francois and Martin 2004, Hoekman 1996, Francois
and Hoekman 2010). In the case of services, as illustrated in Figure 2.2, there is a
substantial gap between commitments made both in the GATS and in regional
agreements compared to actual policy.
There are good reasons to expect that policy uncertainty may itself suppress general
macroeconomic conditions, including levels of trade. With higher uncertainty there are
higher costs for business due to increased risks. Hence higher uncertainty is most likely
lead to lower levels of investment and trade flows. Linkages between macroeconomic
conditions and trade barriers include both tariff and non-tariff measures which has been
a finding in some recent literature (Rodrik 1992, 1993; Francois 1996; Francois and
Martin 1997; Handley 2014; Baker, Bloom, and Davis 2015). In this context, policy
commitments and investor protection can be seen as beneficial as has been found by
Rodrik 1992; Francois 1997. In the context of the GATS, gaps between bound and
applied rates are the norm rather than the exception (Hoekman 1996; Borchert, Gootiiz
and Mattoo 2011, 2014). Hence these gaps are important for most countries and induce
uncertainty, since the applied rate can eventually go up till the bound rates.
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For the purpose of assessing TiSA, we focus on defining experiments where the GATS
commitments are replaced by commitments at current levels of market access, or in
terms of the Figure 2.2, where the gap between the GATS commitments and actual
current market access is closed for TiSA members by making new binding commitments
at current access levels. This means there is no expected change in current market
access, but there will be a change in the security afforded that market access. Additional
effects from improvements in the regulatory framework as a result of TiSA are only
taken into account as they contribute to binding market access, as it is difficult to
quantify these gains (see Box 2.1).
Box 2.1 New and enhanced disciplines in TiSA: improving the regulatory
framework
As indicated in the previous section, the specific commitments under TiSA are expected to
further bind the current degree of market openness. The part of TiSA that aims to improve
the regulatory framework (“the new and enhanced disciplines in TiSA”, addressing issues
like domestic regulation, government procurement, state-owned enterprises, see also
chapter 1) should also help to facilitate trade and thereby contribute to economic welfare.
This part of TiSA aims for example to reduce administrative costs, lower red tape and
regulatory arbitrariness, and increase standardisation, e.g. in the area of licensing and
qualification requirements and procedures as part of the annex on domestic regulation. This
should help to avoid that certain measures will become too burdensome and/or are used
as a disguise for protection. Negotiations are also aimed for example to increase
transparency of regulations, e.g. providing information on visa application procedures and
possibly including consultation mechanisms on new or revised measures. These new
disciplines are expected to further reduce the administrative burden for companies, increase
predictability and thus reduce uncertainty for service providers, thereby facilitating services
trade.
To some extent, the new and enhanced disciplines in TiSA will help to bind current policies,
and as such these effects are taken into account in the modelling results presented in this
chapter. However, the effects will likely also go beyond binding current policies, and further
facilitate services trade, thereby generating additional benefits. In the in-depth sectoral
analysis that will be conducted in the next stage of the study, we will look at the possible
impacts of the relevant sectoral annexes. On the cross-cutting regulatory disciplines, there
has been relatively limited research to quantify the effects of such disciplines. One example
is a case study by Moise (2011)26, where the application of certain transparency measures,
allowing for consultation, led to a change in policy (notably the removal of the requirement
for overseas insurers with no business or fixed establishment in the UK, to appoint a tax
representative), since the consultations helped to point to drawbacks of the current system
as well as of alternatives. Although no critical evaluation has been conducted of the
outcomes of the modification, the reform was expected to allow savings to the industry in
the range of GBP 1.4 to GBP 3.5 million, and to reduce non-compliance. This estimated
saving resulted from the policy change itself, but the transparent process of consultations
seems to have contributed to these changes.
This example illustrates the difficulty of measuring impact of the improved regulatory
framework, as the impact is often indirect.

In annex A, we provide a technical discussion of econometric estimation of trade cost
equivalents for suppressed trade due to insecure market access (or conversely the
increase in trade volumes we might expect when current access is afforded better
security). The average estimated reduction in trade cost equivalents for all services is
presented on the right vertical axis in Figure 2.2. On average, these trade cost
equivalent estimates of binding overhangs are around 3.4 percent of the value of trade
for OECD participants in TiSA negotiations, and 5.8 percent for low and middle income
participants. What this means is that on average we expect exporters to respond as if

26

Moïsé, E. (2011). Transparency Mechanisms and Non-Tariff Measures: Case Studies (No. 111). OECD
Publishing.
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the cost of producing services for sale in a given destination market fell by between 3.4
percent (selling to OECD TiSA destinations) and 5.8 percent (selling to low and middle
income TiSA destinations). This reflects a response to more secure market access.
We define two experiments. The first involves binding current market access across all
current TiSA participants. The second involves an expansion of TiSA to cover more Asian
countries: China, Malaysia, Philippines, Thailand, and Vietnam. The economies are
projected to 2025, hence we assume that implementation takes place in 2025. A more
detailed discussion of the assumptions underlying the experiments is provided in Annex
A.
Table 2.1 Experiment summary
Experiment A:
23 TiSA countries commit to binding policies at current level of market access.
Experiment B:
23 TiSA countries commit to binding policies at current level of market access;
China, Vietnam, Malaysia, Philippines, Thailand also join TiSA.

In the remainder of this chapter, we present and discuss the estimated effects of the
potential TISA using a Computable General Equilibrium (CGE) model. Before doing so,
we will first discuss in more detail the nature of services trade and how this is covered
in our analysis.

Definition and data of trade in services
Trade in services in the WTO is defined broadly to include transactions that involve the
movement of factors of production. There are four different modes of supply which are
defined in the GATS:







The first of these, mode 1, includes cross-border supply and applies when service
suppliers resident in one country provide services in another country without either
the supplier or the buyer moving to the physical location of the other. Mode 1
account for about 30 percent of services trade (source: WTO Secretariat);
Mode 2, consumption abroad, refers to a consumer resident in one country moving
to the location of the supplier to consume a service. Mode 2 account for about 10
percent of services trade (source: WTO Secretariat);
Mode 3, commercial presence, refers to legal persons (firms) moving to the
location of consumers on a long-term basis to sell services locally through the
establishment of a foreign affiliate or branch. Note that what is measured as mode
3 trade are the supply of the services by the foreign-owned entities, generally
termed foreign affiliate trade in services, and not the value of the associated
foreign direct investment flow or stock. Supply of services by affiliates of foreignowned firms are not regarded as trade in the national accounts or balance of
payments, giving rise to the need to collect such data separately. Mode 3 accounts
for about 55 percent of services trade (source: WTO Secretariat);
The fourth mode of supply, presence of natural persons, refers to a process
through which natural persons- temporarily and under well defined conditions move to the country of the consumer or client to provide the service. The fourth
mode accounts for around 5 percent of services trade.

The reason why trade in services is defined to span these four modes reflects the
characteristics of services trade. Most services are intangible and they are often difficult
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to store. As a result, they are inherently more difficult to trade than tangible goods.
Many services can be exchanged only if a provider and consumer or client are in the
same place at the same time, which will imply that for trade to occur use will need to
be made of modes 2, 3 and 4.
Services trade data are available from a number of sources, but the coverage of
sectors/countries have limitations. 27 For services trade estimations which are not based
on general equilibrium models, reconciling multiple sources and mirroring can deepen
data coverage. This means that where country x reports trade with country y, this can
be used as a replacement where country y does not itself report its trade with country
x. Reconciled bilateral data expanded to include countries that do not report services
trade, are available on this basis. While mirroring reduces the extent of missing data in
the bilateral data, for CGE modelling this is not enough. This is because, to balance
trade data, we need to somehow allocate missing destinations if we are to reconcile
bilateral data with total values of trade with the world (e.g. based on data from the
IMF). On top of this, official statistics can be inconsistent, in that services data can vary
widely depending on the reporting countries. For example, in the case of international
shipping and transport, reported data may be inconsistent with flows implied by the
c.i.f. (cost, insurance and freight) and f.o.b. (free on board) margins for goods.
The most comprehensive attempt to confront these challenges in the context of
balancing global and bilateral service flows has been through the GTAP (Global Trade
Analysis Project).28 The efforts to reconcile services data within the project are well
documented and reflect rather creative approaches, based on entropy methods, to flesh
out the pattern of trade enough to allow construction of a global dataset for modelling
cross-border trade in services (see MacDougall and Hagemejer, 2005; as well as Van
Leeuwen and Lejour, 2006). Indeed, for the transport and shipping logistics sector,
reconciliation of trade data in services is explicitly linked to the parallel reconciliation of
data on trade in goods, as services play a critical role in bridging the gap between
reported export flows for goods in one country’s national accounts data and reported
import flows in another country’s data (Gelhar, 1996).
While data on cross-border services trade (Mode 1) have a reputation for being crude,29
they are easy to work with and much more complete in comparison with data on FDI
stocks and flows in services (closest to Mode 3). FDI data are plagued by limited
coverage, as well as by confidentiality constraints that imply that even if available they
cannot legally be reported. FDI data compilation efforts have sometimes been linked to
specific modelling projects, like FTAP (Hanslow et al., 2000), the Michigan model (Brown
and Stern, 2001) and the Worldscan model (Lejour et al., 2008). As an alternative, the
French research institute CEPII has endeavoured to follow the entropy and reverse
gravity methods pioneered for merchandise trade flows to map out a picture of the
geographic pattern of FDI refined enough for CGE modelling (Boumellassa et al., 2007).
However, such estimates reflect potential FDI (based on what we observe, we guess at
what we do not know), and so do not necessarily reflect actual stocks and flows. On top
of these concerns with FDI stock and flow data, to actually model establishment trade
in services (mode 3), ideally we need foreign affiliate trade statistics (FATS), data on

27

28
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The OECD, Eurostat and the UN all provide data in some form on bilateral services trade flows (both
imports and exports) by partner for up to 24 sectors and subsectors. The most comprehensive coverage
of reporting countries among the three sources is the UN, which at present count provides data on
roughly 190 countries. Eurostat and OECD provide data for a more limited number of reporters,
although with more sector detail than the UN. Eurostat covers 27 EU members plus Croatia, Iceland,
Japan, Norway, Turkey, Switzerland and the US, while the OECD covers 28 countries (all the OECD
members apart from Chile, Iceland, Israel, Slovenia, and Switzerland). Time coverage is the deepest
with Eurostat, which reports data starting from 1995. International Monetary Fund (IMF) data cover
almost as many countries as the UN, and for a longer time span, but only for trade with the world.
https://www.gtap.agecon.purdue.edu/.
There could potentially be also difficulties in measuring services output. For this we rely on GTAP, which
has reconciled input-output tables containing services output.
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the value of sales of services by foreign affiliates, as well as value added and
employment. As things stand, data on stocks of FDI are often used as a proxy for this
more comprehensive, but largely unavailable set of FATS data requirements. Hence due
to these serious data limitations, the quantitative analysis of this SIA will not include
direct modelling and estimation of mode 3 and 4 services trade, which account for about
60 percent of services trade. Nevertheless, we use the "overall" STRI which includes
modes 3 & 4. The regressions therefore link overall restrictions (in all modes) with crossborder trade. Given these limitations, the analysis is supplemented by sector-specific
qualitative analysis in the next stage of the study.
First, we present the general macroeconomic effects for the EU – resulting from
experiments A and B - and then we also present some of the estimated impact on other
countries. This is followed by examining the estimates on a more disaggregate, sector
specific level for the EU. The final section in this chapter presents the resulting effects
on environmental variables. A full description of the model and it specifications is
included in Annex A. A complete overview of the modelling results is presented in Annex
B.

EU macro effects
We begin with describing the overall macroeconomic effects for the EU. Table 2.2
presents the macroeconomic impact of both experiments for the EU. The estimates are
provided on the assumption that TiSA has been fully implemented by the year 2025,
hence the estimates reported here are for the year 2025. This means for example that
the estimated changes in GDP are for the year 2025, thus showing how different the
GDP would be with TISA in 2025, compared to the GDP without TISA in 2025.
TISA is expected to have a positive impact on the EU’s economy, albeit the estimated
impact is small, with both experiments suggesting an increase of about 0.1 percent in
GDP and real national income.30 Experiment B results in a marginally higher income
increase, due to more countries reducing their binding overhang (increase of 8644.9
million euro under experiment A and 11460.6 million euro in experiment B). Real wages
in all three skill groups are estimated to increase by 0.1 percent under both experiments.
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Note that percent changes in GDP here are measured as percent changes in the quantities produced in
a given economy. In other words, they use base period values as weights to produce a measure of
change in aggregate output. In this sense, GDP changes simply measure the percent change in
aggregate quantities. Real national income, as reported here, is different. In this case, we take the
value of national production (the income earned by capital and labour, as well as indirect tax income),
deflated by changes in the prices for the goods and services bought at a national level. Hence, real
national income measures changes in real purchasing power for the nation as a whole, given changes
not only in how much is physically produced, but also changes in the prices for what the country buys.
It is a version of what Jones and Klenow (2016) call "equivalent consumption" as a basis for welfare
comparisons.
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Table 2.2 EU macro effects, changes
Experiment A

Experiment B

real national income, %

0.1

0.1

real national income, million €

8644.9

11460.6

GDP (quantity index), %

0.1

0.1

consumer prices, %

0.0

0.0

low skilled

0.1

0.1

medium skilled

0.1

0.1

high skilled

0.1

0.1

terms of trade, %

0.0

0.0

real household consumption, %

0.1

0.1

exports, %

0.2

0.3

imports, %

0.2

0.3

real wages of (%)

Source: CGE model estimates in this study.

TiSA is expected to have positive an impact on EU trade volumes. Both the value of
exports and imports at aggregate level are expected to increase, although not
substantially, by 0.2 percent in experiment A and 0.3 percent in experiment B. No
significant change is estimated in the EU’s terms of trade.
Box 2.2 Summary survey results business and business associations
The stakeholder survey has been online during the Inception and Interim phase
of the study. Several questions included specific for businesses and business
associations concern the trade barriers faced. Although the number of
respondents is too small to draw any conclusions from, it is still interesting to
present the views of the respondents.
Twenty firms have started filling in the survey, representing 15 different
services sectors: accounting and auditing, audio-visual, business advisory,
commercial banking, computer services, consulting, construction, engineering
services, insurance, public contracting, water transport, medical services,
recruitment, telecommunications, and water supply. Half of these respondents
are European firms, the other respondents originate from the US, China,
Australia, Chile, Iceland, Panama, and Peru. Among these firms 12 were SMEs
(7 firms with 0-49 and employees and 5 firms with 50-249 employees). Fifteen
out of the twenty firms are exporting, and have the EU, Brazil, Switzerland, and
the US as their main export destinations.
Regarding barriers faced when exporting, 11 firms have indicated whether they
face a certain barrier or not. The “lack of home government
assistance/incentives” is seen most often as a trade barrier by firms. Also
“unfavourable home rules and regulations”, “unfavourable foreign rules and
regulations”, “differences in language and culture”, and “strong competition in
overseas markets” are identified by half of the respondents as trade barriers.
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Four firms have also indicated, for more detailed trade barriers, how restrictive
the barriers are. A total of 26 barriers concern topics such as the movement of
people, capital requirements, foreign ownership, and investments.31 Only one
barrier has been identified as very restrictive by one respondent. This concerns
restrictions on foreign participation in public procurement. All other barriers
have been identified once as restrictive, once as slightly restrictive, and twice
as not restrictive at all.
Nineteen business associations have filled in the survey. Thirteen are from the
EU, the remainder comes from Brazil, Canada, Colombia, and Norway. Thirteen
of these business associations also represent SMEs. The majority of the
business associations represent the construction services, public services,
architecture services, audio-visual services, courier services, and insurance
services sectors.
Also the business associations have been asked to indicate whether their
members face the twelve barriers presented above. Four have responded to
this question. All four have indicated that their members face “unfavourable
foreign rules and regulations” and “strict foreign rules and regulations”. The
“lack of excess production capacity for exports”, “meeting product
quality/standards/specifications”, “unfavourable home rules and regulations”,
and “strong competition in overseas markets” have been identified by three
business associations as trade barriers faced by their members. As for the more
detailed barriers, also here only one barrier has been identified as very
restrictive by one association, “laws and regulations impose national standards
that are different from international standards”. The other barriers are identified
as either restrictive or limited restrictive.
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The full list of barriers and the answers to other questions can be found in Annex F.
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Other country’s macroeconomic effects
In this section we discuss potential impacts on national income, trade and wages of
other TiSA participants. When presenting the results, we will focus on TiSA participants
countries, as these are the countries where the largest relative changes are estimated
to take place. Nevertheless, for all other countries that were included in our analysis we
also present estimated changes in real national income.
Changes in real national income
While all TiSA participant countries are estimated to benefit to some extent from TiSA,
our analysis show only a small increase in their national income (see Figure 2.3.). The
highest increases in real national income, 1.2 and 1.4 percent in Experiment A and B
respectively are estimated to take place in Hong Kong, followed by Mauritius, with an
estimated gain of around 0.5 and 0.6 percent.
Figure 2.3 Real national income, TiSA participants, % change32
Real national income, % change, 2025 benchmark year
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Hong Kong
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0.8
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Source: CGE model estimates in this study.

The countries that are estimated to gain the most from TiSA are those for which services
sectors are relatively more important. More specifically, countries are expected to
benefit from higher real national income increases if their services sectors’ exports share
in GDP is higher. Figure 2.4 shows for each country the share of services exports
contributing to GDP in 2011 (along the vertical axes), the ad-valorem equivalent of
reduction of services barriers undertaken by each country (along the horizontal axes),
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On figures we refer to Chinese Taipei as Taiwan due to easier presentation of shorter name.
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and the country’s gain from TiSA in terms of percentage change in real national income
(represented by the size of the bubbles on the graph).33
Results suggest that Hong Kong and Mauritius would gain most from TiSA. Hong Kong
has the highest share of service exports of GDP, followed by Mauritius, although
Mauritius service exports’ share of GDP is only about one-third of that of Hong Kong.
Thus as barriers to services exports are reduced across participating countries, those
countries which exports most services relative to their countries’ economy are estimated
to benefit the most.
Figure 2.4 Importance of service exports and real national income changes under
experiment B

Importance of services and gains from services liberalisation
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Figure 2.5 shows the income effects of both experiments for countries not part of TiSA
negotiations at the time of SIA (these are the countries which are not included under
experiment A. Please refer back to the experiment descriptions in Annex A for the list
of countries included in two experiments). Almost all countries are estimated to
experience marginal positive changes, between 0.0 and 0.1 percent. Only in experiment
B Thailand is estimated to experience a small decrease in its real national income,
amounting to about 0.1 percent, while the other Asian countries that are assumed to
join TiSA in this experiment, are predicted to experience a small growth in their real
national income (with the largest changes for Malaysia and Vietnam, with an increase
of around of 0.1 percent). Thailand’s small decrease in real national income in this
experiment is mainly driven by the small (2.8 percent) contraction in trade and
distribution sector which is a relatively important sector for the Thai economy
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Here we present results for experiment B, which are very similar to those of experiment A, only
marginally bigger in some cases. Hence the graph would be not substantially different for experiment A,
we chose experiment B here as this is more ambitious experiment.
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(accounting for a bit more than 10 percent of total value of output) and the sector where
Thailand has the highest binding overhang, driving these changes.
Figure 2.5 Real national income, other countries, % change

Real national income, % change, 2025 benchmark year
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Source: CGE model estimates in this study.

Box 2.3 TiSA’s impact on Least Developing Countries (LDCs)
Although they are not part of the agreement, it is important to also examine
the impact of TiSA on LDCs. The impact is, however, minimal based on the CGE
results, with effects of 0.0 percent for all indicators (GDP, national income,
consumer prices, and trade). There are various reasons why trade diversion is
expected to be limited. First of all because the LDCs are more focussed on
manufacturing and less on services. Secondly, because the larger share of their
trade is with countries that are not a participant of TiSA.34 Although LDCs are
not part of the negotiations and the provisions in TiSA are expected to be
implemented on a Most Favoured Nation basis, they could benefit to a certain
extent. This concerns for example improved transparency in regulations and
processes, as it is hard to exclude certain countries from enjoying more clarity
in the current set of rules.

Changes in trade
Both exports and imports of all TiSA participating countries are estimated to grow under
both experiments A and B, with the changes again being relatively small. Figures 2.6
and 2.7 depict changes in the value of imports and exports under both experiments.
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German Development Institute, 2016. Implications of the Trade in Services Agreement (TiSA) for
developing countries.
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Most countries’ exports and imports are estimated to increase by less than 0.5 percent.
Generally, the countries which stand out as reaping the highest benefits in terms of real
national income increases are also the countries which are estimated to have the highest
increase in their trade flows.
Figure 2.6 Value of imports, % change
Value of imports, % change, 2025 benchmark year
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Source: CGE model estimates in this study.
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Figure 2.7 Value of exports, % change
Value of exports, % change, 2025 benchmark year
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Source: CGE model estimates in this study.

Changes in terms of trade (the value of a country’s exports relative to that of its imports)
are estimated to be rather small for most countries, below 0.1 (see Figure 2.8). The
biggest change would take place in Mauritius which is expected to experience the most
pronounced growth in income and trade. Mauritius’ terms of trade would improve by
about 0.65 percent with a slightly bigger improvement taking place under experiment
B than A. This is in line with total value of exports increasing more than total value
imports in the case of Mauritius.
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Figure 2.8 Changes in terms of trade, % change

Terms of trade, % change, 2025 benchmark year
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Source: CGE model estimates in this study.

Effects on real wages
Real wages would change in very similar patterns under both experiments hence here
we only present results for experiment A, while results for experiment B are presented
in the Annex tables (Annex B). Figure 2.9 depicts estimated changes for all skill
categories across all countries for experiment A. Workers in countries with the highest
real national income gains are expected to have the highest real wage increases, with
real wages in Mauritius estimated to increase for low skilled workers by 0.9 percent, and
for Hong Kong by 1 percent. This is again due to the importance of services sector
exports in these countries, hence these countries being able to reap the benefits of
reduced barriers for services trade. For all other countries the increase in real wages
are estimated to be less than half percent with the exception of low skilled workers in
Pakistan, where real wages of this skill group are expected to increase by more than
0.5 percent. Pakistan is the country which following Mauritius is assumed to reduce the
binding overhang the most. TiSA could result in increased competition for services
sectors in Pakistan, most of which employ relatively more medium and high skilled
workers and the real wages of these skill groups are expected to decline as a result. The
relatively high increase in wages of low skilled workers in Pakistan reflect an increasing
demand for this skill group from other sectors (e.g. various manufacturing sectors).
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Figure 2.9 Real wage changes

Source: CGE model estimates in this study. Note: The figure shows wage changes for low, medium, and
high skilled workers, depicted with three different colours, with the countries being along the circle. Each
circle line indicates and increase of 0.2%.

Sectoral effects
Impacts on output in the EU
Similarly to the overall ex-ante macroeconomic effects of TiSA on the EU, sectoral effects
are estimated to be small under both experiments.35 Figure 2.10 shows the estimated
sectoral output changes under both experiments A and B. No significant change is
estimated to take place in manufacturing and agriculture sectors.
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For an overview and further definition of the service sectors (based on correspondence tables), we refer
to Annex A.
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Figure 2.10 EU output changes (in %)
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Source: CGE model estimates in this study.

Most services sectors, similarly to manufacturing, are estimated to have no significant
change in output. The sector with the highest increase in output under both
experiments, although still with a tiny 0.2 percent change, is insurance. The results of
the in-depth analysis of this sector (see section 5.3) showed that a bit more than 50
percent of the expected output increase is due to commitments in the sector itself, while
the rest is driven by the increased demand stemming from the small expansion of other
services sectors, most importantly finance (which accounts for about 30 percent of the
increase in insurance’s sector output). In other words, this sector expands more as
demand for these services is increasing from other domestic sectors as well which are
marginally increasing. In addition, it was found that since FDI is a very important mode
of supply for finance and insurance services, but not fully taken into account in the
modelling, the results of the model are likely to be underestimated. This is also true for
other service sectors for which FDI is important, such as telecommunications (see
section 5.4).
For air transport and public services, there are no trade cost reductions assumed, as
they are assumed to be excluded from the negotiations (some elements related to air
transport are included in the negotiations, but these elements are not part of the air
transport sector as it is defined in GTAP). Therefore, any results for these sectors stem
from indirect effects.
Among the services sectors, the sector which is estimated to contract under both
experiments, albeit only marginally, is water transport. Output in water transport in the
EU is expected to decrease by 0.3 percent under experiment A and by 0.5 percent under
experiment B. The results of the in-depth analysis of this sector (see section 5.2) showed
that this is the sector where the EU is assumed to undertake the highest reduction in
binding overhang, with the ad-valorem equivalent being several times higher than for
most other sectors. This is because since the EU is currently relatively ‘unbound’ (i.e.
not committed) in this sector under GATS, this implies that as we set bindings at current
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market access, there is more scope to reduce uncertainty about trade barriers in water
transport services in the EU. Another important element to take into account is that the
water transport sector is very global. A large share of the turnover of EU companies
concerns cross-trade, i.e. trade between other countries (e.g. maritime transport
between Hong Kong and Turkey by an EU company). In addition, EU companies have
offices in many other countries. However, in the model, the increase in EU output or
value added due to TiSA is only based on the offices or activities they have in the EU.
Any gains via e.g. the Hong Kong office are in the modelling attributed to Hong Kong,
although this may benefit an EU company. Additional calculations taking into account
EU shipping volumes, irrespective of their flagging, show that TiSA is likely to bring
small gains in terms of increased shipping volume for the EU (0.1 percent in experiment
A).
For a more in-depth analysis of the impacts of TiSA on the sectors water transport,
finance, insurance, ICT services and telecommunications36 as well as on e-commerce
we refer to chapter 5, where we analyse the impact in more detail by complementing
model outcomes with a more qualitative assessment.
Impacts on employment reallocation in the EU
As sectors expand and contract, demand for labour in different sectors changes in the
economy. Table 2.3 presents the estimated reallocation of employment across sectors
for low, medium, and high skilled workers in the EU. Indeed, estimated changes in
sectoral employment are in general in line with sectoral output changes. For example,
in the water transport sector both output and employment are projected to decrease by
0.3 and 0.5 percent respective under experiments A and B.
Table 2.3 Changes in EU employment by sector and skill group (in %)

Agriculture,
Forestry, Fish
Other primary
Processed Food
Textiles,
Clothing
and Leather
Oil, Gas, Coal
Chemicals,
Petrochems
Electronic
Equipment
Other machinery
Metals
Motor Vehicles
Other
Transport
Equipment
Lumber,
Wood,
Paper
Other Manufactures
Water Transport
Air Transport
Other Transport
Communications
Trade

36

low skilled
experim
experim
ent A
ent B

medium skilled
experim
experim
ent A
ent B

high skilled
experim
experim
ent A
ent B

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0
0.0
-0.3
0.0
0.0
0.0

0.0
0.0
-0.5
0.0
-0.1
0.0

0.0
0.0
-0.3
0.0
0.0
0.0

0.0
0.0
-0.5
0.0
-0.1
0.0

0.0
0.0
-0.3
0.0
0.0
0.0

0.0
0.0
-0.5
0.0
-0.1
0.0

0.0

0.1

0.0

0.1

0.0

0.1

ICT services include computer and information services such as computer programming or consultancy.
It is thus distinct from telecommunication services.
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low skilled
Finance
Insurance
Business,
professional
services
ICT services
Construction
Personal Services
Public Services
Displacement index

medium skilled

high skilled

0.0

0.0

0.0

0.0

0.0

0.0

0.2

0.2

0.2

0.2

0.2

0.2

0.0

0.0

0.0

0.0

0.0

0.0

0.0
0.0
-0.1
0.0
0.0

0.0
0.0
-0.1
0.0
0.0

0.0
0.0
-0.1
0.0
0.0

-0.1
0.0
-0.1
0.0
0.1

0.0
0.0
-0.1
0.0
0.0

0.0
0.0
-0.1
0.0
0.0

Source: CGE model estimates in this study.

The last row of Table 2.3, presenting the displacement index, illustrates how much
average movement is estimated to take place between sectors within the EU. It is
measured as the share of the labour force that will relocate as production patterns
change as a result of the agreement. As can be seen from this last row, there is no
significant effect on labour in terms of need to change between sectors from the
agreement.
Impacts on EU trade flows
EU exports and imports for all sectors with the exception of water transport are expected
to increase (See Figure 2.11 and 2.12). As barriers to services trade by partner countries
are reduced, EU exports in almost all service sectors are estimated to increase, with
most services sectors experiencing an increase between 0.5-1.5 percent. Manufacturing
and agricultural exports on the other hand are not estimated to change significantly.
The sector with the most pronounced estimated changes in both exports and imports is
the finance sector. Most of the increase in exports and imports in this sector is due to
increased trade in the sector with Australia, Chinese Taipei, Israel, Japan, Mauritius,
New Zealand, and the USA (exports and imports with these countries increase by 1215 percent).
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Figure 2.11 Changes in EU sectoral exports (in %)

Source: CGE model estimates in this study.

Figure 2.12 Changes in EU sectoral imports (in %)

Source: CGE model estimates in this study.
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The EU’s most important export destination is the US37. Figure 2.13 shows the estimated
changes in the value of EU exports of different sectors to the US under experiment A
(changes in experiment B are very similar to those under experiment A, hence here we
only present results for experiment A). As can be seen from the graph, overall the value
of EU exports to the US is estimated to increase as there will be secured market access
due to reduction in overhang for EU exporters to the US market. The sectors with the
largest market expansion in absolute terms are estimated to be other transport and
finance, and to some extent insurance. These are the sectors, which following the water
transport sector, are assumed to have the highest trade cost equivalent reductions
(finance, followed by water transport, and to a lesser extent insurance). Looking at the
percentage change of EU sectoral exports to the US, export of water transport services
is expected to increase most, by about 22 percent, followed by other transport (14
percent), finance (15 percent). However, given the initial value of exports in finance
and other transport being much higher than in water transport, the market expansion
in these sectors is estimated to be higher. The share of water transport exports to the
US in the baseline is 0.1 percent in total exports, while finance is 5.8 and other transport
3.7 percent.
Figure 2.13 Market expansion of EU sectors in the US under experiment A

Source: CGE model estimates in this study.

Changes in environmental indicators
Next, we examine the estimated effects of TiSA on some environment factors coming
directly from the CGE model, which here we measure through the effects on natural

37

In 2015 fist most important export destination, and the second most important import partner (source:
European Commission).
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resource use intensity and CO2 emissions. The resulting effects on resource use in all
countries, as well as the changes in CO2-emissions are presented below in Table 2.4.
Please note that a more elaborate analysis of the impact of TiSA on the environment is
available in Chapter 4.
For most countries, changes in CO2 emissions are small. Overall, at world level, there
is an estimated 1.8 million MT increase in CO2 emissions under experiment A and 4.6
million MT increase under experiment B. The estimated changes in natural resources
stemming from TiSA are marginal with none of the countries expected to face a change
larger than 0.3 percent.
Table 2.4 Changes in environmental indicators
CO2 emissions, change in

Natural resource use intensity,

million MT 2025 benchmark

percent change 2025

year

benchmark year

experiment A

experiment B

experiment A

experiment B

Australia

0.1

0.1

0.1

0.1

Canada

-0.2

-0.3

0.0

0.1

Chile

0.0

0.0

0.0

0.0

Taiwan

0.5

0.5

0.0

0.0

Colombia

0.0

0.0

0.0

0.0

Costa Rica

0.0

0.0

0.0

0.0

European Union

0.6

-0.1

0.0

0.0

Hong Kong

1.0

1.1

-0.1

-0.2

Israel

0.1

0.1

0.1

0.1

Japan

0.3

0.3

0.0

0.0

Korea

0.1

0.1

0.1

0.1

Mauritius

0.1

0.1

0.3

0.3

Mexico

0.1

0.2

0.0

0.0

New Zealand

0.0

0.0

0.0

0.0

Norway

0.1

0.1

0.0

0.0

Pakistan

0.3

0.3

0.2

0.2

Panama

0.5

0.4

0.0

0.0

Peru

0.0

0.0

0.0

0.0

rest of EFTA*

0.0

0.0

0.0

0.1

Switzerland

0.1

0.0

-0.1

-0.1

Turkey

0.6

0.6

0.0

0.0

United States

-0.6

-1.3

0.0

0.0

TiSA participants

Other countries, regions
Brazil

-0.1

0.0

0.0

0.0

China

-0.2

1.0

0.0

0.0

Cambodia

0.0

0.0

0.0

0.0

India

0.0

0.1

0.0

0.0
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CO2 emissions, change in

Natural resource use intensity,

million MT 2025 benchmark

percent change 2025

year

benchmark year

experiment A

experiment B

experiment A

experiment B

Indonesia

0.0

0.0

0.0

0.0

Laos

0.0

0.0

0.0

0.0

Malaysia

-0.1

0.4

0.0

0.0

Morocco

0.0

0.0

0.0

0.0

Paraguay

0.0

0.0

0.0

0.0

Philippines

0.0

0.2

0.0

0.0

Russia

-0.1

0.0

0.0

0.0

Singapore

-0.1

-0.1

0.0

0.1

Thailand

-0.1

1.2

0.0

0.0

Uruguay

0.0

0.0

0.0

0.0

Vietnam

-0.1

0.4

0.0

0.0

EU neighbours

-0.3

-0.3

0.0

0.0

Rest of ASEAN

0.0

0.0

0.0

0.0

countries

-0.1

-0.1

0.0

0.0

Rest of world

-0.7

-0.5

0.0

0.0

lest developed

Source: CGE model estimates in this study.

TiSA and SMEs
Small and Medium sized Enterprises (SMEs) are significant contributors to the EU
economy. On average they represent 99 percent of all firms, and employ over 60
percent of all employees.38 When looking at SMEs in the services sector, also they
represent between 97 and 100 percent of all firms, depending on the sector. The only
exception is the programming and broadcasting services sector with a 91 percent share.
The larger part of the SMEs in the services sector are firms with 1 to 9 employees, on
average 92 percent. Almost 65 percent of all employees in the services sector work in
SMEs. Contrary to the share of firms that are SMEs, the share of persons employed in
SMEs differs significantly per sector. Large shares are for example seen in legal and
accounting activities (85 percent) and in real estate activities (87 percent). Very small
shares are observed for postal and courier activities and telecommunications (15 and
18 percent respectively). Yet, 99 percent of all firms in the latter two sectors are SMEs.
This could indicate that the few large firms in these two sectors are so large that they
employ the majority of all workers.

38

Eurostat, SBS database (2014).
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Table 2.5 SMEs in EU services sectors, 2014

# of
firms

Land transport
Water transport
Warehousing and support activities
for transportation
Postal and courier activities
Accommodation
Food and beverage service activities
Publishing activities
Motion picture, video and television
programme
production,
sound
recording and music publishing
activities
Programming
and
broadcasting
activities
Telecommunications
Computer
programming,
consultancy and related activities
Information service activities
Real estate activities
Legal and accounting activities
Activities
of
head
offices;
management consultancy activities
Architectural
and
engineering
activities
Scientific research and development
Advertising and market research
Other professional, scientific and
technical activities
Veterinary activities
Administrative and support service
activities
Repair
of
computers
and
personal/household goods

Persons
employe
d

Share of
people in
SMEs in
total
employmen
t in the
sector

906,021
20,589

Share
of
SMEs
in
total
firms
in the
secto
r
99%
98%

3,767,014
114,663

70%
51%

148,907

99%

1,336,429

49%

65,440
284,437
1,536,45
1
97,616

99%
97%

273,741
1,517,023

15%
62%

98%

6,937,809

83%

98%

532,044

59%

138,303

100%

289,912

69%

10,862

91%

81,128

33%

45,050

99%

180,542

18%

666,128

100%

2,167,957

67%

128,282
1,368,86
0
1,161,81
1

100%

401,962

74%

100%

2,483,689

87%

100%

3,015,636

85%

944,058

100%

1,974,010

80%

100%

2,156,763

70%

99%
100%

331,907
878,783

56%
78%

695,925

100%

863,540

79%

74,872
1,425,88
6

100%

215,244

94%

100%

6,973,561

49%

204,336

97%

364,626

88%

1,001,44
2
55,677
300,082

Source: Eurostat, SBS database.

Data on services trade by company size class are still limited, and the extent to which
international trade in services is important for SMEs is therefore difficult to show in
detail. Data from a pilot survey in six EU Member States (the Czech Republic, Denmark,
Estonia, Luxembourg, Austria and Poland), showed that in 2011, small and medium
sized enterprises were responsible for the largest share of trade in services in small
countries (Estonia and Luxembourg), while in larger economies, their contribution was
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less than half of the total value of exports.39 It is thus clear that it is not only large
companies that are involved in services trade, but that also SMEs play an important
role. There are also many examples of successful international small companies (e.g.
the so-called “born globals”), such as high-tech companies in the field of engineering,
design and computer software.
SMEs can be involved in international trade both directly and indirectly. Direct trade has
been facilitated in recent decades by the internet, e.g. through online sales. Indirectly
they can be involved in trade e.g. by selling to local exporters, or by using foreign
platforms for conducting their business locally (e.g. Uber).40
It is well known that SMEs in general have difficulties to find information on (and comply
with) relevant regulations and procedures when exporting. Compared to large firms they
often lack the time and resources to deal properly with this challenge. This is even more
apparent for SMEs active in services sectors. Compared to manufacturing the services
sector is more regulated.41 While the evolution of the e-commerce sector has provided
more opportunities for cross-border trade, it also brings additional risks such as fraud
or different fiscal regulations.42
Besides the struggle to find the right information, services SMEs face the burden of
(potentially) changing trade measures. As explained earlier the current applied trade
measures by TiSA participants are not necessarily as restrictive as the trade measures
bound under GATS. Countries can lower or heighten their trade measures as long as
they do not exceed this bound measure. This uncertainty of whether or not a country
might increase its trade barriers just before exporting is even more severe for SMEs
than for large firms. Whereas large firms could often still manage to find a way around,
for SMEs this could make the difference between exporting and not exporting. The
European Community Shipowners’ Association (ECSA) has pointed this out for the water
transport services sector.43 The majority of firms in the sector are SMEs, however,
because of their size they find it difficult to be locally present in other countries. A
sudden increase in current barriers, which is not uncommon in the sector, makes this
even more difficult. According to ECSA, a legal framework where current barriers are
bound would be a first step towards improvement. Some studies have indeed pointed
out that SMEs are mostly affected by restrictions in mode 1 and mode 4, and that they
would benefit from binding regulations.44
Binding the current applied measures, as is provisioned in TiSA, is therefore of
significant importance for SMEs. Although the specific trade barrier itself would not be
removed – and would thus still form a hurdle for SMEs when exporting or being locally
present – there is no longer uncertainty around the restrictiveness of the barrier and
whether it might be increased again. In addition to a decrease in uncertainty, SMEs
would also benefit from an increase in transparency regarding the current rules and
regulations. As most risks come from hidden/unknown barriers, increased transparency

39

40

41
42
43
44

http://ec.europa.eu/eurostat/statisticsexplained/index.php/Services_trade_by_enterprise_characteristics_-_STEC.
Nordås, Hildegunn Kyvik. Services SMEs in International Trade: Opportunities and Constraints.
E15Initiative. Geneva, available at: http://www.ictsd.org/sites/default/files/research/E15-ServicesNordas%20FINAL.pdf.
http://tradepacts.com/index.php/2016/10/18/international-trade-rules-forging-new-markets-for-smes/.
Adlung, R. and Soprana, M. 2013. SMEs in services trade – a GATS perspective.
Interview with ECSA.
WTO. SMEs: How to integrate them into the international trade framework. – Case for the Model WTO
2017;
World Trade Organization. (2016). World Trade Report 2016: Levelling the trading field for SMEs;
Persin, D. (2011). Market Access for Small versus Large Service Enterprises: The Preferential and
Multilateral Trade Liberalization Tracks Compared. Journal of World Trade, 45(4), 785-819.
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could reduce this risk and SMEs are better able to calculate upfront the costs of
exporting.45
While the overall economic expected impacts of TiSA are rather small, the increase in
certainty and transparency are still an improvement for SMEs. Although it will likely not
result in a large direct increase in SMEs exporting, it is a first step towards considering
exporting. As indicated above, they could also benefit indirectly, as the firms where
SMEs supply their products to, see an increase in their exports and demand more inputs.

Summary of results
In this section we provided estimates on the economic impact of TiSA using computable
general equilibrium modelling. It should be noted that due to data limitations, the
quantitative analysis of impacts of TiSA in this study does not include direct modelling
and estimation of mode 3 and 4 services trade, although we link overall restrictions (in
all modes) with cross-border trade. Given these limitations, the analysis is not able to
fully capture the impacts of TiSA, but provides a best estimate. We assumed that
participating countries would set binding level of services barriers at current market
access levels. The foreseen policy changes are estimated to affect the participating
economies, although the magnitude of the effects are not very pronounced.
The estimated impact for the EU in terms of real national income effects is about 0.1
percent. In addition, most TiSA participants are expected to attain only a small rise in
their national income, although there is some heterogeneity among countries. Real
national income increases for TiSA participant countries are estimated to be mostly
around 0.1 percent. The countries that are estimated to gain the most from TiSA are
those for which services sectors are relatively more important, most importantly Hong
Kong (with 1.2-1.4 percent increase in real national income) and Mauritius (with about
half percent increase in real national income).
The estimated changes in real wages follow the trends of expected changes in real
national income. Workers in the EU are estimated to benefit from a 0.1 percent increase
in their real wages. Furthermore, real wages for most other countries are expected to
increase by less than half percent, with the exception of Mauritius, Hong Kong again
estimated to gain more.
With TiSA, aggregate exports and imports of the EU are estimated to increase by about
0.2 percent under both experiments. The change in the value of aggregate exports and
imports for most of other countries is at or below 0.5 percent. Nevertheless a few
countries which undertake higher reduction in binding overhang or for which the services
sectors account for higher share in trade flows, are expected to have higher increases
in their exports and imports, with the highest increase being 2.7 percent in Mauritius’
export under experiment B.
At sectoral level, there is an estimated small but positive impact on most EU services
sectors, with insurance expected to expand most in relative terms. The sector in the EU
which is estimated to contract most, albeit also only marginally, is the water transport
sector. However overall, given the assumed relatively modest reduction of services
barriers (uncertainty), the resulting impact in most economies at the aggregate level is
positive but marginal. The estimated changes in environmental indicators are also
marginal, with at world level an estimated 1.8 million MT increase in CO2 emissions
under experiment A and 4.6 million MT increase under experiment B.

45

http://tradepacts.com/index.php/2016/10/18/international-trade-rules-forging-new-markets-for-smes/.
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3. Social analysis
Overall approach
Before discussing the findings of our social impact assessment for TiSA, in this section
we outline our approach to the analysis. At its core, the approach of the social impact
analysis combines both quantitative and qualitative methods. This approach provides a
good balance between CGE modelling outcomes and explanation of these outcomes for
specific areas through case studies.
Welfare at the micro-level can be influenced by changes on the expenditure side of
households (e.g. changes in the level of consumption) as well as changes on the income
side (e.g. changes in wages). The two elements combined provide a basis for
determining the state of welfare for individuals. However, welfare is also determined by
institutional elements such as human rights, labour market status (e.g. regulations
concerning employment contracts, unemployment levels and unemployment benefits)
and inequality within a country. Therefore such elements is also taken into account in
the social analysis.
The approach of the social analysis is based on a two-level assessment. The first level
is an overall analysis of the impact of the agreement for all TiSA participants, where
impact is assessed according to a number of specific indicators. On the basis of the first
findings at this aggregate level, five topics for case studies at a lower, micro-level are
identified. In these case studies, a more in-depth analysis of the impact of TiSA on
specific social indicators in a specific TiSA participant is conducted.
The content of this chapter is structured as follows:






Baseline analysis (Section 3.2). Based on key social indicators for each TiSA
participant, the baseline is presented, i.e. an overview of the current situation
without any impact estimations. Next to the quantitative approach, we conduct a
qualitative analysis of the implementation of the ILO core conventions and discuss
situation in the countries that have a Decent Work Programme;
Quantitative impact (Sections 3.3.1 till 3.3.3). Based on key CGE results related
to social indicators (e.g. wages, employment reallocation, consumer prices) we
estimate the impacts of TiSA on the EU and the other participants;
Case studies (Sections 3.3.4 till 3.3.9). Based on the linkages between social
issues and the CGE modelling results, five topics have been selected for further
analysis in (qualitative) case studies;
Human rights impact (see Section 3.4). In a separate section, we specifically
focus on the expected impact of TiSA on human rights.

Baseline analysis
3.2.1. Quantitative baseline analysis
For the quantitative baseline analysis, the topics of employment, wages, social
protection, social dialogue and poverty & inequality are covered. For each of these
topics, between two to five indicators are available, such as statistics on unemployment,
union density rate, gender wage gap, etc. Most of the indicators are sourced from the
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Key Indicators of the Labour Market (KILM) and ILOSTAT or ILO social protection
databases.46
The definition of the indicators is included in Table 3.1 below.
Table 3.1 Overview of the social analysis indicators
Topic
Employment

Indicators
Employment
services

in

Unemployment
duration
Unemployment,
total

Unemployment,
females

Unemployment,
youth

Wages

Minimum wage

Gender wage gap

Social
protection

Normal
weekly
hours limit

Minimum
leave

46

Indicator description
The share of employment in the
service sector, compared to total
employment.
Share of unemployment of a
duration of less than 6 months,
compared to total unemployment.
The proportion of the labour force
that does not have a job and is
actively looking and available for
work.
The proportion of females of the
female labour force that does not
have a job and is actively looking
and available for work.
The proportion of youth (15-24) of
the youth labour force that does not
have a job and is actively looking
and available for work.
Monthly minimum wage, converted
to EUR.

The difference between wages of
males and females. This is an
indicator for rights at work.
The limit for normal weekly hours of
working time. This is an indicator
for social protection (institutional).

annual

Right to leave in terms of working
days. This is an indicator for social
protection (institutional).

Public
social
security
expenditures
Unemployed
receiving

Public social security expenditure as
a percentage of GDP. This is an
indicator for social protection.
The percentage of unemployed
receiving benefits. This is an
indicator for social protection.

Sources
KILM

KILM

KILM

KILM

KILM

ILO
(working
conditions
laws report)
ILOSTAT

ILO
(working
conditions
laws report)
ILO
(working
conditions
laws report)
ILO
social
protection
database
ILO
social
protection
database

Some countries lack data for every indicator; in such cases it will be listed as n/a. In addition, data are
sometimes not available for the same year for each country. It should be noted that the EU is not a
member of ILO as such, such that direct comparisons cannot be made.

52 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
Topic

Social
dialogue

Poverty
&
Inequality

Indicators
unemployment
benefits
Trade
union
density rate

Indicator description

Sources

The presence of trade unions. This
is an indicator for promoting social
dialogue.

Collective
bargaining
coverage rate

The number of people covered by
collective agreements. This is an
indicator for promoting social
dialogue.
The share of the population living
below the national poverty line.
Normalized value representing the
inequality of income between
people.

OECD
labour
market
statistics
ILOSTAT

Poverty
headcount
Gini coefficient

WDI
KILM

Table 3.2 provides the quantitative outcome of the baseline analysis and reports both
on the value and the rank. A country obtains the rank ▲ for an indicator in case they
belong to the top 33 percent of all 23 TiSA participants, ▬ in case they are in the middle
range and ▼ in case they are in the lowest tier.47 It should be noted that there are no
social indicators at EU-level from the databases. In Table 3.2 we present the value range
for each indicator (minimum to maximum), while in Table 3.3 we present the values for
the individual Member States.48
The baseline experiment indicates the current state of specific indicators in a country.
Below we provide the most interesting facts:49








47
48
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Employment: Chile, Colombia, Mauritius and Turkey are in the bottom 33% for
almost every indicator, while Hong Kong, Norway, Iceland, Korea and Peru score
average to good;
When looking at wages, Australia and Iceland have the highest minimum wages
outside the EU (Luxembourg has the highest of all EU MS), while the lowest
minimum wage can be found in Pakistan (less than €86). Countries with the
highest gender wage gap are Pakistan, Israel and Korea, while the lowest wage
gaps are reported for Turkey, Panama and Costa Rica;
Social protection: Countries that score lowest (based on average ranking for the
four indicators) concerning social protection are Mexico, Costa Rica and Colombia;
Australia, Norway, Switzerland and New Zealand rank relatively high on average;
To assess performance on social dialogue is impossible, given that collective
bargaining rate is not available for many countries. However, combined with the
trade union density rate, results show that Colombia, Chile, Peru, Korea, Turkey
and the US are at the lowest tier (bellow 33%). Canada, Mauritius and Norway are
among the top performers on both indicators;
Poverty & Inequality are assessed using poverty headcount and the Gini
coefficient. Unfortunately, for a number of countries these indicators are not
available (for 15 out of 23 TiSA parties data for one or both indicators is not
available). With the data that is available we can see that Colombia, Mexico, Costa

For detailed explanation of the ranking of these social indicators, see Annex C.
As Liechtenstein is a not an ILO member, no information could be included for this country (N/A in the
table).
As there are significant differences in the EU, the observations relate to the other participants.
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Rica, Panama and Peru have low scores when it comes to these indicators. Based
on the Gini coefficient, Japan and Norway show the lowest inequality levels.
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Table 3.2 Issues and effects by country – Baseline value indicators
Baseline value indicators
Wages

Employment
Employment in
services

Unemployment
duration

Unemployment, total

Unemployment,
females

Unemployment, youth Minimum w age in EUR

Gender w age gap

Country

Value

Value

Rank

Australia

70%

62%

6%

6%

13%

1.766

n/a

n/a

Canada

78%

75%

7%

7%

13%

1.212

24,7

Chile

67%

56%

Chinese Taipei

59%

n/a

Colombia

64%

74%

10%

13%

19%

179

8,8

Costa Rica

68%

72%

8%

11%

19%

360

6,6

European Union

45%-86%

Rank

n/a

Value

Rank

n/a

Value

Rank

Value

Rank

Value

6%

7%

16%

4%

4%

12%

16%-62%

n/a

5%-26%

n/a

n/a

3%

n/a

5%-31%

n/a

8%-58%

Value

Rank

279
n/a

n/a

n/a

n/a

n/a

n/a

184-1.923

n/a

5-42

734

n/a

28,6

n/a

33,8

80%

Iceland

77%

65%

5%

5%

11%

1.678

Israel

80%

64%

6%

6%

11%

1.022

Japan

69%

48%

4%

3%

7%

1.147

Korea

70%

93%

4%

3%

10%

Liechtenstein

n/a

Mauritius

64%

Mexico

62%

92%

5%

5%

10%

92

New Zealand

73%

59%

6%

6%

15%

1.429

Norw ay

77%

64%

3%

3%

8%

Pakistan

34%

23%

5%

9%

9%

Panama

65%

n/a

n/a

4%

6%

11%

327

2,2

Peru

76%

n/a

n/a

4%

5%

9%

188

20,4

Sw itzerland

74%

42%

5%

5%

9%

Turkey

52%

66%

9%

11%

18%

360

-0,2

United States

81%

67%

6%

6%

14%

917

21,6

n/a

n/a

74%

n/a
8%

n/a

n/a
12%

9%

n/a

Hong Kong C hina

n/a

3%

Rank

n/a

n/a
21%

n/a

n/a

32
n/a

113

n/a

n/a

n/a

29,7
n/a

n/a

30,8
n/a

86

n/a

n/a

29,2

819
n/a

n/a

11,7
37,1

n/a

23,2
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Baseline value indicators
Social Dialogue

Social Protection
Normal weekly hours
limit

Minimal annual leave

Public social security
expenditure

Unemployed receiving
unemployment
benefits

Trade union density
rate

Collective bargaining
coverage rate

Country

Value

Australia

38

20

20%

52,7

17,0

34,7

Canada

40

10

18%

40,5

27,2

Chile

45

15

10%

29,9

15,3

Chinese Taipei

n/a

10%

15,8

n/a

Colombia

48

10%

n/a

n/a

n/a

n/a

10,3

11-91

n/a

6-67

Costa Rica
European Union
Hong Kong C hina

Rank

n/a

Value

n/a

Rank

n/a

10

48

10

Value

Rank

15%
n/a

Value

Rank

Value

Rank

n/a

Poverty and inequality

Value

Rank

Poverty headcount

GINI coefficient

Value

Rank

Value

n/a

n/a

35%

26,6

n/a

n/a

33%

9

14%

52%

n/a

n/a

n/a

n/a

n/a

29%

11-96

n/a

6%-14%

n/a

25%-39%

22,2

n/a

n/a

n/a

n/a

43%

2,3

11,8

n/a

n/a

n/a

56%

22%

51%

35-48

n/a

20-28

n/a

14%-34%

n/a

n/a

n/a

n/a

5%

82,6

n/a

n/a

n/a

n/a

n/a

n/a

n/a

n/a

16%

29,4

32,8

n/a

n/a

n/a

n/a

39%

16,9

n/a

Rank

n/a

Iceland

40

Israel

n/a

Japan

40

8

24%

21,5

17,8

n/a

n/a

n/a

n/a

25%

Korea

40

15

9%

45,5

9,9

n/a

n/a

n/a

n/a

32%

Liechtenstein

n/a

n/a

n/a

n/a

n/a

n/a

n/a

Mauritius

40

n/a

n/a

n/a

Mexico

24

n/a

n/a

17

n/a

n/a

1,2

48

6

7%

n/a

New Zealand

40

20

22%

Norway

40

21

23%

Pakistan

n/a

2%

n/a

n/a

n/a

n/a

n/a

22%

30%

Panama

48

21

7%

n/a

n/a

20,0

n/a

n/a

26%

52%

Peru

48

21

7%

n/a

n/a

4,0

0,7

23%

Switzerland

45

20

19%

61,9

16,2

39,8

n/a

Turkey

45

12

United States

40

n/a

n/a

n/a

n/a

n/a

n/a

n/a

n/a

n/a
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n/a

n/a

n/a

n/a

n/a

n/a

n/a

21,9

9,9

n/a

13,6

8,2

53%

32,9

19,4

14,6

n/a

n/a

36%

61,8

53,5

70

n/a

n/a

26%

n/a

n/a

13%

7,7

4,5

n/a

20%

26,5

10,8

11,7

n/a

47%

48%
n/a

18%
n/a

34%
40%

n/a

41%

n/a
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Table 3.3 Baseline value indicators – EU Member States
Employment
Country

Wages

Social Protection

Employment in Unemployment Unemployment Unemployment Unemployment
Gender wage Normal weekly
Minimum wage
services
duration
total
females
youth
gap
hours limit

Social Dialogue

Minimal
annual leave

Public social
security
expenditure

Unemployed
receiving
unemployment
benefits

Poverty & Inequality

Trade union
density rate

Collective
bargaining
coverage rate

Poverty
headcount

GINI
coefficient

Austria

70%

53%

5%

5%

9%

No min. w age

38,1

40

25

30%

91%

27%

79%

n/a

29,2

Belgium

77%

34%

9%

8%

24%

1.502

22,7

38

20

30%

80%

55%

n/a

n/a

33,0

Bulgaria

63%

23%

12%

11%

26%

184

19,3

40

20

18%

26%

n/a

n/a

11%

28,2

Croatia

62%

25%

17%

17%

46%

396

10,0

40

20

22%

20%

n/a

n/a

11%

33,7

Cyprus

80%

34%

16%

15%

36%

No min. w age

18,2

n/a

n/a

22%

79%

n/a

66%

n/a

n/a

Czech Republic

59%

36%

6%

8%

17%

332

21,6

40

20

20%

21%

13%

37%

n/a

25,8

Denmark

78%

59%

7%

7%

12%

No min. w age

n/a

40

25

33%

77%

67%

96%

n/a

24,7

Estonia

66%

40%

8%

7%

17%

390

n/a

40

20

15%

28%

6%

11%

n/a

36,0

Finland

74%

62%

9%

8%

19%

No min. w age

21,9

40

20

31%

59%

69%

67%

n/a

26,9

France

76%

38%

10%

10%

24%

1.458

18,6

35

25

34%

56%

8%

n/a

n/a

32,7

Germany

70%

40%

5%

5%

8%

1.473

20,5

n/a

20

29%

88%

18%

53%

n/a

28,3

Greece

72%

16%

26%

31%

54%

684

23,3

n/a

n/a

32%

16%

21%

n/a

n/a

34,3

Hungary

65%

32%

8%

8%

21%

333

21,1

40

20

21%

31%

11%

17%

n/a

31,2

Ireland

75%

26%

12%

10%

26%

1.462

n/a

n/a

20

22%

85%

30%

n/a

n/a

34,3

Italy

70%

26%

13%

14%

44%

No min. w age

n/a

40

20

30%

56%

37%

73%

n/a

36,0
34,8

Latvia

69%

36%

10%

9%

19%

360

16,8

40

20

14%

20%

n/a

16%

6%

Lithuania

66%

36%

11%

10%

22%

300

n/a

40

20

15%

22%

n/a

n/a

n/a

37,6

Luxembourg

86%

53%

6%

7%

16%

1.923

13,2

40

25

23%

44%

33%

61%

n/a

30,8

Malta

77%

38%

6%

6%

14%

720

23,9

48

24

19%

87%

n/a

35%

n/a

n/a

The Netherlands

75%

40%

7%

7%

11%

1.502

42,4

n/a

20

31%

62%

18%

n/a

n/a

30,9

Poland

58%

44%

9%

10%

24%

410

15,0

n/a

n/a

18%

17%

13%

11%

11%

32,7

Portugal

70%

26%

14%

14%

37%

589

16,4

40

22

28%

42%

21%

26%

n/a

38,5

Romania

45%

39%

7%

6%

25%

218

9,9

40

20

15%

36%

n/a

n/a

14%

27,4

Slovakia

61%

20%

13%

14%

31%

380

24,1

40

20

18%

11%

17%

n/a

n/a

26,0

Slovenia

60%

29%

10%

10%

21%

791

4,6

40

20

25%

31%

23%

n/a

n/a

31,2

Spain

76%

32%

25%

26%

58%

757

23,0

40

21

26%

47%

18%

59%

n/a

34,7

Sw eden

79%

61%

8%

8%

23%

No min. w age

n/a

40

25

30%

28%

68%

n/a

n/a

25,0

United Kingdom

79%

48%

6%

6%

17%

1.379

36,0

48

28

28%

63%

25%

30%

n/a

36,0

Note: Table 3.3 displays the same indicators as Table 3.2 for EU Member States. For all indicators except for the minimum wage (in euros) and public social security
expenditure, the same sources were used in both tables. For the two identified indicators, Eurostat was found to be more reliable and available.
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3.2.2. Qualitative baseline analysis
A number of baseline indicators lend themselves less easily to the quantitative analysis.
Among this is the conditions under which workers are employed; this section will
therefore discuss the implementation of Decent Work Programme and the ILO
Fundamental Conventions. For each of the three countries that have a Decent Work
Programme in place (Chile, Costa Rica, and Pakistan - see Table 3.4),50 the reported
status and progress are reviewed. With respect to the ILO fundamental conventions, we
report on ratifications of the conventions (see Table 3.4), as well as include any relevant
remarks from the ILO Committee of Experts on the Application of Conventions and
Recommendations (CEACR). Thus we identify any relevant issues with respect to ILO
conventions currently present. We focus on indicators relevant for ratification and
implementation of the core labour standards.
The ILO's Governing Body has identified eight conventions as "fundamental", covering
subjects that are considered as fundamental principles and rights at work, i.e. freedom
of association and the effective recognition of the right to collective bargaining; the
elimination of all forms of forced or compulsory labour; the elimination of discrimination
in respect of employment and occupation; and the effective abolition of child labour.
The eight fundamental conventions are:
1. Freedom of Association and Protection of the Right to Organise Convention, 1948
(No. 87);
2. Right to Organise and Collective Bargaining Convention, 1949 (No. 98);
3. Forced Labour Convention, 1930 (No. 29);
4. Abolition of Forced Labour Convention, 1957 (No. 105);
5. Minimum Age Convention, 1973 (No. 138);
6. Worst Forms of Child Labour Convention, 1999 (No. 182);
7. Equal Remuneration Convention, 1951 (No. 100);
8. Discrimination (Employment and Occupation) Convention, 1958 (No. 111).
Table 3.4 shows that all TiSA participants have ratified two or more ILO Fundamental
Conventions, and next to this three countries have defined a Decent Work Programme.
The ratification of Conventions may give a good impression of a country’s theoretical
labour standards, however, the actual implementation of the Conventions may diverge.
In the section below we illustrated this for a number of countries, using both general
available information and if available relevant remarks from the ILO CEACR.

50

Decent Work Country Programmes have been established as the main vehicle for delivery of ILO
support to countries, and are only available for a limited number of countries of which three currently
participate in TiSA, see: http://www.ilo.org/public/english/bureau/program/dwcp/index.htm.
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Table 3.4 Ratification of Fundamental Conventions and Decent Work Programme per
country
Ratification of ILO’s Fundamental Conventions
Freedom
of

Forced

Child

Work

labour

Programm

Discriminatio

labour

n

Decent

e

association
Country

C08

C09

C02

C10

7

8

9

5

Australia

✓

✓

✓

✓

✓

✓

Canada

✓

✓

✓

✓

✓

Chile

✓

✓

✓

✓

✓

✓

✓

✓

Chinese

✓
✓

C100

C111

C13

C18

8

2
✓
✓

✓

✓

✓

Taipei*
Colombia

✓

✓

✓

✓

✓

✓

✓

✓

Costa Rica

✓

✓

✓

✓

✓

✓

✓

✓

EU

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

Iceland

✓

✓

✓

✓

✓

✓

✓

✓

Israel

✓

✓

✓

✓

✓

✓

✓

✓

Japan

✓

✓

✓

✓

✓

Hong

Kong

✓

China

✓

Korea

✓

✓

✓

✓

Liechtenstein*
*
Mauritius

✓

Mexico

✓

New Zealand

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

Norway

✓

✓

✓

✓

✓

✓

✓

✓

Pakistan

✓

✓

✓

✓

✓

✓

✓

✓

Panama

✓

✓

✓

✓

✓

✓

✓

✓

Peru

✓

✓

✓

✓

✓

✓

✓

✓

Switzerland

✓

✓

✓

✓

✓

✓

✓

✓

Turkey

✓

✓

✓

✓

✓

✓

✓

✓

United States

✓

✓

✓

*Since 1971 no member of ILO.
**Not a member of ILO.

ILO’s Fundamental
implementation

Conventions:

a

few

examples

of

ratification

and

We will take a closer look at the situation of two types of countries; (1) countries that
have the least ratified conventions (United States, Chinese Taipei and Korea, as well as
Liechtenstein since it is not an ILO member; (2) Pakistan as a special case, which has
ratified all conventions, but did not fully embed them in the national law. These five
countries further comply with the requirements that the country implementation
literature study should provide a good socio-economic –and geographic spread.
Chinese Taipei
Before the replacement in the ILO by the People’s Republic of China in 1971, Chinese
Taipei had ratified four of ILO’s Fundamental Conventions, namely Convention No. 98,
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No. 100, No. 105, and No. 111.51 Despite the ratification of these four Fundamental
Conventions and the fact that many improvements have been achieved over the last
years, a number of issues seem to remain. For instance, regarding the Right to Organise
and Collective Bargaining Convention (No. 98), several categories of employees are
hindered from forming and joining unions52, collective bargaining is not mandatory and
strikes can be impeded either by law or in practice by long and complex procedures
which involve mandatory dispute settlement mechanisms.
As for the Abolition of Forced Labour Convention (No. 105), the non-application of the
Labour Standards Law to large groups of migrants leaves them unprotected against
violations of their rights. Furthermore, trafficking of persons for the purpose of forced
labour or prostitution is known to take place.53 Similarly, whereas the Conventions on
discrimination (No. 100 and 111) tend to be followed relatively closely, gender
discrimination regarding promotion, equal pay and access to employment remain.
Lastly, as the Child Labour Conventions (No. 138 and 182) were developed after 1971,
Chinese Taipei was not able to ratify these. Despite this technical barrier, the provisions
outlined in these conventions are followed.
Korea
Korea has ratified four of the eight Fundamental Conventions. None of the ratified
Fundamental Conventions concern trade union rights or forced labour, which is reflected
in some problematic practices in Korea. Current Korean laws and practices related to
internationally recognised labour rights are largely consistent with relevant international
standards54 and significant progress has been made regarding the freedom of
association through the recognition of trade union pluralism and the Right to Unionise
for Undocumented Migrants.55 However, Korea’s labour law still has some
shortcomings.56 Deterioration of labour rights happened as trade unions in public
services as well as the teachers’ union, lost their registration.57 Moreover, the
government can nullify collective agreements and deny dismissed workers trade union
membership. A recent illustration of a shortcoming in Korea’s trade union rights is the
arrest of the President of the Korean Confederation of Trade Unions on charges of
obstruction. 58
Regarding the ratified Fundamental Conventions, CEACR has published several
Observations and Direct Requests over the last years. For example, in 2015, the
Committee published an Observation regarding Convention No. 111 with an urgent
request to take immediate measures to ensure that teachers enjoy protection against
discrimination based on political opinion.59

51

52
53
54
55

56

57

58

59

International Trade Union Confederation, Report for the WTO General Council Review of the Trade
Policies of Chinese Taipei, Geneva, 5 and 7 July 2010.
Abraham Gerber, “Coalition calls for easing union limits”, In Taipei Times, 23 October 2015.
Office to Monitor and Combat Trafficking in Persons of the US State Department, “Taiwan”.
Republic of Korea, “Labour Rights Report”, September 2011.
International Trade Union Confederation, “Korea: Supreme Court Affirms Right to Unionise for
Undocumented Migrants”, 25 June 2015.
International Trade Union Confederation, “Internationally Recognised Core Labour Standards in the
Republic of Korea”, Report for the WTO General Council Review of the Trade Policies of Korea, 8 and 10
October 2008.
IndustriAll Europe, “EU – Korea Free Trade Agreement, Labour: Some Problematic Practices in Korea”,
Policy Brief 2014-05.
International Trade Union Confederation, “Korea: Imprisonment of KCTU President a Travesty of
Justice”, 4 July 2016.
International Labour Organization, “Observation (CEACR) on Discrimination (Employment and
Occupation) Convention, 1958 (No. 111)”, adopted 2014, published 104th ILC session 2015.
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Liechtenstein
Liechtenstein is not a member of the ILO and has therefore not ratified any of ILO’s
Fundamental Conventions.60 Despite the absence of its membership, Liechtenstein has
introduced laws in all the areas covered by the eight Fundamental Conventions61 and
has comparable labour conditions as the EU Member States.62
United States
Of the eight Fundamental Conventions, only two have been ratified by the US: No. 105
and No. 182. A third convention on discrimination has been submitted to the Senate for
consent during the Bill Clinton Presidency63. The fact that other conventions have not
been ratified seems to contradict the obligation that the US has to “respect, promote
and realise” the principles of the ILO Declaration as a member of the ILO. However, ILO
supervisory bodies attach more value to the actual situation of labour standards. As a
consequence, the distinction between political commitment and meeting legal
obligations is somewhat blurred. Ratification of the other five conventions has not been
considered since such ratification would require extensive revisions to US state and
federal labour laws. Furthermore, the review process prior to ratification is lengthy and
complex.64
In 2014 the CEACR observed that a significant number of children under 18 years were
employed in agriculture under dangerous conditions, including long hours and exposure
to pesticides, with risk of serious injury.65 The Committee accordingly called on the US
Government to take measures to ensure that children under 18 are only permitted work
in agriculture when health and safety is adequately protected. The CEACR also checks
the conformity of US State Law. In a direct request regarding strikes, the CEACR has
urged the US government to bring North Carolina General Statutes into conformity with
the ILO convention to ensure that penalties of compulsory labour cannot be imposed for
participation in a strike.66
Pakistan
Pakistan has ratified all eight Fundamental Conventions and aims to bring national
labour laws in conformity with the ILO Conventions67, which is already partly established
with the Labour Policy 201068. Furthermore, employers’ and workers’ organisations are
actively engaged in the consultative process with the government on gender
participation in labour market and the women labour force participation rate is rising
gradually in Pakistan.
However the ILO’s CEACR has made many comments since the 1990s, in the form of
direct requests and observations, with regards to the application of international labour
standards, indicating that violations of labour rights and standards are still prevalent.
For example in 2014, the CEACR expressed it concerns on the implementation of ILO
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European Commission against Racism and Intolerance, “ECRI Report on Liechtenstein (fourth
monitoring cycle)”, 19 February 2013.
International Trade Union Confederation, “Core Labour Standards in Switzerland and Liechtenstein”,
Report for the WTO General Council’s Examination of the Trade Policies of Switzerland and
Liechtenstein, 15-17 December 2008.
Liechtenstein UPR 2nd cycle, Response of the Government of Liechtenstein to the recommendations
made during its second cycle universal periodic review (UPR), given on 30 January 2013.
United States Department of Labor: "International Labor Standards and the ILO".
Under a tripartite agreement between the US Government, the American Federation of Labour and
Congress of Industrial Organizations (AFLCIO) and the United States Council for International Business
(USCIB), no ILO convention will be forwarded to the US Senate for ratification if such ratification would
require any changes in US federal and state laws.
International Labour Organization, “Observation (CEACR) on Worst Forms of Child Labour Convention,
1999 (No. 182)”, adopted 2014, published 104th ILC session 2015.
International Labour Organization. “Direct Request (CEACR) on Abolition of Forced Labour Convention,
1957 (no. 105)”, adopted 2013, published 103rd ILC session 2014.
International Labour Organization, “International labour standards”.
Government of Pakistan, “Labour Policy 2010”, 2010.
June 2017

61

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
Fundamental Convention No. 29 (Forced Labour Convention, 1930), and requested the
Pakistani government to pursue its efforts to prevent and combat trafficking in persons,
and to provide victims of trafficking with appropriate protection and services.69
Furthermore, literature suggest that although there is no provision in any Pakistani
labour law which goes against Conventions No. 100 and No. 101, these laws do not
contain any single provision indicating equal remuneration for equal value of work for
both men and women as committed by Pakistan in Convention 100.70 Similarly, Pakistani
labour law does not explicitly mention the prohibition of discrimination in respect of
employment and occupation for both sexes.
Decent Work71
This section will describe the decent work programme for the TiSA partners which have
set up an official ILO DWP.
Chile
The decent work agenda of Chile focusses on four thematic areas; child labour, youth
employment, gender equality, and safety and health at work.72 Gender equality is an
especially stringent issue; although women employment has increased in Chile, this
remains rather low compared to the average in Latin America (45.6% in Chile versus
more than 52% in the rest of Latin America). Women also had a higher unemployment
rate (8.2%) than men (6.2%) in 2013. Similarly, the wage gap between women and
men persists in all occupational sectors, reaching a difference of an average 26.6% in
favour of men. Moreover, women still experience barriers at the workplace which are
mainly related to the inflexibility of production structures and social practices, which for
instance are strengthened by stereotypes and roles of women and men73.
Costa Rica
The thematic focus areas of the Costa Rican Decent Work Programme were selected on
the basis of a tripartite meeting. This resulted in the choice for the promotion of
compliance with national and international labour laws, social dialogue, and the
expansion and strengthening of social protection.74
Costa Rica seems to encounter several problems regarding its decent work agenda. The
economic crisis of 2008 has had an enormous impact on the unemployment rate in
Costa Rica. Although the employment has increased since, this increase has been too
small to solve the unemployment problem. Women in particular were hit hard by the
economic crisis and gender inequality remains in place. The implementation of general
solutions that would achieve a better balance between work and family, such as care
centres and strategies to improve the economic development of women, are seen as
key to achieving more gender equity.
Youth unemployment remains another major issue in Costa Rica. Young people have
historically suffered greater unemployment and underemployment compared to the
national average. Even if they have work experiences the periods of unemployment are
longer. Finally, the match between supply and demand has been insufficient on the
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International Labour Organization, “Direct Request (CEACR) on Forced Labour Convention, 1930 (No.
29)”, adopted 2013, published 103rd ILC Session 2014.
Muhammad Javaid Iqbal, “ILO Conventions and Gender Dimensions of Labour Laws in Pakistan”, A
Research Journal of South Asian Studies, 30(1), January – June 2015, pp. 257-271.
Reported status and progress for countries with a decent work programme: Chile, Costa Rica and
Pakistan.
International Labour Organisation. Decent Work Country Programme – Costa
http://www.ilo.org/public/english/bureau/program/dwcp/download/chile.pdf.
http://www.onu.cl/onu/tag/trabajo-decente/.
International Labour Organisation, ‘Programa de Trabajo Decente de la República de Costa Rica:
Gestión, seguimiento y evaluación 2013-2017’.
http://www.ilo.org/public/english/bureau/program/dwcp/download/costarica.pdf.
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labour market, which is partly due to lack of information. Therefore, a new system has
been developed to improve this issue, for instance by keeping track of trends in order
to improve the linkage between vacancies and job seekers.75
Pakistan76
In 2006 a Decent Work Task Force was constituted to monitor the progress of Pakistan’s
decent work programme. In 2014 an evaluation was conducted on the progress of the
decent work programme of the period 2001 to 2013.
The evaluation shows that poverty has declined consistently in the last 13 years, and
while inequality initially rose in the first seven years, it fell subsequently. There has
been some progress in terms of adequate earnings and productive work - the average
hourly earnings increased across all occupations. Also employment opportunities for
youth improved; although still high (31% in 2012-2013) the proportion youth who are
neither in education nor in employment declined over time. However, in general very
limited progress was observed in equal opportunity and treatment in employment,
especially for women. One of the most crucial issues in Pakistan still is women
employment. Although some progress is observed, challenges remain on expanding
education and employment opportunities with equal pay for work of equal value for
female employees. The evaluation shows that the absence of any legal framework to
ensure equal payment for men and women outside public-sector employments
represents an important gap.
Furthermore, Pakistan seems to lack a well-developed and effective labour inspection
system which should ensure the upholding of occupational safety and health standards.
Although a Labour Inspection Policy was formulated 2006 until now it has not been
implemented. In general, the number of inspectors has increased, however the capacity
to conduct effective monitoring is still low.77

Impact analysis
3.3.1. Channels of impact
In order to properly assess the social impact of TiSA, we first identify the channels
through which TiSA could have an impact on social issues. There are two main channels:
impacts directly stemming from the provisions of the agreement and impact stemming
from the economic impacts of the agreement. With respect to the first channel, it is
important to note at the outset that there is no intention to include specific social
provisions in TiSA. The EU mandate does not contain this demand, and also the draft
text provisions proposed by the EU78 do not include any provisions specifically focused
on social issues. Despite calls for the protection of worker rights from a wide variety of
stakeholders (e.g. the Committee of the Regions79 and TUC80), a Trade and Sustainable
Development chapter that has been included in recent EU trade agreements is not
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International Labour Organisation, ‘Programa de Trabajo Decente de la República de Costa Rica:
Gestión, seguimiento y evaluación 2013-2017’.
http://www.ilo.org/public/english/bureau/program/dwcp/download/costarica.pdf.
International Labor Organisation, “Decent Work Country Programme, ILO country office for Pakistan,
2010-2015”.
International Labour Organisation, “Measuring Decent Work in Pakistan, The Decent Work Country
Profile at a Glance” 2013. AND International Labour Organisation. “Evaluation Summary, Promoting
Gender Equality for Decent Employment”, 2013. AND International Labour Organisation, “Decent Work
Country Profile PAKISTAN 2014”.
http://trade.ec.europa.eu/doclib/docs/2014/july/tradoc_152687.pdf.
https://toad.cor.europa.eu/AgendaDocuments.aspx?pmi=RmFYXXWy9u/
rX9gNAmENUsABhLeZ5KVIoJJ4tL7WYIw%3d&ViewDoc=true.
https://www.tuc.org.uk/international-issues/tuc-position-trade-services-agreement-tisa.
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foreseen in TiSA. As such, TiSA cannot be used as a direct means to promote the Decent
Work Agenda.
In theory, trade agreements could also have an impact on public services, resulting in
important social implications (e.g. in the area of education and health).However, as
indicated in chapter 1, the EU has repeatedly stressed that TiSA will not produce any
change in the obligations of the EU relating to public services. As far as public services
are concerned, therefore, TiSA is not expected to have any direct impacts (for further
analysis of TiSA’s impact on the right to health and education, see also the human rights
analysis in section 3.4). Nevertheless, we do note that there are calls to further reduce
risks in this area.81 Also the European Parliament, in its resolution in February 2016,
stressed the importance of a full exclusion of public services (education, health, social
services, social security services) and audiovisual services.
Finally, concerns are expressed that the right to regulate of TiSA participants could be
affected, which could in turn prevent governments to introduce or revise policies or
legislation that would be desirable from a social perspective. However, according to the
EC the right to regulate will be safeguarded in TiSA and be legally binding as indicated
in chapter 1.82
Based on the above, the social impact from TiSA is therefore mainly indirect, stemming
from the second channel, i.e. changes in economic indicators (changes in wages,
sectoral employment, prices, etc.).

3.3.2. Impact on the EU
As presented in Chapter 2, the changes in economic indicators are positive but relatively
small, since the agreement does not focus on increasing market access, but on binding
current market access and improvements in the regulatory framework conditions. Table
3.5 provides the GCE outcome for the EU, for the following social indicators: consumer
prices, high skilled wages, medium skilled wages, low skilled wages and GDP.
Table 3.5 CGE results: relevant social indicators for the EU83
Indicator

Experiment A

Experiment B

GDP

0.1%

0.1 %

Consumer prices

0.0%

0.0%

Low skilled wages

0.1%

0.1%

Medium skilled wages

0.1%

0.1%

High skilled wages

0.1%

0.1%

When looking at the expected effect for the EU for both experiments (see section 2.2),
the effects for most indicators are close to zero (0.1%). The impact of TiSA on GDP and
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See e.g. Krajewski, M. (2016) Model clauses for the exclusion of public services from trade and
investment agreements, Study commissioned by the Chamber of Labour Vienna and the European
Federation of Public Service Unions, February 2016.
The following text on the right to regulate in included in the preamble of the GATS, which is likely to be
included in TiSA as well, this clearly recognises “the right of Members to regulate, and to introduce new
regulations, on the supply of services within their territories in order to meet national policy objectives
will be maintained.”, see
https://www.wto.org/english/res_e/booksp_e/analytic_index_e/gats_01_e.htm#pA.
For an explanation on the experiments, see Annex A, for more CGE results, see Annex B.
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the three skill level wages are estimated at 0.1 percent, while consumer prices are not
expected to change.
The CGE results do not differentiate between EU MS and as such expected impacts can
be higher/lower for specific MS or specialized regions within the EU, depending on their
sectoral specialisation.
The small expected increase in wages may point to an improvement in working
conditions (relating to one of the pillars of the decent work agenda: rights at work).
Given that the model assumes fixed employment, the predicted increase in wages
reflects an increasing demand for labour, which may in reality lead to an increase in
employment (relating to the first pillar of the Decent work agenda: job creation). The
actual effects on the first two pillars of the Decent Work Agenda will be negligible
however, given the size of the changes. We do not expect any impact on the third and
fourth pillar of the Decent work agenda (social protection and social dialogue), since
there are no provisions directly affecting these pillars in TiSA, and since the expected
economic impact is too small to have an indirect impact on these areas.
Box 3.1 Stakeholder survey summary social results
The stakeholder survey has been online during the Inception and Interim phase
of the study. Several questions targeted at social and human rights
organisations concerned mode 4 labour clauses and the expected impacts of
TiSA on public services sectors. Although the number of respondents is too
small to draw any conclusions from, it is still interesting to present the views of
the respondents.
Sixty four social and human rights organisations have started filling in the
survey. Fifty of these organisations originate from the EU. The other
organisations are from the US, Canada, Norway, Switzerland, Brazil, Costa Rica,
Hong Kong, Uruguay, and Vietnam.
Thirteen respondents have answered the questions whether TiSA should cover
certain public services and what the likely impact of TiSA on these services will
be. The respondents agreed that defence should not be included in TiSA. For
the other public services the results are more mixed. Five respondents
answered that public infrastructure and public transport should be included in
TiSA and about half of the respondents answered that the other public services
should be included in TiSA as well. In the free space for comments some
respondents pointed out that, although not a public service, financial services
should be excluded from TiSA. Regarding the expected impact of TiSA, almost
all respondents expect no change or a negative impact, only 2 respondents
expect a positive impact on defence, but did not explain why.
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Impact expected by survey respondents on public services
Healthcare
Basic supply of…
Basic energy supply
Public transport
Public infrastructure
Postal services
Water
Waste
Education
Social services
Defence
0
Very negative

2
Negatively

4

6
No change

8
Positively

10

12
Very positively

With regard to mode 4, respondents were asked which social elements a mode
4 labour clause should include.84 Eleven respondents indicated that each
country should legally bind and enforce minimum wages. All respondents
agreed that social security measures should be in place and that there should
be no discrimination between local and foreign employees. The answers were
rather mixed on the topic of period of stay. The answers include: it should be
unlimited (2), it should be maximum 3 months (2), it should be limited to a
short period (4).
Fourteen respondents have answered the question how TiSA will affect certain
social indicators. Only very few have indicated that TiSA is likely to
improve/strengthen certain social indicators. The majority expects no change
or thinks that TiSA will worsen certain social indicators. The survey included a
comment box where stakeholders could provide an explanation why they
expected a certain change. A comment/explanation that was provided several
times was that “big corporations influence and restrain political decision making
with the aim to increase profits, and this becomes even stronger when trade
agreements are signed”.

84

Twelve respondents answered the question.
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Survey respondents’ answer on how TiSA will affect social indicators
Social dialogue
Welfare of the poor
Protection of the marginalized
Social protection of workers
Health and safety (regulations) in the workplace
Immigration from workers from abroad
Size of the informal economy
Requirements of the type of skills of workers
Low Skilled wages
High Skilled wages
Number of Low Skilled jobs
Number of High Skilled jobs
0
Decrease

Slightly decrease

2
No change

4

6

8

10

Slightly increase

12

14

Increase

This same question has also been posed to stakeholders in other categories
(i.e. business, environment, other). Also here only few indicated that TiSA will
increase/improve these social indicators. Contrary to the social and human
rights organisations, several other stakeholders have indicated for each social
indicator that they expect TiSA to slightly increase/slightly improve it. The
majority of the respondents expects no change or a decrease.
3.3.3. Impact on other TiSA participants
Since the channels of impact are equal for all TiSA participants, the social impact will
also mostly be of indirect nature and follow from changes in economic indicators. Table
3.6 provides the CGE outcome for the following social indicators: consumer prices, high
skilled wages, medium skilled wages, low skilled wages and GDP.
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Table 3.6 CGE results: relevant social indicators for other TiSA participants
Effect (CGE) indicators
C o ns um e r pric e s

Rank

H igh s k ille d wa ge s

Value

Rank

M e dium s k ille d wa ge s

Value

Rank

Lo w s k ille d wa ge s

Value

Value

Australia

0,0

0,0

0,0

C anada

0,0

0,0

0,0

0,0

0,0

C hile

0,0

0,0

0,0

0,0

0,0

C hinese Taipei

-0,1

0,2

0,0

0,3

0,1

C olombia

0,0

0,0

0,0

0,0

0,0

C osta Rica

0,0

0,1

0,1

0,1

0,1

European Union

0,0

0,1

0,1

0,1

0,1

Hong Kong C hina

0,1

0,9

0,8

1,0

1,1

Iceland

0,0

0,2

0,2

0,1

0,1

Israel

-0,1

0,1

0,1

0,3

0,1

Japan

0,0

0,0

0,0

0,0

0,0

Korea

0,0

0,0

0,0

0,1

0,0

Liechtenstein

0,0

0,2

0,2

0,1

0,1

Mauritius

-0,8

0,4

0,4

0,9

0,1

Mexico

0,0

0,0

0,0

0,0

0,0

New Zealand

0,0

0,1

0,1

0,1

0,1

Norway

0,0

0,1

0,1

0,0

0,1

Pakistan

-0,3

-0,4

-0,2

0,6

0,0

Panama

0,0

0,0

0,0

0,0

0,0

Peru

0,0

0,0

0,0

0,0

0,0
0,1

0,1

Rank

GD P

Country

Value

Rank

0,0

Switzerland

0,1

0,1

0,1

0,0

Turkey

0,1

0,1

0,1

0,1

0,2

United States

0,0

0,0

0,0

0,0

0,0

Source: CGE results for this study.

Table 3.6 shows the expected CGE results of TiSA if it would be signed, ratified and
implemented. For illustrative purposes, we have indicated that improvement vis-à-vis
the non-TiSA experiment with an upward arrow in green cells, and a decrease with a
downward arrow in red cells. In case TiSA does not lead to any change in the indicator,
this is indicated by a horizontal bar in grey cells. This way, the relative performance of
countries according to different indicators and effects can easily be seen and
conclusions/expectations can be drawn.
On the basis of the results in Table 3.6, it appears that Israel and Mauritius are likely to
benefit most from TiSA, as all five indicators will improve as a result of the agreement.
Chinese Taipei, Costa Rica, Hong Kong, Iceland, New Zealand, and Turkey may see
improvements for four of the five indicators, although Hong Kong and Turkey will face
slightly higher consumer prices as well. No significant changes for any of the indicators
are to be expected in Canada, Chile, Colombia Japan, Mexico, Panama, Peru and the
US. Lastly, in the case of Pakistan, it are predominantly the low skilled workers that are
set to benefit, as their wages increase, whereas the wages of high and medium skilled
workers are expected to decrease slightly. We do need to state here explicitly that
overall, the effects on the social indicators are minimal for all countries.
In order to assess the impact more qualitatively through case studies, the baseline
indicators (Section 3.2.1.) are linked to the effect (CGE) indicators above. Applying
causal chain analysis, we subsequently deduce likely relevant effects in terms of
changes of the baseline value indicators as a result of the implementation of TiSA. Where
possible, we also link the estimated CGE effects to the qualitatively described status of
the ILO core conventions and the decent work status in the countries with a decent work
programme.
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3.3.4. Case studies: screening, scoping and selection
The CGE model outcome is the most important source for selection of relevant cases for
in-depth qualitative assessment, as the CGE model output provides a basis for ordinal
quantification of countries under thematic areas.
The first important step is to establish links between the baseline indicators and the
changes reported in the CGE model. Table 3.7 links results/impacts from the model to
important influencing factors of social issues.
Table 3.7 Linkages between social issues and CGE modelling results
Issue

Impacts

of

TiSA

derived

from

CGE

model

Reasoning

(in

percentage
changes)
Employment



GDP;

indicators



(Low,
high

Increased output as a result of trade liberalisation is likely
medium,

to result in an increase in employment, wages or a

skilled)

combination of the two. However, it should be noted that

Wages.

the CGE model cannot estimate total employment or total
wage changes. With respect to total (un)employment
effects, it is thus not possible to provide quantitative
estimates. However, a likely direction of change in
(un)employment can usually be argued by considering
changes in GDP and in wages. For example, an estimated
increase in GDP and in wages reflects an increase in the
demand for labour and is likely to result in job creation.

Wage



indicators

(Low,
high

medium,

These indicators are directly related to wages. CGE

skilled)

results include wage changes and can therefore be linked.

Wages.
Poverty
Inequality
indicators

&



Consumer prices;

Levels of poverty and inequality can change as a result of



(Low,

changes

high
Wages.

medium,
skilled)

in

expenditure

possibilities,

measured

in

consumer prices, and changes in wages. Both prices and
wages are reported in the CGE results.

Employment indicators
On the basis of a combination of GDP and wage changes, Pakistan is the TiSA country
with the most negative impact. There is no expected impact on GDP levels, but wages
for high and medium skilled workers are expected to decline as a result of TiSA. For
many other countries (Canada, Chile, Colombia, Japan, Mexico, Panama, and Peru),
there is no expected impact on any of the four employment indicators. Best performing
countries, with increases for all four indicators include Costa Rica, Hong Kong, Iceland,
Israel, Mauritius, New Zealand and Turkey.
Wage indicators
By only looking at the impact on wages of the three skill groups, a similar list of countries
can be drawn as for the employment indicators, based on the smallest and largest
impact on social welfare.

June 2017

69

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
Poverty & inequality indicators
There are only four TiSA countries that will see a decrease in their consumer prices;
Chinese Taipei, Israel, Pakistan and Mauritius. The impact on the latter two is slightly
larger than the former, with consumer prices in Mauritius predicted to decrease by 0.8
percent. The average consumer will therefore benefit most from TiSA in these countries.
In Israel and Mauritius, all skill groups are also expected to experience an increase in
their wages, whereas this is only the case for high and low skilled in Chinese Taipei, and
low skilled in Pakistan. The same list of countries in the employment indicators are not
impacted by TiSA, while the three countries with higher consumer prices (Hong Kong,
Switzerland and Turkey) are expected to see increases in wages at the same time.
This overview facilitates the interpretation of which country(s) are impacted more/less.
Combined with baseline indicators, the ILO ratification of conventions, and decent work
programme information, this approach greatly narrows down the number of countries
per theme and focusses the additional qualitative analysis needed to select interesting
case studies.
In the screening and scoping analysis, consideration is also given attention to having
both a geographic and socio-economic spread, and we also asked stakeholders for
inputs. In consultation with the Steering Committee selected the following case study
topics with a focus on countries that have more social issues (based on poverty rates,
income and wage levels):
1. Gender equality in the EU
Key considerations; Gender equality is one of the founding values of the European
Union, and the European Commission increasingly integrates an analysis of gender
equality in the supporting documents of policymaking.
2. Consumer effects in the EU
Key considerations; Consumers are one of the three specific target groups of trade
policies, as identified by the Trade for All strategy of the European Commission. The
quantitative impact on consumers in the EU is assessed in section 3.3.1. This case study
will focus on a deeper understanding of the qualitative impact of TiSA.
3. Poverty and inequality in Panama
Key considerations; Panama is among the countries that are expected to have the lowest
positive impact on social welfare, and its baseline performance on the poverty and
inequality indicators is among the worst of the TiSA participants.
4. Employment in Mexico
Key considerations; The share of services in total employment is relatively low in Mexico.
TiSA could therefore assist in the development of the Mexican services sector. On the
other hand, Mexico performs relatively poorly on a number of baseline indicators related
to social protection of workers.
5. Wages in Korea
Key considerations; While the impact of TiSA on wages in Korea is relatively modest,
the minimum wage is low compared to other developed TiSA participants, the gender
wage gap is high and trade union density is remarkably low.
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3.3.5. Case study 1: Gender equality in the EU
Gender equality is one of the founding values of the European Union, with the reference
to equal pay for equal work already included in the 1957 Treaty of Rome. While the
impacts in this case studies are assessed from the perspective of the EU only, impacts
of trade policy on gender equality are equally important for the other partners in the
TiSA negotiations. In this case study we will focus on the labour market aspects of
gender equality, and here in particular female employment and the gender pay gap.
EU policies towards gender equality
The European Commission increasingly integrates an analysis of gender equality in the
supporting documents of policymaking, including impact assessments and evaluations
of trade agreements, to identify and address potential consequences on, for example,
female participation in labour market. Whereas most policies may seem gender neutral,
women and men are likely to be impacted to different degrees and through different
channels.85
At a general policy level (not trade-specific), the European Commission at the Strategic
engagement for gender equality 2016-2019 has identified five priority areas for
achieving gender equality:
1. Increasing female labour market participation and the equal economic
independence of women and men;
2. Reducing the gender pay-, earnings- and pension gaps and thus fighting
poverty among women;
3. Promoting equality between women and men in decision-making;
4. Combating gender-based violence and protecting and supporting victims; and
5. Promoting gender equality and women’s rights across the world.86
While TiSA will not include any specific provisions related to gender equality, there could
be an impact on gender equality in the EU due to increased trade in services and the
resulting economic and social impacts, especially in relation to the key action points 1,
2, and 5.
Current situation in the EU
The female employment rate, defined here as the share of employed females in working
age population, varies substantially across the countries of the European Union, with a
low average over all EU countries being driven by exceptionally low female employment
rates in Greece and population-rich Italy. While it is tempting to attribute higher
employment rates in Northern European countries to culture or policy, the main driver
of female employment seemingly is the overall strength of the labour market, as
evidenced by a strong correlation between male and female employment rates.

85

86

A Guide to Gender Impact Assessment. European Commission.
http://ec.europa.eu/social/BlobServlet?docId=4376&langId=en.
Strategic Engagement for Gender Equality 2016-2019. European Commission.
http://ec.europa.eu/justice/gender-equality/document/files/strategic_engagement_en.pdf.
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Figure 3.1 Female and Male Employment Rates in 2015, Age 20 – 64 and Gender Pay
Gap in 2014
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Source: Eurostat Labour Force Survey, Structure of Earnings Survey; Notes: Employment rates is defined as
the number of persons in employment as a share of the total population. Gender pay gap is defined as the
percentage difference between gross hourly earnings of male and female paid employees. Left hand axis
denoting employment rates with the first column, females, the second column, males. Right hand axis and
green line denoting the gender pay gap.

The unadjusted gender pay gap87 is defined by Eurostat as the percentage difference
between gross hourly earnings of male and female paid employees. Typically male
earnings exceed female earnings. The gender pay gap varies substantially across
countries, but is seemingly unrelated to GDP per capita or the broader socio-economic
region in which the country is located. Potential explanations for variations in the gender
pay gap, apart from outright discrimination, include differences in demography,
economic structure, the prevalence of part-time work and share of public versus private
sector employment.

87

The gender pay gap is not adjusted to account for differences in individual characteristics of employed
males and females, given the lack of consensus on the most appropriate adjustment method.
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Figure 3.2 Female and Male Employment Share, for selected NACE Sectors in

2015
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Source: Eurostat Labour Force Survey; Notes: Not included are Mining, Utilities, Administrative Services, Arts
Entertainment and Recreation, Other Service Activities, Activities of Households as Employers.

Of these potential explanations we focus on economic structure. Female employment
shares vary substantially across economic sectors. Females are underrepresented in
agriculture, manufacturing and most service sectors, with real estate, health and social
work, public administration and education being the notable exceptions. At the other
end, females are vastly underrepresented in the service sectors transport and storage,
wholesale and retail trade, and construction. These sectoral differences do not pose an
issue in itself, in as much as these differences might reflect the self-selection of males
and females into professions and sectors.
At the same time, there are also differences in the gender pay gap across economic
sectors. No aggregate data is available for the European Union, and the gender pay gap
by economic sector varies across countries. Nevertheless, across countries the gender
pay gap is consistently large, and is consistently small, and for some countries even
negative in utilities and in construction.88 One potential explanation is that in these
sectors, given the low female employment rate, female employee tend to be in
managerial and professional positions.
These basic observations have several consequences for the impact of TiSA on gender
equality. First, with female employment rates seemingly related to the strength of the
labour market, any impact of TiSA on total employment will have strong implications for
female employment rates. Second, differences within service sectors are far more
pronounced than differences between services, manufacturing and agriculture. This
suggests that the impact of TiSA on gender equality crucially depends on the impact on
the sectoral composition within services. Third, given the lack of simple explanations for
the gender pay gap (or even a consensus on how the gender pay gap should be
measured), the impact of TiSA on the gap is likely to be complicated, operating through
several channels.

88

Eurostat, 2015, Gender Pay Gap Statistics, http://ec.europa.eu/eurostat/statisticsexplained/index.php/Gender_pay_gap_statistics.
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Impact of TiSA
The CGE model does not differentiate the labour force by gender and consequently has
nothing to say about the impact of TiSA on gender equality.
In what follows we consider three potential impact channels of TiSA that might affect
gender equality. First, TiSA expands the economy by raising GDP and employment.
Second, TiSA changes the economic structure. Third, TiSA induces deeper structural
changes, for example, by affecting the level of competition, changing the market
structure and the structure of firms89, and by changing the legal or regulatory
environment.
How these impact channels interact with gender equality, i.e. female employment rates
and the gender pay gap, crucially depends on the underlying reasons for gender
inequalities. First, differences in employment and earnings might be due to the free
choice of males and females, self-selecting into employment arrangements, professions
and sectors according to their preferences. Second, females might be restricted in their
choices, due to barriers such as traditional gender roles, lack of role models or the
necessities of child care. Lastly, females might be subject to outright discrimination.
The table below summarizes the three impact channels and the expected direction of
impacts. It also showcases the difficulties of predicting the impact of TiSA on gender
equality. These difficulties do not only stem from the complex ways in which trade
agreements interact with gender equality, but also the lack of existing research on trade
liberalization and gender equality, research that invariably is focused on trade in goods.
Table 3.8 Impact of TiSA on Gender Equality

Impact
Expanding Economy
Changing Sectoral Composition
Structural Changes:
- Level of Competition
- Market/Firm structure
- Legal
and
regulatory
Environment

Female
Employment Rate
+
0

Gender Pay Gap

+
unclear
unclear

unclear
unclear

0

Notes: Impact channels are analysed ceteris paribus. Effect signs are the most likely based on economic
theory and the empirical literature.

The CGE model also assumes that the labour force is fixed and thus changes in total
employment can at best be inferred from raising wage rates. Overall, the CGE model
predicts a very small increase of EU real wages by 0.1 percent This very small increase
in the real wage would suggest a very small increase in total employment. This would
likely increase both female and male employment, but is unclear to what extent it would
reduce gender inequalities as far as they are explained by the preferences of females
and males. At the same time, with higher total employment increased competition for
labour would likely increase female employment rates and reduce the gender pay gap.90
First, by giving incentives to reduce existing barriers. For example, with increased
competition for labour, firms might offer more part-time positions or might subsidize
child care, thus raising employment rates and reducing the gender pay gap. Second,

89
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For example, TiSA might induce organisational changes, with firms adding layers of more specialized
workers, see Caliendo, L., and E. Hansberg, 2012. "The Impact of Trade on Organization and
Productivity," Quarterly Journal of Economics 127(3), pages 1393-1467.
While agnostic about the exact channel, empirically higher GDP per capita is associated with a lower
gender pay gap, see Oostendorp, R., 2009. Globalization and the Gender Wage Gap. World Bank Economic
Review 23(1), pages 141-161.
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increased competition for labour raises the opportunity cost of discrimination and thus
raises both female employment rates and reduces the gender pay gap.
The impact of TiSA on individual sectors is as limited as the aggregate impact. For most
sectors the impact on output, exports and employment is close to zero. While water
transportation and insurance are exceptions, even here output decreases by only 0.5
percent respectively increases by 0.2 percent. This suggests that the impact of TiSA on
gender equality through changes in economic structure is very limited, if not nonexistent.
While we do not have data on female employment rates and the gender pay gap in
water transportation and insurance, employment rates and the gender pay gap are
relatively low for transportation and storage. A low gender pay gap in water
transportation likely indicates that females are primarily employed in managerial and
professional positions in the transport and storage sector. The CGE model predicts a
decrease in employment in water transportation of 0.5 for high, medium, and low-skilled
positions alike, suggesting that overall a contraction of water transportation will
decrease female employment rates and the gender pay gap. At the same time, given
the small size of the contraction and the overall size of the water transportation sector,
this aggregate impact will be very small if not negligible.
As for insurance, employment rates in financial services and insurance are around
average, while the gender pay gap is above the average. This would suggest that an
expansion of insurance sector employment will have no impact on female employment
rates, but will raise the gender pay gap. At the same time, while financial services and
insurance is a large sector, an employment increase of only 0.2 percent across all skill
levels would suggest that as for water transportation the aggregate impact is very small,
if not negligible.
TiSA might also have an impact on the relative shares of public and private services. In
general, female employment rates are higher and the gender pay gap is lower in public
services. The CGE model predicts a very slight shift toward private services, thus
suggesting that female employment rates would go down and the gender pay gap would
increase. At the same time, given the very limited impact of TiSA on the shares of public
and private services, this effect is likely of little to no quantitative importance.
A more subtle effect might be on the extent of unpaid care and domestic work, which
predominantly is provided by women. A shift from public to private service might
increase the share of unpaid care and domestic work and hence increase the burden
falling on women.91 At the same time, given the very limited impact of TiSA on the
shares of public and private services, TiSA is unlikely to substantially affect the extent
of unpaid care and domestic work.
TiSA potentially also induces deeper structural changes. These include an increase in
competition, changes to the structure of markets and firms, and changes to the legal
and regulatory environment. First, if TiSA increases the level of competition, female
employment rates should be positively affected and the gender pay gap should fall.
Assuming that discrimination in itself is reducing productivity, and as less productive
firms are forced out of the market, the opportunity cost of discrimination increases as
firms are exposed to more competition.92 At the same time, the assumption that
discrimination reduces productivity is a strong assumption. For example, firms facing
higher levels of competition might require more flexibility and stronger commitments

91
92

See Marzia Fontana, 2016. Gender Equality in Trade Agreements. European Parliament PE571388.
For empirical evidence see, for example, Wolszczak-Derlacz, J., 2013. Mind the Gender Wage Gap – the
Impact of Trade and Competition on Sectoral Wage Differences, World Economy 34(4), pages 437-464
or Black, S., and E. Brainerd, 2004. Importing Equality? The Impact of Globalization on Gender
Discrimination, Industrial Relations & Labor 57(4), pages 540-559.
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from their workers, thus disproportionally putting female employees at a disadvantage
and possibly leading to statistical discrimination in hiring.93
Second, TiSA might also induce deeper changes to the structure of markets and firms.
One such potential change is the above mentioned requirement of firms, for their
employees to be more flexible and more committed in the face of stronger competition.
Higher levels of competition will also induce a quicker adoption of technology and higher
levels of capital-investment, potentially changing the demand for female employment
and the gender gay gap. Whether it increases or decreases female employment
respectively the gender pay gap is unclear, given the paucity of research on technology
and gender equality in service industries.94
TiSA might also have an impact on the legal and regulatory environment. While TiSA is
not likely to contain any gender-specific provisions, specific provisions or chapters could
potentially impact gender equality.
Conclusions
Overall the available evidence suggests that TiSA is likely to have no or only a very
limited impact on gender equality. This mainly stems from the lack of any substantial
impact on output, employment and wages or economic structure, as implied by the CGE
model. At the same time, TiSA might induce deeper structural changes, not captured by
the CGE model, and inherently difficult to predict. A policy implication is that after
implementation of TiSA governments and the European Union should carefully monitor
TiSA’s impact on gender equality, and should adjust policies accordingly. If TiSA will
include a right to regulate clause, going beyond the already existing clause in the
preamble of the General Agreement on Trade in Services (GATS), it might be worthwhile
to explicitly including the promotion of gender equality as a policy objective.

3.3.6. Case study 2: Consumer effects in the EU
Consumers are one of the specific target groups of trade policies, as identified by the
Trade for All strategy of the European Commission.95 A similar goal can also be found in
the treaties in a more general sense. Article 12 TFEU96, for instance, requires that
consumer protection shall be taken into account at all times in the defining and
implementing phases of Union policies. Article 169 TFEU states that the Union is
responsible to protect health, safety and economic interests of consumers.97
There are three channels through which TiSA could have an impact on consumers. First,
TiSA might lower prices and/or raise the quality of services, analogous to the standard
impact of trade liberalization. Second, TiSA might raise the variety of services available
to consumers and thus increase choice.
Third, TiSA might have an impact on consumer information, on safety, health and other
regulations and standards, and lastly, on consumer rights and protections. This impact
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94
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See Bøler, E., B. Javorcik, and K.-H. Ulltveit-Moe, 2015. Globalization: A Woman’s Best Friend?
Exporters and the Gender Wage Gap, CEPR Discussion Paper 10475.
See, for example, Juhn, Chinhui, Gergely Ujhelyi and Carolina Villegas-Sanchez (2014). Men, women,
and machines: How trade impacts gender inequality. Journal of Development Economics; Vol. 106,
pages 179-193.
Trade for All. Policy document of the European Commission. Accessed on July 2, 2016.
http://trade.ec.europa.eu/doclib/docs/2015/october/tradoc_153846.pdf.
Treaty on the Functioning of the European Union (TFEU) http://eur-lex.europa.eu/legalcontent/EN/TXT/?uri=celex%3A12012E%2FTXT.
Treaty on the Functioning of the European Union. http://eur-lex.europa.eu/legalcontent/EN/TXT/?uri=celex:12012E/TXT.
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can be direct, with specific provisions covering issues such as consumer rights or
standards. But the impact can also be indirect, with increased sourcing of services from
abroad entailing that consumers are exposed to the standards and regulations of the
source country.
In the context of trade in goods, the first two channels and their impact on prices, quality
and variety, have been well-studied in the literature. For the EU, a recent study finds
that the 27 free trade agreements with the rest of the world have reduced qualityadjusted import prices by eleven percent and have increased import quality by 28
percent. This in turn implies a one-off reduction of the quality-adjusted price of the
representative consumption basket of 0.3 percent.98
Unfortunately these findings offer only limited guidance on TiSA’s impact on prices,
quality and the variety of services. First, conceptually it is far more difficult to define
and accurately measure the price, quality and variety of services. Second, trade in
services and trade in goods differ as services are often provided in other modes of supply
than goods. For example, telecommunication services are typically provided in mode 3,
through a commercial presence. Given the significant costs of establishing a commercial
presence, only trade agreements inducing reductions in trade barriers sufficiently large
to compensate for these fixed entry costs will have an impact.
The existing literature offers even less guidance on the impact of TiSA on consumer
information, on safety, health and other regulations and standards, and on consumer
rights and protections. Fundamentally, there is a strong tension between high consumer
protection standards in the EU and deep economic integration with the rest of the world,
often having laxer or incompatible consumer protection standards.99 It is for this reason
that civil society organisations have expressed their fear that TiSA (or other recent
international trade agreements) will lead to an erosion of the EU’s high standards.
The Rome I regulation offers some guidance on how this tension can be resolved. For
consumer transactions involving parties within the EU article 6 of the regulation requires
that the relevant laws and regulations at the habitual residence of the consumer apply.
In EU courts this also extends to consumer contracts involving a party outside the EU,
thus offering some clarity on which laws apply.100 At the same time, the Rome I
regulation does not provide clarity on the choice of law in non-EU courts.
Future trade agreements could introduce several possible remedies. At a minimum
transparency requirements, which would allow consumers to make a more informed
choice when purchasing services from abroad. Similar, minimum standards for
consumer protection or the requirement that consumer protection laws conform to some
basic high principles, would improve the ability of consumers to make informed choices.
More ambitiously, similar to the Rome I regulation, trade agreements could require that
in consumer contracts the habitual residence of the consumer determines the relevant
consumer protection laws and regulations.
Possible impact of TiSA
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This applies for the EU-12, i.e. before the 1995 enlargement, chosen in order to ensure comparability
across the 1993 to 2013 time period of the study. See Breinlich, H., S. Dhingra, and G. Ottaviano (2016).
How have EU’s trade agreements impacted consumers? CEP Discussion Paper, No 1417.
http://cep.lse.ac.uk/pubs/download/dp1417.pdf.
This is essentially the political trilemma of globalization, as described by Rodrik, D., 2000. How Far Will
International Integration Go? Journal of Economic Perspectives 14(1), pages 177-186.
See Blanch, J. and A. Moody, 2010. Rome I Regulation on Law Applicable to Contractual Obligations
Comes into Force. McDermott Newsletters.
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In what follows we focus on the three potential impact channel of TiSA on consumers,
i.e. the impact on price and quality, on variety, and on consumer protection and
standards.
The CGE model provides quantitative estimates of the impact of TiSA on income and
prices. Real national income is expected to increase by 0.1 percent. Given modelling
uncertainties, the long-time horizon and the loose relationship with actual disposable
income, this is for all practical purposes zero impact. Similarly, consumer price changes
are equally small in magnitude, even if disaggregated by sector. For most service sectors
the CGE model predicts no impact, and while consumer prices are found to decrease in
some sectors, the fall in prices is very small, if not negligible.
Table 3.9 Consumer price changes per services sector for the EU in 2025, in %

Sector

Experiment
A

Experiment
B

Water Transport
Finance
Other Transport
ICT services
Insurance
Business, professional services
Personal Services
Air Transport
Trade
Communications
Construction
Public Services
Transport Services

-0.4
-0.2
-0.1
-0.1
-0.1
0.0
0.0
0.0
0.0
0.0
0.0
0.0

-0.6
-0.2
-0.1
-0.1
-0.1
0.0
0.0
0.0
0.0
0.0
0.0
0.0

Share in Total
Consumption
Expenditure*
2.5

2.6

2.6

2.6

Source: CGE model, Eurostat National Accounts; Note: * For 2012 and based on the COICOP classification
scheme. No exact correspondence is available between COICOP and NACE, sectors thus do not exactly match.

Consumer prices changes in specific can be compared with the share of the sector in
total consumption expenditure. While the predictions of the CGE model are for 2025,
the latest data on the share in total consumption expenditure is for 2012. The sectors
for which we observe negative price changes tend to be relatively small, constituting
only about 5 percent of total consumption expenditure. While all transport services
constitute an additional 2.6 percent of consumption expenditures, likely only a small
fraction is related to water transport. All this suggests that the impact on prices, even
at the sectoral level is small and is concentrated in sectors of little importance to
consumers.
The CGE model does not provide any evidence on the possible impact of TiSA on quality
and on variety. Similarly, we have not identified any literature on the impact of service
trade liberalization on quality and variety. Whether TiSA will induce a quality upgrading
of services crucially depends on the relative importance of quality differentiation in the
specific service sector. In sectors with low levels of quality differentiation increased
competition will lead to lower prices, but is not likely to increase quality. Conversely, in
sectors with high levels of quality differentiation, increased competition will lead to
higher quality, but not necessarily to price reductions. Overall, the impact of TiSA on
quality is thus unclear.101

101

The airline sector is an instructive example. Increasing competition arguably has induced qualitydowngrading, with airlines increasingly competing on price.
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While TiSA will likely increase the variety of services available to consumers, standard
trade models predict that the number of domestic service providers will decrease, while
the number of foreign service providers will increase. Overall, increased choice will
benefit consumers. At the same time, uninformed or vulnerable consumers are
potentially more exposed, given that enforcing one’s consumer rights with foreign
service providers is a more challenging.
TiSA will also have an impact on consumer information, health, safety and other
standards, and consumer rights and protection. Several annexes to TiSA – on
telecommunication, financial services and e-commerce – will include provisions related
to issues of consumer protection and rights. These provisions either explicitly provide
carve outs for measures related to consumer protection or rights, or provide some high
principles that should govern national consumer protection laws and regulations.
For example, the e-commerce annex is likely to include provisions that request from
countries to have in place consumer protection laws and to have consumer protection
agencies cooperate on issues of e-commerce. At the same time, with respect to ecommerce TiSA will not provide for a harmonization of consumer protection laws and
regulations.
Conclusions
The CGE model and the available evidence suggests that TiSA will have only a very
limited impact on consumers. Furthermore, very likely any impact on prices, quality and
variety, will be dwarfed in comparison to the impact of technological changes on crossborder trade in services in the years to come.
TiSA will also have an impact on consumer protection, given that increased trade in
services will increase the extent to which consumers are exposed to the laws and
regulations of other jurisdictions. Potentially, this gives an important role to TiSA and
other deep trade agreements. While TiSA will not provide for a harmonization of
consumer protection across countries, it can contribute by providing for transparency,
general principles, and some coordination.

3.3.7. Case study 3: Poverty and inequality in Panama
Due to its geographical location as the main gateway between the Atlantic and Pacific
oceans, Panama is an important player in the global trade routes. Through the Panama
Canal and the regional financial hub located in Panama City, certain services sectors are
relatively well developed compared to its neighbours and relatively important in the
country’s GDP. Moreover, Panama is one of the few middle income countries involved
in the TiSA negotiations, where the poverty headcount ratio (measured at the national
poverty line) is more than 25 percent and the income inequality is among the highest
of all participants. As such, this case study will look at the potential impact on Panama,
with specific focus on the issues of poverty and inequality.
Panama is one of the few non-OECD countries that joined the TiSA negotiations from
the start. The Panamanian government provided two main reasons for joining the
negotiations.102 The first is that participation helps to fully know and understand the
arrangements that are being negotiated, which also helps to best protect the
sensitivities of their economy. Secondly, their major trading partners and many Latin
American countries are involved in the process as well. A successful agreement allows
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Panama joined 11 months after the first informal meeting, and has been involved in the negotiations
since the start in 2013. Source:
http://www.mici.gob.pa/imagenes/pdf/presentacion_pagina_web_tisa.pdf.
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them to deepen the ties with their neighbours and exploit the well-developed services
sector in the country.103
Baseline situation – Services sector in Panama
In terms of economic importance of services, the services sector in Panama employs
around 65 percent of the work force (see Figure 3.3), but makes up some 70 per cent
of GDP. In 2015, exports of services are estimated to be almost a quarter of total
Panama GDP, up from 20 percent in 2007. This figure is higher for Panama than it is for
most other TiSA participants (only seven smaller EU Member States and Iceland report
higher shares).104

Figure 3.3 GDP growth and employment in services, in percent

Source: World Bank data, author’s calculations.

At sector level, comparing sectoral shares in total employment and GDP, a few sectors
stand out. The wholesale and retail sector is the largest services sector in terms of GDP
and employment, at around 18 percent of the total. Construction, transport, and
financial services are all much more important to the Panamanian economy than they
are to Panamanian employment, potentially indicating a competitive edge of these
sectors. Most remarkable is the difference in the real estate services sector, which is
about 10 times more important if expressed as share in GDP than as share in
employment. The specificities of the economy of Panama are a potential explanation of
these findings, with the large financial sector in Panama City, and the industries related
to the maintenance and utilization of the Panama Canal.
It should be noted that some 40 percent of the working population in Panama is active
in the informal economy and is not reflected in the above figures. The informal services
economy employed around 420,000 workers in 2016, while around 160,000 workers
worked in the informal manufacturing sector. Although more disaggregated data (at
sector level) are not available, we note that the relative importance of informal labour
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Informative document of the Ministry of Commerce and Industry of the Republic of Panama.
http://www.mici.gob.pa/imagenes/pdf/documento_informativo_tisa.pdf.
Only the EUMS; Luxembourg/ Malta/ Ireland/ Cyprus/ Estonia/ Croatia/ Belgium have higher services
exports in terms of GDP according to Worldbank data.
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may vary by sector (e.g. formal workers are likely to make up a larger share of the
sectoral employment in the financial sector than in for example in construction.
Figure 3.4 Sectoral share in total employment and GDP in 2015, in percent

Source: Instituto Nacional de Estadistica y Censo de Panama, Cuadro 441-04 and Cuadro 5a.

Baseline situation – Poverty and Inequality
The general economic performance over the last few years has impacted poverty and
inequality indicators, as can also be seen in Figure 3.5. Overall, the picture regarding
poverty looks relatively bright, as the poverty headcount ratio (at USD 3.10 a day)
halved over the past 10 years. This aggregate figure, however, only shows half the
picture. Despite the positive trends, poverty remains a stringent issue in some parts of
Panama, especially in the rural areas populated by indigenous population.105 The
indigenous peoples of Panama still face extreme poverty, with the most recent data
(2011) setting the poverty rate at 85 percent among this subgroup.106
In terms of inequality, the GINI coefficient is still relatively high compared to many other
TiSA participants. If another indicator is used to depict inequality, changes are more
pronounced. The Palma ratio107 is calculated as the share of income of the top 20 richest
citizens, divided by the share of income by the bottom 40 percent.108 The Palma ratio
decreased from 6.5 to 4.8 over the last decade, suggesting that the top 20 per cent now
(together) earns about 5 times as much than does the bottom 40 per cent. This is an
indication that some of the GDP growth found its way to the lowest strata in Panama.
The Panamanian government has adopted a strategic plan to address the issues of
poverty and inequality in the medium and long term. In a statement by the president,
the objective of the strategic plan is ‘to fully utilize the resources of Panama and the
Panamanian people in order to improve the quality of life of all Panamanians, such that
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NPR (2014). Panama’s Canal Divides A Country Into Haves and Have-Nots.
http://www.npr.org/sections/parallels/2014/05/30/317394468/panamas-canal-divides-a-country-intohaves-and-have-nots & David Brancaccio, Justin Ho, and Katie Long (2016). The Canal has made
Panama Rich, but Inequality Persists. http://www.marketplace.org/2016/06/29/world/panama-wealthpoverty-education.
The Economist (2011). A Gulf on the Isthmus.
http://www.economist.com/blogs/americasview/2011/06/inequality-panama.
The Palma ratio is said to be less sensitive to changes in middle class incomes, and pays more attention
to the development of incomes at the very top and bottom of the income distribution.
Officially, the income share of the top 10 per cent is used in this indicator, but data availability restricts
this possibility.
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the Panamanian economic growth is distributed across all parts of society’.109 As part of
this strategic objective, 3 billion dollars is invested in logistics, of which electrification
of certain areas and interconnections with the Colombian electricity grid are funded.
Policies such as these seem to be promising for the reduction of poverty and inequality
in light of the expected economic growth for the next few years, as rural regions can
now benefit from a more stable electricity provision,
Figure 3.5 Poverty and inequality indicators, in percent

Source: World Bank data, author’s calculations.

The United Nations Development Programme (UNDP) publishes country reports on a
regular basis, which look at poverty and inequality indicators at more depth. The main
findings are summarized in the box below.110
Box 3.2 Atlas of Local Human Development: Panama 2015.
The UNDP has developed a multidimensional poverty indicator, for which 2010
data is available at the (sub-) provincial level. While the share of population
that is considered ‘poor’ is 4.1 percent in Panama City, it is twenty times higher
in the Ngabe Bugle community in the northeast of the country. As this indicator
combines both deprivation in the fields of education, health and standards of
living, it captures many aspects of public life. It is also a sign that while overall
progress may show up in the national statistics, this is not shared equally
among the population.
The Atlas also mentions large differences in the position on the development
ladder between provinces in Panama. While the technology gap is non-existent
for mobile phones, access to computers and Internet is typically something for
the urban areas. Similarly, inequality in access to clean water and sewage is
high, with significant shortcomings in the rural parts of Panama.
The coming years are characterized as a period of demographic bonus. The
relative size of the working force will increase over the next few years. If the
young adults entering the labour market find employment, this will then
translate into GDP growth. These gains can be enlarged if the necessary
investments in training and education are made at this moment in time.
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Plan Estratégico de Gobierno de Panama 2015 – 2019. “Un Solo País” – December 2014.
http://www.mef.gob.pa/es/Documents/PEG%20PLAN%20ESTRATEGICO%20DE%20GOBIERNO%20201
5-2019.pdf.
UNDP (2015). Atlas of Local Human Development: Panama 2015.
http://www.undp.org/content/dam/panama/docs/documentos/undp_pa_atlas_sumary_english.pdf.
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Depending on how the additional government resources are spent, this can
have an impact on poverty and inequality.
Impact of TiSA
The impact of trade agreements on poverty and inequality is likely to be only indirect.
Also in absence of a sustainable development chapter, this will not be different for TiSA.
It will be important that the government will be able to continue to implement and
develop social policies to address poverty and inequality. As explained in chapter 1, the
right to regulate will be safeguarded in TiSA. Reservations and carve-outs can provide
further protection with respect to Panama’s social policies (e.g. retaining the subsidies
for the provision of public health and education services). As the offer of Panama is not
public, the extent of proposed safeguards in this respect cannot be assessed.
Looking at the impact from changes in the economic situation as a result of TiSA, poverty
may be indirectly affected by higher GDP or lower consumer prices, whereas inequality
can be directly impacted if different skill groups face different wage changes. However,
the results of the CGE modelling exercise all show that the expected aggregated changes
are negligible (i.e. smaller than 0.1 percent) and therefore on the basis of these results,
we expected no significant impacts on poverty and inequality at macro level.
From a sectoral perspective, water transport sector and other transport services are
expected to increase the most, while output in construction and finance services also
increase, albeit only marginally. Analogously to the output change in these sectors,
employment will also increase. This could lead to more employment opportunities, also
for the low-skilled workers and therefore potentially contribute to a decrease in poverty.
Most of the rural poor, however, work in the agricultural sector, for which there is no
expected impact. The question is if they are willing and capable to move to the sectors
that expand. Government policies could play a role to facilitate this.
Another (indirect) channel of impact is through FDI. As FDI is not included in the CGE
modelling, additional FDI flows towards the financial centre of Panama City as a result
of more developed trade relations with TiSA partners may lead to impacts that are not
captured by the CGE model itself. In case the number and value of foreign investments
in the economy of Panama increases as a result of TiSA, this may increase the demand
for goods and services produced in Panama. Some of this may be produced by industries
that employ low-skilled workers, who then indirectly benefit, although it should also be
noted that these benefits will then likely disproportionally favour Panama City.

3.3.8. Case study 4: Employment in Mexico
Service sectors account for about 64 percent of GDP in Mexico, and employ about 62
percent of the labour force, well below the average of TiSA countries. Also well below
the average for TiSA countries are service exports at less than 5 percent of gross
exports, and at 40 percent in value-added terms, that is, embodied in exports of goods.
This would indicate a significant potential for TiSA to raise service trade for Mexico, more
so than for most other TiSA countries.
This is not reflected in the results of the CGE model, which indicate, for all practical
purposes, no aggregate impact of TiSA on exports and imports, output, employment or
wages. While there is some limited impact on specific sectors, namely finance, insurance
and transportation, for all other sectors the impact is negligible.
At the same time, the CGE model might not capture some important channels through
which TiSA affects employment conditions in Mexico. Most importantly, due to data
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limitations, the CGE model does not include foreign direct investment and thus misses
an important channel through which TiSA might affect output, employment and wages.
FDI can also directly affect employment conditions, as likely foreign firms systematically
differ from domestic firms, paying higher or lower wages, requiring different skills sets,
and offering better or worse work conditions.
The informal sector is a further complication for CGE modelling. The informal sector in
Mexico is sizable, with a share of informal employment in total employment of about 34
percent, substantially exceeding informal employment in other OECD countries.111 While
the Mexican Statistical Office, INEGI, includes and corrects for the informal sector in its
national accounts, it is unclear to what extent this carries over to input-output tables.
Even ignoring possible measurement errors, the CGE model is not able to predict shifts
in the relative shares of formal and informal employment. This is relevant for assessing
employment conditions, as workers in the informal sector arguably face worse or at
least different work conditions and social protection than workers in the formal sector.
Lastly, of the various dimensions of employment conditions – employment itself, wages
and salaries, education and skill levels, and social protection and work conditions, only
the first three are included and captured by the CGE model. Mexico performs poorly on
a range of baseline indicators related to social protection and work conditions, such as
weekly hours limits, minimum annual leave, or the collective bargaining coverage rate.
This again would indicate a potential for TiSA or any trade agreement to have a strong
impact on this dimension of employment condition.
Impact of TiSA on Employment Conditions through FDI
Mexico is an important destination for FDI, having the sixteenth largest FDI stock in the
world, constituting about 37 percent of Mexican GDP. Most FDI inflows are concentrated
in manufacturing sectors. About 50 percent of FDI inflows originate from the US, and a
further
ten
percent
originate
from
Canada,
also
within
NAFTA.112
While FDI inflows are substantial, in general Mexico scores high on the OECD FDI
restrictiveness index, second only to New Zealand among OECD countries. FDI
restrictiveness is particularly pronounced in manufacturing, trade and distribution,
transport, and media. While still being above the OECD average, FDI restrictiveness is
less pronounced for business services and telecommunication.
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OECD, 2008. Declaring Work or Staying Underground: Informal Employment in Seven OECD Countries.
In: OECD Employment Outlook 2008. Paris, France.
UNCTAD, 2016. World Investment Report 2016. Geneva, Switzerland.
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Figure 3.6 Average FDI inflows to Mexico in million US Dollar, 2008 to 2012
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Source: OECD FDI statistics.

Restrictiveness on FDI is mirrored by a high restrictiveness in service trade. The OECD
service trade restrictiveness index for Mexico is above the average in 19 out of 22
sectors, mostly due to restrictions on foreign entry. These include, among others, equity
restrictions, screening and licencing requirements, residency and nationality
requirements for board members and managers, restrictions on the acquisition of land
or real estate and discrimination against foreign suppliers in public procurement. Most
of these restrictions affect not only service trade, but also FDI itself.
Given the importance of FDI in the Mexican economy and substantial restrictions on
both FDI and service trade, this would suggest a potential role for TiSA in promoting
inward FDI for Mexico. While the CGE model finds no impact of TiSA on service trade
for Mexico, the model does not include FDI and thus misses an important impact
channel. While FDI is covered by the scope of TiSA, to what extent Mexico’s FDI
restrictiveness will loosen will depend on the specific market access commitments
undertaken. But even without any additional market access commitments, by further
binding applied policy, trade policy uncertainty will be reduced, thus raising the
attractiveness of FDI.
Thus TiSA will likely have a positive impact on service sector FDI inflows, going above
and beyond the impact on service trade predicted by the CGE model. Increased FDI
inflows, in turn, would potentially have an impact on employment conditions. Past
experience with FDI, in the wake of NAFTA or in the context of maquiladora113, offers
some guidance. Evidence of the effect of FDI on wages and salaries is conflicting. Earlier
studies of FDI in Mexico find that FDI increases wages for skilled labour, within foreignowned firm, and possibly also with spill overs to local firms.114 More recent evidence,
post-NAFTA, indicates that for Mexico FDI has a negative or no effect on average wages,
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Maquiladora are export-oriented manufacturing establishments importing intermediate inputs and
capital goods duty-free under the maquila program.
Feenstra, R., and G. Hanson, 1997. ‘Foreign Direct Investment and Relative Wages: Evidence from
Mexico’s Maquiladoras. Journal of International Economics 42 (3-4), pages 371-393 and Aitken, B., A.
Harrison, and R. Lipsey, 1996. Wages and Foreign Ownership: A Comparative Study of Mexico,
Venezuela, and the United States. Journal of International Economics 40 (3-4), pages 345-371.
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reduces wages for skilled labour and thus, by compressing the wage differential, reduces
inequality.115
The latter finding has important implications for educational attainment. With FDI and
export manufacturing reducing the wage differential between skilled and unskilled
labour, incentives to acquire skills diminish. Indeed, one study finds that in Mexico job
creation in export manufacturing has strong negative effects on educational
attainment.116
The impact of FDI on work conditions is even less clear. Mexico ranks substantially below
the most important source countries for FDI, suggesting that firms from these countries
will offer substantially better work conditions than domestic firms. Indeed, some existing
evidence indicates that in developing countries foreign firms provide better work
conditions and labour rights than domestic firms.117 At the same time, better work
conditions and labour rights depend on the way multinationals organise their foreign
operations, spill over to domestic firms only to a very limited extent, and are typically
not observed in the case of foreign takeovers of domestic establishments.118
Impact of TiSA on Informal Employment
For Mexico, informal employment is sizable and is substantially more widespread in
service sectors than in manufacturing. There are also substantial difference in informal
employment across genders, with female informal employment being concentrated in
trade services, and male informal employment in transportation and construction. All
this indicates not only that inevitable measurement errors of the informal sector matter,
but also that the impact of TiSA largely depends on the extent of trade integration of
the informal sector. Input-output tables and consequently the CGE model lump together
the formal and informal sector and are thus not able to model different effects of TiSA
on the formal and the informal sector.
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Waldkirch, A., 2010. The Effects of Foreign Direct Investment in Mexico since NAFTA. World Economy
33(5), pages 710-745.
Atkin, D., 2016. Endogenous Skill Acquisition and Export Manufacturing in Mexico. American Economic
Review 106(8), pages 2046-2085.
See Brown, D., A. Deardorff and R. Stern, 2004. The Effects of Multinational Production on Wages and
Working Conditions in Developing Countries. in R. Baldwin and A. Winter, eds., Challenges to
Globalization: Analyzing the Economics, pages 279-330.
OECD, 2008. Do Multinationals Promote Better Pay and Working Conditions? in OECD Employment
Outlook 2008, Paris. France.
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Figure 3.7 Informal employment in 2009, in percent
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Source: ILO, 2012. Statistical Update on Employment in the Informal Economy. Technical Report, Geneva,
Switzerland. Note: With different definitions of informal employment, these numbers are not comparable to
the informal employment share of 34 percent reported by the OECD Employment Outlook 2008.

While there is no evidence on the effect of reductions in trade policy uncertainty on the
informal sector, some evidence exists on the effect of classic trade liberalization, that
is, bilateral reductions in tariff rates. Typically trade liberalization increases the size of
the informal sector, but this effect crucially depends on initial labour market conditions
and institutions.119 The CGE model essentially treats the informal sector in the same
way it treats the formal sector, and is thus not able to predict shifts from formal to
informal employment, or vice versa. Suppose that TiSA will induce an expansion of the
informal service sector in Mexico, similar to what is described in the literature. With
wages and work conditions typically worse in the informal sector, TiSA would then imply
a worsening of average work conditions.
Direct Impact of TiSA on Social Protection and Work Conditions
TiSA is expected to be mostly silent on social protection and work conditions. In
particular, TiSA is not expected to include a dedicated chapter on social standards and
is thus unlikely to directly affect social protection and work conditions. The possible
impact of TiSA on social protection and work conditions would thus mainly operate
indirectly, through increased service trade, structural transformation and sectoral
reallocation.
Concluding remarks
Due to data and technical limitations the CGE model is not well-equipped to provide
detailed predictions of employment conditions in Mexico. The quantitative predictions
provided, on employment by skill-level and wages indicate a very limited if not negligible
impact of TiSA, even at the sectoral level. The existing literature offers also only limited
guidance on the expected impact, given that findings are often conflicted or only apply
to manufacturing sectors. While the CGE model might not fully capture FDI and the
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See Goldberg, P., and N. Pavcnik, 2003. The Response of the Informal Sector to Trade Liberalization.
Journal of Development Economics 72(2), pages 463-496. and Paz, L., 2013. The Impacts of Trade
Liberalization on Informal Labor Markets: A Theoretical and Empirical Evaluation of the Brazilian Case.
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informal sector, it is unlikely that their inclusion will fundamentally change the prediction
that TiSA will only have a very limited impact on employment conditions.

3.3.9. Case study 5: Wages in Korea
Service sectors account for about 60 percent of GDP in the Republic of Korea and employ
about 70 percent of the labour force, around the average of TiSA countries. Service
exports constitute about 15 percent of gross exports and about 43 percent in valueadded terms, that is, embodied in exports of goods. Korea’s service sector thus seems
well-integrated in the world trading system.
Similar to other OECD countries, wages vary substantially across sectors, reflecting
differences in skill intensity and in labour productivity. Some service sectors such as
professional, scientific and technical services, and finance and insurance have among
the highest monthly wages. Other service sectors, such as hotel and restaurant services
or real estate have among the lowest monthly wages.
Figure 3.8 Monthly Wages by Economic Activity in 2015 (in Won)
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Sources: ILOSTAT.

As far as wages are concerned, the Korean labour market differs from other OECD
countries in several respects. First, there is a high extent of dualism between regular
and non-regular workers (in temporary or other flexible work arrangements).120 With
around 25 percent in 2011, the employment share of non-regular workers was higher
than in any other OECD country except Chile, Portugal and Spain. Given substantial
wage gaps between regular and non-regular workers, the large extent of dualism in
South Korea has consequences for income inequality.
Second, wages are strongly linked to seniority, and not merit. This and the high extent
of dualism amplifies the negative wage effect of (temporary) job losses or even
temporary leaves (such as for example maternity leave), as wages are permanently
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See David Grubb, Jae-Kap Lee and Peter Tergeist, 2007. Addressing Labour Market Duality in Korea.
OECD Social, Employment and Migration Working Paper No. 61. Paris, France.
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affected.121 Third, trade union density and collective bargaining coverage are
exceptionally low in South Korea, reflecting in parts the high extent of dualism.122
All this suggests that trade agreements should have a strong, but uneven impact on
wages in South Korea. Strong, because wage bargaining is typically decentralized,
providing less of a cushion to trade-induced shocks. Uneven, because the impact on
wages will strongly differ between regular and non-regular workers. Given the large
number of TiSA countries and the limitations of CGE modelling, country-specific labour
market institutions and wage setting modalities are not explicitly modelled and
accounted for. Consequently the predictions of the model should be interpreted with
caution.
Possible impact of TiSA
The CGE model predicts only a modest impact of TiSA on wages, with real wages for
low skilled labour increasing by 0.2 percent, for high skilled labour increasing by 0.1
percent, and for medium skilled labour not at all. Reflecting trade linkages within East
and South East Asia, wage increases are slightly more pronounced under experiment B,
with TiSA also covering China, Malaysia, the Philippines, Thailand and Vietnam. Wages
in the CGE model differ by skill level, but not by economic sector. Thus the skill
composition of sectors entirely explains wage differentials across sectors.
Figure 3.9 Impact of TiSA on wage indicators for Korea, in percent
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There are several determinants of wages. Individually, wages are explained by levels of
education and skills, by gender and by seniority. At a more aggregated level wages are
determined by productivity, business and market structure, and labour market
institutions and the wage setting process. As can be seen by the results of the CGE
model TiSA has some impact on wages by skill level, presumably driven by changes to
productivity and increases in competition amplifying the returns to skills. If taken at
face-value the results would suggest a very slight reduction in wage inequality between
low and high skilled workers, to the detriment of medium skilled workers.
TiSA might also increase the share of temporary workers, as increased trade competition
might increase the need for flexibility. In combination with wages being determined by
seniority in South Korea this would be a worrying prospect. Not only would dualism
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solidify in South Korea, but workers would also experience less wage increases as they
are unable to accumulate a sufficient number of years in the same firm in regular
employment.
It is impossible to predict the effect on TiSA on labour market institutions itself. On one
side modest wage increases will reduce political pressures on existing labour market
institutions. On the other side, increases in temporary employment will increase
pressures to modernize, regulate or expand labour market institutions.
Conclusions
While TiSA is expected to have only a modest impact on wages in South Korea, it might
induce increases in non-regular employment. TiSA would thus strengthen the argument
for labour market reforms in South Korea addressing the dualism of the labour market.

Human rights analysis
Since the adoption of the Lisbon Treaty which establishes human rights as one of the
principles that guide external activities of the Union (Art. 21(1) of the TEU and Art.
207(1) of the TFEU), the European Commission is explicitly committed to promote
respect for human rights (HR) worldwide and to incorporate human rights in the impact
assessment of its trade agreements.123 In line with this commitment, TiSA that is under
negotiation at the moment is subject to an impact assessment on human rights issues.
TiSA involves 23 World Trade Organisation (WTO) members and 50 states that together
account to 70 percent of the world trade in services.124 TiSA is based on the WTO’s
General Agreement on Trade in Services (GATS). Despite being grounded in the GATS,
the vast nature of the agreement attracted a lot of public attention and scrutiny pointing
out the importance of the protection of human rights. Stakeholders and civil society are
closely involved in the discussion on the human rights impact that can potentially follow
as a result of this agreement.125
As indicated earlier, this report is an ex-ante assessment and because we do not have
the final text of the agreement, implying we cannot be completely precise about the
specific measures included in TiSA and thus about the impact of TiSA on human rights.

3.4.1. Structure of the Human Rights impact assessment analysis
This analysis is based on three documents that help to create the framework for
analysis. First the EU guidelines on human rights impact assessments. Second, the
Ecorys proposal and approved Inception Report. Third, the DG Trade Handbook for
conducting Trade Sustainability Impact Assessments.
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European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact
in impact assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 29 November 2015].
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EU Guidelines on human rights in impact assessments for trade-related policy
initiatives
The first guiding document for this analysis concerns the EU guidelines on human rights
in impact assessments for trade-related policy initiatives of July 2015.126 In this
document respect for the Charter of Fundamental Rights in Commission acts and
initiatives being a binding legal requirement is reflected. The main elements of the
guidelines are:





Looking at the overall relationship between the EU and the partners negotiating
(beyond trade agreement relations only);
Assessing compliance with the Charter of Fundamental Rights (CFR) and other
human rights conventions mentioned therein – through holding the potential trade
agreement up against the “Fundamental Rights Check List”;
Carrying out a screening and scoping exercise to determine which human rights
are potentially affected, and how;
Detailed assessment per human rights issue, including a brief baseline experiment
description, quantitative and qualitative analyses, and stakeholder consultations.

Ecorys proposal and inception report
The second set of guiding documents for this analysis concern the Ecorys proposal and
the approved Inception Report for this study. In these documents the following 5-step
approach was proposed:







Step 1: Identify the main HR issues likely to be affected by TiSA – based on
experience of other FTAs (in EU guidelines terminology: screening phase);
Step 2: Focused screening of HR records of the EU and other TiSA participants (in
EU guidelines terminology: baseline experiment in the detailed assessment);
Step 3: From economic, and additional social and environmental analysis derive
the main expected HR impacts of TiSA and engage with key stakeholders to hear
their main concerns with TiSA (in EU guidelines terminology: quantitative and
qualitative approach of the detailed assessment);
Step 4: Three specific HR examples – to analyse in further detail (in EU guidelines:
terminology);
Step 5: Draft policy recommendations and flanking measures (in EU guidelines
terminology: presenting the results).

DG Trade Handbook on Trade SIAs
The third guiding document is the DG Trade Handbook on how to conduct Trade
Sustainability Impact Assessments (SIAs). From the Handbook, we take the following
elements to frame this HR assessment:




126

Outreach and engagement with civil society is a very important part of the Trade
SIA methodology – views of civil society are taken into account and presented as
part of this analysis (in EU guidelines terminology: qualitative approach and
stakeholder consultations in the detailed assessment);
Use causal chain analysis from changes in the production structure to expected
(detailed) social, environmental and human rights effects – in this section focusing
on the latter (in EU guidelines terminology: detailed assessment);

European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact
in impact assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 29 November 2015].
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Come up with policy recommendations and flanking measures to enhance the
potential positive effects and mitigate potential negative impacts (detailed in
Ecorys proposal; in EU guidelines terminology: presenting the results).

When combining these three guiding documents, we come to the following three steps
that lead us to the HR impact assessment of TiSA:





In Step 1 of this analysis (screening and scoping), we identify the main
human rights issues that are likely to be affected by TiSA (screening), based on
previous experience of conducting Trade SIAs, given the trade measures envisaged
in TiSA. We also scope the potential effects in terms of whether the rights affected
are absolute rights or not, whether the effect is direct or indirect, and major or
minor;
Step 2 contains a concise overview of the human rights records of the EU
and (selected) TiSA participants in order to help establish the baseline for the
HR analysis;
Step 3 is the detailed assessment: we look at the quantitative economic, social
and environmental results of the impact assessment, review and present concerns
and feedback from civil society, and derive the main expected human rights
impacts of TiSA for the selected human rights issues based on expected changes in
the production structure, including inter alia three concise examples of how the
causal chains from TiSA (cause) to human rights impact (effect) could work.

In the remainder of this chapter we implement and elaborate these 3 steps.

3.4.2. Step 1: Screening and scoping of human rights potentially affected by
TiSA
Based on previous experience from other SIAs, human rights that are typically
influenced by trade agreements are the social and economic rights.127 Therefore, when
we consider the human rights mentioned in the EU guidelines, we focus on those human
rights that are likely to be most affected by TiSA: the social and economic human rights
and core labour rights. However, due to the interrelatedness of the different human
rights and their interdependent nature, the affected economic and social human rights
sometimes spill over into the civil and political domains. To avoid ‘overlooking’ human
rights in this analysis that could be affected, we also rely on extensive feedback from
civil society as well as the results of the economic and social quantitative and qualitative
analyses and a literature review.
In line with the EU guidelines on the analysis of human rights in impact assessments for
trade-related policy initiatives of July 2015,128 we start with the screening and scoping
exercise of the trade and trade-related measures proposed in TiSA. By doing so, we
identify the key human rights issues that are likely to be affected and which will be the
focus in further analysis and indicate whether the possible impact is expected to be
beneficial (promoting human rights) or negative (limiting the human rights). We also
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Trade, Guidelines on the analysis of human rights impact in impact assessments for trade-related policy
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29 November 2015].
European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact
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consider whether the rights in question are absolute rights (in line with the Fundamental
Rights ‘Check List’129), whether the impact is expected to be direct or indirect, and
whether it is likely to be major or minor. We summarise the screening and scoping
exercise in Table 3.8 at the end of this section where we list all the rights that are
expected to be affected and for each human right we provide the additional information
analysed.
In this analysis we will focus on the liberalisation commitments and on the new and
enhanced regulatory disciplines that could be included in TiSA to the extent information
is available In identifying the human rights affected, we rely on the review of different
human rights documents as well as the feedback from stakeholders and civil society on
the possible impact of TiSA on human rights.
Market access
TiSA aims at securing market access for services by reducing binding overhang as
explained in chapter 2. TiSA covers a vast range of services and aims to cover all the
possible services sectors except for public services and air transport (see chapter 1 for
more information on this).130 Reducing the uncertainty in market access due to binding
current policies can have both potentially positive and potentially negative impacts on
human rights.
In general terms, with TiSA being the EU must in any case remain compliant with its
obligations in the Charter of Fundamental Rights (CFR). This implies that the EU – in
addition to the UN conventions that are also present in the CFR – is committed to the
human right to access to services of general economic interest (Art. 36 CFR), the human
right to consumer protection (Art. 38), and the human right to effective remedy before
the court (Art. 47 CFR).
The impact on the human right to consumer protection (Art. 38 CFR) is explained in
more detail below.
Enhanced regulatory disciplines, new market opportunities and more legal certainty in
TiSA could lead to more international trade and competition in services, and lower prices
for services. Because many service sectors are enabling sectors for other (e.g.
manufacturing) sectors, lower service input costs could have significant economic
effects, positively affecting economic growth, leading to the creation of more jobs. This,
from the point of view of the human rights, can have a positive impact on the human
right to adequate standard of living (Art. 11 ICESCR) and the human right to work as it
is stipulated for in Article 6 of the ICESCR, ‘the right of everyone to the opportunity to
gain his living by work which he freely chooses or accepts…’. This effect would not be
restricted to services sectors only, but could affect an entire economy (i.e. also
manufacturing and agricultural sectors – for example positively affecting the human
right to food (Art. 11 ICESCR, CESCR General Comment No. 12). More competition could
also lead to pressure on labour standards in some TiSA countries: pressure on the
working conditions (human right to work, Art. 6 ICESCR), salaries (the right to fair and
just working conditions, Art. 31 CFR, Art. 7 ICESCR), labour standards and the
functioning of the trade unions (the right of collective bargaining and action, Art. 8
ICESCR, Art. 28, CFR), thereby threatening the ILO decent work agenda131 (the right to
protection in the event of unjustified dismissal (Art. 30 CFR), prohibition of child labour
and protection of young people at work (Art. 10(3) ICESCR, Art. 32 CFR, ILO

129
130

131

EC, SEC(2011) 567 final.
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Conventions No. 138 and 182) etc.) and by extension further affect the human right to
an adequate standard of living and other possibly related human rights.
If investments are facilitated as a result of TiSA, commercial presence of foreign
companies in a country may increase (Mode 3) which could lead to more jobs in the
recipient country but potentially to fewer jobs in the country of origin when activities
are being offshored. The entrance of new service providers (or increased activities of
existing providers) could on the one hand lead to a larger (and cheaper) services offer,
especially in highly regulated domestic industries, thereby positively impacting the
human right to work (Art. 6 ICESCR) and human right to an adequate standard of living
(Art. 11 ICESCR).On the other hand, it could also lead to commercial presence of large
firms in countries with less developed legal systems or levels of protection, which could
create risks for social and human rights (e.g. human right to enjoy just and favourable
conditions of work – Art. 7 ICESCR, and the human right to an adequate standard of
living – Art. 11 ICESCR) and the human right to clean environment, Art. 12 ICESCR.
Whether foreign service providers might offer lower quality jobs and social benefits than
domestic firms, depends on this level of protection. Evidence from firm data shows,
however, that internationally active firms tend to offer higher wages and higher quality
jobs.
Contrary to goods-related trade agreements that include tariff-liberalisation, the TiSA
agreement will not see tariff liberalisation and thus losses in tariff revenues and thus
lower government revenues – needed for upholding human rights (e.g. the right to
education or health care). The quantitative economic analysis, however, show an effect
on human rights in several TiSA participating countries and in countries not part of the
negotiations at the moment when this impact assessment was carried out. The first way
in which an impact can occur is through the fact that TiSA will see some sectors grow
and others decline. Workers in declining sectors may see some of their human rights
violated (e.g. the human right to enjoy just and favourable conditions of work – Art. 7
ICESCR, and the human right to an adequate standard of living – Art. 11 ICESCR) –
even if only in the short-term. The second way in which an impact could be assessed is
through comparing changes in the cost of living (i.e. consumer prices) and incomes (i.e.
real wage effects) and exploring whether TiSA leads to higher real incomes for people
or lower real incomes.
Concerning the proposed legal text of the agreement, TiSA could come to contain a
“ratchet” clause for discriminatory measures ("national treatment") for services which
are not exempted, as this is part of the EU’s negotiating mandate. Civil society is very
concerned that this could come to mean that services commitments made (e.g.
privatised services) cannot be returned to a public monopoly following a change of
political direction because a liberalisation commitment will be ‘locked in’. It is important
to note that even with a ratchet clause a country can still pass stricter nondiscriminatory legislation (which the EU has done in the past e.g. with its financial
regulatory framework after the financial crisis). In the EU offer, public services like
health, education or social services are exempted from the ratchet. This is vital for how
human rights could be affected. If commitments are subject to ratchet clause, unless
these are subject to exemption, future policy space of governments would be
significantly reduced, giving governments less room to stand for their commitments to
uphold human rights. This could then affect the way governments would be able to
uphold, for example, the human right to health (Art. 11, ESC; Art. 12 ICESCR), the
human right to access to health care (Art. 12(d), ICESCR; Art. 35 CFR) and the human
right to education (Art. 14 CFR, Art. 17 ESC, Art. 13 ICESCR) and more generally the
human right to access to services of general economic interest (Art. 36 CFR). Hence the
EU reservations in relation to public services in TiSA are very important. This means
that governments will be able to retain the policy space needed to uphold the
abovementioned human rights.
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In case the barriers to mode 4 are removed,132 depending on the type of services sector,
various human rights can be impacted. Referring to the mode 4 in general, if barriers
to provide services (as a doctor, a dentist, a lawyer, an engineer, an architect, etc.) in
the other country are removed (Mode 4), international availability of experts in that field
(health care, law, architecture, engineering, etc.) could potentially increase, thereby
positively affecting the right to work for the affected service provider, as it is stipulated
for in Article 6 of the ICESCR. Also the ‘the right to everyone to the opportunity to gain
his living by work which he freely chooses or accepts…’ is enhanced for those service
providers affected, because if they cannot find customers in their home countries, they
can now more easily do so elsewhere. In general it is expected to also positively affect
the human right to access to services of general economic interest as specified in Article
36 of the Charter of Fundamental Rights.
In medical services, the increase in specialists in health and health care can be beneficial
to the human right to health Art. 11 ESC, Art. 12 ICESCR and access to health care (Art.
12(d), ICESCR, Art. 35 CFR), although it should be noted that under mode 4, these
specialists do not migrate but provide services under clearly defined timeframes and
conditions. Since the right to health is applicable to the total population, including
specific groups within, it can by extension further beneficially affect the human rights of
the groups of the population that a right may specifically refer to (women (Art. 12
CEDAW), children (Art. 24 CRC), persons with disabilities (Art. 25 CRPD), children with
disabilities (Art. 23 CRC), the elderly (Art.25 CFR, Art. 23 ESC), minorities (Art. 27
ICESCR, Art. 2 TEU, Art. 21 CFR), etc.).
Removal of barriers in environmental services may attract more foreign companies to
provide such type of services in the other country. This measure may have a beneficial
effect on the right to clean environment (Art. 12 ICESCR) if companies that have better
facilities and access to modern and efficient technologies on working in this field enter
the market – in essence the ‘sharing of best practices in environmental services’ could
be enhanced. However, if the companies providing this type of services enter the market
and perform activities that are detrimental to the environment, such presence of foreign
companies may impact the human right to clean environment (Art. 12 ICESCR) in a
negative way.
Trade in services may require a certain level of data sharing133 between the states which
can eventually affect the right to protection of personal data (Art.8 CFR) if the issue of
data protection is not properly addressed. At this moment a draft negotiating text is not
available while negotiators have explicitly mentioned that TiSA will not undermine data
protection laws,134 that are considered separately from the ‘transfer of personal data’,
for example, as laid down in the provisions of the EU-Korea Free Trade Agreement.
Therefore, no substantial effect on the right to protection of personal data (Art. 8 CFR)
is expected from TiSA.
The public procurement goals in TiSA appear to be more ambitious than laid down in
GATS. Increased access to public procurement is a relative offensive interest for the EU
because EU procurement markets are already relatively open. More access to third
country procurement markets could lead to positive effects for economic growth, market
access potential for EU businesses, also for SMEs, and to the creation of jobs. This could
in turn lead to the promotion of the human right to an adequate standard of living
(Article 11 ICESCR). Conversely, more open public procurement does imply that
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European Commission, Report of the TiSA negotiation round taking place 6-13 October 2015, available
at: http://trade.ec.europa.eu/doclib/docs/2015/october/tradoc_153917.15.pdf [accessed 1 December
2015].
‘cross-border data transfer’ as it is mentioned in the MEMO of the EC, available at:
http://europa.eu/rapid/press-release_MEMO-13-107_en.htm [accessed 30 November 2015].
EC, TiSA, Questions and Answers, under section ‘Protecting people’s data’, available at:
http://ec.europa.eu/trade/policy/in-focus/tisa/questions-and-answers/ [accessed 30 November 2015].
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(national/federal, regional and local) governments have less room to discriminate in
favour of local providers, which could affect local employment possibilities (i.e. labour
rights) unless there are adequate safeguards included in the agreement.
New and enhanced disciplines
These provisions would be an expansion of TiSA compared to GATS. Discussions on
issues like domestic regulation, transparency, e-commerce and specific sectoral
annexes as in financial services, maritime transport and telecommunications are
envisaged to be part of TiSA. This development in TiSA is similar to what we have seen
in other recent (ongoing and concluded) negotiations, for example EU-Canada’s CETA
and EU-US TTIP: a focus on behind the border barriers and non-tariff measures.
Civil society expressed concerns that through regulatory disciplines, the right to regulate
for governments will be reduced, and thus their ability to uphold human rights. 135
Civil society is wary of the potential impact of TiSA on public services as they fear that
if the governments do not retain their right to regulate in public services, they risk
limiting their capacities to promote human rights and to meet their international human
rights obligations - thereby potentially putting at risk the protection of such human
rights as human right to education (Art. 14 CFR, Art. 17 ESC, Art. 13 ICESCR), human
right to health (Art. 12 ICESCR), human right to water (Art. 11, 12 ICESCR), human
right to food (General Comment No. 12 of the ICESCR) (through food inspection and
testing services, for example),136 human right to culture (Art, 22 CFR, Art. 15 ICESCR),
and the human right to social security (Art. 34 CFR, Art. 9 ICESCR). However, as
indicated in chapter 1), public services will be protected under TiSA. In addition to
reservation related to public services, the provisions concerning the right to regulate
will also be included in the text and therefore be legally binding.
In financial services, regulatory disciplines focus on reducing regulatory divergences in
the different systems could have potential positive effects, if standards and levels of
consumer protection are not altered (i.e. the human right to consumer protection, Art.
38 CFR, is upheld). Differences in regulatory systems between countries, regulating
what is in essence a global industry lead to costs for the industry and ultimately
consumers. If unnecessary overlaps are addressed, costs for the financial service sector
could be reduced, allowing the sector to charge less for its services, enabling other parts
of the economy to grow and increase their levels of competitiveness. This would have a
positive effect on the right to an adequate standard of living (Art. 11 ICESCR) and the
right to work (Art. 6 ICESCR) as well as the right to access to services of general
economic interest (Art. 36 CFR). If, however, TiSA would affect the ability to regulate
and as a possible result to increased risk taking by the financial sector, effects could be
much less positive, if not negative. We did not find any evidence of the latter.137
Moreover, negotiators have assured in public that TiSA will not lead to a deregulation of
the financial and insurance service sector. We therefore do not expect a TiSA impact as
it is not expected to affect the ability of national, regional or local governments to
regulate, nor would the agreement force them to alter the existing legislation / carry
out reforms if there are prudential reasons for this. What does matter, however, is that
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Civil Society Dialogue on the draft Inception Report – meeting summary. http://www.tradesia.com/tisa/downloads/.
International Union of Food, Agricultural, Hotel, Restaurant, Catering, Tobacco and Allied Workers’
Association (IUF), The TISA Threat to Food and Agriculture, IUF presentation to the WTO Public Forum
2014, 2 October 2014, available at:
http://www.iuf.org/w/sites/default/files/TheTISAthreattofoodandagriculture.pdf [accessed 1 December
2015].
The US have been clear that the Dodd-Frank act could not be changed through any trade agreement
and the EU has also been clear in its views that the measures taken in recent years in the EU financial
services sector as part of its reform agenda (based on Basel III) will not be relaxed.
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within the framework of financial services, data issues are important, possibly affecting
the right to protection of personal data (Art. 8 CFR), see comments on this above.
Finally it is important to emphasise that the above effects could be the consequence of
TiSA (we will investigate further in the next sections) not only for the parties negotiating
the TiSA. Because TiSA is designed in such a way that it could later be multilateralised,
the potential effects of TiSA on HR matter not just for the EU or the other TiSA
participants, but could also become important for all other members of the WTO if
multilateralised into an agreement under the WTO.
TiSA will include a dispute settlement mechanism that ensures the parties observe
mutually agreed rules (GGDS) but it will not include measures that are intended to
protect investors (like the ISDS mechanism).138 The absence of the ISDS mechanism is
considered by NGOs a positive measure for human rights. This provides them with more
confidence that human rights such as right to education (Art. 14 CFR, Art. 17 ESC, Art.
13 ICESCR), to health (Art. 12 ICESCR), to access to basic medication (as a part of the
human right to health, Art. 35 CFR, Art. 12 ICESCR), and health care (Art. 12(d),
ICESCR; Art. 35 CFR), to water (Art. 11, 12 ICESCR) to access to services of general
economic interest (Art. 36 CFR).– will not be negatively impacted as TiSA does not
include ISDS. 139
Other issues
Lack of transparency has been raised as one of the issues in the TiSA negotiations, as
negatively affecting the right to information (Art. 10 ECHR, Art. 19 ICCPR). Civil society
actors have expressed concerns about the insufficient level of transparency140 and the
fact that only limited documentation is available on the website of the European
Commission.
Conclusions screening and scoping
In this section we identified key human rights issues that are related to the trade
measures covered in TiSA. The human rights that are potentially affected by TiSA are
mentioned in Table 3.8 below. In line with the EU guidelines on human rights in impact
assessments for trade-related policy initiatives,141 we provide further analysis of the
human rights and issues in more detail below, based on the following criteria:




138
139

140

141

Is the human right that is potentially affected an absolute right or not?
Is the effect direct or indirect (specifying which human rights are more directly
trade related and likely to be directly affected by the proposed options);
Is the effect potentially major or minor (specifying which human rights represent
major or minor impact). It should be noted that these are relative assessments,
given that the effects of the Agreement are expected to be very small as shown in
the previous chapter.

Council of the European Union, 6891/13 Add 1 DCL 1.
Whether these human rights would have been affected if ISDS would have been part of TiSA would in
any case have to be analysed first, especially in the light of the long list of MFM exemptions put forward
– as done for example by the EU in its March 2013 proposal for Schedule of Specific Commitments and
List of MFM Exemptions. EC, Memo, Negotiations for a Plurilateral Agreement on Trade in services. 15
February 2013, available at: http://europa.eu/rapid/press-release_MEMO-13-107_en.htm [accessed 30
November 2015].
ETUC, Statement on the goals and principles of the Trade In Services Agreement (TISA), 17 June 2014,
available at:
https://www.etuc.org/sites/www.etuc.org/files/Statement_on_the_goals_and_principles_of_TISA__August_2013-2.pdf [accessed 1 December 2015].
European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact
in impact assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 29 November 2015].
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Table 3.10 Summary of human rights potentially affected by TiSA
Human rights and issues

Is it an

Potential

Directly

absolute

beneficial or

indirectly

Major

right?

negative

trade

minor

effect

related

impact

yes/no

+/-

D/I

Ma/ Mi

Human right to health

no

+ and -

D

Major

Human right to access health care

no

+ and -

D

Major

Human right to education

no

+ and -

I

Minor

no

+

D

Major

Human right to culture

no

0

I

Minor

Human right to work

no

+ and -

D

Major

Human right to fair and just working

no

+ and -

I

Minor

Human right to food

no

+ and -

I

Minor

Human right to water

no

+ and -

I

Minor

Human right to clean environment

no

+ and -

I

Minor

Human

n/a*

+ and -

I

Minor

Human rights of children

n/a*

+ and -

I

Minor

Human rights of women

n/a*

+ and -

I

Minor

basic

no

+ and -

I

Minor

information;

no

+ and -

D

Minor

Human right to social security and

no

+ and -

I

Minor

Human rights of the minorities

n/a*

+ and -

I

Minor

Human right to collective bargaining

no

-

I

Minor

Human rights of the elderly

n/a*

+ and -

I

Minor

Human right to protection in the

no

-

I

Minor

no

0

D

Minor

yes

0

I

Minor

Human

right

to

an

adequate

/

Estimated
/

standard of living

conditions

rights

of

persons

with

disabilities

Human

right

to

access

medication
Human

right

to

transparency
social insurance

and action

event of unjustified dismissal
Human

right

to

protection

of

personal data
Prohibition

of

child

labour

and

protection of young people at work

no

* n/a refers to a group of rights which in this case cannot be defined as non-absolute as they refer to multiple
rights and some of them include absolute rights. Since the effect of TiSA, like other trade agreements, mostly
affects the social and economic rights, rather than civil and political rights, stricto senso, there is no talk about
the absolute right here except for forced labour which is also considered an absolute human right.142
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UK Ministry of Justice, Making sense of human rights. A short introduction, available at:
https://www.justice.gov.uk/downloads/human-rights/human-rights-making-sense-human-rights.pdf
[accessed 10 December 2015].
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3.4.3. Step 2: Concise overview of human rights records of the EU and other
TiSA participants
In this section, we provide a concise overview of the human rights records of the EU
and (selected) TiSA participants in order to help establish the baseline for the HR
analysis.
Even though, as it is stated in the EC guidelines on the analysis of human rights impacts
in impact assessments, “impact assessment … is not intended to pass a judgement on
the actual human rights situation in a country…”, we think it is important to look at the
human rights background in the countries participating in TiSA. This agreement brings
together Parties with different negotiating resources and different national situations.
In considering the human rights effects across TiSA participants, it is also important to
note that possible negative effects of the agreement could most be felt in the more
vulnerable countries with weaker governments, in terms of domestic governance,
quality and strength of domestic institutions, and stability, and lower labour and
environmental standards and mechanisms of protection, designed to protect human
rights of the population. Also, the effects will be difficult to address if participating states
do not hold any obligations with respect to certain groups of human rights (are not party
to international human rights treaties).
In Annex D we present the overview of the ratifications of the core international human
rights treaties as well as their optional protocols, listed per country that is expected to
be part of TISA. Some parties did not ratify most of the core international treaties (e.g.
the US). In case of violations it is already burdensome to hold the violating states
accountable, but it is made impossible when a state cannot be held accountable because
it is does not formally have any obligations in that respect. The overview on the
ratification status of the ILO Conventions is provided in the Social analysis Chapter of
this report.
Another important element to consider is how the ratified conventions are implemented.
Many – but not all – of the TiSA participants have ratified relevant conventions, but
enforcement levels differ. For example as presented in the beginning of this chapter,
the US may not have not ratified several ILO Conventions, while Pakistan has ratified
them all, but this does not mean that social protection levels are lower in the US than
in Pakistan. Some parties to TiSA are considered ‘weak states’143 and therefore, may
find it harder to uphold their formal human rights commitments against potential
negative effects of TiSA than others – even others which have ratified less international
human rights treaties. These states may also benefit less from potential positive effects.
For example, if in a country the level of corruption is higher than in other countries,
mismanagement of the budget that becomes available because of a TiSA impact may
imply that additional funds would be spent much less efficiently or end up not being
spent to the benefit of society at all. That is why in Annex D we also add the Corruption
Perception Index surveyed by Transparency International144 which provides the ranking
for all the states participating in TiSA. This contextual indicator is taken into account
when looking at some of the potential impacts of TiSA on human rights.
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Brookings Global Economy and Development, Index of State Weakness in the Developing World,
available at: http://www.brookings.edu/~/media/Research/Files/Reports/2008/2/weak-statesindex/02_weak_states_index.PDF [accessed 6 January 2016].
Transparency International, The 2014 Corruption Perception Index, available at:
https://www.transparency.org/cpi2014/results [accessed 2 December 2015].
June 2017

99

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
3.4.4. Step 3: Detailed assessment of potential effects of TiSA for selected
human rights
In this section, we combine the quantitative data that we have with qualitative analysis
and inputs from civil society to look in more detail at human rights affected by TiSA as
determined in Step 1. The human rights that warrant further investigation because of
potential impact from TiSA are:








Human
Human
Human
Human
Human
Human
Human

right
right
right
right
right
right
right

to
to
to
to
to
to
to

health;
access to health care;
an adequate standard of living;
work;
education;
information;
the protection of personal data.

Of this list, the human right to work is already covered to a large extent in the Social
Analysis chapter of this report, which is why we cover only one more additional element
of that human right here: the short-term pressure on the right to work due to changes
in the production structures of economies because of TiSA, and upholding social levels
of protection.
According to the EC’s guidelines for human rights impact assessments of trade
agreements, we present the results in this second step of the analysis in the following
way. First, we shortly present the human right’s legal background. Then we present how
the human right could possibly be impacted if a TiSA-agreement would be concluded
based on both quantitative and qualitative analysis. The quantitative results we obtained
from the CGE model simulation on potential effects of TiSA and from the additional
quantitative social and environmental analyses carried out. The qualitative analysis is
based on a literature review, a study of previous FTAs and inputs from civil society.
Some of the human rights are affected directly while other human rights are impacted
only in an indirect way. For example, if a service barrier is removed that leads to free
movement of mechanical engineers (up to certain visa validity limits), the human right
to work could directly be affected for a lot of mechanical engineers, creating employment
opportunities and flexibility to move geographically to where opportunities are most
promising. An example of an indirect effect could be that is that if public services are
open for foreign competition (e.g. there are no reservations in relation to education or
health care in TiSA), governments would be less able to uphold their human rights
responsibilities – for example, the human right to education (Art. 14 CFR, Art. 17 ESC,
Art. 13 ICESCR) or the human right to health. This is why the EU position on the
approach in relation to health, education and public services in general has been made
very clear: TiSA will not change the EU treatment of public services as compared to
GATS or other FTAs (see chapter 1).
Guidelines on the analysis of human rights impacts in impact assessments for traderelated policy initiatives indicate that the focus of the analysis should be on ‘the areas
which are more directly trade related and likely to be directly affected by the proposed
options’.145 Therefore, we address impacts on most of the human rights separately
because they are impacted directly. However, the indirectly affected human rights in
this analysis are grouped together.
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European Commission (2015) Guidelines on the analysis of human rights impacts in impact
assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 6 November 2015].

100 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
Human right to health and the human right to access to health care
The human right to health is guaranteed under Article 12 of the International Covenant
of Economic, Social and Cultural Rights. Article 11 of the European Social Charter refers
to the right to protection of health aimed at the highest possible standard of health
attainable. Article 35 of the EU Charter provides for the human right to health care that
strives for the ‘high level of human health protection … ensured in the definition and
implementation of all Union policies and activities’.146
The global health sector is one of the largest sectors in the world according to the World
Bank, and a growing one.147 From the screening and scoping exercise above we conclude
that the human right to health could be affected.
This depends, however, to a large degree on the provisions that finally end up in the
negotiated TiSA. ETUC (2015) argues that “achieving and maintaining universal access
to high quality public services should be central to the [TiSA] agreement”.148 And Article
35 of the Charter states that “Everyone has the right of access to preventive health care
and the right to benefit from medical treatment under the conditions established by
national laws and practices.”. More in general the Charter guarantees the human right
to access to services of general economic interest (Art. 36 CFR).
As indicated in section 1.1, public services are not affected by TiSA, as services supplied
in the excise of governmental authority are excluded, and further exemptions and carve
outs are made. In the revised EU TiSA offer (of May 2016), the EU clearly requires broad
carve-outs related to public health services. The offer states that:





“The EU reserves the right to adopt or maintain any measure with regard to the
provision of all health services which receive public funding or State support in any
form and are therefore not considered to be privately funded (CPC 931, except for
CPS 9312 and part of 93191);149
The EU reserves the right to adopt or maintain any measures with regard to all
privately funded health services, other than privately funded hospital, ambulance,
and residential health services other than hospital service;150
The EU (except Hungary) reserves the right to adopt or maintain any measure
requiring the establishment of suppliers and restricting the cross-border provision
of privately funded hospital, ambulance, and residential health services other than
hospital services.151

Moreover, as also noted in Section 1.1, the EU states in its limitations on market access
that “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”. This very general
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2000/C 364/01.
ECIPE (2015) “The health of Nations: A transatlantic trade and investment agenda for better
healthcare”.
ETUC (2014) “Statement on the goals and principles of the Trade in Services Agreement (TiSA)”
available at
https://www.etuc.org/sites/www.etuc.org/files/Statement_on_the_goals_and_principles_of_TISA__August_2013-2.pdf [accessed 4 January 2015].
European Commission (2016), ‘Revised EU TiSA Offer: Schedule of specific commitments and list of
MFN exemptions’, http://trade.ec.europa.eu/doclib/docs/2016/may/tradoc_154590.pdf [accessed
August 2016], page 26.
European Commission (2016), ‘Revisedl EU TiSA Offer: Schedule of specific commitments and list of
MFN exemptions’, http://trade.ec.europa.eu/doclib/docs/2016/may/tradoc_154590.pdf [accessed
August 2016], page 26.
European Commission (2016), ‘Revised EU TiSA Offer: Schedule of specific commitments and list of
MFN exemptions’, http://trade.ec.europa.eu/doclib/docs/2016/may/tradoc_154590.pdf [accessed 6
January 2016], page 27.
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horizontal reservation the EU takes in all its trade agreements, preserving national and
local right to maintain public services under their control.152
We take the EU as an example to illustrate what these carve-outs mean and why they
matter. It is clear that the EU Member States have very different health care systems
and that they operate under different rules and regulations. Also the way health
insurance is organised differs between Member States. Jeurissen (2010) finds that only
a small share of hospitals in the EU is ‘for profit’.153 In order to provide insight into the
health care systems in the EU Member States we have made a grouping of the EU
Member State health care systems. Based on Journard et al. (2010) we have grouped
some EU Member States in Table 3.9 according to the way the health care systems are
characterised.154 This could matter for the way TiSA’s impact materialises – most likely
asymmetrically.
Table 3.11 Health care systems
Group

Characteristics

Countries

Group 1

Relies extensively on market mechanisms in regulating both

Germany,

insurance coverage and service provision. Gate-keeping155

Slovak Republic

Netherlands,

arrangements are in place.
Group 2

Public basic insurance coverage and extensive market

Belgium, France

mechanism in regulating provisions. Differs per country in
terms of degree of reliance on private health insurance to
cover expenses beyond basic packages. Gate-keeping
arrangements are in place.
Group 3
Group 4

Idem as Group 2, but without gate-keeping arrangements

Austria, Czech Republic,

in place.

Greece and Luxembourg.

Regulatory rules provide patients with choice among

Sweden

providers; extremely limited private supply, also regarding
insurance. No gate keeping in place. Prices tend to be highly
regulated.
Group 5

Heavily regulated public systems. Patients’ choice is limited.

Denmark,

Role of gate-keeping important. Public insurance, but

Portugal and Spain.

Finland,

private options available.
Group 6

Heavily regulated public systems. Patients’ choice tends to

Hungary, Ireland, Italy,

be large. Public insurance, but private options available.

Poland

and

the

United

Kingdom.
Source: Joumard et al (2010).

As the Table shows, the mix of market instruments and regulatory approaches differs
widely among EU Member States, from very heavily regulated public systems (with or
without patient choice) to systems that rely more on market mechanisms. EU
negotiators have stressed that for all health services that have an element of public
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European Commission (2016), ‘Initial EU TiSA Offer: Schedule of specific commitments and list of MFN
exemptions’, http://trade.ec.europa.eu/doclib/docs/2016/may/tradoc_154590.pdf [accessed 6 January
2016], page 42.
Jeurissen (2010) For Profit Hospitals: A comparative and longitudinal study of the for-profit hospital
sector in four Western countries.
Joumard et al (2010) Health Care Systems: Efficiency and Institutions. OECD Economics Dep’t Working
Paper No. 769.
A gatekeeper is a physician, typically a primary care physician (family practice, internist or
paediatrician) who is responsible for determining a patient’s primary services and coordinating the care
so that appropriate services are given. In many insurance plans that have networks of hospitals and
doctors, the primary care physician is the gatekeeper who provides referrals to specialists.
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support, EU Member States can continue to regulate the health sector as they consider
most appropriate while respecting their commitments not to discriminate in the
provision of privately funded health services to the extent that Member States have
undertaken relevant commitments.
In previous trade agreements and partnerships, the EU has successfully negotiated four
important guarantees for public health services. The EU negotiators have stated
repeatedly that they will uphold these in TiSA as well:
1) Regulation
national and local governments in the EU will be free to regulate their health
services that receive any form of state support and they can set their own quality
standards that suppliers need to meet;
2) Access to the market
For health services which receive public funding or support in any form,
governments do not have to give access to service providers from outside the
EU;
3) Monopolies
If they wish, national, regional or local governments can organise public services
in such a way that only one supplier provides the service. The single supplier can
be publicly owned as well as a private firm with the exclusive right to offer a
particular service. And it can operate at any level – nationally, regionally or
locally;
4) Subsidies
EU governments at all levels are free to provide subsidies to the public health
sector. On top of that, governments do not have an obligation to treat companies
from outside the EU in the same way as EU businesses. This means that
governments can actually limit non-EU companies from receiving subsidies if
they wish.
Human right to an adequate standard of living
The right to an adequate standard of living is guaranteed under Article 11 of the
International Covenant on Economic, Social and Cultural Rights. In General Comments
by the CESCR this right includes the right to adequate housing (General Comments No.4
and No.7), the right to water (General Comment No.15), the right to social security
(General Comment No.19) and right to food (General Comment No.12).
Based on the results of the economic analysis from the CGE model and additional social
impact analysis, the general picture emerges of a potential small but positive impact of
TiSA (in both experiments) on the human right to an adequate standard of living
because expected income increases are higher than expected expenditure increases
which is reflected in real household consumption effects. Almost all TiSA participants
benefit in terms of real household consumption, but this is most so for Hong Kong
(China) (+ 1.2 percent) Mauritius (+ 0.6 percent, for the other participants the benefits
are smaller (between 0 and 0.2 percent). When we look at the impact of TiSA on food
prices to see whether they have become cheaper or more expensive (impacting the right
to food), we see that for most TiSA participants food prices will not change significantly
(changes below 0.1 percent, up or down). The largest drop in food prices is experienced
by Pakistan, with 0.2 percent. The overall impact on consumer prices of TiSA is very
small. For Mauritius (-0.8 percent), Pakistan (-0.3 percent) and Israel and Chinese
Taipei (-0.1 percent), we find that prices are expected to decline, while for Switzerland,
Hong Kong (China) and Tukey they are expected to go up marginally (+0.1 percent).
For all other TiSA participants no significant consumer price effects are expected.
Further we consider wage and employment effects. We find that wages for low-skilled
workers are going up in all TiSA countries because of TiSA, and wages for mediumskilled and high-skilled workers do as well, except for Pakistan. As these rising wages
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reflect increased demand for labour, it is likely that in reality the wage increases will
partially lead to net job creation overall, except for medium and high-skilled workers in
Pakistan. The possible negative pressure on salaries (the right to fair and just working
conditions) is not found in our quantitative analysis. From these data, we conclude that
TiSA offers opportunities for improving the human right to an adequate standard of
living in the long run. Below – under the right to work – we look at the shorter-run
implications of TiSA.
Human right to work
The right to work is guaranteed under the International Covenant on Economic, Social
and Cultural Rights (Art. 6 and the work related Art. 7 and 8, under the European Social
Charter (Art. 1-8), Solidarity Chapter of the EU Charter (Articles 27-34) and ILO
Conventions.
The long-run effects of TiSA appear to be positive for GDP and wages: GDP goes up for
all TiSA countries and wages – on average – go up for all wage groups (except for
medium and high-skilled workers in Pakistan). This implies that based on the CGE model
TiSA is expected to create employment opportunities in the participating countries.
Labour displacement – i.e. the movement of labour across sectors – can also affect the
right to work especially in the short-run. In the short-run, the introduction of TiSA could
lead to shifts in production structure of TiSA economies (all across the economies, not
only in services sectors)– as shown in chapter 2 of this report in the EU– at sector level.
The reallocation of labour across sectors is very small for almost all TiSA participants,
including in the EU, only in Hong Kong (China), Mauritius, and Pakistan this effect is
somewhat higher, as can been seen in Annex B). For those countries, in the short-run,
structural adjustment will imply that workers will be moving, looking for new jobs,
leaving old jobs behind. In TiSA countries where the labour displacement effect is
smaller, the effect may still be relevant for certain specific groups (e.g. declining
employment in the EU maritime transport sector). This process needs to be supported
and facilitated in order to maintain the right to an adequate standard of living and the
right to work. From these data, we conclude that though TiSA offers long-run
opportunities for improving the human right to an adequate standard of living in the
short run, governments of especially these three TiSA countries need to monitor their
economic adjustment carefully and possibly support the adjustment process to also in
the short-run guarantee the right to work and right to an adequate standard of living.
Finally, TiSA is expected to increase competition. Competitive pressures could
potentially lead to pressure on social and labour rights as defined by the ILO
Conventions. Therefore it is important that TiSA countries focus on ratifying – and
implementing – the ILO Conventions (or uphold at least equivalent high levels of social
protection in practice) in order to create tools to uphold high levels of social protection.
Civil society argues strongly for the fact that TiSA should contain enforceable labour
standards in order to guarantee a floor of convergence (ETUC, 2014).156
Human right to education
The right to education is guaranteed under Articles 13 and 14 of the International
Covenant on Economic, Social and Cultural Rights, under Article 17 of the Revised
European Social Charter and under Article 14 of the EU Charter. The State bears the
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ETUC, Statement on the goals and principles of the Trade In Services Agreement (TISA), 17 June 2014,
available at:
https://www.etuc.org/sites/www.etuc.org/files/Statement_on_the_goals_and_principles_of_TISA__August_2013-2.pdf [accessed 1 December 2015].
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primary responsibility for respecting, fulfilling and protecting the right to education
through acting as a ‘guarantor and regulator of education’.157
The UN Special Rapporteur on the right to education, Mr. Kishore Singh, has – in his
June 2015 study – expressed concern over commercialisation of education arising from
liberalisation of education services and argues that an increasing number of private
education providers has been characterised as having a negative impact on the norms
and principles of the international legal framework on the right of education. 158 As it is
stipulated in the General Comment No.13: States parties agree that all education,
whether public or private, formal or non-formal, shall be directed towards the aims and
objectives identified in article 13 (1).159 Indeed, States have an obligation to regulate
both public and private educational institutions. Moreover, civil society organisations
that are sceptical of TiSA are worried that trade agreements seem to consider education
as a ‘tradeable commodity’ and ‘consumer good,’ not a human right. We discuss
potential impact only from perspective of the EU and do not consider concerns in or
measures by other TiSA parties. As indicated in section 1.1, among all public services
related reservations, the EU has a reservation specific to education– in its revised offer
a reservation stating that ‘Educational services’ forward as a sector where the “EU
reserves to adopt and maintain any measure with regard to education services that
receives any form of state support and with regard to privately funded other education
services” (in addition to various EU Member State specific reservations).160 The EU offer
also includes a reservation stating that “Participation of private operators in the
education network is subject to concession.”161 Though this is the EU offer in TISA, the
same approach is followed in the EU FTAs.
Taking into account the EU reservations, our understanding is that if educational
institutions are not receiving any form of state support, and the number of private
educational institutes increases, it is up to an EU Member State to regulate the education
sector. If the EU Member State allows private educational institutes (which some do
not), competition with public educational institutes, could increase – the development
Mr. Singh criticises. Indeed, this could result in adverse effect for the right to education
as it is provided for in the international human rights treaties and the EU Charter. This,
however, is not related to TiSA as such. Based on the text of the EU offer, we conclude
that in case of the EU TiSA will not lead to irreversibility of privatisation of public
education if governments want to reverse previous privatisation efforts.
From a quantitative point of view, the model results show that TiSA is expected to lead
to economic growth, which in turn is expected to enhance tax revenues and thus public
funds, which could be spent on – among others – public education. Given the relatively
small increase in real national income, this effect will be limited.
Human right to information
The human right to information is guaranteed by Article 19 of the International Covenant
on Civil and Political Human Rights. This right is not expected to be affected by TiSA
itself but more by the negotiating process.
We address this issue from the EU perspective only. In this respect, the European
Commission provides regular updates on progress in the talks to the EP and Council,
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A/HRC/29/30, para. 49, p.8.
Ibid, para. 1.
UN, General Comment No. 13 – the right to education, article 13 of the ICESCR, available at:
http://www.ohchr.org/EN/Issues/Education/Training/Compilation/Pages/d)GeneralCommentNo13Therig
httoeducation(article13)(1999).aspx [accessed 10 November 2015].
EC, Memo, Negotiations for a Plurilateral Agreement on Trade in services. 15 February 2013, available
at: http://europa.eu/rapid/press-release_MEMO-13-107_en.htm [accessed 30 November 2015].
EC (2016) ‘Revised EU TiSA Offer: Schedule of specific commitments and list of MFN exemptions’,
http://trade.ec.europa.eu/doclib/docs/2016/may/tradoc_154590.pdf, p. 92.
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both institutions receiving copies of all negotiating documents. The EU’s market access
offer in TiSA is made public after exchange with TiSA Parties and the EU publishes the
EU tabled text proposals. DG Trade also meets frequently with representatives of civil
society.
There were – through leaked documents – sector-annexes, e.g. on energy, trade in
environmental services, road freight transport and related logistics services, as well ecommerce, financial services, and telecommunications services.
Civil society, in the EU are concerned with a lack of transparency in TiSA negotiations
which could be assumed as having negative impact on the right to information. It
characterises the communication as a set of ad hoc measures. ETUC (2014) called for
the negotiations to be transparent,162 with the process accessible for civil society and
interest groups. Also BEUC calls for more transparency around the TiSA negotiations,
and points to a difference in this respect with the negotiations on TTIP: “Whereas with
TTIP documents become gradually available to the public, on TiSA only a very limited
number of documents are released.”163 A similar point is made by EDRi, claiming that
the lack of transparency leads to debates that are not on the basis of complete
information.164 While the two negotiation processes cannot be fully compared given their
differences in scope, and while DG Trade has made an increasing number of documents
on TiSA available as negotiations progress (e.g. negotiating mandate, additional text
proposals), there are still differences between the level of transparency of both
negotiations (e.g. in the way information is structured, explanations of positions and
proposals, the existence of an Advisory Group for TTIP consisting of experts
representing a range of interests), which suggest room for improvement with respect
to transparency, and thus the right to information. Regardless of these differences, for
both negotiation processes civil society has complaints on the level of transparency in
these negotiations because consolidated texts are not published so draft final texts not
known, which makes it difficult for civil society to assess the progress and outcome of
the negotiations.
Fundamental right to protection of personal data
The human right to protection of personal data is provided for in the EU Charter under
Article 8 which specifies that ‘such data must be processed fairly for specified purposes
and on the basis of consent of the person concerned or some other legitimate basis laid
down by law’.
Officially, the collection, use or even storing of information by public authorities about
an individual is a limitation of the human right to protection of personal data, guaranteed
under Article 8 of the EU Charter. This issue of data flows is particularly relevant in the
context of this trade agreement. Large data flows across borders take place every day
in order for economies to function. For instance, when a consumer in Spain purchases
a book through amazon.com, he/she will fill in personal data (name, address, email
address, telephone number) and personal financial data (credit card data) in order to
purchase the book and have it delivered. This causes a cross-border data flow to occur.
Again, we assess the potential impact from the EU perspective only.
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ETUC (2014) “Statement on the goals and principles of the Trade in Services Agreement (TiSA)
available at
https://www.etuc.org/sites/www.etuc.org/files/Statement_on_the_goals_and_principles_of_TISA__August_2013-2.pdf [accessed 4 January 2015].
Transparency in TiSA negotiations, BEUC Letter sent to the EC/ Commissioner Cecilia Malmström on 4
March 2015, http://www.beuc.eu/publications/beuc-x-2015024_mgotransparency_in_tisa_negotiations.pdf.
EDRi (2016). Trade in Services Agreement; EDRi’s Position.
https://edri.org/files/TiSA_Position_Jan2016e.pdf
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Regarding data flows, the EU propose to ensure the free flow of information for financial
services providers in line with its GATS commitments. However, the EU publicly states
that “regarding the transfer of financial data, all existing EU and national laws on the
protection of privacy will continue to apply and TiSA will not change them in any way”.165
EU negotiators have also repeatedly stressed that “TiSA will at least contain the
safeguards for protecting privacy that currently exist in the General Agreement on Trade
in Services (GATS)”. GATS Article XIV states that “Subject to the requirement that such
measures are not applied in a manner which would constitute a means of arbitrary or
unjustifiable discrimination between countries where like conditions prevail, or a
disguised restriction on trade in services, nothing in this Agreement shall be construed
to prevent the adoption or enforcement by any Member of measures: (…) (c) necessary
to secure compliance with laws or regulations which are not inconsistent with the
provisions of this Agreement including those relating to: (…) (ii) the protection of the
privacy of individuals in relation to the processing and dissemination of personal data
and the protection of confidentiality of individual records and accounts."166
From the perspective of the fundamental right to the protection of personal data, what
matters is that personal data are not stored or used without explicit permission of the
individual whose data are involved. To this explicit permission, one could add that the
issue is much more complex, as research shows that even when presented the choice,
people still make privacy related decisions that are not in their interest.167 Moreover, ecommerce and internet-based commercial services involve processing, storing and
transferring of information– which is not the same as sharing of personal data without
prior consent. At this stage the EU still has not taken any formal position on the issue
of data flows in TiSA negotiations (with the above-mentioned exception for financial
services). Nevertheless, while TiSA is not expected to lead to changes in EU data
protection policies and law, there have been various stakeholders that call for provisions
that further reduce risks in this area (e.g. because other participants could challenge
some part of existing policies and legislation). The European parliament has requested
“.. to incorporate a comprehensive, unambiguous, horizontal, self-standing and legally
binding provision based on GATS Article XIV which fully exempts the existing and future
EU legal framework for the protection of personal data from the scope of this agreement,
without any conditions that it must be consistent with other parts of the TiSA..”168 This
argument is also supported by a research report commissioned by the European
Consumer Organisation/Bureau Européen des Unions de Consommateurs (BEUC),
Center for Digital Democracy (CDD), The Transatlantic Consumer Dialogue (TACD) and
European Digital Rights (EDRi).169
Box 3.3 Stakeholder survey summary human rights results
The stakeholder survey has been online during the Inception and Interim phase
of the study. A specific question was included for social and human rights
organisations concerning the impact of TiSA on several human rights. Although
the number of respondents is too small to draw any conclusions from, it is still
interesting to present the views of the respondents.
None of the thirteen respondents thinks that TiSA will have a positive impact on any of the below
human rights. While for several human rights some respondents have indicated that expect no
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DG Trade, http://ec.europa.eu/trade/policy/in-focus/tisa/questions-and-answers/ [Accessed 10 January
2016].
GATS Article XIV.
Athey, Susan, Catalini, Christian and Catherine Tucker (2017). The Digital Privacy Paradox: Small
Money, Small Costs, Small Talk. NBER Working Paper 23488.
European parliament (2015) REPORT PDF 651k WORD 251k 25 January 2016 PE 567.814v02-00 A80009/2016, containing the European Parliament’s recommendations to the Commission on the
negotiations for the Trade in Services Agreement (TiSA) (2015/2233(INI)),
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+REPORT+A8-20160009+0+DOC+XML+V0//EN.
K. Irion, S. Yakovleva and M. Bartl (2016).
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changes from TiSA, for some human rights all respondents expect a negative impact from TiSA.
These human rights include: right to education, right to the enjoyment of highest attainable
standard of physical and mental health, right to an adequate standard of living, right to freedom
of assembly and association, and worker’s rights.
Expected impact by survey respondents on human rights
Rright to a fair trial
Right to education
Right to the enjoyment of highest attainable…
Right to an adequate standard of living
Right to freedom of assembly and association
Rrights of migrants and/or refugees
Lesbian, gay, bisexual and transgender persons…
Rights of persons with disabilities
Rights of indigenous peoples
Children's rights
Women's rights
Worker's rights
Overall
0
Heavily deteroriated
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4. Environmental analysis
Overall approach
Before discussing the findings of our environmental impact assessment for TiSA, in this
section we outline our overall approach to the analysis. At its core, the approach of the
environmental impact analysis is straightforward and combines both quantitative and
qualitative methods. The first step in our analysis is the development of a baseline built
on (quantitative) indicators, which compares all TiSA participants along several
environmental dimensions, clustered under five themes. In the subsequent impact
analysis, the environmental dimensions have been linked to the economic impact
indicators resulting from the CGE modelling exercise. For CO2 emissions and air
pollution, the impacts of the TiSA are calculated (quantitatively), decomposing the
effects into a scale effect (total output changes) and a composition effect (due to relative
shifts between sectors).
For all other environmental issues, causal links between the CGE results and the
environmental baseline status have been established to provide quantitative input for
the screening and scoping phase. Furthermore, a literature study on environmental
goods and services (water utilities and the value chain effects of TiSA) has been
conducted, which provides additional input for the screening and scoping exercise. The
screening and scoping exercise assesses the importance of a particular country-specific
environmental issue in the context of the TiSA with the aim to identify relevant
environmental case studies. The case studies constitute a tool for ‘filling the gaps’ that
are left behind by comprehensive quantitative assessments and additional qualitative
analysis. They as such allow for a focus on specific issues that deserve closer attention.
TiSA covers many service sectors and will indirectly also affect goods sectors. The
associated environmental impacts can therefore be diverse as well. As such it is
important to define what we understand to be ‘the environment’ in the context of this
impact assessment. Based on the technical specifications of the contract as well as
extensive interaction with stakeholders (for current and previous SIA studies), five
environmental themes have been selected, which form the core focus of the analysis:
1. Waste water – through the TiSA-induced change in output in certain economic
sectors with concomitant changes in withdrawals per resource and BOD
emissions (BOD or Biochemical Oxygen Demand refers to the level of emissions
of organic water pollutants);
2. Air pollution – through the impact on the volume of emissions of (non-climate
change related) air pollutants, such as NOx, SOx and PM;
3. Climate change – through the impact on volume of CO2, CH4 and N2O
emissions;
4. Ecosystems and biodiversity – through the pressure on ecosystems and
biodiversity from the TiSA-induced production impacts in economic sectors such
as agriculture, fishing, forestry and the change in natural resource use
intensity; and
5. Waste – through waste generation (which is mainly impacted by changes in
GDP).170
The above five themes are both quantitatively and qualitatively analysed; this approach
provides a good balance between CGE/modelling outcomes and explanation of these
outcomes for specific areas of interest through general literature review and case
studies. The overall approach is illustrated schematically in the figure below (note that

170

USITC, Environmental and related services (2013), figure 4.1 (based on World Bank report, What a
Waste, Annex J).
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the figure uses colour coding to indicate linkages between environmental themes in the
various sections of the analysis).
Figure 4.1 Schematic view of environmental analysis

* Some industries also affect water (e.g. heavy industry).
** EGS: Environmental goods and services.

Baseline analysis
For the baseline analysis, the broad topics of water (water quality and waste water), air
pollution, climate change, ecosystems & biodiversity, and solid waste have been
covered. For most of these topics, there are two types of indicators available: statistics
on the status, such as “total emissions” or “water withdrawal”, and policy indicators,
such as “wastewater treatment” or “municipal waste collection”. We believe that it is
relevant to combine these dimensions as much as possible since together they provide
information on both the urgency of an issue, and on policy’s reactiveness to issues and
potential trends.
In the baseline analysis we have also looked at how current market structures might
impact one of the largest environmental sectors as TiSA might have a different impact
depending on openness and/ or opening of a specific sector.
Thirdly, we provide an overview of the current market size and how it has grown in 2011
compared to 2010. This information should further assist in putting possible impact into
the right context.
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4.2.1. Quantitative baseline analysis
Status indicators
Most of the status indicators are sourced from the World Development Indicators
(WDI)171, whereas most policy indicators are taken from the Yale Environmental
Performance Index (EPI)172. The EPI transforms data into indicators on a 0-100 scale,
with 100 being the “target” or “best” value. The unit and ranking direction of the other
indicators depends on the issue, but in general they have been made as comparable
between countries as possible by scaling them to the number of inhabitants or similar.
For issues of global concern – such as climate change or endangered species – total
figures are presented as well, in order to make urgent global issues visible.
Table 4.1 Overview of environmental themes and baseline indicators

Issue
water

Air
pollution

Climate
change

Status indicators
Withdrawals per resource (in %)
Organic water pollutant (BOD)
emissions (in kg per day per
worker)
Total emissions of NOx and SOx
(in tonnes)
Emissions of NOx and SOx per
unit of GDP (in t/€)
Particulate
matter
(PM)
exposure (0-100)
Total emissions of CO2 (in t)
CO2 emissions per GDP (in t/€)

Ecosystems
&
biodiversity

Waste

Fish stocks indicator (0-100)

Policy indicators
Wastewater
treatment
(0-100)
Pesticide regulation (0100)

Sources
WDI, EPI
WDI, EPI

WDI
WDI
EPI
WDI
Trend in CO2 emissions
per GDP (0-100)
Coastal
shelf
fishing
pressure (0-100)

Change in forest cover indicator Protected areas (0-100)
(0-100)
Number of species endangered
or critically endangered
Share of population served by municipal waste collection (in
%)

WDI, EPI
EPI

EPI
IUCN Red
List173
UNSD174

The figure below provides the outcome of the baseline analysis and reports both on the
value (see source above) and the rank. A country obtained the rank ▲ for an indicator
in case they belong to the top 33 percent of all 22 countries, ▬ in case they are in the
middle range and ▼ in case they are in the lowest section (note for selected indicators

171
172

173
174

http://data.worldbank.org/data-catalog/world-development-indicators.
Hsu, A., J. Emerson, M. Levy, A. de Sherbinin, L. Johnson, O. Malik, J. Schwartz, and M. Jaiteh. (2014).
The 2014 Environmental Performance Index. New Haven, CT: Yale Center for Environmental Law and
Policy. Available: http://www.epi.yale.edu.
http://www.iucnredlist.org/.
United Nations Statistics Division Environmental Indicators (2013). For waste available at:
http://unstats.un.org/unsd/environment/municipalwaste.htm.
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the ranking can be vice-versa, please see Annex E.1, which reflects reasoning for a topdown or bottom-up ranking for a specific indicator).
The baseline experiment provides the current state of specific indicators in a country.
Below we provide the most interesting results:







Withdrawals per resource: Both Pakistan and Israel currently have a much higher
consumption of water than available to them through natural replenishment;
Particulate matter exposure: Countries with high PM exposure and a resulting
negative environmental effect (and health) are Pakistan, Korea, Hong Kong China
and Chinese Taipei;
When looking at coastal shelf fishing pressure, mainly the US, Iceland and
Colombia have a low EPI score;
Number of endangered species: Top ranking countries for these indicators are
Mexico, Peru and the US (note however that the US is large and as such a
probabilistic higher chance of having more endangered species within its borders);
Overall all countries have a waste collection service, and only Panama, Peru and
Costa Rica have less than 76 percent of their population connected to waste
collection;
Climate change and the indicator CO2 depends strongly on population size and
industries located in a country (note that industries might export products to other
countries and/or countries might import products and this is not well reflected by
the baseline indicator/difficult to determine correctly). When looking at average
CO2 emission per capita one can observe that the relatively more developed
countries have a higher CO2 emission per capita. The difference between
Colombia/Pakistan and Australia/United states is for example a factor sixteen.
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Table 4.2 Issues and effects by country – Baseline value indicator (1)
Baseline value indicators
Water

Waste water

Withdrawals per
resourc es (%)

Country

Value

Rank

BOD emissions

Value

Rank

Air pollution
Emissions of NOx
(nitrogen oxides)
(thousand metric
tons of CO2
equivalent)
Value

Rank

Emissions of NOx
as perc etange of
GDP
(tonnes / mln $)
Value

Rank

Partic ulate matter
exposure

Value

Rank

Particulate matter
exposure
(exc eedanc e)

Value

Rank

Australia

4

n/a

51.462

2,9

100

Canada

1

0,2

33.010

1,3

100

99

4

0,3

8.774

n/a

n/a

100

96

n/a

n/a

n/a

n/a

77

53

Chile
Chinese Taipei
Colombia

1

0,2

Costa Rica

2

n/a

EU
Hong Kong
China
Iceland*
Israel
Japan
Korea
Liechtenstein*

16
n/a

n/a

n/a

n/a

25.142

n/a

n/a

100

99

1.543

n/a

n/a

100

100

n/a n/a

273.678

2,8

89

73

467

n/a

n/a

73

49

n/a

n/a
n/a

0

n/a

366

n/a

n/a

100

100

261

0,2

1.718

n/a

n/a

83

61

21

0,1

25.740

0,7

90

69

39

0,1

14.686

2,4

57

30

n/a

n/a

n/a

26

0,2

Mexico

20

0,2

1

0,2

Norway

n/a

100

n/a

Mauritius

New Zealand

n/a

n/a

n/a

n/a

n/a

n/a

n/a

93

62

n/a

n/a

n/a

n/a

100

100

43.134

2,3

99

77

11.334

n/a

n/a

100

100
100

1

0,2

3.299

n/a

n/a

100

334

0,2

30.050

n/a

n/a

33

n/a

Panama

1

0,3

1.380

n/a

n/a

100

100

Perù

1

n/a

n/a

8.313

n/a

n/a

100

87

n/a

n/a

78

56

Pakistan

Sw itzerland
Turkey
United States

6

n/a

2.442

n/a

18

0,1

34.914

2,4

88

67

17

0,1

304.082

1,0

100

94
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Table 4.3 Issues and effects by country – Baseline value indicator (2)
Baseline value indicators
Ecosystems & biodiversity

Fish stocks
indicator

Country

Value

Rank

Change in forest
cover indicator

Value

Rank

Waste

Climate change

Share of
Number of species
population served
endangered or
CO2 emissions per CO2 emissions (in
by municipal
critically
capita
kt)
waste collection
endangered
(in %)
Value

Rank

Value

Rank

Value

Rank

Value

Rank

Australia

24

100

28

n/a

Canada

14

17

5

99,0%

Chile

21

100

36

n/a

n/a

Chinese Taipei

19

50

15

n/a

n/a

6

Colombia

10

26

28

n/a

n/a

1

Costa Rica

27

20

22

73,0%

2

7.844

9

40

9.735

94,0%

7

3.574.100
40.275

EU
Hong Kong
China
Iceland*

n/a

n/a

10

100

6

6
6

1.881

n/a

n/a

n/a

n/a

n/a

9

69.523

9

1.187.657

12

589.426

55

17

99,8%

34

7

99,3%

n/a

n/a

n/a

n/a

n/a

100

n/a

n/a

98,0%

n/a

n/a

6

51

3

3.916

4

466.549

7

31.232

Mexico

17

20

133

90,0%

New Zealand

11

100

28

n/a

Norway

15

33

2

99,0%

4

43

11

n/a

Panama

19

14

10

64,2%

2

9.666

Perù

24

33

41

75,0%

2

53.069

Pakistan

Sw itzerland
Turkey
United States

n/a

n/a

n/a

n/a

n/a

72.423

100,0%

24

1

n/a

100,0%

25

Mauritius

79.409
n/a

n/a

Korea

n/a

485.463

4

n/a

Japan

n/a

369.040

14

n/a

n/a

Liechtenstein*

16

n/a

Israel

n/a

n/a

9

45.533

1

163.453

50

5

99,0%

4

36.597

21

52

8

82,0%

4

320.840

1

14

106

100,0%

16

5.305.570

Market size and growth
In many developing countries awareness of environmental issues and increase in GDP
have led to more investments in environmental infrastructure. This increasing demand
for environmental goods together with the increasing environmental awareness
internationally is creating large worldwide demand for environmental services in new
and constantly-evolving markets for environmental services. The table below shows that
the highest growth rates are found in developing countries, and that the market is
already substantial in developed countries.
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Table 4.4 Market size and growth for environmental goods and services by region
Region

Market in US$ billion (2011)

% Growth (2011)

United States

311.3

5%

Western Europe

256.0

2%

Japan

103.3

-1%

Rest of Asia

78.0

9%

Latin America

28.5

5%

Australia/New Zealand

13.6

2%

Central & Eastern Europe

13.7

4%

Middle East

17.5

9%

Africa

10.3

10%

Source: International Trade Centre, 2014. Trade in Environmental Goods and Services: Opportunities and
Challenges.

Specification of these numbers by sub-sector shows that in 2011, environmental goods
grew by 1 to 10 percent, and almost all types of environmental services grew by an
average of 5 percent. It is currently unclear to what extent demand for environmental
services is provided by foreign service providers, but as the market for these services
vis-à-vis the required specialization increases, an increase in trade in environmental
services seems likely.
Table 4.5 Market size and growth for environmental services by sub-sector
Market in US$ billion
(2011)
Equipment

Water

equipment

&

chemicals
Air pollution control
Instruments

&

info

systems
Waste

management

equipment
Process

&

prevention

technology
Services

Solid waste management
Hazardous

waste

management
Consulting & engineering
Remediation / industrial
services
Analytical services
Resources

% Growth (2011)

69.7

1%

50.2

2%

9.4

4%

36.0

10%

4.2

6%

145.1

3%

21.8

-1%

54.8

5%

39.5

5%

5.4

3%

Water treatment works

116.6

-1%

Water utilities

130.0

0%

56.5

13%

127.0

11%

Resource recovery
Clean energy systems &
power

Source: International Trade Centre, 2014. Trade in Environmental Goods and Services: Opportunities and
Challenges.
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4.2.2. Qualitative baseline analysis
Market structures for waste water treatment and waste management
Looking at waste water and waste management we find three predominant market
structures, all pivoting around the share of private sector participation. Each type of
market structure, from fully public to fully private have economic and social benefits
and issues. Publicly owned and operated utilities are sometimes argued to be less
efficient compared to privately operated utilities, but prices are often lower and actions
are focussed on economic welfare in a broader sense compared to private operators.
In the table below we indicated how the TiSA participating countries currently arrange
their waste water management. Note that waste management services are not taken
up in the table below as all studied countries have a mix between public and private
sector participation, which is an interesting finding at a global level, but not for in detail
analysis.175
Table 4.6 Provision of waste water and waste management per participating country
Country

Waste water management

Country

Waste

water

management
Australia

Private sector participation(a)

Liechtenstein

n.a.

Canada

Little

Mauritius

Little

private

sector

participation(b)
Chile

private

sector

participation(k)

(Almost) full private sector

Mexico

Private sector participation

New Zealand

Private

participation(c)
Chinese

Little

Taipei

participation(d)

private

sector

Colombia

Private sector participation(e)

sector

participation(l)
Norway

Little

private

sector

participation(m)
Costa Rica

Little

private

sector

Pakistan

participation
EU

Little

private

sector

participation(n)

Private sector participation176

Panama

Private

sector

participation(o)
Hong Kong

No

China

participation(f)

private

sector

Iceland

Private sector participation(g)

Peru

Little

private

sector

participation(p)
Switzerland

Little

private

sector

participation(q)
Israel

Private sector participation(h)

Turkey

Private

sector

participation(r)
Japan

Private sector participation (i)

United States

Private

sector

participation(s)
Korea

Private sector participation(j)

* Sources are taken up in the literature list, see Annex E.3.
** In many countries water and waste water services are provided by the same utility. The above table
provides information on the water sector.

The table shows that waste water services are often provided via a mix of public and
private participation. The manner in which this public-private mix of services is
performed differs among the participants.

175

176

We did not find information on the waste management sector of Liechtenstein, but presume that they
also have a mix between public and private sector participation.
Trust 2012, Contemporary market structure and regulatory framework.
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Impact analysis
The environmental impact analysis of TiSA combines both quantitative and qualitative
methods as indicated above. In a first sub-section we present the outcomes of the
quantitative assessment. The quantitative analysis is based on the CGE model outcomes
that are further broken down in an analysis of greenhouse gas and air pollutant
emissions using the WIOD database. In addition, a screening and scoping exercise for
which the five main environmental themes (see section 4.3.2) are linked with CGE
indicators to narrow down the number of countries for which an in-depth case study
would be most relevant/interesting in the light of the TiSA impacts.
The following sub-section focusses on addressing qualitatively impacts that are hard to
determine/detect through CGE modelling and focusses specifically on trade in
environmental waste and waste water services. Similar to the social analysis additional
insight is given in the functioning and impact of historic market access changes for these
two environmental services.
In the third sub-section of the impact analysis information from the CGE model is used
to identify interesting linkages between countries and environmental themes as part of
the screening and scoping exercise in order to select five case studies. The case studies
provide interested parties with additional in-depth insight into possible impacts of TiSA.

4.3.1. Quantitative analysis
The starting point for the analysis of TiSA related emissions is the per sector output
change according to the CGE model. The changes in output in different economic sectors
are used to calculate emission changes linking WIOD to GTAP-CGE sectors. The
combination of WIOD (which reports on air pollution per sector for nine countries) and
output change per sector according to the TiSA CGE model provides the total change in
emissions and as such the environmental (emission) impact of TiSA. In the analysis
special attention has been paid to the underlying drivers of emission changes.177 TiSA
can influence emissions by affecting the level of economic activity, or by triggering value
chain effects, leading to shifts between sectors. In order to make the relative importance
of each of these impact channels visible, the emissions are decomposed into:



A scale effect, showing the emission change due to changes in the total volume of
economic activity, keeping sector shares constant; and
A composition effect, showing the emission change due to shifts between sectors.

The sum of scale and composition effect yields the total TiSA-induced change in
emissions. Typically, the scale effect influences emissions positively (i.e. increases
them), whereas the composition effect reflects a reorientation towards more or less
polluting or energy-intensive sectors, and this effect can therefore be either positive or
negative.
Data sources and coverage
For the emission figures of the quantitative analysis, data from WIOD178 are used. The
database concentrates on emissions related to economic activity. Therefore, the sector
definitions of the WIOD database differ only slightly from those of a typical GTAP-based
CGE model, and with some matching and aggregation, a disaggregation level of 25

177
178

Note: it is expected that a trade in services agreement will have only a limited direct effect on pollution.
http://www.wiod.org/database/ea.htm, for more information also see
http://www.wiod.org/publications/source_docs/Environmental_Sources.pdf.
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sectors is possible. The latest available year in WIOD is 2009 and data are available for
Australia, Canada, Chinese Taipei (Chinese Taipei), EU-27179, Japan, South Korea,
Mexico, Turkey and the United States. Thus three countries - Australia, Chinese Taipei,
and Turkey - are covered with which the EU currently does not have or has not started
negotiations for a trade agreement including services, meaning that comparatively
larger effects are expected there. The emissions covered under the greenhouse gas and
air pollutants analysis are:



Carbon dioxide (CO2), where CO2 is a special case, as the CGE model reports
TiSA-induced changes in emissions directly; and
Local air pollutants: nitrogen oxides (NOX), sulphur oxides (SOX), and nonmethane volatile organic compounds (NMVOC).

The emission data from both the CGE model and WIOD have been reviewed and we
decided to use WIOD for the quantitative assessment, because it provides larger sector
disaggregation possibilities and allows for determination of more types of emissions.180
For the countries WIOD covers, it is further possible to conduct a thorough analysis of
scale and composition effects. This trait of the WIOD-based analysis also speaks against
the parallel use of it with other databases which have less sector detail, and therefore
results would not be comparable. Other countries than those in WIOD – and other types
of emissions, such as particulate matter, or other environmental issues – are covered
by the qualitative analysis based on indicators, causal chain analysis, and case studies.
Calculation of effects
When using per sector emission information from WIOD and matching it with the CGE
sectors, or in the case WIOD does not cover the country taking the CO2 impacts directly
from the CGE model, sector emission coefficients can be established. With the help of
these coefficients and the projected percentage of output change in the respective
sectors, combined with the projected increase in total GDP, the total, scale and
composition effect of TiSA are calculated and both the greenhouse gases individually
and their conversion into CO2 equivalents (using United Nations Framework Convention
on Climate Change (UNFCCC) conversion rates) can be presented. It is useful to express
the total effect of greenhouse gases in welfare terms, i.e. in monetary values, as well,
as this increases comparability and adds to a more practical understanding of the
impact. For the conversion of CO2 equivalents into monetary values the emissions have
been changed into total GHG emissions and combined with an estimate of the social
cost of carbon (SCC). In line with previous Trade SIAs, a value of €20 per tonne CO2 is
used. This is roughly in line with the median reported in a Meta study on the SCC by Tol
(2008)181. However, as very diverse estimates for the SCC exist, we note that the
outcome should be seen as a best estimate.
TiSA impact on greenhouse gas and other air pollutants
According to the CGE results and estimation of the impact of emissions (combining
sectoral changes with emissions per sector), TiSA is expected to lead to a small increase
in NOx emissions (0.01 percent) and a similar change in the other air pollutants and an
increase of CH4, N20, NMVOC and NH3. Given the large baseline emission values for
some sectors, small percentage changes could still lead to relatively larger impacts on
the emission of air pollutants. Sectors strongly impacted (in absolute terms) are
Oil/Gas/Coal, Metals, Transport (all transport sectors), Agriculture (CH4 and NH3

179

180
181

WIOD does not cover the EU28. For an overview of WIOD’s environmental accounts’ country coverage
see: http://www.wiod.org/new_site/database/eas.htm. The 9 countries in table 4.8 are the only TiSA
participants for whom WIOD data is available.
The CGE model only reports on CO2 emissions at country level.
Tol, R. (2005): The marginal damage costs of carbon dioxide emissions: an assessment of the
uncertainties. In: Energy Policy 33.
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mainly) and also to some extent the Construction and Public services sectors. The
overall impact of TiSA on all pollutants, split out per sector, is presented in the table
below. An overview of impacts per country and sector within countries is taken up in
Annex E.2. It should be noted that the results in sectoral emissions are reflecting
changes in sector outputs due to indirect effects of improved (i.e. more secure) market
access for services.
Table 4.7 Baseline values and FTA-induced changes of air pollutant emissions, in
thousand tonnes
Sector

emission

CO2

CH4

N20

NOx

SOx

CO

coefficients

NMV

NH3

OC

Agriculture, Forestry, Fish

51

8.433

537

877

330

2.778

1.264

1.949

Other primary

70

3.947

20

Processed Food

65

24

2

222

62

568

282

15

222

114

408

437

2

7

1

-0

36

22

61

37

0

825

4.441

13

1.600

3.443

2.761

1.092

4

121

75

44

282

451

769

766

10

Electronic Equipment

23

4

1

146

91

302

139

1

Other machinery

12

2

0

44

15

95

58

0

864

5

Textiles,

Clothing

and

Leather
Oil, Gas, Coal
Chemicals,
Petrochemicals

Metals

21.80

433

80

4

1.100

1.483

15

28

0

64

11

156

135

1

10

1

0

42

16

100

70

0

38

23

2

218

133

348

229

2

9

2

0

30

6

53

64

0

1.131

143

1

2.476

-714

-5

Air Transport

141

2

4

817

84

0

Other Transport

-522

-478

-6

Communications

20

68

1

Motor Vehicles
Other

Transport

Equipment
Lumber, Wood, Paper
Other Manufactures
Water Transport

6.492
2

-29
1

4.007
73

4

-

-

4.389

2.440

68

1.623

-70
13

2.727
166

Trade

67

9

3

240

-5

472

136

3

Finance

-53

-5

-2

-184

-44

-482

-246

-2

-9

2

-1

-78

-31

-279

-182

-1

101

11

5

314

20

770

358

8

ICT services

-8

-1

-0

-17

-11

-64

-30

-0

Construction

73

9

3

531

61

710

986

2

Personal Services

-0

-0

-0

-0

-0

-29

-3

-0

31

3

346

76

832

356

6

5.769

1.993

Insurance
Business,

professional

services

Public Services

103

Total

2.721

Baseline in billion

10,9
0,02
%

% impact on baseline

10.77

28.75

613

5.395

1.867

70,4

2,6

36,7

28,3

79,9

27,7

7.9

0,02

0,02

0,01

0,01

0,04

0,02

0,03

%

%

%

%

%

%

%

2

6

Source: own calculations based on CGE results and WIOD database. Data refer to yearly emissions. Please
note that the baseline is expressed in billion tonnes instead of thousand tonnes.
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An interesting observation from the baseline experiment is that climate change and the
carbon dioxide indicator strongly depend on population sizes and types of industries
located in the country. Looking at the CO2 emissions per capita it is apparent that the
relatively more developed countries have higher CO2 emissions per capita. With respect
to CH4 and N2O, countries with a large agricultural sector tend to have higher emissions
per capita, as the greenhouse gases are released due to the raising of livestock182 and
agricultural soil management183.
The total emissions baseline for CO2 in the EU amounts to 3,584,226 kilo-tonnes of CO2
in the benchmark year 2025. The most polluting sectors are (i) Oil, Gas and Coal, (ii)
Metals and (iii) Air Transport. The total emissions baseline regarding CH4 for EU
amounts to 20,442,879 kilo-tonnes in the year 2025. The most polluting sectors are (i)
Agriculture, Forestry and Fish, (ii) Other primary and (iii) Oil, Gas, Coal. The total
emissions baseline for N2O in the EU 27 amounts to 1,186,104 kilo-tonnes. The most
polluting sectors are (i) Agriculture, Forestry and Fish, (ii) Chemicals, Petrochemicals
and (iii) Other primary.
Table 4.8 FTA induced changes of air pollutants, percentage changes
Country /
Emission
type
baseline

Chin
AUS

Cana

ese

da

Taip

impact

EU27

Japa

Kore

Mexi

Turk

n

a

co

ey

US

Total

ei

(%)
CO2

0.09

-0.01

0.55

0.00

0.01

0.07

0.01

-0.02

0.01

0.02

CH4

0.08

0.02

0.10

0.02

0.00

0.06

0.01

-0.02

0.00

0.02

N2O

0.08

0.02

0.27

0.02

0.00

0.06

0.01

0.00

0.02

0.02

NOx

0.14

0.11

0.94

-0.05

0.03

0.03

0.02

0.07

-0.04

0.01

SOx

0.16

-0.10

0.12

-0.05

0.02

0.06

0.01

-0.02

0.00

0.01

CO

0.24

-0.17

0.18

0.01

0.04

0.04

0.02

0.00

-0.05

0.04

NMVOC

0.12

-0.05

0.15

0.02

0.03

0.05

0.01

-0.01

0.00

0.02

NH3

0.08

0.05

0.02

0.02

-0.01

0.06

0.01

-0.01

0.03

0.03

Source: own calculations based on CGE results and WIOD database. Data refer to yearly emissions.

From the tables on TiSA emission impact for nine countries we find that the largest
effect (looking at percentages) is a reduction, although small, in NOx emissions (due to
transport).184 Looking at specific impacts in a country we find that the changes in
emission in Chinese Taipei are highest, but with a maximal effect for NOx of +0,94%
one can consider it relatively insignificant. In addition to the above tables, the figure
below shows the total GHG and air pollutants effect split up into a scale and composition
effect (in thousands rather than thousand tonnes, which explains the difference between
CO2 in the above table and below graph). As can be seen, the composition effect does
not compensate the scale effect in the case of all emission types and consequently the
overall expected impacts from TiSA is an increase in emissions. The largest increase is
0.04 percent for CO.

182
183
184

https://www3.epa.gov/climatechange/ghgemissions/gases/ch4.html.
https://www3.epa.gov/climatechange/ghgemissions/gases/n2o.html.
Note that the effects from Table x.x are based on ‘ only’ 9 countries and that actual impact can differ.
The 9 countries for whom WIOD data is available are however roughly the nine largest countries in
terms of population and/or pollution.
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Figure 4.2 Decomposition of TiSA-induced change in emissions

Source: own calculations based on CGE results and WIOD database. Data refer to changes in yearly
emissions. CO2 other countries relates to total effect of countries who are not in the WIOD data base but
information on total CO2 is provided through CGE modelling.

The above table shows that TiSA induced changes in emissions are small. To better
compare the above changes one often uses the social cost of carbon approach (SCC).
We have used EPA information to transpose CH4 and N2O into CO2 equivalents and set
the SCC at €20, see Table 4.9 below.
Table 4.9 Estimated social costs of carbon, (difference from baseline)
Social costs of
CO2 (mln euro)
Composition
effect
Scale effect
Total effect

CO2
€ -10.585.209
€ 10.639.631
€ 54.422

Type of emission
CH4 (as CO2
eq.)
€ -1.098.725
€ 1.103.680
€ 4.955

N2O (as CO2
eq.)
€ -527.205
€ 530.833
€ 3.628

Total
€ -12.211.140
€ 12.274.144
€ 63.005

The above table shows that TiSA is expected to increase the social costs of carbon (not
taking into account CH4 and N2O emissions from 13 countries), but effects are minor.
The largest expected effect is a shift of emission between sectors, as can be seen from
the relatively high composition and scale effects when compared to the total effect.
Box 4.1 Stakeholder survey summary environmental results
The stakeholder survey has been online during the Inception and Interim phase
of the study. Although the number of respondents on the environmental
questions is too small to draw any conclusions from, it is still interesting to
present the views of the respondents.
Only four environmental organisations have answered the question on the likely
impact of TiSA on the environment. All respondents think that TiSA will have a
negative impact on the environment. In the free space for comments it was
indicated that “A government's right to regulate is essential for dealing with
environmental problems. Any treaty that limits this right in any way can be
considered as harmful for the protection of the environment”.
Expected impact by survey respondents on the environment
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Greening the economy
Climate change
Waste treatment
Natural resource use
Water use and treatment
Air pollution
Ecosystems and biodiversity

Very negatively

0
Negatively

1
No change

2
Positive

3
4
Very positive

The same question has also been posed to other stakeholders (business, social,
human rights, other). Also here none of the thirteen respondents expects a
positive impact on the environment, though there are some who answered no
change expected. In the free space for comments it was indicated that TiSA
would lead to a deregulation of environmental regulations and that businesses’
profit would come at the costof environment.
4.3.2. Qualitative analysis
The qualitative analysis of the environmental effects of TiSA consists of three parts:
1. A literature review of trade in environmental services:
The literature review on environmental services possibly impacted under TiSA,
covers academic literature, publications from international organisations, as
well as recent journal and news articles. The literature review focusses on the
importance of services trade liberalisation for environmental goods trade by
using a value chain analysis and it provides an overview of general (trade
related) concerns regarding liberalisation of environmental services, as much
as possible related to participants in TiSA;
2. A screening & scoping of various inputs to identify interesting case
studies:
The results of the literature review, the most interesting baseline observations,
outcomes from the quantitative pollution analysis and most importantly the
environmental score of the CGE outcome, linked to the five environmental
baseline themes, feed into the screening and scoping exercise to identify
possible interesting case studies;
3. Case studies:
The screening and scoping leads to an identification of interesting links
between environmental themes and countries, which can form the subject of a
case study. Based on discussions with environmental stakeholders and the
Commission, from this identification exercise five environmental theme-TiSA
countries are selected for which the expected environmental impacts of TiSA
are described in more detail. The objective of the case studies is to add
local/regional information to the quantitative/qualitative sections and to
provide an ‘on the ground’ picture of how TiSA is expected to affect
environmental themes.
Value chain analysis: Additional cross-sector effects
Regardless of whether the private or public sector conducts waste water treatment
and/or waste management, both sectors are highly dependent on several services from
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third parties. First of all external equipment manufacturers need to produce various
types of equipment and technologies.185 Examples of this type off equipment include
pumps, pipes, filters, and other treatment products. Secondly designers and integrators
must provide engineering and construction services for the installation of equipment
ranging from simple networks to highly complex treatment facilities. Thirdly financial
services are necessary to attract funding to make these investments possible. Lastly
consulting services of waste water experts can be valuable to make cost effective
decisions and/ or conduct technical and chemical or other research.
Considering the selection of services that are directly supplying public services (such as
waste water), it may not be surprising that, according to Environmental Business
International (EBI), environmental services make up about 65% of the environmental
goods and services industry as a whole. For this reason it is virtually impossible to
discuss environmental services and goods separately.186 Environmental goods need
environmental services to be installed, maintained and monitored, and environmental
services operators require environmental goods for the provision of their services. The
liberalization of environmental services could therefore enhance the effectiveness of
reduced barriers in environmental goods trade and will develop in in tandem with
manufacturing or development of the environmental goods. Enhanced access of foreign
services providers may further improve the effective use of imported environmental
goods.
A clear example of this complementarity between environmental good and services can
be seen in the photovoltaic industry. It is estimated that for every megawatt peak (MWp)
of photovoltaic module installed, approximately twenty manufacturing and thirteen
installation / maintenance job years will be created.187 Others estimate that the costs
for the installation of photovoltaic modules account for 60% of the total cost of
purchase.188 Over the last ten years the production of photovoltaic modules has become
more efficient, which has resulted in substantial growth of the industry and
simultaneously caused a drop in the unit cost of photovoltaic modules. This high-growth
trend is likely to increase sales of photovoltaic modules, which in turn will lead to an
increase demand for related installation, maintenance, and monitoring services.
Concerns regarding trade liberalisation of environmental goods and services189
TiSA participants are free to choose the services they allow foreign companies to
provide, known as ‘commitments’.190 In this way countries that sign up to the TiSA can
maintain public monopolies and regulate public services as they see fit. The EU and
other countries have indicated that they have no intention to further liberalise public
services191 nor to change their international obligations in this respect.
Concerns are expressed that the right to regulate of TiSA participants could be affected.
However, looking at the preamble of the GATS192, which is likely to be included in TiSA
as well, this clearly recognises “the right of Members to regulate, and to introduce new

185
186

187

188
189

190
191

192

PwC, 2012. Water: challenges, drivers and solutions.
International Trade Centre, 2014. Trade in Environmental Goods and Services: Opportunities and
Challenges.
International Trade Centre, 2014. Trade in Environmental Goods and Services: Opportunities and
Challenges.
H. Yong, 2014. Trade Remedies in Green Sectors: the cases of Renewables.
Under environmental goods and services we understand water, waste and related sectors (impact on
services through the value chain).
European Commission, 2015. Questions and answers TiSA.
Public services are all services that receive public funds, this includes both fully and partially public
funded services.
“Recognizing the right of Members to regulate, and to introduce new regulations, on the supply of
services within their territories in order to meet national policy objectives and, given asymmetries
existing with respect to the degree of development of services regulations in different countries, the
particular need of developing countries to exercise this right”, WTO GATS Preamble.
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regulations, on the supply of services within their territories in order to meet national
policy objectives will be maintained.”
Besides the concerns about TiSA, the potential positive effects should be mentioned as
well. Trade is vital in accelerating the diffusion and uptake of environmental goods and
services. Few countries have all the necessary resources, technology and expertise
available domestically to switch easily to a green economy.
Trade can increase the access to private capital, technology and management expertise,
resulting in improved performance, protection, and sustainable use of natural
resources.193 These environmental benefits accrue mostly to the developing countries,
but developed countries can benefit economically by providing these services. There is,
so to say, a ‘win-win’ situation (note: a prerequisite for these positive effects is that
environmental priorities are clearly established in a country).194
The need for a credible environmental and commercial policy framework with the
capacity to evaluate the economic and environmental aspects of proposed projects
within which private environmental services providers can operate is crucial for success.

4.3.3. Case studies: screening, scoping and selection
To analyse the environmental impacts of TiSA in more detail, we have selected five case
studies, which address specific issues in specific countries. The selection of these case
studies was done through a screening and scoping exercise.
An important part of the screening and scoping exercise consists of establishing links
between the baseline indicators and related CGE model outcomes. As stated in the
introduction to the qualitative analysis the CGE model outcome is the most important
source for selection of relevant cases for in-depth qualitative assessment, as the CGE
model output provides a basis for ordinal quantification of countries under thematic
areas. Other described sources of input (baseline and/or air pollution results, see Annex
for 9 countries) are used qualitatively to both describe and strengthen the proposition
for a country-theme case study link. In the screening and scoping exercise the need for
a geographic and socio-economic spread of case studies is also taken into account. Input
for final selection of case studies further comes from the analysis of environmental
services in the previous section and stakeholder input.
The overview linking indicators and model outcomes follows the same approach as in
the social analysis. First the TiSA participants are ranked according to each indicator
separately (we do this both for the baseline status/policy indicators as well as for effect
“indicators” derived from the economic model). For each of these rankings, the countries
are divided into three groups, resulting in a top group (indicated by an upward arrow),
a middle group (indicated by a horizontal bar) and a lower group (indicated by a
downward arrow). This way, the relative performance of countries according to different
indicators and effects can easily be seen and conclusions/expectations can be drawn.
An important step in this process is to establish links between the baseline indicators
and the changes reported by the CGE model, in order to analyse how TiSA is likely to
affect the baseline environmental indicators. Table 4.10 links results/impacts from the
model to important influencing factors of environmental issues (in case these are not

193

194

ICTSD, 2006. Trade in Environmental Services: Assessing the Implications for Developing Countries in
the GATS.
OECD, 2000. Environmental Goods and Services: an Assessment of the Environmental, Economic and
Development Benefits of Further Global Trade Liberalisation.

124 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
specified, the impacts refer to percentage changes in value added in economic sectors,
derived from the CGE model):
Table 4.10 Linkages between environmental issues and CGE modelling results
Issue

Impacts
from

of

TiSA

CGE

derived

model

Reasoning

(in

percentage changes)
Water

Agriculture,
Textiles

forestry,

Industry:

fishing
Metals;

Agriculture is the most important water
consumer.

Textiles

production

can

Lumber, wood and paper

significantly contribute to water pollution.

Air pollution

Industry, Transport

Industry and transport are the main air

Climate change

CO2 emissions

pollution sources.
CO2 is the most important greenhouse
gas contributing to climate change.
Ecosystems
biodiversity

&

Agriculture, forestry, fishing

Fisheries affect fish stocks and maritime

Land

ecosystems / biodiversity. Agricultural

use

intensity)

(Natural

resource

output and land use are closely related,
both leading to pressure on natural habitat
and

thus

affecting

ecosystems

and

biodiversity.
Waste

GDP

Waste production often increases with
GDP.

The table below provides the CGE outcomes for the following indicators: CO2 emissions,
Agriculture & forestry & fishing, textiles, various industries, air-, water- and land
transport, natural resource use intensity and GDP. When looking at the expected impact
for the EU the effects are close to zero for most indicators and the EU ends up in most
instances in the middle impact group. The largest and most important effects for the EU
include a decrease in output for the water transport sector (by 0.3%) an overall average
increase for the industrial sectors (with 0.01%) and an increase in GDP of 0.1 percent.
The CGE results do not differentiate between EU MS and as such expected impacts can
be higher/lower for specific MS or specialized NUTS regions within the EU.
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Figure 4.3 CGE output changes per country and indicator (industry sectors)
CGE Indicators
Industry (%)
Oil, Gas and
Coal
Country

Value

Rank

Chemicals
Value

Rank

Electronic
equipment
Value

Rank

Motor vehicles
Value

Rank

Metals
Value

Rank

Lumber, wood
Other
and paper
manufacturing
Value

Rank

Value

Australia

0,1

0,1

0,3

0,2

0,2

0,3

0,1

Canada

0,0

‐0,0

0,1

0,1

0,1

0,1

0,0

Chile

0,0

0,0

0,1

0,0

0,1

0,1

0,1

Chinese Taipei

0,0

0,2

0,5

0,2

0,3

0,3

0,1

Colombia

0,1

0,0

0,2

0,1

0,1

0,2

0,0

Costa Rica

0,0

0,1

0,1

0,0

0,0

0,1

‐0,0

EU

0,0

0,0

0,0

0,1

0,0

0,0

0,0

Hong Kong China

0,1

‐0,2

‐0,6

‐0,6

‐0,7

‐1,3

0,1

Iceland

0,0

0,1

0,1

0,1

‐0,1

0,0

0,0

Israel

0,1

0,3

0,2

0,0

0,1

0,2

0,1

Japan

‐0,0

0,0

‐0,0

‐0,0

0,0

‐0,0

‐0,0

Korea

0,0

0,1

0,2

0,1

0,2

0,2

0,0

Liechtenstein

0,0

0,1

0,1

0,1

‐0,1

0,0

0,0

Mauritius

0,8

0,8

1,8

1,1

0,4

1,5

0,6

Mexico

0,0

0,0

0,0

0,0

0,0

0,0

‐0,0

New Zealand

0,0

0,0

‐0,0

‐0,0

‐0,1

‐0,0

‐0,0

Norway

‐0,0

‐0,0

‐0,3

‐0,1

‐0,2

‐0,2

‐0,1

Pakistan

0,6

1,0

3,8

1,2

1,9

2,8

0,7

Panama

0,1

0,2

0,3

0,1

0,2

0,2

0,1

Peru

0,1

0,0

0,1

0,0

0,1

0,1

0,0

Switzerland

‐0,1

‐0,3

‐0,3

‐0,1

‐0,2

‐0,3

‐0,2

Turkey

‐0,1

‐0,0

‐0,0

‐0,1

‐0,2

‐0,2

‐0,1

United States

0,0

0,0

0,1

0,0

0,0

0,0

0,0
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Figure 4.4 CGE output changes per country and indicator (various) (continued)
CGE indicators
CO2 (Change in
million
MT/cap*1mln)
Country

Value

Rank

Transport (%)

Agriculture,
forestry &
fishing (%)

Textiles (%)

Value

Value

Rank

Rank

Water
transport
Value

Air Transport

Other
transport

Natural
resource use
intensity (%)

GDP (%)

Rank Value Rank Value Rank Value Rank Value Rank

Australia

0,00

0,1

0,2

0,9

0,2

‐0,3

0,1

0,0

Canada

‐0,01

0,0

0,0

‐1,3

0,0

‐0,1

0,0

0,0

Chile

0,00

0,0

0,0

0,1

0,1

0,0

0,0

0,0

Chinese Taipei

0,02

0,0

0,3

3,8

0,2

0,2

0,0

0,1

Colombia

0,00

0,0

0,1

‐0,1

0,8

0,0

0,0

0,0

Costa Rica

0,00

0,0

0,0

0,4

0,1

0,2

0,0

0,1

EU

0,00

0,0

0,0

‐0,3

0,0

0,0

0,0

0,1

Hong Kong China

0,14

‐0,1

‐0,5

4,4

0,6

1,0

‐0,1

1,1

Iceland

0,03

0,0

0,1

1,5

0,3

0,0

0,3

0,1

Israel

0,02

0,1

0,2

3,5

0,5

‐0,5

0,1

0,1

Japan

0,00

0,0

0,0

0,1

0,0

0,0

‐0,0

0,0

Korea

0,00

0,1

0,1

0,4

0,0

‐0,2

0,1

0,0

Liechtenstein

0,12

0,0

0,1

1,5

0,3

0,0

0,3

0,1

Mauritius

0,09

0,3

0,8

10,2

3,4

4,2

0,0

0,1

Mexico

0,00

0,0

0,0

0,2

0,2

0,1

0,0

0,0

New Zealand

0,01

0,0

‐0,1

1,1

0,0

0,4

‐0,0

0,1

Norway

0,03

0,0

‐0,2

0,4

0,1

0,5

0,2

0,1

Pakistan

0,00

0,2

0,9

5,2

1,0

‐0,5

0,0

0,0

Panama

0,12

0,0

0,2

3,3

0,0

0,3

0,0

0,0

Peru

‐0,00

0,0

0,1

‐0,9

0,1

‐0,1

0,0

0,0

Switzerland

0,01

‐0,1

‐0,2

0,1

‐0,1

0,4

‐0,1

0,1

Turkey

0,01

0,0

‐0,1

0,6

0,0

0,8

‐0,0

0,2

United States

‐0,00

0,0

0,0

‐0,3

0,0

‐0,3

0,0

0,0

The figures above show the expected CGE result of the TiSA for the output of various
sectors, CO2 emissions, natural resource use and the effect on GDP. As indicated above,
the countries can be ranked in an ordinal manner based on the CGE outcome related to
the environmental impact. For example, an increase in output leads to a negative
environmental score, under the assumption that production is putting pressure on the
environment. As such, for each theme the countries have been ranked and their ordinal
scores (for each indicator a country receives a score between 1 and 23 have been added
up according to the environmental theme they impact (see Table 4.10, e.g. GDP impacts
waste).
The outcome of this analysis provides a clear and methodologically unbiased overview
of how TiSA impacts countries for each environmental theme and from this overview it
is easy to see which country(s) are impacted more/less. This approach substantially
narrows down the number of countries per theme and focusses the additional qualitative
analysis needed to select interesting case studies (interesting as the environmental
impact in this country is high for a specific theme). The table below provides the top –
and bottom three countries that come out of this analysis (top as in scoring least points
and bottom as scoring most points on how TiSA impacts their environmental pollution
level).
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Table 4.11 Overview of most interesting linkages between environmental themes and
TiSA participants
Environmental themes
Rank

Negative
impact
on
the
environmen
t
Positive
impact
on
the
environmen
t

Water

Air pollution

Climate
change

Ecosystem
&
biodiversity

Pakistan

Mauritius

Mauritius

Pakistan

Hong Kong
China
Panama

Australia

Panama

Mauritius

Korea

Switzerland
Norway

Switzerland
Turkey

Canada
US

Turkey

Norway

Peru

Waste

Australia

HK China

Israel

HK China
Switzerland

Costa Rica
Chinese
Taipei
Colombia
Mexico

Japan

Australia

We combined results from the above table with the baseline, air pollution effects (if
applicable), the literature review on trade in environmental goods and services, while
taking into account socio-economic and geographic spread and identified the following
interesting ‘country-theme’ case study topics:
1. Solid waste management FDI in and by the EU;
Key considerations; The EU is home to some of the largest public and private firms
active in field of collection, treatment and landfilling of solid waste (ranking second after
the US). Many of these public and private (often also a mixed ownership structure) firms
import and/ or export waste and waste services with and to third countries. From an
environmental perspective it is interesting to dig deeper into solid waste investment
flows and the impact of (insufficient) third country treatment and the changes that can
be expected as a result of TiSA.
2. A closer look at climate change indicators in the EU;
Key considerations; Climate change is a global ‘problem’ and the EU has taken a number
of policy measures to both reduce the impact, but also mitigate and adapt where
necessary. One of the recent activities in this area is COP21 and the EU2020 and EU2030
energy package. This case study assesses at a sectoral level how TiSA will affect the
ambitions of the EU.
3. Air pollution and TiSA impact in Costa Rica;
Key considerations; Costa Rica is has ambitious plans to become as one of the first
countries in the world carbon neutral. Recently they however set back the timeline in
which they aim to achieve this goal, and secondly its baseline performance of PM10 and
PM2.5 is among the worst of the TiSA participants. This case study will set explore the
air pollution situation in Costa Rica, the relevant developments in the policy domain and
to what extent TiSA poses a threat or contributes to the objective of carbon neutrality.
4. Waste water treatment and TiSA impact in Pakistan;
Key considerations; The percentage of renewable water resources use is with 334%
extremely high in Pakistan. Secondly, it ranks as the country that will have the highest
negative impact of TiSA on the water environmental theme. The case study will set out
the context behind the high water withdrawal percentage, BOD emissions and to what
extent TiSA is likely to have an impact.
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5. Ecosystem and biodiversity in Japan
Key considerations; Contrary to the above cases, this case study focusses on the
positive impact of TiSA. Japan has a small decrease in natural resource intensity due to
TiSA and is also in the baseline part of the better scoring group of countries. This case
study aims to shed some light on the legislation put in place by Japan that assisted in
getting an, in comparable, good ecosystem and biodiversity score. We will also look at
the market size of EGGS in Japan and analyse which EGGS sectors will loose and which
will gain as a result of TiSA (this does depend on availability of information).

4.3.4. Case study 6: Solid waste management FDI in and by the EU
Around 250 million tonnes of solid waste195 is produced yearly in the EU, corresponding
to around 500 kg of waste per capita.196 This results, together with other types of waste
generated by activities such as manufacturing (360 million tonnes) and construction
(900 million tonnes), water supply and energy production (95 million tonnes), in a
production of up to 3 billion tonnes of waste every year.
The global market for solid and hazardous waste services is valued at $180 billion in
2015 and has an estimated Compound Annual Growth Rate (CAGR) of over 8.5 percent
towards a $300 billion worth market in 2023.197 The EPA contributes the forecasted
rapid growth rate to urbanisation and increasing consumption levels of paper, plastics,
edibles and textiles. In 2010 the solid and hazardous waste service market was
dominated by the US (38 percent), the EU (26 percent) and Japan (18 percent).198
The largest five European companies providing commercial SWM services are: Veolia
environment, Suez environment, Remondis, Alba and FCC. In 2012 the sector employed
roughly 1 million people in Europe, split over the following type of ownerships:






Companies with major public shareholdership;
Companies who are subsidiaries of other private industries (notably Spanish
construction firms);
‘Traditional’ private companies;
Equity owned and operated companies; and
Fully public/ municipally owned companies.199

This case study focuses on the prospective indirect impact of TiSA on the environment
through a change in Foreign Direct Investment in and by Europe in Solid and Hazardous
Waste Management (SWM).200 We present the situation of FDI in SWM in and by the
EU, the impact of trade in SWM on the environment and we discuss the impacts of the
removal of investment barriers and other possible TiSA induced regulatory changes.
Lastly, flanking measures are proposed to mitigate possible negative impacts.

195

196
197
198
199
200

Solid waste, in simple words, is any discarded or abandoned material. Solid waste can be in the form of
a solid, liquid, semi-solid or containerized gaseous material. Solid-waste management refers to the
collecting, treating, and disposing of solid waste.
http://ec.europa.eu/environment/waste/pdf/WASTE%20BROCHURE.pdf.
https://www.gminsights.com/industry-analysis/solid-waste-management-market.
USITC, Environmental and Related Services (2013).
EPSU, Waste management in Europe: companies, structure and employment (2012).
“Trade in solid and hazardous waste services consists of cross-border trade and sales by foreign
affiliates of solid and hazardous waste service firms.” USITC, Environmental and Related Services
(2013). The waste management services negotiated under TiSA thus only concern commercial activities
and not public services.
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Solid and Hazardous Waste Management and legislation in Europe
Over the last two decades the focus of managing solid waste in Europe has shifted from
disposal methods to prevention and recycling. The most relevant EU level policies
encompass the Landfill Directive from April 1999, aiming at minimising negative effects
of landfills by installing strict operational and technical requirements on waste and
landfills201, the Packaging and Packaging Waste Directive202 from December 1994,
aiming at harmonizing national measures regarding the management of packaging and
packaging waste and to reduce its environmental impact, and the Waste Framework
Directive203, which establishes the framework for waste handling in the EU by defining
key concepts and by establishing the key requirements and principles for the
management of waste.
In December 2015 the Commission adopted an ambitious new Circular Economy
Package to stimulate Europe's transition towards a circular economy, also aiming at
boosting global competitiveness, fostering sustainable economic growth and generating
new jobs. The package consists of an EU Action Plan for the Circular Economy which
includes measures relating to production, consumption, waste management and the
market for secondary raw materials. The aim is to achieve greater recycling and re-use,
which “closes the loop” of product lifecycles, while benefiting both the environment and
the economy. Therefore, the proposal entails clear targets and actions with respect to
Solid Waste Management (SWM), such as:







A common EU target for recycling 65 percent of municipal waste by 2030204;
A common EU target for recycling 75 percent of packaging waste by 2030;
A binding landfill target to reduce landfill to maximum of 10% of municipal waste
by 2030;
A ban on landfilling of separately collected waste;
The improvement of waste management, new investments in recycling capacity,
avoidance of overcapacity in incineration and mechanical-biological treatment;
Ensuring coherence between waste investments under the EU Cohesion Policy and
the waste hierarchy.

The goals laid down in the Action Plan are ambitious; these new recycling targets, for
instance, will require the majority of the EU countries to step up their efforts.205 To make
these changes happen, investments in waste management need to be made (e.g. to
improve waste collection and sorting).206 These actions are needed also for the
implementation of global commitments taken by the EU and its Member States, such as
the UN 2030 Agenda for Sustainable Development, the G7 Alliance on Resource
Efficiency and reaching the Sustainable Development Goals (SDGs) by 2030, especially
goal 12 (ensuring sustainable consumption and production patterns).
FDI in Solid Waste Management
The European SWM trade classification is part of the larger sector “Water supply,
sewerage, waste management” (NACE Section E). In this sector, the EU holds €6 billion

201
202

203
204

205
206

Council Directive 1999/31/EC of 26 April 1999 on the landfill of waste.
Directive 94/62/EC; yet, the EU introduced first measures on the management of packaging waste in
the early 1980s, such as the Directive 85/339/EEC, which set rules on the production, marketing, use,
recycling and refilling of containers of liquids for human consumption and on the disposal of used
containers. The latest revision of the Packaging and Packaging Waste Directive occurred on 29 April
2015 (Directive (EU) 2015/720 of the EP and of the Council).
Directive 2008/98/EC on waste.
As of 2015 only around 40% of EU household waste is recycled (COM(2015) 614 final, 3. Waste
management).
In 2012, Germany, Austria, Belgium and Switzerland recycled more than half of their municipal waste.
COM(2015) 614 final, Introduction.

130 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
of outward FDI, whereas about €3.3 billion is held by non-EU countries in the EU.207
Although significantly positive, these flows are relatively small in overall FDI levels: both
correspond to only about 0.03 percent of EU’s outward and inward stocks of FDI. EU
companies provides SWM services and invest in SWM in Low- and Middle Income
Countries. In these countries there is an immense need for FDI in SWM sectors as the
required high capital investments can not be matched by their financial resources. An
often seen solution is the involvement of the private sector, for example in the
framework of Public Private Partnerships.208
According to the OECD, trade in Environmental Goods and Services (EG&S) is growing
especially in developing countries,209 in response to a greater private provision of these
services.210 Building on their extensive expertise, high technical level and best practices,
EU-based firms providing environmental goods and services (including SWM services)
are well suited to expand their business to Low- and Middle Income Countries. Services
such as SWM are capital-intensive and, usually, local commercial presence is needed
for foreign participation in these businesses. This is why trade in environmental services,
more so than for most environmental goods211, is likely to occur in the form of FDI
(affiliate companies). The relatively strong position of the EU sector is reflected in the
data: the EU27 outward FDI stocks amounted to almost double the EU27 inward FDI
stocks in the “Water supply, sewerage, waste management” sector.212
TiSA-induced changes and their impact on environment and FDI
We note that, as our model has no quantitative indicators regarding FDI levels (in the
SWM sector), the analysis on how TiSA impacts FDI in and by the EU below is based
mainly on a qualitative analysis.
TiSA can help to facilitate trade and investment in SWM through two channels. First, it
helps to reduce uncertainty by binding current levels of market access, thereby creating
a more favourable investment climate. Second, improvements in the regulatory
framework (transparency, licensing procedures, movement of natural persons) further
reduce uncertainty.
In 213 Regarding environmental services, the EU’s revised offer of November 2016,
includes reservations with respect to national treatment, local presence and local
management obligations where it concerns the provision of services relating to the
collection, purification and distribution of water to household, industrial, commercial or
other users, including the provision of drinking water, and water management (all four
modes). The horizontal public utilities reservation also applies to environmental
services, allowing the EU to run monopolies and grant exclusive rights in this area. With
respect specifically to waste services included in the offer are: a) Refuse Disposal
Services (CPC 9402); and b) Sanitation and Similar Services (CPC 9403). With respect
to market access, there are no market access limitations for these services at EU level
for mode 1, 2 and 3, although there are some EU Member States-specific reservations
on mode 1. Regarding mode 4, Business visitors for establishment purposes (BVET),

207

208

209
210

211

212

213

Numbers from 2011, see http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Extra_EU27_FDI_stocks_by_economic_activity,_EU-27,_end_2011_(billion_EUR)_YB15.png.
We have found that the SWM is provided by a mix of both public and private parties in all countries
studied in this study.
Veolia Environment is the largest private waste management form in China in 2012.
Golub, S.S., C. Kauffmann and P. Yeres (2011), “Defining and Measuring Green FDI: An Exploratory
Review of Existing Work and Evidence”, OECD Working Papers on International Investment, 2011/02,
OECD Publishing.
Furthermore, tariff barriers to trade in environmental goods are generally low in developed countries
and not so high to be major obstacles in developing countries (Golub et al., 2011).
Eurostat, Outward FDI stock equaled 6 billion euro, whereas inward FDI stock equaled 3.3 billion euro;
see: http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Extra_EU27_FDI_stocks_by_economic_activity,_EU-27,_end_2011_(billion_EUR)_YB15.png.
http://trade.ec.europa.eu/doclib/docs/2014/july/tradoc_152689.pdf.
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Intra-Corporate Transferees (ICT) and Service Sellers (SeSe) are unbound, while for
Contractual Service Suppliers (CSS) about half of the EU MS have no limitations, while
others make it subject to an economic needs test. It is explicitly noted that the offer
does not extend to cross-border shipment of waste.214
Not all countries currently possess the necessary resources, technology and expertise
available to switch easily to a green economy or even to provide basic environmental
services.215 TiSA will therefore most likely lead to an increase in FDI towards some less
developed countries, which can help increase the access to capital, technology and
management expertise, resulting in improved performance, protection and sustainable
use of natural resources. Next to the potential positive effects from enhanced trade and
FDI and technology dissemination, the expected increase in GDP as a result of TiSA (see
chapter 2) is likely to result in higher waste levels, which need to be treated and
recycled, leading to a higher demand of SWM services. The expected GDP increase is
however small. Overall, we expect that TiSA can help accelerating the knowledge base
and uptake of methodologies for collection, treatment and/or processing of end-of-life
products, which reduces the pressure on the environment.
Looking closer at the impact of TiSA on inward FDI in SWM services, we note that
barriers for trade and investment in environmental services are already very low in
Europe, and additionally Europe’s waste sector is highly regulated. Many European
countries have specific incentive mechanisms in place, aiming at attracting “green FDI”
by providing subsidies, for instance.216 Regarding outward FDI, we expect that FDI into
countries, as a result of TiSA induced increase in GDP and hence waste217 will be limited.
More secure market access may still lead to an expansion of FDI, although the size of
this expansion is difficult to estimate. On the one hand, a boost may be expected in
countries which can benefit from the EU’s advanced technologies in this area, on the
other hand, outward FDI will also depend on the commercial opportunities in a country.
The latter may be more limited in some of these countries, depending on income levels
as well as government priorities and regulations for example. Our analysis suggests
that, although TiSA has the potential to increase FDI from the EU to some participating
countries, it we do not expect that this will significantly increase the importance of these
countries for European FDI, also given the small role of solid waste management in total
FDI.218
A more indirect effect of a possible increase in SWM FDI, is that it may also lead to an
increase in waste trade, for example, because the services can be provided at lower
costs in the destination country. The transport associated with this increased waste
trade could have a negative impact on the environment. In case it increases export of
waste to countries with lower levels of environmental protection, this would imply
further negative environmental effects. However, literature on the determinants of
waste trade and especially the role of FDI in this is relatively limited. There is literature
that suggests that higher waste treatment capacity (e.g. as a result of FDI) is one of
the factors that induces more trade.219 However, we do not expect the effect of TiSA on
SWM FDI to cause large changes in the difference of waste treatment capacity between
countries. In addition, trade in waste is influenced by many factors that will not be
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http://trade.ec.europa.eu/doclib/docs/2016/november/tradoc_155091.docx.pdf.
ICTSD, 2006: Trade in Environmental Services: Assessing the Implications for Developing Countries in
the GATS.
An example would be the German government which provides direct subsidies for the construction of
renewable energy plants.
GDP is a good indicator for forecasting a nations waste volume growth.
http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Extra_EU27_FDI_stocks_by_economic_activity,_EU-27,_end_2011_(billion_EUR)_YB15.png.
See e.g. Amouzou and Boudier (2016) European trade in hazardous waste: has EU waste policy
succeeded or failed?, paper prepared for the ETSG 2016, available at:
http://www.etsg.org/ETSG2016/Papers/060.pdf.
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influenced by TiSA (e.g. the role environmental regulations and policies, enforcement
issues/ illegal trade, technology, etc.).220
Conclusion and flanking measures
We expect a minor positive effect of TiSA on solid waste management FDI from the EU
towards lower and middle income countries. The small increase of FDI could lead to a
moderate improvement of the collection, treatment and disposal methods in these
countries due to technology transfer. Such a development would positively impact the
environment. However, a prerequisite for this development to occur is that these
countries adopt and enforce more strict environmental regulations with regards to waste
management and also that there is an ability to pay for these improved services.
Secondly, we find that the impact of TiSA on waste management services mainly stems
from an improved investment climate resulting from an increase in legal certainty and
removal of certain investment barriers by TiSA. Higher output levels in non-EU countries
might indirectly (through higher waste levels) trigger more demand for waste services
provision from countries that have more expertise and use greener technologies, but
given the size of the effects, this effect is not expected to be large. Companies in the
EU, US and Japan will most likely benefit most from this increase in an overall need for
more SWM.
No flanking measures in the EU are needed as the expected effect is, if at all, positive.
The positive effect might be amplified by raising awareness among governments that
FDI in SWM can be beneficial as large scale governmental programs, such as the
JnNURM221 in India, show that they can dramatically improve living conditions and the
sanitary situation of (urban) populations. The promotion of higher levels of
environmental protection regarding waste in countries with currently relatively low
levels of protection as well as further combatting illegal waste trade could help to reduce
possible negative environmental effects associated with increased trade in waste.

4.3.5. Case study 7: Climate change indicators in the EU
Accounting for climate change issues is an integral part of EU policy making, this has
been reconfirmed by the Commission and all MS during COP21. Notably decarbonisation of the economy is one of the main pillars of the EU Energy Union and the
EU aims to reduce GHG levels by 20 percent compared to 1990 levels, increase its share
of renewables in the energy mix by 20 percent and also improve energy efficiency by
20 percent in 2020. In light of these de-carbonisation goals, it is relevant to assess
whether international agreements (e.g. TiSA) impact achievement of set goals and/ or
provide opportunities for technological development and knowledge sharing.
This case study hence focuses on the prospective impact of TiSA on the most important
greenhouse gas emissions in Europe and to what extent climate mitigation and/ or
related (service) sectors could benefit from signing of TiSA. Quantitative changes of the
main greenhouse gases (CO2, CH4 and N2O) as a consequence to sectoral output
changes due to the introduction of TiSA are calculated for Europe. In addition, the case
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See e.g. Marin, Nicolli, Zecca (2017) Drivers of international shipments of hazardous waste: the role of
policy and technology endowment, SEEDS Working Paper 01/2017, February 2017; or Kellenberg, D.
(2012). Trading wastes. Journal of Environmental Economics and Management 64 (1), 68-87, IMPEL
Waste & TransFrontier Shipments of Waste (TFS) CONFERENCE 2016 REPORT.
In 2005, the government of India under Ministry of Urban Development launched a massive city
modernization scheme called Jawaharlal Nehru National Urban Renewal Mission (JnNURM), which
entailed a total investment of over $20 billion over seven years. Its aim was to improve the quality of
life and infrastructure in the cities. The scheme was prolonged by two more years to 2014.
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study qualitatively assesses if and how TiSA is likely to influence technological progress
in service sectors that support the set climate change objectives.
EU policy efforts to mitigate climate change
The EU’s long-term goal for de-carbonising the economy encompasses the 2030 targets,
which were developed after the completion of the cost-effectiveness analysis how to
achieve de-carbonisation by 2050 (the so-called Energy Roadmap 2050). The 2011
‘Energy Roadmap 2050’222 explored the challenges posed by delivering the EU’s 2050
de-carbonisation objective, while at the same time ensuring security of energy supply
and competitiveness. To ensure achievement of the 2050 Roadmap intermediate
concrete targets for 2030 are set:




40 percent greenhouse gas reduction relative to 1990 levels;
At least 27 percent of EU energy consumption from renewables, with flexibility for
member states to set national targets; and
27 percent improvement in energy efficiency.

Next to these overall de-carbonisation goals, the EU has adopted numerous Directives,
amongst other the overarching Energy Efficiency Directive (EED)223, which sets an
indicative energy savings target for all sectors outside the EU ETS. Besides the EED,
there are further directives in place targeting specific sectors, including the Energy
Performance of Buildings Directive (EPBD), and the Ecodesign and Energy Labelling
Directives targeting specific appliances, technologies, and products used in different
sectors. Other relevant Directives are the Fuel Quality Directive (FQD), the Renewable
Energy Directive (RED) and the Biofuels Legislation.
Quantitative impact of TiSA on EU GHG indicators
is based on quantitative findings of changes in CO2, which are direct outcomes of the
CGE modelling exercise, and sectoral output changes that provide a best estimator for
the change in CH4 and N2O. The CGE model assesses the impact of TiSA by analysing
the situation with and without TiSA in the year 2025. In this analysis we compare TiSA
GHG-output levels to the business as usual situation that increases from the baseline
according to macroeconomic projections.
Our analysis shows that TiSA is expected to lead to a slight increase of all GHG’s
considered in the EU. Sectors that are relatively important in relation to TiSA’s impact
on emissions are Metals, Transport, Agriculture and to some extent Construction. Given
that baseline values of emissions are relatively high, the percentage increase for the
three greenhouse gases in Europe as a result of TiSA are only small, 296.6 kilo-tonnes
of CO2 equivalent (below 0.1 percent). Although the emission increases in CH4 and N2O
are relatively low, they are make an important contribution to the total impact in terms
CO2 equivalents, because their global warming potential is much higher than the
potential of CO2.224

222
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224

Energy Roadmap 2050 [COM/2011/885]
Directive 2012/27/EU on energy efficiency
One molecule of CH4 has the global warming potential of 25 CO2 molecules, whereas one molecule of
N2O amounts to 298 CO2 equivalents, see https://www.epa.gov/energy/greenhouse-gas-equivalenciescalculator.
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The below Tables 4.12 and 4.13 provide the result for the EU in the 2025 baseline
(showing most polluting sectors) and changes in GHG emissions related to TiSA sectoral
output changes by type of GHG.225
Regarding CO2, the most polluting sectors expand, albeit only marginally, and therefore
we witness the largest increase in emissions in the sectors “Oil, Gas, Coal”, “Metals” and
“Chemicals, Petrochemicals”. Only in the “Water transport” sector, which is expected to
contract by 0.3%, emissions decrease substantially.226227 With respect to methane,
emissions in all six most polluting sectors increase as these sectors all slightly expand,
although again only marginally. In case of N2O emissions the “Agriculture, Forestry,
Fish” and “Chemicals, petrochemicals” sector emissions rise, whereas emissions from
other sectors increase only marginally.
Table 4.12 CO2, CH4 and N2O emissions of the most polluting sectors in the EU
CO2

CH4

N2O

Sector

Emission
s in kilotonnes

Sector

Emission
s in kilotonnes

in
kilotonne
s CO2

Sector

Emission
s in kilotonnes

in
kilotonne
s CO2

Oil, Gas,
Coal

1,648,93
7

Agricultur
e Forestry
Fish

10,330

258,25
0

Agricultur
e Forestry
Fish

916

272,96
8

Metals

420,279

Other
primary

6,430

160,75
0

Chemical
s, Petrochemicals

120

35,760

Air
Transpor
t

261,953

Oil, Gas,
Coal

2,908

72700

Other
primary

59

14,750

Other
Transpor
t

234,679

Chemical
s, Petrochemicals

208

5200

Oil, Gas,
Coal

39

453,25
8

Chemical
s, Petrochemical
s

158,910

Metals

160

4000

Other
Transport

9

2,682

Water
Transpor
t

111,584

Other
transport

101

25250

Air
Transport

8

2,384
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In the draft TiSA agreement there are no specific environmental provisions and the impact will be
mainly indirect, stemming from change in economic growth and sectoral composition (e.g. due to scale
and composition changes in the value chain of production processes). The starting point for the
analysis of TiSA related emissions is the per sector output change according to the CGE model. Changes
in output are used to calculate emission changes by linking the WIOD database to GTAP sectors. The
combination of WIOD and output change per sector according to the TiSA CGE model provides the total
change in emissions and as such the direct change in GHG’s impact of TiSA.
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It should be noted that additional analysis showed that EU shipping volumes may expand and that the
expected decrease in output in the sector and associated emissions may be less anticipated (see for
further details section 5.2).
This number is not the sum of all figures in the column for CO2 emissions change in Error! Reference
source not found. as other sectors with less substantial emission changes are not pictured.

227
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The overall impact of TiSA on the relevant pollutants, split out by the most important
sectors, are presented in the table below.
Table 4.13 TiSA-induced emission changes in CO2, CH4 and N2O in the most polluting
sectors in the EU
CO2
change

emission

Sector

Emissio
ns
in
kilotonnes

Sector

Emissio
ns
in
kilotonnes

Emissio
ns
in
kilotonnes
CO2

Sector

Emissio
ns
in
kilotonnes

Emissio
ns
in
kilotonnes
CO2

Oil, Gas,
Coal

53

Agricultu
re
Forestry
Fish

2

50

Agricultu
re
Forestry
Fish

0.2

56.6

Metals

85

Other
primary

0.8

20

Chemical
s Petrochemical
s

0.02

6

Air
Transpor
t

23

Oil, Gas,
Coal

0.1

2.5

Other
primary

0.008

2.4

Other
Transpor
t

47

Chemical
s Petrochemical
s

0.04

1

Oil, Gas,
Coal

0.001

0.3

Chemical
s Petrochemical
s

31

Metals

0.03

0.75

Other
Transpor
t

0.002

0.6

Water
Transpor
t

-310

Other
transport

0.02

0.5

Air
Transpor
t

0.001

0.3

Other
sectors
aggregat
ed

241

Other
sectors
aggregat
ed

0.4

10

Other
sectors
aggregat
ed

-0.004

-1.2

Total
change

147

3.6

90

0.2

59.6

%
impact
on
baseline

0.0%

0.02%
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Although the absolute emission changes presented As indicated above, the expected
increase in GHG emissions is small in percentage terms, below 0.1 percent.228 Given the
assumptions made (e.g. emissions rate are assumed to be constant, possible technology
developments are not taken into account) we cannot say for sure that there will be an
increase (even a slight one) in GHG’s due to TiSA. In addition,
Quantitatively the Europe’s de-carbonisation goal for 2030 does not seem to be
endangered by the additional direct emissions resulting from the introduction of TiSA
Given that the total CO2 equivalent increase by 2025 represents ca. 0.01%229 of the
2,294,000 kilo-tonnes of CO2 equivalent which the EU is aiming to maximally emit in
2030.230 Furthermore, the additional climate cost in monetary terms (using a social cost
of carbon estimate of €33 per tonne of CO2-equivalent) amounts to just over €10
million, which is outweighed by the expected GDP gains of €21 million (CGE GDP
increase in the EU due to TiSA as compared to benchmark GDP).231

Qualitative impact of TiSA on EU GHG indicators
Trade between regions or countries, and conversely trade agreements that lower trade
cost, generally are believed to result in an increase of technological development and
knowledge sharing. The exact increase in technology and knowledge transfer and the
related economic growth and/ or environmental impact cannot be determined a priori
and for this reason it is not included in the CGE model.
The implications of trade agreements on climate change technology and knowledge
sharing have both a positive and negative aspect according to experts from the World
Bank and CIEL.232 Positive because trade agreements result in increased trade between
two (or more) participating countries, resulting in effective knowledge sharing and
technological development if strong climate-/ environmental policies and international
agreements to reduce GHG levels are enforced/ implemented. However, a risk or
downside of trade agreements with respect to technological development are patents
on the most cutting edge of alternative (energy) technologies, reducing the speed of
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Note that these numbers are so small that they actually fall within the margin of error of the model.
The exact number equals 0.0129%, as 296.6 kilo-tonnes CO2 equivalent are 0.0129% of 2,294,000
kilo-tonnes of CO2 equivalent.
The EU committed to reduce CO2 emissions to 40% of the 1990 baseline by 2030. The baseline for
1990 amounts to 5,735 million tonnes of CO2 equivalents, see http://ec.europa.eu/eurostat/statisticsexplained/index.php/File:Total_greenhouse_gas_emissions_by_countries_(including_international_aviati
on_and_indirect_CO2,_excluding_LULUCF),_1990__2014_(million_tonnes_of_CO2_equivalents)_updated.png.
We note that this comparison has some obvious flaws: firstly, it assumes that GDP and a healthy
climate as an environmental good are substitutable. Secondly, it depends heavily on the value of the
SCC, which has been chosen rather conservatively, and is furthermore highly uncertain. Furthermore, it
needs to be noted that this comparison does not take into account all possible costs and benefits of TiSA
and TiSA-induced emission changes: socio-economic costs, such as the creation or decline of
employment and costs due to improved/worsened health, other environmental costs due to
improved/worsened air pollution, improvement of water quality, for instance, are not considered. There
are further limitations regarding the quantitative model output, stemming from limitations of the model
itself. An interesting, yet open question is whether increased trade in environmental goods and services
may contribute to emission changes, such as improved filters or waste management, which constitute a
trade-induced type of “technology improvement” in different sectors, such as “Construction” or “Public
Services”. This cannot be captured by the quantitative calculations, but may play a role and induce a
positive effect balancing out the very small negative effect of increased emissions found above. On the
other hand, it is also possible that the higher net imports in these sectors come to countries with
“dirtier” production methods, which might result in a less favourable goods and services consumption
footprint in the EU – although this cannot be fully measured in our model. An additional limitation of the
model is that climate policies and measures recently introduced or planned to be introduced are not
taken into account. Actual emissions may therefore be lower in 2025 than anticipated by the model and
our calculations. This is likely to reduce the size of the expected changes in the impact experiment,
assuming that policies are effective.
http://www.ciel.org/world-bank-discusses-trade-climate-change-and/
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uptake of these developments. As TiSA does not change the situation with respect to
intellectual property, the first effect is most relevant for TiSA. TiSA could therefore
indirectly contribute to innovation in the field of energy transition. Services sectors could
benefit from this, for example in the area of design, engineering and maintenance.
In addition to the above discussion we note that TiSA does not entail any provisions
regarding climate policy; and there are no indications that there will be any provisions
in TiSA that may restrict possible policy changes in the EU to achieve its 2030 and 2050
climate and emission reduction targets, as the right to regulate will be maintained by
TiSA.233
Conclusion
The effect of TiSA on the European climate change indicators (CO2, CH4, N2O) is
positive, yet very small. These effects are primarily of indirect nature, as they occur due
to the effect of TiSA on several goods sectors, such as “Oil, Gas, Coal”, “Other primaries”
and “Metal”. In these sectors, very small changes in output have large consequences
with respect to emissions, which is due to the relative importance of these sectors and
their high emissions intensity.
Despite the small, yet noticeable overall increase of CO2 and CO2 equivalents, the
impact of the TiSA-induced emissions is limited. The additional emissions amount to
296.6 thousand tonnes of CO2 equivalents in the benchmark year 2025. This number
represents 0.01 percent234 of the 2,294,000 kilo-tonnes of CO2 equivalent which the EU
is aiming to maximally emit in 2030. In monetary terms it corresponds to €10 million,
which can be contrasted with an economic benefit of the TiSA introduction of about €21
million.
These results however do not yet account for possible trade-induced technology
improvements (e.g. in the environmental services sector), which cannot be captured by
the quantitative calculations and which are likely to be positive. Another question we
cannot answer with our model is whether higher net imports in some sectors come from
countries with “dirtier” production methods, which might result in a less favourable
goods and services consumption footprint in the EU.
Overall, the EU’s 2030 and 2050 emission reduction goals are hardly endangered as
TiSA does not impede the EU’s ability to counter potentially higher emissions through
setting of more strict climate policies.
Flanking measures
Due to the fact that the resulting increase in greenhouse gas emissions is not substantial
and does not pose a severe threat to the EU’s achievement of its de-carbonisation and
climate goals, there is no need for extensive policy action. There are already many policy
measures in place on EU and Member State level, aimed at ensuring the achievement
of the EU’s 2030 and 2050 climate goals. The “Construction” sector, for instance, is
targeted by the EED, aiming at more energy efficient building and incentivizing public
and private parties to choose for the most energy efficient options for construction or
renovation. This could stimulate also foreign providers to increase the energy efficiency
of their cross-border construction services. The “Oil, Gas, Coal”, “Other primaries” and
“Metal” sectors are partly covered by the EU ETS.

233
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Where these policies relate to service sectors, depending on the sector, TiSA might mean that policies
have to be non-discriminatory. Yet, it does not mean that ambitious policies can not be put into place.
The exact number equals 0.0129%, as noted before.
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We hence conclude that there is a strong basis of policy measures and strategies in the
EU to cope with expected additional TiSA-induced emissions, which are estimated to be
limited, and that no additional flanking measures are necessary.

4.3.6. Case study 8: Air pollution and TiSA impact in Costa Rica
This case study focuses on the prospective impact of TiSA on air quality and pollution in
Costa Rica. First, it shows the current state of the most important air pollutants and
existing regulation. Second, we shortly describe how the economy of Costa Rica is built
up and which sectors are sensitive to changes in trade. Third, we discuss the expected
changes in air quality due to the signing of TiSA.
Air quality baseline
Costa Rica is among the sub-top in the world and Latin America when it comes to air
quality and air quality regulation. It ranks third for Latin America, leaving only Uruguay
and Argentina ahead, and is ranked 31st from among a total of 282 countries.235 The
government of Costa Rica indicated in 2007 that they aim to be the first climate neutral
country in the world by 2021. This statement and government effort to reach this goal
have probably contributed to Costa Rica winning the Happy Planet Index award in 2009
and 2012, where one important indicator is the ecological footprint.
The Costa Rican government revised their climate neutrality objective in their Intended
Nationally Determined Contribution (INDC, 2015)236. Their new aim is to achieve in 2030
emissions levels equal to 2010. Partly because of this aim and actual achievements the
Climate Action Tracker workgroup gave Costa Rica the mark “sufficient”. However, as
can be seen from the figure below, Costa Rica should take additional action in the field
of energy, buildings, transport, agriculture and waste to reach its proposed targets.
Figure 4.5 CO-2 emissions for Costa Rica

Source: Climate Action Tracker (http://climateactiontracker.org/countries/costarica.html)
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WHO (2014), Air pollution Ranking.
In their INDC they adjusted the year when they plan to become carbon neutral to 2085.
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The overall good air quality status of Costa Rica can be attributed
partly to its location in the middle of the Caribbean. It is bordered
between the Pacific and Caribbean Sea; this location plays an
important role in the reduction of polluted air through “cleansing
winds”. Another ‘helping hand’ in battling air pollution for Costa
Rica, that has just under 5 million inhabitants, is that it is home
to five percent of land-living species although having just 0.1
percent of global landmass. Costa Rica partly achieved this by
preserving 25 percent of its land as national park and forest
preservation. Costa Rica has slowed deforestation of rain forest
and already in 1996 the government reforested roughly three times the rate of
deforestation (total reforestation in 1996 was around 22.000 ha).
Although current air quality levels are seemingly good in Costa Rica, there are also
threats. From 1960 the CO2 emissions per capita increased almost five-fold from 0.37
to 1.51 in 2015 (see the figure below).237 Secondly, as a significant share of CO2
combustion stems from transport (80%, OECD 2015) action needs to be taken to halt
the increase of emission from this sector, possibly by increasing investments in public
transport options (after market liberalisation in 1980 both investment in public transport
and waste water treatment has dropped238).Non CO2 pollution has also increased over
this period.239 The largest air quality threat relates to Particulate Matter 10 and 2.5
(PM10 and PM2.5). PM10 and PM2.5 pollution in Costa Rica stems mainly from indoor
wood-burning stoves that are used for cooking (23% of households use solid fuel for
cooking, often wood)240, which results in 200 PM related deaths on a yearly base.241
Other treats to the air quality in Costa Rica are the increase in demand for: the
manufacturing industry and construction sector (combined 15% of emissions in
2013).242 The manufacturing industry (mainly consisting of companies active in
electronic components, medical equipment, food processing, textiles and apparel, and
construction materials) has expanded over the last two decades, among others due to
foreign investments.
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Worldbank and IEA data.
https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/9997.pdf.
In 1995, Costa Rica generated 26,000 metric tons of sulfur dioxide; 75,000 of nitrogen oxide; 658,000
of carbon monoxide; and 78,000 of non-methane volatile organic compounds (VOCs). (source:
http://www.thegoodairlady.com/air_pollution_in_costa_rica_000237.html).
UNEP, 2015 (http://www.unep.org/transport/airquality/CostaRica.pdf).
More recently a large contributor of PM is the volcano Turrialba. The volcano is located near the metro
area that harbours 60% of Costa Rican inhabitants and continuously spews volcanic ash.
Indexmundi, retrieved from IEA static database.
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Figure 4.6 CO-2 emissions per capita for Costa Rica from 1960 to 2011

Source: Google public data, retrieved from Worldbank (June 2016), CO-2 emissions per capita from 1960 to
2011.

Air quality regulation
UNEP reviewed in 2015, under Resolution 7 of the UNEA, the main policies of Costa Rica
that impact air quality. They found, among others, that currently PM10 and Ozone
standards are met and in line with WHO Interim Targets (in the short-run PM10 values
for indoor are not met, but met on a 24h average). The SO2 and NO2 standards are not
meeting their targets. Thirdly, at this moment no standard is in place for PM2.5. The
UNEP study further found that vehicle standards in Costa Rica are low (80 percent of
vehicles are older than 10 years) and that petrol used is high in Sulphur, partly
explaining the higher concentration of air pollutants in urban areas.
Actions by the national government to reduce emissions, especially in the more polluted
cities, include:






The National Transport Plan -> construction of an electrical train from San Jose to
Heredia;
The National Energy Plan 2008-2021 -> promotion of renewable energy
technology;
The Sustainable Urban Mobility Program for San Jose -> plan to develop a
transport framework for San Jose;
Introduction of tax benefits and subsidies for LPG and purchasing of energy
savings tools (13 percent decrease in taxes on selected goods) to reduce indoor
PM10 and PM2.5 levels; and
Another action taken by Costa Rica is an update of the Traffic Act (Article 38),
effectively removing vehicles with high emissions.

TiSA induced impacts on air quality
The impact of TiSA on air quality, if any, will be indirect as the agreement is not foreseen
to include specific environmental provisions as explained earlier. Indirectly TiSA might
impact emission levels through changes in output per sector (due to direct increase in
output or composition effect), where the changes in output of the construction or
transport sector are most relevant for air pollution as these service sectors have the
highest baseline emission.
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For Costa Rica the CGE model expects an increase in output of 0.1 percent in
Construction services and an increase of 0.1 to 0.4 percent in the transport sector (0.4%
in water-, 0.1 percent in air –and 0.2 percent in other (road) transport output).
Furthermore, the model predicts an increase of 0.1 percent for chemicals, electronic
equipment and other manufacturing industries in Costa Rica.243 According to the CGE
model, overall CO2 emissions are expected to maintain stable (increase of below 0.1
percent). The estimated minor increase in other (road) transport output will also lead
to a minor increase in PM2.5.244 Currently the PM problem in Costa Rica is however
mainly related to indoor cooking, which is not likely to be affected by TiSA. Therefore
the increase due to transport is relatively small compared to the overall PM emissions
and will not likely lead to additional serious health problems.
As indicated before, the CGE model does not capture FDI, which may have additional
effects. Costa Rica is a relatively attractive country for foreign investors due to the
political stability, relatively skilled labour force and outward-oriented policies (e.g. free
trade zones (FTZ)). By 2014, FTZs accounted for 53 percent of exports, and Costa Rica’s
economy is relatively intensive in FDI (4.2 percent of GDP in 2014, 6.1 percent of GDP
in 2015).245 Business services and ICT are some of the sectors that have attracted
investment. The FDI potential is however hampered by poor infrastructure, high energy
cost, bureaucracy, weak investor protection, and legal uncertainty.246 TiSA may partially
address the barriers related to bureaucracy and legal certainty, thereby increasing FDI.
Increased FDI in turn could affect air quality, but this will depend on the extent to which
it leads to additional production or replaces production of domestic companies, on the
sectors in which this additional FDI is likely to take place, and the relative pollution
levels of foreign investors. This is difficult to predict in the absence of relevant data.
Conclusion
The figures on the impact of TiSA on some of the main polluting sectors, namely
transport and the construction sector, shown above allow us to conclude that TiSA will
have a minor increase in total air pollutants in Costa Rica. A potential effect on FDI is
difficult to predict. We do not think additional flanking measures are required to mitigate
the (minor) increase in air pollutants, as Costa Rica is actively implementing a number
of policies that are expected to reduce the total emission of the country even further
(currently they already are among the countries in the world with lowest CO2 emission
per capita).

4.3.7. Case study 9: Waste water treatment and TiSA impact in Pakistan
This case study examines waste water treatment and waste water use in Pakistan. It
sets out the waste water use (at sectoral level), current waste water treatment
approaches and policies and the broader environmental and/ or health impacts. The
case study further estimates the 2025 baseline waste water production for the sectors
that are impacted most by TiSA (output increase or decrease according to CGE) and
what the prospects are for treatment services. In the third section the case study
discusses the effect of TiSA compared to the baseline.
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WIOD information on baseline emission per sector is not available for Costa Rica, for this reason an
extensive impact analysis on other emissions is not possible.
Gertler, A.W., Gillies, J.A. & Pierson, W.R. Water, Air, & Soil Pollution (2000) 123: 203.
doi:10.1023/A:1005263220659.
World Bank (2015) Costa Rica’s Development From Good to Better, Systematic Country Diagnostic,
World Bank indicators.
https://www.cia.gov/library/publications/the-world-factbook/geos/cs.html.
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Pakistan waste water treatment and waste water use baseline
Pakistan has the biggest continuous water irrigation system in the world called the IBIS
(Indus Basin Irrigation System). The IBIS is built up out of 4 large rivers, of which three
have their origin in India. This system can supply 100 million people (60 percent of the
total population) and 45 million acres of farmland (50 percent of total farmland in 2013)
with water, if managed effective and efficiently.[247][248]
Pakistan was once a country with a water surplus (1,299 m3 per capita in 1996), but is
forecasted to become a water deficit country (<700 m3 per capita in 2025). 249 The main
reasons for this shift are a depletion of ground and surface water sources, loss in surface
shortage, droughts, a shift from prevailing agricultural to domestic use as well as an
increased need of clean water for industrial processes.250
It is clear that in Pakistan there is insufficient ‘clean’ water for domestic, industrial and
agricultural use, with a negative prospect in the future. In Pakistan it is therefore also
not uncommon to use waste water to irrigate farmland (e.g. in Pakistan about 26 per
cent of national vegetable production is irrigated with wastewater). Use of waste water
via irrigation, drinking or washing however has a negative impact on health and a study
found that this practise increases the average number of illness days per year with over
40 percent.251 Although using wastewater for above means is clearly having negative
health implications, there are benefits to using wastewater as a resource. Wastewater
contains a high number of nutrients, which has a positive impact on growth of crops
(comparable to a common fertilizer). Studies even find a higher net benefit of crop
production when investments are made in wastewater irrigation facilities by farmers
instead of clean water irrigation facilities.252 Therefore in some rural areas the average
price of land close to a wastewater source is higher then that of land which is not.
Estimates show that Pakistan produces up to 962.335 million gallons of wastewater
annually. Of all the wastewater in Pakistan an estimated 1 percent is treated in a
treatment facility, while there are places such as Islamabad and Karachi which have
facilities to treat up to at least 8 percent of the wastewater. Furthermore, a national
survey found that only 2 percent of cities with a population of 10.000 or more had a
treatment facility (8 cities out of 388), and that in these cities less then 30 percent of
wastewater is treated.253 This low percentage of wastewater treatment in Pakistan is,
according to a study by Murtaza & Hussain Zia (2002), due to a combination of a lack
of enforcement of laws and regulations, government supervision of treatment facilities
and the overall lack of resources and skilled manpower.
In light of the challenges that Pakistan faces with respect to waste water use and
treatment, the national government issued in 2016 a new policy package that should
improve current supply and lead to a cleaner and healthier situation for its population.254
The following objectives, related to both clean water supply and waste water treatment,
are chosen to be achieved by 2025:




increase storage capacity to 90 days;
improve efficiency of usage in agriculture by 20 percent; and
ensure access to clean drinking water for all Pakistanis.
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http://data.worldbank.org/indicator/AG.LND.AGRI.K2?locations=PK.
Servir Global: Pakistani Water Resources Management.
Murtaza G and Munir H, 2012. Wastewater production, treatment and use in Pakistan.
Ensink, J., et. Al, 2004. A nation-wide assessment of wastewater use in Pakistan: An obscure activity or
a vitally important one?, Water Policy, vol 6, pp197–206.
Ashfaq, Amerasinghe, & Baig, 2010.
Baig, Ashfaq, Hassan, Javed, Khurshid, & Ali, 2011.
UN Water: Water in a changing world, Vol1, 2009.
Ministry of Planning, Development & Reform; Planning Commission: Pakistan 2025, One Nation- One
Vision.
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To achieve the above objectives the government and sector are strongly dependent on
external financing. According to a report by the Ministry (dating back to 2002) 49% of
investments were financed through external loans and 43 percent through
governmental subsidies. This share of external investment relates back to the low cost
recovery level of many255 water and sewer boards in cities and municipalities and the
country relies for many investments on external donors (e.g. Worldbank).
Information on the tariff levels related to waste water treatment services in Pakistan is
not available. It is expected in any case to be quite high, as the treatment facilities that
are operational are not very efficient (e.g. they are often overstaffed).256
Waste water in Pakistan: establishing a quantitative baseline on waste water
production
To be able to determine in a bit more detail the impact that TiSA might have on total
waste water discharge in Pakistan this section below disaggregates total annual
wastewater production into types of producers and estimates total waste water
produced in 2025. It should be noted that we this requires to make certain assumptions
on past and future developments, in absence of recent data and reliable forecasts.
As stated above, total wastewater production in Pakistan (in 2002) was almost 1 trillion
gallon. For 2011 municipal wastewater production was 674 billion gallon and industry
produced 288 billion gallons of wastewater.257 The main industrial wastewater producing
sectors (producing 80 percent of total) in Pakistan are: paper and board, sugar, textiles,
cement, polyester, yarn and the fertilizing industry.258
To be able to assess the impact of an increase or decrease in wastewater production,
we estimated below the baseline waste water production for 2025 (combining
information on total wastewater produced in 2002, with the 2000 share per type of
producer).259 The table below shows the result from the baseline calculation to estimate
the total annual wastewater production per type of wastewater producer in 2025. Annual
waste water produced by 20205 will be in the range of 1.7 trillion gallon (assuming no
policy, climate change effects or other forms of intervention). Especially the waste water
produced by the industrial sector is expected to increase considerably.

255
256
257
258
259

Government of Pakistan. Ministry of Water and Power, 2002.
Global Water Intelligence: Tariff rises outstripped by inflation, Vol. 13, Issue 9, 2012.
G. Murtaza, H.Munir, 2011. Wastewater Production, Treatment and Use in Pakistan.
WB-CWRAS, paper 3, 2005.
We compared the 2011 waste water production levels for industry and municipalities (assuming an even
share between urban and residential wastewater production) with 2000 reported levels (only 2 available
sources). We find that industry pollution has increased fourfold and municipal wastewater production
decreased slightly in 2011 compared to 2002. We assumed that the commercial sector increased by half
of the increase in industrial wastewater production and that agriculture produces an equal amount as it
does today (it might produce more, but it also uses wastewater for production). Lastly, we calculated
the average annual increase (32 billion gallon) and scaled the annual wastewater production up from
2011 to 2025.
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Table 4.14 Baseline waste water production per type of producer, by 2025
Type of waste water
producer
Industry
Commercial
Urban residential
Rural residence
Agriculture

% contribution to wastewater
production, 2000

Estimated total billion gallon
wastewater produced, 2025

6
5
25
48
16

752
381
183
183
190

Source: Pakistan’s Wetlands Action Plan 2000, right column calculation Ecorys (2016).

Impact of TiSA on wastewater production and the environment
TiSA is expected to increase the output of a number of industry sectors that contribute
significantly to the wastewater production of Pakistan. The CGE analysis shows that
notably the textiles (0.9 percent), agriculture (0.2 percent), chemicals (1.0 percent),
other manufacturing (2.8 percent) and lumber & wood & paper (0.7 percent) sector are
expected to increase their output.260 The increase in output of these sectors is expected
to lead to an increase in total wastewater production in Pakistan.261
This increase in output, in combination with a lack of waste water treatment facilities,
will have a negative impact on overall health and agricultural land262 as waste water is
used for irrigation (without receiving much (or any) treatment).
Conclusion
The objective of the case study was to gain additional insight in the current levels and
source of the waste water sector and production levels in Pakistan and to what extent
the increase in output provided by CGE modelling would have a positive or negative
direct and indirect effect.
We found that in Pakistan only a small share of total waste water produced is being
treated (wastewater is even used as a resource due to water scarcity), mainly due to a
lack of enforcement of laws, regulations and qualified experts.
Based on the evidence available and the CGE modelling results, we expect that TiSA will
lead to an increase in total waste water production and thus have a negative impact on
the environment (also due to a lack of treatment) as many of the sectors that will see
total output increase are also large waste water producers. However, as the overall
changes in sector output due to TiSA is limited the negative impact on the environment
will also be relatively small.
On the positive side, TiSA may also lead to more foreign expertise becoming available
(e.g. through foreign investments or foreign experts (mode 3 and mode 4)), which may
partly offset the negative effects. However, the extent to which Pakistan is able to
benefit from this will also depend on the available funds. Since Pakistan is strongly
dependent on grants from external donors to invest in improving their water and waste
water system and achieve their 2025 One Nation – One Vision objective in this area,
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Note that we link these CGE outcomes with the found wastewater producing sectors in the following
manner: textile – textile, agriculture – yarn, chemicals –polyester, other manufacturing – cement and
sugar (and indirectly other noted sectors) and l.umber, wood and paper – paper and board.
Estimation of increase in wastewater production is not possible due to the absence of information on
current and/ or expected 2025 output shares of these sectors.
Although waste water has useful nutrients, it often has too much N that will in the long run degrade soil
quality and lead to lower food production.
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donor support may be crucial to reap the potential benefits of TiSA in the area of waste
water.

4.3.8. Case study 10: Ecosystem and biodiversity in Japan
This case study assesses in more detail what the expected impact of TiSA is on the
ecosystem and biodiversity is in Japan. The case study focuses on the economic valuechain and regulatory changes that might come about due to TiSA.
Compared to most other TiSA participating countries, Japan scores rather well on the
ecosystem & biodiversity environmental performance indicators included in the baseline
analysis.263 In addition, this case study aims to complement the above findings from
value-chain effects and identify possible other impacts of TiSA on the environment and
biodiversity (e.g. EG&S and participation in international treaties) that cannot be derived
(sufficiently) from model results.
Japan is one of the world’s 36 biodiversity hotspots264 (according to CEPF). Biodiversity
hotspots are biogeographic regions that are biologically rich and under threat of
extinction. In addition, Japan is home to 5 percent of the most threatened endemic
species in the world (according to the Alliance for Zero Extinction). This is partly because
Japan has over 90,000 known species and estimates which include unknown species
range to over 300,000.265 The main reason for the high plant and animal variety in Japan
is due to the number of different climate zones and distance to the mainland. Japan has
a high number of climate types due to its latitudinal range and the country’s mountains,
its climate ranges from humid subtropics to boreal to temperate zones. The below tables
provides an overview of relevant ecosystems and habitat indicators of Japan.

Total land areas

378,000 km

Major conservation area ( % of total area)
Mammal species of danger of extinction (%
total of total number of identified species)
Birds (% total of total number of identified
species)
Fishes (% total of total number of identified
species)

9% of total area
23% of total of number of identified
species
13% of total number of identified
species
36% of total number of identified
species

Source: Annual Report on Environmental Statistics, 2016.

Taxonomic Group

Species

Endemic Species

Plants
Mammals
Birds
Reptiles
Amphibians
Freshwater Fishes

5,600
94
366
66
50
214

1,950
46
13
28
44
52

263

264
265

Percent
Endemism
34.8
48.9
3.6
42.4
88.0
24.3

The baseline environmental performance indicator for fish stocks for Japan is compared to other
participants with a score of 25 second-highest (after Costa Rica), implying that they are 1/4th on their
way of reaching set target (globally Japan ranks 48th for the EPI fish stock indicator). A similar rank is
found when observing the change in forest cover indicator, Japan ranks place 35 with a value of 55%
change areas that consist of over 50% of trees between 2000 and 2012.
http://www.cepf.net/resources/hotspots/Pages/default.aspx.
National biodiversity strategy.
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Source: http://www.cepf.net/resources/hotspots/Asia-Pacific/Pages/Japan.aspx.

Legislation and their effect on preserving ecosystems and biodiversity in Japan
Economic growth in the last century has increased pressure on the environment and
threatens the various habitats. To preserve its biodiversity Japan developed a number
of laws, regulations and action plans. Furthermore Japan is member to a number of
international treaties that have a similar objective. For Japan a recent and important
legislation is the Basic Act on Biodiversity, established in 2008. Among others it
stipulates the fundamental principles for the conservation and sustainable use of
biodiversity. The list below provides an overview of other important Japanese legislation.
policy and documents in relation to biodiversity and ecosystem preservation that are
discussed in more detail below:




The Red List and Act for Conservation of Endangered Species of Wild Fauna and
Flora;
The Japanese Biodiversity Outlook (assessment describing state of biodiversity and
main pressures); and
The national Biodiversity Strategy (adopted in 1995, reviewed in 2002, 2007 and
2012).

The 2012 published Red List, a list that evaluates the extinction risk of species, showed
that the Japanese Otter and the Japanese black bear, both last spotted respectively in
1979 and 1957, were extinct. Partly as reaction to the increased pollution (and because
of fur hunting) the ’93 Act for Conservation of Endangered Species of Wild Fauna and
Flora went into force. However, according to the JapanTimes, the Environmental Agency
argued that the Act did not provide them with sufficient authority to ensure that
measures were taken to adequately protect species under threat, neither did it include
a section that covers fish and mammals (e.g. whales).
In 2010 Japan launched the Japan Biodiversity Outlook, in which the 4 main drivers of
long-term biodiversity decline were identified266, subsequently: Economic development,
direct use and water pollution; Reduction in use/ management of Satochi-Satoyama;
Invasive alien species and pollution by chemical substances; and Global climate change.
The report concluded that the trend of biodiversity decline has led to several effects
(e.g. today around 20% of Japan’s original vegetation is still intact267) and that timber
import is increasing as local timber is more costly. Second the report stated that current
Japanese consumption is second in impacting species through international trade (the
United States comes first). This impact is mainly related to the geographic location of
Japan, and most goods for domestic consumption need to be imported from overseas.
The report further notes that Japan impacts the marine ecosystem as it fishes in
international waters (through agreements on fishing in third countries Exclusive
Economic Zones (EEZ)) and their own EEZ area (Japan has the 6th largest EEZ in the
world). In addition to the above drivers of habitat degradation, there is an increase in
leisure activities related to a shorter work week. The increase in leisure has a negative
effect on ecosystems as forests are being cleared for e.g. skiing, golfand bigger roads268
Coastal regions & wetlands are being lost due to development, agricultural expansion,
river channelization and road building.
Japan further aims to preserve its biodiversity though adaption of the National
Biodiversity Strategy (NBS). The latest NBS was adopted in 2012, just after two major
events occurred: the adoption of the Aichi Targets during COP10 – CBD (see below) and

266

267
268

Japan Biodiversity Outlook 2 –Report of Comprehensive Assessment of Biodiversity and Ecosystem
Services in Japan.
http://www.cepf.net/resources/hotspots/Asia-Pacific/Pages/Japan.aspx.
http://www.cepf.net/resources/hotspots/Asia-Pacific/Pages/Japan.aspx.
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the Great East Japan Earthquake in March 2011, and runs up to 2020. The NBS is the
roadmap which includes the outcomes of COP10 – CBD and the lessons learned from
the Great East Japan Earthquake to achieve the Aichi targets and establish a society
that is in harmony with nature.
Next to national actions Japan is also involved in a number of international actions that
have as aim to maintain ecosystems and biodiversity, namely: COP10 - CBD
(Conference of the parties to the Convention on Biological Diversity in October 2010)269;
The Convention on International Trade in Endangered Species (CITES)270; The Ramsar
Convention on Wetlands of International Importance; and Trade Related Intellectual
Property Rights (TRIPS)271.
In order to put the above national and international commitments of Japan into
perspective the below table compares the biodiversity initiatives to the Japanese
environmental policy acquis. This shows that conservation and sustainable use of
biodiversity is the third priority area after circular economy initiatives and general
environment conservation actions.
Focus area
Conservation of global environment
Initiatives to ensure circulation of material and a creation of a
sound material-cycle society
Initiatives regarding to conservation and sustainable
use of biodiversity
Initiatives regarding to conservation of the atmospheric
environment
Promoting development of local communities and human
resources
Other actions and initiatives (9 all under 5%)

Percentage of emphasis/
area of action
28.3%
23.2%
14.6%
10.7%
10.3%
12.9%

Source: Environmental statistics bureau of Japan.

The environmental goods and services sector in Japan
Japan pursues greening of their economy and similar to the EU has green growth as one
of their policy objectives. Starting in 2005, Japan mapped their environmental goods
and services (EG&S) sector using Input-Output tables and they committed to create
over JPY 50 trillion in new environmental markets and 1.4 million jobs through green
innovation. Currently the sector of environmental industry makes up 17 percent of
annual GDP (JPY 87 trillion), almost 8 percent of nominal GDP, it imports JPY 2 trillion
and exports JPY 9 trillion.
In Japan four major EG&S categories have been identified: A) Environmental pollution
prevention; B) Measures against global warming; C) Waste disposal and effective
utilization of resources; and D) Conservation of natural environment.272 The Japanese
EG&S sector employs 2.43 million people, of which over 500,000 work in the
conservation of natural environment sub-category. This sector encompasses, among

269

270

271

272

Japan hosted COP10 on CBD, which was held in Nagoya City, theming it “Life in Harmony, into the
Future”. COP10 produced the Strategic Plan for Biodiversity 2011-2010. It stipulated the overall vision
of achieving a world of “Living in Harmony with Nature” by 2050. The strategic plan includes 20
individual targets that are known as the “Aichi Biodiversity Targets”.
CITES aims to ensure that international trade in specimens of wild animals and plants does not threaten
their survival (Source: CITES).
TRIPS extends intellectual property rights to lifeforms and genetic material, and encourages property
rights system for traditional knowledge and indigenous flora and fauna.
The category encompasses the sectors water resource use, sustainable forestry, sustainable agriculture
and fisheries and biodiversity and eco-tourism. As such, this is the most interesting for the scope of this
case study.

148 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
others, biodiversity and eco-tourism, a more detailed breakdown is however not readily
available.
Figure 4.7 Size of Japanese Environmental Goods and Services Sector (2000-2011)

IGES, 2014. Dr. Xin Zhou and Dr. Ambiyah Abdullah.

TiSA- induced changes and their impact on Biodiversity and the ecosystem
As noted in the start of this case study the impact of TiSA on the ecosystem and
biodiversity indicators is mostly indirect and stems from through changes in scale and
structure (composition effects) of production processes and through sharing of new
cleaner technologies (technology effect) and a demand for more “green” products
(product effect). The direct effect of TiSA on the biodiversity is very small as the change
in demand for agricultural output and resource intensity is negligible.
In the production chain there might be an increase in demand for EG&S due to a minor
increase in GDP and possible cost reduction of experts operating in the field of EG&S. A
prerequisite for an increase in demand would be that competition increases and cost
would drop in line with labour cost reduction from TiSA. In Japan the current volume of
EG&S import and export is limited compared to the total volume and it is unclear which
sectors or sub-sectors make up the bulk of EG&S trade.
Another indirect impact on the environment and biodiversity could come from regulatory
effects from TiSA. According to the Friends of the Earth (FotE) the standstill clause could
hamper actions to adopt new and stricter environmental regulation in the future, in
combination with the ratchet clause the option to change liberalization of regulation
might not be available (e.g. a future administration can not reverse reduction of
environmental standards).273 However, the standstill and ratchet clauses only apply to
national treatment, meaning that only measures that discriminate between foreign and
domestic service suppliers are affected. TiSA does not have an impact on the right to
regulate in a non-discriminatory way. The right to regulate will be protected as explained
in Chapter 1. Policies and regulations can therefore still be changed after TiSA, provided
they are not discriminatory between national and foreign service providers.
Conclusion
The impact of TiSA on the ecosystem and biodiversity of Japan is expected to be minor,
and depending on how the cost reduction of EG&S will affect production processes will
result in a small positive or negative effect. Although concerns have been expressed

273

Friends of the Earth, 2015?, TiSA is an environmental hazard. An assessment of the environmental
impact of the leaked Annex on Environmental Services in the context of TiSA as a whole.
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that TiSA may prevent stricter environmental regulation/ biodiversity preservation
actions, this risk seems very small as the right to regulate is safeguarded under TiSA,
and stricter regulations are possible as long as changes are not discriminatory. This
could possibly affect the Japanese EG&S sector, as foreign EG&S providers need to be
treated equally, but is not expected to affect biodiversity, as environmental services can
still be provided. Flanking measures are therefore not deemed necessary.
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5. In-depth sector analyses
Introduction to the in-depth sector analyses
During the interim phase the study team has conducted a screening and scoping
exercise in order to select five sectors for more in-depth analysis. The selection of
sectors was based on five criteria274: 1) initial importance for the EU economy, 2)
expected economic impact from a future TiSA, 3) expected social, human rights, and
environmental impact from a future TiSA, 4) issues reported by stakeholders, and 5)
strategic importance of the sector / issues in the negotiations. In agreement with the
Steering Committee the five selected sectors include: water transport services, financial
services, insurance services, ICT services and telecommunications, E-commerce.
Because of their similarities, the finance and insurance services sectors are analysed in
one sector study. Contrary to the other sector studies, the E-commerce sector study
concerns a more qualitative analysis. Because this sector is relatively new, sector
statistics are limited. Therefore there are also no modelling results for this sector.
Table 5.1 Sector definition
Sector
Water transport
Finance

Insurance
ICT and telecommunication

GTAP
49 – Water transport
52 – Finance: includes
auxiliary activities but not
insurance and pension
funding
53 - Insurance: includes
pension funding, except
compulsory social security
54 – Business services276:
includes computer services,
and information services
51 – Communications:
includes: post and
telecommunications

E-Commerce

-

NACE rev. 2
50 – Water transport
J65 - Financial
intermediation, except
insurance and pension
funding275
K65 - Insurance, reinsurance
and pension funding, except
compulsory social security
J62 Computer programming,
consultancy and related
activities
J63 - Information service
activities
J61 – Telecommunications
(wireless, satellite and other
telecommunications)
-

The sector analyses consist of three steps: 1) analysis of the baseline situation, 2)
analysis of market access conditions, and 3) assessing the potential impact of TiSA.
Based on these three steps we will draw conclusions and provide recommendations for
each sector.
In the baseline analysis we present an overview of the sector in terms of turnover, value
added, number of enterprises, number of employees, but also in terms of trade and FDI.
In addition, the current situation regarding social and environmental issues, and trends
and challenges in the sector are presented. For the market access conditions (step 2)
we look at the type of trade barriers the sector faces and how severe they are. Also we
present what TiSA is expected to do in terms of the sector. The analysis of the expected

274

275
276

More details on the criteria and the screening and scoping exercise can be found in the Interim
Technical Report. http://www.trade-sia.com/tisa/wp-content/uploads/sites/7/2014/02/TiSA-finalInterim-Report-Feb2017.pdf.
NACE rev. 1.
This is different “from the business & professional services” which includes other business services like
accounting, legal services, advertising and marketing.
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impacts (step 3) is based on the outcome of the CGE modelling and stakeholder
consultations.

Water transport services sector study
5.2.1. Introduction
In this chapter we take a closer look at the impacts on passenger and freight transport
via water - in short the water transport services sector - a sector that is expected to
contract based on the modelling results presented in Chapter 2. We provide first an
overview of the current economic, social, and environmental situation in the sector.
Additionally we discuss the relevant barriers in the sector before presenting the
expected impacts of the TiSA agreement.

5.2.2. The water transport services sector in the EU
Sector classification
The water transport services sector has been selected during the interim phase as one
of the five sectors to be studied in depth. Table 5.2 presents the sector classification for
the main data sources that will be used. The GTAP sector classification is used for the
modelling and forms the basis for the impact analyses, the NACE classification is used
for the quantitative analysis of the current situation in the sector.
Table 5.2 Sector classification
Sector

GTAP code

NACE code

Water transport

49 – Water

H50 – Water

services

transport

transport

NACE sub-sectors

Sea and coastal passenger
water transport;

Sea and coastal freight water
transport;

Inland passenger water
transport;

Inland freight water transport.

Economic/international perspective
The EU water transport services sector is a relative small sector in terms of turnover
and number of enterprises compared to other services sectors in the EU.277 The sector’s
share in total EU services turnover is around 2 percent, 0.9 percent for value added,
and its share in total number of enterprises is less than 1 percent. In 2013, the sector
generated a turnover of €113 billion. The value added created in 2013 equalled €23.0
billion. When compared to other (services) sectors this number is rather low. The sector
consists of more than 21,000 firms, employing around 180,000 persons.
Within the EU, the countries with the largest turnover in the water transport services
sector are Germany, Denmark, and France. Here we find also some of the world’s largest
water transport companies, i.e. Hapag Lloyd, A.P. Møller Maersk, and CMA CGM.

277

The other services sectors include amongst others: land transport, telecommunications, information
service activities, accounting activities, real estate activities, and postal and courier activities.
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Table 5.3 Industry statistics – EU water transport278
Number of enterprises
Turnover (billion €)
Value added (billion €)
Number of
employees279

2008
19,892
117.2
27.1

2009
19,735
95.1
19.5

2010
20,687
109.0
No data

2011
21,306
112.3
20.8

2012
20,927
117.2
21.5

2013
21,287
112.9
23.0

198,000

195,400

No data

190,000

180,000

No data

Source: Eurostat, structural business statistics.

Table 5.4 provides a breakdown of the above data into freight transport services and
passenger transport services. The EU freight transport sector employed 99,500
employees in 11,676 enterprises, in 2013. The turnover and value added generated
amounted €93.9 and €16.8 billion respectively. The passenger transport sector included
9,565 enterprises and 67,300 employees. This sub-sector generated a turnover of €20.6
billion and value added of €6.2 billion in 2013. While the freight transport sector is
slightly larger in number of enterprises and employees, the difference with passenger
transport in terms of turnover and value added is more significant, as it is about three
times larger.
Table 5.4 Industry statistics – EU water transport services sub sectors
2008
Freight transport
Number of enterprises
Turnover (billion €)
Value added (billion €)
Number of employees
Passenger transport
Number of enterprises
Turnover (billion €)
Value added (billion €)
Number of employees

2009

2010

2011

2012

2013

11,045
93.8
20.5
110,800

11,124
74.8
13.7
108,200

11,548
91.7
No data
107,900

11,756
92.2
15.8
111,800

11,432
97.0
15.8
100,200

11,676
93.9
16.8
99,500

8,700
23.4
6.6
87,200

8,611
20.3
5.8
87,200

9,115
17.3
6.1
81,600

9,482
20.1
5.0
68,900

9,490
20.1
5.6
66,100

9,565
20.6
6.2
67,300

Source: Eurostat, structural business statistics.

In 2013, the EU water transport services sector mainly consisted of small enterprises.
As can be seen from Table 5.5, enterprises with 0-9 employees make up 90 percent of
all enterprises. Enterprises with 10-19 employees represent 5 percent, and about 5
percent concerns medium companies. Only 0.5 percent of all enterprises in the sector
are large enterprises (250+ employees). Although the large firms generated a
significant higher turnover than SMEs, the total value added created by large firms is
almost the same as the value added created by all SMEs together.
Also statistics from Clarksons Research show that there are many small firms active in
this industry. According to their data, about 73 percent of companies in the EU own 0
to 4 ships, slightly more than 10 percent owns 5 to 9 ships, and another 10 percent
owns 10 to 49 ships. Only 0.6 percent of all companies owns more than 100 ships.280
Table 5.5 Industry statistics per size class – EU water transport services sector, 2013
Number of employees
Number of enterprises
Turnover (billion €)
Value added (billion €)
Number of employees

278

279
280

0-9

10-19
19,048
17.0
6.5
41,200

1,118
5.1
1.4
14,200

20-49
605
7.4
2.0
19,400

50-249
383
15.0
3.9
40,500

250 - more
108
68.5
9.2
89,500

Eurostat statistics include all the enterprises registered with an economic activity within the water
transport, irrespective of kind of flagging or ownership vessels. The number of employees refers to the
employees working in the EU regardless of their nationality.
Refers to the number of employees working in the EU regardless of their nationality.
Clarksons Research, 2017. The shipping market.
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As mentioned above, the EU water transport services sector represents only 2 percent
of total turnover in services, and 0.9 percent of value added. The share of water
transport services FDI in total EU FDI in services is even smaller, 0.6 percent for outward
FDI, and 0.1 percent for inward FDI. In 2012, the EU water transport services OFDI
position equalled €16.8 billion. The main destinations - for which data are available are presented in Figure 5.1. The OFDI position in most countries has been fluctuating in
the period 2008 till 2012. The EU OFDI position in Hong Kong on the other hand has
significantly increased from €0.7 billion to €2.7 billion. In 2012, Hong Kong and the US
were the most important destinations for EU OFDI. The port of Hong Kong is one of the
biggest and busiest ports in the world.281 Large investments in Hong Kong are therefore
not surprising. Although the US does not rank in the top15 biggest ports, it is the EU’s
number one trade partner for water transport services.
The EU inward investment position of the water transport services sector is even smaller
than the outward investment position. In 2012, the EU inward investment position
equalled €3.9 billion. The investment position in the EU of the main countries - for which
data are available - is shown in Figure 5.3. Like with the outward investment position,
the inward positions are fluctuating over time. The largest inward investments originate
from the US, China, EFTA, and Hong Kong. A potential explanation could be that these
countries invest in offices in the EU, in order to make better use of shipping routes
around the EU.
The low outward and inward FDI figures can be explained by the fact that investments
in the sector are relatively less important. The main focus (of the EU) is on exports.
Investments are mainly made for commercial presence or administrative purposes, or
because it is obligatory in the trading partner’s country.282 For this reason, according to
the European Community Shipowners’ Associations (ECSA), trade agreements are of
significant importance to sector, this allows them solely focus on exports and don’t need
to be locally present.
Due to data limitations, it is unfortunately not possible to present data on EU Foreign
Affiliate Trade in Services (FATS).

281

282

http://www.worldshipping.org/about-the-industry/global-trade/top-50-world-container-ports
http://www.marineinsight.com/ports/top-10-busiest-ports-in-the-world/.
Interview ECSA.
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Figure 5.1 EU Outward FDI position, water transport services, million euros

Source: Eurostat, European Union direct investments.

Figure 5.2 EU Inward FDI position, water transport services, million euros283
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Hong Kong)
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-100
Source: Eurostat, European Union direct investments.

Regarding trade (freight and passengers transport), the EU export and import figures
of the water transport services sector (covering mode 1, 2 and 4), as well as the trade
balance, are presented in the Figure 5.3. In 2015, EU exports equalled €74.1 billion,
and imports equalled €54.7 billion, resulting in a positive trade balance of €19.3 billion.
The EU sector has had a constant positive trade balance over time. Both exports and
imports of the water transport services sector account for some 12 percent of all EU
services exports and imports.

283

The 2009 value for the US FDI position in the EU sector is an estimation. Eurostat data reported a value
10 times larger than for the other years. Until correction the observation (as confirmed by Eurostat), an
average of the 2008-2010 value has been assumed for 2009.
June 2017
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Figure 5.3 EU trade water transport services sector, million euros
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Source: until 2009 Eurostat, balance of payments (bop), from 2010 Eurostat, balance op payments (bop6).

The most recent export and import values for the top 10 EU trading partners in water
transport services are presented in Table 5.6 and 5.7. For both exports and imports the
US is clearly the main trading partner of the EU water transport services sector, and has
always been in the period 2004-2015. The other top trading partners with regard to EU
exports are Switzerland, China, Singapore, and Australia. The main importing partners
– besides the US – are China, Switzerland, Singapore, and Japan. There is a stark
difference between the export and import values of the US and the other countries.
Whereas the majority of the countries have increased their trade with the EU, exports
to Japan, and imports from Norway and Hong Kong have stagnated or even decreased
during this time period. The EU has a positive bilateral trade balance with all its main
partners, reflecting its strong competitive position.
ECSA has indicated that EU firms not only transport goods from the EU to a partner
country and from that partner country to the EU, but also between two other countries
or regions, for example from South America to Asia. This is so called “cross trade” and
makes up the majority of the trade activities of EU shipping companies. Often these
companies do not have an office in these destination countries. Therefore, according to
ECSA, it is important to have free trade agreements with other countries in this sector.
Table 5.6 EU exports top 10 trading partners, water transport services, million euros
2007
United States

2008

2009

2010

2011

2012

2013

2014

2015

19,880

21,811

15,938

18,761

17,962

19,602

16,748

17,060

16,338

Switzerland

4,721

5,503

4,431

5,594

6,192

6,208

6,543

6,456

6,857

China

5,166

6,178

4,121

5,725

5,788

6,232

5,431

5,074

5,346

Singapore

2,678

3,370

2,396

2,595

2,647

3,048

3,814

4,001

3,876

Australia

1,931

2,414

2,576

3,315

3,515

4,062

3,671

2,682

2,914

South Korea

2,630

2,857

1,931

2,497

2,424

2,565

2,323

2,310

2,367

Japan

2,879

3,215

2,313

2,751

2,940

2,706

2,667

2,417

2,192

India

1,366

1,599

1,159

1,163

1,820

2,132

2,070

2,100

2,149

Brazil

1,399

1,681

1,432

1,688

1,914

2,139

2,307

2,070

2,116

Hong Kong

2,379

2,703

1,742

2,224

2,456

2,580

2,806

2,972

1,961

Source: until 2012 Eurostat, balance of payments (bop), from 2013 Eurostat, balance op payments (bop6).
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Table 5.7 EU imports top 10 trading partners, water transport services, million euros
2007

2008

2009

2010

2011

2012

2013

2014

2015

United States

9,372

9,825

8,266

9,230

9,365

10,325

8,592

8,323

8,548

China

4,123

4,347

3,875

5,086

5,249

5,373

4,454

4,669

5,561

Switzerland

3,148

3,111

2,337

3,381

3,474

3,877

3,937

4,679

4,403

Singapore

2,219

2,685

1,964

2,523

2,979

2,870

3,564

3,273

3,441

Japan

3,639

4,110

2,674

3,457

3,163

3,283

2,751

2,672

2,553

Norway

2,152

2,351

1,515

1,831

1,781

2,066

1,843

1,856

2,051

Russia

2,602

2,949

2,056

2,563

3,065

2,859

1,838

1,748

1,605

Turkey

1,642

1,561

1,026

1,389

1,405

1,276

1,207

1,426

1,599

Hong Kong

1,771

1,979

1,276

1,420

1,486

1,497

1,725

1,654

1,499

Egypt

1,123

917

1,104

1,236

1,288

1,357

1,342

1,363

1,363

Source: until 2012 Eurostat, balance of payments (bop), from 2013 Eurostat, balance op payments (bop6).

The share of trade in water transport services with the other TiSA countries is displayed
in Figure 5.4 and 5.5. Eurostat, however, only reports the data for 13 TiSA countries.
When comparing these figures with the above tables we see that the main EU export
partners are primarily TiSA countries, except China, Singapore, and Brazil. With respect
to the top import countries, four of the top-10 import countries do not participate in
TiSA: China, Singapore, Russia an Egypt. Trade with the fifteen TiSA countries makes
up 53 percent of EU exports, and 46 percent of EU imports.
Figure 5.4 Share of extra EU water transport services exports to TiSA countries, 2015
United States
Switzerland

2%

Australia
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South Korea

3%

22%

Japan
Hong Kong

3%
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3%

Turkey
Chile
4%

New Zealand
Taiwan
9%

Liechtenstein

Source: Eurostat, balance of payments (bop6), author’s calculations.
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Figure 5.5 Share of extra EU water transport services imports to TiSA countries, 2015
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Source: Eurostat, balance of payments (bop6), author’s calculations.

Based on the World Input Output Database (WIOD) we have also analysed the
(international) sector linkages of the EU water transport services sector, as this indicates
which other sectors may be affected when there are changes in output for this sector
as a result of TiSA. The top 10 sectors supplying goods/services to the EU water
transport services sector, and the top 10 sector buying services from the EU water
transport services sector are presented in Table 5.8 and 5.9. The table shows also for
each sector its importance compared to other sectors, and the share stemming from EU
sectors and from the RoW. The sector providing auxiliary transport services is the largest
supplier to the EU transport sector services with €40 billion. Also the coke and
petroleum, water transport, and renting of M&Eq284 supplies sectors provide a large
amount of goods and services to the EU water transport services sector. Except for post
and telecommunication services (23.4 percent) the majority of suppliers come from
within the EU, with a share ranging between 63.3 and 96.7 percent. Although not
presented in the table, the EU water transport services sector does also source a
relatively large share of its mining and quarrying products (66.4 percent) from outside
the EU.
Table 5.8 Top10 suppliers to the EU water transport services sector (million Euro)
Sector
Other Supporting and Auxiliary Transport
Activities; Activities of Travel Agencies

Total

Share of total EU
suppliers (%) (%)

RoW
(%)

39,926

51.8

82.0

18.0

Coke, Refined Petroleum and Nuclear Fuel

7,203

9.3

73.3

26.7

Water Transport

6,589

8.5

63.3

11.2

Renting of M&Eq and Other Business Activities

6,011

7.8

89.9

10.1

Transport Equipment

2,057

2.7

64.3

35.7

Inland Transport

1,934

2.5

87.5

12.5

Post and Telecommunications

1,913

2.5

23.4

76.6

Wholesale Trade and Commission Trade, Except
of Motor Vehicles and Motorcycles

1,835

2.4

96.7

3.3

284

Machinery and equipment.
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Financial Intermediation

1,692

2.2

88.6

11.4

Food, Beverages and Tobacco

1,008

1.3

93.8

6.2

Source: WIOD, 2011. Author’s calculations.

The main buyers of EU water transport services are the wholesale, construction, and
water transport services sectors. An example of these services can be the demand for
transporting any raw materials or other inputs coming from abroad, that are needed in
another sector. Contrary to the suppliers to the EU water transport services sector, the
majority of the buyers come from outside the EU. Only 2.3 percent of EU transport
services bought by the mining and quarrying industry is bought by EU companies. Also
services bought by the retail (94.5 percent), construction (94.2 percent), and renting
of M&Eq (91.1 percent) sectors are bought mainly by the RoW. Also for the sectors not
in the table, more than half of the EU transport services are bought by non-EU sectors.
This implies that most water transport concerns international transport.
Table 5.9 Top10 buyers of the EU water transport services sector (million Euro)
Sector

Total

Share of total EU
suppliers (%) (%)

RoW
(%)

Wholesale Trade and Commission Trade, Except
of Motor Vehicles and Motorcycles

9,267

9.7

18.0

82.0

Construction

8,327

8.7

5.8

94.2

Water Transport

7,078

7.4

59.0

41.0

Food, Beverages and Tobacco

4,995

5.2

11.4

88.6

Renting of M&Eq and Other Business Activities

4,618

4.8

8.9

91.1

Mining and Quarrying

4,473

4.7

2.3

97.7

Transport Equipment

4,449

4.6

22.5

77.5

Basic Metals and Fabricated Metal

4,292

4.5

25.3

74.7

Retail Trade, Except of Motor Vehicles and
Motorcycles; Repair of Household Goods

4,244

4.4

5.5

94.5

Other Supporting and Auxiliary Transport
Activities; Activities of Travel Agencies

3,874

4.0

74.7

25.3

Source: WIOD, 2011. Author’s calculations.

Additionally to the main suppliers and buyers at a global level, we have also looked at
the main suppliers and buyers within some of the TiSA countries.285 The top three
supplying sectors to the EU water transport sector from all TISA countries together are
auxiliary transport activities (€5.6 billion), water transport (€1.5 billion), and post and
telecommunication (€1.4 billion). For the first sector the US is the dominant supplier
(71.0 percent) followed by Japan and Turkey (both 7.5 percent). Water transport
services are mainly supplied by Korea (66.3 percent) and to a lesser extent by Taiwan
(12.4 percent) and the US (9.0 percent). With a share of 99.5 percent, the post and
telecommunication services are fully supplied by the US. The top three sectors in TiSA
countries buying services from the EU water transport sector are water transport (€158
million), retail (€27 million), and wholesale trade (€27 million). The majority of EU
services are bought by the Korean water transport sector (76.6 percent) around ten
percent is bought by both Turkey and Japan. From the retail and wholesale trade
sectors, Turkey is the dominant buyer with a share of respectively 85.0 and 69.6
percent. It is important to keep in mind that the trade figures presented here regard EU
water transport services exports to a specific sector in a specific country, whereas the
EU exports presented in Tables 5.6 and 5.7, regard the EU water transport services

285

WIOD includes the following TiSA countries: Australia, Canada, Japan, Korea, Mexico, Turkey, Taiwan
and the US.
June 2017

159

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
exports to all sectors in a certain country. These numbers and the ranking of countries
can thus differ.
Position in the world market
It was already mentioned in the previous section that the EU water transport services
sector is a competitive player on the world market. In Figure 5.6 we present the shares
of the sector in world trade (both imports and exports). The first thing one notices is
the big difference between the EU and the other TiSA participants. The EU stands lonely
on top with market share over 20 percent (2010-2012), though this has slightly
decreased over time. The other three main players are Japan (11 percent), the US (9
percent), and Hong Kong (4 percent) (for the year 2014). All three show a rather similar
trend in their market shares, a small decrease in 2011, growth until 2013, and similar
shares in 2014. The other TiSA participants have a small share, ranging from 0.1 to 2.4
percent (2014).
Figure 5.6 Market shares of the water transport sector, TiSA participants286
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Source: Comtrade data.

However, Comtrade data for the EU is only available until 2012 and does thus not
provide the most up to date picture. The OECD EBOPS data does have trade statistics
for the EU until 2014. Although the database does not provide total world trade – and
therefore we cannot calculate the market shares – we can compare the EU’s sector trade
value with the trade value of other countries. Like in Figure 5.6, the EU water transport
services sector stands lonely at the top. Its trade value is more than four times larger
than that of Japan, which is the number two largest trading country in the sector.
Table 5.10 Total trade (exports + imports) water transport services sector
Total trade

2010

2011

2012

2013

2014

EU28

271.301

288.021

277.926

274.628

273.363

Japan

65.893

68.212

74.983

66.992

67.108

Korea

56.154

52.990

57.285

52.314

54.816

United States

45.401

47.829

50.174

53.586

54.406

Hong Kong

23.616

25.403

26.236

25.193

Not available

Canada

11.717

12.996

13.155

12.986

13.143

6.195

7.543

7.215

7.163

8.599

Mexico

286

No data available for the EU for the years 2013-2014, no data available for Canada for the year 2014.
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Russia

6.466

7.858

7.942

8.287

8.470

Turkey

6.374

6.423

6.973

6.937

7.336

Chile

9.473

11.667

9.233

8.903

6.823

Colombia

1.869

2.034

2.235

2.186

2.386

New Zealand

1.645

1.804

1.884

1.959

2.055

469

529

642

654

637

Iceland

Not available

Not available

Not available

358

363

Norway

Not available

Not available

Not available

Not available

Not available

Costa Rica

Source: OECD EBOPS 2010 trade in services.

In Figure 5.7 we present the share in ownership in the world fleet of the different TiSA
participants. In 2016, the world fleet consisted of 49,223 ships, of which almost 30,000
are owned by TiSA participants. The main non TiSA participants in terms of ownership
are China (10 percent), Singapore (5 percent), Indonesia (4 percent), and Russia (3
percent). With a 30 percent share (or 14,673 ships) the EU has the largest share in
ownership of the world fleet. Although Japan has also a relatively large share in
ownership (8 percent), they are far behind the EU. The other TiSA participants that own
more than 1 percent of the world fleet are the US, Norway, Korea, Turkey, Hong Kong,
and Chinese Taipei. From 2014 to 2016 the world fleet grew with 1,426 ships. Most
countries increased their fleet in that period, for example the EU owned an additional
231 ships, Hong Kong 208, and the US 95. Israel, Panama, Chile, New Zealand, and
Colombia saw a decrease in the number of ships they own.
Figure 5.7 Share in world fleet ownership, 2016
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Source: UNCTAD data, merchant fleet by country of beneficial ownership.

When comparing these two figures we see that the countries that have the largest
market shares (EU, Japan, US, and Korea) are also the countries with the largest share
in fleet ownership. These two figures also show that the EU water transport services
sector is a dominant player in the world market. Not only because it has the largest
shares in both market coverage and in fleet ownership, but also because the other TiSA
participants - as well as important players in the sector that are not participating in TiSA
- lag far behind.
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Social perspective
Table 5.11 provides an overview of the total employment and division of labour costs in
the EU water transport sector. Like with other services sectors, the majority of personnel
costs are salary costs. For services sectors in the EU they range from 75 percent to 87
percent of total costs. In the water transport services sector, salaries make up 87
percent of the personnel costs. In absolute values the personnel costs of the sector are
rather low compared to other services sectors (ranging from €4.0 million to €157.6
million). However, when we take into account the number of employees working in the
industry, the water transport services sector shows relatively higher personal costs per
employee, about €50,000. For the other services sectors this ranges from €15,647 to
€64,318. The relative large costs per employee could be a result of the labour shortage
in the sector.287
Table 5.11 Employment and labour costs in the EU water transport sector, million €
2008
Number of employees

2009

2010

2011

2012

198,000

195,400

No data

190,000

180,000

Personnel costs

9,193

No data

9,099

9,213

9,115

Wages and salaries

7,607

No data

7,603

7,797

7,601

Social security

1,586

No data

1,495

1,416

1,514

Source: Eurostat SBS data.

The number of employees in the sector equalled 180,000 in 2012, but has been declining
over the years. Reasons for this are the need for smaller crews due to technological
changes, greater efficiencies and the urge to reduce labour costs.288 However, at the
same there are also reports of labour shortages in the sector.289 The European Transport
Workers Federation (ETF) has indicated that only a small share of the employees
working on board ships in the EU are European, the majority stems from third countries
like the Philippines and India. They often replace the ratings (support staff), whereas
officers are still preferred to be from EU nationality. This is also confirmed by the
European Community Shipowners’ Association (ECSA).290 A report by Oxford Economics
reported that in 2015 60 percent of seafarers employed in the EU shipping industry are
non EU/EEA nationals.291 Since European employees are more expensive than for
example employees from the Philippines, an EU ship would not be competitive if would
employ solely European employees.
A report conducted by Transport Research and Innovation Portal292 indicates that the
sector is facing employment challenges. Almost one third of EU employees are older
than 50 and will be retiring in the coming 10 years. In recent years the sector has
already had difficulties in attracting young workers. The work floor is mainly dominated
by males, relatively few females work in the maritime transport sector. The sector faces
also the challenge of an increased demand for new skills. The declining workforce poses
a threat in the form of European maritime know-how losses. 293 Because of the increased
international aspect of the sector, knowledge of other languages, international laws and
regulations are required. The study also reports relatively poor job quality because of
long working hours, absences from home, and increased work pressure and workload.
Also the risk of being exposed to piracy and armed robbery has increased. A report of

287

288

289
290
291
292
293

The total costs are shared by fewer employees and at the same time wages increased to attract
additional personal.
Panteia, Significance, and PWC. (2015). Study on the analysis and evolution of international and EU
shipping.
http://www.shipping.co.tt/sitepdf/CHALLENGES%20FACING%20MARITME%20TRANSPORT.pdf.
Interview with ECSA.
Oxford Economics, 2017. The economic value of the EU shipping industry - 2017 update.
Transport Research and Innovation Portal (2014). Employment in the EU transport sector.
Opinion of the European Economic and Social Committee on how EU policies have impacted on the job
opportunities, trainings’ needs and the working conditions of transport workers. 2011.
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the European Economic and Social Committee shares this observation and mentions
that “the transport sector does not enjoy a spotless reputation as an employment sector
and jobs in it are considered rather unattractive”.294 Also according to the ILO, seafarers
are often exposed to difficult working conditions and occupational risks.295
In 2006, the Maritime Labour Convention was adopted, which sets the conditions for
decent work and living conditions in the maritime sector. This convention updates and
consolidates 68 ILO maritime Conventions and Recommendations and sets provisions
on e.g. conditions of employment, health protection, hours of work and rest, medical
care and social security protection. The Maritime Labour Convention applies to all
seafarers regardless of their nationality and flag of the ship they sale on.296 Countries
that have not ratified this new convention are bound by the previous Conventions that
they have ratified. In 22 EU countries the Maritime Labour Convention is ratified and
currently inforce. In Romania the Convention will enter into force in 2016, and in Estonia
and Portugal in 2017. 297 From the other TiSA participants, only nine have signed the
Convention, including Australia, Canada, Japan, Korea, Mauritius, New Zealand,
Norway, Panama, and Switzerland.
Environmental perspective
The water transport sector is a significant contributor to air pollution and the emission
of greenhouse gasses in the world. In 2014 the water transport sector emitted 1,000
million tons of CO2 and was responsible for 2.5 percent total global GHG emissions298.
Eurostat data shows that the EU water transport services sector is a relative large
emitter of CO2 compared to other services and manufacturing sectors, although the
sector emits less CO2 than the air and land transport services sectors. When taking into
account the production value, water transport is the mode of transport least damaging
the environment.299 The majority of emissions in the sector can be attributed to
international shipping. It is expected that by 2050 the emission of greenhouse gasses
in the sector will increase by 50 to 250 percent.300 Though the final figure will depend
on future economic and energy developments.
Over the past years several initiatives have been taken by the EU and internationally in
order to reduce green house gas emissions in the water transport sector. One of these
initiatives is the Energy Efficiency Design Index of the IMO set in 2012, which sets
compulsory energy efficiency standards for new ships. In addition, the European
Commission has set out a new strategy in 2013 for reducing GHG domestically. The
strategy consists of the monitoring, reporting and verifying of CO2 emissions of large
ships using EU ports, of GHG reduction targets, and of other market based measures.301
In October 2016 the IMO has adopted mandatory requirements for ships of 5,000 gross
tonnage or more to collect amongst others consumption data for each type of fuel oil
they use.302 These data will support the IMO in making future decisions on additional
measures to reduce/control greenhouse gas emissions. An initiative to reduce pollution
in general is the European Commission’s call in 2009 for the zero-waste, zero-emission
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Opinion of the European Economic and Social Committee on how EU policies have impacted on the job
opportunities, trainings’ needs and the working conditions of transport workers. 2011.
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objective. This objective aims at improving both the environmental performance and
the competitiveness of the sector by 2018.303
In order to reduce the emission of Sulphur oxides (SOx), particulate matters and
Nitrogen oxides (NOx) Emission Control Areas (ECA) have been introduced. These are
designated areas where stricter emission standards apply. According to the IMO the
maximum Sulphur limit in fuel is 3.5 percent in 2015 and 0.5 percent from 2020
onwards, while in SOx Emission Control Areas (SECA) the maximum limit is 0.1 percent
(from 2015 onwards).304 305 The Baltic Sea and the North Sea have been a SECA since
2006 and 2007 respectively.306 Also the North American Area and the United Sates
Caribbean Sea are a SECA. Contrary to the Baltic Sea and the North Sea area, these
two areas are also an emission control area for PMs and NOx. The emission limits for
PMs are the same as for SOx. The NOx emission limits are based on the date of
construction of the ship and on the engine’s speed rate.307
Table 5.12 presents the sector’s emission of different air pollutants over the period
2008-2014. For most emissions we see a significant drop in 2009, and afterwards a slow
but steady decrease in the emissions. Whereas the decrease of emission in 2009 is likely
related to a drop in economic activity, the steady decrease in the period afterwards
could be a result of cleaner production process or of the implementation of
environmental policies. In addition to CO2 (as presented above) the water transport
services sector is a large emitter of sulphur oxides, nitrogen oxides, particulates <2.5µm
and particulates <10µm. Regarding these air pollutants, the EU sector is the largest or
one of the largest emitters when comparing with other sectors (including agriculture,
mining, manufacturing and services). Except for particulates <10µm (15 percent) this
is about one quarter. The emission of CH4, N2O, and NH3 is relatively compared to
other sectors. These three air pollutants are mainly emitted in the agriculture sector.
Table 5.12 Air pollutants of the water transport services sector, thousand tonne
2008

2009

2010

2011

2012

2013

2014

CO2

149,800

129,772

131,393

128,221

124,912

117,208

119,938

SOx

1,459

1,230

960

902

889

828

827

NOx

3,097

2,703

2,675

2,674

2,555

2,377

2,439

PM2.5

293

244

201

188

191

184

186

PM10

310

278

228

208

208

203

204

CO

497

448

436

422

412

387

385

NMVOC

174

151

149

141

140

134

132

6

6

6

6

6

6

6

CH4
N2O

5

4

4

4

4

4

4

NH3

0.3

0.3

0.3

0.2

0.3

0.2

0.2

Source: Eurostat, environment and energy data.

Besides the emission of greenhouse gasses and air pollutants, other types of pollution
are also an issue in the sector. For example water pollution due to waste disposal (both
waste water and solid waste) in the seas, disposal of ballast water in harbours, and oil
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Levent Kirval and Alper Kilic – The impact of the “European Union’s ‘Zero-waste, Zero-emission’
maritime transport policy” on the development of environment friendly maritime transportation in the
world.
http://www.imo.org/en/OurWork/environment/pollutionprevention/airpollution/pages/sulphur-oxides(sox)-–-regulation-14.aspx.
MARPOL Annex VI.
http://www.lngbunkering.org/lng/regulations/IMO-regulations/emission-control-areas.
http://www.imo.org/en/OurWork/environment/pollutionprevention/airpollution/pages/nitrogen-oxides(nox)-–-regulation-13.aspx.
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leakages. In addition to the annex on air pollution, the IMO’s MARPOL also includes
annexes on e.g. pollution from oil, sewage, and garbage from ships.308 Costa Rica and
Liechtenstein are the only TiSA participants that have not ratified the MARPOL at all (see
Annex F). Annex VI of MARPOL, on preventing air pollution from ships, is not ratified by
a large number of countries. The other five annexes are ratified by almost all TiSA
participants.
Also noise pollution is a growing problem in the sector, as it hampers communication
between certain marine mammals and fishes.309 Besides the increase in noise, the
growing activity in shipping routes poses another threat to sea life. The rise in number
of ships has also led to more often (deadly) collisions between mammals and ships.310
The EU shipping industry is in favour of stricter environmental rules, on the condition
that this is regulated worldwide. If it would be regulated at EU level, it would most likely
result in EU ships being less competitive as they would have to comply with stricter
environmental regulations than for example Chinese ships would have to.311
Other trends and challenges in the sector
During the past 30 years the water transport sector has seen many changes and
developments. In the period 1980 to 2014 the number of ships in the world fleet has
increased by 44 percent and the ship volume by 185 percent.312 The type of vessels that
grew most (in absolute numbers) in these past years are bulker vessels and containers
vessels. There are currently 4 times more bulker vessels, and 14 times more container
vessels. Together with oil tankers they account for the largest vessel volumes
worldwide. The vessel volumes of chemical tankers, vessels transporting liquefied
natural gas (LNG), and vessels transporting liquefied petroleum gas (LPG) only grew
slightly (again in absolute terms). The number of general cargo vessels decreased.
For many different reasons (e.g. increased demand, containerisation, expanding
markets, economies of scale, etc.), the size of container ships has increased over time.
Currently, Triple E class is the largest operational vessel, with a capacity of up to 18,00019,000 Twenty feet Equivalent Unit (TUE). Larger ships are already being designed to
carry 27,000-30,000 TUE. While this can bring benefits in terms of e.g. lower costs per
container or improved competitiveness, it also brings challenges. Both ports and sea
routes need to be big and deep enough to receive these large vessels, and hinterland
connections need to be well enough developed to handle the increase in cargo. This is
not the case everywhere, e.g. even though the Panama Canal has been significantly
expanded, it cannot accommodate these large vessels.313
A large problem within the sector is overcapacity. Expectations of continuous expansion
of the sector have resulted in a significant increase in the supply of new vessels. Demand
for vessels, however, has not grown at the same pace, leading to an oversupply. The
industry has tried to reduce the overcapacity by replacing old and less efficient vessels
with new vessels, but this had only limited effect.314 This problem has also lead to
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http://www.imo.org/en/About/Conventions/ListOfConventions/Pages/International-Convention-for-thePrevention-of-Pollution-from-Ships-%28MARPOL%29.aspx.
http://www.medmaritimeprojects.eu/download/ProjectMediamer/Final_factsheets/
AIo_Transport_factsheet.pdf.
Corbet, J. J., Winebrake, J. 2008. The impacts of globalisation on international maritime transport
activity.
Interview ECSA.
Panteia, Significance, and PWC. (2015). Study on the analysis and evolution of international and EU
shipping.
Panteia, Significance, and PWC. (2015). Study on the analysis and evolution of international and EU
shipping.
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increased consolidation of the sector. For example, in fifteen years time the market
share of the top 10 container carriers has increased from 37 percent to 63 percent.315
Another issue that was already shortly presented above, is piracy. As some sea routes
become unsafe, one would need to look for alternative (and safe) sea routes. This can
bring challenges for example in terms costs (additional shipping time), but also in terms
of vessel size. Not all shipping routes are as deep or as wide as the oceans, meaning
that alternative routes might not always be able to handle largest ships, or many ships
at the same time.316
Although cargo sharing arrangements have decreased over time they still form a
limitation for the EU water transport services sector to increase its presence on the US
and South American markets. 317 By means of cargo sharing trading partners agree that
a certain share of cargo traffic between them is done by vessels controlled or owned by
their nationals. Depending on the arrangement, the cargo can concern only certain
goods or all type of cargo.
Within the water transport sector there is a large difference between countries in the
flagging and ownership of vessels. Although a vessel is owned by shipowners of Country
A, it is very easy to register the vessel in a different country, and sail with the flag of
that country instead of your own. Vessels need to comply with the environmental, labour
and safety standards set in the flag state. Shipowners often flag out their vessels to
countries with open registers which usually offer less strict regulations, lower taxes and
reduced labour costs.318 The flagging of vessels is for the larger part (more than 40
percent) concentrated in Panama, Liberia, and the Marshall Islands. These countries
however owned less than 1 percent of the world fleet in 2014. The opposite is true for
Japan, South Korea, and the USA who, together, own 25 percent of the world fleet, but
less than 5 percent of flagged vessels. The EU sector owns 32 percent of the world fleet
and has a 19 percent share in flagging. The vessels with EU flags have expanded less
over time than the world average, whereas vessels with EU ownership have expanded
faster than the world average. This could indicate that, because of the EU’s high
standards and relative strict regulations compared to other countries, sailing under the
EU flag has become less interesting for shipowners. Whereas at the same, the EU as the
dominant player keeps growing and increasing its fleet.
With 32 percent ownership of the vessels the EU is the biggest world player in maritime
transport, with a major lead over the other countries. The EU is also an important player
in terms of the number of containers handled in ports. In 2014, about 15.5 percent of
all containers were handled in EU ports.319 Only China handled more containers with a
share of 26.5 percent. Although the EU’s share dropped with two percentages points
compared to 2008, they still remain far ahead of the US. The share of the number of
containers handled by the US equalled 8.2 percent in 2008, and 6.8 percent in 2014.
The top20 of world container ports is indeed dominated by China (10 ports). Three
European ports can be found at the 11th, 15th, and 16th place (Rotterdam, Hamburg, and
Antwerp).320
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5.2.3. Trade barriers in the water transport services sector and TiSA’s role
As shown in the previous section the EU water transport services sector is the biggest
player in the world market, and it is actively engaged in international activities.
However, there are still barriers to these international flows. In this section we provide
an overview of some of the barriers in the sector.
Contrary to manufacturing sectors, the services sectors are not directly hampered by
tariffs, although the goods that are transported can face custom duties. Regarding trade,
the water transport services sector is especially hampered by cargo sharing
arrangements, cargo-preference schemes, restrictions in access to and the use of ports,
restrictions on cabotage, or restrictions on the movement of empty containers.321 But
also barriers to competition and regulatory transparency matter. OECD data show that
the restriction on foreign entry is the most restrictive market access barrier in this sector
(for more details see Annex F). Both the World Bank (see Annex F) and the OECD (see
Annex F) 322 show that the EU market for water transport services on the other hand is
very open, with only a few countries having a slightly more open sector (e.g. Norway,
Colombia) and most other TISA participants having higher barriers (e.g. Mexico,
Pakistan, Australia). For all countries the largest barrier concerns restrictions on foreign
entry, although this is not the dominant mode of supply for the industry. The foreign
entry restrictions mainly relate to restrictions on foreign equity, cabotage (i.e. shipping
between ports in the same country), port services, cargo reservation schemes, and
nationality requirements for the board of directors. The STRI for restrictions on the
movement of people is also still relatively high, whereas the STRI for the other measures
is rather low.
TiSA is not expected to remove these barriers. As explained in Chapter 2, the aim of
TiSA is to reduce the binding overhang for different barriers (also called "water"), i.e.
the difference between the applied measure and the bound measure, thereby creating
greater legal certainty. The bound measures are the maximum level of restriction a
country can pose (based on the GATS commitments), the applied measures are the
actual restrictions a country has in place. The binding overhang can thus differ per
country and per sector.
Figures on the binding overhang for several TiSA participants in the water transport
services sector (see Annex F) show that the binding overhang is small for Iceland,
Australia, Korea, and Turkey, indicating that there is relatively little uncertainty, as
future measures cannot be made much more restrictive than current measures. A
relatively large binding overhang can be found in EU MS. A large binding overhang can
be a result of two things. Either because the market is already relatively open (reflected
in low STRIs), resulting in large difference with the commitments made in GATS. But
high water can also result from having limited binding for the sector (referred to as
being unbound), meaning that there are no commitments made in this sector, and that
there is a risk that barriers may be increased. For the EU, a combination of these two
factors create a relatively large binding overhang: the sector is relatively open, but is
for the larger part unbound under GATS. Only few commitments are made regarding
rental services of operators, and rental of vessels with crew.323 Like with the applied
STRI, the larger share of water in the maritime transport sector results from restrictions
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ECSA, 2017. Shipping and global trade, towards an EU external shipping policy.
The OECD STRI covers only maritime transport and not inland water transport or auxiliary transport
services.
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on foreign entry.324 The trade cost reduction equivalents for water transport services
based used in the CGE exercise (Chapter 2) can be found in Annex A, Table A8.
For TiSA the water transport services sector will most likely be included in the agreement
as a sectoral annex. The annex will contain the definitions of the different types of
services within the water transport sector, and some additional provisions of a general
nature. The services/provisions the EU aims to include in the agreement are amongst
others:






Cross border supply and establishment;
Transport of empty containers;
Removal of cargo sharing arrangements;
Port fees;
Access to port services.

There is, however, still some controversy and discussion on certain topics, therefore it
is not yet known, whether all the above will be included in the TiSA agreement, and to
what extent.
Given the trade focus of this sector the expected impacts of TiSA are likely to be much
smaller compared to when TiSA would address specific barriers like foreign ownership
restrictions and cargo sharing arrangements. ECSA agrees on this point, but indicated
that it is nevertheless important to include the water transport services sector in TiSA.
Because protectionism has started to rise again in the sector, the binding of applied
measures as provisioned in TiSA is still of importance for the sector. ECSA finds that it
is necessary to make commitments on paper regarding current restrictions, but also
regarding potential future restrictions. Countries do regularly increase their applied
measures, sometimes without prior notice. Although this happens more often in African
countries, it does also occur in some of the TiSA participants like the US, Mexico, or
Turkey.325 Binding the applied measures in a legal framework could solve this issue.
Also, they hope that the agreement will result in flexible feeder services.326
The European Transport workers’ Federation (ETF), on the other hand, thinks it would
be better if maritime transport services would be excluded from the TiSA agreement.
They fear that further liberalisation of the sector would harm national seafaring jobs.327
The International Transport workers’ Federation (ITF) argues that there is already a free
trade environment in the sector, and that deregulation in the past has impacted the
industry negatively in terms of security, operational safety, and social conditions.328

5.2.4. Expected impacts of TiSA in the water transport services sector
In this section we present and discuss the expected impacts of the future TiSA
agreement on the EU water transport services sector. Our analysis is based on the CGE
modelling and complemented with the results from interviews and the survey. The
experiment details can be found in Chapter 2.
Economic impacts
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Miroudot, S and Pertel, K. (2015). Water in the GATS: Methodology and results. OECD.
Interview ECSA.
Feeder services form a short sea network between ports in order for the freight (usually containers) to
be consolidated or redistributed to or from a deep-sea service in one of these ports (hub-port).
ETF MTS position paper on the TTIP negotiations.
International Transport workers’ Federation - maritime sections’ assessment on the TISA Annex on
Maritime Transport Services.
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The expected economic impacts stemming from the CGE modelling are presented in
Table 5.13. According to the modelling results, output of the EU water transport sector
is expected to experience a small contraction, of 0.3 percent by 2025. Also EU export
values are expected to decline by 0.2 percent, whereas EU import values are expected
to increase by 0.4 percent. In experiment B, a larger decrease in output and exports,
and larger increase in imports is expected. This is due to the fact that competition is
further increasing when more countries join TiSA.
Table 5.13 Expected economic impacts from TiSA, Experiment A, 2025

EU
water
services (%)

transport

Output

-0.3

Export value

-0.2

Import value

0.4

Source: CGE modelling results.

Given that the model has certain limitations, it is also important to check the results
with stakeholders. ECSA agrees that the agreement is unlikely to lead to large direct
impacts on e.g. output or export values. However, if there is any effect, they do not
believe that the EU will be impacted negatively, but believe that the EU sector will gain
from the agreement. The EU is a very open and dominant player in the world market
(both in terms of fleet of and market share), active in many different countries, so a
reduction in uncertainty when trading with many of its main trading partners is of
importance for the sector. According to ECSA it is not uncommon that countries suddenly
increase the restrictiveness of their barriers in this sector. Although it happens more
frequently in African countries, it does also occur in some TiSA participants (US, Turkey,
and Mexico). So in addition to being beneficial for the sector, they also see TiSA as a
necessity. Having a legal framework in which the current market access measures and
restrictions are bound would be beneficial for the sector. This provides more certainty
and it gives the industry something to fall back on when another country would decide
to increase its market access restrictions. The latter is especially important for SMEs.
According to ECSA, SMEs can benefit in relative terms more from the agreement than
large firms. SMEs often lack the resources and expertise to be present locally. Larger
firms on the other hand do have the possibility of being locally present and take care of
administrative or regulatory issues. Although the gains from a legal framework and more
certainty apply to all TiSA participants, ESCA believes that the EU maritime transport
sector will remain competitive. Since the EU has such a strong position in the world
market they do not fear for a potential increase in competition from other TiSA
participants.
There is a discrepancy between the modelling outcomes and the expectations of the
shipping industry. The model estimates that the EU sector would lose from the
agreement, while the industry firmly believes that the EU sector would gain from the
agreement. It should be noted that this difference should not be exaggerated, as the
contraction is small and the industry also indicated that they expect positive but small
effects. Nevertheless, it is good to look more closely at the factors that explain this
discrepancy in expectations.
One of the underlying factors in the model is the binding overhang. As indicated in
Section 5.2.3, the EU sector is, compared to other TiSA countries, very open, but the
binding overhang is relatively large. When this binding overhang is reduced it will (in
the model) be of significant benefit for the other TiSA participants, as they would see
the uncertainty of trading with the EU decrease significantly. Consequently, leading to
increased competition from the other TiSA participants. The EU sector would at the same
time benefit from the reduction of binding overhang in other TiSA participants’ sector.
However, the amount of binding overhang in the water transport services sector in the
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other TiSA participants is much smaller, meaning that the potential reduction in
uncertainty is thus also much smaller. The EU would thus benefit less from the reduction
of binding overhang in the other TiSA participants’ sectors, than that these countries
would benefit from the reduction of binding overhang in the EU. Moreover, in this case
the EU’s large size of its water transport services sector and importance in the world
market, works as a disadvantage. Reducing binding overhang in the sector of a relative
small player in the world market would only bring limited benefit to the EU, whereas
reducing binding overhang in the water transport sector of one of the biggest players
(the EU) would bring relatively significant gains for smaller players. As a result of these
two factors, the gain for the EU in terms of more secured market access to other
countries does not fully offset the negative impact from increased competition from the
other TiSA participants, resulting in a small decrease in EU output and exports. The
difference in size is also one of the reasons why small countries like Mauritius are
expected to see such a large increase in water transport services output (10.2 percent).
Another reason is that Mauritius is currently a very small player in the market (low
baseline values of output and exports), thus any gains in the sector will automatically
lead to large percent changes. In Box 5.1 we present the expected impact for the other
TiSA participants, and put these numbers in perspective.
It is true that the EU sector has often been expected to benefit from other trade
agreements (e.g. TTIP, EU-Mexico FTA, and CETA).329 However, the other trade
agreements include a liberalisation of both the goods and services markets, resulting in
positive spill-overs for the transport sector (increased demand for transport because of
an increase in manufacturing output and trade). This is not the case in TiSA, which only
covers services, and therefore has only a limited impacts on goods trade.
Another factor that explains the difference between the model results and expectations
of the industry relate to the nature of the water transport services industry and the way
the data is used in the modelling. The EU water transport services sector is a very global
sector. For example the Danish company Maersk has offices in many different corners
of the world. In addition, cross-trade in the sector is very important. A large share of
the transactions of EU companies concerns trade between other countries (e.g. maritime
transport between Hong Kong and Turkey by an EU company). However, in the model,
the increase in EU output or value added due to TiSA is only based on the offices or
activities they have in the EU. Any gains via e.g. the Hong Kong office are in the
modelling attributed to Hong Kong, although this may benefit an EU company. As shown
earlier in this chapter, Hong Kong is an important destination for EU FDI. To focus more
on results for EU companies worldwide, we have conducted some additional analysis
based on ownership.
As pointed out in Section 5.2.2, the owner of the ship and the flag used do not
necessarily come from the same country. Some countries dominate the world market in
terms of flagging, but barely have any actual fleet. In 2014, the EU owned about 30
percent of the world fleet, and its share in world shipping volume was about 35
percent.330 Of the total EU shipping volume, 73 percent was transported under foreign
flag. This again shows that when the model outcomes present the expected impact on
the EU, only the impact on a small share of the actual EU industry is reflected. In Table
5.14 we present additional estimates on the change in international shipping volumes
for European firms for their total fleet. When focussing solely on the shipping volumes
of EU firms, irrespective of their flagging, we see that TiSA is likely to bring small gains
in terms of increased shipping volume (0.11 percent in experiment A).
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Table 5.14 Change in international shipping volumes, EU firms, % change

EU shipping volumes

Experiment A

Experiment B

0.11

0.14

Source: Additional modelling results, based on UNCTAD data and the original modelling results.

These results and the above analyses show that the EU is a very important player in the
water transport services sector. In terms of number of ships and trade it is the dominant
player in the world market. When looking at the expected changes in terms of EU
shipping volume (worldwide) stemming from TiSA, the EU sector is indeed likely to
experience a small gain. At the same time, because of its global character, the sector
has offices in many different countries outside the EU. When the CGE model estimates
the changes in terms of EU output, it is based only on the offices or activities in the EU.
The gains from EU offices or activities in other countries, are attributed to these other
countries and not to the EU, which helps to explain why the CGE results show a small
negative impact from TiSA. It is therefore likely that the EU water transport services
sector will gain from TiSA, instead of lose from it.
The EU maritime technology industry, is also likely to benefit from the agreement, given
its close links to the water transport services sector. Part of this sector concerns
manufacturing (shipbuilding), but it also includes many services. For example
maintenance and repair services, ship design services, maritime engineering
consultancy services, etc..331 This sector can benefit directly from the agreement by
means of increased transparency, but also benefit indirectly from increased trade. An
increase in demand for water transport services could lead to additional demand for
services such as maintenance and repair. Given the small expected increases in total
EU trade and the overcapacity in the sector we do not believe that the agreement will
lead to increased demand for shipbuilding.

Box 5.1 comparison with other TiSA countries.
As already presented above and in Chapter two, the modelling results for the
water transport services sector of some other countries are relatively large
compared to other sectors (although still small). Therefore we have compared
the estimated changes with some of the baseline values. Mauritius and Pakistan
are estimated to see a substantial increase in their output and exports,
however, when looking at the baseline export values and the share they have
in the world fleet, the gains for these sectors are likely to be very small in
absolute terms. Hong Kong and Chinese Taipei, which are large players on the
global market, would see a much smaller percentage increase in their output
and exports than Mauritius and Pakistan. In absolute terms, however, Hong
Kong and Taiwan would gain significantly given their large baseline value of
exports, and share in the world fleet. The importance of the baseline values is
also clearly visible when comparing for example Mauritius and Japan. In
percentage terms the increase in output in Japan is a hundred times smaller
than in Mauritius, but in absolute terms, the increase in Japan, is about ten
times larger than in Mauritius.
One should not forget that column 2 to 4 do also include the changes in output
and exports of companies from other countries (including the EU) present in
these TiSA participants, hence explaining the estimated large changes for
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example for Mauritius, whereas column 6 and 7 only reflect the country
concerned.
Water transport services; model impact (2025) and baseline values
Change
Change in
Baseline value Number
Change in
in output output
2025 exports
of ships
exports %
%
million €
(million US$)
(2016)
Mauritius

Share of
world fleet
% (2016)

10.2

8.6

12.4

79

6

0.0

Pakistan

5.2

10.9

10.1

147

14

0.0

Hong Kong

4.4

759.6

4.8

6,003

1,448

2.9

Chinese
Taipei

3.8

136.9

4.0

1,100

898

1.8

Israel

3.5

225.0

1.4

524

25

0.1

Panama

3.3

134.9

3.2

4,795

100

0.2

New Zealand

1.1

14.8

1.8

588

16

0.0

Australia

0.9

54.0

5.0

1,344

133

0.3

Turkey

0.6

170.3

5.0

1,350

1,540

3.1

Korea

0.4

104.1

0.2

2,547

1,634

3.3

Norway

0.4

125.4

0.7

8,005

1,854

3.8

Costa Rica

0.4

1.3

1.9

111

6

0.0

Mexico

0.2

8.6

1.9

286

162

0.3

Chile

0.1

6.9

-0.3

2,714

64

0.1

Switzerland

0.1

4.0

0.2

626

368

0.7

Japan

0.1

81.9

0.6

5,210

3,969

8.1

Colombia

-0.1

-0.7

0.4

248

27

0.1

EU

-0.3

-744.4

-0.2

85,364

14,673

29.8

United States

-0.3

-195.1

0.6

2,794

1,997

4.1

Peru

-0.9

-10.4

-2.6

316

32

0.1

Canada

-1.3

-111.6

-1.6

4,446

362

0.7

Source: CGE modelling results and UNCTAC 2016 data, merchant fleet by country of beneficial ownership.

Social impacts
The outcomes of the CGE modelling with regard to employment changes are presented
in Table 5.15. The expected impacts of TiSA on employment are negative for all three
skill types, it is estimated that employment will go down by 0.3 percent for all
categories. The results are directly derived from the expected output impacts. As output
and thus production declines less labour is required as well. The impacts in experiment
B are expected to be slightly larger. However, as it is more likely that the EU sector will
grow in terms of output and trade (for the reasons explained above), one can expect
that this will have a positive impact on employment at EU companies (although not
necessarily involve EU citizens). Both directly on jobs in the water transport services
sector, and indirectly on jobs in services sectors related to the water transport services
sector.
Table 5.15 Expected employment impacts from TiSA, experiment A, 2025
EU water transport services (%)
Low skilled
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Medium skilled

-0.3

High skilled

-0.3

Source: CGE modelling results.

As with the expected changes in output and trade, ECSA believes that TiSA will lead to
additional employment in the maritime transport sector. The European Transport
workers’ Federation (ETF), on the other hand, thinks it would be better if maritime
transport services would be excluded from the TiSA agreement. They fear that further
liberalisation of the sector would harm national seafaring jobs. The International
Transport workers’ Federation (ITF) argues that there is already a free trade
environment in the sector, and that deregulation in the past has impacted the industry
negatively in terms of security, operational safety, and social conditions. ITF feels that
the agreement will enhance the bargaining power of major shipping lines. The increased
competition could lead to a race to the bottom on terms and conditions of employment,
thereby also possibly undermining ILO standards. Currently TiSA is not foreseen to
include minimum standards for labour conditions, while ITF calls for such standards, by
including and enforceable and binding labour and sustainability chapter.332 333 It should
be noted that TiSA is indeed not foreseen to include labour standards. On the other
hand, TiSA does not prevent TiSA countries from maintaining or even raising labour
standards. Whether a race to the bottom due to improved market access is likely to
happen is difficult to predict. Empirical literature is relatively limited on this topic,
although some recent papers suggest there is support for this argument. Davies and
Vadlamannati (2013)334 and Olney (2010)335 find that labour standards in one country
are positively correlated with labour standards in other countries. This positive relation
would indicate that a reduction in labour standards in other countries when competing
on the market would lead to a lowering of labour standards in the home country. Olney
(2010) also found a negative relation between employment protection rules and FDI. A
reduction in employment protection, reduces production costs and increases FDI inflows
into a country. However, when looking at the number of core ILO conventions ratified
by the countries that are likely to see their water transport services sector gain from
TiSA, the majority of these countries have ratified all eight core conventions, which
would help to prevent this race to the bottom. Korea is an outlier with only four core
conventions ratified. In addition only Mexico, New Zealand, and Australia have not
ratified all conventions (see Annex F for the full table). This would imply that a reduction
of labour standards in the countries benefitting from TiSA - in order to improve their
competitiveness position or to increase the countries attractiveness for foreign firms is small.
If TiSA would lead to a positive impact on employment in the EU industry, ETF does not
believe that it would be of much benefit for EU employees, as only a small part of the
employees working in the EU sector are European employees, the majority comes from
other countries such as India or the Philippines.
Environmental impacts
The CGE modelling exercise did not model any expected changes in environmental
indicators at sectoral level. Based on the expected output effects we have estimated the

332

333

334

335

International Transport workers’ Federation - maritime sections’ assessment on the TISA Annex on
Maritime Transport Services.
http://www.itfglobal.org/en/news-events/press-releases/2015/june/secret-trade-pact-set-to-rob-fromthe-poor-and-give-to-global-transport-firms/
http://www.itfglobal.org/en/news-events/press-releases/2015/july/tisa-leaks-reveal-threat-toseafarers/.
Davies, R. B. and Vadlamannati, K. C. (2013). A race to the bottom in labour standards? An empirical
investigation.
Olney, W.W. (2010). A race to the Bottom? Employment protection and Foreign Direct Investment.
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changes in the emission of air pollutants. Table 5.16 presents the scale effects only (i.e.
change in emissions due to a change in output) it does not include possible emission
changes due to the technique effect (decrease in emissions due to innovation and
improved/greener production techniques).336 Consequently the overall emission impacts
can be different from the numbers presented in Table 5.16. The largest absolute
decreases are estimated for the carbon dioxide, nitrogen oxide and sulphur oxide
emissions. Since the sector emissions are largest for these air pollutants it is not
surprising the largest absolute decreases can be found here. However, it is more likely
that the EU sector will grow in terms of output and trade instead of contract (for the
reasons explained above). Instead of a decrease in the emission of air pollutants
emissions of the EU sector could actually increase. Since the expected expansion of the
sector remains very small, this increase will be limited.
Table 5.16 Expected emission impacts from TiSA, experiment A, 2025
Air emission

EU water transport services

CO2

-310.2

CH4

-10.0

N2O

-12.9

NOX

-7,005.6

SOX

-3,404.9

CO

-886.0

NMVOC

-335.4

NH3

-0.6

NOTE: CO2 is measured in thousand tons, all other air pollutants in tons.
Source: CGE modelling results, author’s calculation.

The CGE model also predicts that the EU would import more, and the additional demand
for transport services could lead an increase of air emissions by other countries, possibly
with relatively more polluting ships. We expect these effects to be small. The EU for
example has SOx Emission Control Areas in place. In these areas the allowed maximum
of SOx emissions is significantly lower than outside these areas. In order for vessels to
sail through these areas they would still need to comply with the maximum emission
levels. When old vessels are replaced by young vessels, the younger vessels are often
less polluting. Recent energy initiatives and the Paris Agreement could help to halt the
increase in transport emissions in the future.
Since the TiSA agreement solely aims to reduce the binding overhang and does not
include chapters on energy, sustainable development, or regulatory cooperation (at
sector level) like in the TTIP agreement, we do not expect any environmental impacts
besides changes in emissions resulting from a change in output and trade, due to the
reduction in binding overhang and thus uncertainty. ESCA, however, believes that TiSA
could make a change if it would include (global) provisions on the environment.

5.2.5. Synthesis and policy recommendations
In this sector study we analysed the EU sector regarding water transport of freight and
passengers337, and the likely impact of TiSA on it. The sector is rather small in terms of
turnover and number of enterprises when compared with other services sectors in the
EU. In 2013, 21,287 enterprises (0.2 percent of total EU services) were active in the

336
337

The composition effect is not relevant at sectoral level.
GTAP sector classification 49, NACE sector classification H50.
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sector, generating a turnover of €112.9 billion (2.1 percent of total EU services). Also
the outward and inward foreign direct investments (FDI) are relatively small. In 2012
outward FDI of the EU water transport services sector amounted €16.8 billion, which
represents 0.6 percent of total EU FDI in services. For inward FDI these numbers are
€3.9 billion and 0.1 percent. The main investment partners for the EU sector are Hong
Kong, the US, and China.
Globally, the EU is very competitive and is the dominant player in water transport
services. The EU has a market share (in terms of trade) around 20 percent, which is
almost double that of Japan who ranks second of all TiSA participants. The share of
other TiSA participants lies between 0.1 percent and 9 percent. Overall the EU has had
a constant positive trade balance, including with most of its main trading partners. Also
in terms of fleet ownership, the EU is the market leader. In 2016 the EU owned 29.8
percent of the world fleet. This is in stark contrast with the share of the other TiSA
participants. Japan owned 8.1 percent, the US 4.1 percent, and Norway 3.8 percent.
The EU water transport services sector, however, also faces some challenges. For
example, the number of employees in the sector has been decreasing over time, and
because of the high average age, many will retire in the coming years. Moreover, the
sector faces the challenge of an increased demand for new skills, but has troubles in
attracting young and new workers. The declining workforce poses a threat in the form
of European maritime know-how losses. Two other issues that emerged over the past
10 years are the increasing threat of piracy and overcapacity. Further, the increase in
shipping has a negative effect on the environment in terms of the emission of
greenhouse gasses, air pollution, water pollution, and noise pollution.
Although the EU is a very strong player on the world market, the sector is still hampered
by trade barriers. Two important service barriers faced are restrictions on foreign entry
and on the movement of people. The EU market for water transport services, on the
other hand, is rather open. It is important to keep in mind that TiSA is not expected to
remove these barriers. The aim of TiSA is to reduce the binding overhang for different
barriers i.e. the difference between the applied measures and the bound measures,
thereby creating greater legal certainty. For the EU this binding overhang is relatively
large.
The modelling outcomes – assuming binding of the current commitments – show a small
but negative impact of the future agreement for the EU sector by 2025. Output is
estimated to decrease by 0.3 percent, and exports are estimated to decrease by 0.2
percent. Imports on the other hand are expected to rise by 0.4 percent. In line with the
output changes, low-, medium-, and high skilled employment are likely to decline by 0.3 percent. Because of the decrease in output, the emissions of air pollutants in the
sector are also likely to go down. Since the TiSA agreement solely aims to reduce the
binding overhang and does not include chapters on energy, sustainable development,
or regulatory cooperation (at sector level) like in CETA or as provisioned in TTIP, we do
not expect any environmental impacts besides changes in emissions resulting from a
change in output and trade.
The above output and trade results are in contrast with the current EU’s position in the
world market. At the same time, countries that have only a small water transport
services sector are expected to gain from the agreement (like Mauritius or Pakistan).
There are several underlying factors that can explain these differences.338 One of these
is that the changes are measured in percentages. Countries like Mauritius and Pakistan
have a very small water transport services sector, so any increase in the sector seems
large in percentage changes. However, in absolute values these countries will only gain
from the agreement to a small extent. While this does explain the difference in size of

338

We summarise some of the factors here. More details and explanation can be found in Section 5.2.4.
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percentage changes, it does not explain why the impact on the EU is so low. This is
related to the nature of the water transport services industry and the way the data is
used in the modelling. The EU water transport services sector is a very global sector,
and many enterprises have offices in different corners of the world. Moreover, cross
trades – which constitute the majority of EU trade – are not included in the model
outcomes, omitting a large part of the EU industry.339However, in the model, the
increase in e.g. EU output due to TiSA is only based on the offices or activities they have
in the EU. Any gains via e.g. the Hong Kong office are in the modelling attributed to
Hong Kong, while in practice these benefits may accrue to an EU company. When we
focus solely on EU ownership of the ships, regardless where they are sailing, and thus
taking into account its global aspect, the EU is expected see an increase of 0.1 in
shipping volume. This potential small increase in EU shipping volume, could lead to
positive impact on employment in the EU sector, but a negative impact on the emission
of air pollutants. It is therefore likely that the EU water transport services sector will
gain from TiSA, instead of losing from it.
Regarding stakeholder expectations, the shipping industry expects small, but positive
gains for the EU in terms of output, trade and employment. The European and
International Transport workers Federations, on the other hand, rather see the water
transport services sector excluded from the agreement. They fear that further
liberalisation would harm European seafaring jobs and social working conditions.
Based on the above analysis we provide the following recommendations:






339
340

The modelling results predicted a small negative impact of TiSA on the EU water
transport services sector. However, additional analysis suggests that the EU sector
is likely to gain from TiSA. The EU industry is very active in the world market, the
modelling outcomes concerned only the impact on value added in the EU, thereby
not fully capturing the global and competitiveness aspect of the EU industry.340
Although many other factors point towards positive impacts, we suggest to monitor
the changes in the sector stemming from TiSA;
Some stakeholders believe that including the water transport services sector in
TiSA would not benefit EU employees in the sector. While social conditions are
guaranteed by the eight ILO Core Labour Conventions and by the Maritime Labour
Convention, not all TiSA participants have ratified all these conventions. Therefore
we recommend including provisions in the agreement that encourage TiSA
participants to work towards ratification and implementation of these conventions.
When such a mechanism is not feasible within TiSA, we recommend to promote
future ratification and implementation outside TiSA;
The TiSA is not foreseen to include any provisions related to the environment.
However, given the many countries involved in the TiSA negotiations, the
international aspect of the sector, and its current impact on the environment there
is an opportunity to reduce the pressure on the environment. Although politically
it is probably difficult to include specific environmental provisions for the sector,
we would recommend to promote international co-operation to reduce the
environmental footprint of the sector. For example working towards more Emission
Control Areas on global shipping routes, imposing stricter emission or waste
disposal rules, or working towards the ratification and implementation of the
MARPOL Annexes by more countries.

The cross-trades are included in the baseline data used for modelling the impacts of TiSA.
For more details and explanation see Section 5.2.4.
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Finance and insurance services
5.3.1. Introduction
In this chapter we assess the potential impacts of a TiSA on the EU financial services
sector, including insurance. We start by providing an overview of the sector, including
the scope and focus of our analysis for this sector. Subsequently, in Section 5.3.2, we
present the economic, social and environmental baseline situation of the sector in the
EU. Based on available data and information we present the economic structure and
performance of the sector, including its international dimensions, before turning to the
sector’s forward and backward linkages and its role in the wider EU economy. We discuss
main trends and challenges in the sector in before concluding our baseline with an
overview of key social and environmental issues in the sector. In Section 5.3.3 we then
discuss the main trade and investment barriers in place in the sector and what TiSA will
change in this regard. Section 5.3.4 includes the sectorial impact assessment,
considering all three sustainability dimensions and we conclude the chapter with a short
synthesis of main findings and policy recommendations either for the negotiations or for
flanking policy measures.

5.3.2. The financial services sector in the EU
Overview of the sector
In the previous stage of this study finance and insurance were both selected as relevant
sub-sectors for in-depth analysis in this final stage of the study. These two sectors are
often grouped together under the main heading of “financial services” and more
precisely includes ‘insurance and insurance related services’ and ‘banking and other
financial services’ (both of which include intermediaries - see also Box 5.2 below for
WTO classification).In this chapter our analysis will therefore also cover both the finance
and insurance sub-sectors as they are closely interlinked and face similar issues.
Given the complexity and specific nature of the sector, to give a clear understanding of
how it works, below we first discuss the role of the sector in the wider economy, the
specific services provided by the sector, the actors providing these services and the
markets on which they operate.
The role of financial services in the EU economy
In essence the financial sector provides capital directly, as well as intermediation
services between providers and users of capital. According to the WTO, the financial
services sector plays a critical role in any modern economy, its key functions including:






facilitating transactions (exchange of goods and services) in the economy;
mobilizing savings ((for which the channels would otherwise be much more
limited);
allocating capital funds (notably to finance productive investment);
monitoring managers (so that the funds allocated will be spent as envisaged); and
transforming risk (reducing it through aggregation and enabling it to be carried by
those more willing to bear it).341

The role of the sector within the wider EU economy is discussed in more detail below.

341

www.wto.org/english/tratop_e/serv_e/finance_e/finance_e.htm.
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While financial services providers sell specific products and services for which they may
charge a fee or premium (interest charges), understanding its importance in terms of
the wider economy requires considering the sector’s role as a financial mediator. Thus
the capital that is provided and the transactions that are enabled by the sector - e.g.
the provision of a loan to an SME, derived from deposits or capital markets and backed
by securities – play an important role in the ability to invest, spread risks, make
payments, etc. in an economy (see Figure 5.8 below).
On the flip side, if not properly managed, the sector can also be a source of financial
and economic instability as was clearly demonstrated by/in the financial crisis.
The figure below was taken from the Association for Financial Markets in Europe (AFME)
and schematically presents the role of banks and financial markets in the economy.
Figure 5.8 Main roles of banks and financial markets in the economy

Source: AFME (2014) “Funding the EU economy. The role of banks and financial markets.”

Traditionally the non-financial corporate sector in Europe depends on banks; around 70
percent of its debt financing is provided by banks. This contrasts with the US, where
bank financing is around 30 percent of debt.342 The European Financial Services Round
Table (EFR, 2014) even puts the percent of corporate debt financing by banks in the EU
at 80 percent.343 Constraints faced by the banking sector could thus lead to a large
corporate funding gap, as pressure (from regulators) on banks to deleverage limits new
lending. Thus, while bank loans remain the main source of financing of the EU economy,
EU corporates are increasingly raising funds from bond markets and other funding
sources. A trend that is believed to continue according to AFME, although banks will
remain the primary lenders to small and medium businesses due to the size of
transactions and the local nature of commercial relationships. The figure below presents
the percentage of private and public debt securities outstanding, stock market
capitalisation, and formal banking sector assets, illustrating how the EU economy is
‘funded’.

342
343

AFME (2014) “Funding the EU economy. The role of banks and financial markets.”
http://www.efr.be/documents/news/The%20Road%20Ahead.pdf.
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Figure 5.9 Funding of the EU economy (2011)
Bank loans
Equity

24%

Public bonds

52%

Private
bonds

12%
12%

Source: AFME (2013).

Clearly the lending capacity of banks is of utmost importance in Europe, where SMEs in
particular are still largely dependent on bank loans. However, there is also concern
among EU policymakers about businesses’ heavy reliance on bank funding. Although
total EU stock market capitalisation amounted to 65 percent of GDP by the end of 2013,
this is a lower proportion than more developed equity markets in other advanced
economies, such as the US, Canada, Australia and Japan. The recent proposal for the
EU Capital Markets Union - complementing the Banking Union (see also the section on
regulatory reforms) therefore seeks to develop deep and liquid capital markets across
borders that complement banks as a source of financing.344
The insurance sub-sector plays an important role in the overall economy in terms of the
amount of premiums it collects, the scale of its investment and, the essential social and
economic role it plays by covering personal and business risks.” 345 The insurance sector
also enables the better management of risks through more complex operations such a
reinsurance/retrocession or securitisation – spreading risks and thus reducing costs..
EFR (2014) describes the role of insurance services in society as follows:
“Insurers and reinsurers take on many of the short- to long-term risks faced by
individuals and businesses: from the uncertainty that arises from an accident
or burglary, to helping people provide for their retirement. The insurance sector
contributes to economic growth by covering the productive activities of their
customers against unexpected expenses arising from unforeseen events; in
return, customers pay a fee, or premium. This benefits both parties because
through the pooling of risk there is less volatility and the insurer can hold the
risk more cheaply than any single party. Insurers pool risks among themselves
to limit individual losses and in doing so transfer risks to those that are more
able and willing to take them. Insurers invest the majority of their profits and
other assets in long-term illiquid assets, such as property and infrastructure.
Asset management firms, including those owned by insurers, also invest the
pooled funds of retail investors, providing them with diversification, liquidity
and investment opportunities.”
Source: http://www.efr.be/documents/news/The%20Road%20Ahead.pdf.

344

345

PWC (2015) “ Where Next Europe: the Future of European Financial Services.” Research report
commissioned by the City of London Corporation.
http://www.oecd.org/finance/insurance/globalinsurancemarkettrends.htm
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A detailed breakdown of specific services within the two main sub-sectors of financial
services (insurance, and banking and other financial services) is provided in the Box
below.
Box 5.2 GATS financial services classification
The GATS Services Sectoral Classification List (SSCL) (MTN.GNS/W/120, 10
July 1991) includes the following services and activities under the two financial
services sub-sectors:
Insurance and insurance-related services include the following
services:
1. Life, accident and health insurance services;
2. Non-life insurance services;
3. Reinsurance and retrocession;
4. Services auxiliary to insurance (including broking and agency
services).
Banking and other financial services include the following
activities/services:
1. Acceptance of deposits and other repayable funds from the public;
2. Lending of all types, incl., inter alia, consumer credit, mortgage credit,
factoring and financing of commercial transaction;
3. Financial leasing;
4. All payment and money transmission service;
5. Guarantees and commitments;
6. Trading for own account or for account of customers, whether on an
exchange, in an over-the-counter market or otherwise, the following:
- money market instruments (cheques, bills, certificate of deposits, etc.);
foreign exchange;
- derivative products incl., but not limited to, futures and options;
- exchange rate and interest rate instruments, incl. products such as
swaps, forward rate agreements, etc.;
- transferable securities;
- other negotiable instruments and financial assets, incl. bullion;
7. Participation in issues of all kinds of securities, incl. under-writing and
placement as agent (whether publicly or privately) and provision of service
related to such issues;
8. Money broking;
9. Asset management, such as cash or portfolio management, all forms of
collective investment management, pension fund management, custodial
depository and trust services;
10. Settlement and clearing services for financial assets, incl. securities,
derivative products, and other negotiable instruments;
11. Advisory and other auxiliary financial services on all the activities listed in
Article 1B of MTN.TNC/W/50, incl. credit reference and analysis, investment
and portfolio research and advice, advice on acquisitions and on corporate
restructuring and strategy;
12. Provision and transfer of financial information, and financial data processing
and related software by providers of other financial services.
Conceptually financial services can be seen as relating to either:



Retail services to individuals / companies (i.e. providing loans, holding deposits
(savings), facilitating transactions, providing insurance cover, some forms of asset
management, etc.);
Wholesale services to enable and facilitate the raising and mobilisation of capital,
the trading of financial products / instruments, spreading or hedging of risk,
providing(temporary) liquidity, investing, re-insurance, etc..

180 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
An increasingly important and from a regulatory perspective sometimes controversial346
part of the sector is the so-called ‘shadow banking’ system. According to the Financial
Stability Board (FSB, 2011) the (very broad) definition of shadow banking is: “credit
intermediation involving entities and activities outside the regular banking system.”347
The shadow banking system assists in intermediating funds from savers to investors,
and enables risk transformation. The most well-known function of this system is that of
securitisation.
“Securitisation is the process of pooling together a large number of loans (such as
mortgages, auto loans or SME loans) held on the balance sheet of a bank or other
financial institution (the Originator) and selling them to a newly created and legally
separate entity (the Issuer). This entity finances the purchase of the loans by issuing
bonds to investors. The loans generate cash flows (for example, monthly mortgage
payments from homeowners), which are used to repay the investors. In this way, loans
which would otherwise be illiquid can be converted into more liquid and tradeable
securities.”348 Securitisation can also relate to insurance risk, i.e. converting known
potential risk experiments, such as the potential for a hurricane, into a marketable
security,349
While securitisation is often directly equated with the root cause of the financial crisis
(the so called subprime mortgage crisis in the US is widely seen as the main trigger for
the crisis), according to the Association of Financial Markets in Europe (AFME), European
based securities have performed relatively well350 and “can help banks raise funding,
and support new lending to SMEs and other key players in the real economy.”351
Financial services providers
Financial services providers include:








346

347
348

349
350

351

Monetary and financial institutions (MFI) e.g. Retail banks, Wholesale banks,
Commercial banks, Investment banks, Private banks & wealth managers, etc.;
Investment funds / asset managers e.g. Traditional investment managers, Hedge
funds, Private equity companies, Real estate investors, etc.;
Financial vehicle corporations (FVC), (sometimes also referred to as special
purpose vehicles or entities) – issuers of securities. A FVC is a tax-exempt
company or trust set up for the funding of the assets in the securitisation process.
They form the link between the originator and the investor and arrange for the
trading of securities;
A number of different actors such as Central counterparties (CCP) clearing houses,
Central Securities Depositories (CSDs), Securities Settlement System (SSS), etc.
comprising the Financial Markets Infrastructure (FMI);
Financial information providers (e.g. Reuters or Bloomberg), rating agencies and
other auxiliary services providers;
Insurance and re-insurance companies, insurance brokers or agents.

Prior to the 2008 financial crisis shadow banking institutions were not subject to the same prudential
regulations as depository banks, so they did not have to keep as high financial reserves relative to their
market exposure as regulated banks did. As such they were able to have a very high level of financial
leverage, with a high ratio of debt relative to the liquid assets available to pay immediate claims – in
other words they were able to take on a lot more risk. Since the crisis the EU has developed regulation
to bring the shadow banking system within the framework of its financial regulations.
http://www.fsb.org/wp-content/uploads/r_120420c.pdf?page_moved=1
AFME (2016) pp.6 (www.afme.eu/globalassets/downloads/publications/european-securitisationessential-tool-for-economic-growth.pdf).
https://www.irmi.com/online/insurance-glossary/terms/s/securitization-of-risk.aspx
As also asserted in a 2011 OECD report, which argued that “Securitisation acted primarily as a
legitimate funding tool in Europe, as opposed to securitisation being an “end in itself” for capital
arbitrage reasons as was often the case in the US.” (www.oecd.org/finance/financialmarkets/48620405.pdf).
AFME (2016) pp.7 (www.afme.eu/globalassets/downloads/publications/afme-reform-european.pdf).
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A detailed overview of these different actors and the specific services they provide is
presented in Annex F.
Banks are still very much at the heart of the financial sector. In most countries they
constitute the largest deposit-takers and financial services providers, albeit that the
market shares and power of other organizations and vehicles such as insurance
companies, fintechs, crowdfunding, etc., is increasing (see also the section on
competitiveness). The last decade also saw the spectacular rise of a financial
infrastructure, entities and practices collectively referred to as a shadow banking
system, comprising among others such businesses as hedge funds, private equity funds,
money market funds and special investment vehicles.352
A bank’s most important role is the matching up creditors and borrowers. In addition
banks are essential to the domestic and international payments system—and they
create money. Creation of money happens when banks lend the remainder of the money
depositors give them, after retaining the required reserves.
Apart from taking deposits as a source of funding their lending, banks can complement
this source of funding by directly borrowing in the money and capital markets.” They
can issue securities such as commercial paper or bonds; or they can temporarily lend
securities they already own to other institutions for cash—a transaction often called a
repurchase agreement (repo). Banks can also package the loans they have on their
books into a security and sell this to the market (a process called liquidity transformation
and securitization) to obtain funds they can relend.”353
Financial markets
Virtually all of these providers also trade on financial markets. “Financial markets bring
buyers and sellers together to trade in financial assets such as stocks, bonds,
commodities, derivatives and currencies. The purpose of a financial market is to set
prices for global trade, raise capital and transfer liquidity and risk. Although there are
many components to a financial market, two of the most commonly used are money
markets and capital markets. Money markets are used for a short-term basis, usually
for assets up to one year. Conversely, capital markets are used for long-term assets,
which are any asset with maturity greater than one year. Capital markets include the
equity (stock) market and debt (bond) market.”354
Capital markets channel savings and investment between suppliers of capital such as
retail investors and institutional investors, and users of capital like businesses,
government and individuals. Capital markets are vital to the functioning of an economy,
since capital is a critical component for generating economic output. Capital markets
include primary markets, where new stock and bond issues are sold to investors, and
secondary markets, which trade existing securities.355 Although capital markets are
generally concentrated in global financial centres such as London, New York, Tokyo,
etc., most of the trades occurring within capital markets take place through
computerized electronic trading systems. Some of these are accessible by the public
and others are more tightly regulated.356 Together the money and capital markets
comprise a large portion of the financial market and are often used together to manage
liquidity and risks for companies, governments and individuals.

352
353
354
355
356

Idem.
http://www.imf.org/external/pubs/ft/fandd/basics/bank.htm.
www.investopedia.com/articles/investing/052313/financial-markets-capital-vs-money-markets.asp.
www.investopedia.com/terms/c/capitalmarkets.asp.
Idem.
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The financial markets infrastructure (FMI) and exchanges, enable and manage the
trading on financial markets.
Focus and presentation of the sector in this chapter
General data for the financial and insurance services sector are only available at a more
aggregate level and thus a detailed overview of the volume and value of each of the
individual financial and insurance activities is not always feasible.
This sector analysis will therefore focus on the sustainability impacts of TiSA at a more
aggregate level for financial services and insurance as a whole and only where possible
and relevant (e.g. when particular sub-sectors face more significant barriers) references
will be made to specific areas, types of services or institutions. In the remainder of the
chapter, when we refer to financial services this includes insurance, unless otherwise
specified.
Data and information sources
Throughout the chapter the figures provided for the sector are based as much
as possible on Eurostat data. Given limited availability of Eurostat data at EU
level, in many instances, we have had to draw on other sources and thus use a
combination of data sources. Specifically we have complemented Eurostat data
with data obtained from the European Central Bank (ECB) and the European
Banking Federation (EBF), and the Association for Financial Markets in Europe
(AFME). For insurance, data on the basic characteristic of the sector are mostly
taken from Insurance Europe (IE). For trade barriers information we have
looked at the OECD services trade restrictiveness index (STRI).
Economic structure and performance of the sector
As indicated, the financial sector can be roughly divided into insurance, and banking &
other financial services. In the following we take a closer look at the size of the banking
sub-sector, financial markets and (separately) the insurance sub-sector.
(Historic) size of the sector
Financial institutions
Looking at the financial services sector excluding insurance, there were a total of 7,760
monetary and financial institutions (MFIs) in the EU, approximately 3,600357 financial
vehicle corporations (FVCs) and well over 55,000 investment funds (IFs)358 in 2016
(ECB, 2016).359 The table below provides a more detailed overview of the number of
institutions.
Table 5.17 Overview of number of financial institutions in EU (2016)
Financial institutions
MFIs total*
- Central Bank
- Credit institution
- Money market fund
- Other institutions
FVCs***

357

358

359

Number of entities
Euro area Non-Euro area
6,055
1705
20
8
5,163
1,557
652
128
218
13
3,570
14#

EU total
7,760
29**
6,720
780
231
3,584

Note: this is likely to be an underestimation as it does not include data for a number of non-Eurozone
countries, most notably the UK.
The ECB categorises these funds by their investment policies, i.e. bonds/equities/hedge/mixed/real
estate/other
ECB, List of Financial Institutions (https://www.ecb.europa.eu/stats/money/mfi/html/index.en.html)
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IFs total***

52,102

3,503@

55,605

* Data for August 2016.
** Includes the ECB.
*** Data Q2 2016.
# Data for the non-Euro area were only available for Bulgaria and Sweden; particularly the omission of
Great Britain is likely to lead to a significant underestimation of the total for the EU.
@
While this includes figures for the UK, it is doubtful if the number is correct as it is relatively low (17 IFs)
while the UK Asset management sector is the largest in Europe and the second largest in the world.360
Source: ECB (2014) (https://www.ecb.europa.eu/stats/money/mfi/html/index.en.html.

Credit institutions
Taking a closer look at trends in the number of credit institutions (the biggest category
within the MFIs in the table above), it becomes clear that a process of consolidation is
taking place. This involves both the number of credit institutions as such and the number
of branches that these institutions each have. This is illustrated in the two graphs below.
Figure 5.10 Total number of credit institutions (EU27); 2007 – 2014

Source: EBF (2015).

360

http://www.theinvestmentassociation.org/about-the-investment-association/
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Figure 5.11 Growth rate (%) of total numbers for bank branches and credit
institutions (EU28)

Source: EBF (2015).

While the crisis and new EU regulations are playing a part in this process of
consolidation, there are more structural processes taking place simultaneously,
specifically technological changes and the use of online banking. As EBF (2015) notes:
“(….) the share of European Union citizens using the internet for internet banking
increased considerably from 25 percent to 44 percent between 2007 and 2014. And at
the same time it is noted that total numbers of EU-28 credit institutions and branches
have been continuously declining since 2009.”
According to the EBF in 2014 a total of 7,267 European credit Institutions held € 43.3
trillion in assets, € 21.9 trillion in deposits and provided € 22.9 trillion in loans.361
The year 2014 marked by a moderate increase in the total assets held by EU banks after
two years of contraction, -1.8 percent in 2012 and -6.6 percent in 2013. Leverage across
other large global economies in 2014, increased as well. For example, the total assets
of banks operating in the EFTA countries grew by €259 billion or 8.7 percent and the
total assets of commercial banks in the United States increased by 7.2 percent.
The total stock of deposits in EU banks has increased steadily since 1998. While they
contracted slightly, by 2.4 percent in 2013, 2014 saw a return to this pattern of growth
as deposits grew by +0.2 percent. The contraction in 2013 was generated in the Euro
area, however, the rise from 2014 onwards is also only attributable to Eurozone
countries, where bank deposits expanded by €171.3 billion or 1.0 percent. At the same
time, non-euro area EU countries’ deposits contracted by €127.9 billion or 2.4 percent.
Generally speaking there is wide divergence between EU member states in pretty much
all key characteristics relating to size and structure, which in part has to do with the
relative size of MS economies, but also reflects more structural differences and
differences in the overall macro-economic environment and economic performance of
countries.
Of the 22.9 trillion in loans provided by MFIs in 2014, most (€7.7 trillion or 33.5 percent
of the total), went to households, while 29.1 percent of the total (€6.7 trillion) went to

361

EBF Facts and Figures 2015 (http://www.ebf-fbe.eu/publications/statistics/).
June 2017

185

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
other MFIs (which represented the largest group of recipients from 2007 to 2009 and in
2011). Of the loans to households, 77.4 percent were provided for the purchase of real
estate. The third and fourth groups of recipients of EU bank financing were non-financial
corporations (NFCs) (23.1 percent or €5.3 trillion), and governments (5.3 percent or
€1.2 trillion); insurance corporations and pension funds constitute other loan contract
counterparts.
As is illustrated in Figure 5.12 below, while the volume of loans increased from € 22.8
to € 24.5 trillion between 2007 – 2011, in the period since total loans of MFIs decreased
steadily, but according to EBF (2015) picked up again from Q4 2014 onwards. It should
be noted that these figures do not include loans provided by non-bank financial
providers (non-MFIs) and it is very well possible that some of the shortfall in capital
from reduced loan activity by MFIs has been covered through other institutions and
means.
Figure 5.12 Total monetary and financial institutions loans (EU28, € trillion)

Source: EBF (2015).

A decline of the outstanding volume of loans to NFCs in the EU was recorded in 2014 as
in the two previous years, despite the recovery of the EU economy. The volume of these
loans fell by €72 billion or 1.4% in 2014. This could reflect a shift of credit from this
asset class to others that are eligible in the liquidity ratio, notably government bonds.
In absolute terms, the decrease stemmed to a large extent from the euro area
periphery. For instance, loans to NFCs declined by €66.6 billion in Spain, €20.0 billion
in Ireland, €13.3 billion in Portugal, €6.8 billion in Italy, and €1.5 billion in Greece. 362
Conversely, large increases were recorded in the Netherlands (€26.1 billion), France
(€23.2 billion), and the United Kingdom (€13.2 billion).
While most banks are by now recovering from the crisis, growth is slow and profitability
remains low. According to the EBF: “Since 2008, return on equity (ROE) – a key indicator
to assess the bank sector’s attractiveness for investors – in the EU banking industry has
remained subdued. As a result of the severe impact of the euro area crisis, this ratio
has been negative in the years 2008, 2011 and 2012. It recovered slightly in 2013, but
the 2.2% average rate recorded in 2013 was still considerably lower than the 10.6%

362

According to EBF “Increasing risk, measured by the gross total doubtful and non-performing loans as a
percentage of total debt instruments, loans, and advances, helps to explain the trend in the euro area’s
periphery.” (EBF Facts and Figures 2015, pp.31; http://www.ebf-fbe.eu/publications/statistics/.
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seen in 2007”.363 See Figure 5.13. Moreover, the return on equity across EU countries
has diverged much more strongly since 2008. As an evident sign of this growing
fragmentation, particularly across the Euro area, the dispersion around the average
return on equity in 2013 was more than twice that prior to the crisis.364
Figure 5.13 Return on Equity

Source: EBF (2015).

Investment Funds
While by far the largest category of institutions is constituted by investment funds, this
includes a diverse category of funds, many of which are quite small. The asset
management industry is also a rather concentrated industry and whilst there are many
funds, the vast majority of funding flows through a very limited number of these funds.
There has been a steady increase in the number of investment funds in the EU, as is
illustrated in the graph below.

363

364

EBF (2014) European Banking Sector Facts and Figures 2014 (http://www.ebffbe.eu/publications/statistics/).
Idem.
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Figure 5.14 Total number of Investment Funds in the EU (2009-2016)
56.000
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Notes:



Data for Q4, except for 2016, where data are for Q2;
Figures for Denmark, the UK and Sweden are not included in 2015 and 2016 and were not
available for the preceding years.
Source: ECB.

The total assets and liabilities held by these funds showed a similar increase. Possible
explanations for this relatively strong performance of funds in the post crisis years
(contrary to what was observed in other sub-segments of the sector) include
Governments introducing several rounds of “quantitative easing”, whereby a large
amount of extra money was pumped into the economy. This money was then used to
buy bonds from investors such as banks or pension funds, providing a major boost to
the economy overall. In addition low interest rates may have contributed to the
observed trend. This mean the difference in gains between those who invested and
those who saved was substantial.
Financial markets
Funding of the EU economy takes place through the banking system and through
financial markets, of which capital markets form the largest source. EU capital markets
are smaller than in several other developed and even emerging economies365 and of a
lesser importance in the overall financial system than e.g. in the US in particular although within the EU this importance varies.366
Moreover, EU Capital markets have decreased since the crisis, with stock market
capitalisation alone having declined from 85% of GDP in 2007, to just over 65 percent
in 2013. See Figure 5.15.

365

366

For instance, in the US market capitalisation is was 127% of GDP and in China it was 84% of GDP on
average over the period between 2010 and 2014. See Valiante, Diego (2015) “Europe’s Untapped
Capital Market. Rethinking financial integration after the crisis” Final Report of the European Capital
Markets Expert Group Chaired by Francesco Papadia. Centre for European Policy Studies & European
Capital Markets Institute Brussels.
For instance, local equity and debt securities markets go from almost four times the national GDP in the
Netherlands to less than 100% in other countries, like Poland.
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Figure 5.15 EU stock market capitalisation (1992-2013)

Source: EC (http://europa.eu/rapid/attachment/IP-15-4433/en/CMU_Infographics_A4_printing.pdf).

In terms of the financing of non-financial corporations (NFCs), in the aftermath of the
financial crisis, loan stocks declined by 11.5% (between 2008 – 2014), down to €4.3
trillion, while corporate bond stocks (an alternative source of financing) increased by
€424 billion, or 74.4%, up to €993 billion, thereby constituting 18.9% of total NFC
financing by the end of 2014. Thus there has been some rebalancing, however, net bond
issues are declining again, indicating a deceleration of this re-balancing.
Another important aspect of financial market performance is the level of securitisation,
as it allows for the spreading of risks and is thus seen as encouraging the freeing up of
new capital to the real economy.
For NFCs and SMEs in particular, accessing loans and capital more generally has become
harder since the crisis, which has been exacerbated by the fact that the securitisation
market declined substantially since the crisis as well.367 See Figure 5.16. In addition to
the overall reduction in securitisation, much of the issuance since the crisis has been
retained by issuing banks for the primary purpose of using it as collateral with the
European Central Bank and the Bank of England.”368

367

368

European Commission (http://europa.eu/rapid/attachment/IP-154433/en/CMU_Infographics_A4_printing.pdf).
Miguel Segoviano, Bradley Jones, Peter Lindner, and Johannes Blankenheim (2015) “Securitization: The
Road Ahead” IMF Discussion Note, January 2015.
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Figure 5.16 European securities outstanding (2011-2016)

Note: Retained securities are securities issued, but retained on the balance sheet of the originator (i.e.
banks), while placed securities have been placed with investors; banks tend to retain securities to prop up
their reserves.
Source: AFME (2016).

The implications of these trends is that access to capital for the EU economy has become
harder due in large part to the financial crisis and as some argue due to some of the
more stringent regulations put in place since as regards e.g. financial institutions
solvency. Recent initiatives such as the Banking Union and notably the Capital Markets
Union are striving to redress the imbalances in the EU financial system and open up
channels for more efficient funding and risk sharing. See also the section on financial
regulations.
Insurance companies
Insurance Europe (IE) put the number of insurance companies operating in the EU at
approximately 3,700 in 2015, down 3.1% on the previous year and down from 5,100 in
2012. This is the number of domestic companies and branches of non EU/EEA country
companies and includes mostly joint stock or mutual fund companies, but other forms
also exist, such as public institutions or cooperatives. In 2014, 578 branches of EU/EEA
companies were operating in the EU and around 7,600 licensed insurance operations
were overseen by national supervisory authorities on the basis of freedom of services.
Insurers sell their products either directly or through a variety of distribution channels,
of which the traditional ones are brokers, agents and bancassurance. The distribution
of products is, however, increasingly influenced by channels such as the internet and
mobile phones. As a result, many insurers are developing multi-channel strategies.369
Total gross written premiums in the sector amounted to € 1,167 billion in 2014. Life
insurance accounts for approximately 61 % of all premiums written. Health insurance
accounts for approximately 10% of all premiums written, while other Non-life insurance
accounts for just over 28% of total. The latter includes a number of specific business

369

Insurance Europe (2014) “European Insurance in Figures.” Statistics N°48, February 2014.
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lines, most prominent among them motor and property. The figure below presents an
overview of total gross premiums written per sub-segment.
Figure 5.17 Premiums and growth (at constant exchange rates) – 2012-2014

Source: Insurance Europe (2015).

Globally, after a year of stagnation in 2013, premiums grew 4.0% in 2014, reaching
USD 4,780 billion (€3,936 billion). The highest growth rate was in Oceania (11.8%);
Asia and Latin America grew 5.2% and 5.3% respectively, while North American
markets increased by 2%. In the aftermath of the financial crisis, Europe’s share in the
global insurance market (in terms of gross premiums written) started to decline, mostly
to the benefit of Asia, while North America also experienced a decline until 2012.
However, in recent years it has regained some market share again and Europe remained
the largest insurance market in the world in 2014, with a 35.5 percent share, followed
by North America at 33.4 percent and Asia at 27.6 percent. See Figure 5.18
Figure 5.18 Distribution of worldwide insurance premiums (2014)

Source: Insurance Europe (2015).

Total benefits and claims paid to customers by European insurers decreased by 1.7% in
2014 to € 950 billion. Over the past decade, benefits and claims paid grew substantially
and were up 43% between 2005 and 2014.
Investments are an integral part of the insurance business model: the premiums
insurers receive are invested until claims or benefits become due. The insurance sector
is the largest institutional investor in Europe. Since most of their assets back long-term
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liabilities, insurers have a long investment horizon. Their investment portfolio is closely
linked to a range of (macro-)economic factors and the evolution of financial markets.
(Macro-)economic developments affect the inflow of premiums to be invested, while
developments in financial markets directly affect the performance of existing assets.
The total value of European insurers’ investment portfolio was € 9, 574 billion in 2014
up by 9.8% from 2013. This can be largely explained by an increase in premiums, as
well as an increase in the prices of fixed-income products (government and corporate
bonds) and a mixed performance in equities. Insurers tend to channel their investments
into debt like products rather than equity, and approximately 47% (2014) of insurers’
assets are government and corporate bonds.
Turnover and value added
Measuring turnover and value added for financial services is clearly not as
straightforward as it is for other sectors, even other services sector. This is due to the
very nature of the sector, where income is derived from implicit and explicit service
charges. The latter include direct charges and fees, such as account services fees and
asset management cost. However, these only represent part of the output measured in
the national accounts framework; implicit charges are a second key component of this
output. These implicit charges are based on interest rate margins for loans and
deposits.370 The common approach to measuring insurance sub-sector turnover is by
taking insurance premiums earned + premium supplements -/- insurance claims -/change in provisions. The insurance output is then reported including the full amount of
risks accepted by the insurer (gross of reinsurance). 371
Rather than considering turnover, we follow the national accounts system for measuring
financial services sector - financial corporations, s.12372 - income and present gross
value added and gross operating surplus in the figure below.

370

371

372

To measure these implicit charges the concept of Financial Intermediary Services Indirectly Measured
(FISIM) has been developed internationally since 1995. For a discussion on this method, see: Jenny
Osborne-Kinch, Dermot Coates, Aoife Moloney and Christopher Sibley (2014) An Alternative
Methodology for Measuring Financial Services Sector Output. In Ireland. Working Paper for Central Bank
of Ireland Statistical Conference, 29 April 2014.
UK Office for National Statistics (2012) “Improvements to Blue Book 2012: Measurement of insurance
services.” 26 June 2012.
The financial corporations sector comprises all private and public entities engaged in financial
intermediation such as monetary financial institutions (broadly equivalent to banks), investment funds,
insurance corporations and pension funds (http://ec.europa.eu/eurostat/web/sectoraccounts/concepts/institutional-sectors).
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Figure 5.19 Gross value added and gross operating surplus of EU28 financial
corporations (2015, € millions)
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Source: Eurostat, Annual accounts, 2015.

Gross value added for the sector stood at €672 billion in 2015. After a slump between
2007 – 2009 the sector’s gross value added increased steadily from 2009 onwards, but
at a slower rate than before the crisis. Gross operating surplus was an estimated €286
billion in 2015, with growth relatively flat over the previous six years and even a slight
decline between 2014-2015.
The financial services sector (‘financial corporations’) contributed on average 4.9
percent to gross value added (at basic prices) in the Eurozone between 1999 and
2013.373
Employment
Employment in the financial sector (including insurance) stood at approximately 6.4
million people (or 3% of total EU employment).374 While no detailed breakdown for each
type of provider is available, below we discuss employment figures for two main subsegments of the sector: banking (based on EBF data) and insurance (based on IE data).
Banking sub-sector (credit institutions)
According to EBF (2015) at the end of 2014, approximately 2.9 million staff members
were employed by EU credit institutions, down from 3.08 million in 2010 and 3 million
in 2012.375 A study commissioned by DG Employment and published in 2009, estimated
that the total number of persons employed in financial services was 5.6 million of which
65 percent worked in banks, 20 percent in the insurance industry and 15 percent for
intermediaries.376 This would put the number of persons employed in the banking sector
at approximately 3.65 million. Clearly there is thus a declining trend in employment in
the sector, which correlates with the decline in number of institutions, and can in part

373

374

375
376

http://epp.eurostat.ec.europa.eu/portal/page/portal/sector_accounts/
detailed_charts/contributions_of_each_sector.
PWC (2015) “ Where Next Europe: the Future of European Financial Services.” Research report
commissioned by the City of London Corporation. Figures based on Eurostat data.
EBF Facts and Figures 2015 (http://www.ebf-fbe.eu/publications/statistics/).
Danielle Kaisergruber & Kurt Vogler-Ludwig (2009) “Skills scenarios for the Financial Services Sector in
the European Union” Study undertaken for the European Commission Employment, Social Affairs and
Equal Opportunities DG Unit Working Conditions, Adaptation to Change. VT/2007/090.
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be attributed to the financial crisis. But there seem to be some more structural changes
taking place as well affecting employment in the sector, including internal reorganisation and productivity gains. Economies of scale are very important in the sector
and have opened a wide field for productivity increase. ICT technologies and automation
in back office administration, increasing use of the internet, and outsourcing internal
support services have all had substantial impacts on employment in the sector.
Insurance sub-sector
The European insurance industry employed over 975,000 people directly in 2015. This
figure excludes outsourced employees and independent intermediaries.
Employment in the sector also shows a declining trend (see Figure 5.20), caused by
similar factors as described above. Particularly the fact that consumers can increasingly
inform themselves and buy products online plays an important role.
Figure 5.20 EU employment in insurance services 2003-2012 (number of employees
x1,000)

Notes:
* The ‘slump’ in 2009 is primarily caused by a decrease in number of employees in the UK between 2008
and 2009 (from approximately 178,700 to 117,000) followed by an increase back to 175,739 in 2010; it
is unclear what would have caused such a sudden drop and such a sudden recovery and it is likely that
this concerns ‘missing data’.
* These data reflect direct employment in insurance companies, hence do not take into account additional
outsourced employees and independent intermediaries, estimated to total 1roughly 1 million people.
Source: Based on figures taken from Insurance Europe (2013).

The above figures for banking and insurance suggest that other services providers in
the financial sector, such as funds, payment services operators, infrastructures, etc.
employ around 2-2.5 million people.
Small and Medium Sized Enterprises
While the financial services sector conjures up images of large multinational banks and
financial institutions making billions in turnover, the share of SMEs in the sector is high.
Many companies in the insurance and auxiliary services sub-sectors consist of small
business, often with only a few employees. But even in other segments of the sector,
the size of companies measured by employment is relatively small.
New technologies mean that even core banking services can increasingly be provided
by smaller and non-traditional entities, as many financial transactions can be done
online these days. Thus for instance Bunq, a recent start-up ‘bank’ or rather financial
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service provider, in the Netherlands was established by IT experts rather than traditional
bankers.377
The role of SMEs in the sector may therefore become even more important in the future
as so called Fintechs become more prevalent. In addition the average size of financial
institutions can be expected to reduce rather than increase, given trends stimulated by
regulation to reduce the number of very large financial institutions providing a huge
range of different services (e.g. regulation addressing the ‘too big to fail’ issue and the
forced splitting up of e.g. investment banking and retail functions of certain banks). See
also the section below, in which we discuss the implications of technological changes for
the sector.
International dimension of the market
Trade & investment – dominant modes of supply in the sector
The different ways in which services are traded (modes of supply) have been discussed
before. Given the nature and unique characteristics of the financial services industry, it
is useful to provide some examples of what trade in financial services actually comprises
under the four modes of supply. These examples are provided in the table below.
Table 5.18 Four modes of supply in financial services – some examples
Mode
Example 1
Example 2
Mode 1:CrossA bank established in the City of
A Singaporean firm sells
border supply
London accepts deposits via
commercial aviation insurance to a
telephone or internet banking from
French airline company located in
a client in the Republic of Korea.
France.
Mode
A Spanish company opens a bank
A Swiss company takes out
2:Consumption
account in Colombia for
accident insurance from a
abroad
transactions occurring in Colombia.
Singaporean firm for its work in
Singapore.
Mode 3:
A London bank establishes a branch An American insurance company
Commercial
in Korea to lend funds in Korea.
establishes a German subsidiary to
presence
provide reinsurance services in
Germany
Mode 4:
The management of a Korean
A German portfolio manager travels
Temporary
branch is staffed by British citizens
to Canada to provide counsel and
presence of
from the bank's London
advice to a 'high-net-worth'
persons
headquarters.
Canadian client.
Source: European Parliament 2014378.

Financial services providers tend to serve foreign markets in two main ways: through
cross-border exports (Mode 1) or by establishing agencies, branches or subsidiaries in
the host country (Mode 3). It should be noted that investment is the dominant mode of
supply as cross-border trade (Mode 1) still is comparatively limited and restricted. This
has everything to do with supervision considerations, which are harder to enforce on
operators from outside the jurisdiction in which they do business. As Rouzet (2014)379
notes “Foreign direct investment dominates in retail financial services, where proximity
with the consumer matters to expand market share and where regulations often restrict
cross-border sales by banks and insurers subject to their home country prudential
framework.”
With goods trade, a country can liberalize trade policy and still apply its own technical
regulation at the border. However, the intangibility of financial (and other) services and

377
378

379

http://fd.nl/ondernemen/1120675/voor-het-eerst-in-tien-jaar-een-nieuwe-bank.
European Parliament (2014) “Financial Services in EU Trade Agreements.” Study prepared by the Policy
Department A for the Economic and Monetary Affairs Committee (ECON). IP/A/ECON/2014-08
(www.europarl.europa.eu/RegData/etudes/STUD/2014/536300/IPOL_STU(2014)536300_EN.pdf).
Rouzet, D. et al. (2014), “Services Trade Restrictiveness Index (STRI): Financial Services”, OECD Trade
Policy Papers, No. 175, OECD Publishing. http://dx.doi.org/10.1787/5jxt4nhssd30-en.
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the simultaneity of production and consumption make pre‐consumption inspection and
post‐production regulation difficult. Regulators tend to respond to national market
failure in services by regulating services providers and this is even more true for financial
services, as the sector is seen as a systemic one, in which, as the recent crisis has
demonstrated, market failures can have significant consequences for the wider
economy. However, regulating foreign services providers poses a jurisdictional
challenge. This is becoming even more challenging in an era where many new non-bank
financial services providers (often referred to as fintechs) do not fall under the
‘traditional’ regulatory framework for financial services providers. Thus even in cases of
equivalence of regulatory regimes of third countries, a number of foreign services
providers may not actually be supervised / regulated under this regime. In particular
consumer protection with respect to foreign services providers then becomes very hard
to supervise.
For insurance, issues related to claims and under which jurisdiction they will fall is
another limiting factor for cross-border trade, and it is the main reason the EU talks
only limited commitments in Mode 1 for this sector. In fact, most countries still impose
relatively higher levels of restriction on cross-border trade in financial services.
The direct provision of financial services to foreign persons (Mode 1) is more open for
services which target sophisticated corporate clients, such as reinsurance. The
regulatory constraints on these services are typically lighter since large corporations are
presumed to be better able to assess the quality of foreign suppliers and the risks
associated with purchasing financial services abroad. There are, however, significant
regulatory limitations regarding cross border provision of FS to retail clients and the EU
thus takes very limited trade commitments in mode 1. If commitments are taken the
EU requires equivalence of the third country regulatory regime including consumer
protection provisions.
It should be noted that as retail financial services are increasingly ‘provided’ online –
implying a reduced need and importance of physical branches as distribution channels
- the potential market for cross-border transactions is growing. An issue in this respect
is that “when transactions take place through the internet, cross-border supply (Mode
1) and consumption abroad (Mode 2) become increasingly difficult to distinguish. (….)
This has become an issue insofar as GATS commitments undertaken on consumption
abroad are typically more liberal than on cross-border supply.” 380 One way to distinguish
mode 1 from mode 2 is to consider whether the initiative to conclude a financial
transaction is taken by the client (then mode 2) or whether the FS supplier approaches
the client / actively markets its service abroad (then mode 1).
In the case of insurance services, reinsurance/retrocession is the most globalised
segment of the sector, and the main component of cross-border trade, for similar
reasons as discussed above. Trade that does not involve direct provision of services to
individuals, but rather to corporate clients (insurance and reinsurance companies) tends
to be less restricted. Freight and large commercial risks, including marine, aviation and
transport (MAT), are also commonly insured with non-established underwriters.
Foreign Direct Investment in and by the EU financial services sector
Data on foreign direct investment flows of the EU financial services sector are derived
from Eurostat, Balance of Payments accounts.381 We have looked at inward and outward
FDI flows and positions, for a selected number of origins / destinations, as presented in
the tables below. FDI has been further broken down by three main destinations
(outward) and origins (inward). Unfortunately data for insurance services are limited.

380

381

Rouzet, D. et al. (2014), “Services Trade Restrictiveness Index (STRI): Financial Services”, OECD Trade
Policy Papers, No. 175, OECD Publishing. http://dx.doi.org/10.1787/5jxt4nhssd30-en
http://ec.europa.eu/eurostat/web/balance-of-payments/data/database.

196 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
In addition, it was not possible to extract data for all TiSA participants and in some cases
it was only possible for groupings (e.g. EFTA, including Iceland, Liechtenstein, Norway
and Switzerland).
Outward FDI
Total outward FDI flows in financial services from the EU27 to the rest of the world
amounted to almost € 185 billion in 2012, while the total EU27 outward FDI stock
(position) reached € 1.74 trillion in that year. The tables below provide total outward
FDI flows and positions between 2008 and 2012 by sub-sector within financial services
and for a selected number of TiSA participant destinations (based on data availability).
Table 5.19 EU27 Financial services outward* FDI flows (million €)
Destination

2008

2009

2010

2011

2012

112,227

142,989

102,429

155,286

184,756

42
19,815

2,456
45,028

4,965
-3,942

15,222
33,454

8,401
7,494

1,447

2,665

5,394

5,183

11,198

744

79

-4,385

3,557

871

17,208
35,856

43,542
42,169

-3,279
28,831

29,394
62,300

-659
71,258

Financial and insurance activities
Extra EU-27
Canada
European Free Trade Association
Hong Kong
Japan
Switzerland
United States

Financial service activities, except insurance and pension funding
Extra EU-27
Canada
European Free Trade Association
Hong Kong
Japan
Switzerland
United States

104,527

140,588

87,908

160,055

177,579

-446
20,287

2,388
46,619

4,976
-6,892

17,142
34,259

9,079
-16,232

1,268

2,409

5,212

4,923

10,598

493

-354

-4,781

3,708

176

17,619
31,239

45,080
41,155

-5,734
21,600

30,102
67,995

1,428
63,807

Insurance, reinsurance and pension funding, except compulsory social security
Extra EU-27

:

:

:

-8,153

:

Canada
European Free Trade Association

:
:

:
:

301
2,748

-1,683
-649

:
:

Hong Kong

:

:

200

190

:

Japan

:

:

230

-404

:

Switzerland

:
:

:
:

2,286
1,642

-570
-5,408

:
:

United States

Activities auxiliary to financial services and insurance activities
Extra EU-27

:

:

:

3,385

:

Canada
European Free Trade Association

:
:

:
:

-310
201

-237
-155

:
:

Hong Kong

:

:

-18

70

:

Japan

:

:

167

254

:

Switzerland

:
:

:
:

167
5,593

-137
-282

:
:

United States

* Financial account, Direct investment, Abroad.
: no data available.
Note: negative investment flows indicate a dis-investment for that specific year.
Source: Eurostat.
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Table 5.20 EU27 Financial services outward* FDI position (million €)
Destination

2008

2009

2010

2011

2012

1,106,39
8

1,376,86
4

1,570,71
5

1,716,14
8

1,742,23
3

34,514
166,031

60,448
235,477

57,444
264,790

69,488
341,498

73,448
331,513

63,994

63,486

72,121

75,350

84,590

26,864

24,901

32,637

31,975

31,312

147,803
374,773

209,647
429,283

232,488
478,874

304,671
620,796

285,149
620,102

Financial and insurance activities
Extra EU-27
Canada
European Free Trade
Association
Hong Kong
Japan
Switzerland
United States

Financial service activities, except insurance and pension funding
Extra EU-27
Canada
European Free Trade
Association
Hong Kong
Japan
Switzerland
United States

1,028,61
1

1,275,39
0

1,425,14
8

1,558,04
7

1,507,75
7

28,818
148,695

53,542
216,703

49,152
228,572

60,349
323,253

65,739
313,053

63,097

62,372

70,100

72,697

81,301

25,512

23,648

31,111

27,499

26,255

132,371
350,614

192,932
397,952

200,688
443,619

288,393
568,606

269,271
562,853

Insurance, reinsurance and pension funding, except compulsory social security
Extra EU-27

:

:

:

:

:

Canada

:
:

:
:

7,072
34,706

7,468
16,441

:
:

1,590

1,853

:

European Free Trade
Association
Hong Kong

:

:

Japan

:

:

1,194

4,058

:

Switzerland

:
:

:
:

30,472
27,355

14,668
43,263

:
:

United States

Activities auxiliary to financial services and insurance activities
Extra EU-27

:

:

:

:

:

Canada

:
:

:
:

1,219
1,509

1,670
1,803

:
:

429

800

:

European Free Trade
Association
Hong Kong

:

:

Japan

:

:

330

415

:

Switzerland

:
:

:
:

1,325
7,900

1,609
8,928

:
:

United States

* Financial account, Direct investment, Abroad.
: no data available.
Note: negative investment flows indicate a dis-investment for that specific year.
Source: Eurostat.

Clearly the US is one of the main recipients of EU FDI in financial services and its stock
accounts for well over 35 percent of total EU27 outward FDI stock. Other important
destinations include the EFTA countries and notably Switzerland, while Hong Kong
accounts for almost 5 percent of total outward stock, which is likely to be closely related
to its role as a financial centre.
Although data for insurance and auxiliary are limited, from the available data it becomes
clear that the bulk of the investments is accounted for by ‘financial service activities,
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except insurance and pension funding.’ The other sub-sectors seem to play a much more
limited role – although this is not to say that within these sub-sectors FDI does not play
an important role.
Inward FDI
Total inward FDI flows into the EU27 amounted to € 216 billion in 2012, down from
almost in 2012, down from almost 90 billion in 2011. Looking at total inward FDI stock
in financial services in the EU27, it becomes clear that the EU is a net recipient of FDI,
as stocks amounted to more than € 2.7 trillion, almost €1 trillion more than outward
stock.
Table 5.21 EU27 Financial services inward* FDI flows (million €)
Origin

2008

2009

2010

2011

2012

Financial and insurance activities
Extra EU-27

90,844

137,737

105,450

389,189

216,971

Canada

16,714
-4,197

10,803
10,017

26,427
-120

2,084
29,466

13,488
33,913

1,165

1,080

2,552

3,775

-1,949

672

2,664

536

5,332

-1,616

-3,531
-2,607

7,650
71,390

-85
54,008

24,518
253,195

18,873
82,499

European Free Trade Association
Hong Kong
Japan
Switzerland
United States

Financial service activities, except insurance and pension funding
Extra EU-27

95,960

115,582

92,394

380,027

212,025

Canada

16,733
-156

10,825
10,061

25,615
-591

1,765
29,541

13,757
31,322

1,152

1,001

2,529

3,794

-1,839

-855

1,781

-602

4,955

-1,754

-131
-1,991

7,684
55,157

-418
47,323

24,581
247,209

17,431
79,143

European Free Trade Association
Hong Kong
Japan
Switzerland
United States

Insurance, reinsurance and pension funding, except compulsory social security
Extra EU-27

:

:

:

-823

:

Canada
European Free Trade Association

:
:

:
:

797
642

59
-820

:
:

Hong Kong

:

:

30

-23

:

Japan

:

:

-189

283

:

Switzerland

:
:

:
:

454
2,015

-682
-595

:
:

United States

Activities auxiliary to financial services and insurance activities
Extra EU-27

:

:

:

9,984

:

Canada

:

:

17

262

:

European Free Trade Association

:

:

-164

750

:

Hong Kong

:

:

-8

1

:

Japan

:

:

1,328

94

:

Switzerland

:
:

:
:

-116
4,669

624
6,582

:
:

United States

* Financial account, Direct investment, In the reporting economy.
: no data available.
Note: negative investment flows indicate a dis-investment for that specific year.
Source: Eurostat.
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Table 5.22 EU27 Financial services inward* FDI position (million €)
Origin

2008

2009

2010

2011

2012

Financial and insurance activities
Extra EU-27

879,354

1,037,240

1,172,743

2,582,910

2,727,490

Canada

63,741
104,337

47,359
118,416

76,382
117,890

103,687
294,440

110,305
326,533

8,289

3,093

10,682

29,773

37,512

15,541

23,156

22,950

69,489

77,057

85,375
311,741

96,265
421,136

97,547
479,034

245,329
1,075,804

262,239
1,112,517

European Free Trade Association
Hong Kong
Japan
Switzerland
United States

Financial service activities, except insurance and pension funding
Extra EU-27
Canada
European Free Trade Association
Hong Kong
Japan
Switzerland
United States

823,062

938,146

1,070,024

2,456,822

2,600,923

62,571
92,535

46,795
107,601

73,612
106,708

99,658
283,566

108,221
315,127

8,258

3,071

10,624

29,752

37,348

13,289

18,685

16,964

62,970

73,375

75,719
286,230

87,473
361,599

88,294
419,473

236,269
1,005,706

253,079
1,065,859

Insurance, reinsurance and pension funding, except compulsory social security
Extra EU-27

:

:

:

:

:

:L

:

:

:

:

European Free Trade Association

:

:

5,525

5,814

:

Hong Kong

:

:

35

-3

:

Japan

:

:

986

1,188

:

Switzerland

:
:

:
:

4,572
11,358

4,844
11,152

:
:

Canada

United States

Activities auxiliary to financial services and insurance activities
Extra EU-27

:

:

:

:

:

Canada

:
:

:
:

1,559
5,655

2,313
5,062

:
:

22

25

European Free Trade Association
Hong Kong
Japan

:

:

4,998

5,329

:

Switzerland

:
:

:
:

4,679
48,202

4,218
58,946

:
:

United States

* Financial account, Direct investment, In the reporting economy.
: no data available.
Note: negative investment flows indicate a dis-investment for that specific year.
Source: Eurostat.

As an origin of inward FDI the US plays an even more dominant role, with US FDI
accounting for approximately 40 percent of all inward stock in 2012. Inward FDI from
EFTA and Switzerland in particular is sizeable as well, while the role of Canada as an
investor in the EU FS sector is clearly more prominent than its role as a recipient of EU
FDI.
These FDI figures illustrate the importance of FDI (mode 3) in comparison to cross
border trade in the financial services sector: While in 2011 EU exports of financial
services including insurance outside the EU and to the US amounted to approximately
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€74 billion and €26 billion respectively, the sector’s FDI outward flows in that same year
amounted to €155 billion and €62 billion respectively. Due to data limitations, it is
unfortunately not possible to present data on EU Foreign Affiliate Trade in Services
(FATS).
Trade
EU27 overall trade
International transactions in financial services are reflected in Eurostat balance of
payment statistics and although these comprise a range of different types of services
and activities, they are only presented at aggregate level. The table below presents the
exports, imports and net balance of EU27 financial services (FS) excluding insurance.
Table 5.23 EU27 international transactions in FS: exports, imports & net balance
(€1,000 mln)
Trade
Export
Import
Balance

2004
29.5
11.8
17.6

2005
35.3
14.2
21.1

2006
42.2
17.2
25.0

2007
53.9
20.4
33.5

2008
50.5
18.7
31.7

2009
43.3
16.1
27.2

2010
47.2
18.2
29.0

2011
50.3
21.6
28.7

2012
53.5
21.6
31.8

2013(p)
59.2
22.8
36.4

(p) = provisional.
Source: Eurostat.

Clearly the EU27 is a net exporter of financial services and despite a slump right after
the crisis has increased both exports and its net balance of financial services trade since
2004. This trend can be clearly observed in Figure 5.21 below.
Figure 5.21 EU27 international transactions in FS: exports, imports & net balance
(€1000 mln)
70
60
50
40
30
20
10
0
2004

2005

2006

2007

Import

2008

2009

Export

2010

2011

2012

2013

Balance

Source: Eurostat.

For insurance services the picture is slightly more erratic. See Table 5.24
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Table 5.24 EU27 international transactions in insurance services: exports, imports &
balance (€1000 mln)
Trade
Export
Import
Balance

200
4
10.6
8.2
2.4

200
5
6.0
8.2
-2.2

200
6
11.2
7.7
3.4

200
7
14.5
8.0
6.5

200
8
13.1
8.6
4.5

200
9
22.4
10.8
11.7

201
0
22.9
11.1
11.8

201
1
23.5
10.9
12.6

201
2
23.9
10.9
13.0

2013(p
)
18.9
8.7
10.2

(p) = provisional.
Source: Eurostat.

While the EU27 is a net exporter of insurance services, exports have decreased
substantially in several years over the past decade, where in some cases this even
resulted in a trade deficit (2005). In addition, while financial services seemed to have
recovered reasonably well from the crisis, trade in insurance services and particularly
exports show a declining trend again since 2012, after an initial recovery between 2009
– 2011. This is clearly reflected in the figure below.
Figure 5.22 EU27 international transactions in insurance services: exports, imports &
balance (€1,000 mln)
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Source: Eurostat.

EU share in global exports
Globally the EU28 is the main exporter both of insurance and pension services and of
financial services. The extra-EU28 exports share in global insurance and pension
services exports in 2014 was approximately 35% and in financial services exports 24%.
The second and third biggest exporters for both types of services were the US and
Switzerland respectively.
Trade in financial services is relatively concentrated among higher income and emerging
economies, with the top 10 exporters of insurance and pension services accounting for
approximately 92% of global exports and the top 10 exporters of financial services
accounting for approximately 96% of global exports in 2014.382
Main trading partners

382

WTO (2015) International Trade Statistics
(https://www.wto.org/english/res_e/statis_e/its2015_e/its2015_e.pdf).
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The dominance of a relatively small set of developed and emerging economies in global
financial services trade is also clearly reflected in the EU27’s top 10 export and import
partners, which include the same partners in more or less the same positions. See Tables
5.25 and 5.26 below.
Table 5.25 Top 10 destinations for EU27 financial services exports (export in €
millions)

1
2
3
4
5
6
7
8
9
10

Partner
United States
EFTA
Switzerland*
Japan
Hong Kong
Russia
Canada
Singapore
Taiwan
Australia

2008
15,179
7,753
6,510
3,865
1,293
1,834
1,046
858
654
1,339

2009
12,617
6,612
5,628
3,072
972
1,967
826
766
671
914

2010
13,851
6,746
5,776
2,865
1,066
2,384
848
817
1,440
1,017

2011
15,064
7,338
6,231
3,368
1,285
1,829
1,287
1,144
1,036
1,075

2012
18,477
7,699
6,574
2,953
1,461
1,459
1,296
1,267
1,088
1,070

* Figures for Switzerland are also included in the figure for EFTA.
Source: Eurostat.

Table 5.26 Top 10 origins of EU27 financial services imports (imports in € millions)

1
2
3
4
5
6
7
8
9
10

Partner
United States
EFTA
Switzerland*
Singapore
Japan
Hong Kong
Russia
Taiwan
Australia
Canada

2008
6,455
3,983
3,581
733
1,329
765
363
283
282
197

2009
5,810
3,301
2,843
879
1,080
629
607
263
194
174

2010
7,415
3,931
3,459
1,037
775
644
416
311
221
175

2011
8,854
4,280
3,913
1,356
1,243
784
449
326
286
289

2012
9,835
4,148
3,833
1,227
912
723
504
372
271
238

* Figures for Switzerland are also included in the figure for EFTA.
Source: Eurostat.

The tables also clearly illustrate that with the exception of Singapore and the Russian
Federation, all of the EU’s main trading partners are TiSA participants.
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Figure 5.23 EU27 financial services exports to TiSA participants (2012, € million)

Source: Eurostat.

Figure 5.24 EU27 financial services imports from TiSA participants (2012, € million)

Source: Eurostat.

Main trading partners for insurance services do not differ substantially from those for
financial services, however, the picture is more diverse, as trade is dominated by only
a few partners, while a small share is taken up by many much smaller partners (see
Table 5.27).
Table 5.27 Top 10 destinations / origins of EU27 insurance services exports / imports
(in € millions)

1
2
3
4
5
6

Partner
United States
EFTA
Canada
Switzerland*
Australia
Japan
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Exports
10,028
1,861
1,767
1,302
1,038
690

1
2
3
4
5
6

Partner
United States
EFTA
Switzerland*
Norway*
China (except Hong Kong)
South Africa

Imports
2,792
1,962
1,496
423
419
285

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
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7
8
9
10

Partner
Norway*
Mexico
South Africa
Brazil

Exports
510
459
406
387

7
8
9
10

Partner
Russia
Canada
Japan
Nigeria

Imports
260
223
218
172

* Figures for Switzerland and Norway are also included in the figure for EFTA.
Source: Eurostat.

The predominance of TiSA participants for EU trade in insurance services is clear from
these tables as well, with the top eight export destinations consisting of TiSA participants
and six of the top 10 import countries consisting of TiSA participants.

Forward and back linkages and the role of financial services in the wider
economy
According to a recent PwC report “In 2011 the financial services sector supplied services
worth €530 billion to EU businesses, equivalent to 4.7% of total intermediate demand
from other sectors.”383
The main consumer384 of financial services is the financial services sector itself. But
other services sectors as well as manufacturing sectors are also buyers of financial
services products, as is illustrated in the graph below.
Figure 5.25 Main purchasers of FS sector products & services (2011)
Food, Beverages and Tobacco
Other Community, Social and Personal Services
Inland Transport
Public Admin and Defence; Compulsory…
Retail Trade, Except of Motor Vehicles and…
Construction
Wholesale Trade and Commission Trade,…
Renting of M&Eq and Other Business Activities
Real Estate Activities
Financial Intermediation

Note: The graph only includes the top 10 purchasers – other sectors also consume financial services, but
their share in the total is relatively small.
Source: WIOD.

The main inputs sourced by the financial services sector (apart from inputs sourced from
other financial services providers) were bought from other services sectors, such as

383

384

PWC (2015) “ Where Next Europe: the Future of European Financial Services.” Research report
commissioned by the City of London Corporation.
In the context of financial services it is common to speak of retail consumers (individuals, households
and small businesses consuming final products such as banking services, insurance and mortgages) and
professional consumers, which will mostly consume more complex products and services from a much
broader range of providers.
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business services, post and telecommunications services, real estate services, etc. See
Figure 5.26.
Figure 5.26 Main goods and services sourced by the FS sector from other sectors
(2011)
Hotels and Restaurants
Wholesale Trade and Commission Trade,…
Electricity, Gas and Water Supply
Other Community, Social and Personal Services
Construction
Pulp, Paper, Paper , Printing and Publishing
Real Estate Activities
Post and Telecommunications
Renting of M&Eq and Other Business Activities
Financial Intermediation

Note: The graph only includes the top 10 providers of products and services to the FS sector – there are
more sectors providing services and goods to the sector, but their shares are relatively small.
Source: WIOD.

The tables below provide insight into the extent to which EU financial services products
are consumed by sectors outside the EU and to which inputs into the financial services
sector in the EU are sourced from outside the Union respectively.
Table 5.28 Predominant buyers of products from the EU FS sector by sector and region
(2011, € millions)

EU
Rank
1
2
3
4

5
6

7

ROW/non EU
% of
Value
total
35,090.6 8.8%

Sector
Financial
Intermediation
Real Estate Activities

Total
397,091.9

Value
362,001.3

% of
total
91.2%

109,406.7

102,162.8

93.4%

7,244.0

6.6%

Renting of M&Eq and
Other
Business
Activities
Wholesale Trade and
Commission
Trade,
Except
of
Motor
Vehicles
and
Motorcycles
Construction

74,581.7

66,780.0

89.5%

7,801.7

10.5%

56,344.4

45,584.1

80.9%

10,760.4

19.1%

46,257.8

36,116.0

78.1%

10,141.9

21.9%

Retail Trade, Except of
Motor
Vehicles
and
Motorcycles; Repair of
Household Goods
Public
Admin
and
Defence; Compulsory
Social Security

40,458.9

32,883.2

81.3%

7,575.6

18.7%

37,553.0

27,875.1

74.2%

9,677.9

25.8%
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EU

ROW/non EU
% of
Value
total
10,901.6 35.2%

Rank
8

Sector
Inland Transport

Total
30,996.1

Value
20,094.5

% of
total
64.8%

9

Other
Community,
Social and Personal
Services
Food, Beverages and
Tobacco

26,482.2

22,089.6

83.4%

4,392.6

16.6%

22,824.8

17,838.3

78.2%

4,986.4

21.8%

10

Source: WIOD.

Table 5.29 Predominant suppliers to the EU FS sector by sector and region (2011, €
millions)
EU
Rank
1
2
3
4
5
6
7
8

9
10

Sector
Financial Intermediation
Renting of M&Eq and Other
Business Activities
Post and
Telecommunications
Real Estate Activities
Pulp, Paper, Paper, Printing
and Publishing
Construction
Other Community, Social
and Personal Services
Electricity, Gas and Water
Supply
Wholesale Trade and
Commission Trade, Except
of Motor Vehicles and
Motorcycles
Hotels and Restaurants

ROW/non EU
% of
Value
total
33,071.4
8.4%

Total
395,072.7

Value
362,001.3

% of
total
91.6%

228,630.4

213,307.2

93.3%

15,323.1

6.7%

48,905.4

46,127.8

94.3%

2,777.5

5.7%

46,435.6

44,534.2

95.9%

1,901.4

4.1%

16,445.4

15,525.3

94.4%

920.1

5.6%

14,453.2

14,295.3

98.9%

157.8

1.1%

12,212.2

10,559.5

86.5%

1,652.7

9,174.6

9,029.9

98.4%

144.7

1.6%

7,383.9

7,150.1

96.8%

233.8

3.2%

7,178.3

5,389.6

75.1%

1,788.6

13.5%

24.9%

Source: WIOD.

The WIOD data suggest that the sourcing of inputs from and selling of products to other
sectors still predominantly takes place within the EU, i.e. forward and backward linkages
hardly extend beyond EU borders. This seems to suggest the sector is not very
globalised. However, this would be a wrong conclusion. The data presented in the graphs
above are somewhat misleading, since they do not present separately the financial
services provided by foreign firms in the EU (established through FDI) and those
provided by domestic firms.
Among other TiSA countries the three main purchasing sectors and the three supplying
main sectors of EU financial intermediation services included financial intermediation
are presented in the tables below, with the respective top three purchasing and
supplying countries per sector.
Table 5.30 Predominant TiSA participant buyers of products from EU FS sector (2011,
€ millions)

Sector

Total
TiSA

%
Value

total
TiSA

1. US

%
Value

total
TiSA

2. Canada

%
Value

total
TiSA

3. Turkey
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Sector

1

%

Total

Value

TiSA

Financial

total

Value

total

TiSA

15,698.8

Intermediation

%

13,630.5

Real Estate Activities

4,335.3

3,809.3

3

Health and Social Work

3,000.2

2,828.9

Value

TiSA

86.8%

1. US
2

%

486.2

3.1%

2. Canada

87.9%

1. US

207.3

4.8%

2. Canada

94.3%

68.5

2.3%

total
TiSA

463.5

3.0%

3. Korea
98.1

2.3%

3. Turkey
43.3

1.4%

Table 5.31 Predominant suppliers from TiSA participants by sector to the EU FS sector
(2011, € millions)

Sector
1

Financial
Intermediation

2

Renting of M&Eq and
Other Business
Activities

3

Post and
Telecommunications

Total
TiSA
27,531.5

Value
1. US
22,036.3

%
total
TiSA

80.0%

1. US
8,204.9

7271.3

88.6%

1. US
1,247.6

757.5

60.7%

%
total
Value
TiSA
2. Turkey
2,013.8

7.3%

2. Korea
292.1

3.6%

2. Canada
352.3

28.2%

%
total
Value
TiSA
3. Korea
1,292.6

4.7%

3. Canada
208.4

2.5%

3. Mexico
66.0

5.3%

The dominance of linkages between the EU and US becomes clear once again.
Incidentally the other main linkages are with TiSA participants that have long standing
agreements with the EU (Turkey, Mexico) or that have recently negotiated a
comprehensive agreement with the EU including financial services (Canada385 and
Korea).
Trends and challenges to the sector’s economic performance
The financial crisis of 2008 and the following Eurozone crisis in 2011 have obviously had
a significant impact on the performance of the EU financial services sector. While the
crisis was global in nature, recovery in the EU has been slower than in some other
markets (notably the US), while the crisis did not hit as hard in other countries (e.g.
large parts of Asia). The crisis had an immediate effect on the sector, but it also
triggered new regulations and a comprehensive regulatory reform process for the
sector, which provides both challenges and opportunities for the sector. At the same
time technological changes and interlinked changing consumer preferences and
behaviour are having profound effects on the sector. For existing players this has posed
challenges, while it has also provided opportunities for new comers or players originally
coming from other sectors. Below we discuss these two main areas of challenges and
opportunities for the sector.
Changes in EU Regulatory Framework
The EU has established a legislative framework geared to strengthening the financial
services sector, in particular in order to improve the performance of financial operators
and boost liquidity, competition and financial stability. Financial services policy covers

385

Agreement to be signed in October 2016.
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the banking system, insurance and securities. In addition, transparency and consumer
protection are important pillars which have become more explicitly incorporated into the
policy and legal framework in recent years. The EU policy on financial services shares
some concerns with that on the free movement of capital when it comes to facilitating,
and improving the security of, financial activity. In this context data protection issues
have also become a more prominent feature of the policy and legal landscape.
Recent changes and developments in the EU Institutional and regulatory framework386
stem principally from the need to ensure a crisis like that of 2008 will not happen again
and to redress certain imbalances within the EU and specifically the fragmentation of
the EU financial sector (i.e. the limited integration within the internal market).
International developments
The first G20 summit in 2008 developed an extensive agenda for stabilising the world
economy and the financial system, with the aim of preventing future crises, mainly by
improving global regulation and supervision. Later summits agreed on a G20 work
programme with a set of concrete commitments on issues including:








higher capital requirements;
remuneration in the financial sector;
derivatives;
accounting standards;
credit rating agencies;
hedge funds;
strengthening compliance with international standards (especially in loosely
regulated jurisdictions).

Leaders also committed to bringing all financial institutions, instruments and markets
under appropriate regulation and supervision. The agenda is being constantly updated
and new elements are being added (e.g. resolution regimes, corporate governance). 387
The EU has been an active participant in this process, and takes part in several of the
key driving bodies and forums.
The second key international framework upon which EU reforms have been based is the
so called Basel III Framework, developed by the Basel Committee on Banking
Supervision of the Bank of International Settlements (BIS), for more resilient banks and
banking systems. Basel III is a comprehensive set of reform measures to strengthen
the regulation, supervision and risk management of the banking sector. These measures
aim to:




improve the banking sector's ability to absorb shocks arising from financial and
economic stress, whatever the source;
improve risk management and governance;
strengthen banks' transparency and disclosures.

The reforms target:


bank-level, or micro-prudential, regulation, which will help raise the resilience of
individual banking institutions to periods of stress;

386

For an elaborate overview of the reform agenda, its aims and potential impacts, see: EC Commission
Staff Working Document (2014). Economic Review of the Financial Regulation Agenda. A Reformed
Financial Sector for Europe. {Com(2014) 279 Final}.
http://ec.europa.eu/internal_market/finances/docs/general/20140515-erfra-working-document_en.pdf.
http://ec.europa.eu/internal_market/finances/global/index_en.htm.
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Macro-prudential, system wide risks that can build up across the banking sector as
well as the pro-cyclical amplification of these risks over time.

These two approaches to supervision are complementary as greater resilience at the
individual bank level reduces the risk of system wide shocks388. Many of the TiSA
Members adhere to the G20 and Basel frameworks and several (e.g. the US) have
implemented their own reforms based at least in principle on these international
frameworks. The EU is a strong proponent of an international framework to guide
financial regulations and their reform, so as to achieve international standards for the
sector and this is often reflected in its trade agreements (i.e. those covering financial
services) (see also the section on the EU’s ambitions for TiSA).
EU reforms
The financial crisis clearly highlighted the risks to the economy that the financial services
sector sector can pose. Therefore, “since the outbreak of the financial crisis, the
European Commission has proposed more than 40 legislative and non-legislative
measures to create new rules for the global financial system, establish a safe,
responsible and growth-enhancing financial sector in Europe, and create a banking union
to strengthen the euro.”389 Some 36 actions have already been adopted, while a further
eight have been presented but not yet adopted.390
These initiatives, which include stronger prudential requirements for banks, improved
depositor protection and rules for managing failing banks, form a single rulebook for
all financial actors in the 28 Member States of the European Union. The principle of the
single rulebook is to put in place measures to (1) prevent, (2) intervene early and (3)
manage potential financial crises in the future. The single rule book should strengthen
banks and supervision (prevention) through the Capital Requirements Regulation and
Directive (CRD IV), proposals to ring-fence banks’ operations that seek to reduce the
likelihood of bank failure and address the issue of ‘too big to fail’ (TBTF). Regulations
such as the Bank Recovery and Resolution Directive (BRRD) aim to reduce the cost of
bank failure, while other regulations are being developed and implemented, intended to
improve capital markets’ infrastructure and transparency (e.g. the European Market
Infrastructure Regulation (EMIR) and the Markets in Financial Instruments Directive
(MiFID II)) and bring the shadow banking system under the EU financial regulations
framework391 (e.g. the new regulation on money market funds).
As the financial crisis evolved and turned into the Eurozone debt crisis, it became clear
that, for those countries which shared the Euro and were even more interdependent, a
deeper integration of the banking system was needed. Therefore, on the basis of the
single rule book the European Commission developed a roadmap for the creation of the
Banking Union. Under this Banking Union the EU institutions agreed to establish a
Single Supervisory Mechanism (2014) and a Single Resolution Mechanism (proposed
November 2016) for banks. In addition in November 2015, the Commission put forward
a proposal for a European Deposit Insurance Scheme (EDIS), which would provide a
stronger and more uniform degree of insurance cover for all retail depositors in the
banking union. The Banking Union applies to countries in the Euro area. Non-Euro area
countries can also join.

388
389

390

391

http://www.bis.org/publ/bcbs189.pdf.
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/financial-reforms-and-theirprogress/progress-financial-reforms_en
For a complete overview of all actions and their progress see: https://ec.europa.eu/info/businesseconomy-euro/banking-and-finance/financial-reforms-and-their-progress/progress-financial-reforms_en
PWC (2015) “Where Next Europe: the Future of European Financial Services.” Research report
commissioned by the City of London Corporation.
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While a lot of the reforms were triggered by the financial crisis and based on
international guidelines, EU financial reforms are not only about implementing
international standards but also about creating a common set of rules for the Euro area
and the EU, and a stronger and more integrated EU financial system. As Valiante (2015)
illustrates, the extent of cross-border banking across the EU is still limited, while the EU
also lacks cross-border capital markets. He argues that “evidence shows that Europe
lacks (…) cross-border capital markets and banking activities, compared to other regions
like the United States. (….) exposing the euro area to the build-up of excessive capital
inflows in some areas in the pre-crisis period and a significant capital reversal from the
beginning of the sovereign crisis.”392
While the Banking Union intends to promote cross-border banking, the Commission also
adopted an action plan to build an EU capital markets union (CMU) to improve access
to capital for businesses, and thereby promote growth and job creation.393 The CMU
aims to develop deep and liquid capital markets across borders that complement banks
as a source of financing, thus also addressing the EU’s strong reliance on bank funding.
The Banking Union, complemented by the Capital Markets Union should thus lead to
closer financial integration within the EU, balancing cross-border traditional banking with
capital markets activities and creating a financial ecosystem based on efficient private
risk sharing (risk diversification). As such a bigger, more efficient and effective market
should ensue and this could also make the EU more attractive as an investment location.
For the insurance sector, particularly the Solvency II regulation is relevant. Solvency II
introduced a new, harmonised EU-wide insurance regulatory regime, which replaced 14
EU insurance directives. Solvency II is a comprehensive programme of regulatory
requirements for insurers, covering solvency and reserving, authorisation, corporate
governance, supervisory reporting, public disclosure and risk assessment and
management. It is based on 3 pillars: Financial Requirements; Governance &
Supervision; and Reporting & Disclosure. The new regime took effect in January 2016.
While the aim and ultimate outcome of the reforms should strengthen the sector’s
performance by reducing systemic weaknesses and risks and improving consumer
protection, some of the direct implications of the reforms have been increased focus of
financial services providers on restructuring, deleveraging, improving solvency and
liquidity and ultimately improving balance sheets. In combination with a continuing
weak macro-economic environment this is seen to have negatively affected the sector’s
capacity to lend and its Return on Equity, which dropped and has not yet recovered to
pre-crisis levels.
Certain sub-segments of the sector may not be able to retain their position in global
markets; as Goodhart & Schoenmaker (2016) note, European banks’ role in global
investment banking is diminishing.394 This may be a consequence of the pending Bank
Structural Reform and the possible ring-fencing requirements as outlined in the Vickers
Report (2011), and the ban on proprietary trading recommended by Liikanen (2012)395

392

393

394

395

Valiante, Diego (2015) “Europe’s Untapped Capital Market. Rethinking financial integration after the
crisis” Final Report of the European Capital Markets Expert Group Chaired by Francesco Papadia. Centre
for European Policy Studies & European Capital Markets Institute Brussels
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/financial-reforms-and-theirprogress/progress-financial-reforms_en
Goodhart Charles & Dirk Schoenmaker (2016). “The United States dominates global investment
banking: does it matter for Europe?” Bruegel http://bruegel.org/2016/03/the-united-states-dominatesglobal-investment-banking-does-it-matter-for-europe/
In 2012, the EU Commission established a High Level Expert Group, headed by Erkki Liikanen Governor of the Bank of Finland, to examine possible reforms to the structure of the EU’s banking
sector. The recommendations from this report formed the basis of the EC proposed regulation to
strengthen safeguards in the sector. Key elements of this new regulation include a ban on proprietary
trading in financial instruments and commodities (including hedging of the entity’s risks) by a credit
institution and entities within the same group and the ability to able to enforce the legal separation of
June 2017

211

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
as well as “enhanced capital requirements on trading books and other measures.” These
policies and regulations were proposed due to concern that most European countries
“would find a global investment bank to be too large and too dangerous to support,
should it get into trouble.” Thus European investment banking needed to be brought
back to a more supportable level.396 This could imply investment banks will choose to
shift to other jurisdictions, where such restrictions are not in place.
However, in the longer in the longer term the reforms, and especially the Banking and
Capital Markets Union should also result in a more resilient and more efficient sector,
that can allocate capital and spread risk more efficiently across borders (within the EU).
As argued above, this would make the sector more competitive globally as well.
Similarly, for the insurance sub-sector, new regulations and in particular the Solvency
II Directive plays a part in this sector’s competitiveness. While complying with new
regulations can put pressure on EU companies’ competitiveness, it could, as KPMG
argues, also provide them with a competitive advantage: “The Solvency II Directive is
a world-leading standard that requires insurers to focus on managing all of the risks
facing their organization. It offers European insurers a real opportunity to improve their
risk adjusted performance and operational efficiency, which is likely to be good news for
policyholders, for the insurance industry, and the European Union (EU) economy as a
whole. Solvency II is not only on the radar of insurance companies in the EU, but also
on those across the globe. The world is watching to see how the EU transforms its
insurance industry and implements risk-based improvements to protect policyholders.
At the same time, shareholders are also likely to reap benefits.” (KPMG, 2011)397
Consumer protection
The crisis also highlighted the need to better protect and inform final consumers
(individuals and households, but also investors) as many were directly affected by a
crisis they did not create. Therefore, the EC introduced a number of measures to
promote a competitive, transparent and safer financial services market. Such measures
have included:






measures to guarantee an EU-wide right of access to basic bank accounts
(Payment Accounts Directive (PAD));
rules to protect deposits of up to €100,000 in the case of bank failure (DGS);
initiatives to increase the level of consumer protection and facilitate the crossborder distribution of insurance, mortgages and consumer credit (e.g. the
Regulation on packaged retail investment and insurance products (PRIIPs), the
Mortgage Credit Directive (MCD), and the Directive on Consumer Credit
Agreements).
improved consumer protection rules for distance marketing of financial services
and retail investment products.398

Under the new Markets in Financial Instruments Directive (MiFID II) transparency and
protection of consumers and investors has also been improved and the new rules should
ensure that the “design, marketing and distribution of products by investment firms

396

397

398

high risk trading activities from core lending and deposit taking activity, if there is perceived to be a risk
to the stability of the financial system. https://www.finextra.com/blogposting/12652/too-big-to-fail--eu-banking-structural-reform.
.
Goodhart Charles & Dirk Schoenmaker (2016). “The United States dominates global investment
banking: does it matter for Europe?” Bruegel http://bruegel.org/2016/03/the-united-states-dominatesglobal-investment-banking-does-it-matter-for-europe/.
KPMG (2011) “Solvency II. A closer look at the evolving process transforming the global insurance
industry” (www.KPMG.com).
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/consumer-finance-andpayments/consumer-financial-services/consumer-financial-services-policy_en#euactionsofar
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must be tailored to the target market. Firms must understand the products they sell,
and ensure that they are appropriate for the client. Remuneration and sales targets
should not incentivise staff to recommend inappropriate financial instruments to retail
clients.”399
Finally, consumer protection in insurance has been strengthened under the new
Insurance Distribution Directive (adopted in 2016), which governs the distribution of
insurance.400 The IDD replaces the Insurance Mediation Directive, widening its scope
and providing additional rules to ensure





greater transparency in the price and costs of insurance products;
a simple, standardised insurance product information document (IPID) providing
clearer information on non-life insurance products;
where insurance products are offered in a package with another product or service,
consumers will have the choice to buy the main product or service without the
insurance policy;
transparency and proper business conduct to help consumers avoid buying
products that do not meet their needs.

Overall consumer protection has thus become much more ingrained and mainstreamed
in EU financial services regulation. Such rules (as well as all other measures taken with
respect to the EU financial services regulatory framework) necessarily also apply to any
foreign providers, which may pose challenges in trade negotiations (limited willingness
and ability to make commitments due to diverging standards / inability to supervise).
Establishing and working towards (the development / adoption of) international
standards in this and other areas related to financial services regulations would help in
overcoming such barriers.
Technology and consumers
As has been noted by several sources, EU banks and financial services providers are
facing other challenges to their competitiveness than the crisis and regulations401 driven
largely by technology, and customers (changing consumer preferences, expectations
and trust) in combination with regulations. Thus, as PWC notes “technology and capital
markets are evolving with increasing speed. These changes are challenging the business
models of today’s banks as alternative providers emerge across almost all aspects of
the ’banking spectrum’, including the core functions.”402 These new providers (Fintechs)
use new and innovative information technologies to reach and interact with consumers
– meeting a demand for more speed, convenience and relevance on the part of the
consumer. These trends are set to continue as barriers to entry for new banks or even
non-banks to provide formerly ‘core’ banking services will continue to decline. Thus on
the transaction side there is an increasing number of alternative payment systems
challenging the banking sectors core function of providing financial transaction services
(e.g. Google Wallet, Apple Pay, Facebook Pay, Samsung Wallet, etc.) – all with a banking
licence. A recent start up in the Netherlands even explicitly markets itself as a non-bank
and relies on IT skills rather than banking skills.
As regards the traditional banking role of providing capital, there is a substantial
increase in so-called alternative finance providing financing solutions to companies or

399
400

401

402

http://www.linklaters.com/pdfs/mkt/london/MiFIDII_The_new_investor_protection_regime.pdf
Insurance distribution means to sell, propose to sell, advise on or carry out other work to prepare an
insurance contract. It includes dealing with claims after an insurance event.
E.g. Accenture (2013), PWC (2014), Ernst & Young (2015) and Morgan Stanley (2015)
(http://www.morganstanley.com/ideas/p2p-marketplace-lending/).
PWC (2014) “The future shape of banking. Time for reformation of banking and banks?”.
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even individuals. A recent study by the University of Cambridge and Ernst and Young
(2015) concluded that:
“Until very recently, crowd and peer-to-peer financing activity was seen by many
observers – particularly those within incumbent financial institutions – as a tiny niche
with little prospect of ever impacting the broader financial system. Not any more. Our
findings in this European Alternative Finance Benchmarking Report suggest that these
new forms of alternative finance are growing quickly, and this growth is beginning to
attract institutional investors. Alternative finance, at least in some European countries,
is on the cusp of becoming mainstream.”403
It is by now widely recognised that in order to stay relevant and remain competitive, EU
services providers should thus not just improve their balance sheets and performance,
but also rethink their role and strategies in society given these alternative providers and
specifically embrace technology.
These changes and developments also have implications for policy makers as the scope
o the regulatory challenge widens and becomes more complex, with a core focus on
resilience of the network of markets and services rather than that of core institutions.404
Competitive pressures for the EU financial services sector seem to thus not so much
come from international competition from other existing (traditional) financial services
providers – the sector already operates globally in many cases – as it does from
innovations and a more fundamental change in the shape and business models of the
sector as a whole, necessitated by changing consumer demand, and the ensuring entry
of newcomers that - through technology - are better able to satisfy this demand.
The EU insurance industry is well developed and highly competitive, however, it has
been vulnerable to the effects of the crisis, as became clear in earlier sections and
recovery has not been straightforward. In addition insurance companies face similar
challenges as financial services providers as regards consumer trends and technological
change. Consumers can increasingly inform themselves online and even conduct their
transactions online. This cuts out the necessity of many of the traditional services
provided by insurers. See the box below.
Changing consumer behaviour in the insurance sector
“Non-life insurers are being left behind by the rapid changes in customer
expectations. Cover has become increasingly commoditised and decisions over
its purchase are almost entirely driven by price as many customers fail to
understand or underestimate its value. Customers have access to more
information than ever before, using social media and price comparison sites to
compare policies, prices and claims experience. Whilst, at the same time
customers demand simplicity and want quotes and prices at their convenience
via the platform they choose, access to help when they need it and to only
interact when renewing or making a claim.
Loyalty is reducing and customers will happily change insurer on a regular basis
and have little desire to forge a lasting relationship. Where customers are
looking at value rather than just price, they want policies tailored to their
requirements
and
to
be
only
paying
for
what
they
need.
(http://www.pwc.com/gx/en/industries/financialservices/insurance/publications/digital-non-life.html)
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University of Cambridge and Ernst & Young (2015) “Moving Mainstream. The European Alternative
Finance Benchmarking Report.” Robert Wardrop, Bryan Zhang, Raghavendra Rau and Mia Gray,
February 2015.
PWC (2014) “The future shape of banking. Time for reformation of banking and banks?”.
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Social perspective
On average the financial services sector employs medium to high skilled employees and
labour conditions in the sector in the EU are by and large good, as is average pay.
However, the recent financial crisis and ongoing consolidation as well as restructuring
(e.g. increasing use of IT and online communication and distribution channels) have put
pressure on employment in the sector. As such, recent ILO work covering financial
services and professional services has focussed on the employment effects of mergers
and acquisitions in banking and financial services as well as the impact of the financial
crisis on finance sector workers.
From a broader social perspective, the financial services sector plays an important direct
role in e.g. access to housing and private consumption. The crisis has clearly
demonstrated that this role needs to be properly managed and regulated, to protect
consumers from buying financial products that are overpriced, that they do not
understand, or need, or cannot afford. New EU measures to ensure better consumer
protection in the financial services sector aim to do just that (see previous section).
In addition to regulation, information technology and the entry of new players into the
market have allowed consumers to better inform themselves of financial products,
compare providers and opt for alternatives if they are unhappy with the services
provided by their existing bank, insurance agent, etc.
At an even higher societal level, the financial services sector can have a quite substantial
impact on the real economy. In essence, through financial intermediation capital flows
to the sectors that need it most for investments, thus encouraging investments and
indirectly employment and income. It should be noted though that the assumed positive
relationship between capital and economic growth is not linear, as Peetz & Genreith
(2011) point out. There are numerous examples from the recent past of countries in
which financial assets (measured in total bank assets) grew significantly faster than GDP
(e.g. Germany between 1990-2010 and Iceland between 2003 and 2008). This is due
to what economist have referred to as financialization, which describes the process
whereby “increasingly more corporate earnings and personal income result from
financial transactions as such and not from real economic growth, i.e. increased
production and related employment.” (Peetz & Genreith, 2011, pp.41). Financialisation
can affect the functioning of productive sectors in that it can distort normal supply and
demand principles and provides incentives that are not or no longer related to a
company’s core business and/or create negative social and environmental impacts. This
was clearly illustrated by the US car industry in the wake of the financial crisis. Having
focused more on the provision of financing rather than the production of cars (where
profits stemmed mainly from the former and not the latter) meant several of these
manufacturers had to be bailed out when the crisis hit to avoid companies going under
and thousands of people becoming unemployed.
As mentioned before, insurance services can play an important social role, providing
risk coverage and retirement funding.
Environmental baseline
There are limited direct environmental issues related to the financial services sector.
In recent years there is an increasing trend towards ‘paperless’ communication of
financial services providers with their customers in an effort to reduce wastage.
Generally, the increased use of modern information and communication technology has
implied less direct interaction, hence less travel, less buildings, staff, etc., hence a
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smaller environmental footprint. One could argue that counterbalancing this is the need
for large data processing centres, which are known to be highly energy intensive.
Indirectly, financial institutions can have environmental impacts through the activities
they fund or invest in. Some banks have come under public scrutiny for their financing
of e.g. heavily polluting industries, or companies engaged in unethical behaviour. CSR
issues in the sector thus relate as much to the banks themselves as the clients they
serve. The sector’s role in CO2 emissions should thus not be measured solely by a bank’s
physical operations, which typically have a modest climate impact, but also by “financed
emissions,” the greenhouse gas emissions induced by bank loans, investments, and
financial services. It has been argued that while it is increasingly acknowledged that the
financial sector has an important role to play in the reduction of emissions and the move
towards a low carbon economy, often banks do not disclose their financed emissions or
commit to any significant reductions.
There are signs of increased awareness among financial services providers of the issues
surrounding financed emissions and more broadly the important role the financial sector
has to play in achieving a “low carbon, climate resilient world.” In a recent publication
by a number of investor groups and networks on climate change numerous examples
are provided on how climate leadership is emerging in the finance sector, such as
initiatives by financial services providers in low carbon and energy efficiency finance and
investing, emissions reducing finance and investing, adaptation finance and investing
(primarily in developing countries), etc. While leadership is emerging in these areas, the
report concludes “The sector has come a long way but it is clear that much work needs
to be done, both by the industry and by governments. The task ahead is to build on
these actions and move them into mainstream finance.” To do so the report urges action
from both governments and the sector, as well as partnerships between these two. To
this, according to this report, the inclusion of NGOs should be added.

5.3.3. Trade barriers in the Financial Services sector: What will TiSA change?
Existing barriers
There are no tariffs or quotas on trade in services, but trade in services is often
obstructed by other trade and investment barriers and domestic regulation. Given their
large number and diverse nature, these barriers typically are hard to measure and
quantify.
the financial services are subject to a wide range of sector-specific regulatory measures,
making an assessment of the barriers for the sector a complex exercise, not least
because the structure of the industry and its regulatory framework have been rapidly
evolving since the 2007-2008 financial crisis. It should also be noted that not all services
are covered, both the World Bank and OECD focus on deposits and lending of bank for
finance, while services like investment banking services, trading activities and non-bank
investment are not covered. Similarly, in insurance, health insurance and pension
services are not covered due to their very different regulatory frameworks.
The STRIs of the World Bank and OECD show that most restrictions relate to foreign
entry, both in commercial banking and (even more so) in insurance. Common
restrictions under this area are foreign equity limits and nationality or residency
requirements for directors and managers and restrictions on legal form. Barriers to
competition also play a big role in some countries, mainly due the continued prevalence
of state ownership of financial institutions in several countries. Regulatory transparency
restrictions play a more prominent role in the commercial banking STRI than in the
insurance STRI.
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Overall the STRI among the TiSA participants is quite low, with the average level of
restrictiveness being higher for insurance. Nevertheless, as indicated earlier in the
report, TiSA is about reducing the binding overhang, i.e. the difference between bound
and applied policies. As the figures in Annex A show, for most TiSA countries, including
the EU, this implies relatively larger changes for the banking and other financial services
sector than for the insurance and insurance related services sector.
Expected changes brought about by TiSA
EU level of ambition for the financial services sector in TiSA
The EU proposal for financial services under the TiSA basically combines two existing
documents: the GATS Annex on Financial Services (adopted by all TiSA participants)
and the Understanding on Commitments in Financial Services. The latter has not yet
been adopted by all WTO members and TiSA participants. In addition the EU has
included text in its proposal from its recent FTAs, which many TiSA participants are not
yet familiar with. This relates notably to transparency and domestic regulation as well
as to a best endeavour provision regarding commitments to application and
implementation of internationally agreed standards (Article 12 of proposal, see annex
A).
As regards transparency and domestic regulation, the Commission has indicated:
“We propose to include an enhanced transparency provision in the financial
services chapter of TiSA. Transparency is particularly important with regard to
financial regulations. This provision would allow financial services suppliers from
other countries to be aware of regulatory changes and to comment on any draft
provisions in order to draw the attention of the regulator to any adverse effect
of the proposed regulation. Enhanced transparency provisions with regard to
financial services regulation are standard in many FTAs. To be noted that this
is only a best-endeavour provision, which would allow parties to deviate from
it in case of urgency.
We propose to include enhanced transparency standards with regard to the
licencing procedure. Consistency with relevant provisions of the DR chapter
would have to be ensured.”405
Regulatory transparency still poses a key restriction in several TiSA participants, hence
including this clause in the agreement could further open up some TiSA markets for the
EU.
With regards to the proposed provision on international standards the Commission
notes:
“This provision takes account of the importance to ensure sound and consistent
regulation of financial services by international regulatory bodies. It creates the
link between better regulation and further liberalisation of financial markets
through this agreement.” 406
The three components of the proposal represent increasing levels of complexity for the
negotiations. Thus, while the articles from the Annex provide no problems (all parties
agree), the Understanding has not yet been accepted by all parties and in some areas

405
406

http://trade.ec.europa.eu/doclib/docs/2014/july/tradoc_152688.pdf.
http://trade.ec.europa.eu/doclib/docs/2014/july/tradoc_152688.pdf.
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requires further explanation and discussion to finalise the text. The most complex issues
in the negotiations are presented by the text taken from other FTAs, which are only
supported by a small number of WTO members (and TiSA participants).
Given the fact that financial services trade is most open in Mode 3, as regards
commitments and reservations, the EU hopes to go beyond GATS in some areas of
cross-border trade (Mode 1) in insurance in particular. It would like to see Article 3 of
the Understanding (see annex A) included in the final agreement, involving cross-border
trade in insurance related to maritime shipping and commercial aviation, and goods in
international transit. In addition the EU is seeking for additional commitments in Mode
1 related to insurance services not directly provided to final consumers (i.e. reinsurance/retrocession) and in the provision and transfer of financial information and
data processing – while personal data protection regulation should obviously be
respected (also part of Article 3 of the Understanding).
At the time of this analysis, it was not clear to what extent the more complex issues will
be taken up in the final text of the agreement and if they are, in what form / to what
extent.407 However, it is clear that the EU level of ambition for financial services in TiSA
is to go beyond current GATS commitments and include new elements related to
transparency, domestic regulation and international standards (OECD, 2014). It should
be noted issues like regulatory cooperation, regulatory harmonisation and mutual
recognition (e.g. similar to TTIP negotiation texts) are not foreseen to be included in
TiSA.
It is interesting to see for which of the EU’s trading partners, changes may be most
significant. Table 5.32 below therefore presents all participants and considers their
current status with regard to the adoption of the Understanding and trade agreements
with the EU as well as their importance as a trade and investment partner to the EU. All
TiSA participants are WTO members and have adopted the GATS Annex on Financial
Services (column 2). However, not all have adopted the Understanding (column 3) and
not all have an existing trade agreement with the EU (or have one that is less
comprehensive than the more recent ones) (column 4). These countries are likely to
exhibit higher levels of restrictiveness vis-à-vis the EU or put differently, the effects of
concluding TiSA (as per EU proposal) would likely be more substantial for trade and
investment relations between the EU and these countries. If trade / investments with
such a partner is already significant (column 5) then TiSA could further enhance these
trade / investment flows.
Table 5.32 Overview of TiSA countries’ trade relations with EU
TiSA participants
(GATS Annex FS)
1

407

Australia

Understandin
g on
commitments
in FS
√

FTA / PTA with EU
X

2

Canada

√

√

3
4

Chile
Chinese Taipei

X
X

√
X

5

Colombia

X

√

6

Costa Rica

X

√

7

Hong Kong

X

X

Main EU trade
/ inv. partner
in FS
Yes

CETA (2016) comprehensive
EU-Chile FTA (2005)
Colombia-Peru FTA
(2012)
EU Central America
FTA (2013)

Yes
No
Yes
No
No
Yes

For a more detailed analysis of the EU offer, see also Lan, A. and Amarasekara (2016) Financial services
liberalisation and TiSA: implications for EU Free Trade Agreements, paper prepared for INTA, European
Parliament.
http://www.europarl.europa.eu/RegData/etudes/STUD/2016/578019/EXPO_STU(2016)578019_EN.pdf

218 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)

TiSA participants
(GATS Annex FS)

Understandin
g on
commitments
in FS

FTA / PTA with EU

8

Iceland

√

√

9

Israel

X

√

10

Japan

√

X

11

Liechtenstein

√

√

12

Mauritius

X

√

13

Mexico

X

√

14

New Zealand

√

X

15

Norway

√

√

16

Pakistan

X

X

17

Panama

X

√

18

Peru

X

√

19

Korea

X

√

20

Switzerland

√

√

21

Turkey

√

√

22

US

√

X

EEA EFTA
comprehensive
PTA – only covers
cooperation in FS
Under negotiation
EEA EFTA
comprehensive
EPA
EPA / PCA (in
process of
modernisation)

Main EU trade
/ inv. partner
in FS
Yes (EFTA)
No
Yes
Yes (EFTA)
No
(Yes)
No

EEA EFTA
comprehensive

Yes (EFTA)
No

EU Central America
FTA (2013)
Colombia-Peru FTA
(2012)
EU-Korea FTA
(2011)
comprehensive
PTA (Bilateral
approach) – does
not cover FS
Customs Union does not cover FS
(TTIP under
negotiation)

No
No
(Yes)

Yes
No
Yes

The table indicates that the potential for increased trade and investments seems
promising for countries such as Hong Kong, to a lesser extent Chinese Taipei and
possibly Australia. For the US and Japan, the story is somewhat more complicated, as
FTA negotiations with these trading partners are ongoing and commitments on FS in
these agreemente are likely to be more substantial than what is proposed in TiSA.
5.3.4. Expected impacts of TiSA in the Financial Services sector
Economic impacts
Before turning to the modelling results as a first step in our impact assessment, it is
important to recall the relatively limited role of cross-border trade in the sector.
Combined with the fact that Mode 3 is only included in the model to the extent that is
affects cross-border trade and thus not fully reflected in the results, this implies that
the results presented here give only a first indication and are most likely an
underestimation of the impacts. The more so since restrictions on foreign entry still exist
in most TiSA countries and some reduction in these restrictions could be achieved by
TiSA (although this will also depend on the extent to which countries will make
reservations on market access and national treatment in their schedules), encouraging
FDI or expansion of existing investments.
The model results show limited but positive impacts for finance and insurance (%
change as compared to baseline). And although the expansion is small, the sectors are
expected to increase most relative to other sectors.
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Table 5.33 Economic indicators
Indicator
Output
Export value
Import value

Finance
0.1
4.2
4.2

Insurance
0.2
1.5
1.7

The main impact of the TiSA according to the CGE model is expected on trade flows and
particularly in financial services: both extra-EU finance exports and imports are
expected to increase by just over 4 percent. Output is also expected to increase, but
only very slightly. This suggests that the increased trade will mostly be intra-industry
trade.
The expected impacts for insurance are more limited in terms of trade, with an expected
increase in exports and imports of 1.5% and 1.7% respectively. In contrast, the change
in output is larger for this sector. This small, but relatively large effect compared to the
changes in other sectors, is driven by the increased demand stemming from the small
expansion of other services sectors. Such interlinkages are included in the model as it
is based on input-output databases and thus the value chain effects are already reflected
in the model outcomes. A closer look at the modelling results shows that an increased
demand from the sector finance is most important in this respect: it accounts for
approximately 30 percent of the increase in the insurance sector’s output.
In insurance, these effects will most likely be in the area of reinsurance as this is one of
the focus areas of the negotiations, although specific areas of direct insurance (e.g.
maritime shipping) could also account for some of the positive expected impacts for
insurance trade. In financial services it is hard to identify specific sub-sectors that would
see the most impact.
As indicated, these direct effects do not reflect potential effects on FDI – as this is not
included in the model. Given the important role of FDI in the sector and the strong links
between trade and investment (where increases in one generally lead to increases in
the other) as well as the ambitions of the EU to achieve more commitments on Mode 3
from other TiSA participants, we expect that FDI impacts of the Agreement will also be
significant (obviously depending on the level of ambition achieved). This relates to both
inward and outward FDI in the sector and subsequent foreign affiliates trade. The
magnitude of this effect is impossible to predict, but would most likely be more
substantial than the (cross-border) trade impacts, in accordance with the nature of trade
and investment in the sector.
Building on these direct impacts, we consider here the further, indirect economic
impacts from TiSA on financial services. Following common economic reasoning, a
reduction in trade and investment costs leads to increased efficiency and this may
translate into lower (consumer) prices. Whether such a savings pass through will indeed
take place is hard to predict with any certainty, but increased competition is generally
seen as having a price lowering effect.
Other indirect effects through the sector’s pivotal role in the economy (as lender of
capital, bridging buyers’ and sellers’ needs, manager of risks, and provider of
infrastructure for payments, etc.) are harder to evidence. Increased trade and income
for financial services providers could improve their RoE and liquidity, but whether this
translates into more or easier lending for consumers and SMEs, more transparency or
better alignment with consumer demands is uncertain. Especially since the expected
output gains from TiSA are very limited.
Overall, however, there is by now an ample literature that examines the impact of
financial liberalisation on host economies and host financial systems and this seems to
support the potential positive indirect impacts described above. Thus, according to
Rouzet et al (2014)
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“Cross-country evidence as well as case studies show that the presence of
foreign banks is generally linked to greater competition in the banking market
as it forces domestic banks to become more efficient, improves the quality of
the lending techniques and lowers net interest margins, cost ratios and rents
(Claessens et al., 2001; Claessens and Laeven, 2004; Cull and Martínez Pería,
2010). The entry of foreign banks also tends to enhance access to banking
services for SMEs and households, especially compared to state-owned banks,
despite fears that foreign banks may “cherrypick” high-quality borrowers (Beck
et al., 2004; Clarke et al., 2006; De Haas et al., 2010). The evidence on the
impact of foreign banks on financial stability is somewhat more mixed. On the
one hand, foreign banks improve the resilience of host economies to domestic
shocks. (….) On the other hand, there is also evidence that home country
shocks or shocks from third countries can be transmitted to host countries
through reduced credit by foreign bank subsidiaries (Peek and Rosengren,
2000; Schnabl, 2012).”
Although empirical evidence remains scant, in general, foreign insurers are
likely to enhance competition in the host market by increasing incentives to
innovate in products and marketing and by providing customers with greater
choice. They can transfer know-how about efficient techniques of information
collection, claims management and risk management. They are also typically
part of larger risk pools than domestic insurers, which can enable them to
charge lower and more stable premiums as well as to insure risks that domestic
companies are unable or unwilling to take on.”
Source: Rouzet, D. et al. (2014), “Services Trade Restrictiveness Index (STRI):
Financial Services”, OECD Trade Policy Papers, No. 175, OECD Publishing.
http://dx.doi.org/10.1787/5jxt4nhssd30-en.
In terms of forward and backward linkages, positive impacts from the increase on
financial services outputs and trade could benefit in particular other services, notably
real estate and business services.
Social impacts
The employment impacts for the financial services sector are expected to be very
modest (see Table 5.34). The gains are lower than output increases and much lower
than trade increases - possibly reflective of the increasing use of e.g. online and
electronic methods of transaction.
Table 5.34 social indicators
Indicator

Finance

Insurance

Low skilled employment

0.0

0.2

Medium skilled employment

0.0

0.2

High skilled employment

0.0

0.2

We note here once again that these outcomes do not include potential employment
generation through FDI, e.g. in foreign affiliates. Given that TiSA is likely to contribute
to an increase in FDI flows between the EU and at least several TiSA participant
countries, employment changes may be more substantial. It is hard to predict to which
extent employment through FDI would indeed increase as there are several other issues
at play. For instance, foreign affiliates may in part be staffed by foreign employees,
partly at the expense of employment in the source country of FDI, in which cases the
net effects would be unclear.
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As regards other social issues, such as rights to work, job opportunities, job
displacement, etc. the expected changes in employment as predicted by the model seem
too small to have any substantial impact in these areas. However, through FDI such
issues could be affected. For instance if such FDI would take the form of mergers or
acquisitions, this may well have implications for employment and job security of finance
sector workers, while job losses or opportunities could be regionally concentrated.
Labour mobility between countries in the EU is typically lower than within them.
Regarding impacts on consumers, as mentioned under the economic impacts, TiSA could
have a positive impact on consumer prices and choice of products / providers. As regards
consumer protection limited impacts are expected. For Mode 3 the EU regulatory
framework with its protections for consumers continues to apply. Cross border
commitments are only taken in very limited areas and mostly regarding B2B financial
services. Possible challenges may arise from transactions conducted online across
borders and how to regulate / supervise these.
Environmental impacts
There are no GHG impact estimations for the sector. Direct environmental impacts from
the implementation of TiSA are expected to be limited to negligible. Increased output in
the EU would likely lead to some increase in the use of energy and electronic equipment
and the generation of electronic waste. The increases in trade predicted by the model
would not have the same type of environmental impacts as trade in goods does, as
transportation plays a minimal role in financial services trade. Some increases in
business travel may be expected, with some negative environmental implications.
As indicated, the sector’s contribution to environmental impacts through ‘financed
emissions’ and its exposure to so-called ecological imbalances is much greater than its
direct environmental footprint. It is widely acknowledged that the sector can play an
important role in a transition toward a more sustainable low carbon economy not just
by reducing its involvement in polluting industries, but also through e.g. the financing
and investing in clean technologies, energy efficiency initiatives, and the like. It is
unlikely that TiSA will have a substantial impact in this respect, although it could provide
a platform for discussion between the participants on such issues.

5.3.5. Synthesis and policy recommendations
Synthesis
The EU financial services sector including insurance plays an important role in the EU
economy. Not just in terms of its contributions to value added, employment, etc., but
crucially due to its systemic role within the economy as a whole; the financial sector
provides intermediation services between providers and users of capital, its key
functions including facilitating transactions, mobilising savings; allocating capital funds;
monitoring managers; and transforming risk. Insurance companies provide risk
coverage and retirement funding. Thus the transactions that are enabled by the sector
such as the provision of a loan to an SME, derived from deposits or capital markets and
backed by securities, play an important role in the ability to invest and spread risks. On
the flip side, if not properly managed, the sector can also be a source of financial and
economic instability as was clearly demonstrated by/in the financial crisis.
The EU financial services sector is one of the biggest globally. The EU28 is the main
exporter both of insurance and pension services and of other financial services
(banking/securities). The extra-EU28 exports share in global insurance and pension
services exports in 2014 was approximately 35 percent and in financial services exports
24 percent. The EU is also a substantial foreign investor and recipient of foreign direct
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investment. Main trade and investment partners include notably TiSA members. It is
important to note the relatively limited role of cross-border trade in the sector (globally)
and the important role of investment.
The financial crisis of 2008 and the following Eurozone crisis in 2011 have had a
significant impact on the performance of the EU financial services sector. The global
crisis hit hard in the EU and recovery has been slower than in some other markets. The
crisis had an immediate effect on the sector, but it also triggered new regulations and
a comprehensive regulatory reform process for the sector, which provides both
challenges and opportunities for the sector. At the same time technological changes and
interlinked changing consumer preferences and behaviour are having profound effects
on the sector. For existing players this has posed challenges, while it has also provided
opportunities for new comers or players originally coming from other sectors.
The EU level of ambition for financial services in TiSA is to go beyond current GATS
commitments and also include new disciplines, for instance on transparency and
licencing procedures. It should be noted that regulatory cooperation in financial services
(as envisaged in the EU's trade negotiations with the US and Japan) are not foreseen to
be included in TiSA.
The model results show limited but positive impacts for finance and insurance (%
change as compared to baseline) due to the implementation of TiSA. While the
expansion is small, the sectors are expected to increase most relative to other sectors.
The main impact of the TiSA according to the CGE model is expected on trade flows and
particularly in banking and other financial services: both extra-EU finance exports and
imports are expected to increase by just over 4 percent. Output is also expected to
increase, but only very slightly. This suggests that the increased trade will mostly be
intra-industry trade.
The expected impacts for insurance and insurance related services are more limited in
terms of trade, with an expected increase in exports and imports of 1.5 percent and 1.7
percent respectively. In contrast, the change in output is larger for this sector. This
small, but relatively large effect compared to the changes in other sectors, is driven by
the increased demand stemming from the small expansion of other services sectors.
Such value chain effects are already reflected in the model outcomes and a closer look
at the modelling results shows that an increased demand from the sector finance is most
important in this respect: it accounts for about 30 percent of the increase in the
insurance sector’s output.
The relatively limited role of cross-border trade in the sector combined with the fact that
Mode 3 is not fully reflected in the results implies that the results presented only give a
first indication and are most likely an underestimation of the impacts. The more so
since restrictions on foreign investment in financial services still exist in most TiSA
countries and some reduction in these restrictions could be achieved by TiSA (although
this will also depend on the extent to which countries will make reservations on national
treatment / market access in their schedules), encouraging FDI or expansion of existing
investments.
Social and environmental impacts are expected to be insignificant.

Policy recommendations


In recent years there have been various efforts to improve supervision and consumer
protection in the finance and insurance sectors. TiSA should not undermine recent
measures and progress made in these areas; the principle of equivalence should
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remain paramount. In this respect we also recommend to pursue flanking measures
at international level (see below) and to include the clause on adoption and
implementation on internationally agreed standards.


With innovation in service delivery over the last decades, it is not always clear under
which mode a service in this sector is traded. Therefore we recommend to develop
clear definitions for trade Modes concerning notably online retail financial services
transactions (Mode 1 or Mode 2) in order to ensure the appropriate commitments
are made taking full account of supervision, consumer protection and other
regulatory issues.



With increased trade and FDI it is likely that information flows and the transfer of
data will increase as well; any transfer of personal data outside the EU should comply
with EU legislation on personal data protection



Given that finance and insurance are affected by the performance of other sectors
or horizontal issues as well, it is important to consider closely related issues in other
negotiation areas to avoid duplication, contradiction or unintended effects in the
financial services sector, e.g. in enabling sectors such as ICT.



As a flanking measure, we recommend to push for standards at international level
(in the various existing international forums) specifically in new areas where
regulation and standards are not yet or still being developed (e.g. how to regulate /
supervise Fintechs).



Similarly, it is important to continue the process of reform in the EU sector
(improving regulation, supervision and integration). Closer financial integration
within Europe could also benefit other TiSA participants and could enhance TiSA’s
impacts through FDI.

ICT services and telecommunications
This sector study combines two related, but different sectors, computer services and
telecommunication. Both sectors are often subsumed under the broader label of
information and communication technologies (ICT). At the same time these sectors
differ significantly in terms of their structure and characteristics. Computer services are
intensive in skilled labour, and are predominantly exported via mode 1, from the
territory of one country into the territory of any other country, and mode 2, in the
territory of one country to the service consumer of any other country. Of importance for
computer services, more so than for other service sectors, are also exports via mode 4,
by a service supplier of one country, through the presence of natural persons of a
country in the territory of any other country. Exports via mode 4 are usually in
conjunction with exports via mode 1 or mode 2, given that client visits or on-site work
for clients are usually complementary to exports via mode 1 and 2.408
In contrast, telecommunication is capital intensive, with strong economies of scale, and
is dominated by large firms. Exports are predominantly via mode 3, sales through a
commercial presence. Given the importance of foreign direct investment for
telecommunication, important issues for this sector are issues of restrictions of foreign
access, domestic regulation and competition.
Telecommunication is covered in a GATS annex on telecommunication services, as an
outcome of the Uruguay round negotiations. In addition, a large number of countries

408

See Dossani and Kenney (2007), Hovhannisyan and Keller (2015), and Nordås et al. (2014).
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has made commitments related to telecommunication in the GATS schedule of
commitments. These cover, depending on the country, issues such as market access,
foreign direct investment, the cross-border flows of telecommunication services and
best practices in domestic telecommunication regulation.
TiSA is meant to build on GATS and to retain the architecture of GATS, to the extent
possible, to allow for future multilateralization.409 TiSA mainly intends to further bind
applied policy. Telecommunication will be covered in a dedicated annex to TiSA.
Computer services will not, but an issue of importance to this sector, the free movement
of natural persons, will be. The annex on the movement of natural persons is not
expected to go substantially beyond existing GATS commitments. In particular, the
focus will be on requiring transparency on immigration procedures and will focus on
facilitating the movement in three categories, intra-company transferees, business
visitors and contract workers.
Similarly, the annex on telecommunication is also not expected to go substantially
beyond existing GATS commitments. In particular, the annex is expected to require
interoperability of telecommunication networks, transparency on licenses and
procedures in the telecommunication sector, and non-discriminatory access to undersea
cables or spectrum. The annex is also expected to offer some general principles on
competition and regulatory issues, and will require regulatory authorities to be impartial
and that countries offer a domestic dispute resolution mechanism.

5.4.1. Computer and telecommunication service sector in the EU
Sector classification
Computer services include services such as computer programming, the designing and
managing of computer systems, and information services such as web search portals,
data processing, and hosting activities. In NACE revision 2 computer services are
covered by the subsectors J62, computer programming, consultancy and related
activities, and J63.1, data processing, hosting and related activities; and web portals.
The latter excludes sector J63.9, other information service activities, including news
agency activities or phone based information services.410 Coverage of computer services
in NACE revision 2 is identical to coverage in the International Standard Industrial
Classification (ISIC), corresponding to ISIC 62 respectively ISIC 63.
In GTAP computer services is included in sector 54, Other Business Services: real estate,
renting and business activities, which for the purpose of the CGE model has been split
into two smaller sectors, computer services itself (“ICT services”) and business and
professional services.
Telecommunication services includes the transmitting of voice, data, text, sound and
video via wired, wireless or satellite telecommunication technologies. In NACE revision
2 telecommunication services are covered by the subsector J61, telecommunications,
which is further broken down by the type of telecommunication infrastructure used.
Coverage of telecommunication in NACE revision 2 is identical to coverage in the
International Standard Industrial Classification and corresponds to ISIC 61. In GTAP

409

410

This approach is not without problems, as stakeholders see a need for a unified approach to
telecommunication, e-commerce and ICT services that goes beyond the outdated structure of GATS (see,
for example, ETNO, 2016).
Some data or indices are only available for coarser classifications at the two digit level, combining both
J63.1 and J63.9 into the larger sector J63. For all practical purposes this is not a significant issue, as
J63.9 is small compared to J63.1, and as J63 is small compared to J62, in terms of turnover, valueadded or number of employees.
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telecommunication is covered by sector 51, which also includes postal and courier
services. Although from a quantitative perspective both are important sectors,411 as we
will see later their grouping into one sector is unlikely to have consequences for the
interpretation of the CGE modelling results.
Table 5.35 Sector Classification
Sector

GTAP 8 code

NACE 2.0 code

Computer Services

54 - Other Business

J62 - Computer programming, consultancy

Services: real estate,

and related activities

renting and business

J63.1 - Data processing, hosting and related

activities

activities; web portals
J61 - Telecommunications

Telecommunication

51 - Communications: post
and telecommunications

Economic/international perspective
Both computer services and telecommunication are relatively small sectors in terms of
their contribution to GDP and employment (see Table 5.36Table 5.36 ). Computer
services contribute about 3.3 percent to the value-added of the business economy,412
excluding financial services, whereas telecommunication services contribute about 2.7
percent. In contrast, the number of employees constitute 2.1 percent of all employees
for computer services and only 0.7 percent for telecommunication, indicating that both
sectors, and particularly telecommunication, are characterized by relatively high labour
productivity.
At this level of aggregation country differences in sectoral specialization are relatively
small. In terms of value-added and number of employees telecommunication services
are relatively larger in small countries such as Cyprus or Luxembourg, and in poorer
countries such as Romania or Croatia. Computer services, in contrast are relatively
larger in richer countries. Bulgaria is an important exception, reflecting Bulgaria’s
specialization in computer services.
Table 5.36 EU industry statistics, computer services and telecommunication
Computer Services
Number of enterprises
Turnover (billion €)***
Value added (billion €)
Number of employees
Telecommunication
Number of enterprises
Turnover (billion €)
Value added (billion €)
Number of employees

2010*

2011

2012

2013

609,000*
360.6
174.4***
2,648,900

645,000**
400.0**
n/a
2,803,800**

n/a
419.7
233.3
2,922,600**

733,200**
437.1
244.2**
3,043,300**

40,187
420.1
n/a
1,100,000**

41,138
413.0**
174.8
1,048,000

43,137
400.0**
169.0**
997,800

45,415
380.9
159.0
1,000,000**

Source: Eurostat (2014b); Notes: * EU-27, excluding Croatia, ** estimate, *** excluding J63, information
services.

Given strong economies of scale in the telecommunication, but not the computer service
industry, a key difference between telecommunication and computer services is
enterprise size and the number of firms (see Table 5.37). In telecommunication the size

411

412

In 2013 in the EU-28 total turnover of was 381 billion Euro for telecommunication and 109 billion Euro
for postal and courier services. Telecommunication employeed 1.00 million employees, whereas postal
and courier services employeed 1.75 million employees (Eurostat, 2014).
The business economy, including financial services, covers NACE sectors B to N, and in particular
excludes agriculture, the public sector, health, education, among others.
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distribution is heavily skewed towards large firms. Firms employing 250 or more
employees constitute less than two percent of all firms, but are responsible for 85
percent of the industry’s turnover, 89 percent of the industry’s value-added, and 81
percent of the industry’s employment. In contrast, for computer services, firms
employing 250 or more employees constitute only about 0.5 percent of all firms, and
are responsible for 52 percent of the industry’s turnover, 50 percent of the industry’s
value-added, and 41 percent of the industry’s employment.
Table 5.37 EU industry statistics by size class, computer services and
telecommunication
Number of employees
Computer Services

2-19

20-49

50-249

250 - more

Number of enterprises
Turnover (billion €)***
Value added (billion €)
Number of employees

175,873*
52,075
26,617.7
597,000

12,841*
54,516.6
27,309.8
401,800

6,622*
99,082.4
51,038.8
671,200

1,290*
225,672.9**
104,215*
1,138,200

14,100*
9,538.5
2,645.7
54,200

1,414
15,642.9
4,535
46,400

721
31,054.1
9,810.2
82,000

304
311,351.9
137,969.7
777,900

Telecommunication
Number of enterprises
Turnover (billion €)
Value added (billion €)
Number of employees

Source: Eurostat (2014b); Notes: *estimate, **excluding Czech Republic, Finland, Greece, Latvia, Lithuania,
Netherlands, and Sweden.

The size distribution is even more skewed for the very upper end of the size distribution.
The largest European telelecommunication companies by turnover, Deutsche Telekom,
Vodafone and Telefónica, are all among the two hundred largest publicly traded
companies in the world, each employing between 80,000 and 220,000 employees and
generating a turnover in excess of $50 billion (Forbes, 2016). In contrast, the largest
European computer service companies by turnover, Capgemini, RELX, and Iliad,413 are
not even among the one thousand largest publicly traded companies in the world, each
generating a turnover of less than $15 billion, and employing between 30,000 and
180,000 employees (Forbes, 2016).
Compared to other service sectors inward and outward foreign direct investment in both
computer services and telecommunications is relatively small.414 Although in terms of
turnover computer services is the larger sector, substantially larger foreign direct
investment positions for telecommunication reflect that mode 3, sales through a
commercial presence, is the dominant mode of supply for telecommunication
services.415 Foreign direct investments positions for telecommunication are also driven
by few very large investments, such as, for example, Telefónica acquisition of Vivo in
Brazil or TeliaSonera’s investment into MegaFon in Russia.

413

414
415

This excludes Accenture, incorporated in Ireland and prior to that in Bermuda, but with strong roots in
the US and listed at the New York Stock Exchange.
Financial services dominate service FDI, with 71 percent of inward and 58 percent of outward FDI.
Given the relience of telecommunication on local infrastructure, this likely will not change anytime soon,
even with the emergence of mobile virtual network operators or other innovative business models.
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Table 5.38 Inward and outward FDI, in million Euros for 2012
Number of employees
Computer Services*
Extra EU-28
United States
China**
EFTA

Inward FDI

Outward FDI
54,914
16,108
46
1,933

71,100
43,904
726
1,236

Canada

671

12,966

Russia

113

1,152

Japan

992

11,478

Brazil

-9

696

138,429
10,294
53

388,581
82,593
622

1,554

6,898

602

1,054

59

16,395

33
-4
8,192

693
23,665
7,578

Telecommunication
Extra EU-28
United States
China**
EFTA
Canada
Russia
Japan
Brazil
All other service sectors

Source: Eurostat (2013); Note: * including J62 and J63, ** including Hong Kong and Macau SAR.

For both computer services and telecommunication, Europe is more a source of foreign
direct investment, and not a destination. North America is by far the most important
source and destination of European foreign direct investment, in particular for computer
services. For computer services, North America has a share of almost 80 percent of
European FDI stocks abroad and accounted for 31 percent of all European inward FDI
stocks. For telecommunication, North America had a share of 22 percent of European
FDI stocks abroad and accounted for 8 percent of all European inward FDI stocks.
Blonigen (2005) suggests two distinct motivations for foreign direct investment, market
access (horizontal FDI) and access to resources such as low wage labour, knowledge or
natural resources (vertical FDI). We suspect that for telecommunication market access
is the dominating motive for foreign direct investment, given that telecommunication
services are predominantly supplied via a commercial presence, i.e. mode 3. Large
country differences in the foreign direct investment position, both inward and outward,
can only partially be explained by market size. This suggests the existence of important
barriers to foreign direct investment and hence a substantial potential for higher foreign
direct investment if barriers are reduced or eliminated.
It is less clear what the motivation for foreign direct investment in computer services
is. Country differences in FDI stocks are even more pronounced than for
telecommunication. At the same time it does not seem conceivable that barriers are
higher than in politically and economically more sensitive telecommunication.416 A
possible explanation is that access to knowledge and possibly low wage labour is the
dominant motive for computer services FDI.

416

Indeed, both the World Bank and OECD Service Trade Restrictiveness Index record less restrictions
related to foreign entry for computer services than for telecommuniction.
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Table 5.39 EU trade in computer services and telecommunication, in million Euros
Number of employees
Computer Services*
Exports
Imports
Trade Balance
Telecommunication
Exports
Imports
Trade Balance

2010

2011

2012

37,833
14,808
+ 23,024

41,224
15,494
+ 25,730

43,505
17,787
+ 25,718

12,913
11,548
+ 1,365

13,801
11,672
+ 2,128

14,941
12,283
+ 2,657

Source: Eurostat (2013); Notes: * including J62 and J63.

The different dominant modes of supply of computer services and telecommunication
are also reflected in international trade figures. Computer services dominate, with
exports of 43 billion Euro to countries outside the EU, and exports of 14 billion Euro for
telecommunication. To tell the whole story, international trade data can be combined
with foreign affiliate statistics (FATS). Here foreign affiliates of EU firms in
telecommunication had a turnover of 113 billion Euro in 2013, whereas foreign affiliates
of EU firms in computer services had a turnover of at most 55 billion Euro. The latter
number, importantly, includes both computer services and publishing activities and
cannot be broken down into its subsectors. Nevertheless, these numbers reflect the
different modes through which computer services and telecommunication are supplied.
These numbers also indicate that if all modes of supply except mode 4, movement of
natural persons, are taken into account, telecommunication exports would likely
dominate.
With 18 billion Euro computer service imports into the EU are similar in magnitude to
telecommunication imports of 12 billion Euro. This does not fundamentally change after
taking into account foreign affiliate statistics, which report a turnover of 193 billion Euro
for foreign-controlled computer service firms (including J62 and J63) and a turnover of
only 142 billion Euro for foreign-controlled telecommunication firms. Taken together,
export and import figures also indicate a substantial trade surplus in computer services
and more or less balanced trade for telecommunication, indicating a pattern of
specialization and comparative advantage.
This of course does not take into account trade in value-added, with both computer
services and telecommunication potentially providing important inputs to other export
industries. While no aggregate data is available for the EU, OECD (2015a) provides data
on trade in value-added for individual OECD countries. Consider the case of Germany.
In 2011, Germany’s computer services value-added exports to other EU countries and
the rest of the world are $35 billion. Of this $27 billion are sourced domestically and
about $6 billion from other EU countries. Of computer service value-added exports of
$35 billion, less than one half, $15 billion, were in the computer service sector itself.
Instead, a large part of computer service value-added exports, $15 billion, are
embedded in manufacturing exports.
Breaking down exports and imports by destination and source country shows that both
exports and imports are heavily concentrated in few destination and source countries.
In particular, the US and Switzerland are important trade partners in both sectors.
Telecommunication, even at country level, is characterized by balanced trade, indicating
an intra-industry trade pattern. Trade in computer services, in contrast, is characterized
by unbalanced trade at the country level, with the EU running substantial trade
surpluses with countries such as Russia, Japan or China. Somewhat more balanced
trade, in relative not absolute terms, the EU runs with the US, Switzerland or India.
Intra-industry trade with these countries is possibly indicate of deep interlinkages with
the computer service industry in these countries.
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Table 5.40 EU imports and exports, in million Euro, for 2012

United States

Computer Services*

Telecommunication

Exports

Exports

Imports

Imports

11,269.7

8,559.0

2,604.6

1,998.6

Switzerland

5,225.8

2,343.5

1,766.2

1,180.1

Norway

1,679.9

501.8

381.9

363.5

683.5

129.1

357.5

211.4

Brazil
Russia

2,163.2

205.7

626.4

410.7

India

1,551.3

1,973.2

283.4

228.8

Japan

2,909.7

262.1

215.3

122.0

987.5

439.2

182.5

327.9

1,972.0

516.9

362.3

356.7

Canada
China**

Source: Eurostat (2013); Note: * including J62 and J63, ** including Hong Kong and Macau SAR.

For telecommunication TiSA would include most of the EU’s most important trade
partners, but at the same would exclude important destination countries of EU outward
FDI, in particular, Brazil and Russia. For computer services the TiSA, in contrast, would
exclude some of the EU’s most important trade partners, in particular China, India, and
Russia, but would cover the most important destination countries for EU outward FDI.
Trend and challenges in the sector
Computer services, as a relatively novel sector, has rapidly expanded in the last twenty
years. Between 1999, the first year data is widely available, to 2013 industry turnover
in the EU-25417 has more than doubled, from 204 billion Euro to 437 billion Euro.
Industry turnover in telecommunication, in contrast, has only increased from 279 billion
Euro to 380 billion Euro, and has even shrunk since the 2008 global financial crisis.
Both sectors can be described as rapidly changing, in terms of technologies and business
models employed. These changes have been shaped by the fundamentally different
structures of both sectors. Computer services’ industry structure is heterogeneous, with
large behemoths such as Google, Microsoft, or in Europe, SAP or Capgemini on one side,
and individual freelance programmers and IT consultants on the other side. Of central
importance to the sector is skilled labour as a factor input. Economies of scale are
present in the form of agglomeration effects, with computer service firms tending to
locate in geographical clusters (Forman, Goldfarb and Greenstein, 2016; Van Oort and
Atzema, 2004). Given the central role of skilled labour in the industry, issues such as
immigration policies aimed at high-skilled migrants, and the offshoring of computer
services to countries such as India are important and frequently feature in public
debates.
Telecommunication, in contrast, with its reliance on infrastructure is capital-intensive,
and is subject to strong economies of scale. While state-owned telecommunication
monopolies have been increasingly privatized, the industry is dominated by monopolies
for landline telephony and oligopolies for mobile telephony. At the same time, despite
their differences, telecommunication and computer services are often predicted to
converge. The major impetus for this convergence are next-generation, all IP networks,
based on the internet protocol, transmitting both voice and data on the same network.
At the same time, both sectors still face distinctive challenges related to new business
models and disruptive technologies. For computer services, examples include the
business model of software as a service (SaaS), delivered by the cloud, or big data and

417

For the time period between 1999 and 2013 no consistent data is available that includes all 28 EU
countries, including Bulgaria, Croatia and Romania.
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machine learning as disruptive technologies. For telecommunication, examples the
business model of mobile virtual network operators, or disruptive technologies such as
voice-over-ip services such as Skype.
The consulting company ATKearney (2014) identifies several key challenges for the
European ICT industry, i.e. computer services, and the software and hardware industry.
First, the fragmented nature of the common European market and the lack of a digital
single market does not allow European firms to fully exploit economies of scale. Second,
European firms face difficulties in accessing finance. In particular, lending by nonbanking institutions such as venture capital funds is poorly developed. Similarly,
European firms receive little state support, both directly and indirectly, through
government procurement or support for research and development. Third, European
firms face skills shortages, with relatively few EU students in mathematics, engineering
and computer science compared to the US or East Asian countries. This skills shortage
is neither filled by internal migration, given a lack of mobility within the EU, nor is it
filled by skilled immigration from outside the EU. Lastly, the business structure and
culture is not conducive to the challenges the sector faces, given a lack of
entrepreneurial culture and a lack of strategic planning and foresight.
The Digital Single Market initiative of the European Commission is meant to address
these challenges. The initiative is taking a three-pronged approach, focusing on creating
a unified market by reducing or eliminating internal barriers, on creating enabling
conditions that allow digital networks and services to grow, and on ensuring that the
wider economy benefits from digitalisation. Issues to be addressed within this initiative
include data protection rules, copyright rules, geoblocking or roaming charges for mobile
telecommunciation.
Social perspective
Both computer services and telecommunication provide well-paid jobs, with the average
pay in both sectors exceeding the average wage and salary in the wider economy by
about two thirds. High wages and salaries reflect high labour productivity. Measured as
gross value-added per employee, at about 80,000 Euro for computer services and about
170,000 Euro for telecommunication it considerably exceeds the gross value-added per
employee of about 55,000 Euro in the wider economy. High labour productivity is driven
by high levels of human capital in computer services and high levels of physical capital
in telecommunication, as evidenced by the labour share in production being about 37
percent for computer services, about 15 percent for telecommunication, and about 22
percent for the wider economy.418
Table 5.41 Employment and labour costs (per employee in Euro)
2010*

2011

2012

Computer Services
Number of employees

2,648,900

2,803,800**

2,922,600**

Wages and salaries

40,931**

40,639**

43,042

Social security

9,223***

n/a

11,049

1,100,000**

1,048,000

997,800

Wages and salaries

36,364**

42.739

41.558

Social security

10.909**

11.586

12.264

Telecommunication
Number of employees

418

Own calculations based on Eurostat (2013).
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2010*
Business
financial

Economy,

2011

2012

including

services419

Number of employees
Wages and salaries

113,501,000

n/a

115,444,400

24,266

n/a

25,425

6,615

n/a

6,985

Social security

Source: Eurostat (2014b), own calculations; Notes: * EU-27, excluding Croatia, ** estimated, *** without
J63.

While these statistics suggest favourable employment conditions in both computer
services and telecommunication, some issues have been noted by trade unions and
labour activists. Bobek and Wickham (2016), in a report for the progressive Think-tank
for Action on Social Change on employment conditions in the Irish ICT sector, note that
“jobs in these industries can usually be described as good”, judged by wages and general
work conditions. At the same time they note longstanding issues related to gender
imbalances, and emerging issues such as wage and benefit polarisation between the
upper and lower occupational ends within the industry, and the issue of forced mobility
through short-term contracts.
Computer services and telecommunication also have implications for human rights, in
particular in relation data protection and privacy. As Irion, Yakovleva and Bartl (2016)
describe, there is an inherent conflict between high European data protection and
privacy standards and attempts by recent trade agreements to offer non-discriminatory
market access, a conflict that can only partially be resolved by appealing to the general
exceptions of GATS article XIV.420
Environmental perspective
Mainly through electricity usage, computer services and telecommunication are
contributors to air pollution and the emission of greenhouse gases. In absolute terms
their contribution is small, with both sectors contributing only about 0.1 percent of all
carbon dioxide emissions. Put in relation to the two sectors contribution to GDP, both
sectors are among the least emitting sectors in the wider economy. Emissions of about
15 gram per Euro of value-added are by an order of magnitude smaller than emissions
of about 250 gram per Euro of value-added for the wider economy. Even compared to
other service sectors emissions per Euro of value-added are small, with only financial
services recording a slightly more favourable ratio.
Table 5.42 Carbon Dioxide Emission
2011

2012

2013

Computer Services*
CO2 emissions in tons
Share in total emissions
Grams per Euro of value-added

3,964,551

3,997,615

4,123,070

0.124

0.128

0.136

15.5

14.8

14.6

2,794,142

2,578,259

2,570,289

0.088

0.083

0.085

15.2

14.4

15.0

Telecommunication
CO2 emissions in tons
Share in total emissions
Grams per euro of value-added
Total Business Economy

419

420

The business economy, including financial services, covers NACE sectors B to N, and in particular
excludes agriculture, the public sector, health, education, among others.
A further discussion of these issues can be found in the sector study on e-commerce.
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2011
CO2 emissions in tons
Grams per euro of value-added

2012

2013

3,186,695,913

3,119,634,989

3,029,351,059

270.0

259.3

249.7

Source: Eurostat (2014a); Notes: * including J62 and J63.

Indirectly, through its use of hardware and electronics, ICT services also have an impact
on the environment through consuming water and raw material in the production
process, and producing (hazardous) waste when disposed. While detailed statistics are
not available, in 2012 in the EU-28 the manufacturing of computer, electronic and optical
products, electrical equipment, but also motor vehicles and other transport equipment,
was responsible for only 0.7 percent of all waste generated. At the same time it was
responsible for all 2.4 percent of all hazardous waste and for 4.0 percent of all chemical
waste. As only a fraction of this can indirectly be attributed to ICT services, the overall
impact on waste generation is likely be small.
The direct environmental impact of computer services and telecommunication is thus
rather limited. At the same time both sectors have a substantial impact on the
environment through the use of information and communication technologies by other
sectors or by households. On the negative side, this includes, by some estimates,
greenhouse gas emissions of about two to three percent of global greenhouse gas
emissions caused by information and communication technologies (OECD, 2009a). On
the positive side, it is frequently noted that the systematic application of information
and communication technologies to problems in transport, electricity distribution, or
urban planning can achieve substantial reductions of greenhouse gas emissions. For
example, a report by the environmental advocacy group World Wildlife Fund (2008)
suggests that a targeted application of information and communication technologies to
a few selected key problems could reduce greenhouse gas emissions by one billion ton.

5.4.2. Trade barriers in computer services and telecommunication
There are no tariffs or quotas on trade in services, but trade in services is often
obstructed by other trade and investment barriers and domestic regulation. Given their
large number and diverse nature, these barriers typically are hard to measure and
quantify. Recently, the World Bank and the OECD created the Services Trade
Restrictiveness Index (STRI), which provide structured information on existing barriers
to trade in services and attempts to quantify these barriers. While the World Bank index
is mainly focused on discriminatory measures, the OECD index also includes nondiscriminatory domestic regulations and restrictions.
While the World Bank index has greater geographical coverage, computer services are
not covered. Telecommunication is covered, but only mode 3, sales through a
commercial presence. While this is the dominant mode of supply for telecommunication,
it ignores substantial exports through mode 1, from the territory of one country into the
territory of any other country, and 2, in the territory of one country to the service
consumer of any other country.
The OECD STRI database provides an aggregate index of applied service trade
restrictiveness in computer services and telecommunication, as well as five sub-indices
related to restrictions on foreign entry, restrictions on the movement of people, other
discriminatory measures, barriers to competition, and regulatory transparency. Subindices range from 0 to 0.2 and add up to the overall service trade restrictiveness index,
with a range from zero to one, with zero indicating no trade restrictions and one
indicating maximum trade restrictions.
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Below we provide unweighted averages of the service trade restrictiveness index across
countries. This essentially gives the same weight to all countries, irrespective of country
size or participation in international service trade. At the same time, there is no obvious
choice for appropriate country weights. These averages should hence be approached
with caution and should not be interpreted as exact measures.
Figure 5.27 OECD STRI for computer services, by country and country group

0,40
0,35
0,30
0,25
0,20
0,15
0,10
0,05
0,00

Restrictions on foreign entry

Restrictions to movement of people

Other discriminatory measures

Barriers to competition

Regulatory transparency
Source: OECD (2015b); Notes: * Excludes Chinese Taipei, Costa Rica, Hong Kong SAR, Liechtenstein,
Mauritius, Pakistan, Panama and Peru, ** Ten largest TiSA countries by GDP.

For computer services the average service trade restrictiveness index for all TiSA
countries is 0.18, ranging from 0.09 for France to 0.43 for Iceland. For
telecommunication the average service trade restrictiveness index for all TiSA countries
is 0.18, ranging from 0.08 for Denmark to 0.31 for Iceland. While there is considerably
heterogeneity within the EU, EU countries taken together are not fundamentally
different from TiSA member countries. The EU average for computer services is 0.18
whereas the average for telecommunication is 0.15, slightly below the corresponding
average for TiSA countries. Compared to other service sectors included in the OECD
STRI database, both computer services and telecommunications have very low levels of
trade restrictions.
Furthermore, the following features are of note: First, for computer services the largest
TiSA countries by GDP impose lower trade restrictions than smaller TiSA countries. While
the same, overall, is not true for telecommunication, this finding is driven by a
combination of high trade restrictions in Australia, Canada and Korea, and low trade
restrictions in other large TiSA countries. Second, non-TiSA countries in the OECD
database all have substantially higher trade restrictions than TiSA countries, for both
computer services and telecommunication. At the same time, this finding can hardly be
generalized towards all non-TiSA countries, given that the only non-OECD, non-TiSA
countries in the database are BRICS countries and Indonesia.
Third, computer services and telecommunication face different trade restrictions. For
computer services, and across almost all countries, the most important restrictions are
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restrictions to the movement of people. In contrast, for telecommunication in TiSA
countries the most important restrictions are restrictions on foreign entry and barriers
to competition. For non-TiSA countries, the most important restrictions tend to be
restrictions on the movement of people. This of course reflects the labour or capitalintensity of the two sectors, the absence or presence of scale economies, and the
relative predominance of different modes of supply.
Figure 5.28 OECD STRI for telecommunication, by country and country group
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Source: OECD (2015b); Notes: Unweighted average for TiSA countries, Large TiSA countries, and European
Union; * Excludes Chinese Taipei, Costa Rica, Hong Kong SAR, Liechtenstein, Mauritius, Pakistan, Panama
and Peru, ** Ten largest TiSA countries by GDP.

Given the varied nature of regulation in computer services and telecommunication, the
OECD Service Trade Restrictiveness index comes with its own limitations. In particular,
translating complex regulations into index variables often involves discretionary choices.
For example, in the US foreign equity ownership in telecommunication is subject to prior
approval by the Federal Communications Commission. This is modelled as absence of
foreign equity restrictions in the index, justifiable by the inherent limitations of the
methodology, but missing finer regulatory details. Similarly, the methodology, by
focusing on individual countries, has difficulties capturing the realities of the EU single
market. While market dominance is included as a barrier to competition, market
dominance is defined on a country basis. Thus it does not capture intra-EU competition
faced by telecommunication providers with market dominance in only one EU country.
Nevertheless, despite these shortcomings, the OECD Service Trade Restrictiveness
index is without alternatives. Evidence for its validity are not only its wide use in trade
analysis, but also the strong predictive power of the index in gravity estimations of trade
in telecommunication and computer services (OECD, 2009b).
Miroudot and Pertel (2015) provide estimates of the binding overhang or water for OECD
countries and a few selected non-OECD countries. The binding overhang is the difference
between applied policy, as measured by the OECD service trade restrictiveness index
and bound policy, as measured by a synthetic service trade restrictiveness index based
on a country’s commitments in GATS. While domestic regulation or barriers to
June 2017

235

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
competition can be important de-facto barriers to service trade, they are not included
in GATS. Thus the binding overhang entirely depends on commitments on market access
and national treatment. The binding overhang critically also depends on the extent of
commitments in GATS, with the largest binding overhang typically observed for
countriess with no or few commitments in GATS.
With both computer services and telecommunication facing low levels of trade
restrictions, the binding overhang is also small. For computer services, the only
exception are Brazil and the TiSA-participant country Chile. Their large binding
overhangs are due to the absence of GATS commitments. At the same time, their
applied policy is similar to the applied policies of other countries. Thus for Chile TiSA
would substantially reduce trade policy uncertainty.
Figure 5.29 Binding overhang (“water”) and STRI for computer services

Source: Miroudot and Pertel (2015).

For telecommunication binding overhangs are small, with the exception of Brazil and
the TiSA-member country Slovenia. Again, their large binding overhangs are due to the
absence or limited coverage of GATS commitments. At least for Slovenia applied policy
is similar to the applied policies of other countries. As Miroudot and Pertel (2015) argue,
small binding overhangs in telecommunication are the result of multilateral negotiations
cumulating in GATS including an annex on telecommunication. As for computer services,
given small binding overhangs in telecommunication, the potential of TiSA is thus rather
limited.
Some of the more important trade barriers in telecommunication are related to
competition, but given the absence of pertinent commitments in GATS do not exert
trade policy uncertainty. With TiSA being focused on further reducing trade policy
uncertainty, TiSA is thus unlikely to have significant impact on telecommunication as far
as competition issues are concerned. At the same time, efforts to include competition
issues in recent trade agreements (such as the EU-Georgia DCFTA or TTIP) would set a
precedent for TiSA to also address competition issues, in a horizontal chapter or specific
to telecommunication, and in addition to any objective of further reducing trade policy
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uncertainty. If TiSA would do so, we would expect an impact, proportional to the depth
of commitments, and separate from the impact of trade policy uncertainty reductions.
Figure 5.30 Binding overhang (“water”) and STRI for telecommunication

Source: Miroudot and Pertel (2015).

5.4.3. Expected
impact
of
TiSA
telecommunication sectors

in

the

computer

services

and

TiSA is intendend to mainly further binding applied policy and thus to reduce or eliminate
trade policy uncertainty. Small binding overhangs for both computer services and
telecommunication would indicate low levels of trade policy uncertainty, and hence a
limited potential for TiSA to foster trade in these two sectors.
Reduced trade policy uncertainty would foster service trade mainly by increasing the
expected value of exporting. Exporters almost always face fixed cost of exporting, costs
that are typically recouped over a longer time horizon (Roberts and Tybout, 1997).
Trade policy uncertainty increases the risk of future profits being reduced, and thus
decreases thus the overall value of exporting to risk-averse firms.
For computer services we would expect these fixed cost to be relatively low, certainly
compared to telecommunications, but also compared to other service sectors. In
contrast, given that the dominant mode of supply for telecommunication is mode 3,
sales through a commercial presence, fixed cost of exporting are likely to be substantial
for telecommunication. On theoretical grounds we would thus not expect TiSA to have
a substantial impact on computer services. It is less clear what the potential impact on
telecommunication is. On one side binding overhangs are small, but on the other side
trade policy uncertainty should have a relatively large effect on telecommunication
service trade and FDI.
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Stakeholder consultations do not indicate that trade policy uncertainty is a major
obstacle to trade in computer services and telecommunication. In both sectors, publicly
most stakeholders do not take an active position on TiSA, not through position papers,
media statements, public advocacy or in background conversations with the authors of
this study. In parts, this could reflect the public’s attention being focused on TTIP and
CETA. At the same time, those organizations taking an active position on TiSA note
primarily the importance of TiSA going significantly beyond current GATS commitments.
For example, the Global Services Coalition (2014) notes that: “The aim of TiSA should
not be simply to repackage existing commitments in completed free trade agreements,
but to create genuine new opportunities through new market access commitments that
go beyond current openness.”. Similarly, DigitalEurope (2016) takes TPP as a
benchmark, asking negotiators to adopt some of the commitments and disciplines of
TPP for TiSA, with a focus on increasing market access and not on reducing trade policy
uncertainty.
At the same time, demands for increasing market access are counter-balanced by
stakeholder concerns about TiSA and other trade agreements unintendently granting
market access in an asymmetric fashion. At the core of these concerns is whether free
data flow requirements are at odds with requirements that content providers and
network operators comply with the legislation and regulations of countries they do
business in. This is of particular concern to European stakeholders, both business and
non-governmental organisations, given relatively high European standards for data
protection, consumer rights, privacy protection, among others.
It is thus argued by some stakeholders that TiSA should allow for exceptions to the
requirement of free data flows, to safeguard European data protection and privacy
standards. This by itself should not impose an undue barrier to digital trade, as modern
ICT technology, allow compliance with legislation and regulations in a large number of
countries at minimal costs, as is noted by the European Telecommunications Network
Operators' Association (ETNO).
Economic impacts
The CGE model can be used to predict the long-run impact of TiSA. For computer
services the GTAP sector 54, Other Business Services has been split into computer
services itself (“ICT services”) and business and professional services. This new sector
is reasonably close in coverage to the NACE revision 2 sectors J63 and J64.
Telecommunication is more problematic, as the corresponding GTAP sector 51 includes
both telecommunication and postal services. Both telecommunication and postal
services are large sectors, telecommunication larger in terms of value-added and postal
services larger in terms of employment, implying that any CGE results for
telecommunication should be interpreted jointly with postal services. Similar to
telecommunication, postal services face only moderate to low trade barriers (Geloso
Grosso, 2014), but at the same time face larger binding overhangs than
telecommunication (Miroudot and Pertel, 2015). Thus TiSA is expected to have a larger
impact on postal services than on telecommunication. A further complicating factor is
the absence of FDI in the CGE model. As the dominant mode of supply for
telecommunication are sales throug a commercial presence abroad, this limits the ability
of the CGE model to forecast the long-run effect of TiSA on telecommunication.
For the EU, but also for other countries, the CGE model predicts only a modest impact
of TiSA on output and international trade in computer services and communications. For
computer services the impact on output is negligible, whereas exports and imports
increases. In absolute terms exports increase by slightly more than imports, increasing
the trade surplus in computer services by a small amount. This should not come as a
surprise, given small binding overhangs and therefore a limited impact on trade policy
uncertainty. TiSA could also have an indirect impact on computer services through
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sectoral interlinkages, with other, expanding or contracting sectors embedding
computer services in their exports. The negligible change in output indicates that this
effect is not significant.
The impact on telecommunication and postal services, according to the CGE model, is
even more limited, with TiSA’s impact on output, exports and arguably also imports
being neglible. Again, this should not come as a surprise, given small binding overhangs
in telecommunication. Given that telecommunication and postal services are modelled
as one sector, the question is whether these results mask heterogeneity within the
communications sectors, with changes in telecommunication cancelling changes in
postal services. This is unlikely for two reasons. First, on theoretical grounds we would
expect that for both telecommunication and postal services output and trade goes
moderately up. Second, while the two sectors are similarly sized, compared to
telecommunication, postal service trade is small, even if mode 3 trade, sales through a
commercial presense, are taken into account. Thus even large percentage changes to
postal service exports or imports are likely to be swamped by changes to
telecommunication exports or imports.
Table 5.43 Expected economic impact by 2015, experiment A
Output

Export

Import

ICT services*
EU

0.0%

+ 0.9%

+ 1.4%

0.0%

0.0%

+ 0.2%

Communications**
EU

Source: CGE modelling results; Notes: * computer services, ** telecommunication and postal services.

Furthermore, on theoretical grounds, we would expect trade policy uncertainty to have a
particularly large effect on foreign direct investment. Thus the CGE model, due to data limitations,
misses a major channel through which TiSA could promote trade in telecommunication. The
estimates should thus be seen as lower bounds, even if small binding overhangs in
telecommunication imply only a limited potential for TiSA to promote FDI.

Social and environmental impacts
For neither computer services nor telecommunication TiSA is expected to have more than a
negligible impact on employment, as a direct consequence of the negligible output impact of TiSA
on both sectors. This result is in line with the finding that for almost all sectors, with the notable
exception of the maritime sector and insurance, the employment impact is negligible. This result
also does not change in experiment B, which assumes the expansion of TiSA to include several
Southeast Asian countries, i.e. China, Malaysia, Philippines, Thailand and Vietnam.
Table 5.44 Expected employment impact for 2025, experiment A
Low skilled

Medium skilled

High skilled

ICT services*
EU

0.0 %

0.0 %

0.0 %

0.0 %

0.0 %

0.0 %

Communications**
EU

Source: CGE modelling results; Notes: * computer services, ** telecommunication and postal services.

Similarly, for both sectors the expected impact of TiSA on greenhouse gas emissions is
also negligible, with increases in emissions either being zero or very small compared to
almost all other sectors. This again reflects the negligible output impact of TiSA on both
sectors, but also very low air emission intensities of computer services and
telecommunication. It should be noted that these estimates are only indirectly based on
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the CGE model, with predicted emisssion changes being proportional to expected change
in sectoral output and the sector’s emission intensity.
Table 5.45 Expected emission impact for 2025, experiment A
CO2

CH4

NOx

N2O

SOx

CO

NMVOC NH3

ICT
services*
EU

+2

0

0

+3

+1

+4

+1

0

+6

0

0

+ 34

+1

+ 21

+4

0

Communicat
ions**
EU

Source: CGE modelling results; Notes: CO2 in thousand tons, all other pollutants in tons, * computer
services, ** telecommunication and postal services.

Not modelled are the environmental impact of changed in technology induced by TiSA
and, in the presence of heterogenous firms, changes in the composition of exporters.
The latter effect is not likely to be of importance, given the already low emission
intensity of both computer services and telecommunication. In contrast, the former
effect, changes in technology, has the potential to be substantial, given that information
and communication technologies can improve environmental performance.

5.4.4. Synthesis and policy recommendations
For both computer services and telecommunication TiSA is expected to have only a
limited impact on output and trade, and consequently on employment and the
environment. There are two reasons for this finding. First, given small binding overhangs
in both computer services and telecommunication and with TiSA mainly further binding
applied policy, TiSA is unlikely to substantially reduce or eliminate trade policy
uncertainty. Second, the movement of natural persons and foreign direct investment
are important modes of supply for computer services and telecomunication. These two
modes of supply are not included in the CGE modelling exercise. The predicted impact
is thus arguably a lower bound, even if small binding overhangs in both sectors suggest
little room for a truly substantial impact.
At the same time, while the impact from TiSA’s stated goal of further reducing trade
policy uncertainty is small, any commitments going beyond this stated goal would
promote trade and investment in telecommunication and computer services.
Both computer services and telecommunication are dynamic sectors, with new business
models and new technologies having the potential for major disruption to both sectors.
For policy this poses a problem, as it risks to run behind developments, or worse, to
hinder developments. Nevertheless, the following key observations and suggestions
emerge from this report:
First, even ignoring predictions of the impending convergence of computer services and
telecommunication, the two sectors are closely related. They are part of the wider
internet economy, including hardware, software and services. In addition, increasingly
other sectors such as health, media and even manufacturing bundle their goods and
services with computer services. Thus ICT services, the wider internet economy and
increasingly other sectors face similar issues. These issues include data protection,
privacy protection, local infrastructure requirements, or open standards and
interoperability. These issues could be addressed not by sector, but rather horizontally.
This in particular as some of these issues are not merely of a technical nature, but are
related to human rights, such as the fundamental right to the protection of personal
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data. At the same time, given the legacy of GATS and the intent to keep TiSA dock-able
to GATS, this will not always be possible.
Second, computer services and telecommunication are dynamic sectors, with new
business models and new technologies emerging. International trade rules and domestic
regulation should avoid becoming straitjackets to the sectors. Thus experimentation in
policy making is important, and is made possible within the horizontal provision
preserving the right to regulate. Third, some of the most important issues for computer
services and telecommunication are also the thorniest. For computer services, the free
movement of natural persons. For telecommunication, restrictions on foreign entry and
barriers to competition. These issues are indeed being addressed (in particular from the
side of the EU). However, given the current political climate and the complexity of the
issues at hand, the prospect for TiSA as a plurilateral to achieve substantial progress in
this area may be quite low. At the same time, by defining the key issues and by offering
general principles TiSA can possibly set the stage for future trade negotations
addressing some of these issues.

E-commerce
5.5.1. Introduction
Any assessment of the impact of the Trade in Services Agreement (TiSA) on e-commerce
faces three problems. First, e-commerce, defined by Eurostat as the sale or purchase of
goods or services online, is usually not seen as a sector, but rather as a vehicle for
commerce.421 E-commerce draws on various technologies such as mobile e-commerce,
electronic funds transfer, electronic data interchange (EDI) and internet marketing,
among others. The importance of e-commerce is thus mainly derived from its impact on
wide range of sectors, through reducing trade costs, and thereby increasing market
access, productivity and competition. Second, there is a dearth of data on e-commerce.
Little official or private sector data is available, with large gaps in coverage on crossborder e-commerce, and the value-added and employment of e-commerce. In
particular, given the lack of data, e-commerce could not be included in the CGE
modelling exercise and consequently this chapter relies on qualitative analysis only.
Third, the dynamic nature of e-commerce, which manifests itself in the paucity of
academic and applied research. In particular, very little research exists on the impact
of trade and investment treaties on cross-border e-commerce.
GATS only implicitly covers e-commerce, via its horizontal commitments and its basic
provisions on market access and national treatment. TiSA, building on GATS, is meant
to be dock-able to it, to allow for future multilateralization. Consequently e-commerce
will mainly be covered in a dedicated annex, addressing a wide range of issues such as
consumer protection, spam, electronic signatures, liability for third-party content, and
local server requirements. Given large differences in national regulation and legislation
on these issues, TiSA is expected to both offer general principles on some issues, and
to bind or further bind applied policy on some other issues. Examples for the latter
include customs duties on electronic transmissions, online consumer protection, spam,
e-signatures, access and use of the internet, data localisation requirements and,
possibly requirements on access to source code. At the same time, indirectly e-

421

While e-commerce is not included as a sector in national or satellite accounts, retail sales via mail order
or via internet are included in ISIC rev. 4 as a sector under the code 4791. This includes all firms who
predominantly or purely engage in online sales. In practice, with e-commerce usually being
complementary to the core activities of firms, most e-commerce services are recorded under the
classification describing these core activities (UNSD, 2008).
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commerce will also be covered by individual commitments of countries pertinent to ecommerce, and, subject to a negative list, by a horizontal national treatment clause.

5.5.2. E-commerce in the EU
Definition
E-commerce is a reasonably well-defined activity, comprising the sale or purchase of
goods or services online422. With e-commerce usually being complementary to the core
activities of firms, most e-commerce services are recorded under the classification
describing these core activities (UNSD, 2008). Complementarities to the core activities
of firms mainly stem from e-commerce enabling direct transactions between businesses
and consumers423, without involving intermediaries in the Wholesale and Retail Trade
sector.
Table 5.46 E-commerce transaction types, selected examples
Physical Delivery

Electronic Delivery

Goods

Services

Goods

Services

Business-toconsumer (B2C)

Video game
purchased on
Amazon

Taxi ride
ordered on Uber

Video game
purchased on
Steam*

Tax preparation
service
purchased from
H&R Block

Business-tobusiness (B2B)

Cinema ordering
film copies
online from
distributor

Accounting
services ordered
via EDI,
delivered by
mail

Cinema ordering
digital film
copies from
distributor*

Business process
outsourcing to
the Philippines

Notes: Not included are B2G, C2C and various other types of transactions; * could also be classified as a
service transaction.

The extent to which e-commerce contributes to GDP and employment is unclear.
Virtually all available data describe e-commerce in gross terms (i.e. sales), with little to
no data on the (likely substantially smaller) value-added of e-commerce services. At the
same time, the importance of e-commerce does not derive from its direct contribution
to GDP and employment. Rather, its importance derives from indirect effects, through
a reduction in trade costs, on labour productivity, prices, and product variety424 in all
sectors of the economy.
Economic/international perspective
Statistical data on e-commerce is sparse, with large gaps in coverage on cross-border
e-commerce and the value-added of e-commerce services. Official statistics are derived
from consumer and enterprise surveys, the former covering B2C and to a lesser extent

422

423
424

In more detail, Eurostat defines e-commerce as “the sale or purchase of goods or services, whether
between businesses, households, individuals or private organizations, through electronic transactions
conducted via the internet or other computer-mediated (online communication) networks. The term
covers the ordering of goods and services which are sent over computer networks, but the payment and
the ultimate delivery of the goods or service may be conducted either on- or off-line.”
(http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:E-commerce).
Or businesses to businesses (B2B) or consumers to consumers (C2C).
At the same time, technologies such as geo-blocking or tracking cookies allow services to be specific to
the location or even the consumer, thus potentially reducing product variety for some adversely affected
consumers.
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C2C e-commerce, the latter covering B2C and B2B e-commerce. Official statistics can
be complemented with statistical data provided by the private sector, in particular
statistics provided by large e-commerce companies, business associations and
consulting firms.
From the official statistical data (Eurostat, 2015a and 2015b) on e-commerce in the EU,
four salient features emerge: First, B2C e-commerce is involving large and growing
shares of the population, with more 43 percent of individuals between age 16 and 74
having purchased goods or services over the internet in the last three months, 53 in the
last year, and only 24 percent never having purchased goods or services over the
internet, at all. Usage did not only increase at the extensive, but also at the intensive
margin, as almost two thirds of those who purchased goods or services over the internet
did so three or more times in the last three months.
Figure 5.31 Individuals who purchased goods or services online in the last year, in
percent
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Source: Eurostat (2015a); Note: Selected countries, EU for 2006 excludes Croatia.

Second, a large share, but not a majority of firms engage in B2B and B2C e-commerce,
and a substantially larger share of firms purchases goods and services rather than sell.
Between 2014 and 2015, about 40 percent of firms purchased whereas only about 19
percent sold goods or services via the internet or other computer mediated networks.
Computer mediated networks are defined as networks not based on the open internet
protocol, including, for example, networks directly linked to the enterprise computer
system, thereby facilitating batch order from corporate customers.
Third, e-commerce is quantitatively important, with e-sales accounting for 17 percent
of firm’s turnover. However, with 12 percent most of these sales are via computer
mediated networks. Sales via the internet only account for about 5 percent of turnover.
Of e-commerce via the internet about two thirds are B2B and B2G, and only about one
third is B2C. This implies that B2B e-commerce quantitatively dominates B2C ecommerce, with about 90 percent of firm’s e-commerce sales being B2B. Similarly,
OECD (2015, page 134) finds that about 90 percent of the value of e-commerce is
generated by B2B transactions over electronic data interchanges (EDI). Similarly,
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UNCTAD (2015) finds that while B2C e-commerce is valued at about 1.2 trillion USD,
B2B e-commerce is valued at more than 15 trillion USD.425
Fourth, these averages mask substantial heterogeneity across firms and countries.
Adoption rates are substantially higher for firms and households in Northern, Central,
and Eastern Europe, and are substantially lower for firms and households in Southern
and Southeast Europe. Adoption rates ranged from only 8 percent of individuals having
purchased good or services over the internet in Romania to 75 percent in the United
Kingdom, respectively between 11 percent of enterprises having purchased via
computer mediated networks in Greece to 68 percent in Austria. Similarly, adoption
rates are substantially higher for larger firms than for small and medium-sized
enterprises, with 38 percent of small enterprises (10 to 49 employees) having purchased
via computer mediated networks versus 61 percent of large enterprises (250 or more
employees).
Figure 5.32 E-commerce as percent of turnover for enterprises (2015)
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Source: Eurostat (2015b); Note: Selected countries, 2013 data for Romania.

While official statistical data indicates the important role of e-commerce in the business
models of firms and the purchasing habits of households, it is unclear to what extent ecommerce quantitatively contributes to GDP. For Europe, ECommerce Europe (2016a),
an industry association, reports a turnover of €407 billions in B2C e-commerce in 2015
in all countries of the European Union. Eurostat (2014) reports a turnover of €100
billions in the e-commerce retail sector in 2014, a relatively small share of total retail
turnover of €2,567 billions. Value-added in the e-commerce retail sector is estimated to
be only €16 bn, reflecting the large wedge between turnover and value-added in the
retail sector and the role of e-commerce as a trade cost reducing technology.426 The
stark differences in the numbers reported by Ecommerce Europe and Eurostat can be
explained by differences in country and sectoral coverage, and likely also differences in
methodology.
Employment data is even more sparse. Eurostat reports employment for the ecommerce retail sector; in 2013 of 15 million employees in the retail sector only about

425

426

While B2B e-commerce is quantitatively more important than B2C e-commerce, data collection efforts
and academic research overwhelmingly focus on B2C e-commerce.
All Eurostat figures exclude the Czech Republic, Greece, Ireland, Luxembourg, Malta, and Sweden.
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327 thousand were employed in e-commerce retail, constituting less than 2.2 percent
of the retail workforce. This small number reflects not only the limited sectoral coverage
of Eurostat data, but also the high labour productivity of e-commerce. Measured as
gross value added per employee, labour productivity in e-commerce retail exceeded
labour productivity in the whole retail sector by at least fifty percent for all years
between 2008 and 2013 (Eurostat, 2014, and own calculations).
Data availability on cross-border e-commerce is equally limited, as is noted by UNCTAD
(2016). Eurostat (2015b) reports that about 45 percent of those firms selling goods and
services online are also selling in other EU countries, and about 28 percent in countries
outside the EU. Importantly, the latter set of countries also includes Switzerland and
other European non-EU member countries. In B2B e-commerce, from a household
perspective, about 30 percent of those households purchasing goods and services online
report purchases from sellers in other EU countries and 18 percent from sellers outside
the EU. These numbers are not small, compare favourably to traditional trade in goods
and service, and are in line with the academic literature finding that distance is less of
an impediment to cross-border e-commerce than to traditional trade.427
Virtually no data is available on the value and the directions of cross-border ecommerce. In principle, balance of payment statistics could be used, but these suffer
from the fact that small transactions, characteristic for B2C e-commerce, often go
unreported in customs declaration. More problematic, in the absence of a dedicated
category for e-commerce in the balance of payment classification, e-commerce
transactions are recorded in a range of categories. Data from the private sector can only
partially fill the gap, is limited in country coverage, is focused on B2C e-commerce, and
rarely documents the underlying methodology.428
Trends and challenges in the sector
The data that is available indicates that e-commerce has rapidly grown in recent years,
in term of both adoption rates and in terms of volumes. But rapid growth has been
uneven, with countries in Southern and Southeast Europe lagging behind Northern,
Central and Eastern Europe. Importantly, income per capita is not the sole determinant
of e-commerce adoption rates, with some, relatively poorer, countries in Eastern Europe
being ahead of some, relatively richer, countries in Southern Europe. Globally, country
differences are even more pronounced, suggesting substantial and diverse barriers to
the adoption of e-commerce.
What can explain different adoption rates of e-commerce in different countries?
Economic factors such as income per capita, income inequality, market size, or economic
structure are important.429 E-commerce adoption also depends on the existing
infrastructure, including ICT, distribution and logistics infrastructure. Policies on
regulation, competition, consumer rights and privacy, commercial and contract law, and
taxation have direct and indirect consequences for the adoption of e-commerce among
households and firms. Lastly, e-commerce adoption is also subject to network effects,430
offering a potential explanation for why growth rates are rapid in some countries and
stagnant in others.
In recent years, several policy issues related to e-commerce have prominently featured
in public debates. The EU’s Digital Single Market strategy of May 2015 and several of

427
428
429

430

See Blum and Goldfarb (2006), Hortaçsu, Martínez-Jerez, and Douglas (2009), and Lendle et al. (2013).
See UNCTAD (2016) for a detailed discussion of the available data from official and private sector sources.
Income inequality is likely to have an impact on e-commerce adoption rates, as the very poorest
households are unlikely to adopt e-commerce.
Network effects describe the effect that the value of a network disproportionally increases with the size
of the network. A country with few internet users will not be attractive to e-commerce merchants. Vice
versa, with few e-commerce options available incentives to use the internet will be low.
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the individual proposals that followed until today have been addressing issues such as
cross-border enforcement of consumer rights, content blocking based on geographical
location (“geo-blocking”), VAT payments, intellectual property rights enforcement, and
competition in the e-commerce and in the parcel delivery sector. So far, most of these
policies initiatives are squarely focused on B2C, possibly reflecting the higher visibility
of B2C e-commerce and a perceived higher need for regulation in B2C than in B2B ecommerce. But this is also changing, with, for example, the recent Digital Single Market
review announcing an initiative focused on fairness of platform markets in the context
of B2B e-commerce, in particular P2B e-commerce (platform to business), and the
liability of platform providers.431 At the same time, given the dynamic nature of ecommerce and more broadly digital technologies have often left policy lagging behind.
These policy priorities broadly coincide with what e-commerce firms perceive as
obstacles. Ecommerce Europe (2016b) finds that European e-commerce firms face three
main obstacles. First, different legal frameworks, in particular difference in data
protection and privacy standards, and consumer rights. Second, differences in VAT rates
and administration across countries. Third, e-commerce firms perceive cross-border
logistics and distribution as problematic, with long delivery times, high costs, and
burdensome procedures cited as specific problem areas. National Board of Trade (2012),
surveying Swedish e-commerce firms, comes to similar conclusions, identifying crosscountry differences in legal frameworks, taxation and intellectual property rights as the
main obstacles to cross-border e-commerce.
The same issues that are relevant for intra-EU e-commerce are amplified in importance
and impact for global cross-border e-commerce. International efforts to address these
policy issues manifest themselves in four different arenas – multilaterally within the
WTO, bilaterally or regionally in trade and investment agreements with e-commerce
coverage, unilaterally in domestic legislation, and lastly in the private sector in
commercial solutions aimed at cross-border e-commerce facilitation.
Multilaterally, in 1998 the WTO adopted the Declaration on Global Electronic Commerce
and started a work programme on e-commerce. While e-commerce itself is not
mentioned in GATS, its annexes and schedules of commitments, GATS rules in principle
apply to e-commerce. At the same time uncertainty persists on how GATS rules should
be applied, in particular in relation to the applicable mode of supply of e-commerce
transactions, and the treatment of e-commerce transactions involving goods that can
be both delivered electronically or physically (for example, books and e-books).432
Conversely, the question of whether customs duties can be imposed on electronic
transmissions has been resolved, on a temporary basis, by the customarily extension of
the WTO moratorium on customs duties by all ministerial conferences. Nevertheless,
uncertainty about the future treatment of e-commerce remains unresolved.433
Bilaterally or regionally, countries increasingly include provisions covering e-commerce
into bilateral or regional trade agreements, or, as in the case of the EU-US Privacy
Shield, introduce domestic legislation aimed at facilitating cross-border e-commerce.
Most regional trade agreements covering e-commerce contain provisions that bind
customs duties on electronic transmissions at zero, but otherwise tend to be broad and
non-committal, thus limiting the value of these trade agreements as a precedent for
TiSA (Herman, 2010). A source of tension are differences in regulation and legislation,

431
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See the Mid-Term Review oft he Digital Single Market Strategy, 10 May 2017, at
http://ec.europa.eu/newsroom/document.cfm?doc_id=44527
These are not questions of merely academic relevance. For example, BEUC (2015), Annex on The
Applicability Of Consumer Law in The Context of TiSA, discusses the difficulties involved in determining
which consumer law is applicable in cross-border e-commerce transactions.
See Wunsch-Vincent (2004) for a detailed, if slightly dated, discussion of the issues at hand.
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differences which form a barrier to cross-border e-commerce, but are, at the same time,
shaped by domestic interest groups and the domestic society.
Recently, the Trans-Pacific Partnership (TPP) and the proposed Trans-Atlantic Trade and
Investment Partnership (TTIP) include extensive chapters covering e-commerce,
addressing issues such as spam, e-trust services, paperless contracts, or consumer
protection and privacy. But even in these deep free trade agreements, the trade-off
between countries’ right to regulate and the need for international cooperation is
essentially unresolved. Thus, most provisions mainly provide clarity, by emphasizing
both the need for regulation at the national level and the need for international
cooperation, by setting minimum standards for domestic regulation, and by requiring
that countries adhere to the principle of national treatment.
Outside official efforts to facilitate cross-border e-commerce, private sector initiatives
form an important complement if not substitute for international policy coordination.
Examples are manifold: International trust seals or other certifications address issues
such as privacy, consumer protection, or website security. Electronic payment and
settlement networks such as Visa or Mastercard provide cross-border dispute resolution
procedures, offering merchants and consumers a more efficient alternative to local
courts. Lastly, global platform market such as Alibaba, Ebay, or Amazon also address
some of the issues associated with cross-border e-commerce, by providing a unified
platform with built-in consumer protection, dispute resolution mechanism, and payment
and tax administration, thus simplifying cross-border transactions for both merchants
and consumers.434
Social, environmental and human rights perspective
Given the relative novelty of e-commerce and the above difficulty of extracting
aggregated data, little hard evidence can be provided on the equally important social,
environmental and human rights implications of e-commerce. More so than for
traditional sectors, any changes in e-commerce employment, employment conditions,
or energy usage are accompanied by potentially off-setting changes in other sectors.
Jobs created in e-commerce are potentially off-set by jobs destroyed in retail and
wholesale. Poor work conditions in e-commerce warehouse or in parcel delivery might
or might not be worse than work conditions in the jobs that they replaced. High energy
usage in data centres or parcel delivery might or might not be lower than energy usage
in traditional retail, wholesale and distribution.
Eurostat (2014) provides detailed data on the retail sector by mode of sale, excluding
B2B e-commerce and all e-commerce subsumed in other sectors or activities. This data
does not allow robust inference about causal relationships, in particular as any changes
in key variables are as likely to be influenced by the effects of the 2008 global financial
crisis and the European debt crisis in the year thereafter. Nevertheless, overall the retail
sector is stagnating, both in terms of employees and number of enterprises. In contrast,
e-commerce, or more accurately retail via mail-order and the internet, is rapidly
growing. Whether e-commerce created jobs at the expense of stationary retail the data
does not tell, but seemingly any employment effects, for the time being, are subtle and
submerged into larger macroeconomic trends.
Importantly, labour productivity in e-commerce, measured as value-added per
employee, exceeds labour productivity in general retail by about fifty percent (Eurostat,
2014, and own calculations). This not only indicates that e-commerce indeed is a trade
cost reducing technology, but also the role e-commerce can play in raising aggregate
productivity via scale and selection effects. Based on economic theory we would expect
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B2B e-commerce and e-commerce embedded in sectors other than retail to have similar
effects on labour productivity, but in the absence of data this hypothesis cannot be
substantiated.
For the US, Mandel (2017) reports rapidly rising employment in e-commerce, more than
compensating for lower levels of employment creation in traditional retail. Moreover,
jobs in e-commerce are shown to be better paid than jobs in retail, with a pay of about
21 US-dollar per hour in e-ecommerce comparing to 17 US-dollar in general retail. While
it is unclear to what extent these findings apply to e-commerce and retail in the
European Union, they lend support to a more optimistic view of the contribution of ecommerce to employment.
Figure 5.33 Aggregate retail and mail-order and internet retail
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A second piece of evidence on the wider employment and social effects of e-commerce,
and the only robust causal study of e-commerce and employment we are aware of is
Goldmanis et al. (2010). Focusing on three US retail sectors, travel agencies,
bookstores, and new auto dealers, the authors find that e-commerce affects the firm
size distribution. In response to increasing e-commerce, small establishments,
measured by the number of employees, exit, while large establishments enter the
market or expand.435 Employment losses due to the exit of small establishments exceed
employment gains due to the entry or expansion of large establishments for travel
agencies and bookstores, but not new auto dealers.
While only offering limited evidence, taken together, these observations would support
the following hypotheses on the social effects of e-commerce: First, the aggregate
impact of e-commerce is seemingly small compared to larger macroeconomic trends. In
particular, the data does not support the often proclaimed death of traditional retail.
Second, the employment effects of e-commerce can be strong, but are uneven across
sectors and activities. Third, e-commerce strongly affects the firm size distribution, with
likely uneven consequences across localities. Fourth, while increasing e-commerce
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adoption implies aggregate efficiency gains, distributive
individuals, firms, and regions are potentially large.

consequences

across

Poor employment conditions in e-commerce and related activities such as call centres,
warehouses or in parcel delivery are frequently noted by trade unions and in reports by
media.436 At the same time, the evidence for the US provided by Mandel (2017) suggests
a more nuanced views, with jobs in e-commerce being significantly better paid than jobs
in traditional retail.
The environmental impact of e-commerce is equally difficult to establish. On one side,
B2C e-commerce has a negative environmental impact through increased energy usage
by data centres, the transportation and logistics sector and higher usage of packaging.
On the other side, B2C e-commerce reduces the energy usage in physical retail
locations, and reduces the need for consumer trips to retail outlets. The impact of B2B
e-commerce on the environment crucially depends on whether B2B e-commerce shrinks
or expands supply chains. On one side e-commerce allows, through a tighter control of
supplier relationships, to consolidate and shrink the supply chain. On the other side,
through its reduction of trade costs, e-commerce gives greater market access, and
allows to expand the supply chain.
While sectoral studies usually find that B2C e-commerce reduces energy usage
(Matthews, Hendrickson, and Soh, 2001; Sivaraman et al., 2007; Weber et al., 2008.),
these results come with substantial uncertainty and critically depend on the behavioural
responses of consumers (Williams and Tagami, 2002) and the indirect effects of higher
e-commerce usage (Yi and Thomas, 2007).
Importantly, the effect of e-commerce on the environment should be not be taken as
given, as it is and can be shaped by policy, including trade policy. Consider the following
example. In 2010, global data centres were estimated to consume between 1.1 and 1.5
percent of total electricity use (Koomey, 2011). A large share of electricity usage is
related to cooling needs. Electricity usage could substantially be reduced with free
cooling methods, by systematically locating data centres in countries or regions with
cold natural climates (Zhang et al., 2014). Furthermore, the environmental impact can
further be reduced by supplying data centres with environmentally friendly electricity,
such as hydroelectricity. For this to happen, an enabling trade policy is crucial: Barriers
to the free flow of data, and in particular local server requirements, would severely
restrict the ability of firms to locate servers and data centres in countries with cold
climates and cheap hydroelectricity, thereby increasing the environmental footprint of
e-commerce.
E-commerce potentially has a positive impact on human rights, by increasing access to
goods and services for consumers and by increasing market access for producers.
Nevertheless, important trade-offs exist, in particular in relation to intellectual property
rights, privacy protection and data protection. A clear stance on these issues has been
taken by the European Parliament (2016), asking the European Commission, in the TiSA
negotiations, “to acknowledge that data protection and the right to privacy are not a
trade barrier, but fundamental rights…”. But as Irion, Yakovleva and Bartl (2016)
describe, there is an inherent conflict between high European data protection standards
and recent trade agreements offering non-discriminatory market access by simply
allowing the unrestricted flow and transfer of data. As noted by the authors, this
insufficiently safeguards EU data protection standards.
In relation to intellectual property rights, the following example is instructive. Consider
the market for academic papers and articles, where publishers provide paid access via
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online repositories such as Sciencedirect, thereby ensuring, or claiming to ensure, the
intellectual property rights of authors, guaranteed in Article 27.2 of the Universal
Declaration of Human Rights. On the other side, Sci-Hub, an online repository of pirated
academic papers and articles, infringes on the intellectual property rights of authors and
publishers. But by giving access to academic papers and articles to researchers in
developing countries, Sci-Hub also promotes the human right to share in scientific
advancement, guaranteed in Article 27.1 of the Universal Declaration of Human Rights.

5.5.3. Trade Barriers and E-Commerce
E-commerce as a technology reduces trade barriers and thus trade costs, and at the
same time is also subject to trade barriers. While trade barriers always depend on the
goods or parties involved in cross-border transaction (Rauch, 2007), the complex and
varied nature of e-commerce requires to be even more diligent about differentiating
between different types of e-commerce.
First, trade barriers will depend on whether transactions are B2B or B2C. Second, trade
barriers depend on the mode of supply, both intrinsic to the mode of supply, and related
to the mode-specific commitments of countries in GATS. Third, and most importantly,
e-commerce can involve both the physical and the electronic delivery of goods or
services. If e-commerce involves the physical delivery of goods, traditional trade
barriers such as tariffs and non-tariff barriers feature prominently, and e-commerce
mainly reduces barriers related to information or search costs.437
In what follows, we will mostly ignore trade barriers directly associated with the physical
delivery of goods, as they are of no direct concern to TiSA. Nevertheless, promoting ecommerce requires a multi-pronged approach, not only involving liberalization of trade
in services directly aimed at e-commerce, but also the liberalization of trade in goods,
trade facilitation measures, and trade liberalization in auxiliary service sectors such as
transportation and postal services, financial services, or ICT services.
In what follows, and in contrast to the physical delivery of goods, issues related to
electronic delivery we will not ignore, for two reasons. The electronic delivery of goods
and services is deeply intertwined with the provision of e-commerce services. There is
also substantial regulatory uncertainty on the electronic delivery of goods, starting with
the basic question of whether electronic deliveries should be classified as good or
services.
Trade barriers affecting e-commerce are not in the form of tariffs, but rather in the form
of various non-tariff barriers, such as regulatory requirements or discriminatory market
access. Trade barriers such as information barriers due to different languages or cultures
are also of importance, but are difficult to address by policy. TiSA itself will not lower or
remove existing barriers. Rather, it will further bind existing barriers and will thus reduce
trade policy uncertainty. Of particular relevance is the binding overhang, the difference
between applied measures, i.e. the existing policy, and the bound measures, i.e. the
commitments in GATS. TiSA will reduce or eliminate the binding overhang, thereby
reducing countries’ available policy space and simultaneously reducing trade policy
uncertainty. In what follows we attempt to identify and describe existing trade barriers,
and the binding overhang.
Currently neither the World Bank nor the OECD Services Trade Restrictiveness Index
(STRI) explicitly include cross-border e-commerce. The lack of information on
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restrictions on cross-border e-commerce in both the OECD and the World Bank database
is no coincidence. It can be explained, in parts, by the novelty of e-commerce, and the
lack of e-commerce specific regulations. More importantly, it also reflects that most
barriers faced by cross-border e-commerce are not related to discriminatory measures
and explicit trade barriers per se. If anything, e-commerce is better placed than
traditional sales and distribution channels to overcome existing trade barriers and even
discriminatory measures. Relative to traditional sales and distribution channels, the
barriers e-commerce faces are instead related to differences in regulations, legislation
and rules.
In surveys regulatory heterogeneity is consistently found to be a concern of e-commerce
firms. While no quantitative evidence on the effect of regulatory heterogeneity on ecommerce exists, for various other service sectors Kox and Lejour (2005) and Nordås
(2006) find that regulatory heterogeneity has a strong but uneven negative effect on
trade. Importantly, a strong negative effect of regulatory heterogeneity is only observed
if the absolute level of regulatory barriers is low. Vice versa, if regulatory barriers are
still high, regulatory heterogeneity ceases to matter.438
The absence of e-commerce, directly and indirectly, in the World Bank or OECD STRI,
poses a problem for describing applied policy on e-commerce in a coherent and
systematic way, similar to Miroudot and Pertel (2015). In principle, this gap could be
filled by looking at individual countries’ applied policy as it relates to e-commerce. In
practice, the complex nature of national legislation relevant for e-commerce as well as
the lack of an established framework for the evaluation of trade barriers in e-commerce
makes this an all but impossible undertaking. Even the authors of the OECD STRI, Ueno
et al. (2015), note that including e-commerce in the indices is better left to future
research, as at this stage it is not even clear, “what kind of regulation, intentionally or
unintentionally, restricts cross-border e-commerce.”.
Similar difficulties arise for the description of bound policy, given the absence of ecommerce specific commitments or provisions in GATS or most regional trade
agreements. While in general GATS is understood to also apply to e-commerce, there is
uncertainty about how specific GATS rules or commitments apply to specific ecommerce transaction. Three issues are worth highlighting. First, to what extent ecommerce transactions involving the electronic delivery of goods can be classified as
trade in goods or services, and consequently whether GATT or GATS rules apply. This
controversy is largely unresolved, with even recent trade agreements not taking a firm
stand and leaving this question unresolved.439
Second, uncertainty exists about whether e-commerce transactions involving the
electronic delivery of goods or services are mode 1, from the territory of one member
to the territory of another, or mode 2, in the territory of one member to service a
consumer of another country. A precedent was set by the WTO dispute on online
gambling between the US and Antigua and Barbuda. While the appellate body followed
the panel‘s determination that online gambling services are delivered by mode 1, despite
this precedent, uncertainty continues to exist on which mode applies to electronic
deliveries (Ahmed, Bieron, and Horlick, 2015; and Singh, Abdel-Latif, and Tuthill, 2016).
Lastly, the extent to which the principle of technology neutrality should apply is
uncertain. The principle of technology uncertainty states that it should not matter
whether identical goods or services, such as for example books and e-books, are
delivered electronically or via other means. While upholding this principle would avoid
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Rather speculatively, this and the predominance of obstacles related to regulatory heterogeneity in
sectoral surveys, would suggest that the absolute level regulatory barriers to cross-border e-commerce
is already low.
For example, the EU-Korea free trade agreement states “… is made without prejudice to Korea’s position
on whether deliveries by electronic means should be categorised as trade in services or goods.”
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distortions, its practical implementation is fraught with difficulties, related to the
question whether the electronic delivery of goods should be classified as trade in goods
or trade in services.
Taken together, with little systematic information or data on applied policy or
commitments, little definite can be said about binding overhangs. At the same time, we
would expect binding overhangs to be substantial, for two reasons. Given the absence
of explicit commitments on e-commerce in GATS, and the uncertainty on how GATS
rules and commitments should apply to e-commerce, the extent of actual and widely
accepted commitments is likely to be low. At the same time, given its dynamic nature,
applied policy is lagging behind developments in e-commerce, likely implying a relatively
low incidence of explicit barriers to cross-border e-commerce. Taken together this would
imply substantial differences between applied and bound policy, and thus substantial
trade policy uncertainty.
Trade policy uncertainty in a novel and rapidly evolving sector such as e-commerce
should not come as a surprise. For e-commerce, trade policy uncertainty stems not only
from large differences between bound and applied policy, the binding overhang, but also
two other sources. First, the bound policy itself is uncertain, as the applicability of GATS
rules and commitments to e-commerce transactions is frequently unclear or
controversial. Second, even regulatory changes that are neutral with respect to applied
or bound policy can affect cross-border e-commerce, if they raise or lower regulatory
heterogeneity.
With the World Bank or OECD STRI of limited use for e-commerce, this leaves two
sources for the further description of barriers to cross-border e-commerce. Academic
studies provide indirect estimates of barriers via the gravity equation. Industry surveys,
in contrast, provide what e-commerce firms perceive as the main barriers to crossborder e-commerce. Given the limited availability of data, the quantitative academic
literature on cross-border e-commerce is small. Employing variations of the gravity
model and focusing on B2C e-commerce, studies consistently find a much smaller effect
of distance on online trade compared to offline trade, and a relatively larger effect of
differences in language, culture or taste.
More specifically, Hortaçsu, Martínez-Jerez, and Douglas (2009) find this for ebay
transactions within the US, Blum and Goldfarb (2006) for US purchases or consumption
of digital goods abroad, and Lendle et al. (2016) for international ebay transactions,
with the reduction of the distance effect induced by a reduction of information and
search costs. For cross-border e-commerce within the EU, Gomez-Herrera, Martens, and
Turlea (2014) find, in addition, an important role of border costs related to payments
or parcel delivery. Based on proprietary data from Google, Cowgill and Dorobantu
(2014a and 2014b) find a somewhat larger effect of distance and borders on ecommerce, but otherwise corroborate the role of differences in language and culture in
reducing cross-border e-commerce.
These results imply an important role for trade facilitation policies in reducing barriers
related to payments and the physical delivery of goods. At the same time, barriers
related to different languages, cultures or tastes are formidable, putting a natural limit
on even the most ambitious trade liberalization policies. Importantly, the existence of
these barriers implies that home market bias can be expected to persist.
Surveys of the e-commerce industry, position papers by industry associations and
statements by individual stakeholders further shed light on the barriers to cross-border
e-commerce. Barriers such identified are not necessarily the true barriers to ecommerce. Trivially, surveys or positions taken by industry associations or individual
stakeholders, are subject to sample biases, with large or successful firms being more
likely to be included in a survey, or being more visible in public debates. Furthermore,
we have to distinguish between the true underlying barriers and the barriers that are
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reported. The true underlying barriers are those that most severely affect firm creation
or firm entry into cross-border e-commerce. These barriers will not necessarily be
reported in surveys, as surveys will only include firms that exist and that are active in
the sector, and that thus might be the ones that have successfully overcome the true
underlying barriers.
Of note are three different surveys. None of them is representative, but they do cover
different sets of firms and stakeholders. European Commission (2009) covers B2C ecommerce and is based on interviews with consumer and business stakeholders within
the EU and statistical data from the European Consumer Centre. National Board of Trade
(2012) is based on a detailed survey of 22 Swedish companies with e-commerce
activities outside the EU, covering both B2B and B2C e-commerce in mostly ICT
services, retail, and entertainment. Most recently, Ecommerce Europe (2015) covers
both B2B and B2C e-commerce, and is based on a survey of 352 companies, including
pure e-commerce companies, retail companies with an e-commerce arm, and multichannel sellers.
Many of the barriers reported in these surveys are fundamentally not different from
barriers faced by traditional exporters. A key difference is that e-commerce as a
technology reduces trade costs, allowing e-commerce firms to ship larger numbers of
smaller consignments to a larger number of countries than traditional exporters. This
implies that some trade costs rise in relative importance, in particular fixed costs
associated with individual shipments, such as the cost of customs clearance or payment
network fees for individual transactions.
While a large number of different barriers is reported in these surveys, most barriers
either relate to traditional barriers to trade in goods and services, or to country
differences in regulations, laws, and taxation. Traditional barriers to trade in goods
include costs associated with customs procedures, cross-border payments, and crossborder logistics and distribution, all having a disproportionate impact on e-commerce
firms shipping large numbers of relatively small consignments. Country differences
impact e-commerce firms with both physical or electronic delivery of goods. Important
issues are differences in regulations and laws across countries, and difference in
taxation, in particular with respect to VAT rates and administration.
European Commission (2009) also reports issues with segmented markets due to geoblocking, and search engines and price comparison webpages being localized to national
markets. National Board of Trade (2012) reports issues with country differences in
intellectual property rights protection, a finding possibly related to this survey including
a disproportionate share of firms in the ICT and entertainment sector. Interestingly,
European Commission (2009) finds that linguistic and cultural differences are an
important obstacle to cross-border e-commerce, while Ecommerce Europe (2015) finds
that they are not. A likely explanation is that the European Commission survey includes
both consumers and B2C e-commerce firms, whereas the Ecommerce Europe survey
only includes B2C and B2B e-commerce firms. While consumers might be acutely aware
of the barriers linguistic and cultural differences impose, firms might not be necessarily
so, given that firms engaged in cross-border e-commerce have demonstrated that they
were able to successfully overcome these barriers.
An important issue, only mentioned in National Board of Trade (2012), are cross-border
data flows. In principle, the WTO moratorium on customs duties would seem relevant.
In practice, local server requirements or censorship issues impending on the free flow
of data, are far more important issues to firms and consumers. Low data protection and
privacy standards can similarly act as a barrier to trade, as they deter consumers from
online activities (Goldberg, 2016).
Reducing or eliminating barriers such as costs associated with customs procedures,
cross-border payments, or cross-border logistics and distribution, is less of challenge
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and falls under the larger rubric of trade facilitation. Differences in regulation, laws, and
taxation are far more challenging to policymakers, given the inherent conflict between
countries’ desire and right to regulate on one side, and the need for coordination and
harmonization on the other. As even within the EU regulatory differences persist, it is
unlikely that there will be rapid progress on a global level.

5.5.4. Expected Impacts of TiSA on E-commerce
TiSA will cover e-commerce in a dedicated annex, as a trade enabling technology crosscutting across sectors. TiSA is planned to further bind applied policy in regards to ecommerce, and in general is not aiming at reducing existing barriers. Provisions will
address the key issues relevant for e-commerce, including, for example, consumer
protection, spam, electronic signatures, source code access, or liability for third-party
content. Given the diversity of national legislations, TiSA will not be able to standardize
or harmonize national legislation. Rather, by including these issues TiSA sets goalposts,
thereby offering guidance on what issues are relevant and should potentially be covered
in future agreements. Furthermore, TiSA also includes the general principles that should
govern these key issues, thereby aiming to ensure a minimum of coordination and
compatibility. With regards to GATS, TiSA is not planned to clarify whether e-commerce
transactions should be classified as trade in goods or services, or as mode 1 or 2 supply.
Clarity will be provided, instead, on customs duties on data flows, with these being
bound at zero and with this concession possibly being extended to non-TiSA countries.
TiSA will affect cross-border e-commerce in two ways. Further binding applied policy
will reduce trade policy uncertainty, by restricting the policy space of countries. To a
limited extent TiSA might also reduce regulatory heterogeneity, both by levelling applied
policies across countries, but also by setting the goal posts and defining general
principles with regards to the important issues affecting cross-border e-commerce.
Reducing trade policy uncertainty and regulatory heterogeneity, in principle, should not
only raise cross-border e-commerce. Rather, with e-commerce being a trade cost
reducing technology, effects will be felt in the wider economy, through lower prices and
increasing variety of goods and services, for final and for intermediate goods.
Unfortunately, these effects are difficult to quantify, given the complex nature of ecommerce as both a sector and a technology, the absence of data on cross-border ecommerce, and the lack of systematic data and information on applied and bound policy.
The only rigorous quantitative research on global cross-border trade flows is based on
proprietary data from Google (Cowgill and Dorobantu, 2014a) respectively Ebay (Lendle
et al., 2016), or restricted to the EU, as in the CGE model in Cardona et al. (2015).
Given this, realistically no predictions can be made on the overall impact of TiSA on ecommerce, and the further impact of e-commerce on the wider economy. In what
follows, we will thus focus on describing the channels through which TiSA might have
an impact, without providing any quantification.
Trade policy uncertainty and regulatory heterogeneity have an effect on cross-border ecommerce mainly through fixed costs associated with exporting.440 Fixed costs are
usually meant to be recouped not immediately, but rather over time. Trade policy
uncertainty raises the risk of not being able to recoup these fixed costs, and thus lowers
the ex-ante value of exporting activities to risk-averse firms. In contrast, regulatory
heterogeneity raises the fixed cost itself, through higher information, search or
compliance costs. With TiSA mainly binding applied policy and prescribing only general
principles for key issues, we expect only small changes to regulatory heterogeneity in
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e-commerce. Thus the main impact of TiSA will be through a reduction of trade policy
uncertainty.
Trade policy uncertainty is an emerging topic in the academic and applied literature,
with the literature exclusively being focused on trade in goods. The literature
consistently finds that reduced trade policy uncertainty increases exports, mainly at the
extensive margin with firm or product entry into exporting (Handley, 2014; Handley and
Limão, 2015; Feng, Li and Swenson, 2016). To a lesser extent, reduced trade policy
uncertainty also increases exports via the intensive margin, with new entrants
experiencing rapid growth in export volumes. The effect of reduced trade policy
uncertainty is also found to be more pronounced in countries with a low quality of
institutions, and in the presence of value chains (Osnago, Piermartini and Rocha, 2015).
Unfortunately, with the literature focusing on trade in goods, it is unclear to what extent
these findings apply to trade in services, and in particular to e-commerce.
Whether trade policy uncertainty is relevant for e-commerce depends crucially not only
on the extent of trade policy uncertainty, but also on e-commerce firm’s fixed costs of
exporting. To what extent fixed cost of exporting matter for e-commerce firms is
unclear, given the absence of quantitative evidence on the magnitude and distribution
of fixed costs of exporting in e-commerce firms. More generally, the academic literature
finds that e-commerce mainly reduces information or search costs, costs which form an
important part of the fixed cost of exporting. This would imply that fixed costs of
exporting tend to be lower for e-commerce firms than for traditional sales and
distribution channels, in turn reducing the impact of trade policy uncertainty on ecommerce firms.
The extent to which TiSA reduces trade policy uncertainty is equally unclear. Notably,
TiSA will bind customs duties on data flows at zero, and will possibly extend this
concession to non-TiSA countries. While making the WTO moratorium on customs duties
permanent might look like a significant reduction of uncertainty on paper, given the
technical difficulties of imposing customs duties on data flows, it is doubtful that the
threat of customs duties on data flows is currently a major source of uncertainty to ecommerce firms.
TiSA will also attempt to further bind applied policies, both those mainly derived from
domestic policy concerns and those more directly concerned with cross-border ecommerce. Examples for the former include consumer protection, data protection, or
liability for third party content. Examples for the latter include local server requirements
or the free flow of data. With respect to the former, TiSA is unlikely to truly bind applied
policy, and will instead offer general principles. This, of course, would imply only a
limited reduction of trade policy uncertainty. With respect to the latter, TiSA might have
a better chance at binding applied policy by requiring, for example, that countries
maintain the free flow of data or do not impose local server requirements.
At the same time, even these issues are more controversial than they seem, given that
they are related to issues of maintaining the right to regulate. For example, the issue
about local server requirements is not so much the general principle of allowing firms
to freely choose the location of a server. Rather, the issue is that implementation and
enforcement of other regulations, such as privacy or data protection rules, but also
political censorship, is deeply connected with the location of the server. All this suggests
that TiSA is unlikely to substantially reduce, in a practical way, trade policy uncertainty
for e-commerce.
Even assuming that TiSA will substantially reduce trade policy uncertainty, and that ecommerce is subject to substantial fixed costs of exporting, the expected economic
impact is unclear. It is determined by the complex interplay of various impact channels
and factors, including whether e-commerce is interpreted as a sector or as a technology,
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the interlinkages between e-commerce and the wider economy, the role of FDI, and the
vertical integration or the outsourcing of e-commerce activities.
Consider first the interpretation of e-commerce as a sector. In principle, one would
expect that in the presence of fixed costs of exporting, less trade policy uncertainty will
induce firm, product and market entry, and thereby raise cross-border e-commerce. But
TiSA might also have an impact on the ex-ante profitability of FDI, with increasing FDI
potentially reducing cross-border e-commerce, and thus having the opposite effect.
Further confounding the analysis are the complex interactions of sectoral input-output
linkages, and trade creation and trade diversion effects, which in the absence of a
quantitative model are all but impossible to predict.
The dual nature of e-commerce as both a sector and as a technology adds an additional
layer of complexity to the analysis. In general, e-commerce as a technology reduces
fixed cost of exporting, thus reducing the impact of trade policy uncertainty. But this
would also imply that reductions in trade policy uncertainty, in service trade via TiSA,
and in goods trade via the WTO, PTAs or indirectly via TiSA, could raise the relative
attractiveness of traditional sales and distribution channels. In particular, TiSA might
raise the relative attractiveness of exporting via trade intermediaries or foreign sales
representatives,441 thus reducing cross-border e-commerce.
Lastly, TiSA might also have an impact on firm boundaries, by inducing firms to vertically
integrate e-commerce activities. While this will not directly change the actual level of ecommerce activities, it will change what is reported in statistical data.442 At high levels
of trade policy uncertainty firms might outsource their exporting activities to platform
markets such as Alibaba or Ebay, or more traditional trade intermediaries. With less
trade policy uncertainty, in contrast, firms might find it worthwhile to vertically integrate
e-commerce activities, with unclear net effects on cross-border e-commerce.
The variety of plausible channels through which TiSA might affect cross-border ecommerce, poses a problem. While nothing can be said about the net effect of TiSA on
cross-border e-commerce, most of the channels would imply efficiency gains. These
efficiency gains would be realized through reallocation of activities across countries,
sectors and firms, and through lower prices and increased variety (of both final goods
and intermediate inputs). At the same time, overall efficiency gains cannot mask that
gains and losses are likely to be distributed unequally across countries, sectors, firms,
and individuals.
Ultimately, only CGE or other quantitative models would be able to identify the dominant
impact channels and thus to predict the impact of TiSA. CGE studies incorporating ecommerce are few and far between, focusing almost exclusively on the effect of ecommerce on the wider economy, implicitly taken as given existing trade barriers and
trade policy uncertainty, or focusing only on the domestic economy. Early efforts of
including e-commerce into CGE models are described by UNCTAD (2001, pages 25-40).
To the best of our knowledge, the only recent CGE model incorporating e-commerce is
Cardona et al. (2015). Based on survey data on cross-border B2C e-commerce within
the EU, their CGE model considers both the adoption of e-commerce as a trade cost
reducing technology, and a reduction of barriers to cross-border e-commerce within the
EU. E-commerce, through lower prices, is found to have strong redistributive effects
between the retail sector, and households and the rest of the economy, but has only a
small effect on GDP.
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Similar to Felbermayr and Jung (2011).
The effect of outsourcing on economic structure reported in statistical data is documented in Berlingieri
(2013) for broad economic sectors.
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This in itself is not surprising, given that e-commerce is not just a sector whose
expansion would merely have ripple effects through sector interlinkages. Rather, ecommerce is also a technology, whose adoption has not only direct consequences for
more traditional sales and distribution technologies and channels, but also indirect
consequences for the business models of a large number of sectors.443
These results offer only limited guidance on the impact of TiSA on e-commerce and the
wider economy. Importantly, given the importance of linguistic, cultural and taste
differences across countries found in the academic literature, barriers to global B2C ecommerce are likely far more substantial than within the EU. Nevertheless, making the
strong assumption that TiSA on net will increase cross-border B2C e-commerce, this
previous research would suggest strong distributive consequences, but only a limited
positive impact on GDP.

5.5.5. Synthesis and policy recommendations
E-commerce as a vehicle for the online sale or purchase of goods or services is growing
exponentially in importance. The impact of TiSA on e-commerce use in the wider
economy, unfortunately, is still difficult to exactly assess and quantify. Any analysis is
further complicated by the fact that traditionally data on e-commerce has been
gathered both under a sector and under a trade cost reducing technology approach.
Consequently, very little data on cross-border e-commerce is available; no systematic
data is available on regulations and other barriers impeding cross-border e-commerce;
the academic and applied literature on cross-border e-commerce is very limited; and
lastly, there is even less data and information on B2B than B2C e-commerce.
These gaps are mirrored by the relative lack of multilateral or regional agreements
covering e-commerce. While GATS, in principle, covers e-commerce, how specifically
provisions and commitments apply to e-commerce is frequently unclear and untested.
TiSA potentially can fill these gaps, less so by reducing existing barriers to cross-border
e-commerce, but rather by further binding applied policy. Thus TiSA‘s impact will mainly
be through reduced trade policy uncertainty. But in the absence of a quantitative model
of the various impact channels, little can be said about the expected impact of TiSA; not
even whether TiSA will indeed promote e-commerce.
While little quantitative evidence is available today, increasing data collection efforts by
international organisations and national statistical offices will likely produce rich data
sets on e-commerce in the near future, including data sets on cross-border flows and
on cross-border barriers. This will allow to base policies concerning e-commerce on
quantitative evidence, and will allow trade impact assessments to include e-commerce
in a rigorous manner.
The dynamic nature of e-commerce and the lack of robust quantitative and qualitative
evidence poses a conundrum for current policy on e-commerce and in particular for TiSA
negotiations. Nevertheless, the following key observations and suggestions emerge
from this report:
First, in the absence of robust evidence on policy impact and effectiveness, it is tempting
to rely on the input and suggestions of interest groups and stakeholders. This approach
holds the usual risk of being beholden to special interests or to be lost in a mosaic of
different opinions, concerns and suggestions. At the same time, for a novel sector such
as e-commerce, this approach also holds the risk of unintended consequences. A
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Consider, for example, the impact of Uber on the taxi market, which goes beyond a mere change of the
sales and marketing channel, affecting the traditional business model of taxi operators.
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possible solution is to allow for experimentation in policy making, made possible by TiSA
including a horizontal provision preserving the right to regulate. Second, maintaining
regulatory heterogeneity is also important if TiSA is supposed to be met with acceptance
in the wider population. While this is obvious from the public debates on TTIP and CETA
in various countries of the European Union, this effectively limits the level of ambition
that can be achieved in TiSA or similar agreement, for the time being. Accepting these
limitations, the focus instead should be on providing a structure for domestic
regulations, by requiring minimum standards and offering general principles.
Third, limitations to the free flow of data, such as customs duties, local server
requirements or geo-blocking, are a concern for e-commerce and the workings of the
internet. While they should be addressed in TiSA, a satisfactory resolution is unlikely.
The free flow of data, in principle, should be uncontroversial. At the same time, the
implementation and enforcement of domestic regulations might require restrictions on
the free flow of data. Importantly, domestic regulations can be of the good type (i.e.
high privacy standards), can be disguised trade barriers, or can be of the bad type (i.e.
political censorship). Allowing for general exceptions similar to GATS article XIV could
potentially address these issues, but raise the question which domestic regulations
would justify an exception and which ones not.
Fourth, promoting e-commerce is not only about e-commerce specific policies. Rather,
policies related to auxiliary sectors such as logistics and distribution or financial services
can be as important for e-commerce. Private sector solutions can play an equally
important role, with service such as platform markets, payment networks, or shipping
companies already offering integrated solutions, that help small firms overcome crossborder barriers. At the same time, given strong network effects in some of these
markets, allowing if not promoting private sector solutions should not preclude active
competition policy.
Fifth, transparency about regulations, rules and processes would benefit e-commerce,
by reducing information and search costs. The principle of transparency in the WTO is
mainly aimed at increasing the public and intergovernmental understanding of countries’
trade policies and practices. In contrast, requiring transparency in the context of crossborder e-commerce would be aimed at reducing the information costs of e-commerce
merchants associated with exporting to a foreign market. For consumers, transparency
would reduce the information costs and the uncertainty associated with purchasing
goods or services from abroad. Transparency as a principle could be explicitly included
in TiSA, with or without institutional mechanism. Furthermore, by staking out the key
issues affecting e-commerce and providing some general principles, as a first step, TiSA
already provides some clarity and structure on e-commerce regulations.
Sixth, and lastly, while TiSA will mainly provide only high principles on e-commerce,
TiSA is an important first step towards a better global governance of e-commerce. By
covering and including all important areas of e-commerce, from data protection over
consumer rights to local server requirements, TiSA provides the framework to be used
in future bilateral or multilateral negotiations of e-commerce.
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6. Consultations
Consultations are an essential part of every Trade SIA. We undertake an extensive and
complementary range of activities aimed at consulting with the various key stakeholders
that are affected by a possible TiSA. The interaction between international and local
experts, NGOs, business, national government officials, EU-officials and other
stakeholders leads to a two-way exchange of information: The study team informs
stakeholders about TiSA and its potential impact by disseminating (intermediate) study
results, while stakeholders in turn provide important input into the process and feedback
on the results. The consultation process thereby increases the understanding of the
potential economic, social, and environmental impacts of TiSA.
In this chapter we give a short overview of stakeholder consultation plan444 (section
6.1), followed by presenting the stakeholder consultation activities conducted (section
6.2). Key inputs of stakeholders are discussed in section 6.3.

Stakeholder consultation plan
Stakeholder consultations are two-fold, they consist of dissemination activities and
consultation activities. Dissemination activities are outward activities and aim to inform
stakeholders about the progress of the study and increase awareness. The consultation
activities are more inward activities since these are focussed on receiving input from
stakeholders that is relevant for the study. The overview below illustrates the interaction
between the two activities and the specific tools used.
Figure 6.1 Consultation landscape

Dissemination
activities

Study team

Stakeholders

Consultation
activities

Implementation of the stakeholder consultation plan
Stakeholders are consulted throughout the course of the study. We use different tools
and forms of interaction, which are presented below. An overview of the feedback and
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This will be a short overview, the full stakeholder consultation plan can be found in the inception report.
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suggestions received from stakeholders and how we have addressed these is available
in Annex G. Due to the delays in the project, stakeholder consultations were put on hold
in the first stage of the interim phase, but have been revived since December 2015
according to a plan also included in Annex G.
Given the large number of countries involved, the emphasis has been relatively more
on internet-based tools as compared to other Trade SIAs.

6.2.1. Stakeholder identification
At the start of the study the study team has constructed a stakeholder list. Different
stakeholders are identified in the area of business, labour and social issues, human
rights, environmental issues, and other relevant areas (e.g. academia). The list has
been established by own research, input from the EU Delegations in the TiSA participant
countries, and by further suggestions received throughout the process. The stakeholder
list is excellent for sharing updates or information about the study directly with
stakeholders, but also for requesting their feedback. The stakeholder list as presented
in Annex G is a non-exhaustive list and has been updated continuously during the course
of the study.
Table 6.1 Stakeholder overview
Category

295

TISA/other
147

Civil society

36

87

Government

16

32

Research institutes and think tanks

11

36

Other

1

5

Total

359

307

Private sector and business representative organizations

EU

6.2.2. Website
During the inception phase we have developed a dedicated website for this study, which
forms an essential part of the consultation process. The link to this website is:
www.trade-sia.com/tisa; a screen shot is provided below. The content of the website is
available in English. The website is the main tool for sharing information and updates
about the study with stakeholders.
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Figure 6.2

Visitors of the website can access the following information:








News items about the activities of the project team and the progress made so far;
Background information about the TiSA, the Trade SIA, and the study team;
Information about the planning of consultation activities (e.g. Civil Society
Dialogue in Brussels);
Timeline of the study;
Reports, presentations and minutes of meetings, which can be downloaded from
the website;
Links to the social media channels (Facebook, Twitter and LinkedIn), to other
Trade SIA websites, relevant websites of the European Commission and EU
Delegations, national government websites, etc.;
Contact information for questions and feedback.

The study team has shared the following information/documents with stakeholders via
the website:








Draft and revised Inception Report;
Draft and revised Interim Report;
Draft and revised Final report;
Newsletters;
Presentation and minutes of the Civil Society Dialogues;
Stakeholder survey;
Summary reports of the TiSA negotiation rounds.

Since the start of the study, the TiSA website has been visited more than 2000 times.
At important stages of the study phase we observe relatively high numbers of visitors.
For example, on 21 January when we shared a newsletter (28 visitors), in the period
after the publication of the draft Interim Report (over 100 visitors), or on 13 January
when the second CSD was organised (27 visitors). Besides the EU MS, visitors also
originate from other countries like Switzerland, USA, China, Japan, Taiwan, India, and
Norway.
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6.2.3. Electronic communication and social media
Additional to the website the study team has several other consultation tools in place in
order to reach out to the stakeholders and share study updates and outcomes.
Email address
A dedicated email address has been created so that it is clear to all stakeholders where
they can send their questions or feedback on the reports to. This e-mail address has
also been used for the distribution of the newsletters, for reminding stakeholders of the
survey, and for requesting stakeholder input on the case study and sector study
selection. The e-mail address is: tsiatisa@ecorys.com. The mailing list has expanded
over time and comments and questions received are reported in Annex G.
Facebook account
During the inception phase a dedicated Facebook page has been created. This tool
serves as an extension of the website, where news and updates on the study are shared
as well.
The study team has shared the following information via the Facebook page:











Link to the SIA website;
Draft and revised Inception Report;
Draft and revised Interim Report;
Draft and revised Final Report;
Request for feedback on the draft Reports;
Request to attend the Civil Society Dialogues;
Presentation and meeting report of the Civil Society Dialogues;
Link to the survey, plus a reminder;
Newsletters;
Summary reports of the TiSA negotiations.

Below is screen shot of the SIA TiSA Facebook page, the page itself can be found at:
https://www.facebook.com/Ecorys.TSIA.TISA/.
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Twitter
Since the summer of 2015 Ecorys has created a new a Twitter account, “@EcorysTrade”.
This account serves as an overarching account for all Trade SIAs. In this way more
stakeholders can be reached compared to having separate accounts for each Trade SIA.
In December 2015 we have informed all followers of the @TSIA TiSA twitter account
that from now on updates of the study will be posted via the @EcorysTrade account.
Similar to the Facebook account, the Twitter account is used as an extension of the
website. Newsletters, updates on the study, links to the (draft) Reports, and summary
reports of the negotiations are shared via Twitter. In addition, we are able to re-tweet
messages from e.g. @Trade_EU and @EP_Trade about updates on the TiSA negotiations
or available documents. The account currently has 52 followers. A screenshot of the
account is presented below.

Newsletters
Based on the list of relevant stakeholders that we have identified in the inception phase,
we have developed a mailing list. It should be noted that this list is considered a “living”
document and since the first newsletter, several contacts have been added. Four
newsletters have been sent, one in the inception phase, the second one for reviving the
stakeholder consultations in January 2016, the third one in December 2016, and the
latest newsletter in May 2017. The first newsletter introduced the study to the
stakeholders and requested them to attend the Civil Society Dialogue meeting and to
provide feedback on the Inception Report. The second newsletter updated the
stakeholders on the status of the study and the timeline, reminded them about the
survey and requested stakeholders to provide inputs for the sector and case study
selection. The third newsletter announced the publication of the draft Interim Report,
and invited stakeholders to attend the Civil Society Dialogue and to provide feedback
on the report. The publication of the draft Final Report was announced in the fourth
newsletter, and included also an invitation to share feedback on the report and the
attend the last Civil Society Dialogue. In addition to the mailing list, the newsletters are
shared via our website, Facebook, Twitter, and LinkedIn as well, in order to maximise
the number of stakeholders reached. A screen shot of the latest newsletter can be find
below.
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Civil Society Dialogue meetings in Brussels
Three civil society meetings have been organised in Brussels to inform and obtain
feedback from EU civil society and key stakeholders. During these meetings we
presented and explained the (results of the) work completed and asked for constructive
criticism on the methodology used and outcomes generated. A first meeting took place
on the 5th of May 2014, after submission of the draft Inception Report. The second Civil
Society Dialogue meeting took take place on 13 January 2017 after the publication the
draft Interim Technical Report. The last Civil Society Dialogue was held on 17 May 2017.
The stakeholders received (the links to) the reports at least two weeks prior to the
meetings so that they have sufficient time to prepare for the meetings. The minutes of
the Civil Society Dialogue meetings are available in Annex G and on the website.
Survey
We have developed an online survey, in order for all relevant stakeholders to be able to
provide their input into the study. This survey includes a number of questions relevant
to all stakeholders, but also contains a section for business, which will among others
serve to identify the views of and impact on business, including SMEs. The survey - as
well as reminders - have been shared with stakeholders via the website, email,
newsletters, and social media tools.
The survey has been available online from October 2014 until January 2017. Of the 246
stakeholders that have started filling in the survey, 50 answered all questions. The
outcomes of the survey are presented in the relevant parts of the overall analyses.
Figure 6.3 below shows the type of organisations that the respondents represent. Social
and HR organisations form the largest group of respondents, followed by business and
individuals.

264 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
Figure 6.3 Type of survey respondents
Social (incl. trade union) and
human rights organisations
35

Business
68

5

Individuals

5
Business associations

9
11

Governmental
Environmental organisations

19
Research/Think tank
47
47

Students
Other

Figure 6.4 shows that the large majority of the survey respondents represents EU-based
organisations. Respondents also include some organisations from countries that are not
involved in the TiSA negotiations.
Figure 6.4 Office location of the respondents
3
5

5

6
7
8
12

183

EU
United States
Australia
Brazil
Switzerland
Canada
Norway
China
Uruguay
Iceland
Chile
Colombia
Costa Rica
Hong Kong China
Liechtenstein
Morocco
Panama
Peru
Vietnam
Other

Ad hoc consultations
Next to the above consultation activities, we organised or engaged in some ad hoc
consultation activities. Interviews constitute a key part of these activities, notably for
the case studies, which are part of the social and environmental analysis as well as for
the in-depth sector analysis (see Figure 1.3 in Chapter 1). The study team has reached
out to 39 stakeholders to request an interview for different parts of the analysis. This
outreach has taken place during the interim phase and final phase of the study.
Interviews have been requested for the following parts of the study: water transport
services sector study, financial services (incl. insurance) sector study, e-commerce
sector study, ICT and telecommunications sector study, social case studies,
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environmental case studies, and services in general. Unfortunately, only 8445 interviews
have taken place. Despite the team efforts,446 stakeholder interest seems to be limited.
Many stakeholders have not responded to our request for an interview, even after
sending a reminder. Stakeholders that did respond often indicated that they were just
not interested in an interview, referred to their position paper, or indicated that they
currently do not focus on TiSA since it is not one of their priorities. Even some
stakeholders that appeared to be very vocal during the Civil Society Dialogue have not
responded to our request for an interview.
In addition to conducting interviews with stakeholders, the study team has held several
phone calls with members of the TiSA team within the European Commission regarding
the case studies and in-depth sector studies, to better understand the specific issues
that are under discussion in the negotiations.

Key inputs of stakeholders
As indicated in the previous section, a full overview of comments received is included in
Annex G. We have received several documents to consider, requests to be added to the
mailing list, and questions regarding the survey and the timing of reports. In terms of
content some key points put forward by stakeholders are the following (for our response
we refer to Annex G):













445

446

Questions about the use of services barrier data, CGE modelling and the need to
be explicit on the assumptions and the need to present in clear and
understandable language;
The need to look at public services and go beyond the ‘social’ role of public
services in inequality and poverty but include also elements such as EU2020,
knowledge society, democratic participation etc.;
The need to examine negative-positive listing of commitments, standstill and
ratchet clauses. Such provisions are of particular importance to public services;
Information and explanations about distortive effects of regulatory asymmetry in
the telecommunications market, which could possibly be addressed by TiSA;
Concerns about protection standards for data transfers in TISA and the possibility
to challenge data transfers to countries, claiming the country's domestic law and
its international commitments do not ensure a level of protection essentially
equivalent to that guaranteed within the European Union;
Concerns about the lack of explicit attention for labour conditions in TiSA;
Concerns about the risk related to mode 4 offers, in particular related to the entry
of low-paid workers that may undercut domestic workers and the need to maintain
the possibility to have a safeguard clause that can limit the entry of Mode 4
workers e.g. in case of high unemployment;
Suggestions for the telecoms and e-commerce sector studies;
Request for further explanation of the modelling results for maritime transport
services;
Suggested studies to be included in the reports.

These concerned the water transport services sector study, the e-commerce sector study, the ICT and
telecommunications sector study, and the environmental chapter.
The team has initiated many contacts, and intensified its efforts after the limited feedback received,
also in response to several reminders from the European Commission to the study team that more
interviews need to take place and are essential for a balanced analysis,
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7. Conclusions and recommendations
In this SIA we have analysed the potential impacts of a future Trade in Services
Agreement (TiSA). In this chapter we present the conclusions as well as the
recommendations and/or flanking measures for the overall economic, social and human
rights, and environmental analyses. The conclusions and recommendations for the
specific sector studies can be found in the relevant sector sections (Chapter 5), though
we do present the specific sector recommendations and/or flanking measures below as
well for sake of completeness.
Important to keep in mind is that the impact assessment has been conducted based on
assumptions about the agreement: we have considered the potential effects of TiSA by
assuming that the Agreement will lead to binding currently applied policies. Given that
the negotiations have not been concluded, and it is not clear at this stage for all topics
that are on the table what will be achieved in the end, the results are indicative.
It should also be noted that services trade is not as straightforward to measure as goods’
trade. Hence due to data limitations, the quantitative part of this SIA does not include
direct modelling and estimation of services trade through mode 3 (commercial
presence) and mode 4 (movement of natural persons). Given these limitations, our
analysis is not able to fully capture the impacts of TiSA, but provides a best estimate.
The expected impacts are mainly analysed for the EU.

Economic impact: conclusions and recommendations
The results of the gravity analysis show that exporters are expected to respond to more
secure market access as if trade costs fell by 3.4 percent on average for OECD
participant destination markets and 5.8 percent for low and middle income destination
markets.
Macroeconomic effects in the EU
The macroeconomic effects of TiSA for the EU are modest under the experiment of
binding commitments by 23 TiSA parties (A) and an experiment where additional Asian
countries join the agreement (B). The EU’s national income is expected to increase by
0.1 percent in experiments A and B, translating into a real national income increase of
€8,645 and €11,461 million respectively by 2025.
Household income and wages are expected to increase for all three skill categories (low
skilled workers, medium skilled workers, and high skilled workers) by 0.1 percent.
The largest macro-economic effects in the EU are expected on trade, although these
changes are relatively small as well, with an expected increase in both total EU exports
and total EU imports of around 0.2 percent in experiment A and 0.3 percent in
experiment B.
Recommendation EC1: Despite the small expected impacts, stakeholders have
indicated the importance of binding the currently applied policies. Therefore we
recommend the European Commission to negotiate an ambitious agreement in terms of
binding applied practice by commitments.
Effects on third countries
The other TiSA participants are also expected to show an increase in national income,
although the gains are relatively small and there is some variation across countries. For
10 TiSA participants, the expected gains in national income are below 0.1 percent. The
highest effects on income are expected for Hong Kong (1.2 and 1.4 percent in
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experiment A and B respectively) and Mauritius (an expected increase of respectively
0.5 and 0.6 percent). A higher increase in national income is associated with a higher
services export share in GDP. Changes in household income and real wages show similar
patterns. Thailand is the only TiSA participant (in experiment B) that is expected to
experience a small decrease in income, due to relatively strong decreases in binding
overhang for a relatively important sector in the economy.
Most countries’ exports and imports are estimated to increase by less than 0.5 percent.
The countries expected to see the highest benefits in terms of real national income
increases are also the countries which are estimated have the biggest increase in their
trade. In addition, several countries with relatively high binding overhangs are expected
to increase trade more.
For countries not participating in the TiSA negotiations, no significant effects are
expected, with national income changes generally below 0.1 percent. Cambodia is a
country that may gain from a larger participation of Asian countries in experiment B,
due to the strong economic linkages with these countries. Based on our analysis,
combined with findings in the literature, no significant effects of TiSA are expected on
LDCs.
Recommendations EC2: Although small, the outcomes of experiments A and B show
that the expected impact of TiSA on the EU would be larger in experiment B, i.e. when
more countries would join the TiSA negotiations. Therefore we suggest to open up TiSA
for other interested parties during the negotiations and after the negotiations are
finished. This would also contribute to the objective of integrating TiSA in the WTO.
Sectoral effects in the EU
Also at sectoral level, the effects of TiSA are expected to be small. Most service sectors
are expected to grow, although the effects are very small, with the highest positive
impact expected for the insurance sector (0.2 percent), followed by financial services
(0.1 percent). Additional analysis has shown that this is not only the result of increased
trade, but that increased demand from other sectors also contribute to these gains. The
impact of TiSA is likely to be underestimated by the model, given that mode 3
(commercial presence) is not captured by the model, while especially for finance and
insurance, this is the dominant mode of supply.
Water transport is expected to contract slightly (0.3 to 0.5 percent under experiment A
and B respectively), due to a large binding overhang in this sector: the EU market is
relatively open, but in GATS it is largely unbound. This implies that this sector
experiences the highest reduction in policy uncertainty. Additional research showed that
this is a very global sector, and the EU has a much larger share of the world market
than other TiSA participants. The gains that EU companies achieve in their offices abroad
are, however, not taken into account in the effects for the EU by the model, but in the
country where the office is located. Additional calculations show that when focussing
solely on the shipping volumes of EU firms, irrespective of their flagging, we see that
TiSA is likely to bring small gains in terms of increased shipping volume.
Recommendation EC3: The model outcomes predict a decrease in output and
employment in the EU water transport sector. The sector representatives have,
however, indicated that they deem these impacts not likely to occur. Although additional
analysis showed that the result for the EU sector is indeed expected to be positive when
taking into account the global nature of the EU sector, it is suggested to monitor the
developments in this sector over time after the implementation of TiSA. If the changes
in this subsector turn out to be negative, additional measures could be taken if needed.
Impact on SMEs
In the EU, SMEs account for 97 to 100 percent of all companies in the services sector,
and on average for 65 percent of employment in the services sector. Although detailed
268 June 2017

Trade SIA in support of negotiations on a plurilateral Trade in Services Agreement
(TiSA)
data is lacking, based on the evidence available, many SMEs are also involved in services
trade. It is well known that SMEs in general struggle more to find information on (and
comply with) relevant regulations and procedures when exporting, and this is likely to
be even worse for services, as service sectors are more regulated than goods. SMEs are
therefore likely to benefit from TiSA, especially to the extent that it will increase
transparency and lead to binding of policies. In addition, they could benefit indirectly, if
demand for their products or services increase as a result of TiSA.
Recommendation EC3: Increased transparency would be an important gain from TiSA
for SMEs. We recommend to consider the establishment an information point dedicated
to SMEs, or an SME committee (like has been discussed in the negotiations on TTIP)
that deals with issues and problems faced by SMEs.

Social
and
human
recommendations

rights

impacts:

conclusions

and

7.2.1. Social impact
TiSA is not foreseen to include specific social provisions or a Trade and Sustainable
Development chapter as in bilateral EU trade agreements. As such, TiSA is not expected
to directly promote the Decent Work Agenda. Social impacts will therefore be mainly
indirect, stemming from changes in economic indicators.
As indicated above, real household consumption and real wage changes for the EU are
around 0.1 percent for all three skill groups. Labour reallocation (the share of the labour
force that will move to other sectors as production patterns change as a result of the
agreement) is lower than 0.1 percent for all skill categories. Consumer prices are not
expected to change significantly. Other TiSA participants also experience generally
positive but small effects of TiSA.
Consumers may also be affected by TiSA, as the agreement is expected to have some
provisions on consumer protection. Nevertheless, given that TiSA does not aim to
harmonise consumer protection among participants, also here expected results are
positive but small.
Recommendation S1: The TiSA final text could include provisions aiming at increased
consumer protection by providing transparency and general principles, and to promote
coordination between all TiSA partners in this field.
The impact on gender equality is expected to be small. Gender equality, as well as other
public policy goals will be protected by the inclusion of a horizontal provision preserving
the right to regulate. At the same time TiSA might induce deeper structural changes,
which might have a profound impact on gender equality. Given the paucity of research
these impacts are hard to predict and anticipate.
Recommendation S2: The effect of TiSA on gender equality in the EU should be
monitored through further studies and ex-post impact assessments. Monitoring should
in particular include issues such as female employment, the gender pay gap, female
representation in upper management, and the extent of female employment in unpaid
care and domestic work.
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7.2.2. Human right (HR) effects
The right to an adequate standard of living and the right to work are expected to be
positively impacted by TiSA for all participants, as incomes and wages are expected to
increase.
Recommendations HR1: Although no significant labour market changes are expected,
it would be good to monitor changes in the labour market as a result of TiSA, especially
in sectors that might contract or where imports are expected to increase relatively more,
and promote the ability of labourers to move from one sector to another.
Concerns have been raised on TiSA’s effect on public services and the right to regulate.
TiSA is not expected to produce any change in the obligations of the EU relating to public
services as compared to GATS and other EU FTAs. Also the effect of TiSA on the right
to regulate has raised concerns among stakeholders, notably in relation to the ratchet
and standstill clauses. However, these two clauses only apply to national treatment, not
market access and public services are excluded from these clauses. Moreover, the right
to regulate will be embedded in the agreement, making it legally binding. The EU will
therefore maintain its ability to regulate.
Based on the above, and taking into account the reservations made in the EU offer in
the horizontal section and on health services and education services specifically, we do
not expect any negative effects in the EU with respect to the right to health, the right
to access to health care, and the right to education. The model results show that TiSA
is expected to lead to economic growth, which will enhance tax revenues and thus could
increase public expenditure on health and education and other public services, although
this effect is likely to be very small.
Recommendation HR2: Although no changes in obligations are expected with respect
to public services from TiSA, it is important that the EU defends its position in the
negotiations with respect to its offer for public services. We note that there are several
examples of constructive ideas that have been put forward by stakeholders over the
course of negotiations to improve the protection of public services under TiSA as
compared to GATS. We recommend the EC to engage in continuous and open dialogue
with interested stakeholders so as to ensure that any possible concern in this sensitive
area is known and can be timely addressed, or that potential interesting new ideas could
be taken on board (see also recommendation HR5).
Although the EU has not taken a formal position on the issue of data flows in TiSA
negotiations, the EC has indicated it will seek to use trade agreements “to set rules for
e-commerce and cross-border data flows and tackle new forms of digital protectionism,
in full compliance with and without prejudice to the EU’s data protection and data privacy
rules.” 447 This objective has been endorsed by the European Council (Council
conclusions of 27 November 2015) and in the European Parliament's resolution on TiSA.
On this basis, the right of protection of personal data is not expected to be negatively
impacted.
Recommendation HR3: In line with the resolution of the European Parliament from
25 January 2016, we recommend ‘to incorporate a comprehensive, unambiguous,
horizontal, self-standing, and legally binding provision based on GATS Article XIV which
fully exempts the existing and future EU legal framework for the protection of personal
data from the scope of this agreement, without any conditions that it must be consistent
with other parts to the TiSA’.
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With respect to the right of information, we note that the EU has been transparent about
the negotiations, in the sense that it has published various documents, such as its
mandate, position papers, reports of negotiating rounds, as well as its offer.
Nevertheless, stakeholders still complain about the level of transparency in the
negotiations.
Recommendation HR4: Although we note the improvement in terms of transparency
regarding TISA negotiations in the EU as compared to previous trade negotiations, there
is room for further improvement. E.g. extending the information on the various topics
that are being discussed in the negotiations under each chapter/annex, complemented
with background information where relevant, especially as some of the issues are quite
technical. The lay-out of the website could also be improved, to make the relevant
information more easy to find. Improved information about the agreement, not only
through DG Trade’s website but also through dialogue with stakeholders (in addition to
the regular Civil Society Dialogues in Brussels and bilateral meetings upon request of
interested organisations), allows for a better understanding of the agreement and
consequently better analysis and more valuable and relevant feedback of stakeholders.
Although our analysis does not point to serious risks to human rights in the EU from
TiSA, we note that not all TiSA participants are party to all the core human rights treaties
and ILO Conventions. In addition, some parties to TiSA are considered ‘weak states’
with weak government policy mechanisms and high levels of corruption and may find it
harder to uphold their formal human rights commitments against potential negative
effects of TiSA.
Recommendation HR5: We recommend to include provisions that encourage
ratification and implementation of these treaties. In a similar vein, it is also
recommended that TiSA includes provisions to promote the ratification and
implementation of the principal ILO Conventions. This could also be promoted through
initiatives outside the agreement (e.g. co-operation and capacity building).
Recommendation HR6: Since the final text of the agreement is not yet known, and
since there could be HR effects that were not anticipated, we recommend to follow up
the ex-ante impact assessment by an ex post impact assessment, in line with the EC’s
commitment448 and to include provisions in TiSA which allow the ex-post evaluation to
impact positively on the treaty development over time. The ex-post evaluation should
focus on those areas where larger effects may be expected on the basis of our analysis,
or where the final text deviates significantly from what was known at the time of this
SIA.

Environmental impact: conclusions and recommendations
Similar to the analysis on social impact, the impact of TiSA on the environment is
expected to be small and indirect, mainly stemming from changes in economic
indicators. According to the CGE results and estimation of the impact of emissions for 9
countries, TiSA is expected to lead to a negligible increase in in air pollutants: NOx, CO2
CH4, N20, NMVOC and NH3 (smaller than 0.1 percent). A distinction is made between
composition and scale effects, and for all pollutant the scale effects offsets the positive
composition effect.
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As it is stipulated in the in the EC’s own guidelines (see e.g.
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf) and as also reflected in the UN
Guiding principles on human rights impact assessments of trade and investment agreements
(A/HRC/19/59/Add.5).
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CGE results for the EU show that CO2 emissions are expected to increase in experiment
A by 0.6 million metric tonnes (MT) due to expected changes in sectoral composition
and the expansion of the economy, while in experiment B a decline of 0.1 million MT is
expected. Natural resource intensity is not expected to change in the EU (effect smaller
than 0.1 percent). For none of the TiSA-participating countries the expected change in
natural resource intensity is larger than 0.3 percent.
With respect to environmental services, there are some concerns among stakeholders
over how TiSA may affect semi-public sectors like waste management. Notably the
possible increase in private sector participation in these sectors, resulting in an increase
in bargaining power of private economic interest and a possible loss of government
control have been raised as issues of concern by certain civil society groups. However,
negotiators have made clear that the protection for public services in the EU's trade
agreements (the so-called "reservations") will apply to these services as well. In addition
to that, governments will always keep the ability to regulate public services as long as
they do not discriminate between domestic and foreign operators.
On the positive side, TiSA can help accelerate the diffusion and uptake of environmental
services (and indirectly of environmental goods), depending on the extent to which
commitments are made. Case studies on solid waste management and waste water also
pointed to the positive environmental impact related to technology transfer associated
with increased FDI as a result of TiSA, especially in countries that currently apply less
advanced technologies in environmental management.
Environmental goods and services can also benefit from increased competition in other
services, e.g. though lower prices, as they use these other services as inputs (e.g.
financial services, marketing, engineering, etc.).
Recommendation ENV1: As TiSA may help to accelerate the diffusion and uptake of
environmental services with positive environmental effects, we recommend the
European Commission to be ambitious in this area, promoting the binding of policies in
this area.

In-depth sector studies: recommendations
The study also looked at potential TiSA impacts in five sectors/horizontal issues in more
depth: water transport services (passengers and freight), financial services and
insurance, ICT and telecommunications, and e-commerce. For the conclusions of these
analyses, we refer to the respective sections in Chapter 5. The recommendations from
the analyses are presented below.
Water transport services recommendations




449

The modelling results predicted a small negative impact of TiSA on the EU water
transport services sector. However, additional analysis suggests that the EU sector
is likely to gain from TiSA. The EU industry is very active in the world market,
while this has been taken into account in the baseline data used, the modelling
outcomes concerned only the impact on EU firms located in the EU, actually
omitting the global and competitiveness aspect of this industry.449 Although many
other factors point towards positive impacts, we suggest to monitor the changes in
the sector stemming from TiSA;
Some stakeholders believe that including the water transport services sector in
TiSA would not benefit EU employees in the sector. While social conditions are

For more details and explanation see Section 5.2.4.
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guaranteed by the eight ILO Core Labour Conventions and by the Maritime Labour
Convention, not all TiSA participants have ratified all these conventions. Therefore
we recommend including provisions in the agreement that encourage TiSA
participants to work towards ratification and implementation of these conventions.
When such a mechanism is not feasible within TiSA, we recommend to promote
future ratification and implementation outside TiSA;
TiSA is not foreseen to include any provisions related to the environment.
However, given the many countries involved in the TiSA negotiations, the
international aspect of the sector, and its current impact on the environment there
is an opportunity to reduce the pressure on the environment. Although politically it
is probably difficult to include specific environmental provisions for the sector in
TiSA, we would recommend to promote international co-operation to reduce the
environmental footprint of the sector outside TiSA. For example working towards
more Emission Control Areas on global shipping routes, imposing stricter emission
or waste disposal rules, or working towards the ratification and implementation of
the MARPOL Annexe by more countries.

Finance and insurance recommendations











In recent years there have been various efforts to improve supervision and
consumer protection in the finance and insurance sectors. TiSA should not
undermine recent measures and progress made in these areas; the principle of
equivalence should remain paramount. In this respect we also recommend to
pursue flanking measures at international level (see below) and to include the
clause on adoption and implementation on internationally agreed standards.
With innovation in service delivery over the last decades, it is not always clear
under which mode a service in this sector is traded. Therefore we recommend to
develop clear definitions for trade Modes concerning notably online retail financial
services transactions (Mode 1 or Mode 2) in order to ensure the appropriate
commitments are made taking full account of supervision, consumer protection
and other regulatory issues.
With increased trade and FDI it is likely that information flows and the transfer of
data will increase as well; any transfer of personal data outside the EU should
comply with EU legislation on personal data protection.
Given that finance and insurance are affected by the performance of other sectors
or horizontal issues as well, it is important to consider closely related issues in
other negotiation areas to avoid duplication, contradiction or unintended effects in
the financial services sector, e.g. in enabling sectors such as ICT.
As a flanking measure, we recommend to push for guidelines and agreements at
international level (in the various existing international forums) specifically in new
areas where regulation and standards are not yet or still being developed (e.g.
how to regulate / supervise Fintechs).
Similarly, it is important to continue process of reform in the EU sector (improving
regulation, supervision and integration). Closer financial integration within Europe
could also benefit other TiSA participants and could enhance TiSA’s impacts
through FDI.

ICT services and telecommunications recommendations




ICT services, the wider internet economy and increasingly other sectors face
similar issues, like data protection, privacy protection, local infrastructure
requirements, or open standards and interoperability. We therefore recommend to
address these issues not by sector, but rather horizontally;
Computer services and telecommunication are dynamic sectors, with new business
models and new technologies emerging. International trade rules and domestic
regulation should avoid becoming straitjackets to the sectors;
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Given the current political climate and the complexity of the issues at hand, the
prospect for TiSA as a plurilateral to achieve substantial progress with respect to
the most important barriers for the sector may be quite low. We recommend that
TiSA will at least define the key issues and offer general principles, so that TiSA
can possibly set the stage for future trade negotiations addressing some of these
issues.

E-commerce recommendations






Transparency about regulations, rules and processes would benefit e-commerce,
by reducing cross-border information and search costs. The principle of
transparency in the WTO is mainly aimed at increasing the public and
intergovernmental understanding of countries’ trade policies and practices. In
contrast, requiring transparency in the context of cross-border e-commerce would
be aimed at reducing the information costs of e-commerce merchants associated
with exporting to a foreign market. For consumers, transparency would reduce the
information costs and the uncertainty associated with purchasing goods or services
from abroad. Transparency as a principle could be explicitly included in TiSA, with
or without institutional mechanism;
TiSA can be an important first step towards a better global governance of ecommerce. By covering and including all important areas of e-commerce, from
data protection over consumer rights to local server requirements, TiSA could
provide the framework to be used in future bilateral or multilateral negotiations of
e-commerce;
Promoting e-commerce is not only about e-commerce specific policies. Rather,
policies related to auxiliary sectors such as logistics and distribution or financial
services can be as important for e-commerce. Private sector solutions can play an
equally important role, with service such as platform markets, payment networks,
or shipping companies already offering integrated solutions, that help small firms
overcome cross-border barriers. At the same time, given strong network effects in
some of these markets, allowing if not promoting private sector solutions should
not preclude active competition policy;
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