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ABSTRACT

Thereport Recent Trendsin U.S. Services Trade, 2007 Annual Report findsthat the services
sector isthelargest component of the U.S. economy and that the United Statesistheworld's
largest market for and exporter of services. Official dataon U.S. cross-border servicestrade
in 2005 indicate more substantial growth in both directions than that recorded in the
preceding 5 year period. Separately, servicessuppliedtoforeign consumersby foreign-based
affiliates established by U.S. multinational parent companiesal so experienced strong recent
growth. Even so, thereport found that U.S. service firms encountered impedimentsto trade
in particular services in various forms, degrees, and countries. The report summarizes the
provisionsof bilateral and regional freetrade agreementsintended to ease such impediments
for U.S. service firms. The report reviews the status of multilateral services trade
negotiations at the World Trade Organization, and members exchanges on cross-cutting
issues, which are proceeding informally.

Thereport highlightsthe servicesand geographi c marketsthat contributed most substantially
torecent servicestrade performance. Separate chapterson particul ar services—architectural,
engineering, and construction (A/E/C), audiovisual, computer and rel ated, electricity, health
care, retail, securities, and tel ecommuni cati on services—describe how each serviceistraded,
compare recent trade performance to historical trends, identify trends and issues affecting
competitive conditions in the industry, and summarize WTO members positions on the
selected services as submitted for consideration at WTO negotiations.






PREFACE

Thisreport isthe eleventh in aseries of annual reports on recent trendsin U.S. servicestrade
that the U.S. International Trade Commission (“ The Commission” or USITC) has published
under investigation No. 332-345. The Commission also publishes an annual companion
report, under this investigation number, on U.S. merchandise trade, entitled Shiftsin U.S.
Merchandise Trade. These annual reports are the product of an investigation instituted by
the Commissionin 1993 under section 332(b) of the Tariff Act of 1930 (19 U.S.C. 1332(b)).*
A significant amount of the information contained in this recurring report reflects basic
research that isrequired by staff to maintain ahigh level of trade and industry expertise. The
knowledge, industry contacts, and anaytic skills developed in this report enable the
Commission to provide timely, expert analysis of multiple service industries. The
Commission has found such expertise to be essential in its statutory investigations and in
apprising its varied customers of global industry trends, regional developments, and
competitiveness issues.

In recent years, the Commission has published several reports on the services sector outside
of the Recent Trends series. These include Express Delivery Services. Competitive
Conditions Facing U.S-based Firms in Foreign Markets (USITC publication 3678,
April 2004), Solid and Hazardous Waste Services: An Examination of U.S. and Foreign
Markets (USITC publication 3679, April 2004), Remediation and Nature and Landscape
Protection Services: An Examination of U.S. and Foreign Markets (USITC publication 3727,
October 2004), Air and Noise Pollution Abatement Services. An Examination of U.S. and
Foreign Markets (USITC publication 3761, April 2005), Logistic Services: An Overview of
the Global Market and Potential Effects of Removing Trade Impediments (USITC
publication 3770, May 2005), and Renewable Energy Services: An Examination of U.S. and
Foreign Markets (USITC publication 3805, October 2005).

1 On August 27, 1993, on its own motion and pursuant to section 332(b) of the Tariff Act of
1930 (19 U.S.C. 1332(b)), the USITC ingtituted investigation No. 332-345, Annual Reportson
U.S Trade Shiftsin Selected Industries. On December 20, 1994, the Commission on its own
motion expanded the scope of this report to include more detailed coverage of service industries.
Under the expanded scope, the Commission publishes two annual reports, Shiftsin U.S.
Merchandise Trade and Recent Trendsin U.S. Services Trade. Servicestradeis presented in a
separate report in order to provide more comprehensive and timely coverage of the sector’s
performance. The current report format was developed by the USITC in response to Congressional
interest in establishing a systematic means of examining and reporting on the significance of major
trade developments, by product, and with leading U.S. trading partners, in services, agriculture,
and manufacturing sectors.
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EXECUTIVE SUMMARY

The services sector isthelargest component of the U.S. economy, accounting for 83 percent
of private-sector gross domestic product and 85 percent of private-sector employment in
2005. The United States has the world's largest services market and is also the largest
exporter and importer of services. In 2005, U.S. cross-border exports of private services
increased by 10 percent to $360.5 billion, while U.S. imports rose by 9 percent to
$280.6 billion. Asaresult, the U.S. tradein servicessurplusgrew to $79.9 billion, itshighest
level since 1999. The United States continues to have the largest services surplus of any
country in the world. Both U.S. exports and imports grew more rapidly in 2005 than in the
previous5 year period, indicating heightened capacity of both U.S. and foreign servicefirms
to compete in supplying services across borders.

U.S. firms' sales of services through foreign affiliates are no less dynamic. Affiliate sales
datareflect theimportance of acommercial presenceabroadto many U.S. services, including
the A/E/C, computer and related, retail, and securities services analyzed in thisreport. Sales
of services by the foreign-based affiliates of U.S. parent companies increased by 8 percent
to $489.6 billion in 2004 (latest available), the second consecutive year of accelerated
growth. Economic growth in certain magjor markets and currency-exchange effects of a
depreciated dollar contributed to this strong performance. The growth in sales through
affiliates based abroad illustrates the ability of U.S. multinational firms to compete
effectively. In comparison, domestic purchases of services from U.S.-based affiliates of
foreign parent firmsonly increased 2 percent to $382.8 billion in 2004, continuing the slow-
growth trend witnessed in recent years.

Inadequate enforcement of intellectual property laws, such as those affecting audiovisual
services, and equity limitations on foreign investments by U.S. securities firms continue to
be significant impedimentsto U.S. servicestrade exports. Moreover, trade in computer and
telecommunication services could expand further if there were consensus that new
technologies are subject to countries' commitments on trade liberalization as set forth in the
General Agreement on Tradein Services (GATS) of the World Trade Organization (WTO).

WTO negotiations toward resolving various cross-cutting issues affecting trade in all
services achieved little progress as of the first half of 2007, due in part to suspension of
formal negotiations on servicesin July 2006. Members continue to exchange positions and
proposalsintended toimprovedomestic regul ation, facilitate greater participation from|least-
developed countries, and shape potential emergency safeguard measures and subsidy
disciplines. Elsewhere, as of the second quarter of 2007, the United States continued to craft
bilateral and regional free trade agreements with some of its trading partners to improve
market access and transparency for U.S. service providers.






CHAPTER 1
| ntroduction

Scope

The U.S. International Trade Commission (USITC or “Commission”) routinely monitors
trade developments in the services, agricultural, and manufacturing sectors. This annual
report examines U.S. services trade, both in the aggregate and for selected industries;
identifiesleading serviceindustriesand important U.S. trading partners; and briefly analyzes
global competitive conditionsin serviceindustries. Servicesthat significantly affect theentire
economy—infrastructure servicessuch asfinance and tel ecommuni cations—receive the most
frequent analysis (usually annually). Analysis of other service industries—such as selected
professional, business, and distribution services—are rotated based on expressed interest,
industry activity, and professional development. By rotating coverage of suchindustries, the
Commission attemptsto analyze, at least every 2 years, all industriesthat may be of interest.

Data and Organization

Services trade comprises cross-border trade and sales through foreign affiliates, with the
latter predominating. The Commission draws much of its services trade data from the U.S.
Department of Commerce (USDOC), Bureau of Economic Analysis(BEA).! In many cases,
such data are supplemented with information drawn from primary sources identified by the
BEA, or from primary and secondary sources identified independently. Sources include
individual service firms, trade associations, industry journals and reports, electronic media,
international organizations, and other government agencies.

Chapter 2 of this report examines cross-border services trade from 2000 through 2005 and
affiliate sales from 2000 through 2004, comparing trade during the most recent year to
previous trends.? Chapter 2 also describes the nature and extent of cross-border trade and
affiliate transactions. Chapters 3 through 10 provide analysis of the following industries:
architecture, engineering, and construction (A/E/C); audiovisual; computer and related
services, electricity; health care; retail; securities; and telecommunication services.
Infrastructure services in this report, in addition to telecommunication services, include
electricity and securities.® A brief definition of each industry and the activities captured by

! The BEA’ s data are compiled from surveys directed to specific service industries or types of investment.
For more information about the BEA’s methodol ogies, see USDOC, BEA, Survey of Current Business 86,
no. 10, 27.

2 Data on affiliate transactions lag those on cross-border services trade by one year. Analyses of cross-
border trade data compare performance in 2005 to trends from 2000 through 2004. Similarly, analyses of
affiliate sales compare performance in 2004, the most recent year for which affiliate sales data are available,
to trends from 2000 through 2003.

3 The focus on securities in this report complements the substantial recent work undertaken by the
Commission in examining banking services. For more information, see U.S. International Trade
Commission. U.S-Colombia Trade Promotion Agreement: Potential Economy-wide and Selected Sectoral
Effects, USITC Publication 3896, Washington, DC: USITC, 2006, 4-7—4-8, app. J,
http://hotdocs.usitc.qgov/docs/pubs/2104F/pub 3869.pdf, and a forthcoming article in the Journal of World
Trade.
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trade data precede an examination of recent trends in cross-border trade and/or affiliate
transactions, as appropriate. Thereafter, the chapters provide an analysis of the global
competitive landscape in each industry. Finally, the chapters summarize the extent to which
World Trade Organization (WTO) members have addressed these services specifically in
written positions or proposals at the most recent round of WTO negotiations on services.

Chapter 11 features a review of selected aspects of services negotiations. In recent years,
services negotiations have occurred under both the WTO General Agreement on Trade in
Services (GATS) and free trade agreements (FTAS) between the United States and itstrade
partners. This chapter describes cross-cutting issuesthat members have continued to address
in WTO services negotiations, such as emergency safeguard measures, subsidies, the
recognition of professional qualifications, andincreasing the participation of | east-devel oped
countries in global trade. The chapter also summarizes services provisions in FTAs and
identifies particular services for which FTAs accord improved market access, compared to
that accorded under the GATS.

Services Tradein Context*

Cross-border services trade accounted for 21 percent of the value of total U.S. cross-border
tradein 2005 (figure 1.1).> Including both public- and private-sector transactions, U.S. cross-
border trade in services generated a $66.0 billion surplus in 2005, in contrast to a U.S.
merchandise trade deficit of $782.7 billion.® Services accounted for 83 percent of U.S.
private-sector gross domestic product” and 85 percent of private-sector employment in 2005
(figures 1.2 and 1.3).2 While the cross-border services trade surplusincreased in 2005 to its
highest level since 2001, the merchandise trade deficit widened in 2005 to the largest
recorded up to that time. Services gross domestic product (GDP) increased by 7 percent in
2005, dlightly faster than the 5 percent average annual growth rate from 2000 through 2004.
Merchandise GDP also increased by 7 percent in 2005, outpacing the 2 percent average
annual growth rate for the preceding 5 year period. Employment in services increased by
3 percent in 2005, surpassing its average annual growth rate (1 percent) from 2000 through
2004. Employment in the goods sector fell by 0.4 percent in 2005 but not as rapidly as the
average annual decrease during the preceding 5 year period (4 percent).

According to data reported by the WTO, global cross-border exports of services totaled
$2.4 trillion in 2005.° The United States was by far the largest services exporter, accounting
for 15 percent of such exports worldwide (figure 1.4). Other significant services exporters
included the United Kingdom (8 percent), Germany (6 percent), and France (5 percent).™
Among those countries for which 2005 trade data were reported by the WTO, the United

* The main sources for this section are the BEA’s Survey of Current Business and World Trade
Organization (WTO), International Trade Statistics 2005. See bibliography for full citations.

® Total trade value is the sum of the value of imports and exports.

® USDOC, BEA, Survey of Current Business 86, no. 10, 75, “Table A. Summary of U.S. International
Transactions.” For purposes of comparison with the merchandise trade deficit, the figure cited here for the
services trade surplus reflects public-sector as well as private-sector transactions. Elsewhere in this report,
beginning with chapter 2, services trade data reflect private-sector transactions only.

7USDOC, BEA, Annual Industry Accounts: Gross Domestic Product (GDP) by Industry.

8USDOC, BEA, Survey of Current Business 86, no. 8, 142, “ Full-Time Equivalent Employees by
Industry,” table 6.5D.

®WTO, “World Exports of Commercial Services by Region, 2005, table 111.4.

0 bid.
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States posted the largest services trade surplus ($73 billion), whereas Germany posted the
largest services trade deficit ($53 billion) (figure 1.5)."*

Figure 1.1 U.S. cross-border trade value, by sector, 2005

Goods 79%

Services 21%

Total trade value = $3.3 trillion

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10, 75.

Figure 1.2 U.S. private-sector gross domestic product, by sector, 2005

Services 83%

Goods 17%

Total private-sector GDP =$10.9 trillion

Source: USDOC, BEA, Industry Economic Accounts database, “Gross Domestic Product by Industry,”
October 2006.

1 The $73 billion surplus calculated by the WTO is presented only for the purpose of cross-country
comparison. Because the WTO treats trade in insurance services differently than the BEA does, this number
is not comparable with BEA data used in all following chapters.
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Figure 1.3 U.S. private-sector employment, by sector, 2005

Goods 15%

Services 85%

Total full-time equivalent employees = 106.9 million workers

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Industry Economic Accounts database,
“Full-Time Equivalent Employees by Industry,” February 2007.

Figure 1.4 Global cross-border exports of services, by exporting country, 2005*

Germany 6%
France 5%

United Kingdom 8%
Japan 4%

Italy 4%

Spain 4% United States 15%

Netherlands 3%
China 4%

Hong Hong 3%

Other 45%
Total =$2.4 trillion

Source: World Trade Organization, International Trade Statistics, 2006, “World Exports of Commercial Services,”
2006.

Note: Excludes public-sector transactions.
“Total may not equal 100 percent due to rounding.



Figure 1.5 Services trade balances of leading exporting countries, 2005

United States

United Kingdom

France

Japan

Germany

-60 -40 -20 0 20 40 60 80
Billion dollars

Source: World Trade Organization, Intemational Trade Statistics, 2006, “Leading Exporters and Importers in World
Trade in Commercial Services, 2005.”
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CHAPTER 2
U.S. Tradein Services

Summary

The$79.9billionsurplusin U.S. cross-border servicestradein 2005, counting private-sector
transactionsonly, wasthe largest since 1999." Business, professional, and technical services
contributed the most to the expansion of servicestradein 2005. U.S. cross-border services
exportsand imports grew faster in 2005 than the annual average during the preceding 5 year
period.

Posting arecord-high $106.9 billion in 2004, sales of services by foreign-based affiliates of
U.S. parent firms exceeded domestic purchases of services from U.S.-based affiliates of
foreign parent companies. Sales by foreign affiliates of U.S. parent firms increased
considerably faster than did domestic purchases from U.S. affiliates of foreign parent firms
due, inlarge part, to economic growth in many major foreign marketsand currency exchange
rates.

| ntroduction

Firms in one country may sell services to consumers in another country, with people,
information, or money crossing national boundariesin the process. National accounts refer
to these as“ cross-border transactions,” and they appear explicitly asimports and exportsin
the balance of payments. Firmsal so provide servicesto foreign consumersthrough affiliates
established in host countries, with theincome generated by “ affiliatetransactions’ appearing
as investment income in the balance of payments. The channel of delivery used by service
providers depends primarily on the nature of the service. For example, many financial
services, such ascommercial banking services, are supplied most effectively by affiliatesthat
are in close proximity to the consumer. Conversely, trade in education services
predominantly takestheform of cross-border transactions, with studentstraveling abroad to
study in foreign universities.

Since 1986, when the U.S. Department of Commerce (USDOC) began collecting statistics
onU.S. servicestrade, therelativeimportance of cross-border trade and affiliatetransactions
has shifted significantly.? For example, in the 10 year period from 1986 through 1995, U.S.
cross-border exports of services consistently exceeded sales by majority-owned foreign
affiliatesof U.S. firmsby average annual margins of approximately 18 percent. Since 1996,

! The $73 billion surplus calculated by the WTO (reported in ch. 1) is presented only for the purpose of
cross-country comparison. Because the WTO treats trade in insurance services differently than the BEA
does, the WTO’ sdata for the trade surplus are not comparable with BEA data used in this and subsequent
chapters.

2U.S. Department of Commerce, Bureau of Economic Analysis (BEA), Survey of Current Business 86,
no. 10, 20-21. “Sales of services delivered through cross-border trade cannot be precisely compared with
sales through affiliates because of differencesin coverage, measurement, and classification. Despite these
differences, the large gap between sales through cross-border trade and sales through affiliates suggests that
the latter isthe larger channel of delivery for both U.S. sales of services abroad and foreign sales of services
in the United States.”

2-1



however, salesby U.S. firms' foreign affiliates have exceeded cross-border servicesexports
(figure 2.1). In 2004, salesby U.S. firms' affiliates abroad ($489.6 billion) exceeded U.S.
cross-border exports of services ($328 hillion) by approximately 49 percent, or
$161.6 billion. Similarly, U.S. purchases of services from foreign-owned &ffiliates have
exceeded cross-border services imports since 1989. In 2004, salesto U.S. citizens by the
U.S. affiliates of foreign companies ($382.8 billion) exceeded services imports
($257.2 billion) by 49 percent, or $125.6 billion.> The predominance of affiliatetransactions
largely reflects the global spread of service firms, facilitated by the liberalization of
investment and servicestraderegimes, whichfirst occurred in devel oped countriesand more
recently in agrowing number of developing countries. The liberalization of services trade
regimes, in turn, is largely rooted in the growing recognition that efficient infrastructure
industries—telecommuni cations, finance, energy, and transportati on—improve performance
throughout a country’s economy. Governments in many countries have been especialy
active in removing or reducing impediments to trade and investment in telecommunication
services and financial services.

Cross-Border Trade’

In 2005, U.S. services exports and imports increased more slowly than in 2004 but faster
than the annual averagein the 5 year period beginning in 2000. The expansion of two-way
trade in business, professional, and technical services led all other servicesin 2005. U.S.
exports of private services’ totaled $360.5 billion, while U.S. importstotaled $280.6 billion,
resulting in a $79.9 billion trade surplus, the largest since 1999 (figure 2.2).° Exports
increased by 10 percent in 2005, markedly higher than the 4 percent average annual growth
rate recorded from 2000 through 2004. Export growth in 2005 was broadly dispersed across
service industries, led by increases in financial services and transportation services (i.e.,
freight transport and port services) (13 percent each); business, professional, and technical
services (12 percent); passenger fares’ (11 percent); travel services® (10 percent); and
royalties and license fees® (9 percent). U.S. imports of services grew by 9 percent in 2005,
faster than the 6 percent average annual growth rate in 2000-2004. Import growth in 2005
wasaccounted for chiefly by accel erated growth ratesin business, professional, andtechnical
services (17 percent), transportation (15 percent), and passenger fares (10 percent).’°

3 Ibid., 20.

* The main source for this section is the BEA’s Survey of Current Business. See bibliography for full
citations.

® Cross-border services trade, as reported in the current account, includes both private- and public-sector
transactions. The latter principally reflect operations of the U.S. military and embassies abroad. However,
because public-sector transactions are not considered to reflect U.S. service industries’ competitiveness and
may introduce anomalies resulting from events such as international peace-keeping missions, this report will
focus solely on private-sector transactions, except where noted.

®USDOC, BEA, Survey of Current Business 72, no. 6, 68—70. Values are reported before deductions for
expenses and taxes, as gross values are most directly comparable across countries, industries, and firms.

7 Passenger fares consist of fares paid by residents of one country to airline and vessel operators (carriers)
that reside in another country.

8 Thetravel category consists of expenditures, excluding passenger fares, by individuals who travel to
foreign countries.

® These services principally include management services and sales of rights to industrial processes;
broadcasts and recordings of live events; books, records, and tapes; business format franchises; trademarks;
and distribution, use, and reproduction of computer software.

0 ysDOC, BEA, Survey of Current Business 86, no. 10, 43.
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Figure 2.1 U.S. cross-border exports® of services and U.S.-owned foreign affiliates sales of
services, 1995-2004°

Billion dollars
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Cumrent Business 86, no. 10,
20.

aTrade data exclude public-sector trade.

bBeginning in 1999, sales data for foreign affiliates of U.S. parent firms were reported under a new industry
classification system, which resulted in a net gain in transactions reported for such affiliates reclassified in
service industries in contrast to a net loss in transactions reported for such affiliates reclassified in goods
industries.

Figure 2.2 U.S. cross-corder trade in private services: Exports, imports, and trade balance,
1996-2005
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10,
42-43,
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Theleading U.S. services exported, which were travel services and business, professional,
and technical services, accounted for 23 percent and 22 percent, respectively, of total
servicesexportsin 2005 (figure 2.3). Other industries representing large shares of total U.S.
services exports in 2005 were royalties and license fees (16 percent); financial services
(9 percent); and passenger fares (6 percent).*

Intrafirm exports,* which largely reflect transactions between U.S. parent firms and their
foreign affiliates, accounted for a slowly increasing portion of total services exportsin the
past decade, and reached 26 percent of such exports in 2005.* The largest component of
intrafirm exports in 2005, royalties and license fees, accounted for 45 percent of such
exports.* Royalties and license fees from affiliates in the wholesale trade and auto
manufacturing industries grew fastest.

Travel services also accounted for the largest share (25 percent) of U.S. servicesimportsin
2005 (figure 2.3). Other services with large shares of total services imports included
business, professional, and technical services (17 percent); passenger fares (9 percent); and
royalties and license fees (9 percent).’® In 2005, intrafirm imports accounted for
approximately 22 percent of total cross-border servicesimports,*” with royaltiesand license
fees again making up the largest component (33 percent) of intrafirm imports.™®

As in most years, the mgjority of U.S. service industries registered cross-border trade
surpluses in 2005. Services that netted the largest surpluses in 2005 included business,
professional, and technical services ($33.1 hillion) and royalties and license fees
($32.9 hillion). Additionally, financial services ($21.7 hillion), travel ($12.5 billion),
education ($10.1 billion), and audiovisual services ($9.5 billion) registered cross-border
trade surplusesin 2005. By contrast, services with notable trade deficitsincluded insurance
($21.7 billion), transportation ($19.9 billion), and passenger fares ($5.1 billion). The deficit
in insurance services principaly reflects U.S. primary insurers payments to European
reinsurersin return for assuming aportion of largerisks. The deficit related to transportation
services(i.e., freight transport and port fees) largely reflectsthe asymmetrical nature of trade
in manufactured goodsbetween the United Statesand itstrading partners; U.S. importerspay
foreign shippersfor carrying freight to the United States. For example, Chinese shipments
of manufactured goodsto the United States vastly exceed U.S. shipments of goodsto China.

1 bid., 42.

2 bid., 26. Intrafirm exports represent U.S. parents’ receipts from foreign affiliates and U.S. affiliates
receipts from aforeign parent. Intrafirm imports represent U.S. parents’ paymentsto foreign affiliates and
U.S. affiliates’ paymentsto foreign parents.

2 1bid., 26, 42.

“bid.

% 1bid., 28.

% 1bid., 46.

7 1bid., 26, 43.

% 1bid., 26.

® The overall trade surplus for business, professional, and technical services obscures wide variationsin
trade balances for subsets of such services. For example, trade between unaffiliated entities engaged in
operational leasing; installation, maintenance, and repair services; architectural, engineering, and other
technical services; legal services; and medical services posted surpluses, while trade in advertising;
accounting, auditing and bookkeeping services; and computer and information services posted deficits.
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Figure 2.3 U.S. cross-border exports and imports of services,? by industry, 2005"
Exports

Business, professional, & technical services 22.4%

Travel 22.7%

Royalties & license fees 15.9%

Other 19.6%

Financial services 9.5%

Telecommunications 1.3%
Audiovisual 2.9%

Passenger fares 5.8%

Total = $360.5 billion

Imports

Business, professional, & technical services 17.0%

Travel 24.7%

Passenger fares 9.3%

Royalties & license fees 8.7%

Financial services 4.4%

Telecommunications 1.7%
° Other 34.3%

Total = $280.6 billion

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86,
no. 10, 42-43.
Note: Trade data exclude public-sector transactions.

*See appendix A for a description of service industries separately identified.
®Totals may not equal 100 percent due to rounding.



TheUnited Kingdom, Japan, and Canadawerethelargest single-country U.S. export markets
in 2005, accounting for 13 percent, 12 percent, and 9 percent, respectively, of total U.S.
services exports (figure 2.4). The United Kingdom (13 percent) and Japan and Canada (8
percent each) were also the largest single-country suppliers of U.S. services imports. In
regional terms, the European Union (EU) was the United States' largest services trading
partner, accounting for 35 percent of U.S. exports and 38 percent of importsin 2005.°

In 2005, the United States maintained large bilateral services surpluses with Japan
($19.5 hillion), Canada ($10.5 billion), the United Kingdom ($9.8 hillion), Mexico
($5.9 billion), and Korea ($4 billion), and netted alarge regional trade surplus with the EU
($21.9 billion). In marked contrast to the large U.S. deficit in goods trade with China, the
United States recorded a services trade surplus of $2.6 billion with China in 2005. The
United States registered its largest bilateral deficit in services trade in 2005 with Bermuda
($9.2billion), which largely reflected paymentsfor insurance and reinsurance servicesfrom
U.S. and foreign firms that have set up operations there, chiefly for preferential tax
treatment.?*

Affiliate Transactions®

In 2004, sales of services by the foreign-based affiliates of U.S. companies increased by
8 percent to $489.6 hillion. The rate of increase in such sales in 2004 marks the second
consecutive year in which the pace of growth was more than twice the 3 percent average
annua rate from 2000 through 2003. Economic growth in certain major markets and
currency-exchange effects of a depreciated dollar® contributed to the acceleration of sales
by foreign affiliates in 2004. U.S.-owned affiliates in the insurance industry accounted for
approximately 17 percent of total affiliatesal es, thelargest single-industry share (figure 2.5).
Other industriesthat accounted for relatively large sharesof affiliate salesincluded computer
systems design (9 percent), utilities and telecommunications (7 percent each), and
transportation and warehousing (6 percent). The largest host-country markets for sales by
U.S.-firms foreign affiliates included the United Kingdom (22 percent), Japan and Canada
(10 percent each), and Germany and France (6 percent each) (figure 2.6). Regionally, the EU
accounted for 51 percent of U.S. firms' affiliate salesin 2004.2*

In 2004, purchases of services from magjority-owned, U.S.-based affiliates of foreign firms
increased by 2 percent to approximately $382.8 billion. The proportional increase in 2004
was similar to the 3 percent average annual growth rate for such purchases from 2000
through 2003. Services purchased from U.S.-based insurance affiliates accounted for
21 percent of such transactions, the largest single-industry sharein 2004. Other industries
U.S.-based affiliates that accounted for significant shares of domestic purchases in 2004
included transportation and warehousing (8 percent), and advertising, securities, and

2 UsDOC, BEA, Survey of Current Business 86, no. 10, 43.

2 1bid., 4445, 60.

2 The main source for this section isthe BEA’s Survey of Current Business. See bibliography for full
citations. The data on affiliate transactions reported by BEA that are summarized and discussed in this
chapter understate transactions with respect to distributive services provided by wholesalers and retailers.
See ch. 8 for adiscussion of how distributive servicesin retailing may be estimated, using retail affiliates
total sales and gross margin data.

2 Depreciation of the dollar increased the dollar value of sales denominated in foreign currencies.

2 USDOC, BEA, Survey of Current Business 86, no. 10, 71-72.
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Figure 2.4 U.S. cross-border exports and imports of services, by country, 20052

Exports

Canada 9.0%
Japan 11.6%

Mexico 5.7%

Germany 5.6%
United Kingdom 12.6%
France 3.6%

Korea 2.9%

Switzerland 2.6%—

China 2.5%
Netherlands 2.5%

Other 41.4%

Total = $360.5 billion

Imports
Canada 7.8%

0,
Germany 6.7% Japan 7.9%

Mexico 5.2%

Bermuda 5.0% ’ }
United Kingdom 12.6%

France 4.5%
Switzerland 4.1%

Netherlands 2.8%
China2.3%

Other 41.0%

Total = $280.6 billion

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no.
10, 44-45.

Note: Trade data exclude public-sector transactions.

aTotals may not equal 100 percent due to rounding.
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Figure 2.5 Affiliate service transactions: U.S. sales® and purchases,” by industry, 2004°
Affiliate sales

Utilities 6.8% Computer systems design 9.1%

Telecommunications 6.6%

Insurance? 17.4%
Transportation & warehousing 6.4% ’

Wholesale 4.9%

Securities 4.8%
Publishing industries 4.2%

Audiovisual 2.3%

AJE/C 2.1% .
Health care and social assistance 0.3% Other® 35.2%

Total = $489.6 billion

Affiliate purchases

. Transportation & warehousing 7.8%
Advertising 6.2%

Accommodations and food services 5.5%
Insurance 421.2%
4

Securities 5.5%

Administration, support, and 5.3%
waste management

Real estate and rental and leasing 4.1%

Publishing 3.9%

Utilities 3.8%

Computer system design 2.9%
Wholesale 2.3%

AJEIC 1.5%

Otherf 29.9%

Total = $382.8 billion

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no.
10, 72—-74.

“Sales of services by majority-owned foreign affiliates of U.S. parent firms.

"Purchases of services from majority-owned U.S. affiliates of foreign parent firms.

“Totals may not equal 100 percent due to rounding.

dIncludesinsurance carriers, agencies, brokerages, and other insurance related activities.
°Reflects sales of services by manufacturers, retailers, real estate firms, and all other service firms.

'Reflects purchases of services from manufacturers, audiovisual firms, retailers, and all other service
firms.
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Figure 2.6 Affiliate service tranactions: U.S. sales® and purchases,” by country, 2004°

Affiliate sales

Japan 9.9%

Canada 9.6%
United Kingdom 21.6%

Germany 6.0%

France 5.7%
Netherlands 3.9%

Australia 3.8%
Switzerland 1.9%

Other 37.7%

Total = $489.6 billion

Affiliate purchases

Germany 14.2%

France 14.1%
United Kingdom 16.7%

Canada 9.6%

Switzerland 9.0% Other 18.5%

Netherlands 7.9%

Japan 6.8% Australia 3.1%

Total = $382.8 billion

Source: U.S. Department of Commerce, Bureau of Economic Analysis Survey of Current Business 86, no.
10, 72, 74.

2Sales of services by majority-owned foreign affiliates of U.S. parent firms.
"Purchases of services from majority-owned U.S. affiliates of foreign parent firms.
“Totals may not equal 100 percent due to rounding.



accommodationsand food services (6 percent each). In 2004, U.S.-based affiliatesof British
parent firms accounted for 17 percent of total U.S. services purchased from foreign-owned
affiliates. German- and French-owned affiliatesfollowed, each accounting for 14 percent of
services purchased from affiliates, while Canadian-owned affiliates accounted for
10 percent.®

Services Trade and the General Agreement on Tradein
Services (GATYS)

Cross-border trade and affiliate transactions reported by the BEA do not correspond exactly
to the channels of servicesdelivery reflected in the GATS of the World Trade Organization
(WTO), which are discussed subsequently in thisreport.?® The GATS identifies four modes
of delivery through which services are traded between WTO members: cross-border supply
(mode 1), which is not synonymous with BEA’s data for cross-border trade, in which a
serviceissupplied by anindividual or firmin one country to anindividual or firmin another
(i.e., the service crosses national borders); consumption abroad (mode 2), in which an
individual from one country travels to another country and uses a service in that country;
commercial presence (mode 3), in which afirm based in one country establishesan affiliate,
branch or subsidiary in another country and supplies services from that locally established
affiliate, branch or subsidiary; and the temporary presence of natural persons (mode 4), in
which anindividua service supplier from one country travelsto another country on ashort-
term basisto supply aservicethere, for example, asaconsultant, contract employee, or intra-
company transferee at abranch or subsidiary established by that individua’ sfirmin another
country.?” BEA notes that modes of supply 1, 2, and parts of 4 generally areincluded in its
data on cross-border trade, while mode 3 transactions are included, with some exceptions,
in affiliate transactions.

A 1bid., 73-74.

% 1bid., 38-40.

2" For more information on modes of supply under the GATS, see WTO, GATS Training Module,
“Chapter 1: Basic Purpose and Concepts.”
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CHAPTER 3
Architectural, Engineering, and
Construction Services

Summary

Tradein architectural, engineering, and construction (A/E/C) servicesoccursmainly through
the operations of affiliates. In the most recent years for which there are affiliate data, both
sales by foreign affiliates of U.S. firms and purchases from U.S. affiliates of foreign firms
declined, with sales experiencing thelargest declinein absol ute terms. Cross-border exports
rose sharply whereas imports fell sharply. Multinational A/E/C firms accounted for nearly
one-third of the value of nonresidential building and construction worldwide in 2005. Top
A/E/Cfirms, many of which arelocated in the United States, are among the fastest growing,
most technologically adept firmsin the industry. These firms employ technologies such as
Building Information Modeling (BIM) and collaborative online project management tools
to increase productivity, control prices, and improve quality for their customers in a
worldwide market that has grown slowly in recent years. Impediments to trade in A/E/C
services vary in nature, although conditions of establishment, operating requirements, and
the technical equivalency of foreign practitioners’ education and experience are among the
issues of principal concern to the industry.

| ntroduction

A/E/C servicesencompassthreedifferent but interrel ated services activitiesthat arerequired
for the construction or reconstruction of abuilding or structure. A/E/C services are supplied
by awide range of firms, which may specidize in providing only one or a combination of
theservices.* Architectural firmsprovideblueprint or computer-drafted designsfor buildings
and public works, and may overseethe construction of projects.? Engineering firms provide
planning, design, construction, and management services for projects such as civil
engineering works and residential, commercia, industrial, and institutional buildings.?
Construction services include pre-erection work;* new construction® and repair; and
alteration, restoration, and maintenance work. All of these construction services may be
provided by general contractors, who oversee al construction work for project owners,® or

! In this chapter, firms may be identified by the range of services they provide. Firmsthat provide
architectural, engineering, and construction services will be identified as A/E/C firms; firms that provide
architectural and engineering services will be identified as A/E firms; and firms that provide engineering and
construction services will be identified as E/C firms.

2 Architectural services also include preliminary site study, schematic design, design development, final
design, contract administration, and post-construction services.

3 Engineering services also include undertaking preparatory technical feasibility studies and project
impact studies; preparing preliminary and final plans, specifications, and cost estimates; and delivering
various services during the construction phase.

* Pre-erection work can be excavating, earthmoving, land drainage, and other land preparation.

® Such construction can be of buildings and other structures, or heavy construction, including
infrastructure such as highways, power plants, and pipelines.

® Project owners are those who are awarding the contract for the design and construction of a structure or
project.
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by specialty subcontractors, who perform discrete tasks associated with an overall project.
Under the traditional ‘ design-bid-build’ project delivery method, project owners hire firms
to provide architectural, engineering, and construction services under separate contracts.
Increasingly prevaent, however, isthe ‘design-build’ method, whereby all A/E/C services
are provided under a single contract.

A multinational (“global™) A/E/C firm is one that earns revenues from projects both in its
home country and abroad.” As noted previously, trade in A/E/C servicesis predominantly
undertaken by affiliates in foreign markets.® In general, firms that engage in international
tradein such services establish asubsidiary, joint venture, or representative officein foreign
markets, typically because alocal presence and knowledge of local building regulations are
often determining factorsin contract awards.’ Although cross-border tradein A/E/C services
does occur, it is generaly limited to the transportation or transmission of items such as
blueprints and designs across national borders via express delivery/mail services,
telecommunication networks, and the Internet. Data on cross-border exports of A/E/C
services are presented net of U.S. merchandise exports and outlays abroad for labor,
materials, purchased services, and taxes, while cross-border imports of A/E/C services are
presented on a gross basis, as payments for merchandise, labor, and other inputs are
included. The size of the surplusin A/E/C servicesistherefore understated. Data on A/E/C
affiliates transactions include sales of various A/E/C and other services, but exclude the
value of construction.*®

Trade Trends

Cross-Border Trade

In 2005, U.S. cross-border exports of A/E/C services totaled $4.1 billion,* while imports
totaled $422 million, yielding a trade surplus of $3.7 billion (figure 3.1). U.S. exports of
A/E/C servicesincreased by 18 percent in 2005, faster than the 13 percent average annual

7 This description follows the pattern used by Engineering News-Record in its Top Lists, where, as noted,
the top multinational (“global”) firms are ranked by revenues generated both at home and abroad, and the top
“international” firms are ranked by revenues generated from projects outside their home country. A/E/C and
E/C firms earn design and construction revenues, whereas A/E firms earn design revenues only.

8 Affiliates gross operating revenues are recorded as sales.

® Reinaand Tulacz, “The Top 225 International Contractors,” 40-41. In developing countries,
construction services firms may be required to provide financing to win large government procurement
contracts. Most often, these contracts are for infrastructure building. As of August 2005, larger companiesin
the international construction industry were beginning to form consortia with international funding agencies
for build-operate-transfer projects. This could intensify competitive pressure on international contractors
working on asmaller scale with less access to funding.

10 Whichard and Borga, “Selected Issues in the Measurement of U.S. International Services,” 49. Such
data are in keeping with the U.S. Department of Commerce (USDOC), Bureau of Economic Analysis's
(BEA) measure of grossindustry product as the value of construction put in place, or the value of the
tangible structure. Conversely, any cross-border trade of construction is regarded as the sale of a service, in
keeping with the International Monetary Fund's rules for balance of payments accounting.

" Thisis the combined figure for architectural, engineering, and other technical services, and
construction.
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Figure 3.1 Architectural, engineering, and construction services:* Cross-border trade, 2000-2005
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Sources: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10, 61-66;
85, no. 10, 64-65; 84, no. 10, 63-64; and 83, no. 10, 108-109.

*Receipts for A/E/C services are published net of merchandise exports, outlays abroad for wages, services, materials,
and other expenses. Payments for A/E/C services are published on a gross basis, and include payments for
merchandise, labor, and other inputs. The size of the surplus in construction services is therefore understated.

growth rate from 2000 through 2004. Export growth could be explained by increased
building and construction activity in devel oping countries such asIndia, aswell asin China
and Mexico.” U.S. cross-border imports of A/E/C servicesdecreased by 19 percent in 2005,
after increasing by an average of 27 percent per year from 2000 through 2004 and by
71 percent in 2004 alone. This change in direction for U.S. cross-border imports of A/E/C
services includes both a 33 percent decrease in imports of construction services and a
17 percent increase in architectural, engineering, and other technical services.

China maintained its position as the largest market for U.S. exports of A/E/C servicesin
2005 (figure 3.2). A/E/C exportsto China, valued at $575 million, increased by 63 percent
in 2005 and accounted for 14 percent of U.S. exports of such servicesthat year.™® This may
be due to the continued growth of residential construction and the development of
infrastructure in China s western region, as well as the completion of sports venues and
related facilities and infrastructure for the 2008 Summer Olympicsin Beijing.** Mexicowas
the second-largest market for U.S. A/E/C servicesexports, receiving $322 millionin exports
in 2005, anincrease of 222 percent over the previousyear. Canadaremained thethird-largest
foreign market for U.S. A/E/C services in 2005, as exports increased by 75 percent, to
$291 million. Korea registered as the fourth largest export market, although receipts from

2 Engineering News-Record, “ Fast Growth Propels Indiato the Top”; USDOC, U.S. Commercial Service
(USCS) China, “Architecture, Engineering, Construction: Industry Overview”; and USDOC, USCS Mexico,
“Building & Construction in Mexico.”

12 USDOC, BEA, Survey of Current Business 86, no. 10, 66. BEA data on cross-border receipts and
purchases of A/E/C services reported by country are grouped together as construction, architectural, and
engineering services.

14 USDOC, USCS China, “ACE Services Market in China,” 1, 6.
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Figure 3.2 Architectural, engineering, and construction services:* U.S. cross-border exports
and trade balance, by major trading partners, 2005

. Exports D Trade balance
China —
Mexico — : ;
Canada — : : ;
Korea —
T T f T r r
0 100 200 300 400 500 600
Million dollars

Sources: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10,
61-66; 85, no. 10, 64-65; 84, no. 10, 63-64; and 83, no. 10, 108-109.

2Receipts for A/E/C services are published net of merchandise exports, outlays abroad for wages, services,
materials, and other expenses. Payments for A/E/C services are published on a gross basis, and include payments
for merchandise, labor, and other inputs. The size of the surplus in construction services is therefore understated.

that country decreased by 16 percent, to $169 million, in 2005. U.S. exports of A/E/C
services to Japan in 2005 increased by 108 percent, totaling $158 million. Significant
suppliers of U.S. imports of A/E/C services in 2005 included Canada and the United
Kingdom, which accounted for $72 million, or 17 percent, and $38 million, or 9 percent,
respectively, of al U.S. imports of A/E/C services.

Affiliate Transactions

Sales of services by foreign A/E/C affiliates of U.S. parent firms decreased by 14 percent,
t0$10.2 billion, in 2004." U.S.-owned affiliates based in the United Kingdom accounted for
46 percent of sales by affiliates in 2004, largely reflecting the activity of three firms.'
Subsidiaries of KBR (then Halliburton) engaged in private-public partnerships for road
construction, and provided design, installation, and construction servicesfor wind farmsin
the United Kingdom;*” EM COR provided mechanical and electrical engineering for severa
ingtitutional facilitiesand led large-scaledesign-buildrail projects;*® and Fluor Corp. worked
on contracts that included engineering and construction for chemical process plants.”® Data
for years 2003 and 2004 suggest that affiliates in Canada and Australia also accounted for
significant sales, although individually both accounted for less than 10 percent of the total
in each of these years.

5 USDOC, BEA, Survey of Current Business 86, no. 10, 71-72. Sales of services by construction industry
affiliates represent salesin secondary, nonconstruction industries.

16 Bureau van Dijk, Orbis database, accessed February 28, 2007. Based on operating revenues and
turnover reported for 2004.

7 Halliburton, “KBR Consortium Awarded Rathcormac-Fermoy DBFO” and “KBR and Vestas
Consortium Awarded Offshore Windfarm Contract.”

8 EMCOR UK ,“EMCOR Rail Addsto CTRL Work with £11 Million Contract Win,” “EMCOR Drake &
Scull Wards Off Competition to Win NHS Contract,” and “EMCOR on Track With £1.4m Rail Contract.”

¥ Fluor Corp., “Fluor Wins UK Chemical Project” and “Fluor to Build Chemical Plant in the UK.”
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In 2004, purchases of servicesfrom foreign-owned A/E/C affiliatesin the United Statesfell
by 6 percent to $5.9 billion (figure 3.3). This rate of decrease was slightly faster than the
4 percent average annual decrease from 2000 through 2003. Affiliates owned by European
parent firms accounted for $4.5 billion, or 77 percent, of total purchases in 2004.%

Competitive Conditionsin the Global A/E/C
Services Market

A significant portion of A/E/C services providers are multinational firms, conducting
business both in their home markets and abroad (tables 3.1 and 3.2). In 2005, multinational
A/E/C firms generated revenues of $634.1 billion.”* These globa revenues represent
32 percent of the worldwide market for nonresidential building and construction services,
which stood at an estimated $1.8 trillion* in 2005.%

Leading E/C and A/E firmsengaged i n busi ness abroad exhibited faster growth in 2005 than
average annual growth trendsfor the 5 previousyears. Revenuesfor thetop A/E/C and E/C
contractors providing services both in their home markets and abroad in 2005 increased by
12 percent,* faster than revenue growth of 7 percent per year, on average, from 2000
through 2004. Similarly, revenues for the top multinational design firms increased by
12 percent in 2005, compared to an average annual growth rate (AAGR) of 8 percent from
2000 through 2004. Theleading firmswith design and/or construction revenues abroad also
grew faster than theindustry as awhole. Total world revenues for non-residential building
and construction firmsincreased by only 4 percent in 2005, though faster than the 1 percent
AAGR for such revenues for the period 2000-2004.

Approximately one-third (34 percent) of total worldwide nonresidential building and
construction (E/C) project revenues™ were generated in the Asia-Pacific region, including
China, in 2005.%” Other major regions included Europe (33 percent) and the United States
(27 percent).”® Prior to 2004, however, the pattern of regional segmentationintheworld E/C
market differed, with the United States generating 38 percent of world E/C revenues; Asia-
Pacific, 26 percent; and Europe, 19 percent.

% To avoid disclosing data from individual companies, BEA suppressed most individual country datain
2004.

2 This figure represents global revenues for the top multinational contractors and top multinational design
firms as listed in Engineering News-Record, “The Top 225 Global Contractors,” August 21/28, 2006, 46-53
and “The Top 150 Global Design Firms,” July 24, 2006, 46-51.

2 Datamonitor, Global Construction & Engineering, May 2006, 7. This figure represents total revenues
generated by companies working on nonresidential building and construction projectsin their home countries
and (perhaps) abroad. These companies are typically civil engineering companies and |arge-scal e contractors.

Z1bid., 3, 9.

2 From company revenue data from Engineering News-Record,” The Top 150 Global Contractors,”
August 22/29, 2005, 58-63.

% From company revenue data from Engineering News-Record,” The Top 150 Global Contractors,”

July 25, 2005, 49-54.

% Datamonitor, Global Construction & Engineering, May 2005, 11.

7 1bid., 8.

2 Datamonitor, Global Construction & Engineering, May 2006, 10-11.
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Figure 3.3 Architectural, engineering, and construction services: Sales by U.S firms’ majority-
owned affiliates abroad,? and purchases from foreign firms’ majority-owned affiliates in the
United States, 2000-2004

Billion dollars
17

107 ..................................................................

. Sales . Purchases

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business, 86, 10, 71-74; 85, 10,
76; 84, 10, 75; and 83, 10, 117.

aThe BEA did not report several years of data for sales of services by foreign A/E/C affiliates of U.S. parent firms, in
order to avoid disclosing information on individual firms.

Table 3.1 Top 10 multinational design firms and revenues, 2005 (millions of U.S. dollars)

Company Country Total revenues
URS United States 3,303.0
SNC-Lavalin International, Inc. ............... Canada 3,130.4
AtKINS . ... United Kingdom 2,663.9
AECOM Technology Corp. . ................. United States 2,588.0
Jacobs ... .. United States 2,487.5
Fluor Corp. . ... United States 2,103.6
CH2MHIllCos. ..... ... United States 2,047.8
KBR . United States 1,733.8
Bechtel ........ .. .. .. . . United States 1,576.0
AMEC,PLC ... ... . . . .. United Kingdom 1,435.0

Source: Engineering News-Record, “The Top 500 Design Firms Sourcebook 2006,”
July 2006.



Table 3.2 Top 10 multinational contractors and revenues, 2005 (millions of U.S. dollars)

Company Country Total revenues
VINCI .o France 26,810.0
Bouygues ... ... France 19,760.0
Hochtief, AG . ...... ... . . ... Germany 17,014.7
China Railway Engineering Corp. . ............. China 15,359.8
Skanska AB . ... ... Sweden 14,983.9
Bechtel ........ ... United States 14,606.0
China Railway Construction Corp. . ............ China 14,432.3
GrupO ACS ... Spain 14,290.7
KajimaCorp. ... ..ot Japan 13,3435
Taisei Corp. ...t Japan 13,138.0

Source: Engineering News-Record, “The Top 400 Contractors Sourcebook 2006,” October
2006.

One construction sector that is characteristically global, incorporating both foreign and
domestic A/E/C serviceson aparticular project, istransportation. Onereason for heightened
international participation in this type of construction is the large scale of major
infrastructure projects. For example, while construction labor may be plentiful locally,
project owners may import foreign construction management services to ensure that the
project is smoothly executed.” Because transportati on construction projects are also among
the most costly heavy construction projects, international financing for transportation
projects is often necessary. For example, Spanish firm Cintra, a subsidiary of Grupo
Ferrovial, has signed a 50 year contract with the Texas Department of Transportation to
develop, build, and maintain certain segments of the Trans-Texas Corridor. The corridor is
the largest infrastructure project in the history of the United States, requiring a total
investment of asmuch as$36.7 billion. Through an international public-private partnership,
Grupo Ferrovial and Cintrawill provide concessions of approximately $1.3 billion during
the construction phase of thefirst two segments. For the design and construction work itself,
Cintra has formed a consortium with Texas construction firm Zachary. Cintra also heads
public-private partnerships for the operation of the Chicago Skyway under a 99 year
concession ($1.8 hillion) and the Indiana Toll Road under a 75 year concession
($3.8 hillion).*

The A/E/C industry is implementing new technologies to increase productivity, control
prices,® and improve quality for their customers. Some A/E/C firms have discovered that
adopting online collaborative project management technology to organize the timing,
information, and communications on a construction project decreases document exchange
costs and increases efficiency.® A similar technology is Building Information Modeling
(BIM), which improves productivity by integrating all the information required for the

2 Wright, “Roadbuilding in China's Mountainsin a Tall Order.”

% Grupo Ferrovial, “Cintra Lands the First Concession for a Toll Road.”

3L AJE/C services providers' use of technology to control prices works to maintain firm competitiveness as
well asto mitigate against price increases over the course of a project, for which A/E/C firms, their
customers, or both, might be responsible.

%2 Becerik and Pollalis, “ Computer Aided Collaboration in Managing Construction,” 51.
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erection of abuilding or structure, from conceptualization to completion. BIM can also aid
in the future maintenance of a structure.

Myriad factors influence the global or international competitiveness of A/E/C firms. Any
project, whether local or international, requires not only funding, but also natural resources,
fabricated or manufactured materials, a skilled work force, extensive planning and
coordination, management, maintenance, and repair after the project is built.* All these
factors can present challenges and opportunities, which may be amplified for A/E/C firms
working in foreign markets. For example, a construction firm large enough to provide
funding for an international Public-Private Partnership may have a competitive advantage,
but such afirmislikely to face greater risk and contractual uncertainties outside its home
market.* Shifts in prices and availability of building materials such as structural steel,
cement, lumber, or copper for wire and cable are common.® In addition, the formulation of
partnerships with local firms is often deemed critical for A/E/C companies working on
international projects,* whether it be through ajoint venture, astrategic alliance, or aclose
working relationship with local subcontractors. In particular, local partners can help
international firms understand legal issues and labor practices.

Recognizing the equivalency of aforeign practitioner’s education and experienceis at the
forefront of many discussionsabout the provision of international architectural services, with
the International Union of Architects encouraging the continued standardization and
expansion of mutual recognition agreements for the international practice of architecture.®
Other impedimentsto tradein construction and engineering servicesmay vary widely among
countries. For example, substantial impediments to trade in construction services exist in
China, where U.S., Japanese, and Spanish firms cite the adverse impacts® of China's
regulations requiring foreign construction companies seeking projectsin Chinato establish
a permanent residence there. In certain Middle Eastern countries, such as Saudi Arabia,
foreign construction companies must employ a local agent in order to procure labor and
materials.®* Limitations on the recognition of foreign engineering licenses and limited
transparency in bidding and appraisal processes have also been identified as prevalent
impediments to trade in certain countries.”* For example, in China, only firms holding a
license may certify construction documents as official.** Contractors may also encounter
difficultiesin countrieswith lower transparency in their legal and political structures.*? The
architectural servicesindustry in the United States has identified additional barriers abroad
to tradein architectural services such as compul sory fee scales, which mandate the amounts

3 Associated Owners and Developers, 2006 National Conference, “Building & Managing Major
Construction Projects,” October 23-24, 2006, in Washington, DC.

34 Cho and Rubin, “Other People's Money,” 24-27. For example, the level of involvement of the private
and public sectors tends to differ between the United States and Europe, with the European public sector
more involved in planning the project than the U.S. public sector.

% Grim and Searle, “Design-Build Developments, Challenges and Future Prospects in Developing
Countries.”

% Ibid.

5" American Ingtitute of Architects, International Committee, “AlA International Affairs Update,” 8-11.

% USDOC, U.S. Commercia Service China, “Architecture Construction Engineering Industry Overview.”

% Grim and Searle, “Design-Build Developments, Challenges and Future Prospects in Developing
Countries.”

“0 From alist of impediments assembled by Hirai, “ Impediments in Construction and Engineering
Services,” table 4-2.

“USDOC, U.S. Commercia Service China, “Architecture Construction Engineering Industry Overview,”
3. Such alicenseis difficult for foreign firms to obtain.

2 Grim and Searle, “Design-Build Developments, Challenges and Future Prospects in Developing
Countries.”
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to be charged for particular architectural services, and limitations on the legal form of a
foreign architectural firm. For example, limitations include restricting architectural firms
activities to participation in joint ventures only, or restricting the registration of aforeign
architectural firm as a partner to alocal firm.*

WTO Members Positionson A/E/C Servicesin
WTO Trade Negotiations

In the World Trade Organization (WTQO), issues concerning trade negotiations for A/E/C
services are addressed to the WTO's Council for Trade in Services (CTS). At the WTO,
A/E/C servicesfall under two sectoral areas: construction and related engineering services,
and professional services, of which architectural and engineering services are subsectors.
Positions and proposals exchanged among WTO members encourage unimpeded cross-
border supply of engineering services, and stresstheimportance of expanding provisionsfor
the movement of independent professionals and professionals under contract supplying
engineering services. For the construction and related engineering services sector, WTO
members have expressed common interest in eliminating limitations on foreign equity;
operating requirements for joint ventures, discriminatory licensing or registration
procedures; restrictions on the types of projects that can be undertaken by foreign service
suppliers; and restrictions on the movement of natural persons.*

Between March 2001 and March 2002, Australia, Brazil, Cuba, the European Union, Korea,
and New Zealand submitted proposals to the CTS on construction and related engineering
services.® In 2005, Cuba issued a communication updating the CTS on the progress of
negotiationsinthe construction and rel ated engineering services sector, citing theimportance
of the construction industry for job creation and sustainable growth in devel oping countries.
Inthe communi cation, Cubanoted that restrictions on the movement of natural personsexist
intheform of limitationson the number of foreign workersallowed and licensing, standards,
and qualification requirements; and that restrictions on the establishment of commercial
presenceexistintheform of nationality requirementsfor foreign personnel, including skilled
labor and professional staff.”® Overall, Cuba asserted that many offers for commitments on
construction and related engineering servicesfall short of facilitating increased developing
country participation in world trade in services.’

3 Codlition of Service Industries, “Written Testimony on the Free Trade Agreement Between the United
Statesand Malaysia,” 21. These barriers to trade were raised as concerns by the American Institute of
Architects' International Committee in the context of the negotiation of the U.S.-Malaysia Free Trade
Agreement and were presented to the United States Trade Representative in areport by the Coalition of
Service Industries in May 2006.

“WTO, Council for Tradein Services - Special Session (CTS-SS), “ Special Session of the Council for
Trade in Services: Report by the Chairman,,” November 28, 2005, 9-11.

“ For an overview of these members’ positions, see USITC, Recent Trendsin U.S. Services Trade,

May 2002, 4-7—4-8.
4 WTO, “Communication from Cuba: Review of Progressin the Negotiations,” submitted June 17, 2005.
7 1bid.
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From 2004 through 2006, several countries, including Australia, Japan, and the United
States, expressed concerns about certain regulations governing the construction and
engineering sectorsin China, including China sDecrees 113 and 114.* Decrees 113 and 114
requiregeneral licensesfor foreign firms, prohibit foreign firmsfrom providing construction
and engineering services on a project-by-project basis, and set minimum capital and asset
requirements for firms that seek licensure. Additionally, Decree 114 requires foreign
technical and management personnel employed by foreign construction and engineering
firmsto live in Chinafor aminimum of three months, and sets minimum requirements for
Chinese nationalsempl oyed asarchitectsand engineersat joi nt venturesand wholly foreign-
owned enterprises.*

®WTO, CTS, “Communication from the United States: Transitional Review Mechanism,” submitted
September 26, 2006, 8-9; “ Communication from Japan: Transitional Review Mechanism,” submitted
September 29, 2006, 2—4; “Communication from Australia: Transitional Review Mechanism,” submitted
September 19, 2005, 2-3; “Communication from Japan: Transitional Review Mechanism,” submitted
September 2, 2005, 2—-3; and “ Communication from the United States: Transitional Review Mechanism,”
submitted November 9, 2004, 5.

“9 European Union Chamber of Commerce, “ European Business in China Position Paper 2004” and U.S.
Chamber of Commerce, “China s WTO Implementation and Other Issues of Importance.”
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CHAPTER 4
Audiovisual Services

Summary

The audiovisual services industry in the United States produces and distributes motion
pictures that are consumed all over the world. U.S. cross-border exports of audiovisual
services as well as sales by foreign audiovisual services affiliates of U.S. firms far exceed
U.S. cross-border imports and purchases from U.S. affiliates of foreign firms. Overall box
office revenues both globally and in the United States have either remained flat or declined
in recent years. Several factors underlie this stall, including increasing movie production
costs, which affect the quality and quantity of films produced; the proliferation of high
quality consumer electronics and digital distribution technologies such as flat-panel
televisions, high-definition television signas, and broadband; economic sluggishness in
several important markets; a shortage in the number of internationally popular films; and,
most prominently, growing intellectual property piracy. Asaresult of these challenges, the
industry is reorganizing, consolidating, and expanding into more international markets.

| ntroduction

For the purpose of this discussion, audiovisua services refer to the production and
distribution of motion pictures, comprised primarily of feature films and documentaries.*
These services are distributed to consumers through projection in theaters, commercial
flights, and other public venues; rental or sale of prerecorded works; broadcast, cable, and
satellitetelevision, including movies-on-demand; and the Internet. Providers of audiovisual
services collect royalties, rental fees, license fees, and sales revenue in return for granting
rights to display, broadcast, reproduce, or distribute audiovisual works. International
transactions occur both across borders and through foreign affiliates. Data on cross-border
trade in audiovisual servicesreflect paymentsfor rightsto display, reproduce, or distribute
motion pictures and television programs.? In other words, cross-border trade datareflect the
exchange of limited intellectual property rights. They do not reflect global box office
receipts, although such receipts broadly measure demand for movie-going, which may in
turn affect cross-border trade. Affiliate data reflect sales to foreign consumers of motion
pictures, television tapes, and filmsby U.S.-owned production and distribution affiliatesand
purchases by U.S. consumers from foreign-owned mation picture affiliates located in the
United States.?

! Sound recording industries have been excluded from this discussion since most of its official trade data
are either unavailable or have been suppressed to avoid disclosure of data of individual companies.

2U.S. Department of Commerce (USDOC), Bureau of Economic Analysis (BEA), Survey of Current
Business 86, no. 10, 34.

3 Ibid., 71-74.
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Trade Trends

Cross-Border Trade

U.S. exports substantially exceeded imports of cross-border tradein audiovisual servicesin
2005. U.S. cross-border exportsof audiovisual servicesamounted to $10.4 billion, reflecting
a growth rate of 2 percent over 2004 (figure 4.1).* This was below the trend from 2000
through 2004, when U.S. exportsincreased by 4 percent annually, on average. Thisreduction
in export growth islikely related to the worldwide decline in box office revenues observed
in2005. Industry sourceslink declining box officereceiptsto several factors, including slow
growth in several economies and adearth of strong feature filmsfrom Hollywood and other
filmindustries.® By awide margin, the United Kingdom wasthe largest U.S. export market
for audiovisual servicesin 2005, accounting for revenues of $2.7 billion (26 percent). Other
important export markets included Germany ($1.0 billion), Japan ($938 million), Canada
($726 million), and France ($683 million) (figure4.2). The European Union, by far themost
significant regional consumersof U.S. audiovisual servicesexports, accounted for 64 percent
of such exportsin 2005.

Although imports more than doubled in 2005,° foreign films and television programs, in
general, continued to captureonly arelatively small share of theU.S. market when compared
tothedemand for U.S. motion picturesinternationally.” Cross-border importsin 2005 totaled
$924 million, a 118 percent increase over the previous year. By comparison, imports grew
at an average annual rate of 33 percent from 2000 through 2004. Canadaaccounted for $161
million, or 17 percent, of U.S. audiovisual servicesimportsin 2005, whileimports from the
United Kingdom and Japan totaled $73 million (8 percent) and $34 million (4 percent),
respectively.® In contrast to its high importance as a regional market for U.S. exports, the
European Union supplied only 13 percent of U.S. imports of audiovisua servicesin 2005.

Affiliate Transactions

In 2004, sales for motion picture affiliates of U.S. multinational companies abroad totaled
$10 billion, a decrease of 4 percent from the previous year, with foreign affiliates of U.S.
parent companies recording sales of $6.8 billion in Europe and $510 million in Latin
America.® By contrast, cumulative U.S. direct investment abroad in the motion picture
industry increased by 23 percent to $6.7 billion in 2004, surpassing the 13 percent average
annual growth ratefrom 2000 through 2003.%° Thisdivergenceislikely dueto acombination
of below average global box office receipts and an increasing propensity among U.S. firms
to produce motion pictures abroad.

4 1bid., 68-69.

® Screen Digest, Global Cinema Exhibition Trends, 333 and industry representative, telephone interview
by Commission staff, November 17, 2006.

®USDOC, BEA, Survey of Current Business 86, no. 10, 34. Payments to Australia have accounted for
most of the increases since 2003.

7 Ibid.

8 1bid., 69.

®Ibid., 72.

0 ysDOC, BEA, Survey of Current Business 86, no. 9, 126.
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Figure 4.1 Motion picture and video services: Cross-border trade, 2000-2005
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Sources: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10,
67-69; 85, no. 10, 70; 84, no. 10, 69; and 83, no. 10, 96-99.

Figure 4.2 Motion picture and video services: U.S. cross-border exports and trade balance,
by major trading partners, 2005
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To illustrate, U.S. movie production abroad has grown rapidly since 1998, as U.S. studios
have increasingly opted to shoot movies outside the United States because of lower
production costs. Accordingto anindustry study, in 2005, worldwidefeaturefilm production
reached $1.2 billion in Canada, an increase of nearly 300 percent from 1998. Although
Canadaremainsthemost popular foreign production sitefor U.S. companies, other important
markets for production in 2005 included the United Kingdom and Ireland ($809 million);
Australiaand New Zealand ($717 million); and Eastern Europe ($308 million).™ Overall,
the U.S. share of global feature film productions with budgets equal to or greater than $50
million fell from 76 percent in 1998 to 43 percent in 2005.%

Official data reporting total U.S. purchases from U.S.-based mation picture affiliates of
foreign multinationals were suppressed in 2000, 2001, 2003, and 2004, as such data could
discloseinformation regarding the operationsof Sony Picturesand ColumbiaTriStar, owned
by Japanese firms, and Universal, partially owned by aFrench firm. Salesdatafor affiliates
with parent firms in other countries were relatively small. In 2004, for example, U.S.
purchasesfrom British-owned motion pictureand video affiliatesin the United Statestotal ed
$27 million; Canadian-owned affiliates, $9 million; and German-owned affiliates, $8
million.” Similarly, official statisticsdescribing foreign direct investment inthe U.S. motion
picture industry have been suppressed to prevent disclosure of individual company
operations from 2000 through 2004.** However, data from other sources suggest that U.S.-
based affiliatetransactions and investment haveincreased in recent yearsdueto acquisitions
by foreign media companies.’

Competitive Conditionsin the Global Audiovisual
Services Market

Box office revenues both globally and in the United States have waned in recent years. In
2005, worldwide box officerevenuefell by 8 percent to $23.2 billion, while U.S. box offices
recorded a 6 percent decrease in receipts totaling $8.9 billion.'® Box office revenue totaled
$9.7 billionin North America, $6.2 billionin Europe, and $5.3 billionin Asia.'’ From 2002
through 2005, globa box office receipts fluctuated narrowly between $20 billion and
$25 billion annually, while U.S. box office revenue hovered around $9 billion.*® In 2005,
India, the European Union, the United States, Japan, and China were the top five film
producing markets by volume.® Nevertheless, the motion picture industry remains
dominated by ahandful of large U.S.-based movie studios. The production and distribution
of only 10films, or 0.2 percent of thetotal produced worldwidein 2005, attracted one-fourth
of world box office receipts, and seven of the larger studios produced films responsible for

" The Center for Entertainment Industry Data and Research (CEIDR), The Global Success of Production
Tax Incentives and the Migration of Feature Film Production from The U.S. to the World, Year 2005
Production Report, 2-3.

21hid., 3.

18 USDOC, BEA, Survey of Current Business 86, no. 10, 74.

¥ 1pid., 83.

15 Standard & Poor’s, Movies & Home Entertainment, 6.

16 Motion Picture Association, 2005 International Theatrical Market.

17 Screen Digest, World Film Production/Distribution, 210.

18 Motion Picture Association, 2005 Domestic Theatrical Market.

1% Screen Digest, World Film Production/Distribution, 206.
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about 69 percent of such receipts.® In 2005, the top seven studios in terms of box office
revenue were all located in the United States (table 4.1).%

A proliferation of aternative means by which consumers may watch films has contributed
to box office receipts moderate-to-declining growth in recent years,? as evidenced by
advancements in consumer electronics and video delivery technologies such as flat-panel
screens, advanced sound systems, high-definition television signals, and movies-on-
demand.”® Consequently, as traditional media markets begin to show signs of saturation,
major movie studios are merging or creating strategic partnerships to better leverage these
new technologies. Astheavailability of digital content over thelnternet grows, major studios
are partnering with website operators to make their content available online. For example,
in August 2006, Twentieth Century Fox, Warner Brothers, Universal Pictures, and Sony
Pictures created an agreement with AOL Video to offer downloadable movies. Earlier in
2006, in May, Warner Brothers partnered with BitTorrent Inc. to distribute its movies over
the latter company’ s peer-to-peer computer file sharing network,? providing Internet users
adirect distribution channel for Hollywood content.?

While ticket sales and DVD sales growth have declined,® the cost of producing and
marketing a major Hollywood film has increased steadily.?” In 2005, Motion Picture
Association of America(MPAA) members® spent an average of $96 million to produce and
market each film, an increase of $20 million since 2001.%° In light of thistrend, and because
few moviesreturn their investment, movie studios have sought partnerswith which to share
creative talent and financial resources, resulting in greater industry concentration.® To
illustrate, notable recent acquisitionsinclude Disney’ s purchase of Pixar Animation Studios
Inc. in May 2006 for $7.4 billion in stock and debt, and Paramount Picutures’ acquisition of
DreamWorks SK G in February 2006 for morethan $1.6 billion.* Major movie studios have
a so entered into investment partnerships with hedge funds and private equity firmsto share
increasing production costs. In October 2006, Paramount and investors brought together by
investment bank Dresdner Kleinwort agreed to a $300 million investment to fund the
production of 30 movies.*

2 bid., 206, 210.

21 ShowBiz Data, Worldwide Global Theatrical Marketshares for 2005.

2 Standard & Poor’s, Movies & Home Entertainment, 13.

2 Arnold, “Windows Continue to Shrink.” In addition, shrinking theatrical-to-video windows have made
alternative modes of content delivery more marketable (e.g., the Internet, movies-on-demand, DVDs). In
2002, the theatrical-to-video window for amovie that grossed at |east $25 million at the box office averaged
171 days compared to about 142 daysin 2005.

2 BitTorrent, “ About Us.” The company states that BitTorrent provides a peer-assisted, digital content
delivery platform that rapidly and efficiently distributes large, high-quality files on the Internet.

% Standard & Poor’s, Movies & Home Entertainment, 1.

% |bid., 14. DVD sales growth fell from 269 percent in 2001, to 57 percent in 2003, to 4.5 percent in
2005.

2 Wolf, “Netflix Makes the Grade.” In contrast, online DV D renters such as Netflix have experienced
significant growth recently. The company accounted for 6.3 million subscribers at the end of 2006, an
increase of 654,000 subscribers over the previous quarter.

% Members include Buena Vista Pictures, MGM Studios, Paramount Pictures, Sony Pictures, Twentieth
Century Fox, Universal, and Warner Brothers. The MPAA represents the interests of its membersin the
United States, whileitsinternational counterpart, the Motion Picture Association (MPA), represents member
interests worldwide.

® Financial Times, “Hollywood’ s Blockbuster Budgets L eave the Chests Bare.”

30| BISWorld, Global Movies Production and Distribution, 25.

8! Standard & Poor’s, Movies & Home Entertainment, 4.

%2 Financial Times, “Paramount in $300m Dresdner Film Deal.”
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Table 4.1 Ten largest motion picture firms, by estimated global box office revenue and
market share, 2005

Estimated

revenue Estimated
(millions of  market

Company Country Uus. $) share (%)
Warner Brothers . .............. United States 3,674 15.8
Twentieth Century Fox .......... United States/Australia 3,393 14.6
Buena Vista (Disney) ........... United States 2,697 11.6
United International Pictures® . .. .. United States 2,316 10.0
Sony Pictures . ................ Japan 1,386 6.0
Universal . .................... United States/France 1,300 5.6
Paramount ................... United States 1,179 51
DreamWorks Pictures® .......... United States 743 3.2
New Line Cinema .............. United States 607 2.6
Columbia TriStar® .............. Japan 425 1.8
ToplOtotal ..ot 17,720 76.2
Allothers . ... 5,520 23.8
Grandtotal . .......... 23,240 100.0

Source: ShowBiz Data
Note: Total may not add due to rounding.

#Joint venture of Universal and Paramount.
Acquired by Paramount in February 2006.
‘Owned by Sony Pictures.

Currently, U.S. movie studios lead the world in terms of box office revenue, budget, and
access to technology and skilled labor.* Despite declining ticket sales, overall, consumers
worldwide spent more than $40 billion in 2005 to view U.S. movies, which included the
aforementioned $23.2 billion spent on movie theater tickets.* Films produced in the United
States had higher production budgets, on average, when compared to other magjor film
producing markets. When all movie studios, large and small, are considered, U.S. film
budgetsaveraged $45 millionin 2004 versus about $13.5 millionin the United Kingdom and
$6-7 million in France.® Larger U.S. production budgets allow for greater use of special
effectstechnol ogies such ascomputer animation and computer generated imagery, and access
to the most well-known and marketable movie actors.* With the predominance of English
asaninternational language, U.S. moviesare distributed globally at lower cost compared to
non-English films since dubbing is usually unnecessary.*’

3 |BISWorld, Global Movies Production and Distribution, 13.
3 Standard & Poor’s, Movies & Home Entertainment, 7.

%5 |BISWorld, Global Movies Production and Distribution, 20.
% |bid., 18.

7 Standard & Poor’s, Movies & Home Entertainment, 11.

4-6



France, Germany, Spain, the United Kingdom, and Italy are the most prominent film
producing nations in Europe.® In France, Europe’s largest film producer by volume, total
investment in its film industry reached $1.5 hillion in 2005, with foreign investment
accounting for $116 million, a two-fold increase since 2000.* The United Kingdom was
second to France in total domestic and foreign film production investment in Europe
($982 million) in 2005.“ However, foreign investment in films in the United Kingdom fell
from $963 million in 2004 to $548 million in 2005.* Uncertainty in the fiscal environment,
competition from countries with lower costs, and an unfavorable exchange rate all
contributed to theinvestment decline. However, inresponse, the UK government introduced
atax credit program in December 2005, which provides graduated tax rebates based on total
movie production cost, including co-productions.*

India and China are emerging as important globa players in audiovisual services
consumption and production.® India, the world’s leader in movie production by volume
(1,041 featurefilmsin 2005),* has begun to expand movie distribution beyond its domestic
market to attract box office receipts from its large diaspora population. Indian films are
exported to around 95 countries, with the highest concentrations in the Middle East, the
United States, the United Kingdom, Canada, and neighboring South Asian countries.®®
Recent improvementsin equipment and facilities have been madein production centerssuch
asRamoji Film City (RFC) in Hyderabad,* whose studios are on the same scal e as some of
those in Hollywood.*” Further, in an effort to harness Indian technical expertise and reduce
production costs, advanced post-production and visual effects companies such as SIBAR
Mediaand Entertainment Ltd. (India) have set up studiosin Indiawith the goal of becoming
acentral post-production outsourcing hub for major film producers.*®

In 2005, China produced 260 films, an increase of 18 percent from 2004.*° As state control
over the sector wanes and overall production levelsincrease, opportunitiesgrow for foreign
firmsto invest in China s film industry. For example, in ajoint venture with China Film
Group, Warner Brothers created Warner Film China in 2004 to produce, market, and
distribute Chinese-languagefeaturefilms, tel evision movies, and animation, with production
budgets in the $1.5 million to $6.0 million range.*® In 2004, according to China's State
Administration of Radio, Film, and Television, private or foreign companies funded

% Screen Digest, World Film Production/Distribution, 205. In 2005, France produced 240 feature films,
Germany 146 films, Spain 142 films, the United Kingdom 123 films, and Italy 98 films. There may be some
double counting due to co-productions.

*bid., 205.

“0 |bid., 212. The United Kingdom recorded total box office revenue of $1.4 billion in 2005, which
marked a new high in gross box office receipts.

“tbid., 205.

“2 1 bid.

“3 Economist, “ Chinese Cinema: No Direction,” Screen Digest, Global Cinema Exhibition Trends, 338,
and industry representative, telephone interview by Commission staff, November 17, 2006. Box office
receiptsin India reached an estimated $1.2 billion in 2005, an increase of 19 percent from the previous year.
Chind s box office receipts increased by 33 percent to reach $244 million in 2005.

4 Screen Digest, World Film Production/Distribution, 205.

“> Nielson and Taglioni, “ Services Trade Liberalization,” 23.

“6 IBISWorld, Global Movies Production and Distribution, 35. RFC is the world’s largest integrated film
studio complex with around 500 set locations.

4" Nielson and Taglioni, “ Services Trade Liberalization,” 24.

“8 | bid.

9 Screen Digest, World Film Production/Distribution, 209.

% |bid.
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approximately 80 percent of the 212 films produced in Chinathat year.>* However, amajor
obstacle to future growth and investment in audiovisual servicesin Chinaisitshigh rate of
intellectual property piracy.>® According to a Motion Picture Association (MPA) study,
Chinahasthehighest overall piracy rate of all countriesexamined, wherein 90 percent of the
market consists of pirated films.>

Major global movie producers perceiveintellectual property rightsviolationsasthe greatest
challengetotradeintheindustry. MPA estimatesthat major U.S. motion picture studioslost
$6.1 hillion in 2005 due to piracy,> of which $2.3 billion was attributed to digital film
piracy.> Advancementsin broadband, downloading, and file sharing technol ogieshave made
obtaining movies illegally from the Internet much simpler. Consequently, if this trend
continues, estimated losses due to digital piracy could reach $8 hillion annually, or
10 percent of international film revenue, by 2015.% In response, the MPA hastaken stepsto
better protect moviestudios’ intellectual property rights. Notable goal sinclude encouraging
governmentsto establish and enforcelegal protectionsagainst illegal peer-to-peer computer
file sharing, adopting effective anti-camcording legislation, and supporting greater
compliance with existing trade and World Intellectual Property Organization agreements.”’

WTO Members Positions on Audiovisual Servicesin WTO
Trade Negotiations

Brazil, Switzerland, and the United States arethe only countriesin the current round to have
submitted detailed written statements on audiovisual services to the Council for Trade in
Services (CTS), a subsidiary body of the World Trade Organization (WTO).%® These
statements address the issues of subsidies and the sector’ srole in fostering cultural identity
and diversity. In their submissions, the three countries. (1) recognize the nature of
audiovisual services as a vehicle for cultural expression; (2) recognize that government
funding of audiovisual services may be appropriate as a means to promote cultural policy
objectives; and (3) agree that subsidies should be narrowly focused to achieve specific
objectives, and that trade distorting effects of subsidies should be minimized.

Brazil and Switzerland propose that attention be devoted to an examination of anti-
competitive business practices with a view toward alleviating possible market distortions.
Both Brazil and Switzerland express concern over competition and the potential for
dominant firms to abuse their position. The Swiss proposal expresses concern about the
effects of vertical integration on competition, while Brazil’s proposal indicates a need to
addresspossibleunfair trade practi ces. Switzerland a so highlightsthe public service aspects

5! Chinadaily.com, “Private, Foreign Investment to Boost Chinese Film Industry.”

%2 USTR, “United States Files WTO Cases Against China.” In April 2007, the United States filed two
reguests for WTO dispute settlement consultations with China that address the need for stronger anti-piracy
laws and the elimination of market access barriers on U.S. audiovisual productsin China. Under WTO rules,
if the parties do not resolve the matter within a 60-day consultation period, the complaining party may refer
the matter to aWTO dispute settlement panel.

% Motion Picture Association/L .E.K. Consulting, The Cost of Movie Piracy.

> 1bid.

% The majority of pirated goods comprise DV Ds and videocassettes.

% Financial Times, “Hollywood Warned About Piracy.”

% MPA, Trade Barriers to Exports of U.S. Filmed Entertainment, 1-3.

¥ WTO, CTS, “Communication from Brazil, Audiovisual Services,” submitted July 9, 2001;
“Communication from Switzerland, GATS 2000,” submitted May 4, 2001; and “Communication from the
United States, Audiovisual and Related Services,” submitted December 18, 2000.
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of the audiovisual sector and proposes discussions of regulationsintended to protect public
morality. Switzerland suggests that a definition of cultural diversity is needed in order to
develop appropriate measures and safeguards. The proposal submitted by the United States
calls for a review of the scope of audiovisual services, indicating that technological
developmentssincethe Uruguay Round haveintroduced new typesof audiovisual worksand
new means of producing and distributing them. The U.S. proposal urges that countries
develop a comprehensive list of audiovisual services and prepare to schedule trade
liberalizing commitments while respecting the principle of technological neutrality.

Additionally, amore general Joint Statement on the Negotiations on Audiovisual Services®
was submitted by Hong Kong China, Japan, Mexico, the Separate Customs Territory of
Taiwan, Penghu, Kinmen and Matsu, and the United States supporting the further opening
of domestic markets to audiovisual services trade, which, as they highlight, would likely
encourage investments in new technologies and promote greater transparency and stability
in such services. Moreover, the parties asserted that beneficial spill-over effectsinto other
services, particularly in tourism and education services, could result from further
liberalization. Regarding further liberalization under consideration by participants in the
DohaRound, out of the 61 initial or revised offers submitted by July 2006, 26 include offers
inaudiovisual services, mainly in motion picture and video tape production and distribution
services and motion picture projection services.

®WTO, CTS - Specia Session, “Specia Session of the Council for Trade in Services: Communication
from Hong Kong China, Japan, Mexico, the Separate Customs Territory of Taiwan, Penghu, Kinmen and
Matsu, and the United States, Joint Statement in the Negotiations on Audiovisual Services,” submitted
June 30, 2005.
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CHAPTERS
Computer and Related Services

Summary

Trade in computer and related services occurs primarily through the operation of affiliates.
In 2004, sales of servicesto foreign consumers by thisindustry’s foreign affiliates of U.S.
parent firmsfar surpassed purchasesby U.S. consumersfromU.S. affiliatesof foreignfirms.
In 2005, project-based services (e.g., consulting, devel opment, and integration services) and
software support outpaced overall information technology (IT) services market growth.
Outsourcing and offshoring have also been considerable growth enginesin recent years, as
both customers and service providers increasingly rely on global sourcing and delivery to
gain a competitive advantage. Currently, the United States and Europe generate 42 percent
and 28 percent of the global industry’s revenues, respectively. However, growth in these
mature markets is relatively stagnant compared to devel oping markets in the Asia-Pacific
region. While the Asia-Pacific region currently accounts for less than 20 percent of the
global computer services market, economic expansion in countries such as Indiaand China
islikely togenerate substantial demand for computer services. Consulting, devel opment, and
integration services are expected to remain in high demand due to the worldwide
proliferation of IT applications that include components of hardware, software, and
communication technologies.® Also, as more individuals and firms conduct business
electronically, the need for customized e-commerce applications and supporting services as
well as for network and data security services will likely increase.

| ntroduction

Computer and related services are a subset of the I T services market, and comprise awide
range of activities including consultancy services related to the installation of computer
hardware, software implementation services, data processing services, and data base
services.? Services that fall under these top tier classifications include computer systems
analysis, design, devel opment, i ntegration, and mai ntenance services; project management;
software development; network design and development; custom programming services;
maintenance and repair of computer-related machinery; and other computer-rel ated services
such as hardware and software technical support. Many of these services overlap
considerably and therefore fall under multiple industry classifications.* For example, many
new or technically evolving IT services often include characteristics of information,

1 U.S. Department of Labor, Bureau of Labor Statistics, “ Computer Systems Design and Related
Services.”

2 As defined in the Provisional Central Product Classification (CPC) (United Nations, 1991), used as the
basis for the World Trade Organization (WTO) services classification system, MTN.GNS/W/120.

3 Systems design service providers plan and design computer systems that may integrate any combination
of computer hardware, software, and communication technologies. The firms may aso install the system and
train and support its users.

* International Business Machines Corp. (IBM), “ Computer Services and Management Consulting:
Opportunitiesin the World Trade Organization.”
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computer, audiovisual, and telecommunication services.®> Given the unclear distinction
between such services, quantifying I T market ssgmentsisincreasingly difficult and generally
requires some degree of subjective interpretation.®

U.S. firms sall computer and related services in foreign markets primarily through
foreign-based affiliates. U.S. services most often provided to foreign clients include
computer consulting, systems integration, outsourcing, and custom programming.
Cross-border delivery of these services continues to benefit from the Internet and other
|ong-distance el ectroni ¢ transmi ssion technol ogies. Asthese technol ogies have continued to
extend into new markets and have expanded within existing markets, and as they have
become moreefficient and economical, multinational computer servicesfirmshaveincreased
the volume and diversity of their cross-border transactions.

Trade Trends

Cross-Border Trade

In 2005, U.S. cross-border exports of computer and data processing services’ totaled
$3.5hillion, whileimportstotaled $2.0 billion, yielding atrade surplusof $1.6 billion (figure
5.1).8 U.S. exports decreased by 7 percent in 2005, a change from the 4 percent average
annual rate of increase from 2000 through 2004. In recent years, Europe has increased
importance as the largest market for U.S. computer services (figure 5.2). In 2005, Europe
accounted for 62 percent of total exports, up from 53 percent in 2003. The increase may be
explained, in part, by the declinein exportsto Canada. In 2003, U.S. receiptsfrom Canadian
purchases totaled $751 million and accounted for 23 percent of total U.S. exports of
computer services. However, in 2005, exportsto Canadafell to $368 million, or 10 percent
of total U.S. exports. The decline may be explained, in part, by the Canadian IT services
industry’s ongoing growth. In recent years, Canadian exports of IT services have
increasingly outpaced imports, suggesting that the Canadian 1T industry may also be able
to supply services to the home market to a greater extent. The United Kingdom remained
the largest single-country export market for U.S. exports of computer and related services,
accounting for 39 percent of total exports and 62 percent of exportsto Europe. U.S. exports
of computer services to Australia have outpaced those to other leading markets such as
France and the Netherlands in recent years, positioning Australia as the fifth largest
purchaser of such servicesin 2005.

® Organization for Economic Cooperation and Development (OECD), “Broadband Audio-visual Services:
Market Developmentsin OECD Countries.” As high-speed broadband Internet allows increasingly
sophisticated entertainment content, telecommunication and broadcasting applications are starting to
converge.

6 WTO, Council for Trade in Services (CTS), “Computer and Related Services, Background Note by the
Secretariat.”

" U.S. Department of Commerce (USDOC), Bureau of Economic Analysis (BEA) combines computer and
data processing services within a single industry sector, and does not provide a breakout of trade data for
each component. In practice, many firms provide both services, to varying degrees. Furthermore, the
distinction between the two is often fairly vague, asin the case of consulting services. However, to achieve a
more focused analysis, this chapter emphasizes firmsthat primarily provide computer services other than
those relating to data processing.

8USDOC, BEA, Survey of Current Business 86, no. 10, 65-66. Data for services to unaffiliated parties
only. Trade values are rounded. The actua value of the surplusis $1.56 hillion.

® Industry Canada, Information and Communications Technologies (ICT) Statistical Overview.
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Figure 5.1 Computer and data processing services: Cross-border trade, 2000—2005
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Sources: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10,
61-66; 85, no. 10, 64-65; 84, no. 10, 63—-64; and 83, no. 10, 108-109.

Figure 5.2 Computer and data processing services: U.S. cross-border exports and trade balance, by
major trading partners, 2005
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U.S. cross-border imports of computer and data processing servicesincreased by 9 percent
in 2005, surpassing the 6 percent average annual rate of growth from 2000 through 2004.
Theincreasein 2005 was primarily dueto a9 percent increase in imports from Canada, the
largest supplier of computer and data processing services to the United States. Also
contributing to the overall increase was the rapid rise in imports from India. In 2005, U.S.
purchases of computer and data processing services from India increased by 38 percent,
reaching $381 million, which surpassed the total from all of Europe. IT servicesfrom India
supplied to markets worldwide increased by 37 percent in fiscal year 2004-5, reaching
$10.0 billion, with Europe and the Americas accounting for more than 90 percent.’® Both the
volumeand value of U.S. importsfrom Indiacontinued to increasein 2005, as more services
were purchased and asthe portfolio of servicessourced from Indiacontinued expanding into
higher-value, more complex activities. Such services sourced from India are expected to
experience further growth in large established markets, aswell asin markets that currently
do not account for significant purchases of Indian IT services, but are believed to have
potential .** Cultivating new markets such asthesereflectsthe Indianindustry’ semphasison
diversifying its client base.*?

Affiliate Transactions

Affiliate transactions represent the largest share, by far, of international trade of computer
services.®®* U.S. parent firms' foreign affiliate sales were $44.4 billion in 2004.* However,
historical dataarelesscompletefor affiliate transactions of computer servicesthanfor cross-
border trade, precluding a complete quantitative analysis of recent trends of U.S. affiliate
sales.® Nevertheless, the U.S. Department of Commerce, Bureau of Economic Analysis
(BEA) notesin general that alargeincrease occurredin salesthrough foreign affiliatesin the
computer systems design and related services industry in 2004, indicating favorable
performance of the overall industry.’® Purchases of computer systems design and related
services by U.S. consumers from affiliates of foreign firms operating in the United States
increased by 3 percent in 2004, to $11.1 billion.*” From 2000 through 2002, such purchases
were45-55 percent bel ow thelevel of 2004 and werefairly consistent, reflecting contraction
of the computer servicesindustry during the period. In 2003, however, purchases morethan
doubled those in 2002 as the industry started to recover.

10 National Association of Software & Service Companies (NASSCOM), “Indian I T Industry: Nasscom
Anaysis.”

1 Mahapatra, “TCS Says Outsourcing Deals Helped Profit.” Many Indian IT companies are increasingly
looking outside the United States and Europe for amore diverse client base. China, Australia, and Latin
America are seen as potential new markets.

2 NASSCOM, “Indian IT Industry: Nasscom Analysis.”

8 The classification definitions used by BEA for computer services differ slightly between cross-border
and affiliate transactions, so an exact comparison is not possible. However, the overlap between the two
classificationsislikely significant, allowing generalized inferences to be made.

4 USDOC, BEA, Survey of Current Business 86, no. 10, 72.

%5 Trade data for sales of computer and data processing services by U.S.-owned affiliates in foreign
markets, both the worldwide total and for many individual countries, are suppressed to avoid disclosing
information on individual companies from 2000 through 2003.

6 USDOC, BEA, Survey of Current Business 86, no. 10, 36.

7 1bid., 74.
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Competitive Conditionsin the Global Computer
Services Market

Worldwide IT services revenue, a mgjor component of which is computer and related
services, totaled $624 billion in 2005, up 6 percent from 2004."® The market is expected to
continueto expand at that same average annual ratethrough 2010.*° Growth in 2005 resulted
from strong spending across key markets such asthe United States and Western Europe, and
rapid growthin I T services supply and demand in emerging markets. Despite the generally
favorable market conditions and widespread opportunity, the global computer services
market remains extremely competitive. U.S. firms are well represented among the leading
international providersof such services(table5.1). IBM Global Servicesremainsthelargest
IT services provider in the world and accounts for approximately 8 percent of the global IT
services market.”® While the global revenuesfor thelargest multinational computer services
firms remain substantial, many such firms are encountering increasingly stagnant growth,
as they often operate predominately in mature markets. In the case of IBM, the firm’s
revenues continued to grow in 2005, although at a slower pace due to adecreasein backlog
work and a slowdown in new contract signings.”

Computer and related services accounted for 61 percent of trade in information and
tel ecommuni cation services combined in OECD countriesin 2004.% Faced with the growth
limitations inherent in maturing markets, some of the large U.S. computer services firms
have sought opportunities beyond the major business centers in Europe and the United
States. An exampleis Accenture, which has offices and operations in more than 150 cities
in 48 countries. While most of the firm'’s business originates in the Americas and Europe,
the Asia-Pacificregion, which accounted for 8 percent of Accenture’ stotal revenuesin 2006,
had the highest rate of growth, at 17 percent.® I T firmshave a so focused on strategic growth
areaswithin I'T services, such asbusiness process outsourcing. Also, to competewith lower-
cost service providers, U.S. IT firms are rapidly expanding their offshore operations. In
recent years, overseasfirms, most notably thelargest I T firmsbasedin India, havedevel oped
internationally successful businesses, often at the expense of larger multinational service
providers. In response, many U.S. firms are continuing to develop their own offshore IT
capabilities in regions offering lower costs so as to remain competitive. For example,
Accenture recently announced plans to hire up to 30,000 employees in China, the
Philippines, and India. IBM also planstoinvest $6 billion over 3 yearsin software, services,
and customer-support work in India.®* To counter this strategy, several of the largest Indian
IT services suppliers are working to position their own higher-level consulting capabilities
directly in the United States and other markets.

18 Gartner, Inc., “ Gartner Says Worldwide I T Services Revenue Grew 6 Percent in 2005.”
® Gartner Dataguest, Forecast: 1T Services, Worldwide.

2 Gartner, Inc., “ Gartner Says Worldwide I T Services Revenue Grew 6 Percent in 2005.”
2 |BM, IBM Annual Report 2005.

2 OECD, OECD Information Technology Outlook 2006, 71-72.

2 Accenture, “Fact Sheet.”

2BM, “IBM Opens Development Center in Russia.”
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Table 5.1 Top 10 computer services providers, worldwide, 2005 (millions of U.S. dollars)

Revenue,
Company name Country services
International Business Machines Corp. . ............... United States 47,357
Electronic Data Systems Corp. .. ... United States 19,757
FUjitSU ... Japan 19,232
ACCENTUIE . ..ttt e Bermuda 17,094
Hewlett-Packard Company . ........... ... ... ...... United States 15,536
Computer Sciences Corp. . . ..o oot i i United States 14,616
Cap Gemini ... France 8,643
A0S OFigin . . oo France 6,785
Siemens BusSiNesSS Services .. ..., Germany 6,678
UNiSYS COMP. . vttt e e e e e United States 4,789

Sources: Annual reports and Bureau Van Dijk, Orbis database, accessed January 29, 2007.

Indiaremainsahighly competitive optionfor U.S., European, and other major global clients
seeking lower-cost I T services. Nevertheless, wage inflation in India and the emergence of
IT service industriesin countries with even lower coststhan Indiamay serveto decreaseits
overall advantage.? Even so, competition from lower-cost countriesmay belimited asIndia
continues to focus on more advanced services higher up the value chain.? Consequently,
low-end processing work islikely to shift to lowest-cost suppliers such as Vietnam, despite
that country being constrained by a lack of fluent English speakers and an inadequate
telecommunications infrastructure.?” The range of Central and Eastern European countries
offering low-cost services to Western European markets continues to move eastward, with
Bulgaria, Slovakia, and Romania emerging as viable suppliers. Severa Latin American
countries, such as Chile and Brazil, have al so continued to develop regional export markets
and affiliate networks.® At least in the near future, China spositionintheglobal I T services
market is likely to be more complementary to India rather than competitive, in that the
Chinese I T industry is expected to focus on basi ¢ back-office processesand I T servicesless
dependent on English language skills.”® Further, many Indian vendors are establishing
centers in Chinato take advantage of itslower costs and complementary skill-base.

WTO Members Positionson Computer Servicesin WTO
Trade Negotiations

Delegatesto the Council for Tradein Services (CTS) of the WTO have sought the reduction
or elimination of certain limitations on market access and national treatment with respect to
trade in computer and related services, asincluded in various WTO members Schedule of

% NASSCOM and Hewitt Associates, NASSCOM Hewitt Total Rewards Study 2005. While Indian I T
wages have increased significantly in recent years, the Indian technology trade association NASSCOM
asserts that the Indian I T sector will remain competitive on the basis of total cost at least until 2015.

% Mattoo and Wunsch, “ Pre-empting Protectionism in Services.”

2 Balfour, “Vietnam's Growing Role in Outsourcing.”

% United Nations Conference on Trade and Development, Changing Dynamics of Global Computer
Software and Services Industry. Chileis the leading software exporter in Latin America and Chilean software
companies have established subsidiariesin several Latin American countries, including Argentina, Colombia,
and Venezuela.

# Tata Consultancy Services Ltd. (TCS), “TCS Signs Shareholder Promoters Agreement.”
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Specific Commitments under the General Agreement on Tradein Services (GATS).* Such
limitations included foreign equity limits, residency requirements, and prerequisites on
establishing a commercial presence. Additionally, members have sought the reduction or
removal of limitations on the provision of computer and rel ated services by the cross-border
supply mode of delivery (mode 1), particularly with respect to members reserving the right
to retain or establish restrictions in this mode in the future without having to provide
compensation.

In February 2005, delegations from a number of WTO members issued a joint statement
emphasizing the importance of the computer and related services sector to the global
economy.® The statement noted that liberalization of such services allows economies to
expand existing market activitiesand to develop new export marketsboth inside and outside
the I'T services sector. Other recent WTO communications regarding computer and rel ated
services include those that address classification and industry definition concerns.
Specifically, members have noted the need to clarify the scope of coverage of Central
Product Classification (CPC) code 84 to avoid possible misunderstandings and confusion
regarding the scope of members commitments made under the classification.® The
proposals share numerous positions, including concern over whether existing GATS
commitmentswill be ableto adequately accommodatetheincreasingly imprecisedistinction
between computer, information, telecommunication, audiovisual, and related services. The
European Union proposed that WTO members should clearly define the scope of coverage
of computer and related services and continually revise the scope to reflect advances in
information technology.

O WTO, CTS - Special Session, “Special Session of the Council for Trade in Services: Report by the
Chairman,” November 28, 2005.

3! Australia, Canada, Chile, the European Union, Hong Kong China, India, Japan, Korea, Mexico, New
Zealand, Norway, Singapore, the Separate Customs Territory of Taiwan, Penghu, Kinmen and Matsu, and
the United States collaborated on the communication, submitted February 25, 2005.

32 Within the United Nations' CPC system, CPC 84, Computer and Related Services, covers the basic
functions used to provide al computer and related services.
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CHAPTER 6
Electricity Services

Summary

The United States remained a net importer of electricity from both Canada and Mexico in
2005. Net importsfrom Canada continued to increasein 2005 for asecond consecutiveyear,
reversing the trend of declining net imports from 2000 through 2003. Net imports aso
increased from Mexico, continuing the trend during which the United Statesturned from a
net exporter of electricity to Mexico from 2000 through 2002 to a net importer from 2003
through 2005. On aglobal level, cross-border tradein electricity continued to grow in 2004,
the latest year of available data, albeit at a dightly slower pace than from 2000 to 2003.

Anincreasing share of world electricity production is generated in Asia, especially China,
where production has surged in recent years. Growth in electricity generation has been
relatively modest in devel oped countriesand more robust in devel oping countries. Increasing
production has fueled concerns regarding energy prices and environmental consequences,
sparking greater interest in deploying renewabl e energy technologies. Cross-border tradein
electricity depends on conducive geographic and infrastructure conditions, while affiliate
transactions are limited to countries with favorable domestic regulations, such as those
allowing third-party accessto vital infrastructure (e.g., transmission facilities). World Trade
Organization (WTO) negotiations on electricity services trade liberalization have been
hindered by alack of consensus regarding the classification of the industry in international
agreements.

| ntroduction

The electric power industry generates and supplies electricity to consumers. There are
several functionally distinct aspects of the industry. Generation® is the production of
electricity from araw energy source. Transmission involvesthe transportation of electricity
over high-voltagetransmissionlinesfromthegenerationfacility to substationsinthevicinity
of electricity consumers. Distribution deliverslower voltage el ectricity from the substations
to the final electricity consumers. Finally, there are incidental services such as marketing,
system operation services, metering, and billing.

Electricity services can betraded across borders or sold by foreign affiliates to host country
consumers. For example, if electric power istransported from Canadato acustomer located
inthe United States, the owner of the Canadian portion of the transmission network receives
payment for a cross-border export. Alternatively, if a Canadian affiliate of a U.S. parent
company owns an electricity generation, transmission, or distribution facility in Canada,
services provided by that facility constitute sales through a foreign affiliate. Cross-border
tradein electricity is feasible only between contiguous countries, and affiliate transactions
may be subject to significant regulatory oversight. Therefore, the degree to which cross-

! For the purposes of this chapter, electricity generation is considered to be a service activity, rather than a
manufacturing process. However, there is no international consensus regarding the classification of this
activity.
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border or affiliate transactions predominate between any two given countries depends
primarily on geographic and regulatory factors.

Trade in electricity is often hindered by the fact that certain segments of the industry are
natural monopolies, while others are not. It is not economically feasible to duplicate
transmission and distribution networks, making competition in these services difficult to
implement. In the generation of electricity, however, competition isfeasible but dependson
the ability of third-party generators to obtain the rights to interconnect with network
infrastructure, such as transmission and distribution lines, as well as with other energy
infrastructure, such as natural gas pipelines and liquified natural gas terminals.?

Trendsin Cross-Border Tradée®

The United States conducts cross-border trade in electricity only with adjacent countries
Canada and Mexico. Cross-border trade with Canada is much greater in terms of volume,
dueto the extent of integration between U.S. and Canadian electricity grids* versusthemuch
more limited number of transmission lines between the United States and Mexico.” Imports
from Canada totaled 42.9 billion kilowatt-hours (KWh) in 2005, while exports to Canada
totaled 19.3 billion KWh, leaving the United States with net imports of 23.6 billion KWh.
U.S. importsfrom Canadagrew by 30 percent in 2005, in stark contrast to an average decline
of 9 percent per year from 2000 through 2004. U.S. exports to Canada, on the other hand,
declined by 14 percent in contrast to the 15 percent average annual growth rate from 2000
through 2004.° The declining net imports from Canada, prior to the recent reversal of the
trend, were partially dueto increasing Canadian demand, with no corresponding increasein
Canadian generation capacity.” Additionally, due to the heavy reliance on hydro-power for
electricity generation in Canada, net imports from Canada are partialy explained by
precipitation levelsin Canada, which were historically low in 2003 and 2004, turning some
of Canadd sleading electricity producing provinces from net exportersto the United States
into net importers.2 In contrast, 2005 saw historically high levelsof precipitationin Canada,’
which resulted in increased hydro-electric production and net electricity exports to the
United States.™

The United States was also a net importer of electricity from Mexico in 2005, importing
1.6 billion KWhwhileexporting 0.5 billion KWh, leaving the United Stateswith net imports
of 1.1 billion KWh. In 2005, imports from Mexico grew by 33 percent, which was
substantially lower than the average annual growth rate of 99 percent from 2000 through
2004.™ U.S. exports to Mexico also grew in 2005, by 13 percent, compared to an average
annual decline in exports of 34 percent from 2000 through 2004. Growth rates over this
period, however, varied substantially from year to year, again partially as a result of the

2 Evans, Liberalizing Global Trade in Energy Services, 45.

3 Official datafor affiliate sales are not available.

4 U.S. Department of Energy (USDOE), Energy Information Administration (EIA), “Country Analysis
Brief: Canada.”

® USDOE, EIA, “Country Analysis Brief: Mexico.”

® USDOE, EIA, “U.S. Electricity Imports from and Electricity Exports to Canada and Mexico.”

7 Canadian National Energy Board, Canadian Electricity Exports and Imports, 10.

8 Canadian National Energy Board, Outlook for Energy Markets 2005-2006, 3.

® Environment Canada, “ Temperature & Precipitation in Historical Perspective.”

10 Statistics Canada, “Energy Supply and Demand, by Fuel Type.”

" The use of this average rate for comparison purposes, however, is inadvisable because imports started
from arelatively low base in 2000.
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rather small base. Asaresult of these trends, the United States turned from a net exporter of
electricity to Mexico from 2000 through 2002 to a net importer from Mexico since then.*
The steady increase in imports from Mexico is largely due to the construction of several
electricity generation facilitiesin Mexico near the U.S. border, which were built specifically
for the export market. Several private companies have been issued permits by the Mexican
government to build additional export oriented plants totaling 2.2 billion KW capacity.
Consequently, growth in imports from Mexico is expected to continue.

Globally, 3 percent of electricity generated in 2004 was exported.* This has remained
largely unchanged from 2000. Global exports of electricity increased by 1 percent in 2004,
down from a4 percent average annual increase from 2000 through 2003. European countries
accounted for over half of worldwide electricity trade,™® and 9 percent of all electricity
generated in European countries was exported in 2004. Countries within the former Soviet
Union, Africa, and Central and South Americaexported roughly 6 percent of total electricity
generated, while countries in North America, the Middle East, and the Asia and Oceania
region exported 1 percent or less of total electricity generated. This share has remained
essentially unchanged since 2000 for Europe, Central and South America, North America,
the Middle East, and the Asia and Oceania region. The share exported has increased for
countriesin the former Soviet Union and Africa.'®

Figure 6.1 shows the largest importing and exporting markets for electricity. In addition to
the importance of intra-European trade, and U.S.-Canada bilateral trade, this figure also
highlightsthe high volume of el ectricity trade between Paraguay, which exported 87 percent
of the electricity it generated in 2004, and Brazil, which jointly control the largest
hydroelectric facility in the world."’

Competitive Conditionsin the Global Electricity Services

M ar ket

Worldwide, electric utilities generated 16,599 billion kilowatt hours of electricity in 2004,
up 5 percent from 2003. From 2000 through 2003, the annual growth rate of electricity
generation averaged 3 percent,'® about the same as global GDP growth over the same
period.'® Recent years have witnessed Asiaand Oceania’ s steadily increasing share of total
global generation. The region’s share of global production increased from 27 percent in

2 USDOE, EIA, “U.S. Electricity Imports from and Electricity Exports to Canada and Mexico.”

13 USDOE, EIA, “Country Analysis Brief: Mexico.”.

14 atest year of available data.

¥ Including intra-EU trade.

8 USDOE, EIA, “International Electricity Exports, All Countries, 1980-2004" and “Net Electricity
Generation, All Countries, 1980-2004."

" USDOE, EIA, “Country Analysis Brief: Paraguay/Uruguay.”

8 USDOE, EIA, “International Electricity Generation Tables.”

¥ World Bank, World Development Indicators Online.
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Figure 6.1 Top electricity services importers and exporters, share of world, 2004
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Sources: U.S. Department of Energy (USDOE), Energy Information Administration, (EIA) Intemational Electricity
Exports, All Countries, 1980-2004, July 7, 2006 and USDOE, EIA, Intemational Electricity Imports, All countries,
1980- 2004, July 7, 2006.

2000 to 31 percent in 2004, wresting world leadership from North America, whose share
declined from 31 percent to 29 percent.”® The share of world production also dropped in
Europe from 22 to 21 percent, but remained constant in al other regions, including the
former Soviet Union with 8 percent, Central and South America with 5 percent, and the
Middle East and Africawith 3 percent each.

Tables 6.1 and 6.2 report the largest global and U.S. electric utilities, respectively. The top
10 global electric utilities in terms of operating revenue were all in Europe or Asia as of
2005, with thetop four all located in Europe. Inthe United States, each of the largest electric
utilitiesis dominant in its own geographically distinct region.

Fueled in part by strong corporate profits and legal efforts by the European Union (EU) to
create acommon electricity market, severa large international mergers have been proposed
recently, which could dramatically change the international rankings of the largest electric
utilities. These attempts have sparked opposition in some cases, most notably in France,
where the government intervened in an attempt to prevent Enel, an Italian electricity firm,
from taking over French energy giant Suez. In addition, the Spanish government has
intervened to attempt to block the takeover of itslargest electricity firm, Endesa, by German
rival E.On.”

2 These trends were primarily driven by China, whose share of world production increased from 9
percent to 13 percent, and the United States, whose share of world production dropped from 26 percent to 24
percent.

21 USDOE, EIA, “Net Electricity Generation, All Countries, 1980-2004.”

2 Economist, “To the Barricades.”
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Table 6.1 Top 10 world electric utility companies, by operating revenue, 2005 (millions of
U.S. dollars)

Company Country Revenue
E.ON AG ... Germany 70,102
Electricite de France SA-EDF .. ... .. ... ... ... ... ... France 62,187
SUBZ .ot e France 50,075
RWE AG ... Germany 49,372
Tokyo Electric Power Co. . ......... ... .o .. Japan 44,538
Enel SPA ... . Italy 40,180
Gestore Del Sistema Electtrico - GRTN S.P.A. ........... Italy 28,215
RAO Unified Energy Systemof Russia . . ................ Russia 26,647
Korea Electric Power Corp. .. ... Korea 25,153
The Kansai Electric Power Co.Inc. .................... Japan 21,856

Source: Bureau Van Dijk, Orbis database, accessed February 8, 2007.

Table 6.2 Top 10 U.S. electric utility companies, by
operating revenue, 2005 (millions of U.S. dollars)

Company Revenue
Dominion Resources, Inc. . ............. 18,209
Constellation Energy Group, Inc. ........ 17,195
Duke Energy Corp. ................... 16,746
ExelonCorp. ........... . i 15,361
SouthernCo. ........... ... .. ....... 13,596
Public Service Enterprise Group, Inc. ... .. 12,782
American Electric Power Co., Inc. ....... 12,478
Edison International .................. 12,246
FirstEnergy Corp. .................... 12,207
FPL Group,Inc. ..................... 12,132

Sources: Edison Electric Institute, “EEI Profiles and
Ranking of U.S. Shareholder-Owned Electric
Companies,” May 2006, 113 and Bureau Van Dijk, Orbis
database, accessed February 8, 2007.

As acknowledged by President Bush in his State of the Union address,® there is growing
public concern about the environmental effects of increasing worldwide energy production
aswell asitsvolatile and generally increasing price.?* The debate regarding climate change
has generated particularly strong concern regarding the carbon dioxide released by burning

% President George W. Bush, State of the Union address, January 23, 2007.

2 USDOE, EIA, “International Electricity Price and Fuel Cost Tables.” For instance, from 2000 through
2005, electricity prices per household increased by 15 percent in the United States, 43 percent in Mexico,
and 39 percent in the United Kingdom.

6-5



fossil fuelsto produceé ectricity. Policymakershavedevel oped several international efforts,
such asthe European Emissions Trading Scheme (ETS), to curtail theseemissions. TheETS
aimsto induce reductions by capping emissions, allocating carbon allowancesto individual
generators, and alowing firms to trade these allowances. Theoretically, by developing a
market-based cost for carbon dioxide emissions, electricity generated from high-emissions
sources becomes relatively more expensive while electricity generated from low-emissions
sources becomes relatively less expensive. This creates trading opportunities for countries
with different capacitiesto produce clean energy.” However, analysts have raised questions
regarding the effectiveness of the ETS. In particular, carbon allowances are considered to
be overly generous and may depressthe price of allowances, thus decreasing the incentives
to switch technology. Inaddition, the ETS hasarelatively short 3 year timehorizon that may
constrain investment decisions.?

According to U.S. industry sources, electric utilities are ambivalent about the adoption of
national |legislation regulating the production of carbon dioxide in the United States.” On
the one hand, the imposition of caps on the production of carbon dioxide may increase the
costs of electricity production because of the need to install new technology or switch to a
less-carbon-intensive fuel, if possible. However, many in the industry state that some sort
of national legislation regulating the production of carbon dioxide is inevitable because of
growing concerns from the public regarding climate change. Uncertainty as to the U.S.
government’ s policy response to such concerns makesinvestment decisions more difficult.
Additionally, sourcesfavor anational policy regulating carbon dioxide emissionsrather than
a patchwork of state and regional level policies that appear to be developing in lieu of a
national policy.

The costs and supply of certain fossil fuels used as inputs in the production of electricity
have shown asignificant amount of volatility in recent years. For instance, the average price
of natural gasfor electricity producersincreased by 39 percent from 2000 through 2004 (a
period during which the average price of electricity rose by 12 percent).”® Certain EU
member states, which are heavily dependent on Russian natural gas, raised objectionswhen
inJanuary 2006, following apricedisputewith the Ukrainian government, the Russian state-
owned energy giant Gazprom temporarily halted the supply of natural gas to Europe via
Ukraine. Thisroute accountsfor 20 percent of the EU gas supply.? Similarly, Brazil, which
importsasignificant amount of itsnatural gasfrom Boliviaandisheavily involvedin natural
gas extraction in the country as well, faced uncertainties after the nationalization of the
Bolivian natural gasindustry in May 2006.%*

The combination of supply and environmental concerns has produced pressure in many
countries to develop agreater reliance on domestically available energy inputs. For certain
countries, where supply concernsoutweigh environmental concerns, thereisinterestin more
coal-generated el ectricity, as many countries have relatively abundant supplies of coal. For
instance, China, which is already the second largest producer of electricity in the world,
increased its generation output from conventional thermal electricity generation plants by
over 217 billion kilowatt- hoursin 2004, anincrease of 15 percent.®! At the sametime, many

% point Carbon, Carbon 2006: Towards a Truly Global Market.

% Economist, “ Gaming Gases.”

7 Industry officials, interview by Commission staff, Miami, FL, April 24-26, 2006.
% USDOE, EIA, “International Electricity Price and Fuel Cost Tables.”

% BBC News, “Ukrainian Gas Row Hits EU Supplies.”

0 BBC News, “Bolivia Gas Under State Control.”

3L USDOE, EIA, “Net Electricity Generation, All Countries, 1980-2004.”

6-6



countriesareturning increasingly to renewabl e sources of energy—amovewhich decreases
dependenceonforeign energy inputswhileaddressing environmental concernsby producing
very low or no emissions.

Worldwide, renewable electricity has experienced rapid growth. Excluding hydro power,
worldwide generation of electricity from renewable sources increased by 38 percent from
2000 to 2004, substantialy higher (albeit from a much lower base) than the growth rate of
electricity from conventional thermal sources, which increased by 18 percent over the same
period. Growth in generation from renewable energy was especialy strong in several
countriessuch asGermany, where production morethan doubled over thisperiod, and Spain,
where production more than tripled.* According to industry sources, this growth has been
driven by the decreasing costs of generating power from renewabl e sources as technologies
mature, and by governmental support programsin certain countries. Inthe United States, for
instance, industry sources see state-level renewable portfolio standards™ as being a key
driver in the development of renewable generation capacity.® In Germany, however, the
rapid growth in solar-generated capacity isattributed to | egislation such asthe 100,000 Solar
Roof s Program in which business and residential customers may sell solar-generated power
back tothegrid for arelatively high fixed rate, and receive low-interest loansfor installation
costs.®

The growth of renewable electricity generation has significant trade implications for
electricity services. Countriesand firmsthat began producing relatively early have devel oped
an expertise and comparative advantage in the generation of electricity from a particular
renewable source. Firmsthat gain domestic experiencein producing energy from renewable
sources are often able to compete successfully for projects abroad. For instance, Denmark,
which hasbeen generating el ectricity fromwind for over 20 years, hasdevel oped theworld's
largest wind industry, with its firms operating throughout the world.* Similarly for solar
power, German and Japanesefirms, having gained domestic experience, control alargeshare
of the world solar market.*” Thus, as demand for electricity from renewable sources grows
asaresult of consumer interest and as more countries adopt policies designed to encourage
its use, trade and investment opportunities for renewable energy services firms originating
in countries with long-standing renewable energy policies are likely to grow.

WTO Members Positionson Electricity Servicesin WTO
Trade Negotiations

Negotiations regarding trade in electricity have been complicated by the lack of an
international consensus on how to classify the industry. Certain countries consider the
generation of electricity a good, while others consider it a service. Transmission and
distribution are considered servicesby most countries. However, the WTO Services Sectora
Classification List (W120) does not include alisting for these categories, but rather includes

2 bid.

% USDOE, “ States with Renewable Portfolio Standards.” Renewable Portfolio Standards are standardsin
which a state mandates that a certain percentage of electricity generated within a state is to come from
renewable sources by a certain date. Over 20 U.S. states currently have such regulationsin place.

3 Industry official, interview by Commission staff, Washington, DC, June 20, 2006.

% U.S. International Trade Commission, Renewable Energy Services: An Examination of U.S and
Foreign Markets, 5-9.

% Danish Wind Industry Association, “Did Y ou Know?’

5" USITC, Renewable Energy Services. An Examination of U.S. and Foreign Markets, 9-2.
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a listing for ‘services incidental to energy distribution.” It is unclear whether the latter
category includesenergy distribution and transmission servicesthemsel vesor only incidental
services such as metering and billing. As a consequence, only eight countries scheduled
commitmentson ‘ servicesincidental to energy distribution’ during the Uruguay Round, and
two of these countries specified that their commitments applied only to consultancy
services.®

In response to the classification issue, several WTO members including the United States,
Canada, the European Union, Japan, and V enezuel ahave met in order to work out proposals
for new guidelines or possibly a new classification system for the scheduling of energy
services commitments. Certain countries such as Japan have suggested that a new
classification system should be devised in order to facilitate energy services negotiations,
while other countries such as Canada have stated that the current classification system is
sufficient.* Initsinitial General Agreement on Tradein Servicesoffer presented at the Doha
Round, Norway included draft commitments on wholesale and retail salesof electricity, but
due to the absence of similar offers by others, stated in its revised offer that these proposed
commitments would be withdrawn unless other countries reciprocated.*

% WTO, Council for Trade in Services (CTS), “Energy Services: Background Note by the Secretariat,”
September 9, 1998.

¥ WTO, CTS, “Communication from Canada: Initial Negotiating Proposal,” submitted March 14, 2001
and “ Communication from Japan: Negotiating Proposal,” submitted October 4, 2001.

“OWTO, “Norway: Revised Offer,” June 28, 2005.
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CHAPTER 7
Health Care Services

Summary

The United Statesistheworld leader in basic and specialty health care services. U.S. cross-
border exports of health care servicesare much greater than cross-border imports, duein part
to medical tourists who visit the United States seeking treatment at prestigious specialty
clinicsand hospitals. Salesby affiliatesof U.S. firmsinforeign markets, however, arelower
than purchases by U.S. customers from affiliates of foreign firms. Thisisareflection of the
difficulty U.S. firms sometimes face abroad due to national health care policies and safety
concerns related to health provision, which often create impediments to foreign market
entry.!

TheU.S. health servicesindustry hasdemonstrated strong growth in recent years. However,
similar to many devel oped countries, the United Statesfaces escal ating health care costsdue
to factors such as low productivity growth, increased costs of litigation, alarge number of
uninsured patients, and an aging population. In responseto rising costs, the U.S. health care
services industry has launched a number of initiatives seeking to enlarge or create new
revenue streams. These initiatives would leverage U.S. reputation and knowledge to export
telemedicing; promote inbound medical tourism; create new programs to address
demographic trends, such as establishing assisted living and retirement facilities; and
increase presence in foreign markets through partnerships and investment.

| ntroduction

International trade in health care services encompasses medical and other health service
transactions between residents and nonresidents. Health care services are genera or
specialized medical care such as diagnostic services; surgery; specialty treatments; nursing
care; rehabilitation and health-related personal care; home health care; denta services;
kidney dialysis; ambulance and helicopter transport services; blood and organ banks; and
blood analysis and clinical testing. Providers of health care services include hospitals;
nursing and residential care facilities; offices of physicians, dentists, and other health
practitioners; home health care service providers; outpatient care centers; other ambul atory
health care service providers; and medical and diagnostic laboratories.

Tradein health care servicesoccursinvariousways. U.S. cross-border exportsof health care
services principally occur when foreign consumers receive medical treatment in the United
States. This includes instances in which foreign tourists receive care after becoming ill or
suffering injury while in the United States, aswell asinstancesin which foreign consumers
visit the United States for the express purpose of receiving medical care. Exports can also
entail the provision of medical advice or diagnostics through international electronic
communication systems (i.e., telemedicine) or postal services (e.g., laboratory diagnostics),
aswell asthe provision of health servicesby U.S. medical professionals outside the United

! Adlung and Carzaniga, “Health Services under the General Agreement on Trade in Services,” 356.
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States.? Health care services can also be provided through U.S.-owned affiliates established
in aconsumer’ s home market.

U.S. imports of health care services occur when U.S. citizens receive medical treatment
abroad or medical advice from practitioners abroad via telemedicine. Imports also include
treatment provided to U.S. citizens by alarge number of foreign-born and foreign-educated
physicians and nurses who reside in the United States on a temporary basis, as well as
transcription and diagnostic support services provided to U.S. facilities by foreign firms.
Health care services are also provided to U.S. consumers by foreign-owned affiliates
established in the United States.

Trade Trends

Cross-Border Trade

In 2005, U.S. cross-border exports of health care services totaled $2.0 billion, an increase
of 18 percent from 2004. This growth is six times the average annual growth of 3 percent
experienced from 2000 through 2004 (figure 7.1). Although U.S. cross-border exports of
health care services have historically mirrored trends in U.S. tourist admissions,?® this
relationship was significantly weaker in 20002004 as health care services exports
rebounded from temporary post-September 11 decreases sooner than did tourism exports.”
This trend could indicate that the U.S. health care industry has enjoyed some success in
enticing foreign individuals to enter the United States for the express purpose of receiving
medical treatment.®

U.S. cross-border imports of health care services increased by 10 percent in 2005, to
$203 million. The pace of growth in 2005 was more than doubl e the average annual growth
rate of 4 percent from 2000 through 2004.° Recent growth is likely fueled not only by the
increased provision of medical treatment to U.S. citizens abroad by foreign providers, but
by offshoring support services, such as medical transcription.

Affiliate Transactions

Affiliate transactions are common means of providing heath care services to foreign
consumers, due in part to the need for continuous proximity in the provision of certain
services. Affiliate establishment isoften amethod of expanding into countrieswhere national
public health policy resultsin barriers to the cross-border provision of medical services.

2U.S. Department of Commerce (USDOC), Bureau of Economic Analysis (BEA), Survey of Current
Business 86, no. 10, 40. Services by medical professionals outside their home country are only included in
cross-border trade data when the health services provider is self-employed and a nonresident of the host
country.

3 From 1992 through 2005, the correl ation coefficient for exports of health care and tourism services was
0.78. A coefficient of 1.0 would indicate perfect correlation.

* From 1992 through 2000, the correl ation coefficient for exports of health care and tourism services was
0.97; from 2000 through 2005, the correlation coefficient was 0.5.

® Greico, 2005 Annual Flow Report. Foreign individuals temporarily visiting the United States for
pleasure or medical treatment both enter under either a B-2 tourist nonimmigrant visaor, if from qualifying
countries, the visa waiver program.

® USDOC, BEA, Survey of Current Business 86, no. 10, 43.
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Figure 7.1 Health and medical services: Cross-border trade, 2000—-2005
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, 10, 42-43.

U.S. parent firms' foreign affiliate sales of health care servicesto foreign persons continued
to increase slowly in 2004, growing by 0.6 percent to $1.4 billion.” Growth in 2004 was
slower than the average annual growth rate of 31 percent from 2000 to 2003. Earlier growth
was likely the result of increased or new direct investment by U.S. health care firms in
foreign markets, such as Universal Health Services' acquisition of an 80 percent stake in
France' s largest hospital management company, Sante Finance, in March 2001.8 Europeis
the magjor market for sales by foreign health care affiliates of U.S. firms, accounting for
$1.2 billion (85 percent) of such salesin 2004.

U.S. consumers' purchases from U.S. affiliates of foreign companies are higher than sales
to foreign consumers by foreign affiliates of U.S. firms. Health care purchases from U.S.
affiliatesincreased from $5.9 billionin 2000to $6.7 billionin 2002, thelatest year for which
data are disclosed.” Growth can likely be attributed to both medical inflation and the
increasing profit incentives that the U.S. health care market presents to foreign companies,
in combination with few regulationslimiting market entry.'° Asaresult, the U.S. health care
market providesinvestment opportunitiesfor firmssuch as Allied Capital, aUK investment
firmwhich purchased Housecal | Medical Resourcesin 2002.'* Most foreign-owned affiliates
located in the United States appear to be European or Canadian.

" Datafor 2004 are the most recent available from the BEA for sales of services by affiliates classified in
the health care and social assistance industry.

8 Bureau van Dijk, Zephyr database.

9USDOC, BEA, Survey of Current Business 83, no. 10, 117, and 85, no. 10, 76.

10 Frostin, “No End In Sight to Medical Inflation”; Docteur and Oxley, “Health-Care Systems: Lessons
from the Reform Experience,” 37; and Dranove and Satterthwaite, “ The Industrial Organization of Health
Care Markets.”

1 Bureau van Dijk, Zephyr database.
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Competitive Conditionsin the Global Health Care
Services Market

Global private expenditures' on health caretotaled $1.4 trillionin 2003." The United States
is the largest market for private health care services, accounting for $870 billion, or
62 percent, of private expenditures in 2003 (table 7.1).** European Union (EU) member
states are a so leading consumers of private health care services, altogether accounting for
$180 hillion,™ followed by growing Asian markets, such as China, as discussed below.

From 2000 through 2003, the world health care market increased at an average annual rate
of 5 percent, driven by increasing expenditures in leading markets. The pace of growth in
China’ s market for health care services led all major countries, with private expenditures
growing at an average annual rate of 14 percent, amost triple the world average.® The
increase in Chinese expenditures on health care services from $37.7 billion in 2000 to
$55.7 billionin 2003 resulted, in part, from partial privatization of theindustry. Such growth
resulted from both increased volume of services provided, as well as higher prices charged
by private providers. U.S. private expenditures on health care also increased more quickly
than theworld average, growing at an annual rate of 6 percent, in large part dueto escalating
costs and new procedures.”” Private health care expenditures also increased in Germany,
France, and Japan, although more slowly than the world average.

The U.S. health care industry is the largest single sector in the U.S. economy in terms of
expenditures'® and employment.® U.S. private health care expenditures increased from
8 percent of the U.S. economy in 2000 to 9 percent in 2003.% Industry output increased by
8 percent in 2005, consistent with the trend from 2000 through 2004, when the annual
growth rate averaged 7 percent.”* Home heal th care services demonstrated the fastest growth
rate in 2005, at over 10 percent, followed by other ambulatory health care services,
encompassing services such as emergency transportation or blood and organ banks, which
increased by 8 percent.”? Growth in the home health care services sector is likely to

2 World Bank, World Development Indicators (WDI) Online. Expenditure data are presented to
characterize the global health services market due to the lack of consistent and comprehensive revenue data.
Private expenditures include direct household (out-of-pocket) spending, private insurance, charitable
donations, and direct service payments by private corporations on health care services.

13 Data for 2003 are the most recent available from the World Bank, WDI Online.

4 World Bank, WDI Online.

15 Statigtic is calculated including the EU-15 countries (Belgium, the Netherlands, Luxembourg, France,
Italy, Germany, Denmark, Ireland, the United Kingdom, Greece, Portugal, Spain, Austria, Finland, and
Sweden).

16 U.S. International Trade Commission (Commission) staff calculations based on statistics from World
Bank, WDI Online.

1 Commission staff calculations based on statistics from World Bank, WDI Online.

18 U.S. Department of Health and Human Services, “NHE Summary Including Share of GDP, CY
1960-2005" and USDOC, BEA, Nationa Income and Product Accounts Data, tables 1.5.6 and 2.3.6.

® Mergent Online, The North America Healthcare Sectors, 11.

2 Commission staff calculations based on World Bank, WDI Online.

2! Commission staff calculations were based on BEA Industry Economic Accounts data, which utilize the
North American Industry Classification System 2002 codes, segmenting the health services industry into:
Offices of physicians, dentists, and other health practitioners, Home health care services, Other ambulatory
health care services, Hospitals; and Nursing and residential care facilities.

2 Commission staff calculations based on BEA Industry Economic Accounts data.
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Table 7.1 Top 10 national private health care expenditures, 2003

Expenditures

Country (billions of U.S. $) Share (%)
United States . ............... 870 62.1
Japan ... 72 51
China ...................... 56 4.0
Germany ... 47 34
France ..................... 33 2.4
Brazil ........... ... ... ..., 26 1.9
Italy ... 23 1.6
Canada ..................... 23 1.6
Mexico ................ .. ... 20 14
India ......... ... ... ...... 20 1.4
Restofworld ................. 211 15.1

Total ................... 1,401 100.0
Source: World Bank, World Development Indicators database,
2003.

continue, as demand for home nursing services and elderly care increases due to the aging
of the U.S. population and growing preference for in-home care.

The health care sector’ s growing share of gross domestic product reflects, in part, escalating
costs. One factor in the escalation of health care costs is the industry’s slow productivity
growth. Sectorswith slow productivity growth, such ashealth care services, will experience
increasing labor costs per unit of output as labor released from high productivity growth
industries flows into low productivity growth industries.® Although the health services
sector may achieve some productivity improvements from new technologies such as
electronic health records, the continued need for one-on-one patient-doctor contact likely
limits productivity gains. Recent research shows that amajor component of the high cost of
health care is the high price of labor.?* Another major contributing factor in the escalation
of health care costsisincreased demand for expensive medical technol ogiessuch ascoronary
stents and defibrillators, and for orthopedic surgical procedures.® Other reasons underlying
escalating health care costs include liability issues, which likely drive up malpractice
premiums and increase the frequency of diagnostic tests as a precaution against lawsuits; a
large uninsured population, someof whoseinability to pay resultsin priceincreasesfor those
who can pay; and demographic trends reflecting higher numbers of elderly patientsin need
of higher levels of health care.?

2 Baumol and Krueger, “An Interview with William J. Baumol,” 216-7 and Heilbrun, “Baumol’s Cost
Disease,” 91. Productivity is defined as physical output per hour of work. Baumol’s model presupposes that
output shares of high productivity growth industries and low productivity growth industries remain constant,
and that wage growth in the latter matches wage growth in the former.

% Moody's, “Medical Services,” 73.

% U.S. industry representatives and market analysts, personal and telephone interviews by Commission
staff, United States, June 15-16 and October 11, 2006.

% pricewaterhouseCoopers, “ The Factors Fueling Rising Healthcare Costs 2006”; U.S. Department of
Health and Human Services, “ Confronting the New Health Care Crisis’; and Moody’s, “Medical Services.”
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As costs for both providing and consuming health care services have increased worldwide,
governments have attempted to control costsin various ways. However, governments face
atrade-off between lower prices and industry innovation. In countries with universal health
insurance, such as Japan, governments generally control health care costs through price
mandates. However, theimpact of these measures can be diminished by provider responses.
For instance, Japan’s fee-for-service reimbursement system creates incentives to increase
patient volume, resulting in a high level of doctor consultations per capita.*” Germany’s
public health care system, by comparison, motivates greater use of expensive diagnostic
testing.? In the United states, the prices of health care services provided under Medicaid,
Medicare, and other government programs are set by the federal government. Expenditures
under these programs equated to 45 percent of U.S. health care expenditures in 2004.%°
Attemptsto introduce competition in publicly provided markets have not yielded the quality
of service found in the private U.S. market, likely because of differences in market and
regulatory conditions.® The U.S. health care market is characterized by relatively
unregulated local competitioninurban areas, in comparisonto other health caremarkets, and
alargesupply of providers. Pricesare negotiated by large purchaser organi zations possessing
theresearch resources and market power necessary to balance the asymmetry of information
inherent in the health care market,** and thereby attain lower prices.®

In the face of escalating health care costs, increased purchasing power by insurance
companies, and more active regulators, U.S. heath care services providers have looked
beyond U.S. bordersto find new sources of revenue. However, entry to foreign health care
markets is difficult. In particular, foreign providers are usualy ineligible to receive the
subsidiesthat enable competing domestic physiciansto provide health care servicesat lower
cost.® Firms may also face limitations on forms of establishment, which include restrictions
on foreign ownership and educational or licensing requirements. Because U.S. health care
firms have encountered difficulty in entering many foreign markets, they have focused on
drawing health care consumersto the United States. The United States has historically been
the top globa destination for expert medical care. Foreign patients arrive seeking U.S.
expertise in specialty care as well as the latest advances in medical technology.® These
patients are generally wealthy, have no health insurance, and often come from developing
countries where advanced care is not available.® Initially offered only through afew elite
hospitals, such as the Mayo Clinic, a growing number of U.S. hospitals have established
international health care programs specifically targeted to attract these foreign patients. For
example, Philadelphia International Medicine is an organization that markets health care
services to foreign patients and assists in coordinating their visits to nine leading
Philadelphia hospitals. Medical tourism by these patients provides an increased stream of

2" Hurst and Jeong, “An Assessment of the Performance of the Japanese Health Care System,” 15, 40,
459,

% Busse and Riesberg, “Health Care Systems in Transition: Germany,” 156.

2 |nsurance Information Institute, Thel.1.1. Insurance Fact Book 2007, 11.

% Docteur and Oxley, “Health-Care Systems: Lessons from the Reform Experience,” 36.

3! Dranove and Satterthwaite, “ The Industrial Organization of Health Care Markets,” 1095, and
Pavignani, “Analyzing Disrupted Health Sectors: A Toolkit.” Information asymmetry occurs because in the
health care market information is not equally shared between providers and consumers. Providers possess
medical information unavailable to health care consumers, thus giving providers influence over price and
level of consumption.

% Docteur and Oxley, “Health-Care Systems: Lessons from the Reform Experience,” 37.

3 Adlung and Carzaniga, “ Health Services Under the General Agreement on Trade in Services,” 356.

34 Baker, Birnbaum, Geppert, Mishol, and Moyneur, “ The Relationship Between Technology Availability
and Health Care Spending.”

% IBISWorld, General Medical and Surgical Hospitalsin the US, 7.
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income and decreases average overhead costsby increasing facility utilization ratesfor U.S.
health care providers.

Medical tourism to destinations outside the United Statesis also increasing. Countries such
as Thailand and India have begun promoting their heath care services by advertising
medical tourism packages, combining medical treatment with traditional vacation activities.
Increased marketing of medical tourism has created demand for new support services. One
such specialty support firm is IndUSHealth, a medical tourism agency that specializesin
coordinating travel between the United States and India, and arranging medical
appointments, accommodations, and interpreters by maintaining rel ationshipswith leading
Indian hospitals and physicians.®

Health care providersare al so beginning to turn to telemedicine to reduce costs and increase
revenues.® Initialy, infrastructure limitations confined telemedicine to radiology or
transcription services, such asthetranscription of digital recordingsby firmsin South Africa
or India. However, telemedicine increasingly enables trade in more complex hedth care
services, such as making medical diagnoses and offering second opinions.® Asaresult, the
U.S. health care industry isincreasingly ableto utilize telemedicine to both expand service
provision to new consumers, as well as manage costs by offshoring support services to
lower-cost locations. For example, Johns Hopkins International (a branch of U.S.-based
Johns Hopkins Medicine) offers physician and patient consultations to the international
community via a variety of methods, such as e-mail and video-conferencing.®*® A more
extreme exampl e of the capabilities of telemedicineis presented by atrans-Atlantic surgery
performed in 2001. Dr. Jacques Marescaux, of the Institute for Research into Cancer of the
Digestive System/European I nstitute of Telesurgery, directed robotic controlsin New Y ork
to remove the gallbladder of awoman in France.”’

Health care services providers also recognize the opportunities presented by aging
populations. Both U.S. and foreign health care service providers are offering alternativesto
traditional care-giving arrangements, such as residential care facilities or family-provided
care. For example, the U.S. industry has offered nursing home services on cruise ships and
some foreign firms have established elder-care facilitiesin tropical locales.** In both cases,
service providers are able to offer competitive pricing as a result of lower overhead. For
instance, tropical locales such as Centra America offer lower cost-of-living and labor
expenses. Cruise ships are designed to offer services such as housekeeping and meals, and
staff-to-client ratios exceed those in the average nursing home, so offering nursing services
on cruise ships can be cost effective.*?

Theprimary challengefacing the global health careindustry isagrowing provider shortage,
forecast to affect the supplies of both physicians and nurses. Although the supply of health
care workers is low worldwide, the ability of developed countries to recruit and attract

% IndUSHedlth, “What Patients Often Ask Us.”

5" American Telemedicine Association, “ Telemedicine, Telehealth and Health Information Technology,”
6-7.

% Chanda, “ Trade in Health Services,” 35.

% Johns Hopkins International, “ JHI Telehealth Programs,” and Versweyveld, “ Surgeons Perform
Successful Near Real Time Telesurgery From New Y ork on Patient in France.”

0 Merrell, “Telemedicine in Surgery” and Versweyveld, “ Surgeons Perform Successful Near Real Time
Telesurgery From New Y ork on Patient in France.”

“ Economist, “ Till Death Us Do Part.”

“2bid.



workers from poorer, developing countries, coupled with aging populations in devel oped
countries, is expected to further exacerbate the current shortage in developing countries. In
the United States, the economy is expected to experience a nationwide scarcity of health
workersby theyear 2020.* Stateswith largerural populations, such as Alaska, are currently
under-served by physicians, and shortages are expected in states with large elderly
populations, such as Florida.** In an effort to address the approaching labor shortage, the
United States has passed visa legidation®™ to facilitate the entry of foreign health care
workers. In response, the American Nurses Association and other industry groups are
lobbying for changes in the educational structure and in health care facilitiesin an effort to
increase the supply of domestic health care workers.”® Some U.S. hedlth care facilities
affiliated with medical schools havetemporarily alleviated their employment difficultiesby
using staff recruited through international programs, such as partnerships with foreign
nursing schools. For example, Johns Hopkins Medicine International has partnered with
India s Apollo Hospital Group to facilitate the training of Indian nurses who wish to work
in the United States.”’

WTO Members Positionson Health Care Servicesin WTO
Trade Negotiations

Under the General Agreement on Tradein Services (GATS), negotiationson tradein health
care services occur in two sectors—medical and dental services (within the professional
services sector), and hospital and other human health services (within the health related and
social servicessector). To date, few World Trade Organization (WTQO) members have made
offers under the GATS to liberalize either of these health and medical sectors. However,
recent technological innovationsin the health care field have expanded the potential scope
of health services trade, which may yield GATS commitments in modes of delivery where
theprovision of health serviceswas previously infeasible. For example, during the Uruguay
Round few countries had the infrastructure to support telemedicine. As aresult, a number
of countries did not make commitments on cross-border supply for the two health care
services sectors, citing alack of technical feasibility. However, prior to the Doharound of
negotiations, the United States noted that cross-border supply of health care serviceswidely
exists now as aresult of the build-out of foreign communication systems, and urged WTO
members to recognize thisin their schedules.*®

43 Johnson, “ Doctors Predict Family Physician Shortage.”

4 Association of American Medical Colleges (AAMC), “Help Wanted: More U.S. Doctors’ and “AAMC
Statement on the Physician Workforce,” 7.

% U.S. Library of Congress, H.R. 1285, Nursing Relief for Disadvantaged Areas Reauthorization Act of
2005.

6 Kaiser Family Foundation, “Capital Hill Watch.”

47 Evans, “Help From Indialnc.,” 28, 30.

“ \WTO, Council for Tradein Services, “Communication From the United States: Health and Social
Services,” submitted October 20, 1998.
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CHAPTER 8
Retail Services

Summary

The global retail services market grew by approximately 4 percent in 2005 to an estimated
$11.3 trillion, with the U.S. and European markets each representing about one-quarter of
the total. The global industry remains fragmented, with the five largest retailing firms
accounting for approximately 6 percent of the global market. Though new technologies
increasingly provide for cross-border retailing, international trade in retail services is
principally conducted through affiliates. In 2004, estimated retail services sales by foreign
affiliates of U.S. parent firms and U.S. affiliates of foreign parents were approximately
equal. From 2000 through 2004, sales by foreign affiliates of U.S. firmsincreased at arate
twice that of purchasesfrom U.S. affiliates of foreign firms. Superstores such as Wal-Mart
(U.S)), Carrefour (France), Metro (Germany), and Tesco (United Kingdom) continue to be
the dominant playersin the global market, and their share of the global market continuesto
grow at the expense of more specialized stores. Increased mergers and acquisitions activity
among specialized retailers has been used to divest valuable real estate holdings, oftentimes
purchased by expanding superstores, or to combine firms in order to build the scale
economies necessary to compete with superstores. Multilateral negotiations on trade
liberalization in retail services focus on the elimination of investment restrictions and the
clarification of licensing procedures.

| ntroduction

Retailersserveasintermediari esbetween whol esal ersor manufacturers, and consumers, who
may beindividuals, households, or businesses. The primary distributive service provided by
retailersisthe storage and display of aselection of goodsinamanner and location accessible
to consumers. Thevalue of these distributive servicesiscal culated asthe difference between
retailers’ gross sales and the cost of goods sold.

Although international trade in retail servicesisincreasingly taking place across borders,
especially via the Internet, most international retailing transactions take place through
foreign-based affiliates. For this reason, data collection agenciestraditionally have focused
solely on estimating and reporting affiliate transactions.

Official data on affiliate sales of retailing services capture only the value of services
incidental to retailing, such as repair services,! rather than their distributive services.
Consequently, officia data understate affiliates' retailing transactions. In order to provide
more comprehensive coverage of the industry, this chapter provides estimates of retailers
distributive services, such asmerchandise handling, stocking, selling, and billing. Thevalue

1 U.S. Department of Commerce (USDOC), Bureau of Economic Analysis (BEA), Survey of Current
Business 86, no. 10, 23. Other services incidental to retailing include assembly, installation, and
maintenance; credit services, warranty services; promotion and advertising services; and delivery services.
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of distributive services is estimated on the basis of official data on retailing margins and
sales.?

Trendsin Affiliate Transactions

In 2004, sales of goods and services by foreign-based retail affiliates of U.S. parent firms
totaled $128.2 billion.® In combination with the U.S. Census Bureau's estimate that U.S.
retail margins average 28 percent of sales, retail services provided by foreign affiliates of
U.S. firms totaled an estimated $35.9 billion (figure 8.1).* Sales by U.S. firms' retail
affiliates based abroad increased by 14 percent in 2004, slightly faster than the 12 percent
average annual growth rate registered from 2000 through 2003.> Much of the increased
growth over the period 20014 was attributable to one U.S. company, Wal-Mart. Wal-Mart
affiliates’ salesover the period 20014 accounted for approximately 46 percent of total sales
by foreign-based retail affiliates of U.S. firms.® Wal-Mart affiliates average annual rate of
growth in sales over the period was 15 percent, exceeding the 11 percent growth rate for
foreign-based retail affiliates overal. Wal-Mart and other large U.S. retailers have been
expanding abroad in an effort to continue growth, as the domestic market for their stores
approachessaturation. Furthermore, Wal-Mart assertsthat the pace of expansionisnecessary
to attai n the scal e needed to conform to the company’ sbusinessmode! asadiscount retailer.”

Purchases of goods and services from U.S.-based retail affiliates of foreign parent firms
totaled $129.7 billion in 2004.2 Estimating U.S. retail margins as about 28 percent of sales,
retail services provided by U.S.-based retail affiliates totaled an estimated $36.3 billion.®
Purchases from U.S.-based retail affiliates increased by 7 percent in 2004, faster than the 4
percent average annual growth rate registered from 2000 through 2003. Recent growth is
likely attributable to the continuing recovery of the U.S. economy where overall U.S. retall
sales grew by over 6 percent in 2004, and expansion in the U.S. market by specialized
European retailers, including H& M (Sweden) and Sephora (France).’® The size of the U.S.
retail market isthe primary attraction for foreign retailers in expanding affiliate networks.

2 This estimate is meant to provide an approximation of the level of trade flows only. Datainclude both
sales of distributive services and sales of servicesincidental to retailing, but also incorporate sales from non-
retail activities for retail firms operating in secondary activities, and exclude retail sales by businesses whose
primary business activity isin an industry other than retailing. Additionally, estimates of retailing margins
for foreign and U.S. retail affiliates are assumed to be the same, based on industry analysis.

3USDOC, BEA, U.S. Direct Investment Abroad, Financial and Operating Data, table 111.F.3. Data do not
include $3.7 billion in sales by foreign retail affiliates of U.S. parentsto U.S. buyers.

4 U.S. Census Bureau, Annual Benchmark Report for Retail Trade and Food Services: January 1992
Through February 2005, 49.

® USDOC, BEA, U.S Direct Investment Abroad, Financial and Operating Data, table I11.F.3.

® Ibid., and Planet Retail, “Wal-Mart.” Sales reported by Planet Retail are “Banner Sales,” which include
the value of taxes on goods sold. Values for total sales of affiliates reported by the USDOC do not include
such taxes. As such, percentage estimates of individual retailers’ market shares are biased upwards.

7 Industry representative, telephone interview by Commission staff, October 23, 2006.

8USDOC, BEA, Foreign Direct Investment in the U.S,, Financial and Operating Data.

® U.S. Census Bureau, Annual Benchmark Report for Retail Trade and Food Services: January 1992
Through February 2005, 49.

10'y.S. Census Bureau, Advance Monthly Sales for Retail and Food Services; Hennes & Mauritz, AB,
Annual Report, 2005, 29-31; and LVMH Group, LVMH 2005 Annual Report, 50.
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Figure 8.1 Retail services: Sales by U.S. firms’ majority-owned affiliates abroad, and
purchases from foreign firms’ majority-owned affiliates in the United States, 2000-2004
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Sources: U.S. Department of Commerce (USDOC) Bureau of Economic Analysis, (BEA) U.S. Direct Investment Abroad,
Financial and Operating Data, table I1l.F.3 2000--2004; USDOC, BEA, Foreign Direct Investment in the U.S., Financial and
Operating Data; and U.S. Census Bureau, Annual Benchmark Report for Retail Trade and Food Services: January 1992
Through February 2005, 49.

A significant portion of total purchases from U.S.-based retail affiliates was attributable to
aselect group of European and Japanese parent firms. In 2004, affiliates of Dutch retailers
accounted for the largest share of goods and services purchased from U.S.-based retail
affiliates of foreign parents, as the affiliates of Koninklijke Ahold" accounted for
$48.0billion, or approximately 37 percent of total purchases.” Affiliatesof Germanretailers
placed second, totaling $18.5 hillion, or 14 percent of total purchases from U.S.-based
affiliates.™ Purchasesfrom affiliatesof German retailers Tengel mann* and Aldi*® accounted
for $7.6 billion and $7.4 billion, respectively.'® U.S.-based affiliates of Belgian firms placed
third, as affiliates of Delhaize Group'’ accounted for $16.6 billion, or 13 percent of total
purchases.’® Affiliates of Japanese retailers placed fourth, at $13.4 billion, or 10 percent of
the total, with affiliates of the Japanese retailer Seven & 1*° accounting for $12.4 billion.?

1 Koninklijke Ahold’s U.S. affiliates include Giant and Stop and Shop, among others.

2UsDOC, BEA, Foreign Direct Investment in the U.S,, Financial and Operating Data and Planet Retail,
“Ahold.”

18 USDOC, BEA, Foreign Direct Investment in the U.S,, Financial and Operating Data.

4 Tengelmann’s U.S. affiliates include A& P, among others.

15 Aldi operates in the United States as Trader Joe's and under its own trademark.

!¢ Planet Retail, “Tengelmann” and Planet Retail, “Aldi.”

" Delhaize Group’s U.S. affiliates include Food Lion, among others.

8 USDOC, BEA, Foreign Direct Investment in the U.S,, Financial and Operating Data and Planet Retail,
“Delhaize.”

% Ito-Y okado Group and Seven-Eleven merged in 2005 to create Seven & . Seven & I’'s U.S. affiliates
include White Hen and Seven-Eleven.

2 UsSDOC, BEA, Foreign Direct Investment in the U.S,, Financial and Operating Data and Planet Retail,
“Seven & |.”
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Competitive Conditionsin the Global Retail
Services Mar ket?

The global retail services market increased by approximately 4 percent to an estimated
$11.3trillionin2005.% Thisexceeded the approximate 2 percent averageannual real growth
rate in retail services from 2000 through 2004.”2 Much of the increase in growth is
attributableto historically low interest rates, which encouraged consumersto make purchases
on credit.?* Additionally, in recent years, increasing incomes in devel oping countries have
stimulated global growth in retail sales.

In terms of revenue, the U.S. retailing market was the world' s largest in 2003, with sales
totaling $2.4trillion, or approximately one-quarter of theglobal market total.>> The European
Union (EU) was the second largest market, with sales of $2.2 trillion in 2003.%

Overadl, theglobal retail industry isfragmented. In 2005, thefivelargest retail ers accounted
for approximately 5 percent of total worldwide sales (table 8.1).”” The degree of
fragmentation varies both geographically and by retail segment. For example, the top five
retailers accounted for approximately 15 percent of U.S. retail salesin 2005.% By contrast,
inIndia, thetop fiveretail ers accounted for approximately 2 percent of retail sales. In 2005,
thousands of franchised dealers, each with small nationwide market shares, constituted the
$8.2 billion U.S. motor vehicle dealers market,* whereas the top five grocers accounted for
71 percent of the $255 million German grocery market.*

2 Dataused in the analysis of global retail competitive conditions encompass total retail sales rather than
estimates of retail margins. Such basis for analysis is necessary because firm-level datafor the cost of goods
sold are unavailable and margins at individual firms vary.

2 Economist Intelligence Unit (E1U), World Consumer Goods and Retail Forecast: End to Easy Money.
Percentage increase estimates are adjusted for inflation and exchange rate fluctuations. The total size of
market is based on sales from 60 reporting countries for which the EIU provides analysis.

2 1hid., and EIU, World Consumer Goods and Retail Forecast: Pastures New.

2 EIU, World Consumer Goods and Retail Forecast: End to Easy Money.

% U.S. Census Bureau, “Estimated Annual Retail and Food Services Sales by Kinds of Business: 1992
Through 2005" and EIU, World Consumer Goods and Retail Forecast: End to Easy Money. Data exclude
motor vehicle and parts dealers.

% European Commission, Eurostat, “NACE Division 52: Retail Trade, Except of Motor Vehicles, and
Motorcycles; Repair of Personal and Household Goods—output indicators’ and EIU, World Consumer
Goods and Retail Forecast: End to Easy Money.

" EIU, World Consumer Goods and Retail Forecast: End to Easy Money and Bureau van Dijk, Orbis
database. Thefive largest global retailers are Wal-Mart, Carrefour, Metro, Home Depot (U.S.), and Tesco.
Global retail salesin 2004 were $10.5 trillion.

% U.S. Census Bureau, “Estimated Annual Retail and Food Services Sales by Kinds of Business: 1992
Through 2005" and Bureau van Dijk, Orbis database.

% Planet Retail database. This estimate includes only retailersin the grocery, drug, gasoline, and general
merchandise categories; a universal sample of the Indian retail sector would likely find it even more
fragmented.

%0 Datamonitor, Global Automotive Retail.

% Planet Retail database.
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Table 8.1 Top 10 foreign and U.S. retail services companies, by operating revenue, 2001-5 (millions of U.S.

dollars)

Company name Country 2001 2002 2003 2004 2005

Foreign
Carrefour SA ............... France 61,807 72,650 89,353 100,396 89,077
TescoPLC ................. United Kingdom 33,727 40,958 56,975 65,094 68,024
MetroAG .................. Germany 45,426 55,642 69,497 74,249 67,072
Koninklijke Ahold NV . ........ Netherlands 48,023 65,733 70,811 60,763 52,492
AeonCo.Ltd. ............... Japan 21,916 26,212 32,534 40,063 38,258
Seven & | Holdings Co. Ltd.* ... Japan 24,888 28,391 32,514 34,616 33,642
Rallye SA .................. France 20,244 24,834 30,019 30,081 28,096
J Sainsbury PLC ............ United Kingdom 24,440 26,981 31,446 28,659 27,866
ColesGroup Ltd. ............ Australia 12,487 14,571 18,071 22,736 25,184
Woolworths Ltd. ............. Australia 11,000 14,250 17,990 19,725 24,679

Totalforeign ......... ... . ... . .. ... 303,958 370,221 449,209 476,383 454,391

United States
Wal-Mart Stores Inc. . .......... . i 205,823 231,577 258,681 288,132 315,654
Home DepotInc. ......... ... .o, 53,5653 58,247 64,816 73,094 81,511
Kroger Co. ... v i 50,098 51,760 53,791 56,434 60,553
Costco Wholesale Corp. .. ....... ...t 34,797 38,762 42,546 48,110 52,952
Target Corp. .« v vt 39,826 37,410 42,025 46,839 52,620
Sears, Roebuckand Co. ...................... 34,180 29,352 23,253 19,843 49,124
Lowe's Companies, Inc. . .......... ... ... ..... 21,714 26,112 30,838 36,464 43,243
Walgreen Co. . .. oo i i 24,623 28,681 32,505 37,508 42,202
Albertson’s LLC® .. ... ... ... ... . 36,605 35316 35,019 39,810 40,358
Safeway Inc. ....... ... .. ... 34,301 34,917 35,727 35,823 38,416

Total U.S. ... . 535,520 572,135 619,201 682,057 776,633

Sources: Bureau van Dijk, Orbis database and Economist Intelligence Unit (EIU), World Consumer Goods and

Retail Forecast: End to Easy Money.

Note: Totals may not add due to rounding.

aSales shown for Seven & | over the period 20014 are sales of Ito-Yakado Company, the largest of the

corporations merged to create Seven & | in 2005.
PAlbertson's was purchased by Supervalu in July 2006.



Recently, large superstores, including Wa-Mart (U.S), Carrefour (France), Metro
(Germany), and Tesco (UK), havetransformed the global retail market, selling merchandise
in multiple retail segments, such as clothing, housewares, and groceries at the expense of
more specialized retailers.® In the United States, for example, from 2000 through 2005,
grocers sales grew at an average annual rate of 2 percent and department stores sales
decreased at an average annual rate of 1 percent, while* other general merchandise stores,”
acategory that includes superstores, grew at an annual average of 10 percent.* Worldwide,
department stores’ share of apparel and shoe sales fell from approximately 59 percent in
2000 to 48 percent in 2005, while food stores' share of food sales fell from 49 percent in
2000 to 43 percent in 2005.*

Superstores have increased market share by competing on price through adeptness at
utilizing scal e economiesand through technol ogical advancesininventory management that
lead to lower costs. Superstores’ large networks enable them to negotiate for high-volume
discounts from suppliers.® High volume purchasing also allows superstores to control their
own supply chains, integrating various technologies to further reduce costs. Technologies
include quick response systems that link retailers point of sale scanners to vendors or
distribution centers through electronic data interchange, allowing the retailer to order new
supplies without delay once an item is sold, while avoiding costs associated with
overstocking.* Superstores are also beginning to implement radio frequency identification
(RFID), a substitute for bar coding, enabling closer tracking of inventory.*” Superstores
implementation of inventory management technologies such as RFID providesasignificant
cost advantage relative to competing retailers in developing countries, where such
technologies have not been widely implemented.®

From the beginning of 2005, mergers and acquisitions (M&A) activity in the global retalil
market has been high. Total M&A activity in the 17 months from January 2005 through
May 2006 was $86.7 billion, whereas M& A activity from 2000 through 2004, a 60 month
period, totaled $51.0 billion.* M&A in the retail market can be divided into two segments:
financial investments and strategic consolidations. Financial investmentsin theretail sector
aregenerally short-terminvestments, involving restructuring and the sal e of assets. Strategic
consolidations are often mergers whereby companies can gain economies of scale, better
enabling them to compete with superstores.

Recent financial investment in the retail sector has primarily occurred in the United States
with private equity firms as purchasers. Acquisitions include Vornado Realty Trust,
Kohlberg KravisRoberts& Co., and Bain Capital’ sacquisition of Toys“R” Us($6.6 billion)
inJuly 2005; Bain Capital’ sacquisition of Burlington Coat Factory Warehouse ($2.1 billion)

%2 EIU, World Consumer Goods and Retail Forecast: End to Easy Money. The size of superstores
individual retail operations varies, with most superstores operating multiple store formats, ranging from
neighborhood markets/convenience stores to super-centers’hypermarkets.

% U.S. Census Bureau, “ Estimated Annual Retail and Food Services Sales by Kinds of Business: 1992
Through 2005.”

34 Steidtmann, “ Consumer Business Challenges: The Case for Going Global.”

% Industry representative, telephone interview by Commission staff, September 26, 2006.

% Standard & Poor’s, Retailing: Specialty, 11.

5" RFID utilizes miniature microprocessors attached to store inventory, which communicate information
along amagnetic field created by a“reader.” The technology is already widely used in toll collection on U.S.
highways.

% EIU, World Consumer Goods and Retail Forecast: End to Easy Money.

% Retail Industry Leaders Association (RILA) Panel Discussion, “Key Drivers Behind Recent Retail
Acquisitions.”
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in April 2006; Leonard Green & Partners and private investors acquisition of Sports
Authority ($1.3 billion) in May 2006; and Apollo Management’s acquisition of Linens ‘n
Things ($1.3 billion) in March 2006.° An impetus for these acquisitions was the
enhancement of the acquired firms values by selling off some rea estate holdings.*
Superstores were among the ultimate purchasers of divested properties.*?

Strategic consolidation activity has also been significant since early 2005. In the grocery
sector, Supervalu (U.S.) purchased Albertsons (U.S.) for $17.4 billion in July 2006. In the
general merchandise sector, Federated Department Stores(U.S.) purchased May Department
Stores (U.S.) for $16.3 billion in June 2005 and Kmart (U.S.) purchased Sears (U.S.) for
$10.6 billionin March 2005.* Finally, inthe convenience store sector, Seven-Eleven (Japan)
purchased Ito-Y akado Company (Japan) for $12.9 billionin September 2005, creating Seven
& | Holdings (Japan).*

Indiaand Chinahaverecently movedtoliberalizeretail services. Suchliberalizationislikely
to have a significant impact on the future of international trade in retail services, as the
relative population size and rapid economic development of both these countries suggests
significant market potential. Since February 2006, India has allowed foreign companiesto
own up to 51 percent of single-brand stores,* though the other portions of the retail sector,
including the type of general merchandising associated with superstores, remains closed to
foreign participation.* China, as part of the gradual liberalization negotiated in its World
Trade Organization (WTO) accession agreement, has continued opening itsretail sector to
trade. For instance, beginning in August 2005, previously established nonretail foreign-
invested enterprises, such as manufacturers, received permission to commence retail
operations. In another development, direct sales were legalized in China beginning in
December 2005.%

WTO Members Positions on Retail Servicesin
WTO Trade Negotiations

Retail services negotiations have proceeded in connection with the Doha Round, though
there have been no recent negotiating proposals. Eight WTO members have tabled
communications expressing interest in further liberalizing the retail sector.”®
Communications have focused on removing barriers to foreign direct investment and

“0 Standard & Poor’s, Retailing: Specialty, 4.

“ RILA Panel Discussion, “Key Drivers Behind Recent Retail Acquisitions.”

“2 | bid.

4 K-Mart's purchase of Sears created Sears Holding Corporation.

4 Bureau van Dijk, Zephyr database and Planet Retail database.

“ Single-brand stores sell goods exclusively of one brand; examples include Coach (U.S.), Polo Ralph
Lauren (U.S.), and Adidas (Germany).

“6 Standard & Poor’s, Retailing: Specialty, 9.

47 US-China Business Review, “Moving Forward on Distribution.” Direct sales occur when products are
sold through personal explanations, frequently in the customer’s home. Major direct sales companies include
Amway (U.S), Mary Kay (U.S.), and Chlitina (Taiwan).

“8 Specifically, these are Australia, Canada, Colombia, the European Union, Korea, the countries of
Mercosur, Switzerland, and the United States. These members submitted communications from 2000 through
2002 concerning the retail sector.
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improving thetransparency of licensing procedures, particularly in markets using economic
needs tests.*

At present, many WTO members restrict foreign equity participation, requiring foreign
retailers entering their markets to form ajoint venture with a domestic partner, oftentimes
as a minority shareholder. Some foreign retailers object to joint venture requirements,
indicating that such ventures reduce their control over business decisions and necessitate
sharing proprietary businessinformation. Consequently, several member countries propose
ending such restrictions.®

The establishment of retail outletsin most economies requires obtaining abusiness license,
and in many countries the domestic processes by which applicants are granted or denied
approval are opague. Unless these internal processes are made more transparent, it can be
unclear whether foreign and domestic applicants are receiving equal treatment, as required
under the WTO principleof national treatment.>* Furthermore, many membersnotethat lack
of transparency is particularly difficult to monitor in countries where licenses are granted
only after an economic needs test has been performed. For this reason, some countries
support the abolition of economic needstesting.> The principal opponent of abolitionisthe
EU, which holds that economic needs testing islegitimate for determining the location and
size of proposed department stores.

“ Organi zation for Economic Cooperation and Development (OECD), Assessing Barriersto Tradein
Services, 4. Economic needs tests are designed to safeguard a country’ s domestic industry. These tests
analyze the potential impact of additional market participants and determine, based on public policy
objectives, if market access will be granted.

S WTO, Council for Trade in Services - Special Session (CTS-SS), “Communication from Australia:
Negotiating Proposal,” submitted March 7, 2002; “ Communication from Canada: Initial Negotiating
Proposal on Distribution Services,” submitted March 14, 2001; “Communication from Colombia:
Distribution Services,” submitted November 27, 2001; “ Communication from Korea: Negotiating Proposal
for Distribution Services,” submitted May 11, 2001; “ Communication from Mercosur: Distribution
Services,” submitted May 4, 2001; and “Communication from the United States: Distribution Services,”
submitted December 18, 2000.

%! Discussion of this aspect of licensing is found in the communications from Australia, Canada,
Colombia, Korea, and Switzerland.

%2 Notable proponents include Australia, Colombia, and the countries of Mercosur.

B WTO, CTS-SS, “Communication from the European Communities and their Member States: GATS
2000: Distribution,” submitted December 22, 2000.
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CHAPTER 9
Securities Services

Summary

U.S. cross-border exports and foreign affiliate sales of securities services have been on the
risein recent years, following declines resulting from weakened financial marketsin 2001.
Trade data for 2005 indicate that U.S. firms are benefitting from stronger global debt and
equity markets by capturing new business abroad. Infact, global stock market capitalization
in 2005 reached record highs, enabling firms to grow through mergers and acquisitions
(M&A) and expanded stock offerings, while encouraging investorsto increase participation
infinancial markets. Asaresult, securitiesservicesfirms—primarily investment banking and
brokerage firms, and asset management firms—experienced a higher volume of business.
U.S. firmsare highly competitive in the global market, and as such experienced substantial
gains both domestically and abroad in 2005.

The financial services industry, to include securities services, generally faces few trade
barriersin developed countries where markets are mature. However, in emerging markets
where firmsincreasingly seek new growth opportunities, trade barriers are more prevalent.
The most common obstacles to market entry tend to be equity limitations, joint venture
regquirements, and limitations on the types of servicesforeign firms are allowed to provide.
Negotiations in the Doha Round are focused on eliminating many such barriers.

| ntroduction

For the purposes of this discussion, securities-related services include brokerage services,
securities lending services;* securities clearance and settlement services; securities trading
services; private placements;? and securities underwriting services. Such services are
typically performed by investment banking and brokerage firms, and asset management
firms. These services can betraded acrossbordersor sold through affiliates, though the latter
is the predominant mode by which trade occurs.

Trade Trends

Cross-Border Trade

In 2005, U.S. cross-border exports of unaffiliated securities services® amounted to
$8.5 hillion, while imports totaled $1.9 billion, resulting in a $6.6 billion surplus
(figure 9.1).* Exports in 2005 increased at the same 9 percent rate as the average annual

! Fitch, Dictionary of Banking Terms, 172. A securities loan is made by broker-dealers, banks, or other
organizations to finance the purchase of securities.

2 |bid., 481-482. A private placement is the sale of an entire issue of securities to a small group of
investors.

3 Official data are not reported for cross-border trade of securities services with affiliates.

4 U.S. Department of Commerce (USDOC), Bureau of Economic Analysis (BEA), Survey of Current
Business 86, no. 10, 30.
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growth rate from 2000 through 2004, marking the fourth consecutive year of growth. U.S.
imports in 2005, up 20 percent, increased for the second consecutive year, reversing the
10 percent average annua decrease from 2000 through 2004. The increase in exports in
recent years was largely attributable to expanded securities underwriting and private
placement servicesfor foreign securitiesissued inthe United States, whiletheriseinimports
reflected growth in securities lending services and increased trading in foreign securities.
While cross-border trade data are not reported by trading partner for securities services, the
top five markets for U.S. exports of all financial services® in 2005 remained the United
Kingdom, Bermuda, Canada, Japan, and Belgium-L uxembourg, which purchased services
valued at $5.8 billion, $1.9 billion, $1.6 billion, $1.3 billion, and $1.1 billion, respectively.
Similarly, theleading sources of importsin 2005 werethe United Kingdom, France, Canada,
Japan, and Germany, registering $1.9 billion, $511 million, $342 million, $334 million, and
$300 million, respectively.

Affiliate Transactions’

In 2004, salesby foreign securities services affiliates of U.S.-owned companieswerevalued
at $23.4 billion. The direction and pace of such transactions by foreign affiliatesin 2004 are
unknown, as data on such sales in 2002 and 2003 were suppressed to avoid disclosing
information on particular companies. Nevertheless, data from 2001 and 2004 indicate that
such salesby foreign affiliatesincreased at an average annual rate of 3 percent. Theincrease
most likely reflects increased trading and underwriting activity resulting from the
strengthening of global equity markets. The United Kingdom and Japan, with the largest
stock exchangesin Europe and Asia, accounted for 56 percent ($13.0 billion) and 24 percent
(%5.7 billion), respectively, of foreign affiliate salesin 2004. U.S. purchases of servicesfrom
U.S. securities affiliates of foreign parents remained virtually unchanged at $20.9 billionin
2004, after decreasing at an 11 percent annual rate, on average, from 2000 through 2003
following the downturn of financial markets in 2001. U.S. affiliates of European firms
accounted for 88 percent of U.S. purchases from affiliates in 2004.

Competitive Conditionsin the Global Securities
Services Market

Global stock market capitalization reached a record high of $43.6 trillion in 2005,
representing a 12 percent increase over the previous year.® Thisincrease marked the fourth
consecutive year of growth following downturns in 2000 and 2001. Of total capitalization,
developed countries accounted for 84 percent and emerging markets, 16 percent in 2005.

5 Ibid., 30-31.

® The share of all financial services attributed to securities services is not available.

" Trade dataiin this section are derived from USDOC, BEA, Survey of Current Business 86, no. 10, 72-74;
84, no. 10, 73; and 83, no. 10, 117.

8 Securities Industry Association (SIA), Securities Industry Factbook 2006, 5.
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Figure 9.1 Securities services: Cross-border trade, 2000-2005
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, no. 10, 30.

The United Statesheld the greatest share of the global total with 40 percent, while Japan and
the United Kingdom followed most closely behind with 11 and 7 percent, respectively.® The
resurgence of investor confidence has resulted in higher transaction and management fees
for investment services firms, benefitting the investment banking, brokerage, and asset
management sectors.

I nvestment Banking and Brokerage

The global investment banking and brokerage sector is predominantly led by U.S. firms,
though competition from European and Japanese companiesis significant. In 2005, the top
10 financial advisors worldwide—8 of which were U.S. firms—held assets valued at
$5.3 trillion (table 9.1). Industry concentration varies by region. The United States has the
most consolidated industry, with the 10 largest New Y ork Stock Exchange member firms
generating 63 percent of revenues in 2004.%°

°Ibid., 87.
10 Standard & Poor’s, Investment Services, May 4, 2006.
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Table 9.1 Top financial advisors worldwide, 2005 (billions of U.S. dollars)

Company Parent company Value
GoldmanSachs ......... ... ... . ... United States 867.3
Morgan Stanley . ............. .. United States 726.8
JPMorgan . ... United States 659.4
MerrillLynch . ... ... .. . . United States 597.9
Citigroup . ... United States 560.1
UBS . Switzerland 495.6
Lehman Brothers ........... ... ... .. .. . . ... United States 433.7
DeutscheBank .............. .. ... Germany 368.6
Lazard . . ... United States 309.4
Credit Suisse FirstBoston . ...................... United States 308.5

Source: Standard & Poor’s, Investment Services, May 4, 2006.

The primary activities contributing to industry growth in 2005 were increased trading
revenues, M&A underwriting, and equity and debt underwriting. With global trading on the
rise in 2005, the value of shares traded increased 20 percent over the previous year, to
$47.3 billion.** This figure represents growth in both U.S. and foreign markets, with all of
the major geographic markets posting gains.*> Such gains are likely a result of investors
growing desire to expand and diversify holdings. Emerging markets also recorded a
substantial increase of 39 percent in the value of sharestraded in 2005, likely reflecting the
continued development of emerging markets' financial systems. The increased value of
shares traded resulted in higher commissions for brokerage firms.

Worldwide M& A activity increased by 38 percent, to $2.7 trillion, in 2005. Europe led the
market with $1.2 trillionin deals, followed by the United Stateswith $1.1 trillion, and Japan
with $168 billion. These values represented significant proportional increases over 2004
levels for the three principal geographic markets, namely 40 percent, 38 percent, and
109 percent, respectively.** Theincreaseswerenot chiefly theresult of asubstantially greater
volume of deals—up only 4 percent over 2004—nbut, rather, higher value deals overall,
largely concentrated in the energy, telecommunications, financial services, technology,
media, and real estate sectors.** The higher transaction values lent a competitive edge to
some of the more prominent investment banks with greater capacity for underwriting.

1 gJA, Securities Industry Factbook 2006, 88.

2 Datainclude the value of shares traded in Australia, Canada, France, Germany, Hong Kong, Italy,
Japan, the Netherlands, Singapore, Switzerland, the United Kingdom, the United States, and certain
emerging markets.

3 Standard & Poor’s, Investment Services, May 4, 2006.

| bid.
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Global equity and debt underwriting totaled $6.5 trillion in 2005, a 12 percent increase over
the previous year, generating $32.2 billion in fees for investment banks.™ Therisein equity
underwriting mainly took place in Europe and Japan, as U.S. companies netted just
$165.9 hillion from equity issues in 2005, a 5 percent drop from the previous year. Debt
underwriting experienced largeincreasesin 2005, with Europe, Japan, and the United States
experiencing gainsof 13 percent, 10 percent, and 8 percent, respectively, over 2004 levels.*®

With so many opportunities for growth in underwriting in 2005, large investment banking
and brokerage firms increasingly sought new opportunities in foreign markets. One of the
most attractive markets for firms at present is China,*” with many of the world’s market
leaders entering into partnerships with the large state-owned banks as such opportunities
become available. For example, Goldman Sachs, Allianz AG, and American Express have
al acquired stakesinthelndustrial and Commercial Bank of China, one of the country’ sfour
largest banks. Many of China s other large investment and brokerage operations are also
alowingforeignfirmsto buy shares, creating ahighly competitive environment among U.S.
and European firms.*

One significant impediment to trade in investment servicesis equity limitations in some of
the most dynamic emerging markets. For example, in Chinaforeign ownership in financial
servicesfirmsislimited to 49 percent,’ requiring firms with interest in that market to enter
into joint ventures with local companies. In some cases multinational firms are reluctant to
enter into such arrangements for fear that proprietary technologies or practices may be
compromised, though with respect to China, firms are willing to take on such risksin favor
of gaining afoothold in that rapidly expanding market.

The investment banking and brokerage sector faces increasing challenges from other
members of the financia servicesindustry. Commercia banks are increasingly attempting
to gain market sharein this sector, threatening traditional market leaders' sharesand driving
smaller firmsout of business. For example, in recent years banking giants such as Citigroup,
HSBC, and JP Morgan Chase have acquired investment banks in an effort to substantially
penetrate the market and leverage the investment business of corporate banking clients.?
Further, discount brokerages such as TD Ameritrade areincreasingly drawing clients away
from large investment banks with lower commissions and flat-rate pricing.* Even
competition among such discount brokerage firms, however, is prompting consolidation.
Two of the largest discount firms—E*Trade and TD Ameritrade—acquired large
competitors in the past two years to expand their market shares.?? Such trends are also
prevalent inthe European market where several large bankssuch asUBSand Deutsche Bank
have sold off portions of their fund management operations in order to focus on more
profitable business segments.

15 Standard & Poor’s, |nvestment Services: Asia, 2.

16 Standard & Poor’s, Investment Services, May 4, 2006.

7 The Economist Intelligence Unit, “ Country Finance: China,” August 2006.

18 Deloitte, Global Asset Management Industry Outlook: Top 10 Issues, 2005.

® The Economist Intelligence Unit, “ Country Finance: China,” August 2006. The previous limit of 33
percent was raised to 49 percent in 2005 and will increase again to 51 percent in 2007.

2 Standard & Poor’s, Investment Services, May 4, 2006.

2 | bid.

22 |n 2005, E* Trade acquired BrownCo. and Harrisdirect, while in 2006 Ameritrade acquired TD
Waterhouse USA.
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Asset Management

In 2005, the global mutual fund market was valued at $17.8 trillion, with the United States
holding thelargest share at 50 percent, followed by Europe and the Asia Pacific region with
34 percent and 11 percent, respectively.” In the same year, 8 of the top 10 money managers
worldwide were U.S. firms (table 9.2).

The number of mutual funds in the United States has declined since 2000, while total net
assets increased, reflecting a consolidation in the U.S. market. In 2000, average net assets
per mutual fund equaled $854 million, compared to $1.1 billion in 2005, a 30 percent
increase.* The asset management industry isfairly concentrated in the United States, with
the top 25 of more than 600 U.S. firms controlling 71 percent of assetsin 2005.% Even so,
consolidation is the global trend in the investment management segment as companies try
toincrease assets under management (and average assets per fund) and thereby profitability.
Firms are finding that increased competition, as well as the costs associated with more
stringent regul atory requirementssuch asthe Sarbanes-Oxley Act,?® demand new approaches
to cutting costs and increasing market share. As such, many firms are merging with
competitors. For example, Merrill Lynch announced in 2006 that it would merge its asset
management businesswith that of Black Rock to create one of the top 10 asset management
firms worldwide with more than $1 trillion in assets under management.?” Other firms are
foregoing their asset management businesses altogether in an effort to focus more resources
on investment banking operations. Citigroup, for example, announced in 2005 that it would
relinquish its asset management division to Legg Mason in exchange for that firm's
brokerage operations.”

The European and Asian asset management sectors are more fragmented than in the United
States, duein large part to differing regulatory environments among countries that make it
difficult to trade a single fund in multiple markets. In the European Union, for example,
efforts are underway to create a single market for mutual fund investing, but severa
countries still maintain regulatory restrictions that limit cross-border merging of funds. As
a result, European mutual funds tend to be smaller, resulting in firms assets under
management averaging less than one-third of their U.S. counterparts and subsequently
earning smaller management fees. Asian asset management firms are also somewhat
hampered by operating in smaller individual country markets, in many of which financial
markets are still emerging. While significant opportunities exist in such markets, U.S.
companies, which tend to enjoy greater profit margins at home and control much of the
global industry, are often better able to leverage resources and expertise to capture market
share.

2 Standard & Poor’s, |nvestment Services: Asia, 8.

2 | nvestment Company Institute, 2006 Investment Company Factbook, 114-115.

% | nvestment Company Institute, “Competition in the Mutual Fund Business,” 2.

% Under the Sarbanes-Oxley Act, companies are required, among other things, to conduct comprehensive
audits of their financial statements and accounting systems, and provide detailed reports to the government,
which are subject to more rigorous regulatory oversight.

2" Merrill Lunch, “Black Rock and Merrill Lynch Investment Managers to Combine.”

% Standard & Poor’s, Investment Services, May 4, 2006.
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Table 9.2 Top money managers worldwide, 2005 (billions of U.S. dollars)

Assets under

Company Parent country management
BarclaysGlobal . . ........... ... .. ... ... ... United Kingdom 1,513
State StreetGlobal ........................ United States 1,439
Fidelity Investments . ...................... United States 1,422
Vanguard Group .. ..., United States 958
LeggMason .......... ... . United States 864
Capital Research ............ ... ... ...... United States 858
JPMorgan AssetMgmt. . ................... United States 842
Mellon Financial .......................... United States 781
Deutsche AssetMgmt. . .................... Germany 633
Northern TrustGlobal .. .................... United States 618

Source: Pensions & Investments Online, “Top 250 Firms Ranked By Worldwide Assets,” accessed
November 15, 2006.

WTO Members Positions on Securities Servicesin
WTO Trade Negotiations

The financial services industry, inclusive of securities services, generally faces few trade
barriersin developed countries where markets are mature. However, prominent investment
banking and brokerage firms, and increasingly asset management firms, are progressively
seeking growth opportunities in emerging markets where barriers are more prevaent and
World Trade Organization (WTQO) commitments are more inconsistent. The U.S. objective
for financial services during the Doha Round of negotiations has been to persuade key
devel oping countries to make commitmentsin areasthat are already liberalized in practice;
strengthen regul atory transparency and domestic regul ations; and adopt new and/or expanded
commitments that would create opportunities and eliminate existing barriers such as equity
limitations, joint venture requirements, and limitations on the typesof servicesforeign firms
are alowed to provide. Both the bilateral and plurilateral® negotiating tracks seek these
concessions. Industry representatives contend that sound financial services markets are
critical to successful economic growth, and developing countries must allow foreign firms
with demonstrated expertise to operate in those markets in order for them to thrive.*

# As part of the services negotiations in the Doha Round, the Hong K ong Declaration mandates that in
addition to bilateral efforts, groups of WTO members adopt a plurilateral approach to the request/offer
negotiations. Plurilateral requests are made by a group of demandeurs to a group of target countries, and
focus on a particular service sector or mode of supply. Due February 28, 2006, atotal of 22 requests were
tabled.

% Financial Leaders Group, “Financial Leaders Group Calls Further Financial Services Liberalization
Essential.
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CHAPTER 10
Telecommunication Services

Summary

In 2005, cross-border imports and exports of U.S. telecommunication services increased
faster than the average annual growth rate of such services over the previous five years.
Competitionintheglobal telecommunicationsindustry was revol utionized by the combined
emergence of the Internet and regulatory liberalization in the late 1990s. During this period,
many tel ecommuni cation servicesfirmsborrowed heavily to devel op new servicesand build
new networks capable of carrying growing Internet traffic. Simultaneously, regulatory
liberalization initiatives in many countries led to high levels of competition between
incumbent operators and new entrants, resulting in large price declinesin many geographic
markets and product segments. The combination of high debt payments and declining
revenues forced many companies to file for bankruptcy, while solvent firms underwent an
extended period of cost-cutting and balance sheet write-offs.

Sincethelate 1990s, dramatic price declines, the emergence of V oice over Internet Protocol
(VolP) technologies, and migration to mobile services led to declining numbers of
subscribers to fixed line services and eroding profitability. Ongoing competition and
declining profitability inwirelineand other serviceshaveled many telecommunicationfirms
tofocuson thedelivery of mobile services, particularly the development of so-called “ Third
Generation” mobile services. Telecommunication services companies around the world are
also focusing on developing and delivering “quadruple play” services designed to offer
consumers a volume-discounted bundle of fixed line services, mobile services, broadband
Internet services, and multichannel television services. The drive to assemble a“quadruple
play” portfolio as well as the maturation of many product lines in home country markets
have driven mergers and acquisitions (M&A) activity, both in home markets and abroad.

| ntroduction

Telecommuni cation services trade encompasses both basic* and val ue-added services,? both
of which can beprovided acrossnational bordersand through foreign-based affiliates. Cross-
border trade in telecommunication services involves placing a call that terminates abroad.
Cross-border trade data are principally derived from an international system under which
telecommunication carriers negotiate accounting rates, or bilateral fees, for carrying and
terminating international traffic, whichismeasured in minutes. Each carrier’ sportion of the
accounting rate, known asthe settlement rate, istypically equal to one-half of the negotiated
accounting rate. Since international calls are typically billed in the originating country,
carriers whose outbound calling minutes exceed inbound calling minutes make a net
settlement payment to their counterparts abroad. Net settlement payments are recorded as

» World Trade Organization (WTQ), “ Coverage of Basic Telecommunications Services and Value-Added
Services.” Basic services entail the transmission of voice and data services without change in form or
content. Examples of such services include domestic and international telephone calls and frame relay data
services.

2 |bid. Examples of value-added services include e-mail and voice mail services.
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importsin the balance of payments, whereas net settlement receipts are recorded as exports.
In addition to basic and value-added services, cross-border trade data al so include receipts
and payments between U.S. and foreign telecommunication companies for leased channel
services, online access services, and telecommunication support services.®

Trendsin Cross-Border Trade

In 2005, U.S. cross-border exports and imports of telecommunication services each totaled
approximately $4.7 billion (figure 10.1). Exports increased by approximately 6 percent in
2005, dightly faster than the 4 percent average annual growth rate recorded from 2000
through 2004. By contrast, U.S. imports grew by 3 percent in 2005, reversing the 4 percent
average annual decline registered between 2000 through 2004.> Growth in imports and
exports of telecommunication services is attributed to the combination of rising traffic
volumes and recent retail price increases on major routes.® Historically, the United States
maintained a trade deficit in telecommunication services, because U.S. households and
businesses placed more international calls than they received, necessitating large net
settlement payments by U.S. carriers to foreign carriers. Actions by the U.S. Federa
Communications Commission (FCC)’ have led to declining bilateral accounting rates
worldwide. For example, the average per minute accounting rate declined from $0.54 in
1998 to $0.32 in 2002. Declining accounting rates and increased call volumesto the United
States, spurred by large competition-based per-minute price decreases, have led to the
gradual reduction of the telecommunication services trade deficit in recent years.

In 2005, as in 2004, the leading export markets for U.S. telecommunication services were
Canada ($588 million), the United Kingdom ($529 million), Mexico ($258 million), the
Netherlands ($196 million), and Germany ($181 million). The top sources of U.S.
telecommuni cation servicesimportsin both 2004 and 2005 included Mexico ($540 million),
Canada ($337 million), the United Kingdom ($276 million), and India and the Philippines
($245 million each).®

% Private leased channel services are those offered over achannel that is rented from afacilities-based
telecommunication company for exclusive use by the customer; support services include telecommunication
equipment repair and maintenance, ground station services capacity leasing, and satellite launching services;
online access services include Internet backbone services, router services, and broadband services.

* In 2004, sales by the affiliates of U.S.-owned telecommunication companies totaled approximately
$32.2 billion. Affiliate transactions predominantly reflect payment of network access fees by fixed-line and
wireless telecommunication services providers, and capacity |easing fees charged to resellers and other
telecommunication services providers. Further information on trendsin affiliate sales is unavailable for
telecommunication services because several years of data were suppressed, for reason of confidentiality,
from 2000 through 2004.

® U.S. Department of Commerce (USDOC), Bureau of Economic Analysis (BEA), Survey of Current
Business 86, no. 10, 42-43.

® Primetrica, Inc., TeleGeography 2007.

" FCC, Benchmark Order. The Order established a 5-year time frame during which settlement rates were
targeted at $0.15 per minute for upper income countries, $0.19 per minute for middle income countries, and
$0.23 per minute for lower income countries.

8USDOC, BEA, Survey of Current Business 86, no. 10, 42-43.
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Figure 10.1 Telecommunication services: Cross-border trade, 2000-2005
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business 86, 10, 61-66.

Competitive Conditionsin the Global Telecommunication
Services Market

The global telecommunications industry grew by approximately 10 percent in 2005 to
$1.2 trillion. From 2001 through 2004 the global market grew at a compound annual rate’
of approximately 11 percent. In dollar terms, the Asia-Pacific region accounted for
34 percent of the global telecommunication services market in 2005, while Europe and the
United States each accounted for 27 percent. From 2005 through 2010, the global
telecommuni cation services market is projected to grow about 8 percent annually, reaching
$1.7 trillion by the end of 2010.° The largest telecommunication firms worldwide typically
include well-known companies such asAT& T (U.S.), BT Group (UK), Deutsche Telekom
(Germany), France Télécom (France), and Verizon (U.S.) (table 10.1)."

Competition in the international telecommunications industry was revolutionized by
regulatory liberalization efforts at the end of the 1990s, aided in large part by the World
Trade Organization’ s (WTO) Basic Telecommunications Agreement. In 1995, for example,
only 15 countries had opened their international long-distance markets to competition. By
the end of 2005, however, more than 89 countries, accounting for approximately 94 percent
of international voice minute traffic worldwide, had liberalized their international long-
distance markets. Such liberalization efforts often led to intense competition, particularly in
the United States and Europe, as new entrants proliferated. Since incumbent firms had
traditionally priced international telephone calls substantially above underlying costs,
aggressive pricing on the part of new entrant firms, enabled in large part by their lower cost

9 Datamonitor used this method in calculating growth for the period.
10 Datamonitor, Global Telecommunication Services, 9, 11, 16.
1 Eastwood, The Top 10 Telecoms Operators, 15.
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Table 10.1 Top 10 telecommunication services companies worldwide

Revenue, Outgoing

2005 (billions international
Company Country Business of U.S. $) minutes (billions)
NTTCorp. . ............ Japan Integrated 101.0
Verizon Communications .  United States Integrated 75.1 15,244.4
Deutsche Telekom ... ... Germany Integrated 74.2 5,866.7
Vodafone ............. United Kingdom Mobile 64.5
France Télécom ........ France Integrated 58.1 4,648.0
Telefénica . ............ Spain Integrated 44.9 3,381.9
AT&T ... United States Integrated 43.9 18,196.7
BTGroup ............. United Kingdom Integrated 35.0 4,261.1
Sprint/Nextel ........... United States Integrated 34.7 8,603.9
China Mobile . . ......... China Mobile 30.1

Sources: Eastwood, “The Top 10 Telecoms Operators,” and Primetrica, Inc., TeleGeography 2007.

structures, led to dramatic price decreaseson most international routes. Theinitial reluctance
of many incumbent firms to reduce prices led to significant market share declinesin many
national markets from the late 1990s onward. By 20056, incumbent firm pricing largely
matched that of new entrant firms, leading to increasingly stable market shares on the part
of both incumbent and new entrant firms.*?

From thelate 1990s through 2000, international voicetraffic grew dramatically, duelargely
to substantial price declines on most international routes. Throughout this period, for
example, international voice traffic surged by 20 percent annually, outstripping historical
averages in the 12-15 percent range. This surge proved short-lived, however, as growth in
voice traffic returned to historical rangesin 2001. In 2005, international voice traffic grew
by approximately 14 percent, with more than 81 percent of such traffic originating in
20 countries. The United States accounted for approximately 29 percent of the world's
originating traffic in 2005, followed by the United Kingdom (8 percent), Germany
(6 percent), France (5 percent), and Canada (5 percent). Overall, important drivers of
international call volumes include per-capita income; high fixed and maobile penetration
rates, competition-induced price declines; historic, geographic, linguistic, and commercial
ties between countries; and immigration patterns.®®

Although traditional fixed-line voice services (i.e., domestic and international telephone
calls) have been the core service of telecommunication firms for more than a century, and
till represent the dominant share of revenues at most large telecommunication companies
worldwide,* such servicesare experiencing along-term decline. Aswithinternational voice
services, increasing levels of competition brought on by regulatory liberalization in most
countrieshaveledto ongoing declinesin domestic per-minute pricesand revenuesassoci ated
withfixed-linevoiceservices. Moreover, in devel oped countries, thewidespread avail ability
of mobile telephones, with inexpensive per-minute prices for telephone calls, has led
customers to increasingly shift telephone calls from traditional fixed-line telephones to

2 Primetrica, Inc., TeleGeography 2007.
2 |bid.
¥ Deloitte, “TMT Trends,” 4.
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mobile phones, a process known as fixed-mobile substitution. Additionally, as mobile
penetration increases in many developed countries, some consumers, particularly younger
consumers, are eliminating their fixed-line service entirely, relying instead upon mobile
telephone service for all telephone calls.”

In many domestic and international markets, the recent emergence of VolP* services is
putting further downward pressure on per-minute pricing and encouraging customers to
engage in service substitution, largely because VoIP services are perceived by consumers
to be free. For example, computer-to-computer VolP calls are typically offered without
charge. Moreover, in many cases, cable companies offer free VoIP calls to subscribers
packaged with cable TV and/or broadband Internet access. Although VolP calls that are
terminated on fixed or mobile networksrequire afeefor termination, such fees often cost no
more than alocal call.”

Founded in 2004, one of the best known providers of international Vol P servicesis Skype.
In 2006, Skype had approximately 136 million registered users, whose traffic totaled more
than 27 billion minutes, half of which was routed to international locations. Although
Skype's international traffic is significant, it was estimated to be only 4 percent of total
international traffic by the end of 2006. Overall, international VolP traffic grew from
approximately 10 million minutesin 1997 to more than 45 billion minutesin 2005. In 2004
and 2005 alone, Vol Ptraffic grew by 36 percent and 42 percent, respectively. In 2005, Latin
Americaattracted 45 percent of theworld’ sV ol Ptraffic, comparedto 28 percentinthe Asia-
Pacific region, 14 percent in Europe, 7 percent in North America, and 6 percent in Africa.’®

Themajority of international Vol Ptraffic isterminated in devel oping countries, largely due
to high termination fees and/or lagging liberalization efforts associated with both fixed-line
and mobile services.” The large volumes of Vol P minutes flowing to devel oping countries
effectively displace voice services offered by local companies, affecting the profitability of
both incumbents and new entrants. In response, telecommunication operators in some
countries are reportedly blocking VolP services, including those in China, Costa Rica,
Jordan, Mexico, Oman, and the United Arab Emirates. Arbitrage opportunities and rapidly
developing broadband infrastructures also drive the adoption of VolP services in many
developing countries, particularly in Asia®

15 Standard & Poor’s, Telecommunications: Wireline, 10. According to the FCC, in the United States,
nearly 14 percent of households headed by a person under age 25 had no fixed-line phone at the end of May
2006. By contrast, the total number of householdsin the United States without a fixed line was 7 percent.

16 v ol P technol ogies connect two callers by encoding atelephone conversation as a two-way data stream
of “packets’ over the Internet. Internet technologies utilize two protocols to transmit data between client and
host computers. The Transmission Control Protocol (TCP), for example, breaks data into packets, routes
such packets over the Internet, and reassembles the packetsin the correct order at the receiving computer. By
contrast, the Internet Protocol performs various checks to ensure that packets are delivered to the intended
destination.

" Mackenzie, “What Is Voice-over-IP?’ and Economist, “ Taking the Battle Online,” “The Phone Call Is
Dead; Long Live the Phone Call,” and “ The End of the Line.”

'8 Primetrica, Inc., TeleGeography 2007, 44-56.

1 1hid., 45 and Economist, “ The End of the Line.”

% Burton, Nakamoto, “ Deregulation Sparks Shift to Vol P in Asian Telecoms”; Lennighan, “Latin
Hotspot”; Primetrica, Inc., TeleGeography, 44-50; Dickie, “China Blocks Skype Web Phone Service”;
Gardner, “ Skype Service s Blocked in Middle East Country”; Herrerra, “I1CE En Jacque Por Auge Telefonia
aTraversde Internet”; and Primetrica, Inc., “VolP Ban Will Not Be Lifted.”
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Many industry analysts note that the low-cost nature of Vol P services represents a serious
threat to both the fixed-line voice and mobile voice revenues of mainstream
telecommunication firms. Initially, many incumbent operators around the globe resisted
offering VolP services out of concern that such services would cannibalize core voice
revenues. In 2005 and 2006, however, some incumbent telecommunication services firms
began to offer VolP services, including Telenor (Norway), France Télécom, KPN
(Netherlands), and BT. Incumbent firms typicaly emphasize higher levels of quality
compared with Vol P new entrants. In some countries, such efforts are beginning to pay off,
as the numbers of subscribers for incumbent Vol P services are beginning to exceed those
of new entrant VolP firms.#

The substitution from fixed-line voice services to mobile and Vol P services has led to a
decline in the number of fixed lines serviced by fixed-line incumbents in many global
markets. At the end of September 2006, for exampl e, the number of accesslines serviced by
AT&T and Verizon declined by 6 percent and 8 percent, respectively, over the previous
year.2 Similarly, China Netcom reported that between September 2006 and January 2007,
fixed-line subscribers fell by approximately 4 percent.”® With revenues from traditional
fixed-line voice services either flat or declining in many global markets over the past few
years, telecommunication firms expanded into other services, particularly mobile services,
to achieve revenue growth. Although mobile telecommunication services have existed for
decades, acommercially viable service emerged only in the 1990s. From the mid-1990s, the
adoption of mobile services grew very rapidly, dueto not only the popularity of the service
but also the low starting base in nearly al countries. Moreover, in many developing
countries, mobile phone adoption rates were fueled by the lack of available fixed-line
aternatives. Indeed, the expense and long lead times associated with building terrestrial
fixed-line networks often drives the development of wireless networks in developing
countries, which can be deployed much more quickly and with substantially lessinvestment.
Despite such rapid growth, mobile penetration rates, defined as the number of subscribers
per 100 inhabitants, varied widely across countries and regions in 2005 (table 10.2). In the
United States, for example, wireless penetration stood at nearly 70 percent.* In many
European countries, mobile penetration rates hovered around 100 percent.® In Asia,
penetration rates ranged from more than 100 percent in Hong Kong (123 percent) and

2 primetrica, Inc., “BT Claims A Million Vol P Customers’; Wood, “BT Announces 1 Million Vol P
Customers’; Mackenzie, “Q&A: What 1S Voice-over-1P”; Taylor, et al., “Why Vol P Telephony Is Quickly
Coming of Age’; Molony, “Deep Impact”; Telecom Markets, “ Europe’ s Incumbents Begin Closing the Gap
on VolP Rivals’; and Economist, “The Phone Call Is Dead; Long Live the Phone Call” and “The End of the
Line.” In the United Kingdom, for example, BT reported 400,000 Vol P subscribers in 2006, compared to
370,000 for the UK’ s former Vol P market leader, Orange. Moreover, by January 2007, BT claimed to have
more than one million Vol P customers. Similarly, in Norway, incumbent Telenor reportedly signed up
88,000 Vol P subscribers by the end of 2006, compared to 87,000 for its main Vol P competitor, Telio.

2 Standard & Poor’s, Telecommunications: Wireline, 1.

2 poon, “China Netcom Fixed-Line Users Down 3.6 Percent.”

2% Standard & Poor’ s, Telecommunications-Wireless, 1.

% Standard & Poor’s, Telecommunications: Wireless-Europe, 1.
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Table 10.2 Mobile telephone penetration, selected countries in Asia and Latin America, 2005

Asia Latin America
Mobile Mobile

Country penetration® Country penetration?
Australia .............. 91 Brazil ................. 46
China ................ 30 Mexico ............... 44
HongKong ............ 123 Argentina ............. 57
India ................. 7 Colombia ............. 48
Indonesia ............. 21 Venezuela............. 47
Japan ................ 74 Chile ................. 68
Malaysia .............. 75 Ecuador .............. 47
New Zealand . .......... 88 Peru ................. 20
Pakistan .............. 8

Philippines ............ 40

Singapore ............. 101

SouthKorea ........... 79

Taiwan ............... 97

Thailand .............. 27

Source: International Telecommunication Union, “World Telecommunications Indicators,” 2005.

®Mobile penetration is defined as the number of mobile telephones per 100 inhabitants.

Singapore (101 percent) to approximately 7 percent in India.?® Overall, wireless penetration
in the Latin American region was relatively low, but ranged from 20 percent in Peru to
70 percent in Chile.?” By the end of 2005, mobile telephones accounted for approximately
64 percent of worldwide telephones and represented 26 percent and 29 percent of total
outgoing and ingoing international calls, respectively.®

In many developed countries, handset subsidies® and a proliferation of pricing plans are
driving increased competition in mobile services. In addition, the emergence of arelatively
new breed of mobile service provider, the Mobile Virtual Network Operator (MVNO),* is
further increasing the degree of competition. MVNQOs, which essentially resell mobile
services offered by mainstream mobile companies, typically offer cut-rate voice services
and/or market their servicesto highly specific market segments/subsegmentssuch aslifestyle
or ethnic groups. For example, the MVNO Extreme Mob targets surfers and skate boarders
under the age of 24 in the United Kingdom, while Ay Yildiz Mobile targets the Turkish
community in Germany. According to market research firms Analysys and Global Insight,
there are more than 100 MVNOs in Europe and approximately 30 in the United States.
Although the MV NO phenomenonisrelatively new, heightened levels of competition have

% Standard & Poor’s, Telecommunications: Wireless-Asia, 5.

27 Standard & Poor’ s, Telecommunications: Wireless-Latin America, 5.

% Primetrica, Inc., Inc., TeleGeography 2007, 5.

% |n many countries, mobile service providers subsidize and/or reimburse subscribers for the cost of the
mobile phone handset; such subsidies are often contingent on subscription terms of at least one year and
often two years.

% Well-known MVNOs in the United States and Europe include Disney Mobile, ESPN Mobile, and
Virgin Mobile.
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led to market consolidation either through bankruptcies or acquisitions by larger mobile
services firms.®

In many developed countries, the increasing maturation of mobile voice services has
compelled many companiesto upgrade and/or replace existing wireless networks based on
second-generation (2G)* technologies to intermediate 2.5G* and third-generation (3G)*
technologies capable of delivering high-speed mobile data services. Such services include
mobile short message services (SMYS), i.e., text messaging; multimedia message services
(MMS);® Internet/e-mail access services; downloadable music, ringtones, graphics, and
audio/video clips; and mobile television.*® While operators in many countries hope that
offering a plethora of data-driven services will increase revenues, many industry observers
speculate that many users will not use such services, or that user adoption will not be
sufficient to provide areturn on the significant investment required to build 3G networks.
In Europe, for example, only 10 percent of mobile subscribers usetheir phonesto accessthe
Internet. Moreover, only 1 percent of mobile subscribers use services such as mobile
banking, stock trading, or traffic information.®

In contrast to devel oped countries, mobile services are growing rapidly in many devel oping
countries, driven in large part by economic growth and rising incomes. In such countries,
demand for mobile services focuses on the provision of basic voice services, typicaly via
prepaid plans.® In Latin America, for example, the number of mobile subscribers grew by
37 percent in 2005, with the highest growth rates in Argentina, Colombia, and Venezuela.
In addition to national operators, two large multinational firms, Telefonica (Spain) and
América Mdvil (Mexico), each operate in eight Latin American countries.”” Similarly, in

3 Lennighan, “Going To Extremes’; Moloney, “No Frills’; Economist, “ The Teachings of the Virgin”;
Standard & Poor’s, Telecommunications-Wireless, 14-15; and Standard & Poor’s, Telecommunications-
Wireless: Europe, 2-3.

32 While first generation mobile technologies used analog signals to connect mobile telephones to base
station towers, second- generation (2G) technologies use digital signals. 2G technol ogies support voice
services and certain data services. The 2G technology, Global System for Mobile Communications (GSM), is
the most common technology worldwide. By contrast, the 2G technology referred to as Code Division
Multiple Access (CDMA) is used primarily in China, India, Japan, North America, and South Korea.

3 Intermediate technol ogies (2.5G) allow existing 2G networks to offer value-added services such as
voice mail, call waiting, text messaging, and online connections. 2.5G technologies also expand voice
capacity and enable faster data transfer rates. 2G technologies typically consist of software upgradesto
existing 2G hardware, including network switching, base station, power amplifier, and antenna systems.
Although customers must purchase new handsets, 2G technologies allow mobile services providersto offer
enhanced services over existing networks. Leading 2.5G technologies include GPRS (for GSM systems) and
IXRTT (for CDMA systems).

3 Third-generation (3G) systems, the most advanced mobile technology, enable value-added services
such as voice mail, call waiting, text messaging, and online connections; 3G technologies also offer data
transfer speeds that are much faster than previous technologies. The main 3G technologies are CDMA2000
IXEV-DO, WCDMA, and UMTS,

® MMS refersto services that allow usersto send digital photographs and other multimedia applications
between phones.

% Eastwood, “The Top 10 Telecom Operators,” 28-29; Standard & Poor’s, Telecommunications:
Wireless-Asia, 14; Standard & Poor’s, Telecommunications: Wireless, 1, 3; and Standard & Poor’s,
Telecommunications: Wireless-Europe, 1, 16.

57 Lennighan, “The Price IsRight” and Morris, “Reverting To Hype.”

% Deloitte, “TMT Trends,” 6; Datamonitor, Global Telecommunication Services, 13; Molony, “Great
Expectations’; and Christensen, et a., “Isthe Party Ending for Wireless?’

% Eastwood, “The Top 10 Telecoms Operators,” 31; Economist, “Talk Is Cheap”; and Standard & Poor’s,
Telecommunications; Wireless-Latin America, 5.

“0 Telefonica, “Latin American Countries”; América Movil, “Description of Group”; and Standard &
Poor’ s, Telecommunications: Wireless-Latin America, 5.
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Africa, the number of subscribers grew by an average of approximately 40 percent in 2006.
In addition to national operators in many countries, five African and Middle Eastern
companiesarevying to becomeleading playersinthe African regional market: MTN (South
Africa), MTC (Kuwait), Orascom (Egypt), Etisalat (United Arab Emirates), and Vodacom
(UK-South  Africa). Through a combination of network development and
mergers/acquisitions, these carriers are working to increase their coverage of the African
continent. Overall, low mobile penetration rates in most countries (15 percent on average)
and high expectations for subscriber and revenue growth make Africa an increasingly
attractive market for both foreign and domestic service providers.** Because the cost of
mobile telephone handsets represents an important barrier to further adoption of mobile
services in developing countries, a group of developing-country operators established a
tender, in 2005, for the production of 6 million handsets at aprice of $40 or less. The tender
winner wasM otorola, which signed acontract in 2006 to produce another 6 million handsets
at aprice of less than $30.%

High levels of competition in developed markets are also pushing telecommunication
companies to offer so-called “converged services”® The current trend towards
“convergence’ is made possible by the increasing technical ability to deliver wireline
services, mobile services, broadband Internet services, and television services exclusively
over Internet Protocol (IP) networks. Such technical abilities are enabled by the widespread
adoption of I1P standards and the proliferation of high-speed terrestrial/wirel ess networks. In
turn, technical convergence alows firms in the previously distinct cable television and
telecommuni cationsindustriesto offer the same services, thereby competing in each other’s
markets. Although cable companiesand tel ecommunication operatorshave competed to of fer
high-speed Internet access to consumers for years, cable companies increased the level of
competition by offering aso-called “triple play”* service package which included not only
high-speed Internet and cable television, but also voice telephone services in 2005 and
2006.* I n response, telecommuni cation companies are beginning to of fer television services
in attempts to assemble their own “triple play” package.”® Subsequently, competitive
interactions between both the cable television and telecommunications industries have
induced companies in both industries to begin assembling a so-called “quadruple play”
portfolio, which includes. 1) fixed voice services, 2) mobile voice services, 3) broadband
Internet services, and 4) multichannel television services, which they plan to “bundle’ at a
single, volume-discounted price. In general, both telecommunication and cable television
companiesview “quadrupleplay” servicesasthe best way to attract and/or retain customers,
thereby protecting their core businesses.*” Some analysts view the current activity to

“ LaFranciere, “ Cellphones Catapult Rural Africato 21% Century”; Economist, “ Out of Africa’; Taaffee,
“AfricaWalking Tall”; and Kemp and Mason, “Picking Up Speed.” In 2005, for example, MTC bought
Celtel, which operates networks in 14 African countries, for $3.4 billion. By contrast, MTN is currently
investing $1.0 billion in network infrastructure in 14 African countries. Chungwa Telecom (China) and
Singapore Telecom are also reportedly interested in acquisition targetsin Africa

“2 Economist, “ Connecting the Next Billion.”

3 Industry representatives, Financial Times World Communications Conference, London, United
Kingdom, November 21-22, 2006, and Economist, “Here We Go Again” and “Y our Television Is Ringing.”

“ A “triple play” service isthe marketing term for the provisioning of high-speed Internet access,
television, and telephone services over the same broadband connection.

5 Meyerson, “Phone, Cable Companies To Battle In 2007.”

“6 Total Telecom Magazine, “ The Next Hurdle”; Primetrica, Inc., “TDC Launches IPTV,” “BT Plans
IPTV Launch Next Week,” “Verizon TurnsOn TV,” and “Magyar Telekom To Offer Commercia IPTV”;
and Dow Jones Newswires, “ Deutsche Telekom Has 25,000 TV Subscribers-Press.”

47 Economist, “The Teachings of the Virgin,” “Your Television IsRinging,” “Here We Go Again,” and
“Swamp Things.”
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assemblea” quadrupleplay” portfoliowith skepticism, noting that thereislittleevidencethat
consumers are interested in purchasing a bundle of services from a single provider,”® or
doubting theability of companiesto offer servicesoutsidetheir areaof expertise, particularly
the ability of telecommunication companies to offer television services featuring both the
content and technical quality of those offered by the cable industry.*

The efforts by firms in the telecommunications and television industries to build a
“guadruple play” portfolio are prompting some companies to invest in the devel opment of
so-called “next generation networks (NGNSs)” based entirely upon IP technologies. In the
United Kingdom, for example, BT is spending nearly $20 billion to develop an end-to-end
IP-based network, called 21CN. Similarly, in the United States, Verizon is reportedly
spending $20 billion on an | P network designed to serve enterprise customers.® In theory,
NGNswill allow firmsto reduce costs and increase efficiencies by replacing separate voice,
data, and video networks with a single IP network. NGNs also may make it easier for
telecommuni cation companies to add new services, in many cases by simply installing new
software.>* Nonetheless, many industry observers point out that NGNs may not deliver the
cost savings or revenues promised by equipment manufacturers and telecommunication
operators. Some analysts, for example, point out that the cost savings stemming from
economies of scale and simplified network architectures are overstated, and that most cost
savings likely will result from headcount reductions, not network efficiencies. Too, other
analystsnotethat thereislittle evidence pointing to which NGN services, if any, will deliver
profits capable of providing a return on the massive amounts of capital invested in such
networks.*

Effortsto assemble aquadruple play service portfolio are also fueling M& A activity around
theglabe. In Europe, for example, Telef 6nicareabsorbed its mobile unit to fully incorporate
mobile services in its portfolio of services offerings. Similarly, Telecom Italia (Italy) and
France Télécom also reintegrated their wirel ess units, while Deutsche Telekom reintegrated
its Internet subsidiary T-Online International. In the United Kingdom, cable operator NTL
purchased Virgin Mobile. In Japan, Softbank, which offers television, broadband internet
access, and fixed-line voice services, bought Vodafone Japan in an effort to assemble a
“guadrupleplay” services package. Inthe United States, integrated telecommunication firm
AT&T bought joint venture partner BellSouth, in part to obtain full control of Cingular
Wireless.*®

“8 Taaffe, “On the Defensive,” and Economist, “ Tuning In to the Future” and “Winners and Losers.”

4 Morris, “The Next Wave”; Lennighan, “ Telcos Should Think Twice About TV”; Merrick, “IPTV—The
Great Service Gamble’; Total Telecom, “The Next Hurdle”; and Economist, “Winners and Losers.”

% BT Group, “Delivering the Future: BT’s 21% Century Network”; Verizon via PR Newswire, “Verizon
Plugsin New National Broadband Network”; and Economist, “ Y our Television Is Ringing.”

* Molony, “Onthe Line.” BT, for example, estimates that it will save approximately $2 billion per year;
such costs stem from reduced operations and maintenance, property management, network management, and
energy costs.

%2 World Trade Organization, Council for Trade in Services -Special Session (CTS-SS), “Report by the
Chairman,” November 28, 2005; Total Telecom Magazine, “NGN: The Big Turn Off”; Breed, “The Long
Haul”; and Economist, “Your Television IsRinging.”

%3 Standard & Poor’s, Telecommunications; Wireless-Latin America; Economist, “Y our Television Is
Ringing,” “Swamp Things,” and “Here We Go Again, Sort of”; Standard & Poor’s, Telecommunications:
Wireless-Europe; Standard & Poor’s, Telecommunications: Wireless-Asia; and Eastwood, “ The Top 10
Telecom Operators.”
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In an effort to offset increasing competition and the maturation in core services in home
country markets, some telecommunication services providers are expanding into foreign
markets. For example, in 2006, América Mo6vil paid $3.7 billion for Verizon
Communi cations tel ecommunication assets in Venezeula, Puerto Rico, and the Dominican
Republic. Similarly, Telefénica obtained substantial investments in Latin America by
purchasing Bell South Corporation Latin Americain 2004 and 2005. In 2006, Telefénica
aso announced a 50 percent investment in Colombia Telecom, Colombia's former
incumbent tel ecommunication serviceprovider, andin O2intheUnited Kingdom. Similarly,
in 2006, South AfricasMTN paid $5.5 hillion for Investcom, which owns stakesin several
telecommunication companies in the Middle East. In 2005, Kuwaiti firm MTC purchased
Celtel, which operatesnetworksin East Africa, for $3.4 billion, while United Arab Emirates-
based Etisalat purchased a 50 percent share of Atlantique Telecom in West Africa>

WTO Members Positionson Telecommunication Servicesin
WTO Trade Negotiations

Members of the WTO, in the Council for Trade in Servicesin Special Session (CTS-SS),
have identified several objectives for the telecommunication services sector in the Doha
Round. For example, members have proposed the reduction or elimination of limitationson
foreign equity, restrictions on the types of legal entity permitted, economic needs tests, and
exclusive rights. In general, members have also urged WTO members to commit to all
provisions of the Pro-Competitive Regulatory Reference Paper and to eliminate most-
favored-nation exemptions.® In a separate communication, the European Union proposed
an alternative method of classifying telecommunication services.®

% Economist, “Out of Africa’; Standard & Poor’s, Telecommunications: Wireless-Europe; and Standard
& Poor’s, Telecommunications. Wireless-Latin America.

®WTO, CTS-SS, “Report by the Chairman,” November 28, 2005 and “Communication from Australia,
Canada, et. a.: Liberalization of Telecommunication Services,” submitted July 1, 2005.

% WTO, CTS-SS, “Communication from the European Communities: Classification in the Telecom
Sector,” submitted February 10, 2005.
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CHAPTER 11
Principal Issuesin Services Negotiationsin
the WTO and FTAs

| ntroduction

Services negotiations have progressed in recent years under both the World Trade
Organization (WTO) General Agreement on Trade in Services (GATS) and through the
signing and, in some cases, ratification of freetrade agreements' (FTAS) between the United
States and some of its trade partners. The most recent round of multilateral negotiations
under the GATSbegan in 2000. Formal negotiationswere suspended in July 2006, by which
time 69 of the 149 members of the WTO had submitted initial offers,> and 30 of these had
submitted revised offers (table 11.1).2 However, these offers have been apprai sed aslacking
substance and, in many cases, have been received from countries with heretofore relatively
liberalized markets.* In addition to sector-specific commitments, WTO members have
addressed cross-cutting issuesthat apply to tradein all services. These latter issuesinclude,
for example, emergency safeguard measures (ESMs), subsidies, the recognition of
professional qualifications, and facilitating the increased participation of |east-devel oped
countries(LDCs) inglobal trade. Nonethel ess, WTO membershaveyet to achi eve consensus
on most of these issues.” Separately, by April 2007, the United States had signed bilateral
FTAs containing services provisions with 9 countries and had commenced

L A number of recent free trade agreements are known as trade promotion agreements to conform with
language in trade statutes.

2 An offer is aresponse by aWTO member to arequest from another WTO member for changesin the
former’ s schedule of commitments under the GATS.

3WTO, “Understanding Devel oping Countries: Overview,” and “Developments in Services
Negotiations.” By July 2006, 22 developing countries had not yet submitted an initial offer, and only seven
developing countries had tabled revised offers. Developing countries comprise two-thirds of WTO
membership.

4WTO, Council for Tradein Services - Special Session (CTS-SS), “Special Session of the Council for
Tradein Services: Report by the Chairman,,” November 28, 2005.

® Khor, “G-90 Poor Countries Make Advances,” and Soares, “ G20, G90 and G33: Challenges for Building
aNew Politics.” The formation of special interest groups within the WTO has contributed to slow progressin
negotiations. For example, the Group of 90 (G-90), which represents the LDCs, the African Union, and the
African, Caribbean and Pacific Group of States (ACP), were established during the Canciin Ministerial in
2003 to advocate the interests of small, developing countries particularly with respect to trade in agricultural
commodities. As such, the G-90 opposed certain broad-based liberalization measures, including those in
services, introduced by members such as the United States and the European Union on the grounds that such
measures harmed the interests of smaller countries.
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Table 11.1 Offers submitted by WTO members as of July 2006

Initial Revised Initial  Revised
Country offer  offer Country offer offer
Albania ................ X Jordan . ......... ... ... .. ... X
Argentina .............. X Kenya ....................... X
Australia ............... X X Korea ............. ... ... X X
Bahrain ................ X X Liechtenstein . .. ............... X X
Barbados .............. X Macao,China ................. X X
Brazil .................. X X Macedonia ................... X
Brunei Darussalam ....... X Malaysia ..................... X X
Bulgaria ............... X Mauritius . .......... ... ... X
Canada ................ X X Mexico .............. ... X X
Chile .................. X X Morocco ........... ... X
China ................. X X New Zealand .. ................ X X
Chinese Taipei .......... X X Nicaragua .................... X
Colombia .............. X X Norway ...................... X X
CostaRica ............. X Oman ................... ... X
Croatia ................ X Pakistan ..................... X
Cuba .................. X Panama ..................... X
Dominica . .............. X Paraguay .................... X
Dominican Republic ... ... X Peru ......... ... ... .. X X
Egypt ................. X X Philippines ................... X
ElSalvador ............. X Qatar...................u... X
European Communities and Singapore . ............. ... X X
their Member States .. ... X X South Africa . ................. X
Fiji oo X SriLanka .................... X
Gabon................. X St. Kittsand Nevis ............. X
Grenada ............... X St.Lucia .......... .. ... X
Guatemala ............. X St. Vincent and the Grenadines . .. X
Guyana ................ X Suriname ......... ... X X
Honduras .............. X X Switzerland . .................. X X
Hong Kong, China ....... X X Thailand ..................... X X
Iceland ................ X X Trinidad & Tobago ............. X
India .................. X X Tunisia ....... ... . oL X X
Indonesia .............. X Turkey ....... ... X
Israel ........ .. ... ... X United Arab Emirates ........... X
Jamaica ............... X United States .. ............... X X
Japan ................. X X ruguay ..................... X X

Source: World Trade Organization, “Services: Negotiations,” accessed November 27, 2006.
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negotiations with additional countries.® FTAs contain text and “non-conforming” measures
(NCMs) on services which are, in many cases, largely unchanged from WTO members
servicescommitmentsunder the GATS.” Thischapter highlightsseveral cross-cuttingissues
recently deliberated in WTO servicesnegotiationsand summarizes services-rel ated measures
in FTAs?

WTO General Agreement on Tradein Services

The negotiation of cross-sectoral issues on services has been largely conducted under the
WTO Council for Tradein Services (CTS) and two of its subsidiary bodies—the Working
Party on Domestic Regulation (WPDR) and the Working Party on GATS Rules (WPGR).
Under the CTS, two issuesthat have received focused and ongoing attention as summarized
below are LDC modalities, or mechanismsto promote the increasing participation of |east-
developed countries in services trade, and the expansion of commitments on mode 4, the
temporary presence of natural persons.

Council for Tradein Services (CTYS)

Negotiationsto facilitate theincreased participation of |east-devel oped countriesin services
tradeis mandated by Article IV:3 of the GATS, by which members accord specia priority
to LDCs when negotiating services commitments.® In particular, when issuing requests,
membersareto consider thedifficulty LDCsmay havein undertaking certain commitments,
taking into account their “special economic situation and their development, trade, and
financial needs.” When making offers, members are to target sectors and modes of supply
that may be of export interest to LDCs. The objective of Article IV:3 is twofold: to
encourage L DCsto participatein servicestrade by acknowledging theregulatory and human
capacity constraints they face in opening their services market to foreign providers, and to
help LDC economies grow by promoting their services exports.™

® United States Trade Representative (USTR), “Bilateral Trade Agreements’ and “ Statement of USTR
Rob Portman on Signing of U.S.-Central American-Dominican Republic Free Trade Agreement.” The nine
countries with which the United States has signed free trade agreements that include provisions with respect
to services trade are Australia, Bahrain, Chile, Colombia, Jordan, Morocco, Oman, Peru, and Singapore. In
addition, the President has notified Congress of hisintention to enter into free trade agreements with Korea
and Panama. It is anticipated that the President will sign both agreementsin June 2007. In addition to the
above bilateral agreements, the United States implemented the North American Free Trade Agreement in
January 1994 and isin the process of implementing the Central American-Dominican Republic Free Trade
Agreement with partner countries. The United States has also commenced talks regarding a free trade
agreement with the South African Customs Union and certain countries individually.

" Nevertheless, the approach to specifying such restrictions in the FTAs tends to yield greater
transparency and market access than that used in the GATS, as discussed later in this chapter.

81t should be noted that because informal cross-sectoral negotiations under the WTO remain ongoing,
there may be new developments that are not reflected here.

®WTO, “Guidelines and Procedures for the Negotiations on Trade in Services.” The principles of
promoting the economic growth of all trading partners and giving special priority to LDCs are introduced in
this document, adopted by the Council for Trade in Servicesin March 2001.

1% | nternational Trade Forum, “Trade in Services: Awareness, the First Step,” and WTO, CTS-SS,
“Modalities for the Special Treatment for Least-Developed Country Members,” September 5, 2003. By one
estimate, services account for approximately 50 percent of the gross domestic product of developing
economies.
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Although the objective of Article IV:3 isset out in the text of the GATS,* methods for its
implementation are left to the interpretation of WTO members, and it is these methods that
have been the subject of negotiations under the CTS. In September 2003, the CTS adopted
aproposal outlining waysfor WTO membersto accord special treatment to | east-devel oped
countriesin services negotiations, which was thereafter referred to asthe LDC modalities.*?
Among other things, the proposal recommended that devel oped-country members provide
technical assistance to help LDCs identify service sectors and modes of supply of export
interest to them, and that they undertake market access and national treatment commitments
that open these areas of interest to LDC service suppliers. After the proposal’ s adoption and
at the request of LDC members, the United States, Canada, the European Union (EU), and
Japan identified ways in which they were currently addressing the LDC modalities. For
example, the EU stated that it had expanded its GATS commitments on modes 1 (cross-
border supply) and 4, the most common waysinwhich servicesare supplied by LDC service
providers, and that it had provided both technical and financial assistanceto aid LDCsin
preparing for services negotiations. The United States stated that it had made new
commitments under the Doha negotiating round in sectors and modes of supply of greatest
importanceto LDCs, while at the same time cautioning against LDCs emphasis on deeper
mode 4 commitments in the absence of broader liberalization of services trade.”* The
presentation of positions between developed and developing countries on how best to
implement the LDC modalities remai ns ongoing, with recent proposal s submitted by the EU
favoring a best practices approach and by Zambia recommending that members make
binding commitments that effectively “lock in” special priority for LDCs.** Although
members’ intent wasto achievefinal agreement on formal guidelinesto implement the LDC
modalities by July 2006, to date this objective has not been reached.

In addition to the LDC modalities, the CTS has overseen the presentation of positions by
members on mode 4 supply, or the temporary presence of natural persons. Negotiations on
mode 4 have centered on requests by LDC membersfor broader market access and national
treatment commitments concerning professional and non-professional workers.”®
Commitments on mode 4 are made in accordance with Article XVI (market access) and
Article XVII (national treatment) of the GATS. Article XV statesthat where market access
commitmentsare undertaken (unless otherwise specified in the commitments) membersmust
not impose quantitative measures that limit market access by foreign service providers and
must not favor the service suppliers of one member over another. Article XV 11 requiresthat
membersgrant foreign service supplierstreatment that isno lessfavorablethan that accorded
to their own domestic suppliers. In addition, the GATS Annex on Movement of Natural
Persons reaffirms the right of members to regul ate the temporary entry and stay of persons

" WTO, General Agreement on Trade in Services (GATS), Article IV: Increasing Participation of
Developing Countries.

2WTO, CTS-SS, “Modalities for the Special Treatment for Least-Developed Country Members,”
September 5, 2003. The proposal emphasized that services play an important role in poverty alleviation and
the promotion of sustainable development in LDCs.

3 Information provided via e-mail correspondence by the Office of the USTR.

“¥WTO, CTS-SS, “Specia Session of the Council for Trade in Services: Report by the Chairman,” July
26, 2006; and “Communication from Zambia on Behalf of the LDC Group,” submitted March 28, 2006.

BWTO, “Movement of Natural Persons: Uruguay Round and Post-Uruguay Round Negotiations”; WTO,
CTS-SS, “Report of the Meeting Held on 24 May 2006,” June 9, 2006; and “ Presence of Natural Persons
(Mode 4),” submitted December 8, 1998. Under GATS, the majority of mode 4 commitments currently in
force apply to intracorporate transferees generally categorized as executives, managers, and specialists.
Intracorporate transferees are linked to commercial presence; that is, they are employed by aforeign
subsidiary of acompany based in the transferee’ s home country.
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supplying services in their territories, insofar as such regulation does not compromise the
implementation of mode 4 commitments under articles XVI and XVII.

In March 2006, Zambiasubmitted apaper on behalf of the L DC Group®® recommending that
members undertake expanded mode 4 commitments permitting the entry and temporary stay
of foreign workers with minimum qualifications, and with no requirement for commercial
presence.!” Inparticular, Zambia sproposal recommended that, where appropriate, members
would agreeto permit independent professional's, contractual service suppliers, and business
visitorsto supply services based on “ competence and demonstrated experience” rather than
education and professional degree requirements. In addition, the proposal requested new
commitmentsconcerning low- and semi-skilled workers, without requiring that suchworkers
beemployed by juridical persons.’® Zambiastated that commitments on the abovementioned
areas would address LDCs' primary export interests with respect to mode 4, and would
facilitate greater participation by developing countriesin servicestrade asrecommended in
the LDC modalities. Several countries expressed reservationsregarding Zambia' s proposal,
the elements of which remain under discussion by WTO members.® Other longstanding
issueson mode 4 that werethe subject of negotiationsprior to suspension of the Doha Round
servicesnegotiationsincludetransparency in the scheduling of mode4 commitments, theuse
of economic needs tests (ENTs) to limit market access by natural persons,® and the
refinement of definitions pertaining to mode 4 personnel.

Working Party on Domestic Regulation (WPDR)

Under the WPDR and pursuant to Article VI:4 of the GATS, members have worked to
develop disciplinesto ensure “that [domestic regulatory] measures relating to qualification
requirements and procedures, technical standards, and licensing requirements do not
constitute unnecessary barrierstotradein services.”# Disciplinesunder ArticleV1:4 address
the relative ease or difficulty with which the credentials of foreign service providers are
recognized by host-country governments, the licensing criteriathat foreign providers must
meet, and the rules that they must follow in providing a particular service. Such disciplines

16 Bridges Weekly Trade News Digest, “Zambiato Lead LDC Group in WTO Work.” The LDC Group
comprises 50 least-devel oped country members of the WTO. In 2005, the Government of Zambia was
elected to chair the work of this group in WTO negotiations.

7 International Trade Daily, “India's Mode 4 Demands.” Also in March 2006, India introduced a proposal
on behalf of 15 WTO members on mode 4. The proposal requested developed country members such asthe
United States and the European Union to further expand their commitments on contractual service suppliers
and independent professionalsin select service sub-sectors, such as computer-related services and
engineering services. Such highly skilled workers would have to meet minimum education or prior
experience requirements and would be granted a stay in the host country of no less than one year.

BWTO, GATS, “Annex on Movement of Natural Persons.” According to paragraph 2 of the Annex on
Movement of Natural Persons, GATS does not apply to “natural persons seeking access to the employment
market of a Member, [...] or employment on a permanent basis.” Assuch, GATS commitments do not extend
to migratory labor or to temporary workers looking for permanent employment in a member country.

BWTO, CTS-SS, “Report of the Meeting Held on 24 May 2006,” June 9, 2006.

DWTO, GATS, Part 111, “ Specific Commitments.” The use of ENTs to numerically limit the number of
foreign service providers contravenes Article XV1:2(d) of the GATS pertaining to market access.

2 WTO, CTS-SS, “Communication from Canada: Mode 4 Commitments and Economic Needs Tests,”
submitted June 21, 2005; “Communication from Canada: Proposal on Transparency of Horizontal Mode 4
Commitments,” submitted June 21, 2005; and Mamdouh, “Movement of Natura Persons Under the GATS.”

ZWTO, Working Party on Domestic Regulation (WPDR), “Report of the Meeting Held on 19 and 20
June 2006,” August 14, 2006. Article V1:4 does not prohibit members from regulating the provision of a
particular service or from introducing new regulations with respect to that service, but recommends that
members ensure that these measures do not interfere with GATS commitments.
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therefore affect members' commitments on virtually all service sectors. In June 2006, the
Chairman of the WPDR received amandateto devel op adraft text of ArticleV1:4 disciplines
reflecting proposals and positions expressed and highlighting areas where members had
reached consensus.? However, largedifferencesin opinion among WTO membersregarding
elements to be included in the draft text remained and, as a result, the Chairman instead
developed aworking paper in July 2006 to be used as a basis for further discussion.?

To date, Colombia, the EU, Taiwan, and Switzerland and Mexico (in ajoint paper), among
others, have tabled proposals regarding a draft text of Article 1V:4. Both Colombia's
proposal on visarequirementsand the EU’ s proposal on licensing procedures recommended
broad disciplines on areas such as application requirements, fees, processing times, and
administrative transparency.® Taiwan’s proposal suggested that members adopt agreed
definitions for each of the elements specified under Article VI:4, namely qualification
requirements and procedures, licensing requirements and procedures, and technical
standards.?® Switzerland and Mexico’s joint paper recommended disciplines on technical
standards, which included provisionson the use of international standards, equivalency, and
transparency in the publication of information.? For its part, the United States has cautioned
against any attempt on the part of membersto usethe Chairman’ s paper asanegotiating text,
and has outlined particular concernson theissues of necessity tests, technical standards, and
definitions. Moreover, apart from horizontal disciplines on regulatory transparency, the
United Statesexpressed the view that asingle set of disciplinesunder Article VI1:4 would not
apply effectively to al service sectors and therefore questioned members’ current approach
to the development of such disciplines.® The WPDR held informal meetings in January
2007, at which time members continued exchanging positions on how best to develop
disciplines under Article VI1:4.

Working Party on GATS Rules (WPGR)

Under the WPGR, members have held simultaneous discussions on emergency safeguard
measures (ESMs), government procurement, and subsidies. A conclusion has not been
achieved on any of these matters, although movement toward concensus on ESMs has
progressed furthest.

2 |pid.

2 Information provided via e-mail correspondence by the Office of the USTR.

ZWTO, WPDR, “Communication from Colombia: Examples of Measures Relating to Administrative
Procedures,” submitted July 7, 2004; and “ Communication from the European Communities and their
Member States: Proposals for Disciplines on Licensing Procedures,” submitted July 10, 2003.

% WTO, WPDR, “Communication from the Separate Customs Territory of Taiwan, Penghu, Kinmen and
Matsu: Definitions of Qualification Requirements,” submitted October 6, 2005.

2 WTO, WPDR, “Communication from Switzerland and Mexico: Proposal for Disciplines on Technical
Standards,” submitted October 28, 2005; and “ Communication from the Separate Customs Territory of
Taiwan, Penghu, Kinmen and Matsu: Definitions of Qualification Requirements,” submitted
October 28, 2005. “ Technical standards” refer to rules governing the provision of the service itself, rather
than to criteria that must be met by an individual service provider.

% USTR, “Outline of the U.S. Position on a Draft Consolidated Text in the GATS Working Party on
Domestic Regulation” and “2006 Annual Report.”
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Emergency Safeguard Measures (ESMs)

Article X of the GATS states that members must begin negotiations on ESMs 3 years after
the WTO agreement entersinto force, but thetext of Article X provides no further guidance
on the substance of these negotiations.® Members have not yet reached agreement on a
formal definition of an ESM applied to services® In general, however, an emergency
safeguard would permit a member to temporarily suspend its GATS commitments with
respect to opening a service sector to foreign competition if it were determined that the
domestic industry supplying that service would be harmed by such competition.

Members' positions concerning emergency safeguard measures have centered on whether
the development of an ESM is necessary in the context of the GATS; and, if it were
necessary, how and under what conditions an ESM would be used.** On the issue of
necessity, positions have been divided. For instance, while some countries suggested that a
safeguard measure would serve as an important safety net to protect against the unforeseen
consequences of liberalizing certain services under the GATS,* other countries stated that
there is no need for the establishment of a safeguard mechanism given that article XXI

already permits members to modify existing commitments.® At the sametime, discussions
regarding the implementation of a proposed safeguard have included topics such as how to
definethedomesticindustry (e.g., toincludeall firmswith commercial establishment or only
national firms); vested rights(e.g., to what extent woul d safeguards affect the acquired rights
of service suppliers established in a foreign country); and how to measure injury to the
domesticindustry.* In order to movefurther toward consensus on saf eguard measures, some
countries have suggested proceeding with adiscussion on thesetechnical issues, even while
the question of necessity remains under debate.®

PWTO, GATS, “Article X: Emergency Safeguard Measures.”

% A few members have proposed adapting to services the definition on emergency safeguard measures
applicable to goods under the GATT Agreement on Safeguards.

3L WTO, Working Party on GATS Rules (WPGR), “Report of the Meeting of 21 September 2005,
September 30, 2005.

2 WTO, WPGR, “Report of the Meeting of 20 June 2005,” September 7, 2005; and Marconini,
“Emergency Safeguard Measuresin the GATS.” Some members have stated that an emergency safeguard
measure would grant countries with less flexible regulatory systems adequate time to respond to the sudden,
adverse effects of import liberalization on the local economy (e.g., on employment). Thisis especially true
for countries such as Trinidad and Tobago, which characterized its economy as*“small and vulnerable.”

BWTO, GATS, “Article XXI: Modification of Schedules’; “Article XI11: Restrictions to Safeguard the
Balance of Payments’; and WTO, WPGR, “Communication from Australia: Some Conceptual |ssues
Concerning the Application of Safeguards,” submitted December 6, 2005. Article XXI provides for a
permanent rather than a temporary modification of GATS commitments, and requires the country modifying
its commitments to make “compensatory adjustments’ to any other member that is affected by the change. In
addition, it has been suggested that Article X11 also serves as atype of ESM, “allowing membersto
safeguard their balance of payments by adopting or maintaining restrictions on trade in services on which
they have undertaken specific commitments, including on payments and transfers for transactions related to
such commitments....”

34 Other issues unique to services that are under discussion include modal applications and the avail ability
of adequate services statistics for the purposes of injury determination.

% WTO, WPGR, “Report of the Meeting of 10 February 2006,” February 2, 2006.
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Government Procurement

Separately, GATS Article X111 specifies that members commence multilateral negotiations
on government procurement within 2 years after establishment of the WTO.* However, a
lack of consensus among members on how best to proceed with discussions on government
procurement has made the pace and outcome of these negotiations uncertain. Asin the case
of emergency safeguard measures, the GATS does not provide atemplate for government
procurement negotiations, but rather allows WTO members to determine the parameters.
Negotiations on government procurement have addressed fundamental issues such as the
need for a formal definition of government procurement as applied to services, and the
establishment of guidelinesfor scheduling commitments on government procurement under
the GATS. Most recently, discussions have focused on aproposal tabled in June 2006 by the
EU,* which suggested devel oping a separate annex® under the GATS on procedural rules
for government procurement in services.* The EU also recommended using government
procurement-related measures in economic integration agreements as a basis for the
development of scheduling guidelines for commitments under the GATS.?

Subsidies

Lastly, negotiations in the WPGR on services subsidies, as mandated under GATS Article
XV, remain at a preliminary stage, largely focused on the development of a provisional
definition of a subsidy as it applies to services. Article XV states that members must
negotiatein order to develop multilateral disciplinesto avoid the potentially adverse effects
of subsidies on services trade, while at the same time recognizing the special role that
subsidiesmay play inthe programs of devel oping countries. In preparation for negotiations,
Article XV aso requires that members exchange information on the subsidies that they
provide to their domestic service suppliers.** In meetings of the WPGR, WTO members
stated positions on a joint proposal submitted by Chile, Hong Kong, Mexico, Peru, and
Switzerland in June 2005.% The proposal recommended developing a“working” definition
of a services subsidy, using elements found in the GATT Agreement on Subsidies and

% WTO, GATS, “Article XI11: Government Procurement,” paragraph 2. The first paragraph of Article
X1 states that, “Articles 1, XVI and XV1I [applying to most-favored nation treatment, market access, and
national treatment, respectively] shall not apply to the laws, regulations or requirements governing the
procurement by governmental agencies of services purchased for governmental purposes]|...].”

T WTO, WPGR, “ Communication from the European Communities and their Member States:
Government Procurement in Services,” submitted June 20, 2006.

% The annex would address such topics as the val uation of contracts, non-discrimination, tender
documentation, procurement methods, and contract awards.

% Thirteen WTO members, including the EU and the United States, are currently party to the plurilateral
Agreement on Government Procurement (GPA), which entered into force in 1981and was amended in 1994
to include coverage of services. The EU’ s proposed annex on government procurement under the GATS
included recommendations on how members should schedule government procurement commitments if they
were already a party to the GPA. For more information on the GPA, see WTO, “Overview of the Agreement
on Government Procurement.”

O WTO, WPGR, “ Communication from the European Communities and their Member States:
Government Procurement in Services,” submitted June 20, 2006.

“WTO, WPGR," Questions Relevant to the Information Exchange Required Under the Subsidies
Negotiating Mandate,” February 5, 1997. In 1997, the Secretariat of the WPGR distributed aformal
guestionnaire to WTO members asking them to furnish information on subsidies that they provide to their
domestic service suppliers. However, only five members—Hong Kong, New Zealand, Norway, Poland, and
Switzerland—responded to the questionnaire.

“2WTO, WPGR, “ Report of the Meeting of 21 September 2005,” September 30, 2005. The proposal also
contained a renewed request for members to provide information on their services subsidies.
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Countervailing Measures (ASCM).* The working definition would, in turn, be used to
facilitate information exchange on services subsidies maintained by WTO members.

Although some members supported this proposal, others stated that an a priori definition of
a services subsidy would be overly broad and would not fulfill Article XV’s mandate
requiring members to address subsidies that are trade-distortive.** As an aternative, the
United Statesproposed anarrower approach, recommending that membersfirstidentify areas
where subsidieswere most likely to impede servicestrade. Similarly, Hong Kong noted the
existence of sectorswheresubsidiesserveimportant public policy objectives(e.g., education
and health care) and that may be exempt from corrective or countervailing measures.” At
present, discussion among members continues regarding the adaptability of the ASCM
subsidy definition to services, and how best to define the scope of a services subsidy for the
purpose of information exchange.*®

Free Trade Agreements (FTAS)

By April 2007, the United States had entered into 9 bilateral and 2 regional FTAS that
contained provisions on services trade (table 11.2). FTAs include provisions specific to
servicestradein chapterson cross-border services, financial services(including banking and
insurance), and telecommunication services. Each of these chapters states broad disciplines
for the treatment of service suppliers of the FTA partner, addressing core principles also
found under the GATS such as market access, national treatment, and most-favored nation
(MFN) treatment. In addition, FTAs contain three annexes on non-conforming measures
(NCMs), or specific restrictions on the supply of services listed in the annexes.*” Because
FTAsemploy anegative rather than apositive list approach,” servicesfor which NCMsare
not included are considered opento foreign participation.* Ingeneral, servicesliberalization
under the FTAS has been limited and is expected to have a minor impact overall on U.S.
services trade, principally due to the small volume of U.S. services trade with the FTA
partners or, in the case of Australia, to an already-liberalized regime for U.S. and other
foreign service providers.

* The ASCM pertains to subsidies with respect to trade in goods only. For more information, see WTO,
Agreement on Subsidies and Countervailing Measures.

“WTO, WPGR, “Report of the Meeting of 20 June 2005,” September 17, 2005.

2 |bid.

4 WTO, WPGR, “ Communication from Switzerland: Response to Questions Relevant to the Information
Exchange,” submitted December 22, 2005. A December 2005 submission by Switzerland, detailing the
country’ s domestic subsidy programs, has also been used to facilitate discussion by members on services
subsidies.

47 One annex lists cross-border measures currently in place, another lists measures that may be
implemented in the future, and athird lists measures pertaining to financial services only. NCMs may vary in
their severity, with some measures being highly restrictive and others less so.

“ The GATS positive list approach requires countries to identify all existing restrictions on foreign
service providers. In practice, however, some countriesfail to list existing restrictions in certain sectors,
meaning that there are de facto limitations on the supply of these services by foreign providers.

9 A negative listing results in greater market access and transparency than the positive listing used under
GATS, wherein countries must schedule commitments on specific sectors to guarantee market access and
national treatment. One forward-looking benefit of a negative listing is that the FTA disciplines are extended
automatically to services that have yet to be brought to market, i.e., through technological innovation.
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Table 11.2 U.S. bilateral and regional agreements

Free Trade Agreement Signed Entered into force
Australia May 2004 January 2005
Bahrain September 2004 January 2006
Central America-Dominican Republic August 2004 ®)

Chile June 2003 January 2004

Colombia® November 2006 ©)

Korea @) ®

Jordan October 2000 December 2001
Morocco June 2004 January 2006
North American Free Trade Agreement December 1992 January 1994
Oman January 2006 ©)

Panama® Q) ®

Peru® April 2006 ©)

Singapore May 2003 January 2004

Source: Office of the United States Trade Representative, “Trade Agreements,” accessed
May 22, 2006 and April 6, 2007.

Note: Negotiations are planned or pending with Malaysia, the Southern African Customs Union,
Thailand, and the United Arab Emirates.

#Ratified by the United States, the Dominican Republic, El Salvador, Guatemala, Honduras,
and Nicaragua. Pending ratification by Costa Rica.

This agreement, called a Trade Promotion Agreement, is the same as a free trade
agreement.

‘Pending ratification by parties.

90n March 31, 2007 and April 1, 2007, President Bush notified Congress of his intention to
enter into free trade agreements with Panama and Korea, respectively. It is anticipated that the
President will sign these agreements in June 2007.

°Not applicable.

Under the FTASs, U.S. service providers are accorded market access in certain sectors that
is roughly equivalent to and in some cases better than that received under the GATS. For
instance, NCMs on financial services identified under the Australia, Bahrain, and Oman
FTAsindicateagreater degree of opennessto U.S. service suppliersthan do these countries
GATS commitments on financial services. Other areas where there appears to be some
improvement over the GATS for access by U.S. service providers include, for example,
audiovisual services in Oman, construction and engineering services in Morocco, and
tourism and basic telecommunication services in Singapore. At the same time, some
countrieshavelisted NCMsunder FTAsfor which they have made no corresponding GATS
commitments. For example, Australia, Bahrain, and Chileeachidentified NCMson business
services, while M orocco and Singaporeincluded new measureson distribution and education
services. A few of these countries also listed NCMs on energy, environmental, and
transportation services—sectors that have typically received limited coverage under the
GATS.
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Appendix A

Activities captured in official U.S. data on cross-border trade in services by industry

Service U.S. Exports U.S. Imports
Accounting Includes accounting, auditing, and Same
bookkeeping services. Excludes data
processing and tabulating services.
Advertising Includes preparation of advertising and Same

placement of such advertising in media.

Air transport

Passenger fares

Freight

Port

Predominantly includes receipts by U.S. air
carriers from passengers traveling between
the United States and foreign countries, and
between two foreign points. Also includes
receipts by U.S. ocean carriers for the
transport of passengers.

Includes receipts of U.S. air carriers for the
international transportation of U.S. exports to
foreign countries, and receipts of U.S. air
carriers transporting U.S. exports between
foreign points.

Includes goods and services purchased in
U.S. airports by foreign-operated carriers,
including fuel and oil, station and
maintenance bases, wages, and other goods
and services except aircraft leasing
expenses.

Predominantly includes payments to
foreign air carriers by U.S. residents
traveling between the United States and
foreign countries, and between two
foreign points. Also includes payments to
foreign ocean carriers for the transport of
passengers.

Includes payments to foreign-operated air
carriers for transportation of U.S. imports
from a foreign country to the United
States.

Includes goods and services purchased
in foreign airports by U.S.-operated
carriers.

Architectural,
engineering,
construction, and
mining

Includes architectural, construction,
engineering, and mining services, including
oil and gas field services. Architectural
services include services mainly for
businesses, but exclude landscape
architecture and graphic design services.
Engineering services relate to construction
and mining services projects only, and
exclude industrial engineering services, such
as product design services. Land-surveying
services are included, as are services of
general contractors in the fields of building
and heavy construction, construction work by
special trade contractors, and drilling wells or
erecting and dismantling drilling rigs for oil
and gas fields. Data are reported for
services purchased in connection with
proposed projects (i.e., feasibility studies); as
well as projects contracted or underway, but
exclude contractors’ expenditures on
merchandise and labor.

Same, except data include contractors’
expenditures on intermediate inputs of
wages, services, materials, and other
expenses.

Audiovisual

Includes foreign rentals of films and tapes
from U.S. sources.

Includes U.S. rentals of films and tapes
from foreign sources.
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Appendix A—Continued

Activities captured in official U.S. data on cross-border trade in services by industry

Service

U.S. Exports

U.S. Imports

Banking and
securities

Includes commissions and fees for
brokerage services, private placement
services, underwriting services, financial
management services, credit card services,

credit-related services, financial advisory and
custody services, securities lending services,

electronic funds transfer services, asset
management services, and other financial
services. Excludes deposit taking and
lending services.

Same

Computer and data
processing

Includes data entry, processing (both batch
and remote), and tabulation; computer
systems analysis, design, and engineering
services; custom software and programming
services; rights to produce, use, and
distribute general use software, except
prepackaged computer software physically
shipped to or from the United States;
integrated hardware/software services; and
other computer services (e.g., timesharing,
maintenance, and repair). Excludes
operational leasing of computer and data
processing equipment.

Same

Database and other

Includes business and economic database

Same

information services; medical, legal, technical, and
similar database services; general news
services; and credit reporting systems.
Education Includes tuition and living expenses of Includes tuition and living expenses of

foreign students studying at U.S. colleges,
universities, and other institutions of higher
education.

U.S. students studying at foreign
colleges, universities, and other
institutions of higher education through
“study abroad” programs sponsored by
U.S. institutions. From 2002 onward also
includes estimated tuition and living
expenses for U.S. permanent residents
who enroll in a degree program at a
university in Australia, Canada, or the
United Kingdom and reside temporarily in
these countries.

Equipment leasing

Includes rentals for computer and data
processing equipment, transportation
equipment without crew or operators, and all
other machinery and equipment. Excludes
rentals under leases that have been
capitalized, and rentals of any items other
than machinery and equipment, such as real
estate, film rentals, and employee leasing.

Same
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Appendix A—Continued

Activities captured in official U.S. data on cross-border trade in services by industry

Service

U.S. Exports

U.S. Imports

Franchising

Includes fees received under business
format franchising agreements. Business
format franchising is characterized by an
ongoing business relationship between
franchisor and franchisee that includes not
only the product, service, and trademark, but
the entire business format itself. Excludes
receipts for the use of trademarks, except
where such trademarks are part of a
business format franchise.

Same

Health care

Includes inpatient and outpatient fees
charged to foreign residents. Inpatient fees
include all hospital staff and outside
physician fees, tests, drugs, and room and
board. Outpatient charges include outpatient
surgery, physical rehabilitation and therapy,
dermatology, AIDS treatments, and
consultations. Excludes fees for ambulatory
treatment or drugs provided outside a
hospital.

Includes estimates of payments by U.S.
residents traveling abroad for incidental
medical care and payments by U.S.
residents who travel to Mexico and
Canada specifically for medical
purposes.?

Industrial engineering

Includes engineering services related to the
design of movable products, including
product design services. Includes services
performed with the assistance of computers.
Excludes engineering and architectural
services that relate to immovable products,
such as those that relate to proposed
construction services projects.

Same

Insurance Includes primary, reinsurance premiums and |Includes primary, reinsurance premiums
premium supplements paid by foreign and premium supplements paid by U.S.
persons to U.S. insurance carriers operating | persons to foreign insurance carriers
in the U.S. market, net of operating in their home markets, net of
‘normal™® claims paid to foreign persons. ‘normal™® claims paid to U.S. persons.

Installation, Includes maintenance services for machinery |Same

maintenance, and
repair of equipment

and equipment, small maintenance work on
structures, and installation and training
services that are provided by a manufacturer
in connection with the sale of goods, when
the price of these services is not
incorporated into the price of the goods that
is entered on the declaration files with the
U.S. Customs Service.

See footnotes at end of table.
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Appendix A—Continued

Activities captured in official U.S. data on cross-border trade in services by industry

Service

U.S. Exports

U.S. Imports

Intangible intellectual
property (royalties
and license fees)

Includes payments for the sale or use of
intangible assets and proprietary rights.
Includes, among others, license fees and
royalties for industrial processes and
products; royalties for use of copyrighted
material in books, records, and audio tapes;
payments for the use of trademarks and
brand names; license and rental fees for
rights to use or reproduce prerecorded
performances and events; payments for
rights to broadcast and record live
performances; license fees for rights to
distribute or reproduce general-use computer
software; and fees for business-format
franchising.

Same

Legal

Includes legal advice and other legal
services.

Same

Mailing, reproduction,
and commercial art

Includes direct mail advertising services;
mailing services, such as remailing services
in connection with direct mail advertising;
commercial photography, art, and graphic
services; address list compilation; and
stenographic services.

Same

Management,
consulting, and
public relations

Includes management services, except
management of health care facilities;
consulting services, including computer
consulting but excluding consulting
engineering services related to construction
and mining projects; and public relations
services, except those that are part of an
advertising campaign.

Same

Maritime transport

Freight

Port

Includes receipts of U.S.-operated ocean
carriers for the international transportation of
U.S. exports, and receipts of U.S.-operated
carriers transporting foreign freight between
foreign points. Includes revenue on cargo
outbound from U.S. ports, revenue on cross-
trade cargoes, payments for charter hires,
and expenses in foreign countries.

Includes goods and services purchased in
U.S. sea ports by foreign-operated carriers,
including port call, cargo, fuel, and other
vessel expenses.

Includes payments to foreign-operated
ocean carriers for international
transportation of U.S. imports.

Includes goods and services purchased
in foreign sea ports by U.S.-operated
carriers.

Oil and gas field Not available. Data for this industry are Same
included in the architectural, engineering,
construction, and mining services category.

Personnel supply Includes fees paid for employment services Same

and the provision of temporary help and
personnel to perform services on a contract
or fee basis, and the compensation of
workers on the payroll of the agency.
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Appendix A—Continued

Activities captured in official U.S. data on cross-border trade in services by industry

Service U.S. Exports U.S. Imports
Research, Includes laboratory and other physical Same
development, and research, product development services, and
testing product testing services. Also includes
experiments and research and development
activities aboard spacecrafts. Excludes
medical and dental laboratory services.
Sports and Includes fees received for performing arts Includes fees paid for performing arts and

performing arts

and sports events, paid through
management companies, booking agents,
and promoters and presenters; and fees paid
directly to U.S. performers by foreign
persons.

sports events, paid through management
companies, booking agents, and
promoters and presenters; and fees paid
directly to foreign performers by U.S.
persons.

Telecommunication

Predominantly includes net settlement
receipts of U.S. carriers for terminating
inbound foreign calls. Also includes telex,
telegram, and other basic telecommunication
services; value-added services, such as
electronic mail, management of data
networks, enhanced facsimile, and electronic
funds transfers; telecommunication support
services, such as repair and ground station
services; and the launching of
communications satellites.

Same, except predominantly includes net
settlement payments by U.S. carriers to
compensate foreign carriers for
terminating outbound U.S. calls.

Training

Includes educational or training services
provided on a contract or fee basis.
Excludes tuition and fees charged to
individual foreign students by U.S.
educational institutions. Also excludes
training performed by a manufacturer in
connection with the sale of a good.

Includes educational or training services
provided on a contract or fee basis.
Excludes tuition and fees charged to
individual U.S. students by foreign
educational institutions. Also excludes
training performed by a manufacturer in
connection with the sale of a good.

Travel and tourism

Includes expenditures in the United States
by foreign travelers (except foreign
government personnel and their dependents,
and other foreign citizens residing in the
United States) for lodging, food, and
transportation within the United States, and
recreation and entertainment, personal
purchases, gifts, and other outlays
associated with travel in the United States.

Includes expenditures abroad by U.S.
travelers (excluding U.S. Government
personnel and their dependents, and
other U.S. citizens residing abroad) for
lodging, food, and transportation within
foreign countries, and recreation and
entertainment, personal purchases, gifts,
and other outlays associated with travel
abroad.
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Appendix A—Continued
Activities captured in official U.S. data on cross-border trade in services by industry

Service U.S. Exports U.S. Imports

Utilities Includes electric power generation, Same
transmission, and distribution; natural-gas
distribution; operation of water treatment
plants or water supply systems; operation of
sewer systems; and operation of sewage
treatment facilities that collect, treat, and
dispose of waste.

Sources: U.S.Department of Commerce (USDOC), Bureau of Economic Analysis (BEA), U.S. International
Transactions in Private Services: A Guide to the Surveys Conducted by the Bureau of Economic Analysis, March
1998; USDOC, International Trade Administration, Tourism Industries, in conjunction with the U.S. Department of
Justice, Immigration and Naturalization Service, Statistics Canada, and the Banco de Mexico; OECD, Services
Statistics on International Transactions, 119; USDOC, BEA, Survey of Current Business 83, no. 7:35-36; USDOC,
BEA, Survey of Current Business 84, no. 7:60; and USDOC, BEA, Survey of Current Business 85, no. 7:67.

#Payments are based on the number of U.S. residents traveling abroad, a U.S. (BEA) estimate of the share of
travelers requiring medical treatment, and an estimate of the average cost per treatment. USDOC, BEA,Survey of
Current Business 85, no. 7:67.

PNormal losses are inferred from the relationship between actual losses and premiums averaged over several
years. USDOC, BEA, Survey of Current Business 83, no. 7:35-36.




APPENDIX B
Activities Captured in Official U.S. Data on

Affiliate Transactions bx Industrx






Appendix B

Activities captured in official U.S. data on affiliate transactions by industry

Service

Sales and Purchases

Accounting

Auditing of accounting records, designing of accounting systems, preparing financial
statements, developing budgets, preparing tax returns, processing payrolls,
bookkeeping, and billing services.

Advertising

The creation of advertising campaigns and placing such advertising in periodicals,
newspapers, radio, television, and other media. Activities include advice, creative
services, account management, production of advertising material, media planning,
and placement of advertisements.

Audiovisual

Motion picture, television tape, film, and sound recording production; distribution
services; post-production services such as editing, film/tape transfers, and subtitling;
and operating motion picture theaters. Does not include video tape and disk rentals,
or wholesale distribution of video cassettes and sound recordings.

Banking and
securities

Includes nondepository credit intermediation (credit card issuing, sales financing,
mortgage companies, mortgage broking, international trade financing, and consumer
finance companies); investment banking and securities dealing; securities
brokerage; commodity contracts dealing and brokerage; portfolio management
services; investment advisory services; and trust, fiduciary, and custody activities.
Excludes lending and deposit-taking activities of depository institutions.

Computer and data
processing

Includes the provision of expertise in the field of information technologies through
one or more of the following activities: writing, modifying, testing, and supporting
software to meet the needs of a particular customer; planning and designing
computer systems that integrate computer hardware, software, and communication
technologies; on-site management and operation of clients’ computer systems
and/or data processing facilities; and other professional and technical computer-
related advice and services.

Construction

The construction of buildings and other structures, heavy construction (such as
highways, power plants, and pipelines), land subdivision and development,
additions, alterations, installation, maintenance, and repair services. Includes
demolition services or clearing of building sites, along with other land preparation
services. Also includes “Special Trade Contractors” which often subcontract to
general contractors, such as plumbing, painting, electrical, masonry, and carpentry
contractors.

Education

Instruction and training in any subject, either for-profit or nonprofit, by either privately
or publicly owned entities. Includes preschools; elementary schools; secondary
schools; community colleges, four-year colleges and universities; professional
schools; and technical training schools specializing in various subjects, such as
secretarial skills, computer training, cosmetology, language instruction, automobile
driving, flight instruction, and fine arts. This category also includes educational
support services, such as educational consultants, guidance counseling services,
and student exchange services.

Environmental

Includes environmental testing and analytical services, wastewater treatment works,
solid waste management, hazardous waste management, remediation and industrial
services, and environmental consulting and engineering.

Equipment leasing

Rental and leasing of commercial-type and industrial-type (nonconsumer) machinery
and equipment. Establishments included in this group are generally involved in
providing capital or investment-type equipment that clients use in their business
operations. Includes construction, transportation, mining, and forestry machinery,
and other commercial equipment rental and leasing. Excludes leasing affiliates of
commercial banks.
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Appendix B—Continued
Activities captured in official U.S. data on affiliate transactions by industry

Service

Sales and Purchases

Express delivery

(Couriers and messengers) Intercity and/or local delivery of parcels that may be
handled by one person without using special equipment. May include collection,
pick-up, and delivery operations using limited labor and minimal equipment.

Health care

Includes hospitals; offices of physicians, mental health specialists, and other health
care providers; outpatient care centers, including family planning, mental health, and
substance abuse centers; medical laboratories; home health care services; nursing
and residential care facilities; and providers of social assistance services, including
adoption agencies, youth centers, child day-care services, and services for the
elderly.

Insurance carriers
and related activities

Insurance carriers primarily engaged in underwriting annuities and insurance policies
and investing premiums to build up a portfolio of financial assets to be used against
future claims. Includes direct life, health, and medical insurance carriers,
property/casualty and title insurance carriers, and reinsurance carriers. Also
includes insurance agencies and brokerages, which are primarily engaged in acting
as agents in selling annuities and insurance policies, and insurance claims
adjusters.

Legal

Includes the services of lawyers or attorneys primarily engaged in the practice of
law, notaries, real estate settlement services, real estate title abstract services, and
patent agent services.

Maritime transport

Deep sea, coastal, and Great Lakes water transportation, including both freight and
passenger transportation, using ships, barges, and boats.

Oil and gas field
services

Includes drilling of oil and gas wells and other support services for oil and gas
operations performed on a contract or fee basis, such as excavating slush pits and
cellars; grading and building foundations at well locations; and cleaning out, bailing,
and swabbing wells.

Retail distribution

Sales of merchandise to the general public for personal or household consumption,
and services related to such sales, including after-sale repairs. Retailers fall into
store and non-store categories, such as catalogs, door-to-door sales, and the
Internet.

Telecommunication

Includes the operation, maintenance, or provision of access to facilities for the
transmission of voice, data, text, and full motion picture video between network
termination points, and telecommunications reselling. Includes wired, wireless, and
satellite telecommunications.

Utilities

Includes generation, transmission, and/or distribution of electric power; distribution
or marketing of natural gas for resale or to final consumers; and operation of water
treatment plants, water supply systems, or sewage treatment and/or disposal
systems.

Sources: OMB, North American Industry Classification System, 1998; and USDOC, BEA, “Guide to
Industry and Foreign Trade Classifications for International Surveys,” October 1997.

B-4




APPENDIX C
Bibliograghx






Accenture. Online Fact Sheet. http://newsroom.accenture.com/section_display.cfm?section id.

Adlung, Rudolf and Antonia Carzaniga. “Health Services Under the General Agreement on Tradein
Services.” Bulletin of the World Health Organization 79, no. 4 (2001):352-364.
http://www.who.int/bulletin/archives/79(4)352.pdf.

AméricaMovil, “Description of Group.” http://www.americamovil.conm.

American Institute of Architects, International Committee. “AlA International Affairs Update.”
May 2006. http://www.aia.org/.

American Telemedicine Association.” Telemedicine, Telehealth and Health Information Technology.”
ATA lIssue Paper, May 2006. http://www.americantel emed.org/news/policy issues/HIT _Paper.pdf.

Arnold, Thomas K. "Windows Continue to Shrink.” Home Media Magazine. March 1, 2006.
http://www.homemediaretailing.cony.

Association of American Medical Colleges (AAMC). “AAMC Statement on the Physician Workforce.”
June 2006. http://www.aamc.org/workforce/workforceposition.pdf.

. “Help Wanted: More U.S. Doctors.” Help Wanted Data Charts.
http://www.aamc.org/workforce/workforcecharts.pdf (accessed March 7, 2007).

BBC News Online. International version.” Bolivia Gas Under State Control.” May 2, 2006.
http://news.bbc.co.uk/go/pr/fr/-/2/hi/americas/4963348.stm.

. International version. “Ukrainian Gas Row Hits EU Supplies.” January 1, 2006.
http://news.bbc.co.uk/qo/pr/fr/-/2/hi/europe/4573572.stm.

BNA. “India’s Mode 4 Demands.” International Trade Daily 19. January 30, 2007.

BT Group, “Délivering the Future: BT's 21 Century Network.” http://www.btplc.com/21cn/.

Baker, Laurence, Howard Birnbaum, Jeffrey Geppert, David Mishol, and Erick Moyneur. “The
Relationship Between Technology Availability and Health Care Spending.” Health Affairs Web
Exclusive, W3-538. November 5, 2003. http://www.healthaffairs.org/.

Balfour, Frederick. “Vietnam's Growing Role in Outsourcing.” BusinessWeek.com. December 11, 2006.
http://www.busi nessweek.com/technol ogy/content/dec2006/tc20061211 099877.htm.

Baumoal, William J., and Alan B. Krueger. “An Interview with William J. Baumol.” Journal of Economic
Perspectives 15, no. 3 (Summer 2001); 211-231.

Becerik, Burcin and Spiro N. Pollalis. Computer Aided Collaboration in Managing Construction.
Harvard Design School Design and Technology Report Series 2006-02. 2006.

BitTorrent. “ About Us.” http://www.bittorrent.com/ (accessed November 17, 2006).

Breed, Keith. “The Long Haul.” Total Telecom Magazine. November 2006.

Bright, Julian. “No Frills.” Total Telecom Magazine. May 2005.

C-3



Bridges Weekly Trade News Digest. “ Zambiato Lead LDC Group in WTO Work.” Val. 9, no. 6,
February 23, 2005. http://www.ictsd.org/weekly/index.htm.

Bureau van Dijk Electronic Publishing. ORBIS. Global Company Information Database. (accessed
January 29, 2007).

. Zephyr. Online Mergers & Acquisitions Database. (accessed January 29, 2007).

Burton, John and Michiyo Nakamoto. “ Deregulation Sparks Shift to VolP In Asian Telecoms.” Financial
Times. September 27, 2005. http://www.ft.conm/.

Busse, Reinhard and Annette Riesberg. “Health Care Systemsin Transition: Germany.” World Health
Organization report on behalf of the European Observatory on Health Systems and Policies.
Copenhagen: WHO Regional Office for Europe, 2004.
http://www.euro.who.int/Document/E85472.pdf .

Canadian National Energy Board. Energy Market Assessment. Canadian Electricity Exports and
Imports. Calgary: NEB, January, 2003.
https.//www.neb-one.gc.ca/energy/Energy Reports/ EM A El ectri city Exportsl mportsCanada?2003_e.pdf.

. Energy Market Assessment. Outlook for Electricity Markets 2005—
2006. Calgary: NEB, June 2005.
http://www.neb-one.gc.ca/energy/EnergyReports EM A El ectricityM arkets2005 2006 _e.pdf.

Center for Entertainment Industry Data and Research (CEIDR). The Global Success of Production Tax
Incentives and the Migration of Feature Film Production from The U.S. to the World, Year 2005
Production Report. Encino, CA: CEIDR, 2006.

Chanda, Rupa. “ Trade in Health Services.” Trade in Health Services: Global, Regional and Country
Perspectives. Washington, DC: Pan American Health Organization, 2002.

China Business Review. “Moving Forward on Distribution.” November-December 2005, 24—29.

Chinadaily.com. “Private, Foreign Investment Boost Chinese Film Industry.” January 12, 2005.
http://www.chinadaily.com.cn/english/doc/2005-01/12/content_418728.htm.

Cho, Aileen and Debra K. Rubin. “Other People’s Money.” Engineering News-Record. August 21/28,
2006.

Christensen, Clayton M., Scott D. Anthony, and Alexis Slawby. “Is the Party Ending for Wireless?’
Forbes.com. March 20, 2007.
http://www.forbes.com/2007/03/19/wirel ess-verizon-fon-lead-innovate-cx_cc_0320christensen.html?

partner=email.

Coalition of Service Industries. “Written Testimony on the Free Trade Agreement Between the United
States and Malaysia for the Trade Policy Staff Committee of the United States Trade Representative.”
May 12, 2006. http://www.uscsi.org/pdf/Malaysia%20_TPSC_051206.pdf.

Danish Wind Industry Association. “Did You Know?" http://www.windpower.org/en/didyouknow.htm
(accessed September 25, 2006).




Datamonitor. Industry Profile: Global Automotive Retail. April 2006.
. Industry Profile: Global Construction & Engineering. May 2006.
. Industry Profile: Global Construction & Engineering. May 2005.
_ .Industry Profile: Global Telecommunications Services. April 2006.

Deloitte. Global Financial Services. Global Asset Management Industry Outlook: Top 10 Issues, 2005.
http://www.del oitte.com/dtt/research/0,1015,cid%253D 72230,00.html.

Deloitte & Touche USA, LLP. Technology, Media & Telecommunications Group. “TMT Trends:
Predictions, 2006.” 2006.

Dickie, Mure. “China Blocks Skype Web Phone Service.” Financial Times. September 9, 2005.
http://www.ft.com/.

Docteur, Elizabeth, and Howard Oxley. “Hedth-Care Systems:. L essons from the Reform Experience.”
OECD Economics Department Working Paper #374, 2003.
https://www.oecd.org/dataoecd/49/29/38031581.htm.

Dow Jones Newswires. “Deutsche Telekom Has 25,000 TV Subscribers—Press.” Total Telecom Online.
January 11, 2007. http://www.totaltele.com/.

Dranove, David and Mark A. Satterthwaite. “ The Industrial Organization of Health Care Markets.”
Chapter 20 in Handbook of Health Economics 1, Part 2, via ScienceDirect.
http://www.sciencedirect.com/sciencel/article/B7P5R-4FF8276-
11/2/3fbe6edef 564656f0e10932b0c086ele (accessed February 15, 2007).

Eastwood, Gary. “The Top 10 Telecoms Operators. Transformation, Growth and Convergence in the
Leading Players.” Business Insights, Ltd. Technology Report. June 2006.

Economist. “ Chinese Cinema: No Direction.” April 27, 2006.
. “Gaming Gases.” June 10, 2006.

. “Here We Go Again, Sort Of.” October 12, 2006. http://www.economist.com/.

. “Out of Africa.” December 7, 2006. http://www.economist.com/.

. “Swamp Things.” September 21, 2006. http://www.economist.conv.

. “Taking the Battle Online.” September 1, 2005. http://www.economist.com/.

. “Talk Is Cheap.” December 7, 2006. http://www.economist.conv.

.“The End Of The Line.” October 12, 2006. http://www.economist.con/.

. “The Phone Call Is Dead; Long Live the Phone Call.” December 2, 2004.
http://www.economist.com/.




. “The Teachings of the Virgin.” January 19, 2006. http://www.economist.con/.

. The World in 2006. “ Connecting the Next Billion.”
. “Till Death Us Do Part.” October 28, 2004.
. “To the Barricades.” March 2, 2006.

. “Tuning Into The Future.” October 12, 2006. http://www.economist.conv.

. “Winners and Losers.” October 13, 2006. http://www.economist.com/.

.“Your Television IsRinging.” October 12, 2006. http://www.economist.conv.

Economist Intelligence Unit. “Country Finance: China.” August 2006. http://www.eiu.con.

. ViewsWire Consumer Goods Briefing. “World Consumer Goods and Retail Forecast: End to
Easy Money.” August 14, 2006. http://www.eiu.conv.

. ViewsWire Consumer Goods Briefing. “World Consumer Goods and Retail Outlook: Pastures
New.” August 24, 2005. http://www.eiu.conv.

EMCOR UK. “EMCOR Drake & Scull Wards Off Competition to Win NHS Contract.” Press release,
July 2004. http://www.emcoruk/con.

. “EMCOR on Track With £1.4m Rail Contract.” Press release, May 2004.
http://www.emcoruk/comy/.

. “EMCOR Rail Addsto CTRL Work with £11 Million Contract Win.” Press release,
August 2004. http://www.emcoruk/comy/.

Engineering News-Record, “Fast Growth Propels Indiato the Top.”

. ToplLists. “The Top 225 Global Contractors.” August 21/28, 2006.

. ToplLists. “The Top 150 Global Contractors.” August 22/29, 2005.

. ToplLists. “The Top 150 Global Design Firms.” July 24, 2006.

. ToplLists. “The Top 150 Global Design Firms.” July 25, 2005.

Environment Canada. Climate Trends & Variation Bulletin, National Summary. “Temperature &

Precipitation in Historical Perspective: Annual 2006.”
http://www.msc-smec.ec.gc.ca/ccrm/bull etin/annual 06/national_e.cfm (accessed April 2, 2007).

European Commission. Eurostat. “NACE Division 52: Retail Trade, Except of Motor Vehicles and
Motorcycles; Repair of Personal and Household Goods - Output Indicators.” General and regional
statistics. http://www.eurostat/com/ (accessed February 2, 2007).




European Union Chamber of Commerce. “ European Business in China Position Paper 2004
Construction Working Group Position Paper.” 2004.
http://www.europeanchamber.com.cn/show/details.php? d=86.

Evans, Melanie. “Help From India Inc.” Modern Healthcare. January 9, 2006.
Evans, Peter. Liberalizing Global Trade in Energy Services. Washington, DC: The AEI Press, 2002.

Financia Leaders Group. “Financial Leaders Group Calls Further Financial Services Liberalization
Essential to Doha Round Success.” Press release, February 10, 2005. Geneva.

Financial Times. “Hollywood Warned About Piracy.” October 8, 2006. http://www.ft.com/.

. “Hollywood’ s Blockbuster Budgets L eave the Chests Bare.” July 17, 2006.
http://www.ft.com/.

. “Paramount in $300m Dresdner Film Deal.” October 2, 2006. http://www.ft.comy/.

Fitch, Thomas P. A Dictionary of Banking Terms. New Y ork: Barron’s, 1990.

Fluor Corporation. “Fluor to Build Chemical Plant in the UK.” Corporate news release,
November 1, 2004. http://www.fluor.com/.

. “Fluor Wins UK Chemical Project.” Corporate news release, May 13, 2004.
http://www.fluor.conm/.

Frostin, Paul. “No End In Sight to Medical Inflation.” Managed Care Magazine. January 2004.
http://www.managedcaremag.com/archives/0401/0401.plan2009_fronstin.html.

Gardner, W. David. “Skype Service Is Blocked in Middle East Country.” TechWeb Technology News.
June 21, 2005.

Gartner Datagquest. Forecast: I'T Services, Worldwide, 2006-2010 (Final Update). October 23, 2006.
http://www.gartner.com/DisplayDocument?doc_cd=144127.

Gartner, Inc. “ Gartner Says Worldwide IT Services Revenue Grew 6 Percent in 2005.” Press release,
June 13, 2006. http://www.gartner.com/press releases/asset 153597 11.html.

Greico, Elizabeth. U.S. Department of Homeland Security, Office of Immigration Statistics Policy
Directorate. “ Temporary Admissions of Nonimmigrants to the United States. 2005.” Annual Flow
Report. July 2006. http://www.dhs.gov/xlibrary/assets/statistics/publications/2005_ NI _rpt.pdf.

Grim, Robert and Thomas Searle. “ Design-Build Developments, Challenges and Future Prospectsin
Developing Countries.” Presentation at the Design-Build Institute of America s 2006 Design-Build
Expo, Nashville, TN, October 17, 2006.

Grupo Ferrovial. “ Cintra Lands the First Concession for a Toll Road in the Trans-Texas Corridor Project
inthe U.S.” June 29, 2006. http://www.ferrovial.es/index.asp?TR=C& | DR=1348& r=1024* 768.

Halliburton. “KBR Consortium Awarded Rathcormac-Fermoy Bypass DBFO.” Press release,
June 21, 2004. http://www.halliburton/com/.




. “KBR and Vestas Consortium Awarded Barrow Offshore Windfarm Contract.” Press
release, July 26, 2004. http://www.halliburton/com/.

Hellbrun, James. “Baumol’s Cost Disease.” A Handbook of Cultural Economics. Edward Elgar:
Cheltenham, UK/Northampton, MA, USA: 2003. http://hdl.handle.net/1765/782.

Hennes & Mauritz, AB. H&M Annual Report 2005.
http://www.hm.com/usg/investorrel ations/financial reports/annual reports _ investorannual reports.
nhtml.

Herrerra, Berlioth. “1CE En Jacque Por Auge Telefoniaa Travers de Internet.” La Nacion.
February 12, 2005. http://www.nacion.conv.

Hirai, Schunichi. “Impediments in Construction and Engineering Services.” Intitute of Developing
Countries, Japan External Trade Organization. APEC Study Center Working Paper Series No. 14,
1997. http://www.ide.go.jp/English/Publish/A pec/pdf/96wp_14.pdf.

Hurst, Jeremy, and Hyoung-Sun Jeong. “ An Assessment of the Performance of the Japanese Health Care
System.” OECD Labour Market and Social Policy Occasional Papers no. 56, 2001.

IBISWorld. Industry Report: General Medical and Surgical Hospitals in the US. June 29, 2005.
. Industry Report: Global Movies Production and Distribution. September 12, 2006.

IndUSHealth. “What Patients Often Ask.” http://www.indushealth.com/what _ask.htm (accessed
March 21, 2007).

Industry Canada. Information and Communications Technologies Branch. Spectrum, Information
Technologies and Communications Sector. Information and Communications Technol ogies Statistical
Overview: Trade of ICT Goods and Services, 1997-2005. Updated July 2006.
http://strategis.ic.gc.ca/epic/internet/inict-tic.nsf/vwapj/0107015e.pdf/$FI L E/0107015e.pdf.

Insurance Information Institute. Thel.l.l. Insurance Fact Book 2007. New Y ork: Insurance Information
Institute, 2007.

International Business Machines Corporation (IBM). IBM 2005 Annual Report.
http://www.ibm.com/annualreport/2005/md_4segment.shtml.

IBM. “Computer Services and Management Consulting: Opportunitiesin the World Trade Organization.”
http://www.ibm.com/ibm/governmental programs/computer servi cesasndmanagementconsul ting.pdf.

. “IBM Opens Development Center in Russia, Plans to Invest $40 Million Over 3 Years.” Press
release via Associated Press. June 20, 2006.
http://www.ibm.com/ibm/governmental programs/russial ab.doc.

International Trade Forum. “Trade in Services. Awareness, the First Step.” February 2005.
http://www.tradeforum.org/.

Investment Company Institute. 2006 Investment Company Factbook. Washington, DC: Investment
Company Institute, 2006. http://www.ici.org/stats/res/2006_factbook.pdf.




. “Competition in the Mutual Fund Business.” Research commentary.
January 2006. http://www.ici.org/statements/remarks/rc_competition.pdf.

Johns Hopkins International. “JHI Telehealth Programs.”
http://www.hopkinstel emedicine.com/TEL /athopkins/international/ (accessed November 13, 2006).

Johnson, Carla. “Doctors Predict Family Physician Shortage.” Times Union. September 27, 2006.
http://www.timesunion.com/A spStories/storyprint.asp?storyl D=520443.

Kaiser Family Foundation. “ Capitol Hill Watch: House Approves Bill Increasing Visas for Foreign
Nurses.” Health Policy Daily Report. June 21, 2006.
http://www.kaisernetwork.org/daily_reports/rep_index.cfm?DR_1D=38047& hint=3.

Kemp, lan and John Mason. “Picking Up Speed.” Total Telecom Magazine. March 2006.

“Key Drivers Behind Recent Retail Acquisitions.” Panel discussion with RILA membersat RILA Annual
L eadership Conference, Dallas, Texas, October 16, 2006.

Khor, Martin. “G-90 Poor Countries Make Advances.” Third World Network, June 4, 2004,
http://www.twnside.org.sg/title2/gtrends16.htm.

LVMH Group. LVMH 2005 Annual Report. http://www.lvmh.conv.

LaFranciere, Sharon. “Cellphones Catapult Rural Africato 21% Century.” New York Times.
August 25, 2005. http://www.nytimes.com/.

Lennighan, Mary. “Going To Extremes.” Total Telecom Magazine. April 2006.
. “Latin Hotspot.” Total Telecom Magazine. March 2006.

. “Telcos Should Think Twice About TV.” Total Telecom Online. March 5, 2007.
http://www.totaltel e.con/.

. “The PriceisRight.” Total Telecom Magazine. March 2007.

Mackenzie, Kate. “Q&A: What Is Voice-Over-IP?’ Financial Times. August 24, 2005.
http://www.ft.com/.

Mahapatra, Rgjesh . TCS Says Outsourcing Deals Helped Profit.” Jan. 15, 2007, The Associated Press.

Mamdouh, Hamid. “Movement of Natural Persons Under the GATS.” Presentation at International
Organization for Migration/World Bank/WTO Trade and Migration Seminar, Geneva,
October 4, 2004. http://www.wto.org/english/tratop e/serv_e/sem _oct04 e/sem _oct04 e.htm.

Marconini, Mario. “Emergency Safeguard Measures in the GATS: Beyond Feasible and Desirable.”
United Nations Conference on Trade and Development (UNCTAD), Trade Negotiations and
Commercia Diplomacy Branch. UNCTAD/DITC/TNCD/2005/4. March 9, 2005.

Mattoo, Aaditya and Sacha Wunsch. “ Preempting Protectionism in Services; The WTO and
Outsourcing.” World Bank Policy Research Working Paper 3237, March 2004.



Mergent Online. Company and Industry Analysis. The North America Healthcare Sectors. June 2005.
http://www.mergentonline.conm/.

Merrell, Dr. Ronald C. “Telemedicine in Surgery.” Global Surgery: Future Directionsin 2005.
http://www.touchbriefings.com/pdf/1438/merrell.pdf.

Merrick, Chris. “IPTV—-The Great Service Gamble.” Total Telecom Online. March 8, 2007.
http://www.totaltel e.con/.

Merrill Lynch. “Black Rock and Merrill Lynch Investment Managers to Combine, Forming One of the
World's Largest Independent Investment Management Firms.” Press release. February 15, 2006.
http://www.ml.com/.

Meyerson, Bruce. “Phone, Cable Companies to Battle in 2007.” Associated Press. December 18, 2006.
http://news.yahoo.conv.

Molony, David. “Deep Impact.” Total Telecom Magazine. March 2006.

__ .“Great Expectations.” Total Telecom Magaz ne. February 2007.
______.."“OntheLine.” Total Telecom Magazine. August 2006.

Moody’s. “Medical Services.” Precis Industry. West Chester, PA: Economy.com, Inc., 2006.
Morris, Anne. “Reverting to Hype.” Total Telecom Magazine. March 2007.

___ ."“TheNext Wave.” Total Telecom Magazine. March 2007.

Motion Picture Association (MPA). MPA Shapshot Report: 2005 Domestic Theatrical Market.
March 2005.

. MPA Shapshot Report: 2005 Inter national Theatrical Market. July 2006.

. Trade Barriers to Exports of U.S. Filmed Entertainment: 2006 Report to the
United States Trade Representative. November 2005.

Motion Picture Association and L.E.K. Consulting. The Cost of Movie Piracy. 2006.
National Association of Software & Service Companies (NASSCOM). “Indian IT Industry: NASSCOM

Analysis.” IT Industry Fact Sheet, 2006.
http://www.nasscom.in/upload/5216/Indian IT Industry Factsheet 2006.pdf.

NASSCOM and Hewitt Associates. NASSCOM - Hewitt Total Rewards Study 2005.
http://www.nasscom.in/custompages/Hewittstudy/def aul t.asp?id=0.

Nielson, Juliaand Daria Taglioni. “ Services Trade Liberaization: Identifying Opportunities and Gains.”
Organization for Economic Cooperation and Development (OECD). OECD Trade Policy Working
Papers, No. 1, 2004.

C-10



Organization for Economic Cooperation and Development (OECD). Working Party of the Trade
Committee. Assessing Barriersto Trade in Services, The Scheduling of Economic Needs Testsin the
GATS An Overview. Publication TD/TC/WP(2000)11/FINAL. Paris: OECD, 2000.

. Directorate for Science, Technology and Industry; Committee for Information, Computer and
Communications Policy. Working Party on Telecommunication and Information Services Policies.
“Broadband Audio-visua Services. Market Developmentsin OECD Countries.”
DSTI/ICCP/ITISP(2003)6/FINAL, January 13, 2004.

. OECD Information Technology Outlook 2006. Paris. OECD, 2006.
Pavignani, Enrico. World Health Organization. “ Analysing Disrupted Health Sectors: A Toolkit: Module

12: Formulating Strategies for the Recovery of a Disrupted Health Sector.”
http://www.who.int/hac/techguidance/recovering_healthsector/en (accessed March 29, 2007).

Planet Retail. Company profile. “Ahold.” November, 2006. http://www.planetretail/net/.

. “Aldi.” November, 2006. http://www.planetretail/net/.

. “Delhaize Group.” November, 2006. http://www.planetretail/net/.

. “Seven & |.” November, 2006. http://www.planetretail/net/.

. “Tengelmann.” November, 2006. http://www.planetretail/net/.

“Wal-Mart.” November, 2006. http://www.planetretail/net/.

Point Carbon. Carbon 2006: Towards a Truly Global Market. Report published at Point Carbon’ s third
annual conference, Copenhagen, February 28-March 2, 2006.
http://www.pointcarbon.com/getfile.php/fileelement 74094/Carbon 2006 fina print.pdf.

Poon, Aries. “China Netcom Fixed-Line Users Down 3.6%.” Total Telecom Online. March 5, 2007.
http://www.totaltele.com/.

PricewaterhouseCoopers. “ The Factors Fueling Rising Healthcare Costs 2006.” Prepared for America' s
Health Insurance Plans, January 2006.
http://www.pwc.com/extweb/pwcpublications.nsf/doci d/E4COFC004429297A 852571090065A 70B/$
File/ahip-factors fueling_rising_hc-costs.pdf (accessed March 7, 2007).

Primetrica, Inc. “BT Plans IPTV Launch Next Week.” CommsUpdate. November 28, 2006.
http://www.telegeography.com/cu/article.php?article id=15590& email=html.

. “Magyar Telekom To Offer Commercia IPTV.” CommsUpdate. November 29, 2006.
http://www.telegeography.com/cu/article.php?article id=15609& email=html.

.“TDC Launches IPTV.” CommsUpdate. March 6, 2007.
http://www.tel egeography.com/cu/article.php?article id=16920& email=html.

. TeleGeography 2007. 2006. http://www.tel egeography.com.

C-11



.“Verizon Turns On TV.” CommsUpdate. March 2, 2007.
http://www.tel egeography.com/cu/article.php?article id=16887& email=html.

. “VolP Ban Will Not Be Lifted.” CommsUpdate. November 15, 2006.
http://www.tel egeography.com/cu/article.php?article id=16170& email=html.

.“BT Claims A Million Vol P Customers.” CommsUpdate. January 10, 2007.
http://www.tel egeography.com/cu/article.php?article id=16920& email=html

Reina, Peter and Gary J. Tulacz. “The Top 225 International Contractors.” Engineering News-Record.
August 22/29, 2005.

Screen Digest. Global Cinema Exhibition Trends. October 2006.
. World Film Production/Distribution. June 2006.

Securities Industry Association. Securities Industry Factbook 2006. New Y ork: Securities Industry
Association: 2006.

ShowBIZ Data. Worldwide Global Theatrical Market Shares for 2005.
http://www.showbizdata.com/worldshares.cfm (last accessed November 17, 2006).

Soares, Adriano Campolina. “G20, G90 and G33: Challenges for Building a New Palitics.” In Terraviva,
January 23, 2005. http://www.globalpolicy.org/.

Standard & Poor’s. Global Industry Survey: Investment Services. Asia. May 2006.

. Global Industry Survey: Investment Services. Europe. June 2006.

. Global Industry Survey: Telecommunications. Wireless - Asia. October 2006.
. Global Industry Survey: Telecommunications. Wireless - Europe. September 2006.
. Global Industry Survey: Telecommunications. Wireless - Latin America. July 2006.
. Industry Survey: Investment Services. May 4, 2006.

. Industry Survey: Movies & Home Entertainment. September 21, 2006.

. Industry Survey: Retailing - Specialty. July 20, 2006.

. Industry Survey: Telecommunications: Wireless. September 28, 2006.

. Industry Survey: Telecommunications: Wireline. August 24, 2006.

Statistics Canada, Summary Tables. “Energy Supply and Demand, by Fuel Type.”
http://www40.statcan.ca/l 01/cst01/prim72.htm (accessed April 2, 2007).

Steidtmann, Carl. “ Consumer Business Challenges: The Case for Going Global.” Presentation at Retail
Industries Leaders Association (RILA) Annua Leadership Conference, Dallas, Texas,
October 17, 2006.

Taaffe, Joanne. “Africa: Walking Tall.” Total Telecom Magazine. February 2007.

C-12



. “On the Defensive.” Total Telecom Magazine. March 2007.

Tata Consultancy Services, Ltd. “TCS Signs Shareholder Promoters Agreement to Establish Software

Joint Venture with Chinese Firms.” News release, July 2006.
http://www.tcs.com/O_media_room/rel eases/200607july/TCS Chinese.htm.

Taylor, Paul, Mark Odell, Michiyo Nakamoto, and Richard Waters. “Why VolIP |s Quickly Coming of

Age.” Financial Times. September 8, 2005. http://www.ft.com/.

Telecom Markets. “Europe’s Incumbents Begin Closing Gap on VolP Rivals.” Issue 536,

January 16, 2007.

Telefonica, “Latin American Countries.”

http://www.tel ef oni ca.es/acercadetel ef oni ca/eng/ldescripcion/paises america latina.shtml.

Total Telecom Magazine. “NGN: The Big Turn Off.” May 2005.

. “The Next Hurdle.” April 2006.

United Nations Conference on Trade and Development. Changing Dynamics of Global Computer

Software and Services Industry: Implications for Developing Countries. New Y ork and Geneva:
United Nations, 2002.

U.S. Census Bureau, Estimated Advanced Monthly Sales for Retail and Food Services. Table 2.

April 2007. http://www.census.gov.

. “Estimated Annual Retail and Food Services Sales by Kinds of Business: 1992

Through 2005.” Sales data. Annual Retail Trade Survey 2004.
http://www.census.gov/svsd/retlann/view/tabl e2.txt.

U.S. Chamber of Commerce. “China’ s WTO Implementation and Other I ssues of Importance to

American Businessin the U.S.-China Commercia Relationship.” September 2005.
http://www.uschamber.com/publications/reports/050913 china.htm.

U.S. Congress. House. Nursing Relief for Disadvantaged Areas Reauthorization Act of 2005. HR 1285.

109" Cong., 1% sess. Accessed through http://thomas.loc.gov/ (accessed February 5, 2007).

U.S. Department of Commerce (USDOC). Bureau of Economic Analysis (BEA). Annual Industry

Accounts: Gross Domestic Product (GDP) by Industry. http://bea.gov/industry/index.htm#annual .

. BEA. U.S Direct Investment Abroad, Comprehensive Financial and Operating Data. “Table

I11.F 3: Sales by Affiliates, Industry of Affiliate by Destination.” 2004 Preliminary Estimates.
http://bea.gov/bea/ai/iidguide.htm#link12b.

. BEA. National Income and Product Accounts Data. “Real Gross Domestic Product, Expanded

Detail, Chained Dollars.” Table 1.5.6.
http://www.bea.gov/national/nipaweb/Sel ect Table.asp?Sel ected=Y (accessed March 29, 2007).

. BEA. National Income and Product Accounts Data. “Real Personal Consumption Expenditures
by Major Type of Product, Chained Dollars.” Table 2.3.6.
http://www.bea.gov/national/nipaweb/Sel ect Table.asp?Sel ected=Y (accessed March 29, 2007).

C-13



. BEA. Survey of Current Business 86, no. 8 (August 2006), 142, “Full-Time Equivalent
Employees by Industry,” table 6.5D.

. BEA. Survey of Current Business 85, no. 10 (October 2005).
. BEA. Survey of Current Business 83, no. 10 (October 2003).
. BEA. Survey of Current Business 72, no. 6 (June 1992).

. BEA. U.S. Commercial Service (USCS) China. “ Architecture Construction Engineering:
Industry Overview.” http://www.buyusa.gov/ (last accessed January 3, 2007).

. BEA. USCS China. “ Architecture, Construction and Engineering (ACE) Services Market in
China.” Market analysis. http://buyusainfo.net/docs/x_3292293.pdf (accessed March 13, 2007).

. BEA. USCS Mexico. “Building & Construction in Mexico.” http://www.buyusa.gov/ (accessed
March 9, 2007).

U.S. Department of Energy. “ States with Renewable Portfolio Standards.” Interactive map.
http://www.eere.energy.gov/states/maps/renewable _portfolio_states.cfm (accessed
September 25, 2006).

. Energy Information Administration (EIA). “Country Analysis Brief: Canada.” April 2006.
http://www.eia.doe.gov/emeu/cabs/Canada/Background.html.

. EIA. “Country Analysis Brief: Mexico.” December 2005.
http://www.ei a.doe.gov/emeu/cabs/M exico/Background.html.

. EIA. “Country Analysis Brief: Paraguay/Uruguay.” November 2006.
http://www.ei a.doe.gov/emeu/cabs/Paraguay Uruguay/Background.html.

. EIA. “International Electricity Exports, All Countries, 1980-2004.” July 7, 2006.
http://www.ei a.doe.gov/pub/international/ieal f/tabl es3.xIs.

. EIA. International Electricity Generation Tables. July 7, 2006.
http://www.ei a.doe.gov/emeu/i nternati onal/el ectricitygeneration.html.

. EIA. International Electricity Price and Fuel Cost Tables. September 26, 2006.
http://www.ei a.doe.gov/emeu/international/el ectricityprice.html.

. EIA, Net Electricity Generation, All Countries, 1980-2004. September 26, 2006.
http://www.ei a.doe.gov/emeu/i nternati onal /el ectri citygeneration.html

. EIA. “U.S. Electricity Imports from and Electricity Exports to Canada and Mexico, 1994
through 2005.” October 6, 2006. http://www.eia.doe.gov/cneaf/el ectricity/epalepaxifile6 3.xls.

U.S. Department of Health and Human Services. Center for Medicare and Medicaid Services. “NHE
Summary Including Share of GDP, CY 1960-2005." National Health Expenditure Data.
http://www.cms.hhs.gov/NationalHealthExpendData/02_National Heal thA ccountsHistorical .asp#Top
OfPage (accessed March 29, 2007).

C-14



. “Confronting the New Health Care Crisis: Improving
Health Care Quality and Lowering Costs by Fixing Our Medical Liability System.” July 24, 2002.
http://aspe.hhs.gov/daltcp/reports/litrefm.pdf.

U.S. Department of Labor. Bureau of Labor Statistics. “ Computer Systems Design and Related Services,
2006-2007 Edition.” Career Guide to Industries. http://www.bls.gov/oco/cg/cgs033.htm (accessed
April 10, 2007).

U.S. International Trade Commission (USITC). Recent Trendsin U.S. Services Trade. USITC
Publication no. 3514. Washington, DC: USITC, May 2002.

. Renewable Energy Services. An Examination of U.S. and Foreign Markets. USITC Publication
3805. Washington, DC: USITC, 2005.

United States Trade Representative (USTR), “Bilateral Trade Agreements.” http://www.ustr.gov/.

. “Outline of the U.S. Position on a Draft Consolidated Text in the GATS Working Party on
Domestic Regulation.” U.S. Position Paper for WTO Working Party on Domestic Regulation.
Received viaemail, December 21, 2006.

. “Statement of USTR Raob Portman on Signing of U.S.-Central American-Dominican Republic
Free Trade Agreement (August 2).” Washington, DC, 2005. http://www.ustr.gov/ (accessed
December 27, 2006).

. “United States Files WTO Cases Against China Over Deficienciesin China s Intellectual
Property Rights Laws and Market Access Barriers to Copyright-Based Industries. Press release,
April 9, 2007. http://www.ustr.gov.

Verizon. “Verizon Plugs In New National Broadband Network.” Press release via PR Newswire,
April 14, 2004. http://www.prnewswire.comny.

Versweyveld, Ledlie. “ Surgeons Perform Successful Near Real Time Telesurgery From New York on
Patient in France.” Virtual Medical Worlds Monthly. September 19, 2001.
http://www.hoise.com/vmw/01/articles’vmw/L V-V M-10-01-20.html#go_to top.

Whichard, Obie G. and Maria Borga. “ Selected Issues in the Measurement of U.S. International
Services.” Qurvey of Current Business 82, no. 6 (June 2002): 36-56.

Wolf, Jessica. “Netflix Makes the Grade.” Home Media Magazine. January 24, 2007.
http://www.homemediaretailing.com/.

Wood, Nick. “BT Announces 1 million Vol P Customers.” Total Telecom Online. January 10, 2007.
http://www.totaltele.com/.

World Bank. World Development Indicators Online. http://devdata.worldbank.org/dataonline/ (last
accessed November 6, 2006).

World Trade Organzation (WTO). Agreement on Subsidies and Countervailing Measures. Agreement
Establishing the World Trade Organization, Annex 1A. Geneva: April 2004.

. “Coverage of Basic Telecommunications and Value-Added Services.”
http://www.wto.org/english/tratop e/serv_eltelecom_eltelecom_coverage e.htm (accessed
March 8, 2007).

C-15



. “Developmentsin Services Negotiations.”
http://www.wto.org/english/tratop _e/serv_e/s negs_e.htm (accessed November 27, 2006).

. GATS Training Module. “ Chapter 1: Basic Purpose and Concepts.”
http://www.wto.org/english/tratop _e/serv_e/cbt_course elintrol e.htm (accessed March 6, 2007).

. “Guidelines and Procedures for the Negotiations on Trade in Services.” S/L/93, March 29, 2001.
. International Trade Satistics 2005. Geneva: WTO, 2005.
. “Movement of Natural Persons: Uruguay Round and Post-Uruguay Round Negotiations.”

http://www.wto.org/english/tratop e/serv_e/serv_e/mouvement persons e/mouvement persons e.ht
m/ (accessed October 23, 2006).

. “Overview of the Agreement on Government Procurement.”
http://www.wto.org/English/tratop_e/gproc_e/over_e.htm (accessed November 8, 2006).

. “Understanding the WTO: Developing Countries: Overview.”
http://www.wto.org/english/thewto_e/whatis e/tif_e/devl e.htm (accessed October 23, 2006).

. “World Exports of Commercial Services by Region, 2005,” table I11.4.

. Council for Trade in Services (CTS). “Computer and Related Services. Background Note by the
Secretariat.” S/C/W/45, July 14, 1998.

. CTS. “Communication from Australia: Transitional Review Mechanism in Connection With
Paragraph 18 of the Protocol on the Accession of the People’'s Republic of China.” S/IC/\W/266,
September 19, 2005.

. CTS. “Communication from Brazil, Audiovisual Services.” SICSS/W/99, July 9, 2001.

. CTS. “Communication from Canada: Initial Negotiating Proposal on Oil and Gas Services.”
S/ICSS/W/58, March 14, 2001.

. CTS. “Communication from Japan: Negotiation Proposal on Energy Services Supplement.”
S/CSS/W42/Suppl.3, October 4, 2001.

. CTS. “Communication from Japan: Transitional Review Mechanism in Connection With
Paragraph 18 of the Protocol on the Accession of the People’s Republic of China.” S/C/W/266,
September 19, 2005.

. CTS. “Communication from Switzerland, GATS 2000: Audio-visua Services.” SICSS/W/74,
May 4, 2001.

. CTS. “Communication from the United States, Audiovisua and Related Services.” SICSS/W/21,
December 18, 2000.

. CTS. “Communication From the United States: Health and Socia Services.” S/C/\W56,
October 20, 1998.

. CTS. “Communication from the United States: Transitional Review M echanism Pursuant to

Paragraph 18 of the Protocol on the Accession of the People’ s Republic of China.” S/IC/W/272,
September 29, 2006.

C-16



. CTS. “Communication from the United States: Transitional Review Mechanism Pursuant to
Paragraph 18 of the Protocol on the Accession of the People’'s Republic of China.” SIC/W/243,
November 9, 2004.

. CTS. “Energy Services: Background Note by the Secretariat.” S/C/W/52, September 9, 1998.

. CTS. “Presence of Natural Persons (Mode 4): Background Note by the Secretariat.” SIC/W/75,
December 8, 1998.

. CTS-Specia Session (SS). “Communication from Australia, Canada, the European
Communities, Japan, Hong Kong China, Korea, Norway, Singapore, the Separate Customs Territory
of Taiwan, Penghu, Kinmen and Matsu, and the United States: Liberalization of Telecommunication
Services.” TN/S/W50, July 1, 2005.

. CTS-SS. “Communication from Canada: Mode 4 Commitments and Economic Needs Tests.”
TN/S/W/46, June 21, 2005.

. CTS-SS. “Communication from Canada: Proposal on Transparency of Horizontal Mode 4
Commitments.” TN/S/W/47, June 21, 2005.

. CTS-SS. “Communication from Colombia: Distribution Services.” S/CSS/W/120,
November 27, 2001.

. CTS-SS. “Communication from Cuba: Review of Progress in the Negotiations, Including the
Application of Paragraph 15 of the Guidelines for the Negotiations: Construction and Related
Engineering Services.” TN/S/W/45, June 17, 2005.

. CTS-SS. “Communication from the European Communities: Classification in the Telecom
Sector Under the WTO-GATS Framework.” TN/S/W/27, SICSCIW/44, February 10, 2005.

. CTS-SS. “Communication from the European Communities: | mplementation of the Modalities
for the Special Treatment for Least Developed Country Membersin the Trade in Services
Negotiations.” TN/S/W/54, October 3, 2005.

. CTS-SS. “Communication from the European Communities and Their Member States: GATS
2000: Distribution.” SICSS/W/37, December 22, 2000.

. CTS-SS. “Communication from Hong Kong China, Japan, Mexico, the Separate Customs
Territory of Taiwan, Penghu, Kinmen and Matsu, and the United States, Joint Statement in the
Negotiations on Audiovisual Services.” TN/S/W/49, June 30, 2005.

. CTS-SS. “Communication from Mercosur: Distribution Services.” SICSS/W/80, May 4, 2001.

. CTS-SS. “Communication from the Republic of Korea: Negotiating Proposal for Distribution
Services.” SICSS/W/85, May 11, 2001.

. CTS-SS. “Communication from the Republic of Zambia on Behalf of the LDC Group: A
Mechanism to Operationalize Article IV:3 of the GATS.” TN/S/W/59, March 28, 2006.

. CTS-SS. “Communication from the United States: Distribution Services.” SICSS/W/22,
December 18, 2000.

C-17



. CTS-SS. “Modalities for the Special Treatment for Least-Developed Country Membersin the

Negotiations on Trade in Services.” TN/S/13, September 5, 2003.

. CTS-SS. “Norway: Revised Offer.” TN/S/IO/NOR/Rev.1, June 28, 2005.

. CTS-SS. “Report of the Meeting Held on 24 May 2006: Note by the Secretariat.” TN/S/M/20,

June 9, 2006.

. CTS-SS. “ Specia Session of the Council for Trade in Services: Report by the Chairman to the

Trade Negotiations Committee.” TN/S/29, July 26, 2006.

. CTS-SS. “ Specia Session of the Council for Trade in Services: Report by the Chairman to the

Trade Negotiations Committee.” TN/S/23, November 28, 2005.

. Working Party on Domestic Relations (WPDR). “Communication from Colombia: Examples of

Measures Relating to Administrative Procedures for Obtaining Visas or Entry Permits.”
S/IWPDR/W/29, July 7, 2004.

. WPDR. “Communication from the European Community and its Member States: Proposal for

Disciplines on Licensing Procedures.” S’WPDR/W/25, July 10, 2003.

. WPDR. “Communication from the Separate Customs Territory of Taiwan, Penghu, Kinmen and

Matsu: Definitions of Qualification Requirements, Qualification Procedures, Licensing Requirements,
Licensing Procedures and Technical Standards.” S/WPDR/W/37, October 6, 2005.

. WPDR. “Communication from Switzerland and Mexico: Proposal for Disciplines on Technical

Standards in Services: Revision.” SY\WPDR/W/32.Rev.1, October 28, 2005.

. WPDR. “Report of the Meeting Held on 19 and 20 June 2006: Note by the Secretariat.”

S/IWPDR/M/35, August 14, 2006.

. Working Party on GATS Rules (WPGR). “Communication from Australia: Some Conceptual

Issues Concerning the Application of Safeguardsto Tradein Services.” SS\WPGR/W/5,
December 6, 1995.

. WPGR. “Communication from the European Communities. Government Procurement in
Services.” SIWPGR/W/54, June 20, 2006.

. WPGR. “Communication from Switzerland: Response to Questions Relevant to the Information
Exchange Required Under the Subsidies Negotiating Mandate: Addendum.” SIWPGR/W/16/Add.5,
December 22, 2005.

. WPGR. “Questions Relevant to the Information Exchange Required Under the Subsidies

Negotiating Mandate: Note by the Secretariat.” SY\WPGR/W/16, February 5, 1997.

. WPGR. “Report of the Meeting of 10 February 2006: Note by the Secretariat.” S'\WPGR/M/54,

February 22, 2006.

. WPGR. “Report of the Meeting of 21 September 2005: Note by the Secretariat.”

SIWPGR/M/53, September 30, 2005.

C-18



. WPGR. “Report of the Meeting of 20 June 2005: Note by the Secretariat.” SI\WPGR/M/52,
September 7, 2005.

Wright, Andrew G. “Roadbuilding in China s Mountains Isa Tall Order.” Engineering News-Record.
August 22-29, 2005. http://www.enr.com/.

C-19






	Copy of Abstract final Requestor.pdf
	Preface final Requestor.pdf
	Table of Contents final Requestor.pdf
	Executive Summary final Requestor.pdf
	Copy of Chapter 1 final Requestor.pdf
	Copy of Chapter 2 final Requestor.pdf
	Copy of Chapter 3 final Requestor.pdf
	Copy of Chapter 4 final Requestor.pdf
	Copy of Chapter 5 final Requestor.pdf
	Chapter 6 final Requestor.pdf
	Chapter 7 final Requestor.pdf
	Chapter 8 final Requestor.pdf
	Chapter 9 final Requestor.pdf
	Chapter 10 final Requestor.pdf
	Chapter 11 final Requestor.pdf
	Copy of Appendix A final.pdf
	Copy of Appendix B final.pdf
	Appendix C Final Main Bibliography #3.pdf



