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The Pakistan Business Council:
An Overview

The Pakistan Business Council (PBC) is a business policy advocacy platform, established in 2005
by 14 (now 88) of Pakistan’s largest private-sector businesses and conglomerates, including
multinationals. PBC businesses cover nearly all sectors of the formal economy. It is a
professionally-run organization headed by a full-time chief executive officer.

The PBC is a not-for-profit entity, registered under Section 42 of the Companies Ordinance
1984. Though it is not required under the law to do so, the PBC follows to the greatest extent
possible, the Code of Corporate Governance as applicable to listed companies.

The PBC is a pan-industry advocacy group. It is not a trade body nor does it advocate for any
specific business sector. Rather, its key advocacy thrust is on easing barriers to allow Pakistani
businesses to compete in regional and global arenas. The PBC conducts research and holds
conferences and seminars to facilitate the flow of relevant information to all stakeholders in
order to help create an informed view on the major issues faced by Pakistan.

The PBC works closely with relevant government departments, ministries, regulators and
institutions, as well as other stakeholders including professional bodies, to develop consensus on
major issues which impact the conduct of business in and from Pakistan. The PBC has submitted
key position papers and recommendations to the government on legislation and other
government policies affecting businesses. It also serves on various taskforces and committees of
the Government of Pakistan as well as those of the State Bank, the SECP and other regulators
with the objective to provide policy assistance on new initiatives and reforms.



The PBC's Founding Objectives

e Toprovide for the formation and exchange of views on any question connected with the conduct
of business in and from Pakistan.

e To conduct, organize, set up, administer and manage campaigns, surveys, focus groups,
workshops, seminars and fieldwork for carrying out research and raising awareness in regard to
matters affecting businesses in Pakistan.

e To acquire, collect, compile, analyze, publish and provide statistics, data analysis and other
information relating to businesses of any kind, nature or description and on opportunities for
such businesses within and outside Pakistan.

e To promote and facilitate the integration of businesses in Pakistan into the World economy and
to encourage in the development and growth of Pakistani multinationals.

e Tointeract with governments in the economic development of Pakistan and to facilitate, foster
and further the economic, social and human resource development of Pakistan.
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Chapter 1

Introduction

The Services sector is the fastest growing sector in the world. Value added services contributed
65.0% to the world’s GDP in 2019, while value added agriculture, industry, and manufacturing
contributed 3.5%, 24.8%, and 14.5% to the GDP in 2019. The Services sector holds the largest
share in employment in the world. As the reliance on value-based services increases, the world is
evolving into an economy that increasingly reliant on services.

Figure 1-1: Global Employment (% of Total Employment) of Agriculture, Industry, and
Services in 2019

M Services, 50.6%
Agriculture 26.8%
B Industry 22.7%

Source: The World Bank (2021)

Normally when we talk about exports, immediately, goods come to mind. There was a time when
trade solely depended on the imports and exports of goods but the world has since changed. In
recent decades, the fastest growing exports & imports are those of services. So, what exactly are
services exports? In simple terms, services export is any service that is provided by a resident in one
country to people or companies from another country.

In contrast to goods, services are intangible. This means that services, as opposed to goods, cannot be
touched, felt or seen. Whereas products are tangible, and can be kept and held for a longer period of
time, services can only be experienced. Services exports are classified under broad categories such as
tourism, business support, research and development, financial and legal, architectural,
transportation services, engineering services, information technology, retail, environmental,
scientific and healthcare, etc.

Due toits intangibility, classification of services is more challenging as compared to goods. It is easy to
classify services that are services from the start to finish but there are also some grey areas to
classifying services. There are some services that form a part of the manufacturing process of a
product such as research and development, designing of the product, marketing and promotions,
distribution (transportation), repairs and other after sales services such as customer support. These
are services, but are a part of the manufacturing sector. Even though the services just mentioned are
a part of the services sector, they constitute an important element of the manufacturing and sale of a
product. Unlike goods, services do not vary in the short-term (Hollweg, 2016).

Between 1993 and 2013, the classification of services was based on the methodology of the IMF
Balance of Payments and International Investment Position Manual (BPM5) and the Extended
Balance of Payments Classification (EBOPS 2002). BPM5 was implemented in 1995, since then the
world’s economy has witnessed major advances relating to financial, technological innovation, and



globalization. In light of the changes in the global economy, the need for a new classification
methodology was felt which would address these changes. From 2014, a new classification of services
on an international level was implemented, namely, the IMF Balance of Payments and International
Investment Position Manual (BPMé) and Extended Balance of Payments Services Classification
(EBOPS 2010) which is aligned with the classification of the Manual on Statistics of International
Trade in Services (MSITS-2010) of the United Nations. BPMé has a new methodology that has greater
elaboration, explanation, clarification, and detail on measuring international trade in services.

BPM6 classification has been implemented across all data being reported by the IMF, the United
Nations, the World Trade Organization (WTO) and other databases. The IMF has asked each
country to report their Services Data using any one of the following recommended approaches:

BPM6 is implemented and the data is provided based on the country’s own BPMé

estimations.

ii. The data is recorded under BPM5 by the country/ economy and reported to the IMF’s
Statistics Department (STA) where a “generic conversion” of the data is done by applying
standard rules which are applicable to a large number of countries and over time.

iii.  Acountry which records data under BPM5 can ask the STA for a “customized” conversion.

Under this option, the “generic conversion” results are modified into this “customized”

conversion through the country consulting with the IMF.

Table 1-1 shows the BPM6 classification of exports of services. It is important to note that all
categories come under “Commercial Services” except for Classification 12, Government Goods
and Services which come under “Non-Commercial Services”. The BPM6 classification has been
implemented across all countries. It had some challenges associated with it when it was first
implemented in countries like Chile and Brazil where data revisions had to be made due to an
increase in the number of categories. In countries like Australia, BPMé faced some user
resistance where the users were confused over the interpretation of the newly published data.
Countries like Bangladesh still report their Balance of Payments data in both BPM5 and BPMé.

Table 1-1: BPM6 Classification Codes of Exports in Services!

Classification  Services
Code
1 Manufacturing services on physical inputs owned by others
1.1 Goods for processing in reporting economy
1.2 Goods for processing abroad
2 Maintenance and repair services n.i.e.?
3 Transport
3.1 Sea transport
3.1.1 Passenger
3.1.1.a Payable by border, seasonal, and other short-term workers
3.1.2 Freight
3.1.3 Other
3.2 Air Transport
3.2.1 Passenger
3.2.1a Payable by border, seasonal, and other short-term workers
3.2.2 Freight
3.3.3 Other
3.3 Other models of transport
3.3.1 Passenger
3.3.1 a Payable by border, seasonal, and other short-term workers
3.3.2 Freight
3.3.3 Other

'For a detailed definition of each category refer to the annexure.
’n.i.e. stands for not included elsewhere (Bryda and Kebbeh, 2015).



Classification
Code

3.4

Services

Postal and courier services

3.5

Space transport

3.6

Rail transport
3.6.1 Passenger
3.6.2 Freight
3.6.3 Other

3.7

Road transport
3.7.1 Passenger
3.7.2 Freight
3.7.3 Other

3.8

Inland waterway transport
3.8.1 Passenger

3.8.2 Freight

3.8.3 Other

3.9
3.10
3.11

Pipeline transport
Electricity transmission
Other supporting and auxiliary transport services

Travel

4.1

Business

4.1.1 Acquisition of goods and services by border, seasonal, and other
short-term, workers

4.1.2 Other

4.2

Personal

4.2.1 Health-related
4.2.2 Education-related
4.2.3 Other

Construction

5.1
5.2

Construction abroad
Construction in the reporting economy

6.1

Insurance and pension services
Direct insurance
6.1.1 Life insurance
6.1.1a Gross life insurance premiums
6.1.1b Gross life insurance claims
6.1.2 Freight insurance
6.1.2 a Gross freight insurance premiums
6.1.2 b Gross freight insurance claims
6.1.3 Other direct insurance
6.1.3a Gross other direct insurance premiums
6.1.3b Gross other direct insurance claims

6.2

Reinsurance

6.3

Auxiliary insurance services

6.4

Pension and standardized guarantee services

7.1
7.2

Financial Services
Explicitly charged and other financial services
Financial intermediation services indirectly measured (FISIM)

8.1
8.2
8.3
8.4

Charges for the use of intellectual property

Franchises and trademarks licensing fees

Licenses for the use of outcomes of research and development

Licenses to reproduce and/or distribute computer software

Licenses to reproduce and/or distribute audio-visual and related products
8.4.1 Licenses to reproduce and/or distribute audio-visual products
8.4.2 Licenses to reproduce and/or distribute other products

9.1

Telecommunications, computer, and information services
Telecommunications services




Classification
Code

9.2

9.3

Services

Computer services

9.2.1 Computer software

Of which: 9.2.1. a Software originals
9.2.1.a Software originals

9.2.2 Other computer services

Information services

9.3.1 News agency services

9.3.2 Other information services

10

Other business services

10.1

Research and development services
10.1.1 Provisions of customized and non-customized
10.1.1.1 Provision of customized and non-customized research and
development services
10.1.1.2 Sale of proprietary rights arising from research and development
10.1.1.2.1 Patents
10.1.1.2.2 Copyrights arising from research and development
10.1.1.2.3 Industrial processes and designs
10.1.1.2.4 Other
10.1.2 Other

10.2

Professional and management consulting services

10.2.1 Legal, accounting, management consulting, and public relations services
10.2.1.1 Legal services
10.2.1.2 Accounting, auditing, bookkeeping, and tax consulting services
10.2.1.3 Business and management consulting and public relations services

10.2.2 Advertising, market research, and public opinion polling services

Of which: 10.2.2.1 Convention, trade-fair and exhibition organization services

10.3

Technical, trade-related and other business services
10.3.1 Architectural, engineering, scientific, and other technical services
10.3.1.1 Architectural services
10.3.1.2 Engineering services
10.3.1.3 Scientific and other technical services
10.3.2 Waste treatment and de-pollution, agricultural and mining services
10.3.2.1 Waste treatment and de-pollution
10.3.2.2 Services incidental to agriculture, forestry and fishing
10.3.2.3 Services incidental to mining, and oil and gas extraction
10.3.3 Operating leasing services
10.3.4 Trade-related services
10.3.5 Other business services n.i.e. 2
Of which: 10.3.5.1 Employment services, i.e., placement, search, supply
services of personnel

11

Personal, cultural, and recreational services

11.1

Audio-visual and related services
11.1.1 Audio-visual services
11.1.2 Artistic related services

11.2

Other personal, cultural, and recreational services
11.2.1 Health services

11.2.2 Education services

11.2.3 Heritage and recreational services

11.2.4 Other personal services

12

4.0

Government goods and services

12.1 Embassies and consulates

12.2 Military units and agencies

12.3 Other government goods and services

Tourism-related services in travel and passenger transport®

Source: United Nations (2012)

°This category is presented at the bottom of the classification table as presented in the BPM6/ 2010 Extended Balance of Payments Services Classification




In moving from BPM5 to BPMé6, the major change has been an increase in the number of
categories from a total of 11 to 12. Table 1-2 shows the general change in the categories from
BPMS5 to BPM6. The changes in the reporting of services* are as follows:

(i)  The category of ‘Merchanting’ which used to be under the “Other business services”
category has been reclassified from being a part of services to goods. Merchanting is now
defined as the good bought by a resident of a country from a resident abroad and which is
the purchase of a good by a resident of the compiling economy from a non-resident and the
good is successively re-sold to another non-resident, while the good hasn’t left the country.

(ii)  “Goods for processing” as were named in BPM5 have been renamed to “manufacturing
services on physical inputs owned by others” in BPMé. Similarly, “maintenance and repair
services n.i.e®.” in BPMé was previously classified as “repairs on goods” under BPM5. The
renaming has been done to reclassify these categories from goods to services.

(iii)  “Transportation” in BPM5 has been renamed as “Transport" under BPMé. This category
has postal and courier services included in BPMé6 and now includes postal and courier
services, which were previously under the category of “Communication Services”.

(iv) Compared to BPMS5, "Insurance and Pension Services" are compiled more sophistically in
BPM&é. This is because a more progressive financial assets and liabilities collection has been
included under the financial assets and liabilities section. Compared to BPM5, non-life
insurance and reinsurance sub-categories have been handled more comprehensively in
BPMé.

(v)  Under BPM6, "Financial Intermediation Services Indirectly Measured" (FISIM) have been
included under "Financial Services". A specific calculation method grounded on reference
rates has been included in FISIM.

(vi) "Royalties and License fees" has been replaced with "Charges for the use of Intellectual
Property not included elsewhere" in BPMé. This category in BPMé6 now includes charges
for the use of: (i) the outcomes of R&D; and (ii) franchises and trademarks (as in BPM5,) as
well as charges for licenses to reproduce and/or distribute: (a) software; and (b)
audio-visual and related services.

(vi)  In BPM5, “Communications services” and “Computer services and Information services”
were separate categories. These have now been merged in BPMé6. The subcategory of
“Postal and Courier Services” has been put under “Transport” in BPMé from the
Communication services category in BPM5.

(viii) In BPM5, Research and Development (R&D) results were recorded under capital account
as non-produced financial assets. However, under BPM6 R&D results are recorded under
R&D services due to it being considered as a produced asset. R&D has beenincluded under
the “Other Business Services” category in BPMé.

“The balances on the current account or the financial account will experience no changes. Adjustment in the level of reserves was also not made.
°n.i.e. stands for not included elsewhere (Bryda and Kebbeh, 2015).



Table 1-2: The Changes in BPM5 and BPM6 Standard Services

BPM5 BPM5 standard services BPMé6 BPMé6 standard services
Classification Classification
1 Transport 1 Manufacturing services on
physical inputs owned by
others
2 Travel 2 Maintenance and repair
services, not included
elsewhere
3 Communication services 3 Transport
4 Construction services 4 Travel
5 Insurance services 5 Construction services
6 Financial services 6 Insurance and pension services
7 Computer and information 7 Financial services
services
8 Royalties and license services 8 Charges for the use of
Intellectual Property, not
included elsewhere
9 Other business services 9 Telecommunication, computer
and information services
10 Personal, cultural and 10 Other business services
recreational services
11 Government services, 11 Personal, cultural and
not included elsewhere recreational services
12 Government goods and
services, not included
elsewvhere

Source: Eurostat (2019)

Data on the international trade in services is primarily reported by the following organizations:
United Nations Conference on Trade and Development (UNCTAD), World Trade Organization
(WTO), and the Organization for Economic Co-operation and Development (OECD). Since BPMé6
is based on the EBOPS 2010 classification, the categories are the same for both classifications.
However, the classification codes differ. Even though EBOPS 2010 classification has the same
categories as BPM6 (classified as standard types), the classification also contains “Memorandum
Items” that are derived items from the standard items. In other words, Memorandum Items are
categories that sum up or represent a group of services®. Organizations like the WTO use the
classification codes specified by the EBOPS 2010 classification to report data. The classification
codes for the EBOPS 2010 classification are listed in Table 1-3. The classification codes of BPMé6
are more widely used whereas the EBOPS 2010 classification codes are mostly found in
WTO-UNCTAD-ITC publications and databases.

®Note: This report will use EBOS 2010 classifications whenever data on Memorandum Items (derived categories) is quoted. For the data on the
standard categories, the BPM6 classification codes are used.



Table 1-3: EBOPS 2010 Categories Classification: Code Names and Hierarchy

Code EBOPS 2010 Category Description Type Derivation
S Total Services Standard
SA Manufacturing services on
physical inputs owned by others Standard
SB Maintenance and repair services,
n.i.e. Standard
SC Transport Standard
SD Travel Standard
SE Construction Standard
SF Insurance and pension services Standard
SG Financial services Standard
SH Charges for the use of intellectual
property, n.i.e. Standard
Sl Telecommunications, computer,
and information services Standard
S) Other business services Standard
SK Personal, cultural, and recreational
services Standard
SL Government goods and services Standard
SOX Commercial Services’ derived S-SL
SOX1 Other Commercial Services® derived SE+SF+SG+SH+SI+SJ+SK
Code EBOPS 2010 Category Description Type Derivation
SPX1 Other Services’ derived SE+SF+SG+SH+SI+SJ+SK+SL
SPX4 Goods-related services™ derived SA+SB

Source: Liberatore and Wettstein (2021)

Similar to the General Agreement on Tariffs and Trade (GATT), the General Agreement on Trade
in Services (GATS) is a treaty of the World Trade Organization (WTO) which was enforced in
1995. Under this agreement, trade in services takes place under 4 modes of supply:

Mode 1- Cross Border Trade,

Mode 2- Consumption Abroad,

Mode 3- Commercial Presence, and
Mode 4- Presence of Natural Persons.

These modes also aid in understanding the existing barriers to services trade. Although tariffs
have an effect on the trade in goods, tariffs can mostly be ineffective on services trade. Non-tariff
barriers such as quotas, standards, embargoes, etc. seem to be more influential where services
trade is concerned. These non-tariff barriers extract their restrictions from the four modes of
supply, such as restrictions on foreign entry, movement of people, barriers to competition, regu-
latory transparency, and other discriminatory measures.

The classification and barriers to trade of services differ from goods trade and so does their trend.
Figure 1-2 shows the trend in global goods and services exports from 2005 to 2020. As evident,
even though exports of services are relatively small as compared to goods exports, i.e., $19.0
trillion for goods trade verses $6.1 trillion for services in 2019, services trade has been growing
at a faster rate between 2015 and 2019.

’SOX: Commercial Services: All categories of services from 1, Manufacturing services on physical inputs owned by others to 11, Personal,
cultural, and recreational services are included into this categorization.

850X 1: Other Commercial Services: Includes all commercial services with the exception of 3, Transport and 4, Travel.

?SOX1: Other Services: Includes all other services with the exception of 3, Transport and 4, Travel and but includes 12, Government goods and
services.

0SPX4: Goods-related Services: There are two categories are related to services for goods that includes 1, Manufacturing services on physical
inputs owned by others and 2, Maintenance and repair services, n.i.e.



Exports of services grew between 2005 to 2019 by more than two-folds, i.e., from $2.7 trillion to
$6.1 trillion. Exports in goods on the other hand, grew from $10.0 trillion in 2005 to $18.5 trillion
in 2014 and reached $18.8 trillion in 2019. One reason for the slow growth between 2014 and
2019 was a slowdown in the trade in goods in 2016 (United Nations, 2021).

In 2020, due to the COVID-19 pandemic, both goods and services exports have decreased. Goods
exports have decreased from $19.0 trillion in 2019 to $17.6 trillion in 2020. Similarly, services
exports have also decreased from $6.1 trillion in 2019 to $4.9 trillion in 2020.

When observing the trend from 2005 to 2020, exports of services have shown a comparatively
steadier trend compared to the exports of goods.

Figure 1-2: Trend in Global Goods and Services Exports in Trillions from 2005 to 2020
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Services, generally, build up the export competitiveness of any country. Building the services
sector of any country will not only assist in trade directly but will indirectly aid in improving the
exports of the agricultural and manufacturing sectors. In other words, improving the services
sector will not only improve intangible exports but tangible ones as well. Aside from this, exports
of services also offer diversity in the overall exports that improve the overall trade
competitiveness of a country. It is essential for the economic stability of a country to have a
diverse range of exports, so that in case global demand for one sector falls, then the country will
still have other sectors that generate export revenues (Hollweg, 2016).

As apparent from the recent world demand trends, even though the demand for goods has fallen,
the demand for services has mostly remained constant. In recent years, services have become
more tradeable due to cost reductions and technological advancements. For services trade,
physical access to the market is less important than for goods trade. Similarly, energy
consumption also does not constitute a major component of the inputs for services exports as
compared to goods. With the world markets evolving, there has been a higher inclination towards
services, such as management consulting, airlines, hotels and resorts, etc., which are the fastest
growing industries of 2021 (IBIS World, 2021). Growth trends indicate that these sectors are
going to continue to grow in the future.

This report, which is the first in the Pakistan Business Council’s (PBC) series on the services
sector starts by developing an understanding of services trade, it then studies trends in services
trade world-wide, it then compares the services trade trends for developed countries with those
of developing ones, it next focuses on South Asia and finally on Pakistan’s performance in exports
of services.

Having developed a better understanding of the services sector, the PBC in the next phase will do
in-depth studies relating to competitiveness of selected sectors with the objective of recommending
policy frameworks for enhancing their competitiveness.



Chapter 2

Global Trends in Exports
of Goods and Services

The three-sector model in economics proposes that an economy starts with production in the
primary sector (agriculture), then shifts to the secondary sector (manufacturing) and finally to the
tertiary sector (services) (Kjeldsen-Kragh, 2007). This trend seems to be exhibited in trade in
goods and services, where developing countries lead in the trade in goods, while developed
countries lead in trade in services. As per global trends, developing countries still have to grasp
the opportunity offered in the exports of services. Developing countries still continue to rely on
trade in goods. China, for example, relies on manufactured products as its main export because it
is where its advantage lies, but very few countries can deem manufactured exports as their key
strength.

Table 2-1 lists the top exporters of goods and services and their exports in USD Billions of goods
and services. The top exporters of services in the world comprise of the United States (being the
highest exporter of services) which exports 14.9% of the world’s services while the United
Kingdom, Germany, France, and Ireland combined export 37.0% of the world’s exports of
services. On the other hand, exports of goods have other world leaders such as China in the lead,
followed by the U.S.

China’s exports of services are in billions ($244 billion in 2019) while its exports of goods are in
trillions ($2.4 trillion in 2019), but what is evident from the data presented in Tables 2-1 and 2-2
and Figure 2-1, is that while Chinese goods exports declined during 2018 and 2019, their services
exports have continuously increased from $208.0 billion in 2016 to $244.0 billion in 2019.

The United States leads the world in services exports. What is interesting to note is that
developed countries like the United Kingdom, Germany, and France are amongst the top
exporters of services. Developed countries comprise the majority of top services exporters,
despite services exports constituting a small portion of their GDP as indicated in Table 2-2.

In the United States, services exports contributed around 4.0% to the GDP between 2015 and
2019, while goods exports contributed about 8.0% to its GDP. Travel and transportation, finance
and insurance, and sales from intellectual properties such as software, movies and television
shows’ form the major chunk of the US’s exports in services.

Services exports contribute the most to the GDPs of Ireland, Singapore, and Hong Kong. This is
despite these countries not having a lead in the world’s services exports. In the case of Ireland,
the contribution to GDP of goods exports has gradually declined from 76.2% in 2015 to 65.5% in
2019, while the services exports contribution to GDP has increased from 45.7%in 2015 to 63.7%
in 2019. This is because Ireland has become a highly developed knowledge economy with its
focus on high-tech, life sciences and financial services (Taylor, 2017). In 2019, Ireland’s services
exports contributed about 64.0% and goods exports contributed 65.5% to the GDP. Since
Ireland’s goods and services exports combined contribute more than 100.0% to the GDP, it
indicates that most of the services and goods are exported rather than being consumed
domestically.



Table 2-1: Export of Services and Goods of the Top 15 Exporting Countries of
Goods and Services

Exports of Services ($ Billion) Exports of Goods ($ Billion)

Rank Country 2015 2016 2017 2015 2016 2017 2018 2019
1 | China 217.0 | 2080 | 213.0 | 234.0 | 2440 |2,142.0 (1,990.0 |2,216.0 | 2,417.0 | 2,399.0
2 | United States 768.0 | 780.0 | 830.0 | 862.0 | 876.0 |1,511.0 |1,457.0 |1,557.0 | 1,677.0| 1,652.0
3 | Germany 281.0 | 2930 | 3200 | 350.0 | 347.0 |1,294.0 [1,305.0 | 1,420.0 | 1,528.0 | 1,464.0
4 | Japan 1630 | 176.0 | 187.0 | 1940 | 207.0 6220 | 6360 | 689.0| 7360 698.0
5 | United Kingdom | 369.0 | 359.0 | 370.0 | 414.0 | 405.0 430.0 | 4020 | 433.0| 4690| 4770
6 | France 256.0 | 259.0 | 275.0 | 303.0 | 294.0 5220 | 5210 560.0| 6160| 597.0
7 | Netherlands 169.0 | 159.0 | 175.0 | 201.0 | 203.0 4640 | 466.0| 5210| 573.0| 553.0
8 | Korea, Rep. 98.0 95.0 89.0 | 104.0 | 108.0 543.0| 512.0| 580.0| 626.0| 5620
- Hong Kong

SAR, China 104.0 99.0 | 104.0 | 113.0 | 101.0 502.0 | 502.0| 540.0| 568.0| 548.0
9 | Singapore 153.0 | 1520 | 170.0 | 203.0 | 205.0 396.0| 3740 | 4140| 461.0| 4410
10 | Italy 98.0 | 101.0 | 113.0 | 123.0 | 121.0 | 450.0| 451.0| 491.0| 5330| 5110
11 | Canada 85.0 87.0 94.0 99.0 | 1010 | 411.0| 394.0| 424.0| 4520| 449.0
12 | India 156.0 | 161.0 | 1850 | 205.0 | 215.0 2720 | 269.0| 3040| 332.0| 3310
13 | Ireland 133.0 | 149.0 | 183.0 | 222.0 | 248.0 222.0| 214.0| 2240| 250.0| 255.0
14 | Mexico 23.0 24.0 28.0 29.0 32.0 381.0| 374.0| 4100| 451.0| 4610
15 | Spain 121.0 | 131.0 | 1440 | 156.0 | 157.0 281.0| 287.0| 317.0| 344.0| 329.0

Source: The World Bank (2021)

Figure 2-1: Exports of Goods and Services of the Top 15 Exporting Countries

from 2015 to 2019 in $ Billion
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Table 2-2: Exports of Services and Goods as a % of GDP of the Top 15
Exporting Countries of Services and Goods

Exports of Services (% of GDP) Exports of Goods (% of GDP)

Rank Country 2015 2016 2017 2018 2015 2016 2017 2018 2019
1 | China 20 1.9 1.7 1.7 1.7 19.4 17.7 18.0 174 16.7
2 | United States 4.2 42 4.3 4.2 4.1 8.3 7.8 8.0 8.2 7.7
3 | Germany 8.4 8.5 8.7 8.8 9.0 38.6 37.6 38.6 38.6 37.9
4 | Japan 3.7 3.6 3.8 3.9 4.1 14.2 12.9 14.2 14.9 13.7
5 United Kingdom 12.6 13.3 13.9 14.5 14.3 14.7 14.9 16.3 16.4 16.8
6 | France 10.5 10.5 10.6 10.9 10.9 214 21.1 21.6 22.1 22.0
7 | Netherlands 22.0 20.1 21.0 22.0 224 60.7 59.4 62.4 62.6 61.0
8 | Korea, Rep. 6.7 6.3 5.5 6.0 6.5 37.1 34.1 35.7 36.3 34.1
- Hong Kong SAR,

China 33.7 30.7 30.5 31.3 27.7 | 162.7 | 156.3 | 1584 | 157.1 | 149.8
9 | Singapore 49.7 47.6 49.6 54.3 55.1 | 128.6 | 1175 | 1211 | 1234 | 1185
10 | Italy 5.4 5.4 5.8 5.9 6.0 24.5 24.0 25.0 25.5 25.5
11 | Canada 5.5 5.7 5.7 5.8 5.8 264 25.8 25.7 26.3 25.8
12 | India 74 7.1 7.0 7.6 7.5 13.0 11.7 115 12.2 11.6
13 | Ireland 45.7 49.7 54.6 58.0 63.7 76.2 71.1 66.7 65.2 65.5
14 | Mexico 2.0 2.3 24 24 2.5 32.5 34.7 354 36.9 36.3
15 | Spain 10.2 10.6 11.0 10.9 11.3 235 283 24.2 24.2 23.6

Source: Author’s own calculations'” from the World Bank (2021)

Even though goods exports contribute more to the GDP of all economies, services exports
contribution tothe GDP is gradually increasing. What needs to be understood is that even though
exports of services might not contribute to the GDP as much as exports of goods do, yet they are
still an important contributor to the GDP. Since services trade is referred to as the trade of the
future, its current value represents a trend as to where services exports would drive economies
of the world in future.

Figure 2-2 shows the world’s top 20 services exporting countries from 2015 to 2019. These
statistics confirm that developed countries are amongst the top services exporting countries,
where 15 countries out of the top 20 are developed countries. As mentioned earlier, amongst the
top 5 are the United States, the U.K, Germany, France, and Ireland. Amongst the developing
countries, China leads in services exports, followed by India.

Figure 2-2: Top Services Exporting Countries and their Exports from 2015 to 2019 in $ Billion
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"'Calculated by the formula: (Exports + GDP) x 100



Compound Annual Growth Rate (CAGR)

The CAGR is the rate of growth of a value over a period of time. Basically, it represents the rate at
which the value has grown over a time period if it had grown at the same rate every year. The
formula is as follows:

1/n
_ V final
CAGR = [ (Vbegin ) - 1] x 100
Where “V final” is the final value, “V begin” is the beginning value and “n” is the number of leaps.

Table 2-3 shows the 5-year (2015-2019) services exports for the top 20 services exporting
countries along with their 5-year Compound Annual Growth Rate (CAGR).

Table 2-3: Top Services Exporting Countries of the World & their CAGR 2015 to 2019

Rankin Countries 2015 2016 2017 2018 2019

Services

Exports $ Billion

2019

1 United States 768.0 780.0 830.0 862.0 875.0 &3
2 United Kingdom 369.0 358.0 369.0 414.0 405.0 24
3 Germany 280.0 293.0 319.0 349.0 346.0 5.4
4 France 255.0 259.0 274.0 302.0 294.0 3.6
5 Ireland 133.0 149.0 183.0 222.0 247.0 16.7
6 China 217.0 208.0 213.0 233.0 244.0 3.0
7 India 156.0 161.0 185.0 204.0 214.0 8.2
8 Japan 162.0 175.0 186.0 194.0 207.0 6.3
9 Singapore 153.0 151.0 169.0 202.0 204.0 7.5
10 Netherlands 168.0 157.0 175.0 201.0 202.0 4.7
11 Spain 121.0 130.0 144.0 155.0 157.0 6.7
12 Switzerland 121.0 124.0 126.0 135.0 131.0 20
13 Belgium 108.0 108.0 117.0 124.0 121.0 2.9
14 Italy 98.0 100.0 112.0 123.0 121.0 54
15 Luxembourg 99.0 99.0 104.0 112.0 110.0 2.7
16 Korea, Rep 97.0 94.0 89.0 103.0 107.0 2.5
17 Hong Kong, SAR, China| 104.0 98.0 104.0 113.0 101.0 -0.7
18 Canada 85.0 87.0 94.0 98.0 100.0 4.2
19 Denmark 64.0 63.0 72.0 81.0 83.0 6.7
20 Thailand 58.0 63.0 70.0 77.0 81.0 8.7

Sources: World Development Indicators (2020) and Author’s calculations based on WDI (2020)

Even though the U.S. is the top exporter of services, it has a low CAGR of 3.3% indicating that the
U. S’s services exports have already had a fair amount of growth and now there is little room for
further growth for the existing services categories.

Ireland has had the highest CAGR growth in services exports of 16.7% over the last 5 years. Due
to this growth, Ireland has climbed up in rank amongst services exporters in the world, from being
10th in 2015 to being 5th in 2019. In 2015, Ireland’s services exports lagged behind those of
developing countries like China, India, and Singapore. Since 2014, Ireland’s economy has
witnessed rapid growth, making it the fastest growing economy in the EU between 2014 & 2019.
Foreign Direct Investment due to Ireland’s low tax rate has contributed greatly to the growth of
the Irish economy. Multinationals are contributing significantly to the economy of Ireland.
Amongst the top 20 firms in Ireland, 14 are foreign-owned multinationals (The Irish Times, 2018).

The second highest CAGR in services of 8.7% was recorded by Thailand, while the third highest
CAGR of 8.2% was recorded by India. Thailand’s services exports are mostly in Classification 4,
Travel while India’s services exports mostly consist of Classification 9, Telecommunications,
Computer and Information Services and Classification 10, Other Business Services. During the
COVID-19 Pandemic where travel exports have declined and Computer and Financial services
exports continue to grow, India’s services exports have grown unlike those of Thailand.



2.1 World's Top Services Exports 2019

Table 2-4 lists the top services exports in 2019 in terms of revenues. Classification 4, Travel had
the highest exports of $1.4 trillion in 2019, Classification 10, Other Business Services,
Classification 3, Transport, and Classification 9, Telecommunications, computer, and information
services are the second, third, and fourth highest revenue generating services exports of 2019.
As can be seen, the highest revenues in services exports have been generated by Commercial
Services. On the other hand, Classification 11, Personal, cultural, and recreational services
exports had the lowest revenue of $ 74.7 billion. The Non-Commercial services exports has only
one category Classification 12, Government goods and services that had the lowest exports
revenue of $ 72.9 billion in 2019.

Table 2-4: Top Exports of Services of the World as of 2019

Rank in BPM6 Services Sectors Revenues US $

Services Classification
Exports

1 4 Travel $1.4 trillion
2 10 Other business services $1.4 trillion
3 3 Transport $1.0 trillion
4 9 Telecommunications, computer, and

information services $655.9 billion
5 7 Financial services $511.9 billion
6 8 Intellectual property use $406.1 billion
7 6 Insurance and pension services $128.3 billion
8 1 Manufacturing on others’ physical inputs $119.7 billion
9 5 Construction $111.2 billion
10 2 Maintenance and repair services $107.0 billion
11 11 Personal, cultural, and recreational services $74.7 billion
12 12 Government goods and services $72.9 billion

Source: International Trade Center and Central Intelligence Agency (2020) quoted in Workman (2020)

The world has changed after the COVID-19 Pandemic. During 2019, services exports that were
on top of the list couldn’t do well during the Pandemic. Refer to the next section: “2.2, COVID-19
Pandemic and the Trade in Services” for a more detailed discussion on COVID-19’s impact on
services exports.

2.2 COVID-19 Pandemic and the Trade in Services

The COVID-19 Pandemic caused social and economic disruptions that also impacted global trade
in 2020. Though COVID-19 has deeply impacted trade in both goods and services, it has impacted
services trade more than goods trade. In 2020, world trade declined by 9.0%, and while goods
trade declined by 6.0%, services trade declined by 16.5%. Since Classification 4, Travel and
Classification 3, Transportation are major contributors to services trade, the decline in these
sectors exports due to the COVID-19 Pandemic let to a major reduction in trade in services.
Improvements have since been seen in the trade in goods and services in the 4th quarter of 2020
with goods showing a faster recovery than services (UNCTAD, 2021b).

As can be seen in Figure 2-3, the year-on-year percentage change per quarter in 2020 for goods
and services have varied significantly as compared to the 2019 quarters. In the third quarter of
2020, services showed a change of about -24.0% while goods had a 3.5% growth. By the fourth
quarter, the growth in goods exports declined to 0.0% but services exports witnessed a lower
declineinits growth of -18.8%. Services exports have been hit hard by the Pandemic majorly due
to a huge drop in travel exports.



Figure 2-3: Year-on-year Percentage Change in the Exports of Goods and

Services from 2019 to 2020
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Figure 2-4: Year-on-year Percentage Change in Exports of Travel,

Transportation and Other Services 2019 vs. 2020
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As can be seen from Figure 2-4, travel services suffered major losses due to the Covid-19
Pandemic. This is evident from its year-on-year percentage decline of -69.2% in the third quarter
of 2020 compared to the same quarter in 2019. This was an improvement, however, from -81.8%
in the second quarter of 2020. Latin America and the Caribbean, Asia and Africa, North America,
and Europe had 88.0%, 80.0%, 78.0% and 55.0% decline in travelers in the third quarter. The
improvement in travel year-on-year in the third and fourth quarters is mostly due to travel
restrictions being relaxed in Europe during the summer.

During 2020, exports of Classification 3, Transport have declined following the pattern of
Classification 4, Travel. However, Classification SPX1'?, Other Services have fared relatively
better compared to these two categories, showing a decline in growth of -2.6% in the fourth
quarter of 2020.

"?Classification SPX1, Other Services include Classification 1, Manufacturing services on physical inputs owned by others, Classification 2,
Maintenance and repairs, Classification 5, Construction, Classification 6, Insurance and pension services, Classification 7, Financial services,
Classification 8, Charges for the use of intellectual property, Classification 9, Telecommunications, computer, and information services, Classification
10, Other business services, Classification 11, Personal, cultural, and recreational services, and Classification 12, Government goods and services



Figure 2-5 shows the year-on-year percentage change in world exports in Classification SPX1,
Other Services. The Classification SPX1, Other Services, has been divided into categories to
reflect their year-on-year percentage change.

Figure 2-5: Year-on-year® Percentage Change in World’s Exports of Other

Services Sectors in the Quarters of 2020
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While all sub-categories under Classification SPX1, Other Services have suffered a decline in the
first, second, and third quarters of 2020, there are some exceptions.

Legal, management, accounting, and advertising services, which come under Classification 10,
Other Business Services had positive growths in the first and third quarter.

Classification 7, Financial, Classification 6, Insurance and Classification 9.2, computer services
were doing relatively better towards the third quarter of 2020 showing positive percentage
changes of 2.0%, 3.0%, and 9.0%, respectively.

Classification 9.2, Computer Services continued to be the strongest sector in the third quarter
amongst other services mostly due to the rising demand for platforms, cloud computing and
virtual workplaces globally (WTO, 2021a).

Table 2-5 lists the top services exports in 2020 in terms of revenues. As discussed before, the
COVID-19 pandemic has shifted the services trade towards categories that involve online
communication or those that can be performed while working from home. Classification 10,
Other Business Services has the highest exports of 1.3 trillion in 2020. Classification 9,
Telecommunications, computer, and information services has climbed up the ranks from 4th to
3rd with a revenue of $710.4 billion; having witnessed a growth of 4%. The categories that
witnessed growth from 2019 to 2020 were Classification 9, Telecommunications, computer, and
information services, Classification 7, Financial services, and Classification 6, Insurance and
pension services.

3For each quarter the change in world exports is on a year-on-year change, i.e. the change from 2019 to 2020 for each quarter.



Table 2-5: Top Exports of Services of the World as of 2020

BPMé6 Categories 2019 2020 %Change
Rank Code $ Billion
1 10 Other business services 1,407.8 | 1,338.0 -5.0
2 3 Transport 1,041.4 829.8 -20.3
3 9 Telecommunications, computer,

and information services 682.3 710.4 4.1

4 4 Travel 1,466.2 546.2 -62.7

5 7 Financial services 518.2 539.6 4.1

6 8 Charges for the use of intellectual

property, n.i.e. 4241 390.5 -7.9

7 6 Insurance and pension services 139.9 143.5 2.6
8 1 Manufacturing services on physical inputs

owned by others 125.8 115.2 -8.4

9 5 Construction 110.8 914 -17.6

10 2 Maintenance and repair services, n.i.e. 108.1 87.7 -18.9

11 11 Personal, cultural, and recreational services 89.9 77.1 -14.2

12 12 Government goods and services 78.5 71.5 -8.9

Source: UNCTAD (2021d) and Author’s calculations based on UNCTAD (2021d)

Due to the COVID-19 Pandemic, almost all countries have suffered a decline in their services
exports from 2019 to 2020.

Ireland experienced a growth of 6.1% in services exports from 2019 to 2020 mostly due to its
exports in Classification 9, Telecommunications, computer, and information services that had a
15% increase.

The United States maintains its rank as the largest exporter of services. Chinaranked 6thin 2019
but has risen to 4th in 2020, mostly due to the decline in France’s exports of 16.5%.

Sweden and Poland have climbed up the ranks in services exports from 21st and 24th in 2019 to
19th and 20th in 2020, respectively. Sweden has witnessed growth in its services exports due to
growth in its exports due to Classification 11, Personal, cultural, and recreational services,
Classification 7, Financial services, and Classification 6, Insurance and pension services.

For Poland, its growth was due to Classification 8, Charges for the use on the intellectual
property, Classification 7, Financial services, and Classification 10, Other business services.



Table 2-6: Top Services Exporting Countries of the World in 2020

Rankin 2019 2020
Exporting Countries $ Billion % Change
Services
1 United States 876.3 705.6 -19.5
2 United Kingdom 405.5 342.4 -15.6
3 Germany 346.7 310.7 -104
4 China 283.2 280.6 -0.9
5 Ireland 247.8 262.7 6.0
6 France 294.1 245.6 -16.5
7 India 214.8 203.3 -54
8 Singapore 217.2 187.6 -13.6
9 Netherlands 275.8 186.6 -32.3
10 Japan 207.4 160.3 -22.7
11 Belgium 122.0 116.1 -4.8
12 Switzerland 131.3 115 -12.4
13 Luxembourg 113.3 110.8 -2.2
14 Spain 157.3 90.0 -42.8
15 Italy 121.2 87.3 -28.0
16 Korea, Rep 99.2 87.3 -12.0
17 Canada 105.0 85.5 -18.6
18 Denmark 83.5 74.8 -10.4
19 Sweden 75.1 69.6 -7.3
20 Poland 69.9 67.0 -4.1

Source: UNCTAD (2021d) and Author’s calculations based on UNCTAD (2021d)



Chapter 3

Trends in Developing

and Developed Countries
Exports of Services

This chapter explores the services exports trends for developing and developed countries. The
trends are explored by viewing the services exports trends according to income groups in which
countries are classified and then by comparing the performance of the top performing developed
and developing countries during the COVID-19 Pandemic.

3.1 Global Trends

Asdiscussed in the previous chapter, Chapter 2 - Global Trends in Exports of Goods and Services,
developed countries tend to lead in the trade in services while developing countries are still
dependent on trade in goods.

Income group wise, the World Bank divides countries into four income groups: low, lower-middle,
upper-middle, and high-income countries. High income countries have had the highest trade in
services as a percentage of their GDP ranging between 15.5% and 16.4% over the period 2015 to
2019.

All countries majorly trade in Classification 3, Transport and Classification 4, Travel, with the
exception of a few countries like Ireland, Poland, Pakistan, etc.

Figure 3-1 shows the contribution of services trade to the GDP for countries in different income
groups. The COVID-19 pandemic decreased the services trade for the world and as a result
reduced the trade in services as a percentage of GDP for all income groups in 2020.

Figure 3-1: Trade in Services as a Percentage of GDP for Countries in Different Income Groups!*
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Data is not available for low-income countries for 2019 and 2020.



Table 3-1: Exports of Services and Goods ($ Billion) for Countries in Different Income Groups

Exports in Services ($ Billion) Exports in Goods ($ Billion)

Income

wise

division 2016 2017 2018 2019 2020 2016 2017 2018 2019 2020
High

income 4,129.3 | 4463.3 | 48945 | 4,953.5 | 4056.0 [10,632.7 [11,643.1 | 12,724.7 {12,291.5 | 11,234.7
Upper

middle

income 653.0 704.6 764.2 787.3 573.6 | 39295 | 44548 | 4963.1| 48758 | 4,696.2
Lower

middle

income 379.4 430.5 481.5 510.1 4208 | 1,115.7 | 1,298.2 | 1,439.0| 1,450.6 | 1,254.9

Source: The World Bank (2021)'®

As shown in Table 3-1, high income countries like Germany, Luxembourg, Ireland, etc. led in the
exports of both services and goods in 2019 and 2020. These countries had services exports of
about $4,056.0 billion in 2020, while upper middle-income countries followed with $573.6 billion
exports of services. Upper middle-income countries that include China, Brazil, South Africa, etc.
are still far behind in services exports as compared to goods exports.

Table 3-2: Least Developed Countries and Developing Economies Percentage Share of Global

Trade over the Last 10 years

Measure

Service Exports 0.5 0.6 0.7 0.7
Goods Exports 0.7 1.0 0.9 1.0
Total Exports 0.7 0.9 0.9 0.9
Service Exports 23.2 27.7 29.5 28.2
Goods Exports 36.3 421 44.8 45.8
Total Exports 34.6 39.1 41.3 42.0

Least developed and developing economies reflect the global trends witnessed in goods and
services trade. Developed countries have a larger share of trade in services than developing
countries. The least developed countries had a low share in global trade throughout the period
2005 to 2020 for both goods and services, which ranged between 0.7% to 0.9% from 2005 to
2020. Developing economies have a much larger share of world exports compared to LDCs. For
both country categories, the services trade shares are gradually increasing compared to goods
exports which have been volatile. Developing economies have had a share of 30.0% in services
trade, whereas developed countries engage in 67.7% of the world services’ trade (UNCTAD,
2020c).

Revealed Comparative Advantage (RCA) - Balassa 1965:

Based on the Ricardian Comparative Advantage concept, the revealed comparative advantage
(RCA) shows the comparative advantage or disadvantage that a country/region might have in the
export of acommodity. A common and widely used version has been proposed by Balassa (1965).
The formula for RCA is as follows:

<

xij
J
RCA = r

]
=3

W

SLow-income countries’ data on services exports is not available from 2010 onwards and thus, is not shown.



Where X is exports, i is the commodity, j is the country, and w is the world.

RCA of more than 1 indicates that the country has a comparative advantage in the category.

Table 3-3: Revealed Comparative Advantage in Services Exports of Developed and
Developing Economies in 20196

Other
Category Developed Developing
Economies LDCs Economies
4 Travel 0.9 1.8 1.3
8 Transport 0.9 1.3 1.2
7 Financial services 1.2 0.2 0.6
9 Telecomm, computer & info. Services 1.0 0.5 1.0
10 Other Business services 1.1 0.4 0.9
Other Services 1.1 1.2 0.8

Source: UNCTAD calculations based on data from UNCTAD (2021c¢)

Figure 3-2: Revealed Comparative Advantage in Services Exports of Developed and
Developing Countries in 201916
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Classification 4, Travel was the biggest revenue generating category amongst services in 2019
and it makes sense that most developing and developed countries would have a large share in it.
However, when the comparative advantage of countries as per their status of being developed,
developing or least developed countries was calculated, the picture of services exports in the
world becomes clearer. In economic theory, a country can have a comparative advantage in a
particular good. This advantage occurs when the good is produced by the country at a relatively
lower opportunity cost.

AscanbeseeninTable 3-3 and Figure 3-2, developed countries have a broader range of comparative
advantages, these are in Classification 10, Other Business services, Classification 9,
Telecommunications, computer and information services, and Classification 7, Financial services.
Developing countries have more of an advantage in Classification 3, Transport and Classification 4,
Travel. While least developed countries have a concentrated comparative advantage in
Classification 3, Transport, Classification 4, Travel, and Classification 10, Other business services.

6RCA for 2019 is calculated because the data for LDCs for 2020 is not available for some services.
"Here Other Services has all other services thatis 1, 2, 5, 6, 8, 11, and 12 BPMé6 categories.



What is evident here is that developing countries appear to mostly rely on Classification 4, Travel,
where it constituted 31.5% of the services provided by developing countries and was worth
$578.0 billion. Another important category is Classification 3, Transport which is about US
$366.0 billion, if services export categories such as Classification 6, Insurance and pension and
Classification 7, Financial services, and Classification 10, Other business services and
Classification 8, Charges for the use of intellectual property services are put together, they would
have a total net worth of US $823.0 billion for developing countries in 2019.

This high dependence of developing countries on Classification 3, Transport and Classification 4,
Travel categories has greatly impacted services exports of developing and least developing
countries due to travel restrictions in 2020.

Figure 3-3: Direct Contribution of Tourism (Percentage) to GDP by Country Group?*®
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Figure 3-3 shows the percentage contribution of tourism to GDP by country group. Developed
countries have remained consistent from 1995 to 2019 in terms of contribution of tourism to
their GDPs. In comparison, least developing countries have almost doubled the contribution of
tourism to their GDP which was 6.6% in 2019. The Small Island Developing (SIDS) countries such
as Jamaica, Fiji, Cuba, Palau and Maldives have tourism contributing most to their GDP which is
13.7%. Most of the developing countries have switched to goods trade that has had a much
stronger rebound than services (WTO, 2021).

Figure 3-4: Annual Average Growth (in Percentage) from 2010 to 2020 of Exports of
Services by Least Developed Countries by Service Category
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'8The data on direct contribution of tourism (percentage) to GDP by country group is available till 2019.



Figure 3-4 shows the annual average growth in exports of services for least developed countries
from 2010 to 2020.

The annual average growth percentage for least developed countries such as Uganda, Yemen, Nepal,
South Sudan, etc. for Classification 11, Personal, cultural and recreational services is the highest.
These countries are however, still far behind in the growth of Classification 10, Other business and
Classification 7, Financial services, Classification 6, Insurance and pension services, and Classification
9, Telecommunication, computer, and information services growth over the last 10 years. These are
the services that have survived the Pandemic relatively better. However, the least developed
countries are still to gain a comparative advantage in the exports of these categories.

3.2 Individual Countries

As discussed in the Chapter 2 - Global Trends in Exports of Goods and Services, the developed
countries lead in services exports. Table 3-4 shows the top 15 developed and developing countries’
services exports for the 2015 to 2020 period.

Table 3-4: Top 15 Developed and Developing Countries’ and Pakistan’s Services Exports

World 2015 2016 2017 2018 2019 2020
Rankin
Exporting Countries $ Billion
Services

1 United States 768.7 780.9 833.8 861.7 876.3 705.6

2 United Kingdom 369.2 358.7 368.9 414.2 405.5 3424

3 Germany 280.7 2934 318.9 349.8 346.7 310.7

5 Ireland 1334 149.5 182.8 222.6 247.8 262.7

6 France 255.7 259.2 2744 302.9 294.1 245.6

9 Netherlands 197.9 190.9 220.7 260.2 275.8 186.6

10 Japan 162.6 175.8 186.9 194.1 207.4 160.3

11 Belgium 109.0 109.0 117.6 124.2 122.0 116.1

12 Switzerland 121.9 124.3 126.4 135.7 131.3 115.0

13 Luxembourg 92.6 93.8 101.5 111.2 113.3 110.8
14 Spain 121.5 130.5 143.7 155.9 157.3 90.0
15 Italy 98.4 100.9 111.9 1234 121.2 87.3
16 Korea, Rep 97.5 94.8 89.7 99.1 99.2 87.3
17 Canada 85.0 87.3 94.6 103.5 105.0 85.5
18 Denmark 64.4 63.5 71.9 81.5 83.5 74.8

4 China 218.6 209.5 228.1 271.5 283.2 280.6

7 India 156.3 161.8 185.3 205.0 214.8 203.3

8 Singapore!? 153.2 151.9 171.0 206.7 217.2 187.6
22 Hong Kong 104.4 98.5 104.1 113.1 102.0 63.8
24 Russian Federation 51.6 50.6 57.5 64.6 62.8 47.5
27 Thailand 58.1 63.8 71.0 77.5 81.2 31.7
28 Philippines 29.1 31.2 34.8 38.4 41.3 314
30 Brazil 33.8 33.3 34.5 354 34.3 28.5
31 Romania 19.1 20.9 245 28.1 30.3 27.1
35 Hungary 22.5 24.2 26.8 30.0 30.2 224
36 Malaysia 34.9 35.6 37.1 40.2 41.0 21.9
37 Viet Nam 11.2 21.1 21.0 24.6 27.6 18.7
38 Mexico 22.9 24.2 27.6 28.8 31.5 17.0
40 Ukraine 12.4 12.4 14.2 15.8 17.5 15.5
41 Egypt 18.5 13.6 19.5 23.6 25.1 15.1
61 Pakistan 5.9 5.0 6.3 5.9 5.9 5.4

Source: UNCTAD (2021d)

Singapore has been classified as a developing country by the WTO: Despite having a HDI of 0.9 (9th highest ranking), WTO classifies Singapore as a
developing country. WTO specifies Singapore as a developing country due to a high reliance on global trade and having no natural resources with a
small economy (Sing, 2019).



Even though China has the highest services exports amongst the developing countries, yet it
ranks 6th in the world in 2019 and 4th in 2020. India has the 7th rank in the world and 2nd in the
developing world in exports of services. Pakistan ranks 77th in the world in 2019 and 61st in
2020 in terms of services exports.

China’s largest services exports are under Classification 10, Other business services ($75.4
billion), Classification 9, Telecommunications, computer, and information services ($59.0 billion),
and Classification 3, Transport ($57.6 billion) in 2020 (UNCTAD, 2021d).

Table 3-5 shows the CAGR (%) for the 2015 to 2020 period and the percentage change
(2019-2020) in services exports of the top 15 developed and developing countries. Pakistan has
been included for comparison.

COVID-19 has led to a fall in exports of almost all countries. Ireland however, has had a growth in
services exports between 2019 and 2020 of about 6.0%. Ireland also had a high CAGR of 15.1%.
Ireland’s largest services exports comprise of Classification 9, Telecommunications, computer,
and information services ($151.3 billion), Classification 10, Other business services ($48.2
billion), and Classification 7, Financial services ($19.7 billion).

Amongst developing countries, China had a CAGR of 7.6% where its highest growing exports
were in Classification 8, Charges for the use of intellectual property, n.i.e. (CAGR of 66.0%) and
Classification 9, Telecommunication, computer, and information services (CAGR of 22.1%).

Romania had a CAGR of 6.7% of services exports, where its highest growing categories were
Classification 9, Telecommunications, computer, and information services (CAGR of 17.1%), and
Classification 10, Insurance and pension services (CAGR of 11.6%).

India had a CAGR of 5.9%, where categories Classification 8, Charges for the use of intellectual
property (CAGR of 24.3%) and Classification 1, Manufacturing services on physical inputs owned
by others (CAGR of 18.7%).

Table 3-5: Top 15 Developed and Developing Countries’ and Pakistan’s Services Exports’
CAGR (2016-2020) and Percentage Change (2019-2020)

World Percentage
Rankin Countries CAGR % Change
Exporting (2016-2020) (2019-2020)
Services
1 United States -2.5 -19.5
2 United Kingdom -1.2 -15.5
3 Germany 1.4 -10.4
5 Ireland 15.1 6.0
6 France =13 -16.5
9 Netherlands -0.6 -32.3
10 Japan -2.3 -22.7
11 Belgium 1.6 -4.8
12 Switzerland -1.9 -124
13 Luxembourg 4.2 -2.2
14 Spain -8.9 -42.8
15 Italy -3.5 -27.9
16 Korea, Rep -2.0 -12.0
18 Canada -0.5 -18.6
19 Denmark 4.2 -104




World Percentage

Rank in Countries CAGR % Change
Exporting (2016-2020) (2019-2020)
Services
4 China 7.6 -0.9
7 India 5.9 -54
8 Singapore?® 5.4 -13.6
22 Hong Kong -10.3 -37.4
24 Russian Federation -1.6 -24.4
27 Thailand -16.0 -60.9
28 Philippines 0.2 -23.9
30 Brazil -3.8 -16.9
31 Romania 6.7 -10.6
35 Hungary -2.0 -25.9
36 Malaysia -11.5 -46.7
37 Viet Nam -2.9 -32.1
38 Mexico -8.5 -46.1
40 Ukraine 5.7 -11.2
41 Egypt 2.6 -39.9
61 Pakistan 1.5 -8.8

Source: Author’s calculations based on UNCTAD (2021d)

Figure 3-5 below shows the year-on-year percentage change in exports of services in November
2020 (vs. November 2019) of the top exporting developed and developing countries.

As of November 2020, countries that are highly dependent on tourism and travel such as the
United States, the United Kingdom and many European countries experienced a 57.0% drop in
export revenues compared to the previous year. In November 2020, India witnessed a fall in
services exports of -5.0% compared to the same month of 2019.

Luxembourg’s services exports under the category Classification 7, Financial services
contributed to its services exports’ growth of 6.0% in November 2020. Netherland’s 1.0% growth
in services exports is mostly contributed by Classification 10, Other business services.

Pakistan’s services exports year-on-year growth has been impressive with a positive 17.0%
growth which is due to higher exports under Classification 9.2, Computer services. Classification
7, Financial services and Classification 9.2, Computer services all of which witnessed a rise in
demand during 2020, and thus contributed to Pakistan’s growth in services exports (WTO, 2021).

“Singapore has been classified as a developing country by the WTO: Despite having a HDI of 0.9 (9th highest ranking), WTO classifies Singapore as a
developing country. WTO specifies Singapore as a developing country due to a high reliance on global trade and having no natural resources with a
small economy (Sing, 2019).



Figure 3-5: Year-on-year Percentage Change in Exports of Services in November 2020

(vs. November 2019) of the Top Exporting Developed and Developing Countries
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Chapter 4

Regional Trends in
Exports of Services

World services exports were worth about $6,224.0 billion in 2019 and 4984.2 billion in 2020.
Table 4-1 shows region wise exports of services from 2015 to 2020. The regions have been
divided continent wise. Continent wise, Europe had the highest services exports of about
$2,512.7 billion, followed by Asia with services exports of $1,410.2 billion in 2020. Oceania
which includes Australia, New Zealand, Fiji and other countries, had the lowest services exports
of $62.7 billion.

Table 4-1: Exports of Services from 2015 to 2020, Region Wise

Services Exports in $ Billion

2015 2016 2017 2018 2019
1 Europe 2,377.9 2,426.4 2,652.3 2,966.2 2,998.5 2,512.7
Eastern Europe 196.9 207.4 236.7 270.5 275.9 233.8
Northern Europe 727.6 735.8 795.9 899.7 924.5 840.9
Southern Europe 336.5 351.1 393.1 436.4 438.6 288.3
Western Europe 1,116.8 1,132.2 1,226.6 1,359.6 1,359.5 1,149.7
2 Asia 1,417.3 1,437.0 1,559.8 1,744.8 1,827.8 1,410.2
Central Asia 13.1 12.5 134 14.8 15.9 9.2
Eastern Asia 658.2 653.7 693.8 772.8 788.4 644.4
South-eastern Asia 318.0 336.1 370.1 430.5 454.5 313.3
Southern Asia?! 188.2 192.9 217.9 240.5 250.4 225.8
Western Asia 239.9 241.7 264.6 286.2 318.7 217.5
3 America 1,029.7 1,048.0 1,120.3 1,164.4 1,182.6 916.0
Northern America 854.9 869.6 929.8 966.8 982.9 792.2
Latin America and
the Caribbean 174.8 178.4 190.6 197.6 199.7 123.8
Caribbean 39.9 40.9 41.8 449 45.0 -
Central America 52.9 55.7 60.6 63.0 67.0 40.5
South America 82.0 81.8 88.1 89.8 87.7 60.1
4 Africa 100.7 94.5 109.1 120.1 124.4 82.7
Northern Africa 422 373 45.1 51 534 35.7
Sub-Saharan Africa 58.5 57.2 64.0 69.1 71.0 47.0
Eastern Africa 22.5 22.2 24.1 27.4 28.0 18.0
Middle Africa 4.4 3.7 5.1 5.2 5.0 3.5
Southern Africa 17.0 15.9 17.6 17.8 16.4 8.5
Western Africa 14.6 15.4 17.2 18.8 215 17.0
5 Oceania 73.9 78.2 87.0 924 93.5 62.7

Source: UNCTAD (2021d)

The UNCTAD classifies regions differently, where it includes Iran in the Southern Asian region. Due to different classification of countries, the
regions name designated by UNCTAD have been mentioned.



Market Share (% share in World Services Exports):

Market Share is a measure of the share a country’s exports have in world exports. It is
calculated as:

x..
Market Share=[ —J )x 100
XWj

Where X represents exports, i represents country, j represents the commodity and w
represents the world.

Table 4-2: Percentage Share of Different Regions in World Services Exports

Market Share (% share in World's Services Exports)

2015 2016 2017 2018 2019
1 Europe 47.6 47.7 48.0 48.7 48.2 50.4
Eastern Europe 3.9 4.1 4.3 44 44 4.7
Northern Europe 14.6 14.5 144 14.8 14.8 16.9
Southern Europe 6.7 6.9 7.1 7.2 7.0 58
Western Europe 22.3 22.3 22.2 22.3 21.8 23.1
2 Asia 28.3 28.3 28.2 28.7 29.4 28.3
Central Asia 0.3 0.2 0.2 0.2 0.3 0.2
Eastern Asia 13.2 12.9 12.5 12.7 12.7 12.9
South-eastern Asia 6.4 6.6 6.7 7.1 7.3 6.3
Southern Asia 3.8 3.8 3.9 4.0 4.0 45
Western Asia 4.8 4.8 4.8 4.7 5.1 4.4
3 America 20.6 20.6 20.3 19.1 19.0 18.4
Northern America 17.1 17.1 16.8 15.9 15.8 15.9
Latin America and
the Caribbean 3.5 3.5 34 3.2 3.2 2.5
Caribbean 0.8 0.8 0.8 0.7 0.7 -
Central America 1.1 11 11 1.0 11 0.8
South America 1.6 1.6 1.6 15 14 12
4 Africa 2.0 1.9 2.0 2.0 2.0 1.7
Northern Africa 0.8 0.7 0.8 0.8 0.9 0.7
Sub-Saharan Africa 1.2 1.1 1.2 1.1 1.1 0.9
Eastern Africa 0.5 0.4 0.4 0.5 0.4 0.4
Middle Africa 0.1 0.1 0.1 0.1 0.1 0.1
Southern Africa 0.3 0.3 0.3 0.3 0.3 0.2
Western Africa 0.3 0.3 0.3 0.3 0.3 0.3
5 Oceania 1.5 15 1.6 1.5 15 1.3

Source: UNCTAD (2021d)

Europe has the highest share in services exports of 50.4% in 2020, which has increased from
48.2% in 2019. Within Europe, Western Europe which includes countries such as Netherlands,
Belgium, Luxembourg, Germany, etc., had the highest market share of 23.1% in 2020. Northern
Europe which includes countries such as the United Kingdom, Ireland, Norway, etc., had a share
of 16.9% in 2020. Eastern, Northern, and Western Europe had witnessed increase in their
market shares from 2019 to 2020. Even though Europe’s exports have fallen, the market share
has risen because the exports of all other regions have fallen by a comparatively larger amount.

America had a 18.4% share in services exports in 2020, where Northern America contributed the
most to this market share. Since the U.S. which is globally the top exporter of services is a part of
Northern America, this region had the highest market share in America which was 15.9% in 2020.

Unlike most regions, America’s (20.6% vs. 19.1%) market share in services exports has fallen
from 2015 to 2019. These regions mostly specialize in the exports of Classification 3, Transport
and Classification 4, Travel. This fall in their market share depicts the uncertainty of trade in
these categories of exports.



Asia ranks 2nd in terms of market share of services exports, and had a share of 28.3% in 2020.
Eastern Asia which comprises of China, Japan, Korea and others had the highest market share
within Asia of 12.9%. Southern Asia, comprising of India, Pakistan, Bangladesh, and others,
lagged behind the rest of Asia with a market share of 4.5% in services exports in 2020.
However, Southern Asia’s market share has increased by 0.5% during 2019 and 2020.

4.1 Southern Asia

South Asia consists of: Afghanistan, Bangladesh, Bhutan, India, Sri Lanka, Maldives, Nepal and
Pakistan. Southern Asia includes Iran in the UNCTAD definition. In terms of services exports,
Southern Asia has the following key exporters: India, Bangladesh, Iran, Pakistan, and Sri Lanka.
Due to limited data on Iran on the sub-categories of services exports, the discussion in this
section will be more focused on the South Asian Economies?2,

Since 1985, South Asian economies have tried to achieve economic integration through SAARC
(South Asian Association for Regional Cooperation) and later agreements such as SAPTA
(South Asian Preferential Trading Agreement) and SAFTA (South Asian Free Trade
Agreement). These agreements however, have failed to give a boost to regional trade. In 2010,
at the 16th summit of SAARC, the SATIS (SAARC Agreement on Trade in Services) was signed
to promote trade in services. However, the movement towards South Asia’s economic
integration is still slow.

Table 4-3: Exports of Services ($ Million) of Southern Asian Countries from 2015 to 2020

Exports of Services ($ Million)

Country 2015 2016 2017 2018 2019 2020
Afghanistan 839.4 521.8 368.9 734.2 651.9 699.6
Bangladesh 3,233.2 3,540.6 3,869.7 5,446.1 6,213.7 6,308.8
Bhutan 1254 145.8 161.7 182.9 168.2 134.7
India 156,278.2 | 161,819.0 | 185,294.0 | 204,955.6 | 214,761.5 | 203,252.8
Iran 11,085.0 10,435.0 9,606.0 9,903.0 10,266.8 4,624.9
Maldives 2,905.3 2,891.4 3,000.7 3,245.1 3,381.4 1,522.2
Nepal 1,430.5 1,354.3 1,594.8 1,749.3 1,621.0 904.0
Pakistan 5,897.0 5,049.2 6,328.4 5,932.9 5,870.2 5,353.0
Sri Lanka 6,396.7 7,138.1 7,723.8 8,374.2 7,474.3 3,035.4

Source: UNCTAD (2021d)

Due to globalization, structural changes in South Asian economies have occurred that have led
to a substantial growth in their services sectors. India, in particular, has recorded impressive
growths inits services sectors and this has contributed to the growth of services exportsin the
region. In addition, India has received sizeable FDI (Foreign Direct Investment) in the services
sectors. SAARC contributed about 3.9% in 2019 and 4.4% in 2020 to the global exports of
services (UNCTAD, 2021d).

Pakistan ranked 3rd in terms of services exports in Southern Asiain 2020. India has the highest
export earnings from services in South Asia and Indian exports of services were worth $203.3
billion in 2020. On the other hand, Bhutan had the lowest earnings from services exports of all
countries in South Asia which ranged between $125 to $183 million between 2015 & 2020.

Bangladesh was behind Pakistan in service exports till 2017 but after 2017, its exports of
services have increased significantly. In 2020, Bangladesh’s exports of services were about
$6.3 billion while Pakistan’s services exports were about $5.4 billion.

20On the UNCTAD database, the overall data of the Southern Asian economies is quoted. This report quotes the Southern Asia data wherever it is indicated
by the UNCTAD. Due to lack of data on Iran’s subcategories of services exports, Southern Asia and South Asia have been used interchangeably.



Table 4-4: Compound Annual Growth The Compound Annual Growth Rate (CAGR) of

Rate (CAGR) of selected Southern Asian exports of services has been about 15.5% for

Countries of Services Exports over the 5
Years from 2016 to 2020 and the

Bangladesh in the last 5 years, while Pakistan had
a growth in services exports of 1.5%. India has
. had the second highest growth of 5.9%.
percentage change in 2019-2020 Afghanistan has a CAGR of 7.6%. Iran had the

lowest CAGR of -18.4% from 2016-2020.
Country CAGR%  Percentage
(2016-2020) Change

(2019-2020) Table 4-5 shows the services exports per capita

of Southern Asian countries from 2016 to 2020.

Afghanistan 7.6 7.3 In 2019, Maldives services exports per head are
Bangladesh 15.5 1.5 the highest at $ 6325.0 per head, followed by Sri
Bhutan -2.0 -19.9 Lanka of $342.8, and Bhutan of $220.4. However,
India 5.9 -54 since these countries were reliant on tourism,
Iran -18.4 -55.0 their services exports per capita have declined
Maldives -14.8 -55.0 significantly in 2020. Pakistan had services
Nepal 956 442 Ség%rts pher capita fofh27.1 in 2}?1d9 arr:d 2|4.2 in

: . , whereas Afghanistan had the lowest
SP;T:::(: 1;; ng services exports per capita of 17.1 in 2019 and

: - 18.0in 2020.

Source: Author’s calculations from the UNCTAD (2021d) database

Table 4-5: Services Exports per Capita from 2016 to 2020 in USD

Country 2016 2017 2018 2019 2020

Afghanistan 14.7 10.2 19.8 171 18.0
Bangladesh 224 24.2 33.7 38.1 38.3
Bhutan 197.9 216.9 2424 220.4 174.6
India 122.2 138.4 151.5 157.2 147.3
Iran 131.2 119.1 121.1 123.8 55.1
Sri Lanka 336.7 360.2 386.4 342.8 138.5
Maldives 6,080.6 6,045.0 6,292.5 6,325.0 2,816.1
Pakistan 24.8 30.4 28.0 271 24.2
Nepal 49.7 57.7 62.3 56.7 31.0

Sources: The World Bank (2021) and UNCTAD (2021d)

Revealed Comparative Advantage- Balassa 1965 has been calculated for the South Asian
countries similar to that for developing and developed countries in Chapter 3 - Trends in
Developing and Developed Countries Exports of Services. Table 4-6 shows the revealed
comparative advantage of South Asian countries for the different categories of services. Figure
4-1 show the RCA of key exporters of South Asia in commercial categories.



Table 4-6: Revealed Comparative Advantage (RCA) for South Asian Countries in 2020

BPMé6 Services Sectors Afghanistan Bangladesh Bhutan India  Maldives Nepal Pakistan Srilanka

1 | Manufacturing services on physical

inputs owned by others 0.0 5.1 0.0 0.1 0.0 0.0 0.0 0.0
2 | Maintenance and repair services 0.0 0.0 - 0.0 - - 0.0 -
3 | Transport 0.7 0.7 1.7 0.6 0.3 0.3 0.7 2.3
4 | Travel 0.8 0.3 5.7 0.6 8.3 2.0 0.7 2.0
5 | Construction 5.7 3.1 0.0 0.8 0.0 1.3 0.1
6 | Insurance and pension services 0.0 0.0 0.6 0.4 0.0 0.3 0.3 0.5
7 | Financial Services 0.0 0.1 0.4 0.2 0.0 - 0.2 0.3
8 | Charges for the use of intellectual

property 0.0 0.0 0.0 0.1 - - 0.0 -
9 | Telecommunications, computer,

and information services 0.5 0.5 0.1 2.4 0.1 1.1 2.2 2.3
10 | Other business services 1.7 0.5 0.0 14 0.0 1.8 0.9 0.0
11 | Personal, cultural, and recreational

services 0.6 0.2 0.0 0.7 0.0 - 0.1 -
12 | Government goods and services 10.2 31.6 0.7 0.2 0.4 57 12.7 0.6

Source: Author’s calculations based on the database of UNCTAD (2021d)

Services exports of the Maldives made up 37.8% of its GDP in 2020, which was about 70.0% in
2015. The growth of its services exports has been slow. Maldives services exports are
concentrated in Classification 4, Travel. Maldives relies on tourism which contributes about
60.0% of Maldives export receipts. In 2020, Maldives had RCA in Classification 3, Transport,
Classification 4, Travel, and Classification 12, Government goods and services, n.i.e.

Sri Lanka had a comparative advantage in Classification 3, Transport, Classification 4, Travel
and Classification 9, Telecommunications, computer, and information services.

Afghanistan, Bangladesh, Nepal, and Pakistan had a major advantage in Classification 12,
Government goods and services as of 2020.

Out of the South Asian countries, Afghanistan, Bangladesh, and Pakistan are the only ones that
have a comparative advantage in Classification 5, Construction.

India, Pakistan, Nepal and Sri Lanka in South Asia are the only countries that have a
comparative advantage in Classification 9, Telecommunications, computer and information
services. Overall, Southern Asia had 10.1% exports of Classification 9, Telecommunications,
computer and information services in 2020. Out of this, India contributed 9.5% in 2020.



Figure 4-1: Revealed Comparative Advantage (RCA) in Commercial Services (excluding 12,

Government goods and services) of Top 4 Services Exporting Countries in Southern Asia in 2020
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Source: Author’s calculations based on the database of UNCTAD (2021d)

None of the countries in South Asia have a comparative advantage in Classification 7, Financial
services. This isreflected in the fact that Southern Asian economies as a whole contributed only
1.03% to the world’s exports of financial services. Classification 10, Other business services
category was an advantage for Afghanistan, India and Nepal amongst the South Asian countries
in 2020.

From the South Asian countries, only India and Bangladesh had exports or trade in
Classification 1, Manufacturing services on physical inputs owned by others, where Bangladesh
has a comparative advantage in its exports. There doesn’t exist an industry for Classification 1,
Manufacturing on physical inputs owned by others in South Asia with the exception of India and
Bangladesh. This is where the South Asian countries lag behind the world and most of Asia.
According to UNCTAD (2021d), the world had $124.9 billion in 2019 and $115.2 billion of
exports in 2020 in this category with a CAGR of 3.3% (2016-2020) and Asia had $47.1 billion in
20192, However, what is impressive is that Southern Asia has had a 50.6% annual growth in
this category and it is mostly due to Bangladesh, which has had a 85.2% growth in this category
over the last 5 years. On the other hand, South-East Asia has had 8.4% CAGR in manufacturing
services over the last 5 years as shown in Table 4-7.

In South-East Asia, Vietnam contributes the most to the exports in this classification in its
region which made up about $10.7 billion of the exports in 20192* and 8.5% of the world’s
exports in the same category. Vietnam is followed by the Philippines and Malaysia that
contributed about 3.5% and 2.6% of the world exports in Classification 1, Manufacturing
services on physical inputs owned by others in 2020.

#Data for Asia for Classification 1 is not available for 2020.
#Data for 2020 for Vietnam in this category is not available



Table 4-7: Manufacturing Services on Physical Inputs Owned by Others ($ Billion)
Regionally and Country wise from 2016 to 2020

$ Million Percentage
Change

Region/ Country 2017 2019 2019-2020
World 101,117.8 | 108,428.1 | 128,402.5 | 125,836.0 | 115,244.6 3.3 -8.4
Asia 38,945.1 | 39,258.5 | 46,967.1 | 46,639.7 - - -
Central Asia 105.7 101.8 108.2 105.1 103.5 -0.5 -1.5
Eastern Asia 23,855.8 | 23,638.7 | 27,858.6 | 25426.7 - - -
South-eastern Asia 14,362.5 14,858.5 18,479.4 20,231.3 19,857.7 8.4 -1.8
Western Asia 427.1 471.2 201.1 483.2 390.5 -2.2 -19.2
Southern Asia 194.0 188.2 319.9 3934 997.7 50.6 153.6
Afghanistan 0.0 0.0 0.0 0.0 0.0 - -
Bangladesh 62.7 73.3 82.4 148.3 737.2 85.2 397.2
Bhutan - - - - - - -
India 131.2 114.9 237.5 245.1 260.4 18.7 6.2
Iran = = = = = = =
Maldives 0 0 0 0 0 0 -
Nepal - - - - - - -
Pakistan 0 0 0 0 0 0 -
SriLanka - - - - - - -

Source: UNCTAD (2021d) and Author’s calculations based on UNCTAD (2021d)

Figure 4-2: Southern Asia’s Exports Market Share of Manufacturing Services on Physical

Inputs Owned by Others in Asia as of 2019%

Central Asia (0.1%)
Eastern Asia (20.2%)
M South-eastern Asia (16.1%)
M Southern Asia (0.3%)

M Western Asia (0.4%)

Source: UNCTAD (2021d)

%Data on Eastern Asia is not available for 2020. Thus, the market share of 2019 is shown.



Chapter 5

Pakistan's Services
Exports

As seenin Chapter 1- Introduction, value added services contribute the most to the World’s GDP,
the same is seen in Pakistan. Value added services contributed 52.8% to Pakistan’s GDP in 2020.
The services sector also contributes the most to employment in Pakistan. The employment in the
agriculture sector has been decreasing since 2016. While the percentage of employment in
industry remains constant, the percentage of employment in services has been increasing from
2016 onwards. As of 2019, services sector employment made up 38% of the total employment in
Pakistan.

Figure 5-1: Distribution of GDP across economic sectors from 2016 to 2020
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Figure 5-2: Pakistan's Employment (% of Total Employment) of Agriculture, Industry,

and Services in from 2015 to 201926
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*Data on percentage of total employment is available till 2019.



Pakistan’s services exports ranked 61st in 2020 in the world (UNCTAD, 2021d). Table 5-1
shows Pakistan’s standing with the rest of the world in services exports. The CAGR in its
services exports was -0.4% for the last 5 years. However, this fall in the growth rate is lower
than that for China and India.

Table 5-1: Pakistan's Services Exports and its Rank in the World

World 2016 2017 2018 2019 2020
Rankin Countries $ One Hundred Million
Exporting
Services
1 United States 7,809.4 8,337.8 8,617.3 8,763.0 7,056.4 -3.0
2 United Kingdom 3,587.4 3,689.4 4,142.2 4,054.8 3,424.4 -1.1
3 Germany 2,934.5 3,189.0 3,497.6 3,466.6 3,106.6 1.5
4 China 2,591.8 2,744.3 3,028.7 2,941.2 2,455.8 3.1
5 Ireland 1,495.2 1828.2 2,225.6 2,478.2 2,627.0 15.2
6 France 2,095.3 2,280.9 2,714.5 2,831.9 2,806.3 -1.3
7 India 1,618.2 1,852.9 2,049.6 2,147.6 2,032.5 5.9
61 Pakistan 50.5 63.3 59.3 58.7 53.5 1.5

Source: UNCTAD (2021d) and Author’s calculations based on UNCTAD (2021d)

Pakistan has gradually developed an advantage in Classification 9, Telecommunications,
computer, and information services which has helped it achieve a 17.0% year-on-year growth
in November 2020 and an Annual Growth Rate of 1.5% between 2016 to 2020.

5.1 Pakistan’s Services Exports Versus Global Trends

In this section, Pakistan’s services exports are compared with global trends in order to identify
which sectors should Pakistan concentrate on. The COVID-19 Pandemic is a unique event that
has changed the way we live. The impact of the COVID-19 Pandemic is especially apparent in
services trade, where exports that used to be on top such as Classification 3, Transport and
Classification 4, Travel have declined and other services exports like Classification 9,
Telecommunications, computer, and information, Classification 7, Financial, and Classification
6, Insurance and pension services have witnessed a growth.

This section is further divided into two parts for better analysis: “5.1.1, Before the COVID-19
Pandemic” and “5.1.2, Since the COVID-19 Pandemic”.

5.1.1.1 Highest Growth Services Exports Categories and Pakistan’s CAGR in these
Categories - 2010-19

Table 5-2 lists the top 6 services exports categories ranked in terms of CAGR, and Pakistan’s
CAGR for these categories.

Table 5-2: Top 6 Services Exports Categories with the highest CAGR (%) and

Pakistan’'s CAGR for these sectors

CAGR % (2010-19)

Services Category World Pakistan

Classification 2, Maintenance and repair services, n.i.e.
2 Classification 9, Telecommunications, computer, and

information services 8.7 12.0
3 Classification 10, Other business services 6.1 9.5
4 Classification 11, Personal, cultural, and recreational services 5.0 11.9
5 Classification 4, Travel 4.7 5.2
6 Classification 1, Manufacturing services on physical inputs

owned by others 4.7 0.0

Source: Author’s calculations based on UNCTAD (2020)



Compound Annual Growth Rates for all Services Classifications and Pakistan’s Performance
2010-19:

Table 5-3 has the world services exports for the last 10 years and their CAGR. The world
witnessed a rise in services exports of about 5.0%, while Pakistan had a decline in its services
exports of 2.1%.

Worldwide, commercial services have had the highest percentage growth rates while the
non-commercial services category of Classification 12, Government goods and services had a
low growth of 1.3% between 2010 & 2019.

Table 5-3: World Exports in 2010, 2015, and 2019 and their 10 year Compound
Annual Growth Rate (CAGR) in Percentages

BPMé/ 2010 2015 2019 CAGR
EBOPS2010  Services and their categories World - World - World - World
Classification

S Total Services 3,966,015.0 65750 | 5002,189.0 | 58970 |6,1440340 | 54180 50 21
1 Manufacturing services on physical inputs

owned by others 82,890.0 0.0 91,7120 0.0 124,900.0 0.0 47 0.0
2 Maintenance and repair services 47,5810 30 75,390.0 20 111,554.0 9.0 9.9 130
8 Transport 827,855.0 14240 902,034.0 | 1,174.0 1,028,827.0 814.0 24 -6.0
4 Travel 951,516.0 3050 | 1,200,703.0 3170 | 1442,136.0 4830 47 52
5 Construction 83,700.0 20.0 95,756.0 440 114,566.0 94.0 36 1838
6 Insurance and pension services 95,783.0 440 121,769.0 540 137,031.0 420 41 -0.5
7 Financial Services 358,467.0 50.0 457,808.0 108.0 520,441.0 108.0 42 89
8 Charges for the use of intellectual property | 247,109.0 40 327,803.0 15.0 409,173.0 0.0 58 -100.0
9 Telecommunications, computer, and

information services 320,967.0 4340 477,674.0 789.0 6782220 1,203.0 8.7 120
10 Other business services 820,655.0 6430 | 1,098,610.0 9390 | 1,399,853.0 14530 6.1 9.5
1 Personal, cultural, and recreational services 52,839.0 4.0 69,896.0 17.0 82,1910 110 50 119
12 Government goods and services 69,584.0 3,644.0 72,5800 | 24380 78,398.0 1,201.0 13 -11.6

Sources: UNCTAD (2020a) for values of exports and author’s calculations based on UNCTAD (2020a) for CAGR

5.1.1.2 Pakistan’s Highest Exports of Services and their Market Shares in Global Exports

Figure 5-3: Share of Services Exports in Total Services Exports of Pakistan in 2019
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Table 5-4 lists Pakistan’s services exports by value, along with Pakistan’s global market share
and exports to the top 2 markets for Pakistan’s top exports.

Table 5-4: Pakistan's Highest Services Export Categories in 2019

Pakistan’s Pakistan’s  Top 2 Markets

Services Category Exports Market and Pakistan’s
($ Million) Share Exports
($ Million)
1 Classification 10, Other business U.S.A: 380.9
services 1,567.8 0.1% U.A.E: 140.6
2 Classification 12, Government goods US.A.: 9334
and services, n.i.e. 1,253.0 1.5% Thailand:114.7
3 Classification 9, Telecommunications, US.A.:667.2
computer, and information services 1,191.9 0.2% U.A.E.: 98.8
4 Classification 3, Transport services 865.3 0.1% U.AEE.:336.3
US.A.:144.1
5 Classification 5, Construction 463.9 0.1% U.K.:14.8
China:10.9

Source: The State Bank of Pakistan (2021a) and UNCTAD (2021d)

5.1.1.3 Pakistan’s Services Categories with the Highest CAGR During 2010-19

Pakistan’s highest CAGR for the 10- year period 2010 to 2019 was in Classification 5,
Construction at 18.8%. The other classifications where Pakistan had high CAGR’s were
Classification 2, Maintenance and repair services, n..e. and Classification 9,
Telecommunications, computer, and information services.

Table 5-5 lists the top 6 services exports categories with the highest CAGR’s for Pakistan.

Table 5-5: Top 6 Services Exports Categories with the highest CAGR (%) for Pakistan

CAGR %
Rank Services Category (2010-19)

1 Classification 5, Construction 18.8%
2 Classification 2, Maintenance and repair services, n.i.e. 13.0%
3 Classification 9, Telecommunications, computer, and information services 12.0%
4 Classification 11, Personal, cultural, and recreational services 11.9%
5 Classification 10, Other business services 9.5%
6 Classification 7, Financial Services 8.9%

Source: Author's calculations based on the State Bank of Pakistan (2021a) and UNCTAD (2021d)

As discussed under section “2.2, Covid 19 Pandemic and the Trade in Services” in Chapter 2, the
global trade in services declined by about 16.5% due to the Covid-19 Pandemic.



Table 5-6: Pakistan's Highest Services Export Categories in 2020

Pakistan’s Pakistan’s  Top 2 Markets

Rank Services Category Exports Market and Pakistan’s

($ Million) Share Exports
($ Million)

1 Classification 9, Telecommunications, US.A.:846.8

computer, and information services 1,438.8 0.2% U.AE..124.9

2 Classification 10, Other business services| 1,301.9 0.1% US.A.:332.7

U.AE.:111.3

3 Classification 12, Government goods US.A.:215.1

and services 1,087.9 1.4% Switzerland: 86.9

4 Classification 3, Transport services 818.1 0.1% U.AEE.: 185.0

US.A:151.9

5 Classification 5, Travel 489.1 0.1% US.A:191.9
UAE.c45

Source: The State Bank of Pakistan (2021a) and UNCTAD (2021d)

Table 5-7: Pakistan’s Total Services Exports, its Components and the Compound
Annual Growth Rate (CAGR %) from 2016 to 2020

EBOPS Services and their 2016 2017 2018 2019 2020 CAGR
2010/ categories (2016-
BPMé6 $ Billion 2020)
Code %
S Total Services 5,073.0 5,525.0 6,080.0 6,208.0 4,983.0 -0.4
SOX Commercial Services | 5,002.0 5,452.0 6,002.0 6,129.0 4,909.0 -0.5
SC/3 Transport 861.0 946.0 1,038.0 1,045.0 849.0 -0.4
SD/ 4 Travel 1,229.0 1,324.0 1,430.0 1,447.0 532.0 -18.9
SPX1 Other Commercial
Services 2,736.0 2,989.0 3,312.0 3,408.0 3,329.0 5.0
SL Government goods
and services, n.i.e. 70.0 72.0 77.0 78.0 73.0 1.1
SPX1 Other Services 5,073.0 5,525.0 6,080.0 6,208.0 4,983.0 -0.4

Source: World Trade Organization (2021b)

Classification SPX1, Other Commercial Services have had the lowest decline of 2.3% in 2020
over 2019 and a positive CAGR of 5.0% in the 2016 to 2020 period This is mostly due to a
positive growth in Classification 9.2, Computer services of 10.0%, 4.0% and 9.0% in the first,
second and third quarters of 2020, respectively as shown in Figure 2-5.

Similarly, Classification 7, Financial services had a growth of 5.0% and 2.0% in the first and third
quarters. Furthermore, Classification 6, Insurance and pension services had a growth of 3.0% in
the 3rd quarter of 2020. Similarly, Classification 10.2, Professional and management
consulting services that come under Classification 10, Other business services have had a 1.0%
growth in the 3rd quarter of 2020.

As shown in Tables 5-7 and 5-8, the world witnessed a fall in Classification S, Total Services
exports from 2019 to 2020 of about 19.7%, while Pakistan had a decline in total services
exports of about 8.82%. While the world faced a fall in exports of Classification 4, Travel of
about 63.2%, Pakistan’s exports in this category grew by 15.6%. Business related travel
expenditure, classified as 4.1, had the most growth of about 27.2%2” in 2020, while personal
expenditures (health, education and other related expenditures), classified as 4.2, had a growth
of 15.5%%”. Amid travel restrictions, Pakistan’s exports related to Business related travel
contributed the most to this growth.

ZAuthor’s calculations based on State Bank of Pakistan (2021a) data.



During 2019-20, Pakistan witnessed the highest growth in Classification 8, Charges for the use
of intellectual property of 242.5%. Even though this growth has been high, Pakistan’s market
share in world’s exports in this category in 2019 is close to 0.0%.

What is however understandable is the second highest growth of 20.7% in exports during
2019-20 in Classification 9, Telecommunications, computer and information services. The rise
in world demand for Classification 9.2, Computer services exports during 2020 and Pakistan’s
advantage in this category has allowed it to achieve a growth in its ICT exports.

Table 5-8: Pakistan's Services Exports Percentage Change from 2019 to 2020

BPM6/EBOPS  Services and their categories 2019 2020 Percentage
Classification - Change
Codes $ Million 2019-2020
S Total Services 5,966.5 5,440.5 -8.8
1 Manufacturing services on physical
inputs owned by others - - 0.0
2 Maintenance and repair services 6.4 7.1 11.9
3 Transport 865.3 818.1 515
4 Travel 423.1 489.1 15.6
5 Construction 463.9 176.9 -61.9
6 Insurance and pension services 45.1 42.2 -6.4
7 Financial Services 137.9 65.9 -52.3
8 Charges for the use of intellectual
property 1.3 4.4 242.5
9 Telecommunications, computer,
and information services 1,191.9 1,438.8 20.7
10 Other business services 1,567.8 1,301.9 -17.0
11 Personal, cultural, and recreational
services 10.8 8.2 -24.6
12 Government goods and services 1,253.0 1,087.9 -13.2

Source: Author’s Own calculations based on State Bank of Pakistan (2021a)
Figure 5-4 shows the percentage-wise break-up of Pakistan’s services exports in 2020.

Figure 5-4: Share of Services Exports in Total Services Exports of Pakistan in 2020
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Chapter 6

Taxation on Services
Exports in Pakistan

As discussed earlier, the world has mostly been focused on international trade in goods. Early tax
laws had focused on taxing tangible items and excluded services from the tax net. However, as
economies shifted from being centered around manufacturing to having a larger component of
services, the focus has now shifted towards taxing services as well.

Inthe 1970s, financial services in most countries were exempt from VAT or GST mainly due to the
difficulties associated with calculating the value addition on a transaction-by-transaction basis.
However, with time, and better understanding of the processes, several countries have started
charging tax on services such as those offered by the financial sector using different modes such
as in South Africa, where tax is charged on services which is fee based and in other countries like
China where a broad-based VAT on financial services is charged (KPMG International, 2017).
This consumption tax is levied on the exports of goods and services as well.

6.1 International Practices

Internationally, services exports involve a higher composition of taxes on its inputs such as
licensing fees, taxes on internet and broadband services etc. Aside from this, indirect taxation is
also imposed on services when they are a part of a service such as a software that is contained in
a CD-ROM which would be taxable on import (UNCTAD, 2014).

Taxes on services vary from country to country. For example, in the U.S there is no standard rate
of services sales tax and it differs from state-to-state ranging from 2.9% to 7.3%. Local
governments impose additional taxes ranging from 1.0% to 5.0% depending on the state
(McHoney, 2021).

Countries like Ireland have a standard VAT/GST for services but it can vary according to the
services sector, like 0% for educational services, 13.5% for restaurants, bakery products and so
forth (Revenue, 2021). The standard practice across the world is to levy different taxes as per the
services sector.

For trade in services, there is no standard approach to the taxation of services exports. Presently,
this lack of an internationally agreed approach has led to difficulties for both governments and
businesses (OECD, 2005). The problems caused by consumption taxes for the international trade
in services are shown in Figure 6-1.

OECD countries which comprise of the U.S., the U.K, Ireland, Australia, Netherlands, and other
developed countries, charge consumption taxes on goods and services where consumption takes
place. For example, if services of a hair dresser are availed in a country by a resident of another
country, the consumption tax is charged on the resident of the other country as per the
jurisdiction of the country where this service is availed. In some countries like the U.K. and the
European Union, VAT is refunded to returning tourists at the airport for goods but this does not
apply for services.

In South Asia, an example of India can be considered where service exports just like goods
exports are exempt from service tax under the Export of Service Rules, 2005 (India Filings, 2021).
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Figure 6-1: Committee of Fiscal Affairs (CFA) 2004 report summaries of the Problems
associated with Consumption Tax for the International Trade in Services?®

Source: OECD (2005)

6.2 Pakistan’s Taxation on Services

B 6.2.1 Taxation System in Pakistan for Services and Services Exports

6.2.1.1 Sales Tax on Services and Services Exports

Before 2000, services sales tax was not a major a topic in the Federal Legislative List. The
responsibility to impose and collect sales tax relating to services remained with the provincial
governments rather than federal government under the Sales Tax Ordinances of 2000.

However, the federal government administered and collected services sales tax on behalf of
the provinces. Effective from 2011, Federal Excise Duty on services was changed to Provincial
Sales Tax under the 7th NFC Award of 2010. Thus, even though sales tax on goods of 17.0% is
uniform across Pakistan, sales tax on services and services exports varies across provinces as
shown in Table 6-1. Sindh has the lowest sales tax on all services sectors except for
Classification 98.12, Telecommunication services which is 19.5%.

Sindh and Islamabad Capital Territory are the only two territories to offer exemptions on the
exports of certain services categories. Sindh has exempted sales tax on 98.12,
Telecommunication Services used by software exporting firms registered with the Pakistan
Software Export Board (Sindh Revenue Board, 2020). The Islamabad Capital Territory has
exempted sales tax on the exports of IT services and IT enabled services (Federal Board of
Revenue, 2020). In Punjab, the exports of all services are exempted from sales tax pursuant to
Rule 13 read with Rule 12 of the Punjab Sales Tax on Services (Adjustment of Tax) Rules, 2012.

The Punjab Sales Tax on Services (Adjustment of Tax) Rules, 2012.
Rule 12 Export of service

Providing of taxable service by a registered person shall be treated as export of service when
the following conditions are satisfied:

(i) such service is delivered and used outside Pakistan;

(ii) payment for such service is received by the registered person in convertible foreign
exchange through declared banking channels; and

(iii) use, supply or consumption of any goods taxable under the Sales Tax Act, 1990 (VII of
1990) in the rendering of such service is treated as zero rated supply and entitled to the
tax refund under that Act.

Rule 13 Export without tax

A taxable service exported in terms of rule 12 shall not be liable to payment of tax in the Punjab.

2Supply chain management refers to the flow of goods or services between locations and business. Consumption taxes affect each stage of
production and may distort the efficiency due to the rise in costs.



Table 6-1: Pakistan’s provinces and their Sales Tax on Services (including Services

Exports)?® Charged till date (2021)

Province Sales Tax on Services Services Exports Exempted from

(including exports) Sales Tax

Punjab 16.0% All services exports but under certain
limitations and conditions

Sindh 13.0% Telecommunication services;
Accounting and Auditor’s services

Khyber Pakhtunkhwa 15.0% None

Baluchistan 15.0% None

Islamabad Capital 16.0% IT services and IT enabling services®®

Territory

Sources: For Punjab: Punjab Revenue Authority (PRA) (2020); For Sindh: Sindh Revenue Board (SBR) (2020); Khyber Pakhtunkhwa Revenue
Authority (KPRA) (2020); Baluchistan Revenue Authority (BRA) (2019); Federal Board of Revenue (FBR) (2020).

Table 6-2 shows the classification codes and descriptions of major taxable services. These
codes are uniform across all territories of Pakistan, in addition there are some sub-categories
such as Airport services, Exhibition services, Intellectual property services, which come under
Classification 98.22, that have different codes across the territories.

Table 6-2: Classification Codes and Major Services taxable by all 5 Territories

Classification
Codes Description
98.01 (KPK-9801.01) | Services provided by hotels, restaurants, marriage halls, lawns, clubs
and caterers

98.02 Advertisements

98.03 Facilities for travel

98.04 Services provided for inland carriage of goods

98.05 Services provided by persons authorized to transact business on behalf
of others

98.06 Services provided in matters of hire

98.12 Telecommunication services

98.13 Services provided by banking companies, insurance companies,

cooperative financing societies modarbas, musharikas, leasing
companies, foreign exchange dealers, non-banking financial institutions
and other persons dealing in any such services

98.14 Services provided by architects, town planners, contractors, property
developers or promoters, interior decorators

98.15 Services provided by professionals and consultants etc.

98.17 Services provided by medical diagnostic laboratories including X-Rays,
CT scan, M.R. Imaging etc.

98.18 Services provided by specialized agencies

98.19 Services provided by specified persons or businesses, such as
management consultants, underwriter, etc.

98.20 Services provided by specialized workshops or undertakings

98.21 Services provided in specified fields, i.e., healthcare center, gym, baby
care center, indoor sports and games center

98.22 Services provided for specified purposes, i.e., construction, franchise,

management services, etc.

Sources: For Punjab: Punjab Revenue Authority (PRA) (2020); For Sindh: Sindh Revenue Board (SBR) (2011); Khyber Pakhtunkhwa Revenue
Authority (KPRA) (2020); Baluchistan Revenue Authority (BRA) (2019); Federal Board of Revenue (FBR) (2020).

#Sales Tax on exports (if not exempted) is the Sales Tax applicable on services which varies according to provinces specified in Table 29. All
provinces charge 19.5% sales tax on 98.12 Telecommunication services with the exemption of Islamabad Capital Territory which charges 17.0%.
PThis category is defined in Figure 6-3.



6.2.1.2 Withholding Tax on Services and Services Exports

Most services are charged a rate of 8.0% withholding income tax, while some services
(mentioned in Figure 6-2) are charged a reduced rate of 3.0% under Section 153 of the First
Schedule of the Income Tax Ordinance.

Figure 6-2: Services charged at a reduced rate of 3.0% Withholding Tax

Transport services Hotel services Advertising services
(other than by print or
electronic media)

Freight forwarding services Security guard services Share registrar services
Air cargo services Software development Car rental services
services
Courier services IT services and IT enabled Building maintenance
services services
Manpower outsourcing Tracking services Engineering services
Inspection, certification, Services rendered by Pakistan Stock Exchange Limited and
testing, and training services Pakistan Mercantile Exchange Limited

Source: PWC (2021)

6.2.1.3 Taxation on Telecommunication services (including exports)

As per the Fifth Schedule to the Sales Act 1990, “exports made by a registered person are
zero-rated”. Since the taxation on services is a provincial matter in Pakistan, this Fifth Schedule
will be incorporated into each province’s provincial sales tax act according to the province’s
decisions.

As per the Overseas Investors Chamber of Commerce and Industry (OICCI), in Pakistan,
provincial sales tax acts have not incorporated the concept of zero-rating as yet. As aresult, the
companies that export services are liable to pay sales tax from their own account (OICCI,
2019).

There are specific tax concessions provided to Pakistan’s ICT sector. Section 143 of the Second
Schedule of the Income Tax Ordinance, 2001 states that any Start-up company offering
technology services and registered with the Pakistan Software Export Board (PSEB) is granted
tax exemption on profit and gains for three years.

As per clause (133) of Part-1 of the second schedule to the Income Tax Ordinance, 2001, the
exports of computer software, IT Services or IT enabled services were exempt from tax, both
income and sales tax. The details of these services are presented in Figure 6-3. However, the
Tax Laws (Second Amendment) Ordinance, 2021 effective from 22nd March, 2021 allows
taxpayers 100% tax credit against their income tax liability instead of exemption from income
tax.



Figure 6-3: Services Eligible for 100% Tax Credit in Pakistan and Sales Tax Exemption

(in Islamabad Capital Territory only)

e System Software (operating system)
e Application Software:

e Word processors

e Spread sheets

e Database management

e Inventory and payroll programs

Computer Software

e Software development
e Software maintenance
e System integration

IT Services e Web design

e Web development

e Web hosting

e Network design

e Inbound or outbound call centers

e Medical transcription

e Remote monitoring

e Graphics design

e Accounting services

e HR services

e Telemedicine centers

e Data entry operations

e Locally produced television programs
e Insurance claims processing

IT Enabled Services

Source: Kamali (2020)
For 100% tax credit, the following conditions have to be met:

1. Atleast 80% of proceeds of exports coming into Pakistan need to be processed through the
normal banking channel by the IT services exporter (tax payer).

2. Availability of this 100% tax credit is till 30th June, 2025.

3. Thatthe income tax return has been filed by the tax payer.

4. The tax payer has paid the tax which was required to be collected and deducted.

5. The taxpayer has filed with FBR the withholding tax statements for the immediately
preceding tax year.

6. The taxpayer has filed the sales tax returns for the tax periods corresponding to the

relevant tax year. Sales tax registration with the provincial sales tax authorities in whose
jurisdictions that they operate (PRA, SRB, BRA, KPRA, FBR) is also a must (Kamali, 2020).

Figure 6-4 shows the taxation on telecommunication services in comparison to all other
services in the 5 territories. Sales tax levied on the Telecommunication sector includes
Classification 9812.6000, Internet services, Classification 9812.6100, Internet services
including e-mail services, and Classification 9812.6120, Broad band services for DSL
connection.

Only Islamabad Territory has a 17.0% taxation on Telecommunication services. In the Finance
Bill 2019-20, the Federal Excise Duty (FED) was withdrawn on internet and foreign satellite.
Before 30th June 2019, internet services up to 4 MBPs were exempted from Sindh Sales Tax,
but after the government issued the Indirect Sales Tax Notification effective from 1st July
2019, this exemption has been withdrawn and internet services are to be charged 19.5% and
treated as Telecommunication services.
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To encourage exports to grow in the ICT sector, the high taxation on Telecommunication
services is seen to have negatively impacted the sector.

Figure 6-4: Taxation on Telecommunication Services (including its exports)3! in comparison

to All Other Services in all 5 Territories

B Telecommunication services [ All other services

19.5% 19.5% 19.5% 19.5%

Sindh Punjab KPK Balochistan Islamabad Capital
Territory
Sources: For Punjab: Punjab Revenue Authority (PRA) (2020); For Sindh: Sindh Revenue Board (SBR) (2011); Khyber Pakhtunkhwa Revenue
Authority (KPRA) (2020); Baluchistan Revenue Authority (BRA) (2019); Haq and Bukhari (2020)

31Since Punjab, Sindh, and Islamabad Capital Territory have sales tax exemptions on Telecommunication services exports, the rates charged by KPK and
Balochistan on Telecommunication services are applicable on Telecommunication services exports as well.



Chapter 7

Barriers to Services Trade

Barriersto trade are restrictions to the international flow of goods or services which are imposed
by governments. Tariff is the most common trade barrier, which is a tax imposed on imports or
exports. The main idea behind an import tariff is to raise the price of imports in the domestic
market in order to reduce demand or to support domestic producers. In addition to tariff barriers,
countries also impose Non - Tariff Barriers (NTBs) which may include, but are not limited to
embargoes, sanctions, quotas, levies, standards, testing requirements etc. The main purpose of
barriers to trade is to protect or aid in the advancement of domestic industries or sectors of an
economy (Tarver, 2021).

Tariffs do not normally apply to services trade, but non-tariff barriers are known to have a
significant impact on the international services trade (Zimmerman, 1999). Before these
non-tariff barriers are discussed in detail, it is important to understand the 4 modes of supply of
services.

7.1 The 4 Modes of Supply of Services

A relatively new agreement known as the General Agreement on Trade in Services (GATS) has
been in effect since 1995. Under GATS, all WTO members need to abide by its specifications for
negotiations of services trade. Under GATS (Article 1:2), there are 4 modes of supply of services:

a. Mode 1 - Cross Border Trade:
This mode accounts for services received from the territory of one country by the
territory of another. These can be received through telecommunications or postal
services such as market research reports, architectural drawings, distance learning /
training, etc.

b. Mode 2- Consumption Abroad:
Under this mode, the services that are accounted for are those provided by residents of a
country within their own country to the residents of another country. These are services
availed by residents of another country that visit or move to another country such as
students, patients or tourists.

c. Mode 3- Commercial Presence:
A company in a country provides a service to another country through a representative
office, subsidiary or an affiliate which has been locally-established such as a hotel group,
bank, etc.

d. Mode 4- Presence of Natural Persons:
A country’s residents provide services to another country, independently such as
consultancy, health care, etc.

This concept of GATS is broader than that of the Balance of Payments (BoP) concept of services
trade which only considers services exported between residents and non-residents and not what
individual residents participate in (WTO, 2020). However, when it comes to understanding
statistics on trade in services as reported by the WTO or restrictions on the trade in services, it is
important to keep these 4 modes in mind.



7.2 Non-Tariff Barriers to Trade in Services
Non-tariff barriers to services trade can be divided into 3 main categories:

e Restrictions on Market Access: There can be limitations imposed on the number of service
transactions or on foreign suppliers. For example, on demand-video services like Prime
Video or Netflix can be asked to air at least 20% content that is produced locally.

e Regulatory Requirements: The most common services trade restrictions are compulsory
requirements for providing a service, such as laws of protection from fraud or malpractice.
Licenses, national/ international qualifications, meeting standards for services are some of
these requirements.

e Restrictions on the movement of people/ workers: Work or visit visa restrictions such as
restricting the stay in a country for a certain permitted time period. These restrictions can
be set on any intra-corporate transferees, business visitors, or professionals that provide a
service independently.

The ground reality shows that a service provider may face several barriers, such as restrictions on
providing a commercial service such as freedom of movement of staff, etc. (Stojakovic, 2020). To
further understand the non-tariff barriers that exist around the world, Services Trade
Restrictiveness Index (STRI) is used for analysis.

7.3 Services Trade Restrictiveness Index (STRI)

The Services Trade Restrictiveness Index (STRI) is a tool to measure trade restrictions. The STRI
provided by the Organization for Economic Co-operation and Development (OECD) is updated on
the latest available data as of 2020, while the World Bank STRI was last updated in 201 1.

STRI’s value can have two ranges: 0 to 1 and O to 100. The STRI index reported by the World Bank
is reported on 3 of the 4 modes of supply of services which are Modes 1, 3 and 4. The OECD STRI
indicators are similar to the 4 modes of supply, but it categorizes them into different headings.

This study considers the OECD STRI due to the availability of the latest data for this index. The
OECD measures STRI in the range from O to 1, where O is completely open while 1 is completely
closed. The STRI index shows that the openness of countries to service trade varies across sectors.

The Restrictiveness that OECD STRI index specifies is on the following main indicators:
1. Restrictions on foreign entry:
This category includes:

- Foreign equity restrictions such as a limit on the maximum foreign shares allowed.

- Legal requirements such as forms, procedures, etc.

- Restrictions on cross-border mergers and take overs.

- Limit to managers/ board of directors being a foreign national (e.g., foreign nationals cannot
have more than 20% of the seats on the board of directors).

- Restrictions on cross-border transfer of data.

2. Restrictions to movement of people

This category includes the following restrictions applicable to independent and contractual
services suppliers, and intra-corporate transferees:

- Quotas.

- Labor market tests.

- Limitations on the duration of stay.

- Licenses required for practice.

- Laws for recognizing foreign qualifications.



3. Other discriminatory measures

This category includes:

- Less favorable taxes and subsidies to foreign suppliers of services.

- Public procurement, such as favoring local suppliers of services and discouraging foreign
services suppliers.

- Laws, regulations and related standards that are different from the international standards/
requirements.

4. Barriers to competition.

This category includes:

- Fee-setting: mandatory minimum or maximum fees.
- Restrictions on advertising.

- Minimum capital requirements.

5. Regulatory transparency

This category includes:

- Multiple entry visa for business visitors.

- Range of visa processing time.

- Documents required for a visa.

- Costs and procedures to obtain a visa.

- Mandatory processes to register a company.

7.4 Services Trade Restrictions in Pakistan’s Major Export Markets

Table 7-1 shows the Top 10 export destinations for Pakistan’s services exports for the period
2016 - 20.

Majority of Pakistan’s Exports of services are destined for the United States of America.

Table 7-1: Pakistan's Top 10 Export Destinations for Services Exports and their
Exports from FY 2016 to FY 2020 with their CAGR

FY2016 FY2017 FY2018 FY2019 FY2020 CAGR %

Countries (2016-
$ Million 2020)
1 USA. 2,385.2 2,143.0 1,654.0 1,802.0 1,836.0 -6.3
2 U.A.E. 684.0 641.0 579.0 579.0 546.0 -5.5
3 UK. 332.0 335.0 336.0 380.0 392.0 4.2
4 Singapore 120.0 129.0 182.0 204.0 232.0 17.9
5 China 130.0 227.0 802.0 578.0 222.0 14.2
6 Saudi Arabia 241.0 213.0 222.0 223.0 194.0 -5.2
7 Germany 110.0 124.0 137.0 153.0 162.0 10.1
8 Switzerland 158.0 132.0 169.0 176.0 123.0 -6.1
9 Hong Kong 85.0 96.0 119.0 88.0 114.0 7.6
10 France 78.0 67.0 87.0 97.0 89.0 34

Source: State Bank of Pakistan (2021b) and Author's calculations based on State Bank of Pakistan (2021b)

From FY2016 to FY2020, the CAGR indicates that Pakistan’s services exports to the U.S.A,,
U.A.E., Saudi Arabia, and Switzerland have witnessed negative growths. On the other hand,
Pakistan’s services exports to Singapore, China, and Germany have had the highest CAGR
growth during FY2016 to FY2020. Pakistan’s services exports to China have decreased by by
61.5% between 2019-20. However, over a period of 6 years between 2016 & 2020 there has
been a positive CAGR of 14.5%.



The top 10 destinations for Pakistan’s exports are also amongst the world’s top importers for
services as shown in Table 7-2, with the exception of Ireland, Japan, Netherlands, and India.
These top importers of services are next analyzed in terms of the non-tariff barriers that these
countries apply.

Table 7-2: Top 10 Global Services Figure 7-1 shows the STRI for the top 10 services
Importers in 2020 importers of services for the following sectors:
accounting, air transport, architecture,

Rank Countries Imports commercial banking, computer, construction,
($ Billion) engineering, insurance, legal, sound recording
1 e 460.3 and telecommunications services. Out of the
5 China 3811 services sectors mentioned in the STRI by the
3 Germany 308.8 OECD, these sectors are selected because they
: represent the core sectors mentioned in the

4 | lreland 2957 BPM6 classification.

5 France 231.7

6 | United Kingdom 204.7 China appears to have the most trade restrictions
7 | Japan 184.5 on services trade in Accounting, Commercial
8 | Singapore 172.7 banking, Computer, Insurance, Legal, Sound
9 | Netherlands 169.3 recording, and Telecommunication services
10 | India 153.9 compared to other countries. Most of China’s
Source: UNCTAD (2021d) restrictions are on foreign entry and movement

of people, and on barriers to competition.

India has most trade restrictions on Accounting, Air Transport, Architecture, Insurance and
Legal services.

The U.K,, Netherlands, Germany, and Ireland are comparatively open for trade in services.
Most of the restrictions that these countries have are concentrated in the form of restrictions
on the movement of people. Since, Classification 4, Travel and Classification 3, Transport were
the most exported amongst the world’'s services in 2019, these countries have high
restrictions on Air Transport. Since restrictions involve policy decisions, they tend to be rigid.
So, what trends persist over a span of 10 years will echo the restrictions for the next 5 years at
least. Thus, even though the COVID-19 Pandemic has transformed the services trade in 2020,
the non-tariff barriers continue to be based on the services trade trend in the past.

Figure 7-1: Services Trade Restrictiveness Index (STRI) of Top 10 Services Importers*? for

Selected Services Categories in 2020
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Source: OECD (2021)

#Singapore is ranked 8th but the STRI for the country is unavailable and thus not displayed.



Since the U.S. has the highest market share of 8.9% in 2019 and 6.8% in 2020 in Classification
3, Transportation, it is understandable that the country has high trade restrictions for its most
crucial category which is Air Transport (classified as 3.2) with a STRI of 0.5.

For computer services (classified as 9.2 under BPM6) which comes under the Classification 9,
Telecommunications, computer and information services, the STRIs for all top importers of
services are lower than 0.3. Since, Pakistan’s ICT industry is growing even in the COVID-19
Pandemic era, this low STRI index is a good sign for Pakistan. Pakistan can tap these markets
further and cater its services offerings according to demand in these countries.

Pakistan can export Architectural, Computer, Construction, and Engineering services to China,
but when it comes to other services, Pakistan faces major NTBs in exporting to China. This
might potentially explain the fall in Pakistan’s services exports to China.

The United States, U.K.,, Germany, Netherlands, Ireland, and Japan (except for legal services)
are preferred for services export destinations for all services mentioned except for Air
Transport services which have greater restrictions.

France can be an export destination for Architectural, Commercial banking, Computer,
Construction, Engineering, Insurance, Sound recording, and Telecommunication services.

India has low NTBs for Computer, Construction, Engineering, Sound Recording and
Telecommunication services. Pakistan’s services exports to India were $10.6 million of which
$583 thousand are of Classification 9, Telecommunications, computer, and information
services as of 2020. Pakistan has market access to India through SAARC and Pakistan can aim
to increase services trade in India through further negotiations (Kapur, 2021).

Figures 7-2 and 7-3 show the composition of restrictions on the Computer and
Telecommunication services exports that are categorized under Classification 9,
Telecommunications, computer, and information services. These two sectors of the same
classification are used to show that different restrictions are imposed according to the type of
services offered.

In terms of Computer Services, the most common restriction is on the movement of people,
while for Telecommunications, the most common restrictions are the barriers to competition.
China differs from other countries in terms of the composition of its restrictions, as its foreign
entry restrictions are the highest in Computer Services.

Figure 7-2: STRI for Computer Services as per indicators for Top 10 Services

Importers in 2020
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Figure 7-3: STRI for Telecommunication Services as per indicators for Top 10 Services

Importers in 2020

0.8

0.6

0.4

—
0.2 — R
, Il B . E B E B t
The United The United Germany China  Netherlands  France Ireland Japan India
States Kingdom

M Restrictions on foreign entry M Restrictions to movement of people
% Other discriminatory measures Barriers to competition
M Regulatory transparency

Source: OECD (2021)

Similarly, Figures 7-4 and 7-5 show restrictions on Accounting Services and Legal Services
under Classification 10, Other business services. What can be deducted from the restrictions
imposed on each sector by each country is that each country secures a sector differently
according to its own dynamics. Similarly, compared to the other countries, France has its legal
services sector as the most protected sector generally through restrictions on the movement of
people.

Figure 7-4: STRI for Accounting Services as per indicators for Top 10 Services Importers

in 2020
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Figure 7-5: STRI for Legal Services as per indicators for Top 10 Services Importers in 2020
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Chapter 8

Challenges to Pakistan's
Services Exports

As discussed in Chapter 4 - Regional Trends in Exports of Services, Pakistan has potential in for
exports in the following categories:

e Classification 9, Telecommunication, computer, and information services,
e Classification 10, Other business services, and
e Classification 5, Construction.

However, there is a mismatch between Pakistan’s export potential in services and the efforts put
into achieving this potential, both by the private and the public sector.

This section highlights the challenges that appear to have held back Pakistan’s services exports.
These challenges have been divided into three sections:

e 8.1 Infrastructure-related Issues,
e 8.2 Trade-related Issues, and
e 8.3 Market Related Issues.

8.1 Infrastructure Related Challenges

Domestic regulations play an important role in services trade. Currently, most regulations are
focused on administration rather than on trade and related matters such as market access, etc.
Important trade related measures such as product recognition, quality, and market placement
issues are dealt by industry associations. However, there are no benchmarks set for dealing with
these trade-related measures. There are also discrepancies in regulations as they apply to the
services sector, in addition there are a number of regulatory authorities for a single service sector
as shown in Table 8-1. These inconsistencies in regulations ultimately impact the quality and
reachability of services exports.



Table 8-1: Regulatory Bodies Relating to Services Sectors in Pakistan

Services
Sector/
Sub-Sector

Regulatory Body

Services
Sector/
Sub-Sector

Regulatory Body

Financial State Bank of Engineering e Pakistan Engineering
services Pakistan and Council
Securities and Architectural
Exchange Commission services
of Pakistan
IT and Ministry of IT and Transport e Ministry of
computer Telecom services Communication
related Pakistan Telecom e Ministry of Ports and
services Authority Environmental Shipping
Frequency Allocation services e Ministry of Defense
Board (Aviation Division)
Pakistan Software e Ministry of Railways
Export Board
Accountancy/ Securities and e Ministry of National
Management Exchange Commission Regulations and
consultancy of Pakistan (SECP) Services
services Institute of Chartered e Provincial
Accountants of Environmental
Pakistan agencies
e |[nstitute of Cost and
Management
Accountants of
Pakistan

Source: Mukhtar (2015)

In addition to there being several regulatory bodies for a single service there are inconsistent
regulations in the same service sector/ category. For example, the Transportation sector has
different regulations for different modes of transportation due to there being different
regulatory bodies for each mode. There is a regulation in the Transportation services sector
where there is arestriction on the market entry for all transport modes except for road transport
services (Mukhtar, 2015). This causes discrepancies in the exports of the same category.

As discussed in Chapter 6- Taxation on Services Exports in Pakistan, taxes on services are levied
and managed provincially. Different provinces have different rules about the rate of taxation that
aservice should be taxed at, and also as to when taxes are due. Overlaps between the central and
the provincial governments on some taxes have led to a complex administration system, greater
uncertainty for service providers, high cost of doing business, and high taxation burden (The
World Bank, 2020).

Investment in IT and IT-enabling services is needed not only to facilitate exports under
Classification 9, Telecommunications, computer, and information services but also to facilitate
the services sector development. Pakistan’s telecommunications are the least developed in the
Asia-Pacific region. Pakistan’s telecommunication sector ranked 31st amongst 34 Asia-Pacific
countries in the ICT Development Index of the International Telecommunication Union (ITU)
2017 (The World Bank, 2020).



This is primarily because Pakistan does not facilitate its IT sector as much as most countries in the
Asia-Pacific region do. India has provided benefits to the IT industry such as tax- and duty-free
imports, and the Philippines has provided benefits such as exemptions from any local government
fees and taxes. On the other hand, Pakistan has levied a high sales tax rate of 19.50% on
telecommunication services, this adds to the high cost of doing business in Pakistan.

Intellectual property laws exist in Pakistan but are not implemented properly. Copyright
infringement has been of a concern in Pakistan and due to this, Pakistan has been on the United
States’ Special 301 Watch list since 1989 (Noshab, 2001). The Watch list consists of countries
whose intellectual regimes are of concern. Due to this weak regime, intellectual work is suffering
which can be the cause of low exports in Classification 8, Charges for the use of intellectual
property, n.i.e.

In terms of budgetary allocation for higher education, Pakistan ranks 125th among 132
countries. Pakistan has 195 public and private universities recognized by the HEC, out of which
114 universities are working with 85 public organizations. Pakistan’s cumulative education
expenditures amounted to 1.5% of GDP in FY2020 and 2.3% in FY2019 (Government of Pakistan,
2020-21). This spending is too low to develop quality educational institutes.

If all of Pakistan’s non-commercial service categories are compared, Pakistan is doing well in
exports in Classification 9, Telecommunications, computer, and information services and
Classification10, Other business services. However, globally, Pakistan lags behind in these services
sectors. If the example of the IT services sector is taken, Pakistan’s digital gig economy is booming
and Pakistan has a flourishing freelancer community. Growth of the digital gig economy in Pakistan
is the fastest in Asia and fourth in the world in terms of growth (Hag, 2020). However, in 2019,
Pakistan’s global market share in Classification 9, Telecommunications, computer, and information
services was only 0.2%. Skills and training wise, Pakistan lags behind its major competitors in this
sector which are India and Ireland. There is a need to enhance the skills of the work force through
targeted policies so that exports which have a potential can increase.

8.2 Trade-related Issues

As discussed in the Section, “6.2, Pakistan’s Taxation in Services” under Chapter 6- Taxation on
Services Exports, there are some incentives given to services exporters such as those given to the IT
sector of 100% credit for income tax and exemption from sales tax for exports. However, heavy
taxation at 19.5% on the Telecommunication sector, especially on internet and broadband services
increases the cost of doing business in Pakistan. Countries like the U.S., China, and other similar
countries have Special Economic Zones (SEZs) for high-tech or services exports, however, this is
missing in Pakistan. Pakistan’s Special Economic Zone (SEZ) Act 2012 has been prepared for the
promotion of exports but concentrates on goods rather than services. The Punjab Board of
Investment and Trade (PBIT) has suggested that industries which are high tech such as medical, health,
IT and the services industry should be included in the SEZ Act, 2012 (Ahmed and Taidong, 2020).

Alesson can be taken from India’s incentives for services exporters. India has introduced the Service
Exports from India Scheme (SEIS) to encourage its services exports. The SEIS provides duty credit
scrips and a reward of 5.0% or 7.0% of the net foreign exchange earned to service exporters (Batra,
2020). Pakistan could introduce incentives similar to those that India has for its services exports.

*Digital gig economy is an economy based on temporary, flexible, or freelance jobs, where the clients are mostly connected with through a
platform being online.



As discussed earlier in section 4.1 - South Asia in Chapter 4 - Regional Trends in Exports of
Services, at the 16th summit of SAARC in 2010, the SATIS (SAARC Agreement on Trade in
Services) was signed but little has been achieved from it. Pakistan hasn’t been able to utilize this
and other services agreements such as the Trade in Services Agreement (TISA) platform which is
an agreement between 23 countries including the U.S., U.K., the European Union, Pakistan,
among others (Dorling, 2015).

Pakistan has also signed Free Trade Agreements (FTAs) with China and Malaysia to further
liberalize insurance and financial services, which is a good step. However, there is still a lack of
consultive platforms that facilitate discussions and advocate for the services sector in Pakistan
(Mukhtar, 2015).

There is a general lack of awareness amongst industry participants about the concessions
available in preferential trade agreements. Due to this lack of awareness, industry participantsin
the services sector do not push for more concessions in the present Trade Agreements, as well as
providing input for future trade agreements

Pakistan’s Preferential Trade Agreements (PTAs) do not facilitate freedom of movement.
Amongst the Non-Tariff Barriers (NTBs) in services trade, a common barrier is the freedom of
movement. According to the Henley Passport Index, the Pakistani passport is ranked 107th out
of 110 countries for international travel as Pakistanis can travel to only 32 countries without a
visa. India ranked at 84th while Bangladesh ranked 100th. Lengthy visa requirements hamper
travel for many Pakistani service providers and this leads to lower opportunities.

8.3 Market Related Issues
[]

Trade in the services sector has been mostly ignored in policies, research, and in other areas in
Pakistan. Pakistan has not worked towards formulating a strategy that outlines a few areas in the
services sector where Pakistan should concentrate its efforts in export markets based on the
export opportunity and Pakistan’s strengths.

For goods, especially for textiles and clothing, Pakistan has been participating in several
international fairs but this is not seen for services. There are some international fairs for
showcasing services exports, these have been listed in Chapter 10- Recommendations.

As discussed in Chapter 7- Barriers to Services Trade, services trade can be restricted and
controlled through non-tariff barriers such as regulations, licensing requirements, etc. In
countries like China, France, and Korea, there are barriers to trade in services sectors such as
accounting, legal, insurance, commercial banking, etc. In Pakistan, the potential markets for
services exports have been rarely identified in policy making and thus, little is done to provide
accreditations and certifications to Pakistan’s services sectors due to a lack of coordination with
the potential markets for services.



Chapter 9

Major Findings

This Study, which is the first in a series on services exports by the PBC, aims at providing an
introduction to the global services trade and to identify broad opportunities for Pakistan in the
services exports space

The major findings of this report are:

9.1 Differences between Goods and Services Trade

For years, world trade was concentrated only on the imports and exports of goods, but in recent
years, services trade is slowly gaining importance. Services trade has been growing at a faster rate
than trade in goods and can be considered as the trade of the future. This growth is primarily due to
cost reductions and technological advancements. Since services are intangible, the classification,
accounting, and trade of services are more complex than goods trade. However, services exports
offer the potential to diversify a country’s trade and allow it to achieve future economic growth.

9.2 Services Trade Classifications

Services trade is internationally reported under the BPM6/ EBOPS 2010, which has been revised
from BPM5. BPM6 is based off the EBOPS 2010 classifications, and thus, the categories are the
same but their codes differ. The classification codes of BPMé are more widely used whereas the
EBOPS 2020 classification codes are mostly found in WTO publications and databases.

Table 9-1: BPM6 and EBOPS 2010 Classification Codes

BPMé6 EBOPS 2010 Categories
Code Classification Code
1 SA Manufacturing services on physical inputs owned by others
2 SB Maintenance and repair services, n.i.e.
3 SC Transport
4 SD Travel
5 SE Construction
6 SF Insurance and pension services
7 SG Financial services
8 SH Charges for the use of intellectual property, n.i.e.
9 Sl Telecommunications, computer, and information services
10 SJ Other business services
11 SK Personal, cultural, and recreational services
12 SL Government goods and services

Sources: United Nations (2012) and Liberatore and Wettstein (2021)

9.3 Top Global Services Exports in 2019 and 2020
i

Till 2019, Classification 4, Travel had the highest export revenue in the world amongst all services
categories, however, after the 2020 Pandemic, this scenario has changed as discussed in Chapter
2 - Global Trends in Exports of Goods and Services.



Table 9-2: Top 5 Global Services Exports in 2019

Rankin BPMé6
Services Classification Services Sectors Revenues US $
Exports
1 4 Travel 1.4 trillion
2 10 Other business services 1.4 trillion
3 3 Transport 1.0 trillion
4 9 Telecommunications, computer, and information services| 655.9 billion
5 7 Financial services 511.9 billion

Source: International Trade Center and Central Intelligence Agency (2020) quoted in Workman (2020)

In 2020, due to travel restrictions, the previously highest export revenue generating category,
Classification 4, Travel incurred massive losses and had on an average a -62.7% fall in exports
over 2019. The top 5 global services sectors in 2020 are shown in Table 9-3.

Table 9-3: Top 5 global services sectors in 2020

Rankin BPMé6

Services Classification Services Sectors Revenues US $
Exports
10 Other business services 1.3 trillion
2 3 Transport 829.8 billion
3 9 Telecommunications, computer, and information services| 710.4 billion
4 4 Travel 546.2 billion
5 7 Financial services 539.6 billion

Source: UNCTAD (2021d)

9.4 Trend of Developed and Developing Countries in Services Exports

Developed countries lead in the exports of services while developing countries lead in the
exports of goods. Balassa 1965’s Revealed Comparative Advantage (RCA) indicates that the least
developed countries and other developing economies have advantages in Classification 3,
Transport and Classification 4, Travel. Developed countries have RCA in Classification 7,
Financial services, Classification 9, Telecommunications, computer and information services, and
Classification 10, Other business services all of which have boomed during the COVID-19
Pandemic.

The United States leads the world in services exports, followed by the United Kingdom both in
2019 and 2020. Amongst the developing countries, China and India lead in services exports,
while they ranked 4th (China) and 7th (India) in the world in 2020, Pakistan ranked 61st in 2020.

9.5 Regional Trends in Services Exports

Regionally, Europe had the highest market share in services of 50.4% in 2020, while Asia had the
second highest market share of 28.3%. In Asia, Southern Asia’s market share was 4.5% of global
exports.

Amongst the Southern Asian countries, India and Bangladesh lead in services exports with a
5-year (2016-2020) compound annual growth rate (CAGR) of 5.9% and 15.5%, respectively.
Pakistan ranked 3rd in Southern Asia in 2020 with a 5-year CAGR of 1.5%.

In 2019, Maldives exports per capita were the highest in Southern Asia at $ 6325.0. followed by Sri
Lanka ($342.8). Pakistan has the exports per capita of $27.1 in 2019 and $24.2 in 2020, whereas
Afghanistan had the lowest services exports per capita of $17.1in 2019 and $18.0 in 2020.



9.6 Pakistan’s Services Exports

Services contributed 52.8% to Pakistan’s GDP in 2020. As of 2019, services sector employment
was 38% of the total employment in Pakistan. From 2016 onwards, the percentage of
employment in agriculture has been decreasing while employment in services has been rising.

Table 9-4 shows the categories in which Pakistan had a comparative advantage in 2020.

Table 9-4: Pakistan's Revealed Comparative Advantage (RCA) for Commercial and

Non-Commercial Services

020
Commercial
5 Construction 1.3
9 Telecommunications, computer, and information services 2.2
Non-Commerecial
12 Government goods and services 12.7

Source: Author’s calculations based on the database of UNCTAD (2021d)

Pakistan’s major comparative advantage is in Classification 12, Government goods and services,
n.i.e. which is a non-commercial services export category. This high number is mainly because of
reimbursements for counter-terrorism services provided by the U.S. to Pakistan also known as
the Coalition Support Fund (CSF) and is not expected to continue in the future as the U.S. begins
its drawdown from Afghanistan.

Pakistan’s highest services exports are listed in Table 9-5 for 2019:

Table 9-5: Pakistan's Highest Exports in 2019

Pakistan’s Pakistan’s  Top 2 Markets

Rank Services Category Exports Market and Pakistan’s
($ Million) Share Exports
($ Million)
1 Classification 10, Other business services| 1,567.8 0.1% U.S.A: 380.9
U.AE: 140.6
2 Classification 12, Government goods US.A:9334
and services, n.i.e. 1,253.0 1.5% Thailand:114.7
3 Classification 9, Telecommunications, U.S.A.:667.2
computer, and information services 1,191.9 0.2% U.AE..98.8
4 Classification 3, Transport services 865.3 0.1% U.AEE.:336.3
US.A.:144.1
5 Classification 5, Construction 463.9 0.1% U.K.:14.8
China:10.9

Sources: SBP (2021) and UNCTAD (2021a)



Table 9-6 below shows Pakistan’s highest services categories for 2020.

Table 9-6: Pakistan's Highest Exports in 2020

Pakistan’s Pakistan’s  Top 2 Markets

Rank Services Category Exports Market and Pakistan’s

($ Million) Share Exports
($ Million)

1 Classification 9, Telecommunications, U.S.A.: 846.8

computer, and information services 1,438.8 0.2% UAE.. 1249

2 Classification 10, Other business services| 1,301.9 0.1% US.A.:332.7

UAE..111.3

3 Classification 12, Government goods US.A:215.1

and services 1,087.9 1.4% |Switzerland: 86.9

4 Classification 3, Transport services 818.1 0.1% U.AE.:185.0

US.A:151.9

5 Classification 5, Travel 489.1 0.1% US.A.:191.9
U.AE..45

Sources: SBP (2021) and UNCTAD (2021a)

Pakistan’s Market share in Classification 9, Telecommunication, computer, and information
services is shown in Figure 9-1.

Figure 9-1: Pakistan's Market Share in Classification 9, Telecommunication,
computer, and information services in 2020
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Pakistan’s Market shares in Classification 10, Other business services is shown in Figure 9-2.

Figure 9-2: Pakistan’s Market Share in Classification 10, Other Business Services in 2020
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As per CAGR from 2010-19, Pakistan’s Exports CAGR exceeds the growth rate of the World in
the Top 6 highest growth services exports categories. However, Pakistan does not have an
industry that manufactures on physical inputs owned by others and thus, its services in this
category are nil and the CAGR is 0.0%.

Table 9-7: Top 6 Global Services Exports Categories with the highest CAGR (%)

growth rates in the World and Pakistan's CAGR in these sectors — 2010 to 2019

CAGR % (2010-19)

Rank Services Category World Pakistan
1 Classification 2, Maintenance and repair services, n.i.e. 9.9 13.0
2 Classification 9, Telecommunications, computer, and
information services 8.7 12.0
3 Classification 10, Other business services 6.1 9.5
4 Classification 11, Personal, cultural, and recreational services 5.0 11.9
5 Classification 4, Travel 4.7 5.2
6 Classification 1, Manufacturing services on physical inputs
owned by others 4.7 0.0

Source: Author'’s Calculations based on UNCTAD (2021d)

Table 9-8: Pakistan’s Top 4 Services Exports Categories with the highest

CAGR (%) growth rates during 2010-2019

1 Classification 5, Construction 18.8%
2 Classification 2, Maintenance and repair services, n.i.e. 13.0%
3 Classification 9, Telecommunications, computer, and information services 12.0%
4 Classification 11, Personal, cultural, and recreational services 11.9%
5 Classification 10, Other business services 9.5%
6 Classification 7, Financial Services 8.9%

Source: Author’s calculations based on UNCTAD (2021d)



Table 9-9: Pakistan’s Top 4 Services Exports Categories with the Highest

Percentage Change in 2019-2020

. - . og0 Percentage
ge 2019-20
1 Classification 8, Charges for the use of intellectual property 242.5%
2 Classification 9, Telecommunications, computer, and information services 20.7%
3 Classification 4, Travel 15.6%
4 Classification 2, Maintenance and repair services, n.i.e. 11.9%

Source: Author's calculations based on SBP (2021)

Despite having the highest growth in Classification 8, Charges for the use of intellectual property,
Pakistan has a market share close to zero in this category. High growth in Classification 9,
Telecommunications, computer, and information services is mostly due to the rise in the exports
of computer services.

9.7 Taxation on Services Exports

There is normally a General Sales Tax (GST)/ Value Added Tax (VAT) imposed on services and
their exports. Services exports involve a higher composition of taxes onits inputs such as taxes on
internet & broadband services, licensing fees etc. Other than this, indirect taxation is also
imposed on services when they are a part of a service such as a software that is contained in a
CD-ROM which could be taxable on import.

Taxation on services vary from country to country. There does not exist a single approach which
is internationally agreed upon due to the lack of awareness, need, and consensus. Presently, this
lack of an internationally agreed approach has led to difficulties for both governments and
businesses (OECD, 2005).

After the 7th NFC award of 2010, the imposition and collection of sales taxes on services resides
with the provincial governments. Unlike sales tax on goods which is uniformly 17.0% across all
regions, sales tax on services varies across provinces.

Table 9-10: Pakistan's provinces and their Sales Tax on Services (including Services Exports)

Charged till date (2021)

Province Sales Tax on Services Services Exports Exempted from
(including exports) Sales Tax
Punjab 16.0% All services exports but under certain
limitations and conditions

Sindh 13.0% Telecommunication services;
Accounting and Auditor’s services

Khyber Pakhtunkhwa 15.0% None

Baluchistan 15.0% None

Islamabad Capital 16.0% IT services and IT enabling services

Territory

Sources: For Punjab: Punjab Revenue Authority (PRA) (2020); For Sindh: Sindh Revenue Board (SBR) (2020); Khyber Pakhtunkhwa Revenue
Authority (KPRA) (2020); Baluchistan Revenue Authority (BRA) (2019); Federal Board of Revenue (FBR) (2020).

The sales tax rates mentioned above are applicable on all taxable services sectors (including their
exports) with the exception of Telecommunication services, for which the sales tax rate is 19.5%
in Punjab, Sindh, Khyber Pakhtunkhwa, and Baluchistan. In Islamabad Territory 17.0% sales tax is
charged on telecommunication services while other services sectors are charged 16.0%.



Under the Income Tax Ordinance, 2001; the following services exports are exempt from sales tax
(in Islamabad Capital Territory) and there is a 100% credit available on income tax in Pakistan:
B Computer Software

M IT Services

B IT enabled services

Sindh has exempted sales tax on telecommunication and accounting and auditor’s services exports.
Islamabad Capital Territory has exempted sales tax on IT services and IT enabling services. Punjab
has exempted sales tax on all services exports based on certain conditions and limitations.

9.7.3.1 Withholding Income Tax

Withholding Income tax at 8.0% is applicable on most services. Under Section 153 of the First
Schedule of the Income Tax Ordinance, a reduced rate of 3.0% withholding tax is charged on
transport, hotel, advertising, freight forwarding, security guard, share registrar, car rental,
building maintenance, manpower outsourcing, tracking, engineering, IT and IT enabled, courier,
building maintenance, engineering, inspection, certification, testing, training services and
services rendered by Pakistan Stock Exchange Limited and Pakistan Mercantile Exchange
Limited.

9.8 Major Export Markets for Services from Pakistan

Table 9-11 shows the major export destinations for Pakistan for services exports from FY2016 to
FY2020 and their CAGR (2016-2020).

Table 9-11: Pakistan's Top 10 Export Destinations for Services Exports and their
Exports from FY 2016 to FY 2020 with their CAGR

FY2016 FY2017 FY2018 FY2019 FY2020 CAGR %

Rank Countries (2016-
$ Million 2020)
1 USA. 2,385.2 |2,1430 1,654.0 1,802.0 1,836.0 -6.3
2 U.AE. 684.0 641.0 579.0 579.0 546.0 -5.5
3 U.K. 332.0 335.0 336.0 380.0 392.0 4.2
4 Singapore 120.0 129.0 182.0 204.0 232.0 17.9
5 China 130.0 227.0 802.0 578.0 2220 14.2
6 Saudi Arabia 2410 213.0 222.0 223.0 194.0 -5.2
7 Germany 110.0 124.0 137.0 153.0 162.0 10.1
8 Switzerland 158.0 132.0 169.0 176.0 123.0 -6.1
9 Hong Kong 85.0 96.0 119.0 88.0 114.0 7.6
10 France 78.0 67.0 87.0 97.0 89.0 3.4

Source: State Bank of Pakistan and Author's calculations on State Bank of Pakistan (2021b)

9.9 Barriers to Services Exports

In terms of barriers, non-tariff barriers (NTBs) have a higher impact on services trade than tariffs.

Services Trade Restrictiveness Index (STRI) by the OECD indicates that the main types of
non-tariff barriers in services trade are



1. Restrictions on foreign entry,

2. Restrictions on the movement of people,
3. Other discriminatory measures,

4. Barriers to competition, and

5. Regulatory transparency.

These restrictions change according to the nature of the category in which these are imposed.

Table 9-12 lists the Top 10 services importers in 2020 and their imports of services in 2020.

Table 9-12: Top 10 Services Importers in 2020

Rank Countries Imports
($ Billion)
1 United States 460.3
2 China 381.1
3 Germany 308.8
4 Ireland 295.7
5 France 231.7
6 United Kingdom 204.7
7 Japan 184.5
8 Singapore 172.7
9 Netherlands 169.3
10 | India 153.9

Source: UNCTAD (2021d)

Figure 9-3 shows the STRI index for these top 10 services importers.

Figure 9-3: Services Trade Restrictiveness Index (STRI) of Top 10 Services Importers** for
Selected Services Categories in 2020

M The United States B The United Kingdom & Germany
China M Netherlands M France
M Ireland M Japan M India

Source: OECD (2021)

#Singapore is ranked 9" but the STRI for the country is unavailable and thus not displayed.



Analyzing the top 10 global services importers, the United States, U.K., Germany, Netherlands,
Ireland, and Japan (except for legal services) have low NTBs in all categories of services exports
except for Travel, where restrictions are high for all of the top 10 services importers.

For Pakistan, France can be an export destination for Architectural, Commercial banking,
Computer, Construction, Engineering, Insurance, Sound recording, and Telecommunication
services.

India has low NTBs for Computer, Construction, Engineering, Sound recording, and
Telecommunications.

9.10 Challenges to Pakistan's Services Exports

Pakistan has export potential in services but there is a mismatch between Pakistan’s export
potential in services and the efforts put into achieving this potential, by both the private and the
public sector. Pakistan’s Services exports face the following major challenges:

9.10.1.1 Lack of a Mechanism that Promotes Inter-agency Coordination and Regulatory
Bottlenecks

There are discrepancies in regulations across the services sectors and also within the same
services sector due to there being several regulatory bodies sometimes for the same sector.

9.10.1.2 Service Providers Face Challenges due to Tax Ambiguities

Taxes on services are levied and managed provincially which leads to ambiguity amongst service
providers.

9.10.1.3 Lack of Facilities for IT and IT Enabling Services

IT and IT enabling services are required to facilitate the services sector development. However,
Pakistan’s telecommunications are the least developed in Asia-Pacific and little is being done to
facilitate the sector.

9.10.1.4 Challenges with Enforcement of Intellectual Property Rights in Pakistan

Lack of proper implementation of intellectual property rights is hampering Pakistan’s potential in
services exports.

9.10.1.5 Lack of Industry-Academia Linkages

The current system of Industry-Academic linkages in Pakistan is flawed and needs to be improved
to bring it to international standards.

9.10.1.6 Supply-Side Challenges of Skilled/ Qualified Human Resources
Skills and training wise, Pakistan lags behind its major competitors in several categories. There is

a need to enhance skills of the workforce through targeted policies so that services exports in
categories in which Pakistan has potential can be tapped.



9.10.2.1 Lack of Incentives for Service Exporters

Pakistan lacks specific incentives for services exporters.

9.10.2.2 Services are Given Less Importance in Trade Agreements

Even though Pakistan has signed agreements such as SATIS (SAARC Agreement on Trade in
Services) and Trade in Services Agreement (TISA), however, little has been achieved. Adding
services to existing and future Trade agreements is needed for Pakistan’s services export to

expand.

9.10.2.3 Lack of Awareness among Industry Participants about the Concessions Available in
Trade Agreements

The services industry participants are mostly unaware of the concessions available in current
Trade Agreements.

9.10.2.4 Restrictions on the Freedom of Movement
Pakistani passport grants visa free access to only 32 countries and many Preferential Trade

Agreements (PTAs) that Pakistan has signed mostly do not address freedom of movement. This is
an obstacle for many categories in services trade.

9.10.3.1 Absence of a Services Exports Strategy

Trade in services sector has been mostly ignored in policies, research, and in other related areas
in Pakistan.

9.10.3.2 Pakistan’s Services Exports Lack Visibility in the Global Market Place

For goods, especially for textiles and clothing, Pakistan has been participating in several
international fairs but this is not seen for services.

9.10.3.3 Problems of Accreditation and Acceptance of Pakistan’s Services in the Global
Market Place

Potential markets for services exports have been rarely identified in policy making and thus, little
is done to provide accreditations and certifications to Pakistan’s services exporters and exports.



Chapter 10

Recommendations

Pakistan’s services exports even though they are currently lower than its goods exports, have
potential for growth. The following recommendations are proposed for Pakistan’s services
exports promotion.

10.1 Improving Infrastructure as it Relates to the Services Sector

There needs to be a single regulatory authority for services trade, preferably under the Ministry
of Commerce.

There needs to be a collaborative effort amongst all authorities to develop a common
understanding on the where, when, and how when it comes to taxes on services in order to avoid
uncertainty and potential double taxation.

A national policy is required to facilitate Industry-Academia linkages in Pakistan. The current
model of Industry-Academia linkages in Pakistan is flawed as mentioned under the sub-heading
“8.2.4, Lack of Industry-Academia Linkages” in Chapter 8: Issues Regarding Pakistan’s Services
Exports. The following improvements are suggested:

e Undergraduate programs should focus more on research courses. A higher weightage
should be given to research in the undergraduate programs as compared to coursework.

e Professors/ instructors involved in research must be restricted to teach for only 3-6 credit
hours each semester without any pay reduction.

e Industries can introduce collaborative programs that allow undergraduate students to
interact with professionals.

Pakistan also needs to plan and invest in developing technology hubs and business incubation
centers. There are many examples of successful Industry-Academia linkages world-wide.
Examples of successful Industry-Academia linkages include the Silicon Valley in the U.S., Hsinchu
Science Park in Taiwan, Daejeon in South Korea, etc.

Pakistan canlearn from Ireland and India that had 18.4% and 9.6% market shares in Classification
9, Telecommunications, computer, and information services exports in 2019. Both have
emphasized on IT education, Global Business, English and IT languages (Heeks and Nicholson,
2004). India, in particular, has developed labor skills through strengthening technical education
institutions and through government interventions that have aimed at developing the IT skills
base, particularly at a tertiary level (Carmen, 2002). Pakistan too should aim to provide
vocational training and further technical education to its work force in order to excel in those
potential services categories which require skilled workforces.



There should be training and educational programs that are based on demand patterns, global
market access levels, and needs assessment. It is important to collaborate with the export
destination(s) in order to provide targeted training to the work force in Pakistan.

IT and IT enabling services are a part of the infrastructure for the services sector. This sector in
Pakistan is heavily taxed and lags behind the IT sectors in the world and even in the Asia-Pacific
region. The government needs to devise policies to reduce business transaction costs along with
facilitating a more predictable regulatory and legal environment.

10.2 Trade-related Policies

Free & Preferential Trade Agreements (FTA/PTA) for services provide liberalization, allowing for
an expansion in exports of services. As discussed in Chapter 9 - Major Findings, Pakistan is a part
of SATIS (SAARC Agreement on Trade in Services) and Trade in Services Agreement (TISA)
platforms but has gained little from these. Considering that, India is amongst the world leaders in
the exports of services and Bangladesh’s services sector has shown growth, an effective PTA in
services amongst the South Asian countries can be beneficial for creating synergies and
collaborations.

Pakistan needs to advocate for the freedom of movement in Trade Agreements as they are
crucial for the services trade. Pakistan also needs to improve its passport’s status through
treaties and negotiations especially with countries that are current and potential markets for
Pakistan’s services exports.

There can be different types of incentive schemes depending on the services export category. For
the IT sector, tax concessions can be an incentive along with broadband internet facilities and
incentives on the imports of latest technology including software. Similarly, subsidizing
marketing costs in the overseas markets, government encouragement of venture capital funding,
and providing facilitation through Pakistan’s foreign trade representations and export-oriented
government agencies can be some other incentives to service exporters (Mukhtar, 2015).

10.3 Accessing International Markets

A services export strategy needs to be developed encompassing near, medium and long-term
goals. Similarly, trade/ commercial offices of Pakistan located overseas need to focus on specific
categories of services exports. These trade / commercial officers should also provide assistance
to Pakistani exporters of services when needed. Aside from these, the following measures are
recommended:

10.3.1.1 Recommended Services Categories for Pakistan to Focus on

Based on global demand and Pakistan’s own strengths, Pakistan’s focus should be on selected
categories instead of catering to a wide portfolio of services. Based on currently available data, it
isrecommended that Pakistan focus on catering to the needs of the following services categories.
These categories are mentioned in the order of precedence:



1. Classification 9.2, Computer services under Classification 9, Telecommunications,
computer, and information services:

This category had been the 4th largest services export category in the world prior to the
COVID-19 Pandemic. In 2020, Classification 9, Telecommunications, computer, and information
services became the 3rd largest services export category. The world demand after COVID-19 has
increased for Classification 9.2, Computer services showing a year-on-year growth in all 3
qguarters of 2020. On the other hand, other services categories showed a year-on-year loss in at
least one quarter of 2020. This has contributed to Pakistan’s booming gig economy. Pakistan also
has the most potential in this category compared to all of its commercial services export
categories with an RCA of 2.0 in 2019 and 2.2 in 2020 in Classification 9, Telecommunications,
computer, and other information services.

2. Classification 10.2, Professional and management consulting services, and Classification
10.3, Technical, trade-related, and other business services under the Classification 10,
Other business services:

In 2020, Pakistan didn’t have this comparative advantage in this category but had exports that
ranked 2nd amongst all of Pakistan’s services exports. Before 2020, Pakistan has had the highest
exports revenue under this classification. Globally, Classification 10, Other business services had
the highest export revenue amongst all services in 2020. With a lower reduction in the
year-on-year growth in the first and second quarters, the legal, management, accounting and
advertising services, which come under the sub-category Classification 10.2, Professional and
management consulting services have had a growth of 1.0% in the 3rd quarter of 2020. This
category has been consistent before and after the COVID-19 pandemic where it maintains its
rank at number 5.

Under Classification 10.2, Pakistan has had a surplus balance over the last 10 years, with a
surplus of $159.0 million in 2020. Within Classification 10, most of Pakistan’s exports are under
the sub-heading 10.3, Technical, trade-related and other business services which had exports of
$984.0 million in FY2020. It is suggested that Pakistan focuses on these two sub-categories in
order to match its strengths with international opportunities.

3. Classification 7, Financial services:

Even though Pakistan doesn’t have an RCA greater than 1 in this category, the world demand for
financial services in 2020 has provided it with a year-on-year growth in the 1st and 3rd quarters
of 2020. Even before the COVID-19 Pandemic, this category was amongst the top 5 services
exports.

World demand indicates that exports in this category can be promoted through analyzing and
improving Pakistan’s financial services, by providing government incentives to the sector, and
through branding and development of new markets. Pakistan’s financial sector needs to be
strengthened in order to increase its overall services exports.

4. Classification 6.1, Direct insurance and Classification 6.3, Auxiliary insurance services
under Classification 6, Insurance and pension services:

Before the COVID-19 Pandemic, Classification 6, Insurance and pension services ranked 7th
globally in services exports. After the COVID-19 Pandemic, this category is amongst the only few
to have a year-on-year growth in the third quarter of 2020 as mentioned in the Section, “2.2,
COVID-19 Pandemic and the Trade in Services” under Chapter 2 - Global Trends in Exports of
Goods and Services. Instead of concentrating on Classification 6.4, Pension and standardized
guarantee services, Classification 6.1, Direct insurance and Classification 6.3, Auxiliary insurance
services exports should be concentrated in future services exports strategies.



10.3.1.1.1 Way Forward for Pakistan’s Services Exports

As the COVID-19 Pandemic subsides, Pakistan can focus on tapping into Classification 5,
Construction and Classification 3, Transport. Pakistan is doing well in the exports in these
categories and when trade returns to normal, Pakistan can focus on exports in these categories as
well.

What Pakistan also needs to accept is that the non-commercial service category Classification
12, Government goods and services might not always provide the exports revenue that it
currently does and relying on this category is not advisable. Pakistan needs to gain an edge in
commercial services export categories in order to excel in services trade in the coming years.

In the previous sub-section, “10.3.1, Specialize in Certain Services Sectors”, specific services were
recommended in which Pakistan should specialize. Considering these sectors, a further strategy
of expanding current markets and exploring new markets is suggested.

This sub-section will first explain the Ansoff Matrix and will discuss the implementation of a
strategy using the available data.

10.3.2.1 The Ansoff Matrix
Figure 10-1 shows the Ansoff Matrix, which is also called the ‘Product/ Market Expansion Grid’.

The Ansoff Matrix can be applied to any sector. Since we are talking about the services sector, the
term product is used for services (service export category) in this discussion.

Figure 10-1: The Ansoff Matrix
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Four strategies proposed by the Ansoff Matrix are:

1. Market Penetration: Increasing exports of existing services in the existing markets.
Suggested Ways of Executing this Strategy:
a. Offeringincentives to the specific services sectors.
b. Promotion of the existing specific services in the existing markets to increase exports.
c. Overseas commercial/trade offices provide support to the specific services providers.

2. Product Development: Introducing new services to existing markets.
Suggested Ways of Executing this Strategy:
a. Research the requirements for the new service in existing markets.
b. Investindeveloping the new services according to the demands of the existing markets.
c. Promotion of new services in existing markets.

3. Market Development: Entering new markets with existing services.
Suggested Ways of Executing this Strategy:
a. Selecting countries that are the top importers of the existing service and have not been
tapped into.
b. Investin improving the existing services in order to cater to the new markets.
c. Promotion of the existing services in the new markets.

4. Diversification: Entering new markets with new services.
Suggested Ways of Executing this Strategy:
a. Researching the new market and catering the service accordingly.
b. Investindeveloping the new service according to the demands of the new markets.

Note: Since the exports of services are relatively new to Pakistan, the 4th strategy is not
recommended presently.

10.3.2.2 Market Penetration: Increasing Exports of Existing Services into Existing Markets

As discussed in the sub-heading “10.3.1, Specialize in Certain Services Sector”, 4 service
categories were suggested for specialization. These suggested services exports categories are
used in this Ansoff Matrix analysis.

As mentioned in Chapter 7- Barriers to Services Trade, Pakistan’s top services exports
destinations are the United States, the United Arab Emirates, the United Kingdom, Saudi Arabia,
and Singapore. Table 10-1 lists the top export destinations for Pakistan.

The U.S.A. is Pakistan’s biggest market for services exports, but Pakistan’s services exports are
negligible in the U.S.A. For example, Pakistan exported $847 million under the Classification 9,
Telecommunications, computer, and information services to the U.S.A., while India exported $12
billion and Ireland exported $6 billion to the U.S.A. in 2020 (Bureau of Economic Analysis, 2021
and State Bank of Pakistan, 2021b).

Table 10-1 shows Pakistan’s existing top 5 markets for the suggested services exports categories
for specialization that Pakistan should aim to expand its exports in. Table 10-2 shows the CAGR
of the total imports of these markets in the suggested services exports categories.

For Classification 6, only top 3 destinations have been mentioned because Pakistan has less than
$1.5 million worth of exports for all other countries, below which the exports to the country are
not considered significant enough for that country to be considered an existing market.



Table 10-1: Pakistan's Existing Top 5 Markets in 2020 for Suggested Services
Categories for Specialization

Rank Classification 9, Telecommunications,  Classification 10, Other business Classification 7, Classification 6, Insurance and
computer, and information services services Financial services pension services
$ Million $ Million $ Million $ Million
Pakistan Imports Pakistan Imports Pakistan Imports Pakistan Imports
Country Exports fromthe Country Exports fromthe Country Exports fromthe Country Exports fromthe
(2020) World (2020) World (2020) World (2020) World
(2020) (2020) (2020) (2020)
1 USA. 847.8 38,594.0 USA. 3337 1176730 | USA. 832 422560 | UK. 105 3,168.0
2 UAE. 1249 4,302.0 UAE. 1113 % China 138 31740 | Singapore 108 5317.0
3 UK. 108.9 13,014.0 UK. 109.6 90,3990 | UAE. 118 - UAE. 71 -
4 Singapore 49.6 15,339.0 Singapore 89.8 589270 | Germany 4.6 18,3380 | - -
5 Canada 39.9 29,7110 China 811 504870 | UK. 29 21,3530

Source: State Bank of Pakistan (2021b)

Table 10-2: Pakistan's Potential Markets CAGR growth of Imports from 2016 to 2020 for
Suggested Services Sector for Specialization

Classification 9, Classification 10, Classification 7, Classification 6,

Rank Telecommunications, Other business Financial services Insurance and
computer, and services pension services
information services

Country CAGR(%) Country CAGR(%) Country CAGR(%) Country CAGR (%)

1 U.S.A. -0.7 US.A. 4.0 US.A. 6.6 U.K. -1.2
2 UALE. 8.5 UA.E. - China 11.8 Singapore 5.0
3 U.K. -2.2 U.K. 7.1 UALE. - UALE. -
4 Singapore 6.0 Singapore 6.1 Germany 8.2 - -
5 Canada 427 China 3.8 UK. 4.0 - -

Source: Author’s calculations based on UNCTAD (2021d)
10.3.2.3 Product Development: Introducing New Services to Existing Markets

As discussed under “4.1.1 Revealed Comparative Advantage (RCA)” in Chapter 4- Regional
Trends in Exports of Services, Pakistan does not trade under Classification 1, Manufacturing
services on physical inputs owned by others as Pakistan does not have a sector where
manufacturing on physical inputs owned by others takes place. Pakistan can aim to build this
sector and thus, will have a new service to offer to its existing markets. Table 10-3 shows
Pakistan’s existing markets that are top importers of Classification 1, Manufacturing services on
physical inputs owned by others.

Table 10-3: Pakistan Existing Markets for Services Exports and their Imports for Classification 1

Total Imports in Classification 1, Manufacturing Pakistan's Total
services on physical inputs owned by others Services Exports
World
Rankin CAGR
I Countries $ Billion (2016- $ Million
mports 2020)
2020
2016 2017 2018 2019 2020 % 2019 2020
1 France 7.8 9.0 10.2 10.6 9.6 5.3 97.7 89.9
2 Ireland 3.8 5.3 6.3 7.4 8.7 23.0 88 115
3 Korea 8.2 9.2 9.8 9.5 7.7 -1.6 26 214
4 Germany 5.3 6.0 6.7 6.0 5.8 2.3 51.6 498
5 Japan 5.2 5.5 5.1 4.2 5.1 -0.5 139.3 75.8

Sources: UNCTAD (2021d) and State Bank of Pakistan (2021b). Author's calculations for CGAR based on UNCTAD (2021d)

*Data is not available



10.3.2.4 Market Development: Entering New Markets with Existing Services.

Table 10-4 shows Pakistan’s potential markets for suggested services categories. Table 10-5
shows the total imports of the selected countries and the CAGR (2016-2020) of their imports.
These countries have been selected because Pakistan has not exported a significant amount to
these countries in the suggested services export categories, even though these countries have
high imports in the suggested categories.

Pakistan’s exports in the suggested services exports categories to potential markets are
insignificant, i.e., less than $1.5 million in 2020 and thus, indicates that Pakistan has yet to
explore these markets. Figure 10-2 shows the STRI index for these markets. As mentioned in
Chapter 7- Barriers to Services Trade, STRI shows the existence of Non-Tariff Barriers (NTBs)
in particular sectors of selected countries. All of these markets mentioned have low NTBs in the
suggested services exports categories. Pakistan can target these markets and engage them into
Preferential Trade Agreements (PTAs) and Mutual Recognition Agreements (MRAs). Only
Hungary has high NTBs in legal services that can also be approached with mutual negotiations
between the countries.

Table 10-4: Pakistan's Potential Markets in Suggested Services Categories
for Specialization

World Classification 9, World Classification 10, World Classification 7, World Classification 6,
Rankin Telecommunications, Rankin Other business services Rankin Financial services Rankin Insurance and
Imports computer, and Imports Imports Imports pension services
2020 information services 2020 2020 2020
Pakistan's Pakistan's Pakistan's Pakistan's
Country Exports Country Exports Country Exports Country Exports
$ Million $ Million $ Million $ Million
2019 2020 2019 2020 2019 2020 2019 2020
16  |Austria 0.3 04 16 | Brazil 0.6 14 1 Luxembourg| 0.3 0.2 8 France 0.0 0.0
19 Brazil 0.0 0.0 18 | Russian 2 05 4 Ireland 0.0 0.0 5 Ireland 0.0 0.0
Federation
21 Poland 00¥ | 02 32 Hungary 1.3 0.7 15 Austria 0.0 0.0 8 Mexico -3 -
22 Luxembourg| 0.2 0.5 33 | Czech 17 08 16 Russian 0.0 0.0 14 Belgium 0.0 0.0
Republic Federation

Source: State Bank of Pakistan (2021b)

Table 10-5: Pakistan's Potential Markets CAGR growth in imports from 2016 to 2020
for Suggested Services Sector for Specialization

Classification 9, Telecommunications, Classification 10, Other business Classification 7, Classification 6, Insurance and
computer, and information services services Financial services pension services
Imports CAGR % Imports CAGR % Imports CAGR % Imports CAGR %
Country in2020 (2016- Country in2020 (2016- Country in2020 (2016- Country in2020 (2016-
$Billion 2020) $Billion 2020) $Billion 2020) $Billion 2020)
Austria 7.7 15.2 Brazil 212 -5.5 Luxembourg 434 47 France 19.2 14
Brazil 61 16.9 Russian Federation 16.2 -17 Ireland 188 102 Ireland 1513 235
Poland 57 143 Hungary 6.7 30 Austria 26 79 Mexico 54 8.6
Luxembourg 58 10.9 Czech Republic 57 46 Russian Federation 22 25 Belgium 29 200

Source: UNCTAD (2021d) and Author's calculations for CGAR based on UNCTAD (2021d)

¥70.0 indicates that the exports are lower than $100,000.
%®’'indicates that Pakistan does not export to Mexico under this category



Figure 10-2: STRI Index 2020 for Expandable Markets for Suggested Services Sector

for Specialization
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Pakistan can participate in global services fairs to create a brand image for its services sectors.
Some examples of fairs/ exhibitions that Pakistan can participate in are listed in Table 10-6.

3Since Sindh and Islamabad Capital Territory have sales tax exemptions on Telecommunication services exports, the rates charged by Punjab, KPK and
Balochistan on Telecommunication services are applicable on Telecommunication services exports as well.



Table 10-6: Examples of Exhibitions/ Fairs that Pakistan can Participate in Potential Markets

Exhibition/ Fairs City, Country Frequency Category of Services

Business Analyst World Washington, Once ayear - Management services
D.C,US.A.

EDIX - Educational IT Tokyo, Japan Once ayear - IT services

Solutions - Teleservices

IT-SA - Information Nuremberg, Once ayear - Services IT security

Technology and Security Germany - Cloud computing

IMEX - Worldwide Frankfurt, Once ayear - Travel services (Business

Exhibition for Incentive Germany Travel)

Travel, Meetings and

Events

CIBTM - China Incentive, Beijing, China Once ayear - Travel services (Business

Business Travel and Travel)

Meetings - Eventservices

Source: EventsEye (2021)

The government policies need to focus on the facilitation of services exports through providing
information and assistance for international certifications and accreditations for service
providers, both public and private. Alternatively, Pakistan can sign Mutual Recognition
Agreements with other countries where both countries can agree to accept each other’s results
of conformity assessments such as certifications and licenses. This would be beneficial for
services sectors such as accountancy, tax consulting, architectural, engineering services that
fall under Classification 10, Other business services and for sectors such as
telecommunications and computer services that fall under Classification 9,
Telecommunications, computer, and information services (Mukhtar, 2015).
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Annexure

1. Manufacturing Services on Physical Inputs Owned by Others

It is defined as the manufacturing service fee for covering the assembly, packing, progressing,
labelling, and others processes that are charged by the business manufacturing a product
whose physical inputs are owned by another country’s business. Example: Country A has
provided inputs to country B which processes the input through its manufacturing process. The
final output is then sold to another country and the service fee is included under this category.
The opposite applies for imports under this category includes industries such as liquefaction of
natural gas, oil refining, assembly of electronics, food and clothing, etc. There are two
sub-categories:

1.1 Goods for processing in reporting economy:
The credit items (exports) were goods returned and debit items (imports) were goods
received.

1.2 Goods for processing abroad:
The credit items (exports) were goods sent and debit items (imports) were goods
returned.

2. Maintenance and Repair Services

Under this category, exports are defined as the maintenance and repair done by residents of a
country on goods that are owned by non-residents of another country. The opposite applies for
imports. It includes maintenance and repair on air crafts, ships and other transportation.

3. Transport

This category covers from the process of carriage of objects and people from a location to
another along with the supporting

Transport covers the process of carriage of people and objects from one location to another
along with the supplementary services and rentals (charters) of carriers with crew. The
sub-categories are: 3.1 Sea transport, 3.2 Air transport, 3.3 Other modes of transport, 3.4
Postal and courier services, 3.5 Space transport, 3.6 Rail transport, 3.7 Road transport, 3.8
Inland waterway transport, 3.9 Pipeline transport, 3.10 Electricity transmission and 3.11 Other
supporting and auxiliary transport services.

BPMé6 requires that goods (both exports and imports) should be valued on Free-On-Board
(F.O.B). Wherever the valuation of Cost-Insurance-Freight (CIF) is present, the freight and
insurance components should be estimated separately and eliminated from the trade figures to
arrive at a F.O.B. valuation. These components are then recorded in the services account
(Eurostat, 2021).

4. Travel

It covers all the good and services that are purchased by a non-resident from the country when
on visits to the country. With the condition that there is no change in residence, all lengths of
stay are included into this category. Included are beverages, food, lodging, and transportation
spending in the country as well as souvenirs, gifts and other related items bought from the



country. Similarly, a resident visiting a country abroad and carrying out these transactions will
classify as an import. The sub-categories include:

4.1 Business:
This sub-category includes 4.1.1 Acquisition of goods and services by border,
seasonal, and other short-term workers and 4.1.2 Other.

4.2 Personal:
This sub-category includes 4.2.1 Health-related services, 4.2.2 Education-related,
and 4.2.3 Other.

5. Construction

It is the management, creation, repair, extension, or renovation of fixed assets such as improving
land in through an engineering nature, buildings, roads, dams, bridges, and other constructions.
Includes assembly work, general construction, and preparation of a site along with services that are
specialized such as plumbing, painting and demolition, etc. There are two sub-categories:

5.1 Construction abroad: (a) construction work for non-residents by enterprises resident
in the compiling economy (export); and (b) the goods and services acquired from the
host economy by these enterprises (import).

5.2 Construction in the compiling economy comprises: (a) construction work for residents of
the compiling economy by non-resident construction enterprises (import); and (b) the
goods and services acquired in the compiling economy from resident entities by these
non-resident enterprises (export).

Both sub-components of construction services cover the work performed on construction
projects and installations by employees of an enterprise in locations outside the economic
territory of the enterprise.

6. Insurance and Pension Services

6.1 Direct Insurance:
Direct insurance includes life, freight, and other direct insurance.

6.2 Reinsurance:
Reinsurance is where an insurance company insures itself from another insurance
company to protect itself from an event of a major claim.

6.3 Auxiliary insurance services:
These include insurance brokerage, agency services, insurance claims adjustment
services, actuarial services, and other services.

6.4 Pension and standardized guarantee services:
Pension services include individual and group pension services, and pension fund
management services. Standardized services included credit, surety and other
insurance services.

7. Financial Services

These are financial intermediation and auxiliary services that are normally facilitated by banks and
other financial intermediaries. These include services such as deposit taking and lending,
commissions and charges related to financial factoring, leasing, clearing, and underwriting of
payments, transactions in financial instruments and other services related to financial activities.



There are two sub-categories that are:

7.1

7.2

Explicitly charged and other financial services:

These are charges that have been specifically charged and stated by banks or
institutions such as documentation, account opening, processing, investigation and
cheque book issue charges, etc.

Financial intermediation service charges indirectly measured (FISIM):
This is an indirect measure of the financial intermediation services that have been
provided by banks or other financial institutions but are not charged explicitly.

8. Charges for the Use of Intellectual Property n.i.e.

These are charges on the use of intellectual property to residents of other countries (exports) or by
residents of other countries (imports). The sub-categories were as follows:

8.1

8.2

8.3

8.4

Franchises and trademarks licensing fees:

These are copy rights, patents, industrial processes and designs, trademarks, trade
secrets, and franchises (rights come from marketing as well as research and
development).

Licenses for the use of outcomes of research and development.

Licenses to reproduce and/or distribute computer software:
These also include licensing charges to distribute or reproduce an intellectual
property such as copyrights on computer software.

Licenses to reproduce and/or distribute audio-visual products:

These also include licensing charges to distribute or reproduce an intellectual
property such as copyrights on sound recordings, manuscripts, books,
cinematographic works, live performances for satellite broadcast, television or cable.

9. Telecommunications, computer, and information services

9.1

9.2

9.3

Telecommunications services:

Under Telecommunications, included are transmission or broadcast of data, images,
sound or other information by telegram, radio, television cable transmission,
telephone, electronic mail, internet backbone services, and access services available
online which also contains access to the internet.

Computer services:
Computer services constitute of services related to software and hardware.

Information services:
Information services have two divisions that are services related to news agencies
and other information services.

10. Other Business Services

This category has the following sub-sections:

10.1 Research and development services:

Research and development services such as experimental development of new
processes and products, applied and basic research.



10.2 Professional and management consulting services:
Professional and management consulting services that include accounting, public
relations services, legal, advertising, public opinion polling, management consulting,
and market research.

10.3 Technical, trade-related and other business services:
Technical, trade-related and other business services that are engineering, scientific,
architectural, business services, waste treatment, mining, de-pollution and
agricultural services, operating leasing services and trade related services.

11. Personal, cultural, and recreational services

These are services provided to residents of other countries (exports) or services availed by a
country’s residents from other countries.

11.1 Audiovisual and related services:
They are the services related to the production and distribution of audio-visual
services in relation to radio and television programmes, motion pictures, and musical
recordings. Similarly, services related to authors, artists, sculptors, and composers,
etc.

11.2 Other personal, cultural, and recreational services:
These also include the other category where educational, health, recreational,
heritage and other personal services are included.

12. Government Goods and Services n.i.e.

The transactions covered in this category include goods and services trade by a government or
governmental unit with the territory in which it is located in but not a resident of. Transactions
included are payments for security/ police services, visas, technical assistance, and permit or
license for the supply of a service.

This category includes:

12.1 Embassies and consulates:
Goods and services supplied to or by embassies

12.2 Military units and agencies:
Goods and services attained by consular staff, diplomats, and military personal staff
and their dependents present abroad.

12.3 Other government goods and services n.i.e.:
Services that have been supplied to and by governments that have been not included
in other services categories. Health services provided to embassy or military staff
posted abroad.








