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Foreword

Services trade is an important driver of economic
growth, job creation and value chain participation.
BRICS countries (Brazil, the Russian Federation, India,
China and South Africa) are increasingly important
players in global services trade. Competitiveness in
services trade is key to their future growth.

This report collects the latest available data on
services trade from various sources and presents a
comprehensive review of services trade for BRICS
countries. New datasets used for this report include
the Balanced Trade in Services Statistics database
produced by OECD and WTO, and WTQO's Trade in
Services data by Mode of Supply dataset.

The report shows how the COVID-19 pandemic has
had a significant impact on global services trade: world
exports of commercial services fell by 18.16% between
2019 and 2020. The impact on BRICS countries varies
widely: China’s and India’s services trade declined
only by 4% and 5%, respectively, whereas Brazil saw
a fall of 16%, the Russian Federation saw a fall of 24%
and South Africa witnessed a decline of nearly 46%.
These decreases are largely due to the pattern of their
services exports, such as the role of tourism and travel
and engagement in digital trade.

The report is useful to analyse where BRICS stand in
global services trade. It examines growth trends and
trajectories; sector and mode of supply analysis for each
individual BRICS country; and intra-BRICS trade. It takes
a close look at the most dynamic segments in services
trade, such as digital trade and investment in services,
as well as key sectors such as travel and education.
It shows which sectors, such as transport, travel and
other business services, represent the largest shares
in services exports and imports of BRICS countries.

Most importantly, it demonstrates that services trade
deficits are not necessarily a ‘loss’ to an economy,
as imported services allow domestic companies to
participate more efficiently in international value chains
and generate important gains for consumers.

The report has important policy lessons as well.
It suggests initiatives that BRICS countries could
consider to enhance services trade — improving services
statistics, implementing regulatory impact assessments,
lowering services trade costs and leveraging regional
initiatives on transport and connectivity to promote
development of key backbone services, such as
transport, logistics and telecommunications.

ITC supports developing countries with technical
assistance on services trade. These range from
supplying trade data and intelligence, developing
national export strategies with services-specific
strategies, building knowledge and capacity for
policymakers, sector associations and alliances,
to implementing targeted technical assistance projects
for SMEs in key sectors such as tourism, IT services and
e-commerce.

We stand ready to work with our partners to help
SMEs around the world, including in BRICS countries,
to engage and benefit from global services trade.

Pamela Coke-Hamilton
Executive Director
International Trade Centre
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Executive summary

The BRICS countries — Brazil, Russian Federation, India,
China and South Africa — are emerging as significant
players in global services trade. Over the past two
decades, they have experienced rapid growth in services
trade, which is contributing to the overall economic
efficiency of BRICS countries. In 2020, services trade
in all BRICS countries ranged from 5.5% (China, Brazil)
to about 12% (India) relative to GDP. It is comparable
to, if not a little above, that of the United States (5.6% in
2020). However, it is still considerably below that of the
major European countries, France (18.7%) and Germany
(16%).

BRICS countries started from a lower base and account
for only a modest proportion of world services trade.
According to World Bank data, the BRICS accounted
in 2020 for 10% of global services exports and 13%
of global services imports. China and India represent
the bulk of this share, with the two countries together
accounting for 8.7% and 10.5% of global services
exports and imports, respectively. Except for India and,
to some extent, China, BRICS’ services trade tends to
be concentrated in traditional sectors, such as transport
and travel.

Between 2000 and 2020, based on the balance of
payment data, India reinforced its position as a net
services exporter. Negative trade balances decreased
in Brazil and the Russian Federation, while South Africa’s
position remained approximately neutral. By contrast,
China’s negative trade balance in commercial services
increased rapidly between 2010 and 2018, before
recovering a little in 2019 and more substantially in 2020.

A negative balance should not be interpreted as a
‘loss’ to an economy — far from it. Services imports are
particularly important, because a large proportion of
global trade in services is in producer services, namely
those that are used as inputs by other firms; services like
engineering, transport and finance help produce other
goods and services, including those that are exported.

Xii

The COVID-19 pandemic has had a devastating impact
on services trade: world exports of commercial services
fell by 18.16% between 2019 and 2020, whereas the
comparable figure for goods was 7.36%. Among the
BRICS, China and India saw smaller declines in services
trade during the pandemic, of 4% and 5%, respectively,
perhaps due to the mix of services they export, and the
modes of supply on which they rely. By contrast, Brazil
saw a fall of 16%, the Russian Federation saw a fall of
24% and South Africa witnessed a decline of nearly 46%.

Owing to data deficiencies, analysing BRICS countries’
participation in services trade has been challenging,
in particular the trade with each other. This report draws
on a range of data sources to provide a fresh picture of
the sectoral composition of BRICS countries’ services
trade and the importance of intra-BRICS trade.

Estimates based on the best available information show
that intra-BRICS trade accounts for a relatively small
share of services exports of each BRICS country (9%
for Brazil, 13% for the Russian Federation, 6% for India,
4% for China and 12% for South Africa). In imports,
BRICS as a group accounts for around 3% (Brazil and
China) to 6% (India) and 9% (South Africa) of services
imports of individual BRICS countries. Global patterns of
comparative advantage tend to dictate a larger role for
high-income economies in East Asia, Europe and North
America.

Dynamic sectors: Rapid productivity
growth

Transport, travel and other business services represent
the largest shares in services exports and imports of
BRICS countries. Other sectors feature prominently in
services exports of each country: construction for Brazil;
financial services, telecom and intellectual property
charges for the Russian Federation; telecom and ICT
services for India; telecom, manufacturing-related



services and construction for China; and financial
services and telecom services for South Africa.

Dynamic services sectors, such as engineering and
research and development, have seen rapid productivity
growth globally in recent years. This has implications
for policymakers, who need to have the right incentives
to encourage high-productivity, growth-supporting
services. It also means that the slowing growth of
manufacturing in developing countries — including
BRICS at lower levels as a percentage of GDP — is not
necessarily negative for employment and development,
provided countries generate competitive offerings in
dynamic services sectors.

One aspect of services trade that stands out for the
BRICS countries is ‘embodied’ services trade — services
used as inputs in the production of other tradable goods
and services. BRICS' gross exports of manufactured
goods incorporate between 25% and 35% of embodied
services in value added terms, primarily from domestic
sources but also from foreign suppliers, according to
the Trade in Value Added (TiVA) data. Developing these
services is important as a source of export earnings
in a direct sense and for facilitating manufacturers’
competitiveness in world markets.

Looking at individual modes of supply, the standout
performers are China and India in Mode 3, with growth
rates of 17.8% and 13.0% per annum between 2010 and
2017. Of the BRICS, those two countries grew faster than
the rest of the world in terms of Mode 1 exports, at 6.3%
and 7.0%, respectively.

Considering total export values in the WTO TiSMoS data,
China and India are the two BRICS countries that have
seen substantially faster export growth than the rest of
the world (between 2010 and 2017), while the Russian
Federation has seen slow growth, and Brazil and South
Africa have seen small declines. While performance
is mixed, for services trade involving the physical
movement of people across borders — important factors
make the BRICS countries key players in this type of
services trade, primarily through Mode 2 trade, while
Mode 4 is restricted in most of their export markets.

BRICS countries are also heavily involved in trade in
educational services, primarily as sending economies,
although this segment was particularly affected by
the COVID-19 pandemic. Intra-BRICS exchanges are
marginal except in the case of China.

Digital trade is rapidly developing across BRICS
countries, with India, China and the Russian Federation
leading in exports of IT services, e-commerce,
algorithms and artificial intelligence (Al). It is a key sector

that will underpin the overall competitiveness of services
exports in the coming decade. Digital economy will be
discussed in further detail in the UNCTAD-ITC BRICS
Digital Economy Report 2022.

Productivity is the key

The key finding from this data-driven analysis is that,
to fully realize the potential of their services economy,
BRICS countries should focus on improving productivity
in services sectors, which would benefit trade integration,
consumer welfare and downstream productivity and
competitiveness. Economic forces will continue to pull
in that direction; rising incomes will shift consumption
towards services and increasing use of global value
chains (GVCs) as production platforms will increase
demand for intermediate services.

Globally, trade costs are high in services trade, twice
what is observed in goods, due in great part to policy
barriers. Although there are no explicit border restrictions,
such as tariffs, other policies — both horizontal and
sector-specific — affect the ability of foreign service
providers to contest local markets.

Policy restrictions in the BRICS are relatively high by the
standards of the developed world, although they may
in some cases be more liberal than in lower-income
countries. Sectors that could benefit from further
liberalization include rail freight and some logistics
subsectors in the Russian Federation; rail freight and
professional services in India; and courier services and
some audio-visual services in China.

Close the gap between aspiration
and progress

To leverage the global services economy and upgrade
productivity, BRICS need to close the gap between
aspiration and progress. Some BRICS have taken steps
to open services markets but there is scope to adjust
policies to support more services trade integration.

In addition to supporting ongoing multilateral initiatives,
incorporating learning from other frameworks could
promote incremental change in services markets.
Following the example of the Asia-Pacific Economic
Cooperation’s (APEC) experience with goods, BRICS
could seek a trade facilitation agenda in services,
developing proposals to improve domestic regulation,
facilitate investment and focus actions on dynamic
segments of services trade, such as e-commerce and
digital trade.

xii



Recommendations

1.

Collect disaggregated data. Collect fully
disaggregated (by subsector and by partner) data on
services trade in the sense of balance of payments.

. Track sales by foreign affiliates. Tracking sales

by foreign affiliates, both inward and outward, would
provide information on GATS Mode 3 trade.

Support international data collection and
estimation efforts. Consider participating more
fully in the process supporting WTO's data collection
and analysis efforts on services. This could include
sharing national experiences on services data
collection and implementing pilot surveys on trade
in services by mode of supply, which would support
the TiSMoS estimates.

Implement regulatory impact assessment.
This assessment is a tool to promote effective and
efficient regulation of services sectors and would
improve transparency and efficiency through better
domestic regulation and investment-facilitation
measures.

Reduce services trade costs and facilitate
services trade through BRICS, G20, WTO and
other forums. Enhance domestic efforts to build
conducive policy environment for services sectors;
strengthen regulatory exchanges among BRICS’
competent authorities in key services sectors to
inform their counterparts about policy development,
especially related to policy reforms and facilitating
services trade; and use BRICS cooperation to build
impetus in other international instances, such as in
the context of the G20, WTO and other forums.

Leverage regional initiatives on transport and
connectivity, such as those sponsored by ASEAN,
to promote liberalization of key backbone services
like transport, logistics and telecommunications.

7. Strengthen private-sector cooperation on
services trade. Mechanisms such as the BRICS
Business Council or dedicated services trade
networks could play a key role in supporting
cooperation at the business level through exchange
of information and business linkage facilitation.

8. Implement BRICS outcomes on services. Take
measures to implement services-related outcomes in
the context of the BRICS, such as the Implementation
Roadmap on Trade and Investment aspects of the
Strategy for BRICS Economic Partnership 2025,
Framework for Cooperation in Trade in Professional
Services, Framework for Ensuring Consumer
Protection in E-Commerce and Framework on
Strengthening the Economic and Technical
Cooperation for BRICS Countries.

This report analyses BRICS countries’ services trade in
detail to identify underlying trends in competitiveness
across sectors and modes of supply, examine market
potential and regulatory issues and provide policy
recommendations.

Chapter 2 looks at BRICS’ services economies and
services trade relations in a global context. It examines
their trade relations with the world and, using newly
prepared WTO data, among themselves.

Chapter 3 focuses on digital trade, an important mode
of delivery for services. It is a complement to a separate
report on the subject.

Chapter 4 considers investment as a major mode of
entry in services sectors where geographical proximity
between buyer and seller is necessary.

Chapter 5 looks at people-to-people connectivity in
the scope of expanded services trade through the
temporary movement of service providers, as well as
movements of consumers in sectors, such as travel and
tourism and education.

Chapter 6 presents key challenges and
recommendations for enhancing cooperation in services
trade among BRICS countries.
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Chapter 1
Global Snapshot: Trade in Services

The services economy has been undergoing major
growth in many countries over a long period. Having
started decades ago in the developed countries, with the
peak of manufacturing as a proportion of the economy
and employment, the movement is now spreading to the
developing world.

However, the COVID-19 pandemic has posed major
challenges to the global services economy. In-person
contact is important for some kinds of services trade,
such as tourism. Public health measures designed to
curb the spread of the coronavirus have necessarily
impinged on the ability of consumers and service
providers to engage in these types of transactions.
Simultaneously, online delivery of services, including
through expanded work-from-home arrangements in
many countries, has led to a shift in the way that some
services are delivered.

Figure 1 shows that the services economy grew relative
to manufacturing and agriculture in the middle- and
high-income groups between 2000 and 2019, with
the change most pronounced in the middle-income
countries — including the BRICS countries that are the
focus of this report. 2019 is the last year for which full
data are available in the World Development Indicators,
but it is prior to the outbreak of the pandemic. As such,
there are likely to be changes in 2020, which the detailed
sections below will analyse to the extent possible.

The COVID-19 pandemic posed
challenges to the global services
economy, especially in sectors where
in-person contact is important, such
as tourism.

Simultaneously, online delivery of
services has seen rapid growth.

Many factors lie behind the general development in
evidence over the past two decades, including shifting
demand patterns. As per capita income rises, consumer
demand tends to shift towards services in relative terms.
At the same time, the rise of GVCs has given services
a special role, ‘embodied’ within goods that are then
exported.

For instance, an imported mobile phone nominally
originating in China is, in reality, a bundle of value-added
components from all over the world, including parts like
a solid-state hard drive or a screen, as well as services,
which include research and development, design,
transport and marketing. Modern production methods
rely heavily on services, particularly within GVCs.

Although precise figures are difficult to obtain, Low and
Pasadilla (2016) present firm-level case studies from the
Asia-Pacific region showing that services input costs
are often a significant proportion, even up to half, of the
total costs for the manufacturer. Such considerations
increase the relative demand for services over and
above the final consumption effect.

Looking at the data on a cross-country basis, it is evident
that the size of the services economy is directly related
to higher per capita incomes. In Figure 2, the upward
sloping line of best fit strongly suggests that richer
countries tend to have a larger proportion of services in
their GDP than do poorer countries. Although correlation
is not causation, the economic history of the developed
world, as well as some developing countries now,
suggests that this relationship is robust — as per capita
income increases, the services sector grows relative to
the other parts of the economy.

This dynamic is important as BRICS countries plan to go
from middle- to high-income status. It is also important
to recall arguments by some analysts that the services
sector creates more jobs than manufacturing, and at
an earlier level of development (Ghani and O’Connell,
2014).

Recent work by the Asian Development Bank (Helble
and Shepherd, 2019) and World Bank (Nayyar et al.,
2021) supports the growing importance of a services
policy agenda as part of an overall development
strategy. They emphasize that while manufacturing is
critical to development prospects, it is also vital to look
at services sector performance, not least because of the
interlinkages between the two areas. It may be too early
to talk of ‘services-led development’ but it is pertinent
to speak about ‘services facilitated development’ or
development that uses the services sector smartly to
boost medium-term growth prospects.



Figure 1 Services as a percentage of GDP, by country
income group, 2000 and 2019
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Figure 3 World exports: Goods and services, 2000-2020
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Figure 2 Services growth accompanies GDP per capita
growth, 2019
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Figure 4 Services growth accompanies GDP per capita
growth, 2019
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As the services economy has increased in importance
relative to other sectors across the world, so too has the
services trade. Measuring services trade is subject to
difficulty. Although data availability has improved, there
are still many holes in the data. This section looks at
statistics on purely cross-border trade in services drawn
from the balance of payments statistics; but later sections
look at experimental WTO data on trade in services by
mode of supply —a much broader concept (see below).

Figure 3 shows steady growth in commercial services
trade in the 21st century. It is notable that the financial
crisis of 2008-2009, although it originated in a services
sector, affected goods trade to a much greater degree
than did services trade. The average annualized growth
rate of services exports between 2000 and 2020 was
5.67%, which is slightly faster than that observed for
goods (5.15%), albeit that the latter has a much higher
degree of variation.

Having said this, the effect of the COVID-19 pandemic
is in evidence for both series, although the effect was
much larger in relative terms for services: world exports
of commercial services fell by 18.16% between 2019 and
2020, whereas the comparable figure for goods was
7.36%.

From the point of view of the BRICS countries,
experiences differ widely. China and India saw far lower
declines in services trade during the pandemic, of 4%
and 5%, respectively, perhaps due to the mix of services
they export, and the modes of supply on which they
rely. By contrast, Brazil saw a fall of 16%, the Russian
Federation saw a fall of 24% and South Africa witnessed
adecline of nearly 46%. These larger figures are also due
to the type of services exports, such as the role of tourism
and travel in South Africa and the modes of supply.

Nonetheless, these basic data indicate that, in line with
the growth of the services economy, world services
exports have been steadily growing, which holds
potential for developing countries looking to increase
their degree of integration into world markets.

Figure 4 breaks the data out further by looking at regional
patterns of services export growth, using 2002 as a base
year (index set equal to 100), so that changes can be
interpreted as percentages. In interpreting the figure, it
is important to keep in mind that the use of an index
obscures differences in the initial level of exports. For
example, East Asia and Pacific, which has the highest
value of services exports, sees a level of trade that is
nearly eight times as high as the region with the lowest
value of trade, sub-Saharan Africa.

Subiject to these caveats, the figure shows that all
regions have seen steady growth in their services
exports, which reflects the overall dynamic in Figure 2.
But patterns differ significantly across regions in terms of
the rapidity with which services exports have increased.
South Asia — a region that includes India — has seen
its services exports rise much more rapidly than other
regions, which tend to be clustered together at a lower
level of growth.

All regions saw a significant drop in activity between
2019 and 2020, likely due to the effects of the COVID-19
pandemic. However, in relative terms, the fall in South
Asia is less than for other regions. One reason could be
the types of services exports — as well as the modes of
supply — relative to other countries.

The general global context for services trade, within
which recent developments affecting the BRICS have
taken place, is supportive of steady, sustained growth.
The main factors support growth in services trade are
the unbundling of production associated with the rise of
GVCs, shifts in the demand patterns of final consumers
and growth in destination markets.

Except for particular subsectors like computer services,
there is little evidence that reductions in bilateral trade
costs have played a significant role in boosting services
exports around the world (Miroudot et al., 2013).
The COVID-19 pandemic has had a significant negative
effect on global services trade but it is too early to say
whether or not that impact is passing or permanent.

Growth in the services economy and services trade
provides important potential benefits for developing
countries. From a sustainable development point of
view, the ecological footprint of services is typically
much less than that of manufacturing, particularly in
the early stages of industrialization. The risk of injury
to workers is also much lower. At the same time,
services like education and healthcare directly promote
sustainable development, while environmental services
make it possible to mitigate the harm caused by other
activities (Hoekman, 2016).

However, whereas manufacturing in many now-
developed countries was a broad-based entry point
into the middle class, the situation with services is
more complex. Productivity levels — which are related
to salaries, although not perfectly — vary widely across
services subsectors.



Commentators in the developed world sometimes
assimilate services with jobs that are low productivity
and low potential, while their counterparts in developing
countries use the example of personal services or
recreational services.

In reality, in both groups of countries, services are
heterogeneous in their underlying level of productivity,
potential to produce future growth and spillovers to
other sectors. For instance, dynamic services like
engineering and research and development, which
modern endogenous growth theories see as the motor
of long-term growth and higher per capita incomes,
have high levels of productivity and productivity growth.

Looking at the EU KLEMS database for data on the United
States, for example, services like telecommunications
and IT saw faster growth in total factor productivity than
all but a small number of manufacturing subsectors, and
substantially greater growth than for manufacturing as
a whole. Helble and Shepherd (2019) and Nayyar et
al. (2021) examine the evidence in detail and find that
it complicates the traditional view in some areas that
services are inherently low-productivity and low-growth
activities.

This means the sectoral composition of services is
very important, perhaps more than in manufacturing.
Policymakers therefore need to get the incentives right
so that high-productivity, growth-supporting services
can attract significant numbers of workers.

Research challenges

For manufacturing, there are highly disaggregated
data on input-output relations, production, productivity,
cross-border trade and border policies affecting trade
flows (tariffs). In services, however, the situation is vastly
different.

Standard industrial classifications identify services
subsectors at a far higher level of aggregation than
for manufacturing. The problem is magnified in the
case of trade, where services data distinguish among
a handful of aggregate industries, whereas goods
data identify thousands of individual products. More
importantly, many countries do not record cross-border
services trade with anything more than a few categories
of services, and with no bilateral (partner country)
disaggregation. Trade is recorded with the rest of the
world only.

Techniques are available to try to fill gaps in the services
data. For trade data, for example, mirroring can be
applied by using import data reported by a destination
country to proxy exports not reported with a bilateral
or sectoral disaggregation by an origin country. This
approach makes it possible to get a reasonably clear
picture of trade patterns among developed countries,
and between developed and developing countries.

BOX 1: Modes of supplying services internationally

Unlike goods trade, which consists of straightforward transactions in which goods are physically moved from one
country to another, services trade is disembodied and frequently relies on different means of supporting international
transactions. The standard approach to mapping international trade in services relies on the four modes of supply
identified in the General Agreement on Trade in Services (GATS), part of the WTO legal system.

B Mode 1 is pure cross-border trade in services, where, for example, a Chinese firm delivers management consulting
services to a client in South Africa long distance, using the internet and telephone.

B Mode 2 refers to to the situation where the consumer moves. For instance, when an Indian university student
comes to the Russian Federation to study and pays fees at a Russian institution of higher education.

B Mode 3 captures the situation where a service provider establishes a local commercial presence to supply
services. For instance, a Brazilian bank opens a subsidiary in India, which then sells services to Indian nationals.

B Mode 4 refers to to temporary movement of service providers, as when a Chinese engineering firm sends a group
of specialists to work on an infrastructure project in South Africa.

Data on international trade in services are limited, even in developed countries. In general, there is reasonable direct
availability in developed countries for Mode 1 and some Mode 2 trade through the balance of payments statistics.

Availability in developing countries, including the BRICS, is much more limited and frequently only identifies the world

as a trading partner, rather than individual countries.

Mode 3 data are only available for a few large, developed markets, such as the United States and the European

Union.

Mode 4 trade is limited in terms of global data availability and is sometimes proxied using remittance data.



However, for South-South trade, including intra-BRICS
trade, it is much harder to find reliable quantitative
information (Dihel et al., 2006). The experimental
Balanced Trade in Services Statistics (BaTlS) database,
produced by OECD and WTO, uses mirroring and a
variety of interpolation methods to produce estimates
of bilateral services trade at a granular level for country
coverage; however, sectoral coverage is relatively
aggregate. While these data are the best available, and
a vast improvement on what was available a few years
ago, they are still far behind what is available routinely
for goods trade.

Pure cross-border trade in services is one way in which
services can be traded internationally. Box 1 provides a
summary of the concepts underlying international trade
in services as codified by the General Agreement on
Trade in Services (GATS). In summary, data problems
are far worse for other modes of supply than for
Mode 1 but have recently been somewhat alleviated

Figure 5 World services exports: Mode of supply, 2017

by an experimental WTO dataset, Trade in Services by
Mode of Supply (TiSMoS). This dataset uses statistical
techniques and selected survey data to develop
estimates of trade in services by mode of supply at the
sectoral level for individual countries; however, it is not
disaggregated by partner country.

Recent work by WTO and its partners has loosened
these data constraints by using statistical techniques to
produce estimates of trade in services by GATS mode of
supply. Their estimates suggest that traditional balance
of payments data substantially underestimate the value
of global services trade. Whereas the World Bank shows
a value of world commercial services exports in 2017 of
$5.47 trillion, WTO estimates, which include all modes of
supply, report $13.42 trillion. Figure 5 shows that Mode 3
trade accounts for the lion’s share of the difference and
represents an important way in which service providers
enter foreign markets.

M Mode 1 Mode 2

Note: Numbers are in $ billion
Source: WTO TiSMoS database
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Chapter 2

BRICS countries: Integration into the global
services economy

Although the services economy has been growing in
BRICS countries, further trade integration, particularly
among the BRICS, is needed. While some are
standout performers, such as India and China, BRICS
are emerging players in global services trade when
measured using balance of payments data. Similarly,
considerable scope exists to boost trade among the
BRICS countries.

The pictures changes somewhat with services trade
being complementary to merchandise trade — an area
where BRICS have enjoyed considerable success.
The data show that intra-BRICS services trade is most
dynamic in sectors like transport that are related to
patterns of goods trade. New data reveal that up to one-
third of the value of BRICS' manufactured goods exports
is in embodied services.

This finding represents an important bridge between
the significance of services in GDP and the relatively
limited amount of direct trade observed in the balance
of payments statistics. Besides the relevance of their
domestic markets, it suggests that a key way BRICS’
services outputs are traded is through their embodiment
in manufactured goods, as well as through GATS
modes of supply that are not captured by the balance
of payments, such as Mode 3 sales by foreign affiliates.

Nevertheless, there is considerable scope for greater
integration of BRICS into the global services economy.
As their per capita income increases, demand is likely
to shift towards services, and the already significant
proportion of services in GDP should increase.

Assuming policy barriers and other sources of trade
costs can be addressed and private-sector development
can be supported, services trade could undergo
significant growth in the BRICS over the medium term.

BRICS in global services trade

BRICS countries are no exception to the importance
of services in the world economy (see Figure 6). South
Africa shows the highest service share in GDP among
BRICS at 64%, which is only a little lower than the EU. In
keeping with its per capita income, India is the BRICS
country with the lowest services share in GDP, which
nevertheless represents just under 50% of GDP. The
relevance of the services sector in the total economy

is prominent in all BRICS countries, although at a lower
level than in the developed countries.

Figure 7 shows that, in 2020, services trade in all BRICS
countries except India ranged from 5.5% to about 7.5%
relative to GDP. In India, the latest available figure is
much higher, at around 12%, a figure that was relatively
unaffected by the COVID-19 pandemic, which saw
numbers fall in the other BRICS countries.

Different time trends are also evident. India’s
performance is fairly average for the group until the
early 2000s, when it starts to grow rapidly. China, by
contrast, has seen its percentage generally falling over
time. Brazil's has grown slowly, as has South Africa’s
(with the exception of 2020).

The comparison with GDP is useful in interpreting time
trends: an increasing ratio of services trade to GDP, as
in India, indicates that services trade is growing more
quickly than the overall economy, whereas the opposite
has been true for China.

Although services trade has been growing impressively
in some of the BRICS, this measure — which primarily
captures GATS Mode 1 trade —is well below comparable
figures for goods. Merchandise trade relative to GDP in
2015 ranged from 32% in India (more than double the
figure for services) to 59% in South Africa (nearly 10 times
the figure for services). The implication is clear: in the
BRICS, as in many other countries, trade integration is
substantially more limited in services markets than in
goods markets. This conclusion is unsurprising in the
light of research on trade costs in services, which finds
that globally they are perhaps twice as high as for goods
(Miroudot et al., 2013).

The reasons for this difference need clarification. The
costs of cross-border services trade could be lower
because there is no need for physical shipment —
services can be delivered using online platforms, for
example. However, other factors make it difficult for
service suppliers, including in BRICS countries, to
access foreign markets. These include differences
in language, legal institutions, costs associated with
currency fluctuations and the need to tailor services
offerings to local conditions and tastes —an example of
the broad category of information-related trade costs.



Figure 6 Services sector: Value added in GDP, 2019 Figure 7 Services trade relative to GDP: BRICS countries,
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Overcoming these barriers requires creative approaches
on the part of policymakers, as they cannot usually be
resolved through the request-offer negotiations that
typically govern market access. They need a long-
term commitment to building up supply-side capacity
and attention to market failures — like information
asymmetries — that can potentially be corrected with a
relatively light regulatory touch.

In a global context, BRICS countries’ level of services
trade relative to GDP is not particularly high. It is
comparable to, if not a little above, that of the United
States (5.6% in 2020). However, it is considerably below
that of the major European countries: 18.7% in France
and 16.0% in Germany.

As per capita income increases, economic activity in
the BRICS is likely to shift towards services, as has been
observed in other countries. Provided that supportive
policies are in place and overseas market access can be
secured, the numbers in Figure 7 are likely to increase
over the medium term.

Nevertheless, the size and dynamism of the BRICS
economies mean that they are significant players in
world services trade, in particular compared with other
developing countries. According to World Bank data,
BRICS accounted in 2020 for 10% of global services
exports and 13% of global services imports. China
and India represent the bulk of this share, with the two
countries together accounting for 8.7% and 10.5% of
global services exports and imports, respectively.

Different data sources give different figures for the
importance of BRICS countries in global services
trade, depending on factors like sectoral coverage (all
services or commercial services), reporting practices
and treatment of intra-EU flows (sometimes excluded
from global trade). But the conclusion of all the sources
is qualitatively identical: BRICS are significant players in
world services trade, in particular compared with other
middle-income countries.

However, these data only capture part of what is going on
in the global services trading economy. A more complete
picture comes from experimental WTO data on trade in
services by mode of supply (see Figure 8). The BRICS'’
share in world services trade in this definition is relatively
small in most cases. Only India and China stand out as
having market shares in the single digits in Modes 1, 2
and 4 in both cases, while China is the only BRICS country
that is a major sending economy for Mode 3 trade (foreign
investment), with a global share of just over 6%.

The services sector holds great potential — a key policy
question for BRICS over the medium term will be how
to take advantage of it to increase their level of trade
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integration and support sustainable development and
rising incomes. But as Figure 8 shows, the countries,
given their size, are still at a relatively early stage of
integrating global export markets for services across
the GATS modes of supply.

When analysing Figure 8, it is important to keep in mind
that growth rates in BRICS’ services exports have been
very rapid, even though absolute levels are still smaller
than those of the major developed markets. Looking at
individual modes of supply, the standout performers are
China and India in Mode 3, with growth rates of 17.8%
and 13.0% per annum between 2010 and 2017. Of the
BRICS, it is also those two countries that grew faster
than the rest of the world in terms of Mode 1 exports, at
6.3% and 7.0%, respectively.

In Mode 4, only China saw faster growth than the rest of
the world, at 7.5% per annum. Considering total export
values in the WTO TiSMoS data, China and India have
seen substantially faster export growth than the rest of
the world, while the Russian Federation has seen slow
growth, and Brazil and South Africa have seen small
declines.

While performance is mixed, these figures — particularly
for China and India — are testament to the rapid
development and internationalization of the services
sector in most of the BRICS countries and augur well
for continued growth and development.

Economists usually do not attach great weight to
the trade balance, which is largely determined by
macroeconomic factors, specifically the difference
between savings and investment. However, looking at
the balance of trade for a single sector, like services, can
give an indication of evolving trends in competitiveness.
Of course, a negative balance should not be interpreted
as aloss to an economy — far from it. Imports bring with
them important gains for domestic consumers, including
lower prices and greater variety.

In the case of services, imports are particularly important,
because a large proportion of global trade in services
is in producer services, namely those that are used
as inputs by other firms. Services like engineering,
transport and finance help produce other goods and
services, including those that are exported. Hoekman
and Shepherd (2017) show that liberalization in services
markets has potential to support growth in manufacturing
exports through this kind of input-output linkage.

Figure 9 presents trade balances in services as a
percentage of GDP for the BRICS countries, based
on balance of payments data (i.e. not covering all
GATS modes of supply). India stands out in exporting
significantly more than it imports — which lines up well



Figure 11 Brazil: Services exports by sector, 2019
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Figure 12 Brazil: Services imports by sector, 2019
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with its success stories in sectors like IT and customer
services and business process outsourcing. The other
countries run small and therefore manageable deficits
in services.

Figure 10 shows the BRICS’ evolution of trade balance
in commercial services between 2000 and 2020,
focusing on the balance of payment concept of
services trade. While India reinforced its position as a
net exporter over the years, negative trade balances
also decreased in Brazil and the Russian Federation,
while South Africa’s position remained approximately
neutral. By contrast, China’s negative trade balance in
commercial services increased rapidly between 2010
and 2018, before recovering a little in 2019 and more
substantially in 2020.

Boosting trade integration is not just about increasing
exports without paying attention to imports: the
largest exporters are typically also the largest
importers. Services imports have the potential to boost
competitiveness in other sectors given the prevalence
of services inputs across different activities. This may
explain the case of China, where the rapid growth in
services imports may be associated with the economic
restructuring and growing exports in manufacturing
products. In any case, the trade balance is not regarded
by most economists as a meaningful measure of
economic performance.

Sector composition: BRICS services
trade

The composition of a country’s services sector has
implications for its growth trajectory. So, too, does sectoral
composition matter in the case of services trade.

In this section, experimental OECD-WTO BaTlS data are
used to provide a sectoral breakdown of trade patterns
for each of the BRICS countries. These data are based
on observations wherever possible and statistical
estimates wherever original data are not observed. They
are balanced, in the sense that reported exports equal
imports reported by partner countries. They are the best
quality data available and have undergone substantial
cleaning and pre-treatment relative to the raw data in
UN Comtrade.

Although BaTlS data come from the balance of
payments and do not cover all GATS modes of supply,
they are useful in this section because later work will look
at flows among BRICS that are unavailable in TiSMoS
because it only records trade with an aggregate ‘world’
partner.
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Figure 11 presents a sectoral breakdown of Brazil’s
services exports for 2019. Given the way the data
are constructed, they represent the best estimate of
trade in services by sector. Compared with sources
used in previous work, such as UN Comtrade, the
numbers reported will be different because they
include substantial statistical estimation to fill in missing
observations and deal with inconsistencies. Differences
with other data sources should not be seen as changes
but as representing differences in collection and
treatment practice.

Three sectors stand out as making a major contribution:
other business services, transport and travel. These three
sectors have quite different characteristics. Transport
is strongly related to goods trade: when goods travel
internationally to or from Brazil using a Brazilian shipping
company, the resulting payments are recorded as exports
of services. Travel, by contrast, primarily captures Mode 2
trade, namely payments by tourists and business visitors
from other countries when they come to Brazil.

‘Other business services’ is a broad category that fits
best with the standard paradigm of cross-border trade. It
includes subsectors such as professional services (law
and accountancy) and technical services (engineering,
and research and development). As this category is a
major part of the modern services economy that can
help generate growth, developing world-standard
competitiveness here is an important policy goal.

Figure 12 takes the same approach to Brazil's imports of
services in 2019. The same three sectors account for the
major share: transport, travel and other business services.
This finding is not surprising, as modern and modernizing
economies often engage in substantial amounts of two-
way trade, i.e. trade in differentiated goods or services
within a sector, rather than between sectors.

Figure 13 provides a sectoral breakdown of the Russian
Federation’s services exports in 2019. The three main
sectors are the same as for Brazil: transport, travel and
other business services. Construction plays a much
larger role than in Brazil, albeit secondary to these three
sectors. Figure 14 shows that the same three sectors also
dominate imports in the Russian Federation. However,
financial services, telecom and intellectual property
charges (royalties) also represent important imports.

From a competitiveness standpoint, this pattern is similar
to the one in Brazil. The available data do not make it
possible to go further into these sectoral aggregates
to see which subsectors are most important in each
country. Itis possible that, given differences in per capita
income, there are differences in economic structure at
afine level.



Figure 13 Russian Federation: Services exports by sector,
2019
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Figure 14 Russian Federation: Services imports by sector,
2019
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India’s services exports (see Figure 15) differ radically
from those of the countries previously examined. The
second-largest subsector is telecommunications,
which includes computer and information services —
unsurprising in light of India’s well-known success in
IT services (Chanda, 2013). Other business services
are also a substantial export earner, covering activities
like business process outsourcing. Transport and travel
are important, as in the other BRICS countries, but to a
lesser degree. Of the BRICS countries examined so far,
India has the strongest claim to development of high-
productivity services exports as a core activity.

On the import side (see Figure 16), India’s trade pattern
is more similar to that of the other BRICS. The key
sectors are other business services, transport and travel,
with royalties playing a significant role. The importance
of other business services on both export and import
sides would suggest significant two-way trade in this
subsector.

China’s services exports (see Figure 17) display the
pattern of significant proportions of travel, transport and
other business services but there are some important
differences. Construction accounts for around 7% of the
total, while telecom services (including IT and computer
services) account for 9%.

The category of manufacturing-related services captures
assembly activity using imported intermediates. Given
China’s success in joining GVCs in manufacturing, it is
no surprise that this sector accounts for a significant
proportion of total services exports, at 7.9%. This pattern
of performance suggests that China, like India, is laying
the foundations for a high-productivity services sector
and enjoys some degree of success in world markets.

As for the other BRICS countries, China’s services
imports (see Figure 18) are primarily accounted for by
transport and travel, with a smaller proportion going to
other business services. The lion’s share of its services
imports is in traditional sectors. Imports of transport
services are largely linked to China’s goods exports,
and travel reflects the growing ability of Chinese people
to travel abroad, given rising per capita income.
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Figure 19 shows that nearly half of South Africa’s
services exports are in the travel category, with 23%
in transport (related to goods trade) and 17% in other
business services. The other sectors are small in terms
of total services exports. As is the case of most other
BRICS countries, this sectoral distribution of services
exports is quite traditional and leaves only a relatively
restrained scope for the modern services sector, through
other business services.

As with the other BRICS, South Africa’s imports
(see Figure 20) include a significant proportion of travel
services, transport services (linked to goods trade) and
other business services. Relative to the other countries in
the group, imports of financial services and payments for
the use of intellectual property are relatively significant.

Licensing and use of foreign intellectual property is
one way technology transfer can take place within
manufacturing. However, it can also represent other
types of payments, e.g. related to pharmaceutical
products. A country-level analysis would go further
into this category to establish why it is relatively high
in proportional terms and what kinds of intellectual
property are concerned.

As with the other BRICS, South Africa’s imports
(see Figure 20) include a significant proportion of
travel services, transport services (linked to goods
trade) and other business services. Relative to the other
countries in the group, imports of financial services
and payments for the use of intellectual property are
relatively significant.

Licensing and use of foreign intellectual property is
one way technology transfer can take place within
manufacturing. However, it can also represent other
types of payments, e.g. related to pharmaceutical
products. A country-level analysis would go further
into this category to establish why it is relatively high
in proportional terms and what kinds of intellectual
property are concerned.
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Figure 15 India: Services exports by sector, 2019
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Figure 16 India: Services imports by sector, 2019
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Figure 17 China: Services exports by sector, 2019
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Figure 18 China: Services imports by sector, 2019
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Figure 19 South Africa: Services exports by sector, 2019
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Figure 20 South Africa: Services imports by sector, 2019
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Geographical patterns in BRICS services trade

BRICS countries’ trade data provide some degree of
disaggregation by sector. However, only some BRICS
countries systematically report services exports
and imports by partner country. The best option for
understanding the geographical distribution of their
services trade flows is therefore to use the OECD-WTO
BaTlS dataset.

An important caveat is that, because of the limitations
in collection practices, the information presented
here is based on a considerable amount of statistical
modelling by OECD and WTO experts. It represents
the best and most recent data available. Geographical
disaggregation uses World Bank regions and identifies
intra-BRICS trade separately (e.g. exports to China are
counted as intra-BRICS trade, not as exports to the East
Asia and Pacific region).

Figure 21 shows that intra-BRICS trade accounts for
only around 9% of Brazil’s services exports. The main
destinations quantitatively are North America, Europe
and the country’s own region (Latin America). The
East Asia and Pacific region accounts for around 10%
of Brazil's total services exports. These patterns can
differ at the sectoral level but this broad analysis puts
geographical connections and the importance of intra-
BRICS services trade in context.

The situation for imports is even more stark
(see Figure 22). They are dominated by Europe and
North America, with intra-BRICS trade playing a
relatively marginal role, at 3% of the total. East Asia
and Pacific region accounts for 8% but Latin America
supplies a lower proportion, at just 6%. This pattern of
sourcing services imports likely reflects global patterns
of comparative advantage, with services production
and exports relatively concentrated in the high-income
economies of Europe and North America.

Figure 23 breaks out the Russian Federation’s services
exports by destination. Intra-BRICS trade is relatively
more important than for Brazil, at 13% of total exports.
But the Russian Federation’s services exports are
concentrated on the Europe and Central Asia region,
which accounts for almost two-thirds of the total. The
East Asia and Pacific region comes in at 9% and is the
only other region to be close to 10%, besides other
BRICS countries.

The Russian Federation’s imports (see Figure 24) are
even more concentrated on its own region than its
exports. Intra-BRICS import sourcing only accounts for
around 5% of the total, and other geographical regions
have relatively small shares: the largest is the East Asia
and Pacific, with 8%.

19

Intra-regional imports make up nearly three-quarters of
the Russian Federation’s total services imports. As in
Brazil's case, this pattern of more concentrated import
sourcing relative to export destinations is likely due to
global patterns of comparative advantage in services
trade, as well as geographical proximity to large
European service providers.

Relative to Brazil and the Russian Federation, India
(see Figure 25) has a more diversified export bundle in
terms of destinations. While trade with its own region is
marginal, likely due to political factors, it relies heavily on
demand from East Asia and Pacific (23%), Europe and
Central Asia (31%) and North America (23%). Exports to
the other BRICS countries account for a modest 6% of
total services exports.

Figure 26 shows that India’s services imports are
relatively diversified, although its own region plays a
minor role, likely due to political issues. India imports
a significant proportion of services from Europe, East
Asia and North America. The proportion of other BRICS
countries in total services imports is a modest 6%,
comparable to the proportion for exports.

As for the other countries examined so far, the relative
importance of Europe and North America reflects global
patterns of comparative advantage. In the case of East
Asia, there are countries with comparative advantage in
services —typically the high-income countries in that region
—and the added factor of relative geographical proximity.

Figure 27 looks at China’s export side. Intra-BRICS
trade is more marginal than for the countries examined
previously, at only 4% of the total. China’s main export
destinations, however, are relatively diverse, spread
across East Asia, Europe and North America.

An important driver of this pattern is likely the relatively
important role played by manufacturing-related services:
lead firms in GVCs are typically located in high-income
East Asia, Europe or North America and send inputs
for processing in China, which counts as services trade
under current classification systems. This dynamic
would explain the pattern of geographical diversification
observed in China’s services exports (see Figure 27).

On the import side (see Figure 28), there are more
similarities between China’s pattern of trade and what
is seen in other BRICS countries. East Asia, Europe and
North America are the predominant sources of China’s
services imports. The other BRICS countries only
account for around 3%, and other regions have relatively
marginal contributions to the total. This pattern of import
sourcing is in line with global patterns of comparative
advantage in services trade.



Figure 29 presents export data for South Africa. Its
own region accounts for a relatively small proportion
of total services exports, likely due to low levels of per
capita income. The main export destinations are Europe,
East Asia and North America. Exports to other BRICS
countries are also important in South Africa’s total export
bundle, accounting for 12% of the total.

On the import side, South Africa relies heavily on Europe
for sourcing, which accounts for over half of total imports.
East Asia and North America also play important roles
as sources of services imports. Other BRICS countries
account for around 9% of the total, which is more than
on the import side in the countries examined previously.

Broadly, South Africa’s pattern of import sourcing seems
driven by global patterns of comparative advantage in
services trade. It is also driven to a lesser extent on
geographical proximity, although the immediate region
supplies relatively few services imports, likely due to its
low level of per capita income and lack of comparative
advantage in the sector.

The role of the BRICS as sources of export demand
can be important for the countries in question, though
they are typically far from the largest source of demand.
On the import side, by contrast, global patterns of

Figure 21 Brazil: Geographic breakdown of services
exports, 2019
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comparative advantage tend to dictate a larger role
for high-income economies in East Asia, Europe and
North America. Going back to the sectoral breakdowns
discussed in the previous section, it is plausible that
where intra-BRICS services trade is more substantial,
it may be linked to tourism or goods trade — transport,
and manufacturing-related services in the case of China.

There is little evidence as yet of a vibrant, high-
productivity, growth-promoting BRICS services
economy based on intra-BRICS integration. Even in
the case of India, which arguably has gone further in
developing its services sector than its level of per capita
income would suggest, the sources of demand for
output tend to be the high-income economies. Although
each of the BRICS countries has actual or potential
competitiveness assets in services, their comparative
advantage is mostly directing trade with the developed
markets rather than with other BRICS.

The data indicate that intra-BRICS trade in services
remains undeveloped. More analysis is required to
understand why a successful high-productivity services
exporter like India does very little business with the other
BRICS, in favour of developed markets such as the
United States and the European Union.

Figure 22 Brazil: Geographic breakdown of services
imports, 2019
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Figure 23 Russian Federation: Geographic breakdown of

services exports, 2019
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Figure 25 India: Geographic breakdown of services
exports, 2019
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Figure 24 Russian Federation: Geographic breakdown of
services imports, 2019
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Figure 26 India: Geographic breakdown of services
imports, 2019
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Figure 27 China: Geographic breakdown of services
exports, 2019
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Figure 29 South Africa: Geographic breakdown of
services exports, 2019
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Figure 28 China: Geographic breakdown of services
imports, 2019
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Figure 30 South Africa: Geographic breakdown of
services imports, 2019
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Embodied services trade

Recent research reveals that many services are traded
as ‘embodied’ in goods produced domestically and then
shipped overseas. The reason is that services are widely
used as inputs in the production of goods, particularly
in the manufacturing sector.

Modern products are in fact bundles of value added from
different origins geographically (domestic and foreign)
and by industry (goods and services). For instance,
a mobile phone appears in goods trade statistics when
it moves from the point of final assembly to the point of
consumption. But the phone is not a pure good: in terms
of the origin of its value added, there are components
from primary industry (such as rare earth elements used
in some components), inputs from manufacturing (such
as the screen and solid-state hard drive) and services
— most notably design, research and development,
engineering and marketing, not to mention transport
and logistics services that help the product get to its
final destination.

The OECD-WTO TiVA database unravels these issues by
tracing the origin of value added in exports. Of particular
interest is the extent of embodied services trade by the
BRICS, which is measured as the sum of domestic and

foreign services value added incorporated into gross
exports of manufactured goods.

Figure 31 shows that 25%-35% of the value of gross
manufactured goods exports originates in services
sectors. But this embodied services trade — which is
substantial - is not captured by the balance of payments
or other statistics on trade in services.

Given that exports of manufactured goods are substantial
inthe BRICS, particularly China, it is important to recognize
that around one-quarter to one-third of the value of those
goods can be traced back to services. This suggests that,
indirectly, services trade is much more significant than the
raw cross-border figures would indicate.

This pattern of embodied services trade is reminiscent
of what is seen in countries with higher income levels.
The extent of embodied services trade in manufactured
exports of the European Union and United States is very
similar to what is seen in Brazil, China and South Africa.
India has a lower level of services value added in its
manufacturing output. This finding contrasts with India’s
relative success as an exporter of services, e.g. direct
exports of computer and business services.

Figure 31 Gross exports, manufactured goods: Services value added by origin, 2018
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Chapter 3
Digital Trade

The digital economy can significantly develop services
trade. It has two dimensions: direct trade in computer
and information services, and trade embodied or
facilitated by ICT, i.e. digitally enabled trade. This
chapter examines the development of services trade
in the BRICS through the lens of digital trade and
focuses exclusively on the trade dimension. It looks at
the available data on trade in computer and information
services, and the prevalence of GATS Mode 1 trade
in other sectors, which is an indicator of the extent of
digitalization because it is based on pure cross-border
transactions typically facilitated by digital connectivity.

Trade in computer and information
services

Figure 32 presents data from the WTO TiSMoS database
on the value of BRICS countries’ exports of computer
and information services over a 12-year period. The key
finding is that India is far and away the leader among the
BRICS in this sector.

However, China has been making rapid progress,
particularly since 2009. Whereas India’s computer
and information services exports have been relatively
flat over recent years or even slightly declined, China’s
have continued to grow. Values are much smaller in
the remaining BRICS countries, which shows that their
services exports are specialized in other sectors.

As noted, previously, services can be traded indirectly
through embodiment in traded goods. For instance, if a
car manufacturer purchases computer services from a
consultant, the value of those services becomes part of
the invoice price of the final vehicle if it is then exported
to another country. The TiVA database makes it possible
to quantify the extent to which the BRICS trade computer
and information services indirectly in this way.

Figure 33 shows that computer services are relatively
less used by BRICS manufactured goods exporters than
in high-income economies like the United States or the
European Union. The highest proportions are in Brazil
and South Africa, followed by China.
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The Russian Federation and, in particular, India
see significantly less use of these services through
embodiment in manufacturing exports. The result
for India stands out: the country enjoys considerable
international success in the computer services sector,
as Figure 32 suggests, but there appear to be difficulties
locally in linking this growing sector to the more
established manufacturing base.

Digitally delivered services trade

International trade data do not specifically capture
trade using digital connectivity. The limitations in
balance of payments data on international services
transactions have already been discussed. However,
in the digital context, the difficulties inherent in the
traditional approach to measuring trade in services are
more apparent: the data presented above on computer
and information services trade, for example, do not
distinguish between services delivered digitally and
those provided by moving qualified providers, such as
engineers, temporarily between countries.

From the broader perspective of digital delivery, there is
scope for much greater reliance by the BRICS on digital
trade. This perspective includes not only computer and
information services, but also trade in other sectors
that takes place through digital means. For instance,
if professional services are delivered through e-mail
only, then they could reasonably be considered to
be part of digital trade, under the heading of digitally
delivered services.

The WTO TiSMoS database provides information that
helps distinguish this mode of service delivery. The data
identify trade using the four GATS modes of supply. In
the modern economy, Mode 1 trade relies heavily on
digital delivery. So the proportion of Mode 1 trade in
total exports can be a proxy for a country’s reliance on
digitally delivered services. However, it is not a perfect
measure because sectors like transport — which is
not digital — can also be traded under GATS Mode 1.
This measure complements the direct analysis above
by taking the discussion beyond the computer and
information sectors to consider the totality of a country’s
services trade.



Figure 32 Computer and information services exports: BRICS countries, 2005-2017
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Figure 33 Computer and information services in manufactured goods exports: BRICS countries and comparators, 2018
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Results of this analysis are in Figure 34. India stands
out as being heavily reliant on Mode 1 services trade,
which is consistent with a substantial proportion of
digitally delivered services in its total services exports.
The other countries are lower, with South Africa, Brazil
and the Russian Federation clustered together, and
China at a lower level. The overall pattern suggests that
all BRICS countries rely significantly on digitally delivery
within the context of their total services exports, although
the degree of that reliance varies across countries.

With the exception of South Africa, the trend is
downwards over time. But the reason is likely not that
digital delivery is becoming less important in an absolute
sense, but that other modes of supply are increasing
in importance. China’s case stands out: a probable
reason for its declining share of GATS Mode 1 trade is

that it has become an important source of outward FDI
in services, which in turn increases the share of GATS
Mode 3 exports in its total. So, digital delivery remains
important but also has to be considered in the context
of changes in the other modes of supply.

To see how the data break down by sector, Figure 35
presents data for total trade across all five BRICS countries
for 2017. There is considerable variation in the proportion
of Mode 1 trade, ranging from zero to 100%. The figure
also makes clear that the proxy is an imperfect one for
digitally delivered trade. For example, transport services
can also be delivered via GATS Mode 1 but they are not
traded digitally. Subject to this caveat, the data indicate
that sectors such as telecom, other business services,
intellectual property and distribution plausibly rely
relatively heavily on digital delivery.
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Figure 34 Mode | services exports relative to total services exports: BRICS countries, 2005-2017
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Figure 35 Mode 1 services exports relative to total services exports, by sector: BRICS countries, 2017
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Chapter 4

Investment in services and sales

by foreign affiliates

FDI represents an important vehicle for services trade
under GATS. Mode 3 trade takes place through foreign
affiliates. For example, sales of affiliates of a Chinese
firm in South Africa are recorded as exports from China
to South Africa, while sales of United States affiliates
in China are recorded as imports into China from the
United States. In most sectors, the relevant statistical
concept is total sales by the affiliate; but in distribution
sectors (particularly retail), it is value added.

In many services sectors, proximity of buyer and seller
is necessary for transactions to take place. This point
remains true despite the rise of the digital economy.
Mode 3 is still a crucial way foreign companies can
contest local services markets.

This chapter looks at the links between FDI and GATS
Mode 3 trade using two data sources. First, UNCTAD
data show the importance of the BRICS in the global
scheme of investment but they track total investment,
typically not broken down by economic sector; so
results need to be interpreted carefully because they
cover goods sectors as well.

The second approach uses estimates from the WTO
TiSMoS dataset to examine the extent to which the
BRICS countries engage in Mode 3 services trade as
exporters and importers. These data are not directly
observed for the most part but rely on statistical
estimation procedures. However, they represent the best
available data on Mode 3 trade.

FDI data are well-known to be incomplete in important
respects. Many countries do not report sectoral
breakdowns or partner country disaggregation. As such,
the main international data repositories are far more
incomplete in terms of their coverage of FDI than they
are when it comes to trade. The data presented here
are therefore necessarily partial but represent the best
information currently available.

Inbound FDI in services and Mode 3
imports

First, the analysis looks at inward FDI and GATS Mode 3
imports. The reason for connecting these two measures
is that Mode 3 imports by a country are capturing
sales by foreign companies within that country, i.e. the
outcome of inward investment decisions.
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Aggregate FDI data

Figure 36 analyses FDI in the BRICS countries using
aggregate UNCTAD data on FDI stocks, which are
more stable year-over-year than comparable flow
data. Although the BRICS as a group are present as a
destination for other countries’ outward investment, only
China stands out as a major destination in its own right.
Much of the cumulative investment tracked by these
statistics would probably be in manufacturing rather
than in services, but the trend is nonetheless indicative.
China is an important market for inward FDI in global
context, although destinations like the United States and
European Union have much larger absolute shares.

As previously noted, the above data track FDI across all
sectors, not just services. Not all BRICS countries report
data that identify individual sectors. China, which is by
far the largest BRICS destination for inward FDI, reports
such data. ITC’s Investment Map tool shows that, in
2018 (the latest year for which data are available), FDI in
services accounted for around two-thirds of the total FDI
inflow into China; stock data are not available by sector.

The available information suggests that, even in a
manufacturing-driven economy like China, total FDI
contains a significant proportion of services-driven FDI.
In India, which is more of a services-driven economy on
the trade side, the proportion (from the same source) is
79%, so inward FDI in India is overwhelmingly in services.
Data for Brazil and South Africa are not available, and
the Russian Federation reports a negative FDI flow for
services in 2018, which makes the proportion of the total
not meaningful. The key data points are therefore for
China and India.

Analysing the country breakdown of inward FDI is
not straightforward because many countries do not
maintain such data. This section uses an experimental
World Bank dataset on bilateral FDI, based on original
data from UNCTAD, OECD and other sources. It uses
mirroring in an effort to fill in missing data but should still
be regarded as incomplete. It also contains observations
that are difficult to explain, such as negative stocks.

Subject to these caveats, Figure 37 presents data for
Brazil. Each slice of the pie represents a given source
region’s proportion of Brazil's total inward FDI. The figure
makes clear that most inward FDI into Brazil comes from
its own region, followed by North America and East Asia.



Figure 36 FDI inward stocks: Selected countries, 2001-2020
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Figure 37 Brazil and partners: FDI inward stock, 2017
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Figure 38 FDI inward stock, 2017, Russia and partners

Sub-Saharan
ROW 0% Africa
South Asia 0% 4%

BRICS 0%
North America
3% East Asia & Pacific
Middle East 6%

& North Africa

Europe
& Central Asia
62%

Source: Experimental World Bank bilateral FDI database, based on
various sources, and authors’ calculations

Latin America & Caribbean

ROW B South Asia I Sub-Saharan Africa

30



Figure 39 India and partners, FDI inward stock, 2017
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Figure 41 South Africa and partners: FDI inward stock,
2017
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Figure 40 China and partners: FDI inward stock, 2017
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Figure 42 Mode 3 services imports relative to total
services imports: BRICS countries, 2017
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Figure 43 Selected countries: FDI outward stocks: 2001-2020
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Figure 44 Brazil and partners: FDI outward stock, 2017
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The other BRICS countries only account for 0.3% of the
total so are marginal sources of inward FDI into Brazil.

Figure 38 shows similar information for the Russian
Federation. Its own region is the predominant source
of inward FDI but Latin America plays a substantial role,
with other regions supplying much lower proportions. As
is the case with Brazil, inward FDI from the other BRICS
countries accounts for only 0.3% of the total.

The data for India (see Figure 39) are difficult to explain
in some respects, which is likely indicative of data quality
problems. The large share of East Asia is logical and in
line with the results examined above. Similarly, the low
share of India’s own South Asian region is likely due to
political issues.

Europe and North America both have important shares
but it is the large share of Africa that stands out, at
around 30%. This figure seems too high given the
economic fundamentals in place and may be due to
financial transactions that route investment through an
African hub like Mauritius.! However, the other BRICS
countries account for around 2% of the total, which is
larger than in Brazil or the Russian Federation but still not
significant in the total landscape of India’s inward FDI.

The data for China (see Figure 40) display a more
familiar pattern. Its own East Asia region is dominant as
the origin of inward FDI, accounting for nearly two-thirds
of the total. Latin America is the only other region with a
major share, at 22%. The shares of North America and
Europe are surprisingly low, which may be related to data
quality issues. The share of the other BRICS is larger
but rounds to around 2%, so their impact is relatively
marginal in the scope of China’s total inward FDI.

Figure 41 looks at the situation in South Africa. As for the
other BRICS except India, the share of its own region is
the largest in the total. Europe and East Asia also make
significant contributions. The share of the other BRICS
countries is larger than in any of the others but still just
under 3% of the total.

Mode 3 trade data

From a services perspective, the trade concept involved
with FDI is Mode 3, i.e. sales of foreign affiliates, not
the value of the investment transaction itself. Directly
collected data on this type of trade are not widely
available but the WTO TiSMoS database uses statistical
methods to provide the best available approximation.
There is no bilateral disaggregation, so the database
reports trade with an aggregate world partner only.

Figure 42 shows the proportion of Mode 3 imports in
total imports for the BRICS countries. In other words, it
shows the relative importance of sales by foreign-owned
services companies relative to pure cross-border services
sales by foreigners and sales by foreigners involving
movement of either the consumer or service provider.

There is considerable variation across countries, ranging
from 20% in India to 60%-70% in China, Brazil and South
Africa. To a large extent, this pattern is driven by sectoral
specificities in trade composition across countries, as
different sectors have different propensities to be traded
by Mode 3 relative to other modes. Policy probably plays
a role: a restrictive FDI policy is likely to be associated
with lower sales by foreign affiliates relative to other
modes of supply. From a trade perspective, GATS
Mode 3 is an important way of importing services for the
BRICS countries but one whose quantitative significance
differs markedly across countries.

Outbound FDI in services and
Mode 3 exports

Next, the analysis looks at outward FDI and GATS
Mode 3 exports. The reason for connecting these
two measures is that Mode 3 exports by a country
captures sales by its own companies that establish
affiliates abroad, i.e. the outcome of outward investment
decisions.

Aggregate FDI data

The analysis of aggregate FDI data relies on the same
sources as above. The same limitations are inherent
in the analysis, so it is important to keep in mind the
various caveats referred to above.

Figure 43 shows that the BRICS as a group is marginal
as sources of outward FDI on a global level. China is the
largest player but only accounts for 6% of the total; the
other BRICS countries account for far less. The United
States and European Union both account for larger
shares of outward FDI than do BRICS countries as a
group. While the importance of the BRICS as sources
of FDI has been growing, they remain relatively small
players in the global market for investment.

Moving to bilateral relationships, Figure 44 shows that, in
the case of Brazil, the role of the BRICS as destinations
of outward investment is, as in the case of inward
investment, relatively small. They account for around
1% of the total. Europe, Latin America, North America
and East Asia are much larger players in Brazil's outward
FDI stock.

1 https://www.ndtv.com/business/fdi-inflow-data-india-registered-its-highest-ever-fdi-inflow-of-81-97-billion-in-fiscal-2020-21-government-2655686
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Figure 46 India and partners: FDI outward stock, 2017
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Figure 48 South Africa and partners: FDI outward stock,
2017
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Figure 47 China and partners: FDI outward stock, 2017
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Figure 49 Mode 3 services exports relative to total
services exports: BRICS countries, 2017
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Figure 45 shows the same breakdown for the Russian
Federation. The role of BRICS as destinations of Russian
outward FDI is much more important than for Brazil, at
nearly 4% of the total. But the country’s outward FDI
pattern is dominated by its own region, with secondary
roles played by North America, Latin America and East
Asia.

As in the case of its inward FDI stock, India’s outward
stock (see Figure 46) sees relatively little going to the
South Asia region, likely due to political factors. The
major players are Europe, East Asia, North America and
sub-Saharan Africa. While there may be quality issues
with the data, the result for the BRICS is in line with what
is seen for the other members of the group: they are not
major destinations for outward FDI, accounting for less
than 2% of the total.

China sends most of its outward FDI to its own region
(see Figure 47). Europe, Latin America and North
America also play important roles. By contrast with the
other countries examined so far, the share of BRICS in
China's outward FDI is negligible, less than 0.1%. So,
intra-BRICS investment is marginal in China’s overall
outward FDI. This finding is important quantitatively
for the group as a whole given that China is the only
member of the group that has standing as a global
player in outward FDI (see above).

Figure 48 shows that, of the BRICS countries, South
Africa has the highest proportion of intra-BRICS activity
in its outward FDI. just over 8%, which is a significant
proportion. However, larger shares go to Europe, North
America and East Asia.
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Mode 3 trade data

As was the case for the import side, the export side of the
BRICS’ Mode 3 trade transactions display considerable
variability, likely due to differences in sectoral patterns
of specialization. China is the most reliant on Mode 3 for
its services exports: they account for nearly 70% of total
services exports, which is an important stylized fact.

The figures are lower for other countries but still highly
significant for Brazil and the Russian Federation,
which record proportions of nearly 50%. Levels are
considerably lower in India and South Africa. From a
trade standpoint, even though outward FDI by the
BRICS only makes up a relatively small proportion of
the world total, some of the countries rely on sales by
foreign affiliates relatively heavily in terms of generating
income from services exports.






Chapter 5
People-to-people connections

Two modes of supply under GATS involve physical
movement by people across borders. Mode 2 trade
occurs when the consumer moves to the place where a
service is produced to be able to consume it. Tourism
is an example: when a Chinese tourist visits South
Africa, there is an export of services via Mode 2 from
South Africa to China. This transaction is recorded in
the balance of payments and captured by the data
examined in Chapter 2, as well as in WTO TiSMoS data
used elsewhere for trade by mode of supply.

The other way individual people move to effect services
trade is under Mode 4, which involves short-term
movements by service providers. For example, when
an Indian IT professional visits Brazil for a short stay to
provide services to a local firm and then returns home,
there is an export of Mode 4 services from India to
Brazil. Data on these kinds of transactions is notoriously
hard to track; these transactions are made all the more
challenging by the significant policy barriers most
countries erect to this kind of trade through the need to
meet specific visa requirements.

While Mode 4 trade represents a market of great potential
to countries with large labour forces, especially India, it
is likely to be quite small owing to policy restrictions.
This issue is one that can only be comprehensively
investigated using the estimates in WTO'’s TiSMoS
database.

This chapter looks at people-to-people connectivity.
Specifically, it examines tourism and education — two
important Mode 2 sectors —through the lens of the number
of people who move across borders. The BRICS countries
are playing increasingly important roles in both sectors,
although they differ considerably in the two cases.

Movements of people in a global context are influenced
by patterns of comparative advantage, which in turn are
shaped by economic factors such as endowments of
labour and capital (physical and human). In addition,
the chapter looks at sectoral patterns in Mode 4 trade
based on WTO TiSMoS data.

Travel and tourism

The BRICS countries are becoming popular as tourist
destinations. Figure 50 shows average annualized
growth rates ranging from 0.8% per annum in the
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Russian Federation to 10.6% in China, from 2000 to
2019, just before the COVID-19 pandemic. Growth is
positive in all BRICS countries, and is robust in China,
India and South Africa.

However, in absolute terms, China attracts by far the
largest number of international tourists each year.
Data are not yet available for 2020, but the COVID-19
pandemic likely caused a collapse in these figures
across the board due to restrictions on international
movements of people related to public health objectives.

It is also important to look at the data on tourist
arrivals from the perspective of the BRICS countries —
specifically, at the tourism sector’s contribution to total
exports. Figure 51 shows that it is significant, bearing
in mind that the denominator for the proportions is total
exports of goods and services.

South Africa, which has considerable natural advantages
as a tourist destination, stands out: tourism receipts
account for nearly 10% of total export earnings. These
figures include all purchases by tourists in the country,
and capture activity in hotels and restaurants, as well as
through tour operators. Tourism is important to a number
of the BRICS economies as a source of relatively labour-
intensive economic activity, which can be accessed by
low-skilled workers.

Although the BRICS have undeniable attractions as
tourist destinations, it is in their opposite role — sources of
tourists — that they have evolved most impressively over
recent years. Figure 52 shows aggregate annualized
growth in the BRICS countries’ tourist departures,
ranging from 4.9% in the Russian Federation to 15.2%
in China, with all countries for which data are available
recording strong growth in this sector.

In absolute terms, China with 154 million tourist
departures and the Russian Federation with 45 million
led in outbound tourism in 2019. Whereas the BRICS
accounted for 9.9% of tourist arrivals in 2019, they made
up 11.8% of departures in 2018. Rapid income growth,
as well as changing social preferences in relation to
the work/leisure trade-off, are behind this changing
dynamic. Again, these numbers may have collapsed
in 2020 and 2021 due to international travel restrictions.

Many countries now actively court tourist arrivals from
the BRICS, in particular from China. Given its large



Figure 50 Tourist arrivals: BRICS, 2000-2019
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Figure 51 Tourism receipts in total exports: BRICS
countries, 2019
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Figure 52 Tourist departures: BRICS, 2011-2015

180
160
140
120
100
80
60
40
20 M
’ -
ST

—— Brazil

N0 LM L0 0,4 9,9
A AP AL A X2 20 XY A0 X
PP P PP PP PP
—=— China

Russian Federation —— India

Source: Experimental World Bank bilateral FDI database, based on
various sources, and authors’ calculations

38



population, the fact that a growing percentage of people
can now afford —in terms of time and money — to travel
overseas has had a major impact on the global tourist
market.

WTO TiSMoS data can help break down inbound tourist
expenditures by type, distinguishing between business
and personal travel. The database records all tourism
exports as occurring through GATS Mode 2. Across
the BRICS, expenditure is predominantly for personal
purposes in all countries except the Russian Federation,
where business purposes predominate.

Table 1 Tourism exports by purpose of visit:
BRICS countries, 2017

C
0
5%
832
e
Personal 73% 49% 88% 84% 85%
Business and
professional 27% 51% 12% 16% 15%

Source: OECD WTO BaTlS database

Tables 2 and 3 present the share of BRICS in each
country’s tourism exports and imports, showing the
relative magnitude of intra-BRICS tourism. Within the
group, South Africa and the Russian Federation are
more dependent on the BRICS to export tourism-related
services, with 6% and 5% of their total inbound tourist
revenue coming from the group, respectively. However,
these numbers are still relatively small in proportion to
total exports of travel services, in particular for China,
which is the largest host country in absolute numerical
terms (see above).

Table 3 shows that only small proportions of the
BRICS’ outbound tourism expenditures go to other
BRICS countries. Import shares are lower than export
shares, which means that the BRICS are relatively more
dependent on each other from an inbound perspective
than an outbound one. But proportions from all countries
are small relative to total imports of travel services

Table 2 BRICS: Share in travel exports, 2019

Brazil 3.70%
Russian Federation 5.10%
India 4.76%
China 2.54%
South Africa 6.34%

Source: OECD-WTO BaTlS database
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Table 3 BRICS: Share in travel imports, 2019

Brazil 1.14%
Russian Federation 2.18%
India 2.26%
China 0.70%
South Africa 4.87%

Source: OECD-WTO BaTlS database

Education

Trade in higher education services has been growing
rapidly over recent decades as students become more
mobile across borders. The BRICS are primarily sending
countries, i.e. they send students abroad to study,
which means that they import education services from
the receiving countries. The main recipients are the
developed economies, particularly the United States,
United Kingdom and the European Union.

The WTO TiSMoS database makes it possible to track
exports and imports of education services, although not
bilaterally. It helps show the importance of the BRICS
as sending and receiving countries for international
students relative to the rest of the world.

An interesting feature of the data is that trade in education
services takes place across all modes of supply, even
though it is most traditionally associated with Mode 2
(movement of students). Online courses — of particular
importance during the COVID-19 pandemic — are an
example of GATS Mode 1 exports of education services.

Similarly, foreign universities opening local affiliates, as
some have done in Asia, is an example of Mode 3 trade.
Movement of professors to teach specific courses and
then return is an example of Mode 4 trade. The TiSMoS
data make it possible to break down the importance of
each mode for the BRICS.

Figure 53 shows the relative importance of BRICS
countries as sources of educational services spending
(i.e. GATS imports). There is considerable variability
across modes. Mode 2 trade predominates; that is, that
the primary mode of market entry involves the physical
movement of students. In that mode, China and, to a
lesser extent, India are important global sources of
international students.

Numbers are smaller for the other BRICS due, in part,
to their smaller populations. In other modes of supply,
the role of the BRICS is relatively limited in proportional
terms. However, spending on internationally traded
education services is substantial, ranging from
$0.08 billion in South Africa to $44.4 billion in China.



From the opposite (export) perspective, data from
the same source show that only China is a significant
exporter of education services to other countries,
primarily through Mode 2. That is, China welcomes a
significant number of students from other countries.
But, for the BRICS as a group, their exports are
relatively marginal in the world market context, ranging
from $0.15 billion in Brazil to $4.76 billion in China. China
is the only BRICS country with a global market share of
more than 1%,; the others are significantly below that
threshold.

GATS Mode 4 trade

Another important aspect of people-to-people
connections that was addressed in the context of
education services above is GATS Mode 4 trade.
This mode involves temporary movement of service
providers. WTO TiSMoS data can give a rigorous
perspective on the importance of this mode of supply
for BRICS countries, albeit based on statistical estimates
rather than directly observed data.

Figure 54 shows the extent to which the BRICS countries
rely on temporary movement of service providers for
their services exports, by recording the proportion of
Mode 4 trade in total services exports. In India, the figure
is over 7% but in the other countries it is in the range of
2%-4%.

Figure 53 BRICS and rest of world: Education services
imports, 2017
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While the BRICS countries are relatively populous and
likely have comparative advantage in some sectors
due to the availability of appropriate labour resources,
the barriers to Mode 4 trade remain high around the
world, largely due to visa restrictions and work permit
limitations.

The proportions in Figure 54 are prior to the COVID-19
pandemic, which made person-to-person trade more
difficult due to necessary public health measures, so
it is likely that the recorded proportions have fallen
significantly in recent years.

In part, the differences observed in Figure 54 are due
to sectoral patterns of specialization. Not all services
are extensively traded by Mode 4. The TiSMoS data
show that, at a sectoral level, the highest proportions
of Mode 4 exports are in sectors like waste treatment,
health and education services, professional services
and computer services. Relative specialization in these
sectors is a major determinant of the above results, as
evidenced, for example, by the large share of computer
services exports in India’s total.

Figure 54 Mode 4, services exports by GATS: BRICS, 2017
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Chapter 6

Expanding in global markets and intra-BRICS
collaboration

The analysis has shown that the services economy is
increasingly important to BRICS countries in terms of
direct trade relations and in facilitating movement of
goods and other services through embodied services
trade.

In terms of pure cross-border trade, the numbers
involved are significant because of the size of the
countries’ economies. BRICS as a group are emerging
players in the global services economy. They have seen
rapid growth in trade volumes but they started from low
baselines relative to developed countries.

Intra-BRICS trade is underdeveloped, as most
countries rely heavily on developed countries and
regional markets as sources of demand for their
exports and as sources for their imports. In large part,
this dynamic is a function of comparative advantage.
Factors such as capital endowments and institutional
strength matter to bilateral services trade. Services
trade for the BRICS is largely complementary and
based on deep economic differences rather than being
two-way in similar items, as is the case for most trade
in manufactured goods.

The picture changes somewhat when we look at trade
through commercial presence (Mode 3). Despite
data being scarce, we find evidence that some
BRICS countries, such as China and India, are major
destinations for global FDI, including in services.
Although the main global services trade flows are
between the developed markets of Europe and North
America, evidence shows increasing investment in at
least some of the BRICS.

Intra-BRICS services trade remains
underdeveloped. BRICS countries largely
rely on developed and regional market
demand.

BRICS countries can leverage new
opportunities, including in rapidly
growing digital trade and intra-

BRICS investments, to enhance BRICS
cooperation on services trade.

4

The picture for people-to-people connections
(Modes 2 and 4) is somewhat similar. The BRICS
countries, particularly India and China, are major
sources of students attending programmes abroad
and, increasingly of tourists. Intra-BRICS movements
are limited. Since Modes 2 and 4 have been heavily
impacted by the COVID-19 pandemic, it is difficult to
assess the growth potential of intra-BRICS trade in these
areas.

The key finding from this data-driven analysis is
that, to fully realize the potential of their services
economy, BRICS countries should focus on improving
productivity in services sectors, which would benefit
trade integration, consumer welfare and downstream
productivity and competitiveness. Economic forces will
continue to pullin that direction; rising incomes will shift
consumption towards services and increasing use of
GVCs as production platforms will increase demand for
intermediate services.

Services hold potential for the BRICS: India already
enjoys notable success in sectors like IT and business
process outsourcing. However, it will be important
for the BRICS to address ongoing challenges that,
to some extent, may hold back their integration into
global services markets. We address those challenges
in the next subsection, before presenting our
recommendations.

Challenges

Given that the BRICS have relatively large economies,
with often robust growth rates over recent years, what
can be done to increase their involvement in the global
services economy? They have large services sectors
but the data suggest that only a small proportion of their
output is exported, and a similarly small proportion of
consumption is imported.

A key reason could be that trade costs in services
markets are high — globally and in the BRICS countries
—and not always trending downwards. Using data from
Miroudot et al. (2013), we can see that trade costs in
services for Brazil fell 5.5% between 2000 and 2004,
in ad valorem equivalent terms. In India, trade costs in
services fell by around 5% and, in China, they fell by 8%.
By comparison, goods trade costs in Brazil fell by nearly
7% over the same period.



Figure 55 BRICS countries and selected sectors: STRI, 2020
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Figure 56 BRICS countries and selected sectors: STRI, 2020
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These changes are not particularly large given the
high initial levels. But they are more than changes in
worldwide trade costs, which, according to Miroudot et
al. (2013), remained relatively flat in services while they
declined sharply for goods. The key insight is that trade
integration in services markets has been proceeding
significantly more slowly than in goods markets, in the
BRICS as well as in their major markets and import
sources, the developed economies.

In this analysis, trade costs capture all factors that drive
a wedge between producer prices in the exporting
country and consumer prices in the importing country.
They include not only traditional trade policy measures,
but also factors like institutional and legal environment,
as well as the business environment, which can make it
easier or harder to trade services across borders.

The precise division of services trade costs into policy-
and non-policy-related factors is not apparent from the
literature, but one thing is clear: lowering trade costs
has important benefits for the domestic economy
by encouraging productivity upgrading through
enhanced competitive pressure (Miroudot et al., 2012).
To the extent that policy measures keep trade costs
unnecessarily high, they could be contributing to a lack
of competitiveness in services, which is reflected in less
trade integration.

Reducing services trade costs

OECD provides quantitative summaries of countries’
applied services trade policies in its Services Trade
Restrictiveness Index (STRI) project, which covers the
BRICS countries in addition to OECD members. Each
index summarizes policy restrictions in a given sector,
and ranges between zero (completely open) and one
(completely closed). Comparing restrictiveness across
sectors is not free from difficulties but, across countries
within a sector, it is quite consistent. It should be noted
though, that some BRICS countries have had concerns
on the conceptual and methodological issues with the
STRI estimation process, and have argued that the
estimates for the BRICS countries may not necessarily
accurately reflect the restrictiveness of services trade.

Figures 55-58 reproduce the BRICS’ STRI scores for
all sectors for which data are available, grouping them
into related clusters. Restrictions are generally fairly
moderate, but certain highly restricted sectors (meaning
high trade costs) stand out, such as some logistics
subsectors in the Russian Federation, rail freight in India
and the Russian Federation, courier services in China,
professional services in India and some audio-visual
services in China.
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Comparing results for the BRICS to the cross-country
average shows that, on average, BRICS are more
restrictive than the average of OECD countries. Services
policies in the BRICS are relatively restrictive by the
standards of the developed world; however, the fact that
almost all BRICS countries are net importers of services
while many of the OECD countries are net exporters in
services needs to be taken into account.

In terms of leveraging the global services economy to
promote productivity upgrading, there is a clear gap
between aspiration and progress. Although some BRICS
countries, such as China, have taken important steps
to open previously closed markets, there is significant
scope to adjust policies to support more services trade
integration.

Domestic policy reforms are key

Most policy reform in services has been unilateral rather
than regional or multilateral. Important exceptions exist,
such as China’s accession to WTO, which resulted in
significant modifications to applied policies. Typically,
however, countries have moved forward on liberalizing
services because they have recognized that it is in their
own interest to do so.

A 2013 study shows that 60% of the overall gains
deriving from structural reform in the services sectors
of various Asia-Pacific Economic Cooperation (APEC)
economies would come from reforms at home rather
than in other countries. Thus, national governments
have a strong incentive for unilateral action to reform
their service sectors, even when participating in regional
agreements or initiatives.

The traditional reciprocity of request-and-offer
negotiations has proved to be ill-suited to services trade
liberalization, as evidenced by the lack of progress on
services under the WTO negotiations.

This highlights an important issue about reforming
services’ policies, where liberalization is politically more
challenging than in goods. Many services need strong
regulatory frameworks to promote the public interest,
but public debate can confuse reforms designed to
reduce the costs of restrictive policies with decisions to
no longer regulate in the public interest. The two things
are quite different, as liberalization does not prevent
countries from regulating and even introducing new
regulations in service sectors; but there have been
significant difficulties in informing the public about
reforms designed to bring about effective and efficient
regulation of services markets.
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Effective regulation means that measures achieve
important public policy goals; efficient regulation
means that they do so at minimum economic cost. Is
regional integration a middle ground that could help
promote services trade liberalization, including among
the BRICS? Evidence indicates that regional integration
in services acts more as an external anchor for unilateral
most-favoured-nation (MFN) reforms than as a vehicle
for preferential trade (Miroudot and Shepherd, 2014).

Strengthening intra-BRICS integration in
services trade

Intra-BRICS integration in services faces significant
stumbling blocks. Services trade is driven by factors such
as market size and trade costs, and both create more
favourable conditions for trade between the BRICS and
developed countries than for trade among the BRICS.

Patterns of comparative advantage are also an issue. The
evidence suggests that differences in factor endowments
are an important driver of trade and the BRICS are
relatively abundant in low-skilled labour and relatively
lacking in human and financial capital. Prospects for
service trade integration in the short term, therefore, seem
stronger between the BRICS and developed countries
than among the BRICS. However, that does not mean
that BRICS cannot cooperate to achieve meaningful
improvement in the global services economy.

Recommendations

Prioritize data collection

The first issue that BRICS countries need to address
in working towards a more productive and globally
engaged services sector is data. Although international
sources make it possible to compile a reasonable
picture of their services trade using computed estimates,
there are considerable holes in the data, particularly for
South-South trade.

A priority therefore should be to collect services trade
data through the balance of payments that are fully
disaggregated by partner country and by extended
balance of payments services classification (EBOPS)
subsector. Not all BRICS countries do this consistently.
Without these basic data, it is difficult to undertake
detailed analysis of the BRICS countries’ services trade
relations, particularly with each other.

A second aspect of data collection that is salient for
the BRICS is GATS Mode 3. Very few countries collect
data on the sales of foreign affiliates within their territory
(inward FATS) or sales by affiliates abroad (outward
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FATS). However, entry by local establishment is a key
means of contesting services markets.

As the BRICS grow and develop their services sectors,
they will likely increasingly engage in FDI activities in
services sectors. A second priority should be to rectify
the lack of data by systematically collecting information
on the activities of foreign affiliates in services sectors.

Related to this is the need to support international
data collection and treatment efforts, such as WTO’s
pioneering work on its TiSMoS and BaTlS datasets.
Deploying surveys on trade by mode of supply in the
BRICS could help refine the estimates in TiSMoS, which
largely rely on information from high-income countries
for construction of global estimates.

Commit to etfective and efficient regulation
Reducing trade costs in services sectors increases
competitive pressure from the world market on the
domestic suppliers, but also sparks productivity
upgrading and enables growth through competition
and cooperation. The BRICS need to give full scope
to this process and promote productivity growth and
higher quality in their services sectors. But they also
need to ensure — and be seen by their populations to
ensure — that regulation in the public interest, in areas
such as environmental protection and consumer health
and safety, is not compromised.

Given that most services policy reforms take place
unilaterally, BRICS countries should consider committing
to pursuing effective and efficient regulation of their own
services sectors; in other words, ensuring that public
policy objectives are met with minimum economic cost,
including in terms of disruption to trade.

Addressing these complex questions requires technical
processes in addition to political ones. Many high-
income countries have found it useful to have some form
of regulatory impact assessment in which public-sector
bodies — preferably with some independence — calculate
the economic costs and benefits of various regulatory
options.

The Australian Productivity Commission is a good-
practice example. It is independent of the federal
government, technically highly proficient and conducts
analysis that takes full account of general equilibrium
effects — in other words, the effects that services
regulations have on other parts of the economy, not just
the sector in question. More broadly, adoption of the
APEC-PECD principles on Good Regulatory Practice
could go a long way towards improving the basis for
effective and efficient regulation in BRICS countries.



Alternative models

What role can international cooperation play in achieving
these objectives? As international organizations have
established expertise in data collection, BRICS can draw
on their large pool to build domestic statistical capacity.

For the institutional change needed to promote effective
and efficient regulation of services sectors, each
economy needs to look for inspiration from solutions
around the world but, ultimately, design a programme
and body that fits with its own legal and institutional
structures. Indeed, at WTO, the experience of trade
negotiators in exchanging market access ‘concessions’
has not necessarily been most helpful in moving forward
on trade-enhancing services reforms.

Notwithstanding these difficulties, negotiators from
67 countries recently concluded a Reference Paper
on Services Domestic Regulation, which is the first
major step in the GATS legal framework since WTO’s
establishment in 1995. BRICS other than India and
South Africa have joined the initiative. It will help the
signatory countries to cut the red tape costs associated
with entering services markets.

An alternative model is to work within international bodies
to promote an agenda for trade facilitation in services.
India has already made moves in this direction through
the WTO negotiating process but it is not yet clear that a
legally binding agreement is foreseeable. An alternative
model is APEC, was not prescriptive in terms of the
measures economies took to facilitate trade. Instead,
there was a collective commitment to reduce trade costs
in goods by 5% in five years, which was renewed once.
Individual economies were left to choose the highest
impact measures to take with the aim of achieving the
goal, within their own political economy constraints.

In keeping with the APEC structure and history, no
binding instrument was adopted. Although experiences
varied, some member economies were successful in
reducing trade costs during the period of the two Trade
Facilitation Action Plans (Shepherd, 2016).

Given that services policies are typically de facto MFN,
it makes sense to move forward on trade facilitation in
services through a flexible multilateral framework, i.e.
one that does not necessarily include legally binding
bargaining commitments.

BRICS, G20, WTO and other approaches
There is scope for BRICS countries to cooperate with
each other towards facilitating trade in services. The idea
would be to commit to joint action to reduce trade costs.
Conducting this work within the BRICS would have the
advantage of involving only a relatively small number of
countries for coordination purposes. If successful, these
steps could provide the impetus to work towards similar
goals in the G20, WTO and elsewhere.

The G20 also represents a good option for future
collaboration, as it brings the BRICS together with
the major developed markets, which represent their
strongest trade connections in services.?2 Committing
to joint action to facilitate services trade would send
a strong signal to the global economy at a time when
protectionist pressures in goods markets are on the rise
in some important economies.

The G20 would provide a framework for a joint
commitment and, at the same time, reassure the
BRICS that they would not be giving up import access
without gaining export access in return. While imports
of services are economically beneficial, in the political
economy of trade, import penetration is often seen and
experienced negatively.

A variety of regional initiatives are taking place that
explicitly or implicitly require effective liberalization
of services policies. For instance, ASEAN takes an
alternative approach by setting liberalization targets for
specific service sectors under the ASEAN Framework
Agreement on Services. Negotiations every two years
focus on setting the liberalization targets and on deciding
on the pace of compliance. Thus, ASEAN members
negotiate to add a number of sectors at each round
following the ASEAN Economic Community blueprint,
including in transport, logistics and telecommunications,
which are key sectors for the ASEAN Master Plan on
Connectivity.

There are also multilateral initiatives to be aware of.
Advancing WTO negotiations in services would help
the BRICS facilitate their own services trade by lowering
barriers all around the world. There is no inconsistency in
working towards services trade facilitation in all of these
forums simultaneously.

2 The G20 is composed of: Argentina, Australia, Brazil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Republic of Korea, Russian
Federation, Saudi Arabia, South Africa, Turkey, United Kingdom, United States, and European Union
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To recapitulate, a review of the data and issues suggests
the following recommendations:

1.
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Collect disaggregated data. Collect fully
disaggregated (by subsector and by partner) data on
services trade in the sense of balance of payments.

. Track sales by foreign affiliates. Tracking sales

by foreign affiliates, both inward and outward, would
provide information on GATS Mode 3 trade.

Support international data collection and
estimation efforts. Consider participating more
fully in the process supporting WTO's data collection
and analysis efforts on services. This could include
sharing national experiences on services data
collection and implementing pilot surveys on trade
in services by mode of supply, which would support
the TiSMoS estimates.

Implement regulatory impact assessment.
The assessment is a tool to promote effective and
efficient regulation of services sectors and would
improve transparency and efficiency through better
domestic regulation and investment-facilitation
measures.

Reduce services trade costs and facilitate
services trade through the BRICS, G20, WTO
and other forums. Enhance domestic efforts to
build conducive policy environment for services
sectors; strengthen regulatory exchanges among
BRICS’ competent authorities in key services
sectors to inform their counterparts about policy
development, especially related to policy reforms
and facilitating services trade; and use BRICS
cooperation to build impetus in other international
instances, such as in the context of the G20, WTO
and other forums.

6. Leverage regional initiatives on transport and
connectivity, such as those sponsored by ASEAN,
to promote liberalization of key backbone services
like transport, logistics and telecommunications.

7. Strengthen private-sector cooperation on
services trade. Mechanisms such as the BRICS
Business Council or dedicated services trade
networks could play a key role in supporting
cooperation at the business level through exchange
of information and business linkage facilitation.

8. Implement BRICS outcomes on services. Take
measures to implement services-related outcomes in
the context of the BRICS, such as the Implementation
Roadmap on Trade and Investment aspects of the
Strategy for BRICS Economic Partnership 2025,
Framework for Cooperation in Trade in Professional
Services, Framework for Ensuring Consumer
Protection in E-Commerce and Framework on
Strengthening the Economic and Technical
Cooperation for BRICS Countries.

Bringing together actions in these areas will help set
the BRICS countries on a course whereby their growing
service economies can interface more effectively with
global markets. This process is beneficial not only for
services, by lowering prices and increasing variety and
quality, but also for industries that use services, which
include many export manufacturing subsectors.
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