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I Summary

e

in Africa are discussed.

The Service sector is central to economic growth, trade and employment across the world. Trade in services has
increased from 8.5 per cent of global GDP in 1995 to 13.1 per cent of GDP in 2017. However, Africa is taking less
advantage of these opportunities than others. In this policy brief we highlight important misconceptions that may
be holding back services exports in Africa. The potential for services sector growth and services exports from low
levels in Africa is large. Policies that can remove impediments to export services growth and thus promote growth

The services sector is a vital part of any economy and
is increasingly a driver of structural transformation.
Services account for 65% of global GDP and 48% of
employment, and trade in services increased from 8.5%
of global GDP in 1995 to 13.1% of GDP in 2017 (Figure 1).
Evenin economies where manufacturing is growing most
rapidly, as in China and parts of Asia, services account for
by far the largest contribution to economic growth and

employment. Services trade now accounts for the largest
share of world trade in value added. However, Africa
is lagging in international trade in services. The newly
agreed African Continental Free Trade Area envisages
negotiations in key services sectors which, if successfully
concluded and implemented, could help invigorate this
crucial sector.
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Services can deliver large welfare gains because they
represent an important part of personal consumption
(for example: medical services, education, tourism), they
are essential contributors to the efficient functioning
of the entire economy (for example: transport and ICT
services), and they generate large numbers of jobs (for
example: retailing). Trade in services can also open up
vast new markets, generating foreign exchange, and is
more resilient than trade in goods to external income
shocks (Ariu, 2016).

Services trade in Africa lags behind in part because
policymakers do not pay it sufficient attention. This, in
turn, arises from major misconceptions about the role
of services. It is time to dispel these misconceptions
and to systematically explore how policy can remove
impediments to the growth of services. Even in countries
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that have a comparative advantage in manufactures, the
efficiency of the service sector is often the key to success.

First Misconception: Services Offer
Limited Export Opportunities

The mistaken belief that services are inherently domestic
activities and offer few opportunities to earn foreign
exchange arises in part from statistical misrepresentation
of the effects of services on the exports of other sectors.
Exports should be measured in value added terms, not
gross terms, and the contribution of a given sector needs
toaccount forits intermediate contribution to all exports,
not only its direct contribution. On that basis, exports of
services, direct and indirect, account for a larger share of
exports than do manufactures.
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Another reason for the misconception is the speed at
which the service sector has changed with the advance of
technology and of globalization over the last forty years.
The four modes of international provision of services
(foreign establishment, movement of consumers,
movement of providers, and remote provision)
have all seen major expansion, and have each been
transformed by ICT. Indeed, remote provision, such as
the internationalization of back-office functions, call
centers, and even taxi services, was hardly possible
before the internet became widely available. With rising
living standards and the falling cost of air transport,
tourism has become one of the world’s largest growth
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Unfortunately, Africa has lagged behind other regions in
this respect. Africa’s services exports, measured in gross
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industries. Professional services, supplied by engineers,
doctors, accountants, management consultants, lawyers,
and academics, make up another of the world’s fastest
growing sectors. All these services rely increasingly on
the internet and cheap communications for information
and coordination. Foreign direct investment is crucial in
building and operating global value chains that entail an
international division of tasks enabled by ICT. As Figure
3 shows, since the outbreak and spread of the global
financial crisis in 2008, trade in services has grown much
faster than trade in goods. Commercial services grew by
6.2% per year on average between 2005 and 2018, while
goods grew only by 4.8%.
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terms, represent just over 4.7% of GDP, the lowest of any
region (Figure 4).
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Yet there is already significant growth in services at CAGRs! in excess of 7% between 2005 and 2017
exports in some services sectors in Africa, such as (Figure 5).
telecommunications, and financial services, which grew

Figure 5: Services
Exports in Africa
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Countries including Egypt, Morocco and South Africa transport services, 17% of its exports of travel services,
outstrip other African countries in most services sectors. 7% of its insurance services, 25% of telecommunications
Thus, even though Morocco represents only about 5% and ICT services, and 28% of its exports of construction
of Africa’s GDP, it accounts for 10% of its exports of services.

Table 1: Top 5 Services Exporters in Africa (% of total category; Average 2015-2017)

Transport Insurance and pension services
1 Egypt 32.3 South Africa 21.3 Libya 15.9
2 Morocco 10.2 Morocco 17.3 South Africa 13.9
3 Ethiopia 8.7 Egypt 14.1 Egypt 13.8
4 South Africa 8.5 Tanzania 5.4 Kenya 10.6
5 Kenya 6.2 Mauritius 4.1 Morocco 7.2
Financial services Telecom.munications, cor.nputer, 20C Construction
information services
1 South Africa 33.9 Morocco 25.4 Morocco 28.5
2 Kenya 11.0 Egypt 13.9 Egypt 24.9
3 Algeria 11.0 South Africa 10.6 Tunisia 13.9
4 Nigeria 10.7 Kenya 8.6 Algeria 10.1
5 Egypt 7.7 Tunisia 5.4 Uganda 4.3

Source: World Trade Organization and authors’ calculations.

1. Compound annual growth rates.
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Second Misconception: Services Offer
Few Opportunities for Productivity

This misconception is also rooted in an outdated view
of services. Balchin et al (2016) showed that labor
productivity in services is about the same as labor

productivity in other sectors, and that this is true
equally in low-income countries (where productivity is
40% lower across the board), and in other developing
countries. Figure 6 shows the median (line in the box)
level of productivity and the upper and lower quartiles
(the size of the box), as well as outliers shown as dots.
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productivity of hotels and restaurants is lowest across
the whole economy. In the global economy, trade in
services is undergoing an era of rapid expansion at a
faster pace than goods (Figure7).
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While labor productivity in services tends, on average, to
be the same as in other sectors, it is true that productivity
growth in services tends to lag behind manufacturing.
As Figure 8 shows, for a number of countries? in which
manufacturing plays a large role, labor productivity in
manufacturingis on average about 40% higher than labor
productivity in the economy overall. However, as Figure
8 also shows, that is not universally the case. In several
countries, those above the 45 degree line, productivity
growth is higher in the rest of the economy than in
manufacturing. Most are middle-income countries,
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Source: Ait Ali & Dadush (2019).

There are many examples of total factor productivity in
services growing faster than in manufacturing, especially
in sectors most affected by ICT. Productivity in the ICT
services sector itself grew faster than manufacturing
productivity from 2005 to 2015 in Germany, India, the
United Kingdom, and the United States (WTO, 2019).
Productivity of professional services also grew faster
than manufacturing productivity in the UK and the US.
In India, productivity growth in financial and insurance
activities  outstripped manufacturing productivity
growth.

But for most services sectors, productivity growth has
been lower than in manufacturing. The lower growth of
labor productivity in services is a cloud over the sector,
but it also has the proverbial silver lining. Since services
tendto be the fastest growing sector of the economy in the
long-run, and thus tend to become the dominant sector of
the economy at higher levels of per-capita income, while
also tending to exhibit lower labor productivity growth,
services provide the majority of new jobs. In fact, even at
relatively low levels of per-capita income, services tend

2. 43 countries where employment in manufacturing exceeded 1 million in 2001.

including some of the fastest growing countries in Asia,
including China, Indonesia, Thailand, Bangladesh, and
Viet Nam. In these rapidly industrializing economies,
the surge in manufacturing is only one aspect of a
profound economy-wide transformation that affects
labor productivity in other sectors as much as it does
in manufacturing. This shows that there are clearly
circumstances in which developing economies can adopt
modern techniques and methods as rapidly in services
and agriculture as in other sectors.
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to provide all of the net new jobs in most countries (Ait
Ali and Dadush, 2019). Policymakers in countries where
unemployment and underemployment are high should
pay particular attention to the job-creating capacity of
services.

Third Misconception: The Main Barriers
to Services Trade are Those Intended to
Keep Out Foreigners

Restrictions in trade and services are high across the
world, and trade in services in Africa is highly protected
compared to Organization for Economic Co-operation
and Development countries. This is especially the case
for telecommunications, retailing, and financial services.
However, unlike goods, services are not prevented from
crossing borders by tariffs, quotas, customs procedures,
or even—most of the time—the high cost of transport.
Instead, barriers to services trade stem mainly from
domestic regulatory frameworks, which have been
established for a variety of reasons, mostly well-
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intended but sometimes designed to restrict competition
and favor certain constituencies. The intention of these
regulations is not, for the most part, to keep out foreign
firms, though that is often their effect. Thus, certification
requirements for doctors and lawyers—established to
ensure a quality service and to correct for information
asymmetries—can prevent the recognition of foreign
qualifications. Licenses of all kinds—including for
restaurants, telecommunications operators, and retail
chains—may prevent the entry of foreign firms. Some
forms of regulations, such as visas, directly restrict

travel by foreign suppliers and tourists. Monopolies in
communications can raise prices and prevent or deter the
remote provision of services by foreigners.

In order to quantify the extent to which regulatory
frameworks constrain services trade, the World Bank and
the OECD have created Services Trade Restrictiveness
Indices (STRI). Africa has higher STRI scores than OECD
countries in all sectors. Some ‘backbone’ services, such
as transport, have to cope with some of the highest
restrictions in both Africa and the OECD.

Figure 9: 50
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Often the impediments to international trade in services
are the same that hamper the domestic growth of the
services sector and the provision of services within
national territories. It follows that, in services, the trade
agenda and the domestic reform agenda often must go
hand-in-hand. The widespread—and often well justified—
use of licensing and permits in service provision means
that corruption and weak governance can hecome
the single biggest obstacle to growth in the services
sector, whether services are supplied domestically or by
foreigners.

One consequence is that trade liberalization in the
services sector often requires a parallel effort of domestic
regulatory reform, making the process far more complex
than liberalization of trade in goods. Equally, insofar as
these reforms ease the operation of domestic and foreign
players, the welfare gains associated with a more open
and efficient service sector can be far-reaching.

Fourth Misconception: To Liberalize
Services You Need a Trade Agreement

A more liberal regime in services trade bring major
benefits (Amin and Mattoo, 2006). By increasing the
supply of world-class services, liberalization can help
increase productivity in the services sector, creating new
opportunities to attract foreign direct investment, and
stimulating all other economic sectors—manufacturing,
agriculture, and construction—potentially boosting
an economy’s competitiveness, including in terms of
services exports (Balchin et al, 2016). According to the
WTO (World Trade Report, 2019), 59% of world traded
services was supplied through FDI by implementing
Foreign Owned Affiliates. This is either because some
services must be produced locally, for technological
reasons, or because there are incentives to be close to
the customer.
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Participation in global value chains depends on trade
costs (timeand moneyrequired) involved in moving goods
across borders. For instance, high transport costs are a
major impediment keeping many Sub-Saharan African
countries out of manufacturing value chains, especially
land-locked countries (Arvis et al, 2010). Considering
the importance of these constraints, countries depend
increasingly on efficient services to be able to compete
in the production of goods through a combination of
outsourcing and offshore processes.

Trade agreements, whether bilateral or multilateral,
can facilitate the political economy of liberalization of
imported services by strengthening the export lobbies
that will benefit from reciprocity. But the benefits of
services liberalization are significant even when if
there is no reciprocity. Moreover, given the complexity
of regulatory reform that must often accompany
liberalization of services, there is an advantage to being
able to carry out reforms at the country’s own pace and
at a time of its choosing.

Like liberalization of the goods sector, there is no
guarantee that liberalization of the trade in services
will lead to the desired outcome of a more competitive
services sector, able to hold its own on domestic and
foreign markets. Competitive advantage in services
is determined by a combination of structural factors
(including the availability of skills and natural resources),
infrastructure, and appropriate policies and regulations.
Together, these determine the investment climate and
the ease of doing business in a particular sector and
in the economy as a whole. Trade policy plays a crucial
role in determining the competitiveness of services by
allowing access to world class inputs—both goods and
services—at a competitive price.

Conclusion

As argued in a recent WTO report (WTO, 2019), trends
that will drive increased trade in services include
digitalization, which reduces the cost of providing many
services; demographics as aging populations require
more healthcare and consume more services including
entertainment and tourism, while young populations
in developing countries require more education rising
incomes; and climate change, requiring—for example—
increased insurance against flood risks, construction
services for relocation and protection against rising sea
levels, and financing for adaptation.

The four misconceptions about services and the services
trade we have identified—that services fail to provide for
exportopportunitiesand donotincrease productivity, that
barriers to the services trade consist mainly of measures
to deter imports, and that services liberalization requires
a trade agreement—are holding the services sector back
in Africa, as in many other regions. The opportunities to
grow the services sector and the export of services from
low levels in Africa are especially significant.

www.policycenter.ma n



Policy Center for the New South Policy Brief

References

Ait Ali, A. and Dadush, U. (2019) Manufacturing Employment, International Trade and China, Research Paper no.
19/04, Policy Center for the New South.

Amin, M. and Mattoo, A. (2006) Do Institutions Matter More for Services? Policy Research working paper no.
4032, World Bank.

Ariu, A. (2015). “Crisis-proof services: Why trade in services did not suffer during the 2008-2009 collapse”.
Journal of International Economics, 98, 138-149.

Arvis, J. F., Duval, Y. and Shepherd, B. and Utoktham, C. (2015) Trade costs in the developing world: 1995-2010,
Policy Research working paper no. WPS 6309, World Bank.

Balchin, N., B. Hoekman, H. Martin, M. Mendez-Parra, P. Papadavid, D. Primack, and D. Willem te Velde (2016)
“Trade in Services and Economic Transformation”, Overseas Development Institute, London.

Borchert, I., B. Gootiiz, and A. Mattoo, (2012) “Policy Barriers to International Trade in Services: Evidence from a
New Database”, World Bank Economic Review, 28 (1), 162-188.

World Economic Forum & World Bank & African Development Bank & Organisation for Economic Co-operation and
Development (2015) “The Africa Competitiveness Report 2015”, World Bank Publications no. 22014.

World Trade Organization (2019). “World Trade Report 2019: The Future of Services Trade”. Geneva.

www.policycenter.ma n



Policy Center for the New South

Policy Brief

About the authors

Uri Dadush

Uri Dadush is a Senior Fellow at the Policy Center for the
New South, previously known as OCP Policy Center in
Rabat, Morocco and a non-resident scholar at Bruegel.
He is based in Washington, DC, and is Principal of
Economic Policy International, LLC, providing consulting
services to the World Bank and to other international
organizations as well as corporations. He teaches courses
on globalization and on international trade policy at the
OCP Policy School and at the School of Public Policy at
the University of Maryland. He was previously Director
of the International Economics Program at Carnegie
and, at the World Bank, Director of the International
Trade, Economic Policy, and Development Prospects
Departments. In the private sector, where he was
President of the Economist Intelligence Unit, Group Vice
President of Data Resources, Inc., and a consultant with
Mc Kinsey and Co.

About Policy Center for the New South

Oumayma Bourhriba

Oumayma Bourhriba is a Research Assistant in
Economics at the Policy Center for the New South. Her
research areas cover macroeconomics and long term
economic growth. She is currently working on themes
related to Foreign Direct Investments in Morocco and
infrastructure development in Africa. Previously, she
worked on international trade issues. Oumayma holds a
master’s degree in applied economics, and is currently
a PhD student at Mohammed V University in Rabat. She
joined the Policy Center for the New South in September
2019.

Policy Center for the New South, formerly OCP Policy Center, is a Moroccan policy-oriented think tank based in Rabat,
Morocco, striving to promote knowledge sharing and to contribute to an enriched reflection on key economic and
international relations issues. By offering a southern perspective on major regional and global strategic challenges facing
developing and emerging countries, the Policy Center for the New South aims to provide a meaningful policy-making
contribution through its four research programs: Agriculture, Environment and Food Security, Economic and Social
Development, Commodity Economics and Finance, Geopolitics and International Relations.

The views expressed in this publication are the views of the author.

3 POLICY CENTER
=7 FOR THE NEW SOUTH

THINK « STIMULATE -

Policy Center for the New South

Suncity Complex, Building C, Av. Addolb, Albortokal Street,
Hay Riad, Rabat, Maroc.

Email : contact@policycenter.ma
Phone : +212 (0) 537 54 04 04 / Fax : +212 (0) 537 71 31 54
Website : www.policycenter.ma




