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FOCUS 

Trade in services: New horizon for globalization  
 
   In 2004, services represented 69% of world GDP, and 72% of total workforce of OECD countries. In
contrast, the share of services in international trade is astonishingly low: it is only one fifth of world trade,
and about 23% for OECD countries. Of course, many services are hardly tradable because their delivery
requires face to face relationships. But, the persistence of political barriers to trade also plays a major role
in explaining this relatively low contribution to world trade. Since 1995, the GATS (General Agreement on
Trade in Services) lays the framework for the multilateral negotiations in services. In parallel,
liberalization progresses also within the European Union. To eliminate trade barriers in service sectors,
countries must reform the domestic regulations (including those controlling migrations). That explains
why negotiating free trade is particularly difficult and controversial, as proved recently by the sharp
opposition to the European directive on services (i.e. the so-called “Bolkestein directive”). Agnès Bénassy-
Quéré, Cyrille Schwellnus & Deniz Ünal-Kesenci (2006) and Deniz Ünal-Kesenci (2006) present the key
issues of multilateral and regional trade negotiations. Similarly, an analysis of the expected consequences
of the directive on services is given by Cyrille Schwellnus (2006). To shed light on these topics that are at
the top of the agenda of trade negotiators, one need reliable data and accurate economic analyses.  
 
   In order to picture the pattern of world trade in services, Isabelle Bensidoun and Deniz Ünal-Kesenci
(Ünal-Kesenci, 2006; Bensidoun and Ünal-Kesenci, 2007) gathered several database. Working with data
on trade in services is not easy. Balance of payments data is hardly compatible with data recording supply
of services by affiliates on foreign markets (FATS), which is available for some OECD countries. Moreover,
bilateral trade flows are scarce and they are not harmonized. Isabelle Bensidoun and Deniz Ünal-Kesenci
had to deal with these issues to provide an original study based on relevant data. They show that, even if



trade in services has not grown significantly faster than trade in goods, its structure has deeply changed
during the last decades. The share of transport activities has fallen dramatically, while trade in some
specific services (such as insurance and finance, or information technology) has risen sharply. Moreover
this analysis shows clearly that the USA and the European Union are the two main exporters of services.
The EU is relatively specialized in insurance, finance and computer and information services, while the
USA has a strong advantage in cultural and recreational services and royalties and license fees. Even if
some other countries, like India or Israel have a growing market share in some service industries, the
leading position of the EU and the USA explains why they consider trade negotiations in services as a key
issue. Finally, these studies point out that trade in services that is reported in current accounts of balances
of payments represents only a minor share of total trade. Indeed, considering the countries for which
FATS data are available, they show that the largest part of countries exports is actually direct sales by
foreign affiliates.  
 
   A first step to evaluate the impact of trade liberalization in services consists in estimating empirically the
effect of domestic regulations on countries’ exports. Cyrille Schwellnus (2007) uses previously unexploited
data to perform a panel estimation of a gravity equation that partly controls for unobserved country
heterogeneity. His estimates of the elasticities of services trade with respects to domestic regulations are
approximately 1/2 of the ones proposed in previous literature. Even with such relatively small elasticities,
the consequence on multilateral trade of removing domestic regulations is still rather large. However, it is
also shown that these elasticities decrease with the level of domestic regulation. In other words, any
further progress in deregulation should have less impact on trade flows than previous ones.  
 
   Following a different but complementary strategy, Yvan Decreux and Lionel Fontagné (2006) rely on a
Computable General Equilibrium assessment to evaluate the impact of freer trade in services. They use
the MIRAGE model, to simulate the consequences of the implementation of trade facilitation that are
contemplated by trade negotiators of the Doha round. As usual in this kind of exercise, the consequences
on world welfare of liberalizing trade in goods are relatively modest. But when services are introduced in
the picture, a very interesting outcome appears. With a 50% reduction of the obstacles to trade in
services, welfare gain doubles for the world economy. For the European Union, an ambitious liberalization
of services would translate into large increases in exports of services: a 15% increase of exports of
business services, a 10% increase for transport, and 8% for financial and insurance services. Besides
these direct analyzes of trade in services, Thierry Mayer, Anne-Célia Disdier, Silvio Taï and Lionel
Fontagné (2006) show that liberalizing trade in some kinds of services may also have an indirect positive
consequence on manufacturing trade. They test whether bilateral trade of cultural goods and services
contributes to ease cultural differences between trade partners and thus fosters trade of more traditional
goods. They conclude that a 10% increase in bilateral trade of cultural goods and services should increase
trade in other goods up to 4.25%.  
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ON THE RESEARCH AGENDA 

Fiscal policy in real time 
 
   The active use of fiscal policy to stabilize the business cycle remains a controversial issue among
economists. The traditional Keynesian school generally recommends that governments should actively
intervene to smooth economic fluctuations. In particular, during phases of weak economic growth, they
should adopt measures, such as tax cuts or new public investments, to foster a recovery in the economic
activity. In contrast, when growth is above potential, they should cut public expenditures or increase
taxation. In other words, they should act counter-cyclically over the economic cycle.  
 
   The Keynesian view has been criticized over the last thirty years by economists in the ‘’New Classical''
tradition. According to the “New Classical” view the market takes itself the steps to recover from a
recession. Then, any active use of fiscal policy is useless, or even harmful. 

2



 
   Yet some empirical papers have recently found that fiscal policy, rather than being counter-cyclical, as
Keynesian theories suggest, or a-cyclical, as advocated by the New Classical macroeconomics, has shown
a tendency towards pro-cyclicality. This would occur in developing economies in particular, but also,
though in a weaker way, in industrialized countries.  
 
   These studies, though insightful in that they allow to evaluate the "ex-post" or "realized" stance of fiscal
policy, are not suitable to assess the "true" or "intentional" policy stance since they are based on revised
data and not on the information available in real-time when policy-makers make their decisions. 
 
   This paper shows that when real-time data is used in the estimation of fiscal policy reaction functions
relating a discretionary fiscal policy indicator, the structural primary balance, to the output gap and the
debt-GDP ratio in OECD countries, the stance of fiscal policy seems to have been counter-cyclical over the
last thirteen years. Interestingly, this would occur especially during economic expansions. 

Jacopo Cimadomo

 
Differentiation and competitiveness of Latin American exports abroad 
 
   There is increasing empirical evidence that international specialisation in trade is done within varieties,
rather than products. At the most detailed product level, large and systematic differences in unit values
are observed. These differences can be related to factor endowments and development level of the
exporting country (Schott, 2004; Fontagné et al, 2007). For developing countries, these differences in
unit values can be of great importance: nowadays Mexico, Central America and Brazil seem to compete on
a wide range of products with China and other Asian countries. It is often suggested that Latin American
countries do not have a cost advantage over emerging Asian countries, and that they should consider an
increase in the quality of their products to stay competitive. To find out whether Latin American products
are in fact competing on the same quality segment of those of Asian goods and to shed some light on this
policy debate, the analysis has to be conducted at a highly desegregated level. 
 
   This study, developed in collaboration with the ECLAC (United Nations Economic Commission for Latin
America and the Caribbean), explores the pattern of specialisation across traded varieties for Latin
American and Asian countries. The CEPII has recently conducted research on these issues, with a focus on
North-South competition across varieties, with special attention to the European Union. The methodology
can be extended to consider the specificity of Latin American countries (where we observe a strong
presence of resource-based varieties in the exported goods). The study uses BACI, the new CEPII
database (available from July 2007 on the CEPII website), providing the most detailed and comprehensive
trade information at world level for the 1995-2004 period. The analysis considers, among others, the
generation of indices of similarity at industry, product and variety level, as well as market shares for the
exports by quality segment, and technological content.  

Rodrigo Paillacar
 
The erosion of colonial trade linkages after independence 
 
   The dismantling of European empires after World War II led to sweeping changes in the governance of
developing countries in Africa and Asia. Recent research in economics has investigated the long-run
consequences of colonial rule. La Porta et al. (1998) argue that the British endowed their colonies with a
legal system that produces superior economic outcomes. Acemoglu et al. (2001, 2002) find that
colonizers were more likely to establish pro-growth institutions in sparsely populated areas with lower
settler mortality. Banerjee and Iyer (2004) find that 50 years after India abolished land revenue systems
imposed in the mid-19th century by British rule, the"institutional overhang" can be seen in agricultural
productivity differences. In this study, we investigate a different legacy of colonial rule: the bias in post-
colonial bilateral trade patterns. 
 
   The impetus for writing this paper came from the example of Algeria's exports to France. In 1960, two
years before independence, Algeria accounted for 8.5% of French imports. Over the succeeding 42 years,
that share fell to just 0.73% in 2002. 
 
   We compile a large data set on annual bilateral trade between almost every country in the world from
1948 to 2003. Employing a sequence of gravity-based specifications, we assess the impact of
independence on colonial trade patterns. We estimate a semi-parametric specification in which years since
independence are divided into seven intervals. Independence effects are identified from within-dyad
variation in trade. 
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