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Abstract:

This article presents an examination of the impact of trade in services on economic growth in an emerging market economy.
The study unveiled the unexplored potential and challenges of trade in services in an emerging market economy. Time
series annual data for Zimbabwe for the period 1970 to 2016 was used for the purposes of this study. The period 1970 to
2016 was selected mainly due to data availability. Time series data was extracted from the World Bank's World
Development Indicators and United Nations Conference on Trade and Development statistic databases. Trade in services
was found to correlate with economic growth with an R2 of 0.9796, an Adj. R2 of 0.9740, a p-value of less than 0.05 at 5%
level of significance and an F (10, 36) = 173.30, Prob > F = .0000. The variables were found to statistically significantly
predict GDP per capita. Service imports and trade in services were significant in influencing economic growth. With service
exports insignificant in influencing economic growth at 5% level of significance. Government policies were found to hinder
trade in services in emerging market economies. These economies are closed with many restrictions in place. The study is
expected to influence government policy in developing economies. The study will also go a long way in expanding the
academic knowledge and as such contributing in filling the gap that exists within the body of knowledge.

Keywords: trade in services; services trade; services exports; economic growth; emerging market
JEL Classification: 011; 047; F14; F18; N77
Introduction

Services are increasingly becoming more important for economic growth and development. This notion has
challenged the long-held theories of economic development in Africa. Recently, Saez et al. (2015) state that for
decades, the typical first steps on the path out of poverty have been increased agricultural productivity followed
by growth in the manufacturing sector. However, over the last few years Africa has been growing along a very
different trajectory. Across the region, agriculture’s share of gross domestic product (GDP) has declined and
manufacturing, rather than growing as theory may have anticipated, has stagnated (Séez et al. 2015). Services,
on the other hand, have been on an increase as measured by their share of total employment, exports and GDP.
Trade in services is driving value addition and providing critical inputs to boost other economic activities.

The General Agreement on Trade in Services (GATS) is the first multilateral trade agreement to cover
trade in services (World Trade Organization [WTO] 2013). Its creation in 1995 was one of the major
achievements of the Uruguay Round of trade negotiations, from 1986 to 1993. The definition of services trade
under the GATS is pronged into four, depending on the territorial presence of the supplier and the consumer at
the time of the transaction. Pursuant to Article |: 2, the GATS covers services supplied in four modes, that is,
Mode 1 - Cross-border trade, Mode 2 — Consumption abroad, Mode 3 - Commercial presence, and Mode 4 -
Presence of natural persons.

According to WTO (2013), services have recently become the most dynamic segment of international
trade. Since 1980, world services trade has grown faster, albeit from a relatively modest basis, then merchandise
flows thereby defying wide-spread misconceptions (WTO 2013). Loungani et al. (2017) state that services exports
have grown ten-fold since 1990. The rise in services exports is not confined to advanced economies; developing
countries have strongly participated in that growth (WTO 2013 and Loungani et al. (2017). On the other hand, the
United Nations Conference on Trade and Development (UNCTAD 2015a) reports that the service sector
contributes to almost half of Africa’s output, and a number of African countries have emerged as services-
oriented economies. In many African countries, the services sector contributes substantially to GDP as well as
absorbing a large proportion of youth employment and matter substantially for gender parity (UNCTAD 2015a).
Dihel and Goswami (2016) argue that there is also ample evidence to support the resilience of services trade
during the 2009 global financial crisis. Dihel and Goswami (2016) opine that as oil and commaodity prices tumble

11 Peller Street, P.O. Box 392, Pretoria, South Africa

2153



Journal of Applied Economic Sciences

globally, diversification into services exports will be critical for maintaining future growth in Africa. To Loungani et
al. (2017), services may thus be a game-changer, offering an opportunity to sustain globalization.

Whereas developing countries™ share of world services exports, on a Balance of Payments (BOP) basis,
amounted to about 20% in 1980, it had risen to 24.5% by 2000 to reach 31% in 2010 (WTO 2013). WTO (2013),
however, reports that this share would be far higher, in the order of 50%, if world trade was measured in net
terms, disregarding imported content and considering only the value added (and traded) by individual economies.
Though Africa is a marginal player in global services trade, with an export share of only 2.2%, the services sector
represents an important source of export revenue that should be further exploited if Africa is to assume a major
role as a global player in trade services (UNCTAD 2015a). To this end, however, very little is known about trade
services in Africa and its prospective impact especially exports of non-traditional services, such as financial
services which are often overlooked. Hoekman and Te Velde (2017) argue that, while much of the discussion on
economic transformation centers on transforming agriculture and moving into manufacturing, services are an
underexplored component of economic transformation strategies. To Dihel and Goswami (2016), the main
challenge in exploring Africa’s potential is the scarceness of data especially in informal trade services.

Although research has shown that trade in services is proving to be critical for Africa’s economic growth
and development, the sector is being seriously threatened by a lot of challenges. The question that remains to be
answered is whether Africa fully appreciates the role and contribution of trade services to economic growth and
development or not? This article provides a review of trade in services in an emerging market country, Zimbabwe
in an attempt to unveil the untapped/ignored sector as well as providing evidence of its contribution to economic
growth and development. The article also provides an analysis of the relationship between trade in services and
economic growth using an econometric model from a Zimbabwean perspective. It is the author’s expectation that
this article will enhance the appreciation and understanding of trade in services as well as its economic benefits.
The remainder of the article is arranged as follows: literature review followed by a brief research methodology
followed by a data presentation and discussion of findings before concluding with recommendations.

1. Literature review
1.1 Trade services definition

According to the Centre for International Economics (2010), until recently, service trade has routinely been
defined within a Balance of Payment (BoP) framework and covered only transactions in services between
residents and non-residents. Service trade, when defined in this way, can be broken down by the type of activity
to include transportation, travel, communications, construction, insurance, financial, computer and information,
royalties and license fees, business, personal, cultural and recreational, and government services.

In practice, service trade defined in this way can involve some transactions in goods (for example, where
an international visitor purchases goods in the country to which he or she travels). In an effort to cover the various
means through which services are provided internationally, the General Agreement on Trade in Services (GATS)
defines trade in services by reference to four modes of supply (OECD and WTO 2017). These can be
summarized as follows:

= Mode 1 (cross-border supply), analogous to trade in goods, occurs when a service is delivered from

the territory of one World Trade Organization (WTO) member to the territory of another member.
Examples of mode 1 include international transport and supply of services over digital networks, where
the service supplier is not present in the territory of the member where the service is consumed;

= Mode 2 (consumption abroad) involves the supply of a service in the territory of one member to the

service consumer of another member. An example of supply through this mode is tourism;

= Mode 3 (commercial presence) is the supply of a service by a service supplier of one member through

the establishment of a commercial presence (subsidiary, branch or other forms of business
establishment) in the territory of another member. Mode 3 can be relevant for all sectors, for example,
the establishment and operation abroad of foreign insurance companies, hotels and supermarkets;

= Mode 4 (movement of natural persons) concerns the supply of services through the temporary

presence of a natural person of one member in the territory of another member. This mode of supply
can involve the temporary movement of, for example, independent professionals (lawyers or
accountants), or intra-corporate transferees whereby certain personnel are transferred from their
parent company to a subsidiary in the territory of another member.

Centre for International Economics (2010) argues that on a global basis, and measurement problems
aside, it is estimated that most service trade occurs via Mode 3, with the WTO reporting: cross-border supply

2154



Journal of Applied Economic Sciences

(Mode 1) — estimated to account for 35% of global services trade; consumption abroad (Mode 2) — 10% to 15%
of service trade; commercial presence (Mode 3) — 50% of service trade; and presence of natural persons (Mode
4) — 1% to 2% of service trade.

1.2 Trade in services and growth

According to UNCTAD (2017a), the services sector has emerged as the largest segment in and driving force of
the economy, contributing a growing share to gross domestic product (GDP), trade and employment. The sector
contributes to productivity and economy-wide growth, as it provides essential inputs to other products and
services. Loungani et al. (2017) state that in “The Wealth of Nations,” Adam Smith questioned the social value
provided by “lawyers, men of letters of all kinds..., musicians, opera-singers, etc.” They argue that Adam Smith
was expressing a bias against the service sector that holds to this day while Christina Romer lamented that there
is a “feeling that is it better to produce ‘real things’ than services” (New York Times February 4 2012).

Meanwhile, services, which already account for 70% of world GDP and 50% of world employment, are
also becoming an important part of trade (Loungani et al. 2017). Figure 1 and Figure 2 below shows Zimbabwe's
exports and imports of goods and services in USD millions as well as services value addition as a percentage of
GDP from 1992 to 2015. Zimbabwe's services value addition as a percentage of GDP has been trending above
50% except in 1994, 2006 and 2007 with 2007 recording the lowest at 45% while 2015 recording the highest of
59%. Zimbabwe's services value addition has increased by 13% from 1992 to 2015. UNCTAD (2017a) reports
that in 1980 — 2015, the share of services in GDP increased in all income level groups, including from 61% to
76% in developed economies and from 42% to 55% in developing economies. The increase in services output in
this period largely corresponds to a decline in industrial output in developed economies and a decline in
agricultural output in developing economies. To IMF, WB and WTO (2017), services comprise some two thirds of
global GDP and employment, and a quarter of global trade (nearly half of global trade measured on a value-
added basis).

Figure 1. Zimbabwe's exports and imports of goods and services from 1992 to 2015 (BoP, current USD).

Zimbabwe's exports and imports of goods and services (USD million)
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Figure 2. Zimbabwe's Services value added as a percentage of GDP, 1992 to 2015
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In 2014, service exports accounted for nearly 25% of total exports (Loungani et al. 2017) and have also
come to play a central role in global production networks and value chains. According to IMF, WB and WTO
(2017), global commercial services imports grew at some 5% a year during 2010-2015, compared to 1% growth
for merchandise trade.

The growth in services trade has occurred despite the fact that policy barriers to services trade remain
substantial in many areas (IMF, WB and WTO 2017). According to IMF, WB and WTO (2017), expanding
services trade has been supported by new business models in areas like financial services and information and
communication technology. While a haircut still requires a trip to the local barbershop, many other services no
longer require the provider to be close to the customer as a result of the revolution in information and
communication technologies developments, for example, financial services and consulting services can be
delivered from anywhere. The rise in services exports is not confined to advanced economies. Services exports
from developing countries have grown ten-fold since 1990 and at twice the rate of services exports from
advanced economies; hence, developing countries’ share has increased from 3% in 1970 to over 20% in 2014
(Loungani et al. 2017).

Loungani et al. (2017) further argue that this increase is not just due to higher exports of traditional
services, but is also due to modern technology-enabled services as well, for example, business services
(including R&D and consultancy), computer and information services, financial services, and intellectual property.
The growth in the service sector has caused a lot of debate regarding the long-held notion regarding the role of
industrialization in economic growth (Figure 3). The notion has widely recognized the role of the manufacturing
sector in promoting broad economic growth while the services sector has been resilient to improvements in
productivity (Baumol 1967 and Kaldor 1967).

Figure 3. Zimbabwe's Sectoral value addition as a percentage of GDP from 1965 to 2015

| Zimbabwe's sectoral value addition (% of GDP) |
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Agriculture is predominant in employment with estimates of above 60% of total employment in Zimbabwe
followed by services accounting for 28% in 1999, 15% in 2004 and 25% in 2011 (Figure 4). This is actually
contrary to global trends where services have dominated the labor market with global estimates showing services
taking above 50.9% of the total global jobs as of 2011.

As in output, the importance of services is more pronounced in developed economies (where services jobs
represent 75% of the total) than in developing economies (44%) (UNCTAD 2017a). Services have been the main
job provider since the mid-2000s, including during the 2008-2009 global economic and financial crisis supporting
the notion by Dihel and Goswami (2016).

Annually in 2001-2016, the importance of the construction, tourism and other business services sectors in
the global job market increased, including in developing economies (UNCTAD 2017a). Employment in services is
particularly relevant for women as, globally, women have the highest share of jobs in the sector, however, the
situation is different in Zimbabwe where female are predominantly employed in agriculture (Figure 5). Agriculture
accounts for more than 70% of total female employment while services accounts for between 13% and 26% while
industry accounts for between 3% and 5%.

The participation of women in services jobs in developing economies is 41%, second only to the
agricultural sector (UNCTAD 2017a). UNCTAD (2017a) reports that services employment is also important for
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migrant workers as some host countries, such as Canada and the United States of America, rely heavily on
migrants in their broad services sectors. Services-related policies are therefore relevant for inclusive employment,
especially in the current context of persistent high levels of unemployment.

Figure 4. Employment by sector in Zimbabwe, 1999, 2004, 2011 (% of total employment)

Zimbabwe's sectoral employment as a % of total employment
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Figure 5. Zimbabwe's Sectoral Female Employment, 1999, 2004, 2011 (% of total employment)
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Services are also prevalent in foreign direct investment, with announced greenfield investment in the last
10 years mainly concentrated in the services sector.

In 2012, services accounted for 63% of global FDI stock, more than twice the share of manufacturing, at
26% (UNCTAD 2015b). The primary sector contributed less than 10% to global FDI stock. UNCTAD (2015b)
reports that in the period 2001-2012, the share of services in global FDI increased by 5% (to 63%) and offset by
a comparable decrease in the share of manufacturing. Overall, since 1990, the share of services in world FDI
stock has gained 14% points (from 49% to 63%) with a corresponding decrease in manufacturing (from 41% to
26%), while the share of the primary sector has been stable (at about 7%) (UNCTAD 2015b).

The reflects an analogous trend in the distribution of global GDP as well as increased liberalization in the
sector, enabling large FDI inflows, particularly in industries traditionally closed to foreign investment such as
finance and telecommunications. This shift has occurred in both developed and developing economies.

By 2015, services continue to hold over 60% of global FDI stock (UNCTAD 2016) with manufacturing and
the primary sector accounted for 26% and 6%, respectively. The long-term shift toward services has plateaued
since the outbreak of the global financial crisis (Figure 6).

UNCTAD (2017b) reports that data processing is another services industry whose representation among
the top 100 MNEs is sharply increasing. The rapid international expansion of these companies, despite their
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asset-light nature, has been fueled by rising global consumer demand for their high-tech products and services,
and by the relative ease of expanding their sales abroad (UNCTAD 2017b).

Figure 6. Estimated global inward FDI stock by sector, 2001, 2007, 2015 (Trillions of dollars)

| Inward FDI Stock by Sector |

Services Manufacturing Primary  ® Unspecified

16

2001 2007 2015
Source: UNCTAD (2017b)
1.3 Trends in services trade

In 2016, the largest global exporters and importers of services were mainly developed economies, in particular
the United States and European countries, such as Germany, France and the United Kingdom and Ireland, Japan
and Singapore as well as members of the BRICS, that is, China and India (Table 1).

Table 1. Main exporters and importers of services, 2016 (millions of dollars and percentage)

Main services Value of Share of global Main services ~ Value of services  Share of global

exporters services exports  services exports importers imports services imports

United States 752, 411 15.6 | United States 503, 053 10.7
United Kingdom 327,176 6.8 China 453, 014 9.6
Germany 272,738 5.6 Germany 312,074 6.6
France 236, 760 49 France 235,679 5.0
China 208, 488 4.3 | United Kingdom 198, 653 4.2
Netherlands 179, 776 3.7 Ireland 191, 939 4.1
Japan 173, 821 3.6 Japan 184, 710 3.9
India 161, 845 3.3 Netherlands 169, 458 3.6
Singapore 149, 642 3.1 Singapore 155, 581 3.3
Ireland 146, 678 3.0 India 133,710 2.8
Total 2,609, 334 53.9 Total 2,537,870 53.9

Source: UNCTAD (2017a)

Zimbabwe's exports are growing more strongly in transport, travel, insurance and other business services
(Table 3). Although transport, travel and other business services are the largest categories for Zimbabwe, the
trends are not consistent but they are, however, fluctuations year in year out (Table 3). Telecommunications and
intellectual property have been constant at 1% as very low contribution compared to other countries especially
the developed countries that are more specialized in these high value added categories. Table 2 shows
Zimbabwe's export share in total world exports from 2005 to 2015 with the major contributor being in government
goods and services.

Table 2. Zimbabwe's share in World Export of selected commercial services, 2005-2015 (percentage)

| Sevice category 2005 2006 2007 | 2008 2009 2010 2011 2012 2013 2014 | 2015
Transport 0.022 | 0.013 | 0.010 | 0.007 | 0.006 | 0.010 | 0.011 | 0.009 | 0.009 | 0.009 | 0.010
Travel 0.022 [ 0.020 | 0.013 [ 0.011 | 0.014 | 0.013 | 0.014 | 0.015 | 0.014 | 0.014 | 0.015
Insurance and pension | 0.026 | 0.022 | 0.019 | 0.017 - - - - - - -

2158



Journal of Applied Economic Sciences

Service category 2010 2011 2012 2013 2014 | 2015
services
Financial services 0.002 | 0.002 | 0.001 | 0.001 - - - - - - -
Intellectual property 0.001 | 0.001 | 0.000 | 0.000 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001
Telecommunications,
computer and 0.002 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001 | 0.001
information services
Other business
services
Personal, cultural and
