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Pakistan has received request lists from its partner countries in the context of national
treatment and market access under four modes of cross-border supply of WTO
framework. Burki, ef al. (2007) explains that the opportunities as well as risks associated
with trade liberalisation depend primarily on the relative competitiveness among the
trading partners. It is, therefore, essential for the policy-makers to design such a trade
policy which not only helps promoting domestic services industries but also open up new
opportunities of employment generation and economic growth and development with a
guarantee of peace and stability within and across its neighbouring countries. In this
connection, this research paper comprises the following components to develop a
strategic framework of liberalising trade in services' for Pakistan with its selected 26
trading partners;”

e Analysing the relative contribution of trade in services to overall GDP in
developing and developed countries across the world since 1981 to 2010.

o Analysing the growth of export, import and overall trade in services in Pakistan
over the period 1981-2010.

o Examining the untapped potential of trade in services of Pakistan with its partner
countries by category of service.

¢ Estimating the Trade Intensity Indices (Both Export and Import) by category of
services with each selected partner country.

o Estimating Complementarity and Country Bias indices (Both Export and
Import) by category of service with each selected partner country.

¢ Estimating Revealed Comparative Advantage Indices (Both Export and Import)
by category of service with each selected partner country.

¢ Analysing the major determinants of Revealed Comparative Advantage.

¢ Estimating the price and income elasticities by category of service with selected
partner countries to examine the demand and supply potential and TOT situation
in services sector.

¢ On the basis of above analyses, to develop a strategic framework of liberalising
trade in services for Pakistan.

2. REVIEW OF RELEVANT LITERATURE

Hockman and Mattoo (2000) analysed the welfare and efficiency gains along with
the growth through services liberalisation by adopting general equilibrium (GE) model
approach. They showed that services liberalisation can stimulate economic welfare and
in some cases more than that from goods liberalisation.

Li, et al. (2003) is used to analyse the impact of trade in services and merchandise
trade on growth separately along with the indicator of government regulations (i.e. days
to start a new business) and gross domestic investment. These variables in the recent
literature have the central importance in estimating the core growth models and used by
Levine and Renelt (1992) and Sala-i-Martin (1997). The gravity equation after the work

'Services include; Total services, Transport, Travel, Communication, Construction, Insurance, Financial,
Rovalties and License fee, Other Business Services, Personal, Cultural and Recreational Services, Government
Services.

*The list of names of trading partners is given in the annexure.
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Where;

RCit = Relative contribution of country i in period t
T =5 years
ARCit = Avg. Relative contribution of country i in period t

Xit
<m> = Tradein services of country i given the size of overall GDP inperiod t

There are generally two approaches adopted to analyse the impact of trade and trade
spillover on economic growth. A strand of literature has used the contribution of R&D
spillovers to TFP growth. The alternative is an output growth equation. The second method
has the advantage over the first in terms of eliminating any expected error in calculating the
Total factor productivity. In this study, production function estimation approach consistent
with Li, ef al. (2003) is used to analyse the impact of trade in services and merchandize
trade on growth separately along with the indicator of government regulations (i.e. days to
start a new business) and gross domestic investment. These variables in the recent literature
have the central importance in estimating the core growth models through either of the
approaches mentioned above and also used by Levine and Renelt (1992) and Sala-i-Martin
(1997). The parsimonious specification is as follows;

LogYy = ¢o+ ¢1LogGDI; + ¢, Mgy + $35gi + ¢aBdie + 1 N €))
Here ¢, >0,¢,>0,¢5>0,¢,<0

Equation 3 explains the production function in general form.
Where,

Y,, = Per capita income of country i inperiodt

GDI; = Gross domestic Investment of country i in period t

Mg;; = Merchandize trade as percentage GDP of countryiin periodt
Sg;: = Trade in services as percentage of GDP of country i in periodt
Bd;; = Days to start a new business in country i inperiodt

The gravity equation after the work of Tinbergen (1962) and Poyhonen (1963) has
been a common formulation for the analysis of bilateral trade potentials between the
trading partners by keeping in view the origin-specific, destination-specific and bilateral-
specific components and determinants. Brandicourt, er al. (2008) explains that a gravity
model with two-stage least square has the advantage of minimising the omitted variable
bias given the data limitations for services trade. In this study, a gravity model with two-
stage pooled least square method is used to analyse the trade potential with the selected
trading partners in relative terms. At first stage, we will estimate the specification 4 and
at second stage we estimate the specification 5 given below. The underlying purpose of
the second-stage regression is to compare country-partner trade volumes (y;;) with the
volumes (;ij) predicted by observed country-specific variables. The predicted volume is

considered as a country’s trade potential. In this ways, it estimates a country’s services
exports predicted by its observable characteristics. It explains that if the term {(y;;) -

(;_ )} takes negative sign. It means that the country has untapped potential with its partner
ij

in the given time t. Conversely the positive residual is an indicative of over-performance
with a trading partner in comparison with other trading partners. The explanatory
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The formulac to measure the Trade-intensity indices (Export and Import), the
Complementarity indices (Export and Import), the country-bias index, RCA are given

below;
1B, =2/ 2
i = % o
i w i
My =255,
i w i
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where;
IM;; = Import — intesity index (EII) of country i with country j
X; =Total export of country i
M; = Total import of country j

M,, = Total world import

M; = Total import country j

CE;; = Export Complementarity — index

= Export — intesity index (EII) of country i with country j

= Export of country i to country j

CM;; = Import Complementarity — index
XF = Country i's export of commodity k
M} = World imports of commodity k

MF = Country i's import of commodity k
M}"’ = Country j's import of commodity k

BX;; = Export Country — bias index for country i's export to country j
BM;; = Import Country — bias index for country i's export to country j
RCAX = Revealed Comparative Advantage of exports of commodity k for country i

Xk = World exports of commodity k
X,, = Total world exports

RCAM = Revealed Comparative Advantage of imports of commodity k for country i

(©6)

(M

®)

©)

(10)

an

(12)

(13)
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The specification is as follows;

Inxjpe =, + PINREER}, +d + u ........ (15) u~ IN (0,06%)
B< 0
Inmy, =0a, + BINnREERf, +d + u; ....... (16) u;~IN (0,6%)
B, <0
Here
Where

Xjje = exports of contryi of service of category k with country j in period t
o, = constantterm

B = Coefficient of Price elasticity for export demand (;)

B = Coefficient of Price elasticity for import demand (n;)

REER!, = Trade wieghted real effective exchange rate

The following specifications were used to estimate the price and income
elasticities of import and export by category of service and by partner country to analyse
the demand and supply potential and TOT situations. Theses specification were estimated
based on the foresaid assumptions

Inx; =a, + Blnp; +d +u ......... (17) u~IN (0,0?)
B<O
Inm; =a, + Bylnp; +d +u; ... (18) u;~ IN (0,0?)
B, <0
Inx; =a,+ «Inl* +d + ug .......... (19) u;~ IN (0,02%)
< >0
Inm; =a, +o¢; Inl +d + uy  weeeeo. (20) u,~IN (0,6%)
Where
X; = exports of ith trade service

o, = constantterm

pi = = = real export price in domestic value and

d = dummy variable

e* = Real Exchange Rate

p* = Foreign Price ($) =1

B = Coefficient of Price elasticities for export demand

B; = Coefficient of Price elasticities for import demand
o« = Coefficient of Income elasticities for export demand
; = Coefficient of Income elasticities for import demand
I* = Foreign per capita income

4. DATA TYPE AND ESTIMATION TECHNIQUE

We used panel data on annual frequency for the variables (Real GDP, trade in
services taken from World Bank online database) from 1981 to 2010 for 60 countries
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UN trade in services dataset. Specifications 17 to 20 were estimated using data on
anmual frequency from 2000 to 2011. The data was taken from UN online trade
database and SBP online database.

5. RESULTS AND DISCUSSION

First, we analysed the relative contribution of trade in services to overall GDP
across 60 countrics combining into nine groups. Results are shown in Table 5.1. In
the table, the positive figures show the increase in the contribution of services sector
(in percentage) to overall GDP in comparison with other sectors’ contribution in the
same period, while the negative figures explain a decrease in the contribution of
services sector to overall GDP in comparison with other sectors’ contribution in the
same period. In 1981-85, the relative contribution remained positive in all regional
blocks except NAFTA and Mercosur, while it remained extra ordinarily highest in
the SAARC and Pakistan also performed well in services sector. From 1986-90, the
relative contribution remained negative in all regional blocks except in Mercosur.
Though, it remained negative, but Pakistan again performed very well in this services
sector with 7.06 percent relative contribution. From 1990-2005, the contribution
remained negative in most of the regional/trading blocks. While, in the period, 2006 -
10 the contribution remained very high and positive in all regional/trading blocks. It
confirms the importance of trade in services sector in new growth models/strategics
for growth and development. It is also shown that during period, 1981-2010, the
developing countries in comparison with developed countries performed well in trade
in services. An important result can also be drawn from the table if analysed the
contribution pattern in EU, NAFTA and SAARC at once. Since the NAFTA and EU
are the major trading partners of SAARC countries and demand for service in trade is
mostly the derived demand of merchandise trade. It is therefore, explicit that during
the periods: 1986-90 and 1991-95, when the contribution was negative in both EU
and NAFT, the contribution in SAARC countries was also negative and vice versa.
Similarly, when the contribution was negative in one of the regional blocks (EU,
NAFTA), the contribution sign in SAARC was determined by the relative impact of
both the major trading partners (EU, NAFTA). It gives policy guidelines to the
SAARC member countries to decrease the dependence on EU and NAFTA markets
and look for other world markets to spread the base of major trading partners. In this
regard, SAARC Free Trade Agreement on Trade in Services can increase the regional
trade in services and decrease the huge dependence on EU, NAFTA markets. From
Table 5.2, the growth of trade in services during the period 1980-2010 remained
higher than the overall GDP growth and the growth of exports of services, on
average, remained close to growth of imports during the period 1980-81 and
remained very high during 2005-11. Keeping in view the consistent trend of almost
positive contribution of trade in services in Pakistan during 1981-2010, and higher
growth of exports of services than imports , the areas of trade in services should be
focused in new growth strategy through institutional and structural development of
Pakistan economy and socicty.
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Specification 3.4 and 3.5 to determine the relative trade (export) potential for
each category of export of service with the partner countries of Pakistan were
estimated through two stages least square method. Figure 5.1 explains the trade
(export) potential in transport services with the partner countries. It is shown from
the figure that there is still untapped potential of export of transport services with
18 out 25 trading partners of Pakistan. These are USA, Maldevies, Saudi Arabia,
Malaysia, Hongkong, Thailand, France, Denmark, Netherland, Italy, Bahrain,
China, Iran, India, Nepal, Bhutan, Japan, and Switzerland. Figure 5.2 explains the
trade (export) potential in travel services with the partner countries. It is shown
from the figure that there is still untapped potential of export of travel services
with 19 out 25 trading partners of Pakistan. These are USA, Maldevies, Saudi
Arabia, Malaysia, Hongkong, Thailand, France, Denmark, Netherland, Italy,
Bahrain, China, Iran, India, Nepal, Bhutan, Japan, Switzerland and UK. Figure 5.3
explains the trade (export) potential in communication services with the partner
countries. It is shown from the figure that there is still untapped potential of export
of communication services with 17 out 25 trading partners of Pakistan. These are
USA, Bangladesh, Saudi Arabia, Germany, Hongkong, Thailand, Hongkong,
Singapore, Italy, Belgium, Iran, Srilanka, Nepal, Maldives, UAE, Japan and
Switzerland. Figure 5.4 explains the trade (export) potential in construction
services with the partner countries. It is shown from the figure that there is still
untapped potential of export of construction services with 9 out 25 trading partners
of Pakistan. These are USA, Maldevies, Bangladesh, Malaysia, India, Nepal,
Bhutan, UK, and Switzerland. Figure 5.5 explains the trade (export) potential in
insurance services with the partner countries. It is shown from the figure that there
is still untapped potential of export of insurance services with 9 out 25 trading
partners of Pakistan. These are USA, Maldevies, Bangladesh, Malaysia, Denmark,
Thailand, France, India, and Nepal. Figure 5.6 explains the trade (export) potential
in financial services with the partner countries. It is shown from the figure that
there is still untapped potential of export of financial services with 15 out 25
trading partners of Pakistan. These are USA, Bangladesh, Japan, Malaysia,
Thailand, France, Hongkong, India, Netherland, Italy, Belgium, China, Srilanka,
Nepal and Bhutan. Figure 5.7 explains the trade (export) potential in Computer and
Information services with the partner countries. It is shown from the figure that
there is still untapped potential of export of Computer & Information services with
8 out 25 trading partners of Pakistan. These are USA, Bangladesh, Saudi Arabia,
Japan, Netherland, Italy, UK and Malaysia. Fig 5.8 explains the trade (export)
potential in Royalties and License fee services with the partner countries. It is
shown from the figure that there is still untapped potential of export of Royalties
and License Fee services with 13 out 25 trading partners of Pakistan. These are
USA, UK, Bangladesh, Malaysia, Hongkong, Iran, Thailand, France, Denmark,
Netherland, UAE, Nepal, and Bhutan.
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Table 5.4
Bilateral Trade Intensity Index of Export of Pakistan with Following Countries

Com., Roy., Other  Pers., Govt.
Total Tran. Trav. Com. Const. Insr. Fin. Infor. Lice. Fee Busi Cult. Serv.

1 2 3 4 5 6 7 8 9 10 11 12
USA 2.09 0.95 5.06 4.53 7.69 0.45 1.75 2.15 3.69 2.24 4.92 1.10
UK 1.07 2.15 0.15 0.64 1.14 8.84 0.46 1.27 0.29 0.78 1.79 1.57
UAE 3.73 15.07 0.31 — — — — — — — — 0.54
Saudiarabia 1.55 8.50 0.44 0.64 0.62 0.47 0.13 — — 25.68 — 0.02
Switzerland 0.47 0.79 0.09 0.34 — 5.31 0.37 — 0.07 10.22 7.01 1.43
Denmark 0.81 3.39 — 0.00 - 0.38 0.19 0.27 0.06 0.11 — 0.05
Germany 0.22 0.38 0.02 0.23 0.13 3.19 0.41 0.04 222 0.68 0.40 0.18
Thailand 0.31 0.49 0.07 0.26 0.00 0.05 — — 0.00 — — 0.05
France 0.37 0.85 0.04 0.24 0.07 0.21 0.08 0.33 0.19 0.15 0.02 0.05
Hongkong 0.25 0.39 0.02 0.11 0.00 2.13 0.19 0.56 0.39 0.83 5.85 0.32
Singapore 0.49 0.83 0.16 0.15 2.76 3.42 0.10 0.59 0.08 0.83 3.08 0.05
Netherlands 0.30 0.94 0.04 0.03 0.10 0.82 0.12 0.19 0.01 0.24 — 0.67
Ttaly 0.040 0.02 - 0.00 6.39 0.06 0.01 0.05 0.03 0.15 0.11

Bahrain 6.96 9.31 0.14 3.39 — 29.65 — — — 14.90 — —
Belgium 0.19 0.09 0.11 0.06 — 0.00 0.11 0.04 126.45 0.14 — 0.29
China 0.22 0.72 — 0.31 0.09 0.02 4.15 0.77 0.01 0.31 4.79 0.01
Tran 0.048 0.04 — 0.06 — — 0.81 0.20 — 0.09 — 0.07
India 0.06 0.01 0.06 0.05 0.01 1.45 0.09 0.01 0.50 0.25 1.09 0.14

Afghanistan - - - - - - - - - - - -
Srilanka 0.52 0.41 0.41 0.34 — — — — — 1.21 — 0.98

Nepal 0.23 0.17 0.13 — — — — — — 0.05 — —

Bhutan 0.007 — — — — — — — — 1.04 - -
Maldevies 0.15 0.02 0.03 — — — — — — 1.04 — 0.43
Bangladesh 0.44 0.23 1.09 0.24 — 9.48 2.00 2.51 — 3.06 — 0.20
Japan 0.10 0.11 0.01 0.12 0.09 0.09 0.05 0.36 0.53 0.36 0.46 0.00
Malaysia 0.26 0.20 0.03 0.52 0.11 7.40 0.05 0.09 - 0.64 0.78 0.99

Table 5.5
Bilateral Trade Intensity Index of Import of Pakistan with the Following Countries

Comp., Roy, Other  Pers.  Govt.
Total Tran. Trav. Com. Const. Insur. Finan. Inform. Lice. Fee Busi Cult. Serv.

1 2 3 4 5 6 7 8 9 10 11 12
USA 0.60 047 0.43 047 1.80 0.37 1.53 1.35 0.25 1.62 0.33 0.83
UK 0.61 0.57 0.83 0.89 3.45 1.69 0.29 1.36 3.02 0.83 5.03 0.54
UAE 22.49 39.74 1.07 — — — — — — — — 0.38
Saudi Arabia 11.97 28.44 2.09 1.31 — 1.33 — — - 36.85 - 7.78
Switzerland 0.48 1.54 0.05 0.16 — 0.17 0.10 — 0.91 0.36 73.05 0.11
Denmark 0.11 0.06 0.01 0.22 0.00 0.00 5.15 0.02 0.01 0.22 — 0.08
Germany 0.26 0.31 0.14 0.07 4.06 0.43 1.03 0.14 0.71 0.20 0.17 0.16
Thailand 0.94 1.69 0.06 0.80 0.00 0.06 — — 0.86 — — 0.13
France 0.23 0.28 0.21 0.44 0.15 0.27 0.51 0.55 0.65 0.13 0.18 0.26
Hongkong 0.52 1.13 0.14 2.06 0.73 0.52 0.25 2.52 4.52 0.86 2.66 1.40
Singapore 14.65 0.70 0.11 2.20 0.06 2.24 0.40 11.09 3.11 0.37 15.44 0.08
Netherlands 0.24 0.29 0.09 0.10 0.00 1.05 0.73 0.35 0.23 0.25 — 0.04
Ttaly 0.21 0.34 0.02 0.22 4.07 0.00 0.20 0.38 0.07 0.41 — 0.25

Bahrain 5.91 9.24 1.28 8.65 — 3.12 — — — 10.93 — —
Belgium 0.18 0.19 0.01 0.63 — 0.03 0.65 0.14 0.09 015 ... 0.11
China 1.53 1.16 0.12 0.26 3.19 0.57 76.77 020 0.65 2.44 3.44 3.07
Iran 2.24 1.84 0.01 0.00 — — 3.00 0.00 — 0.16 - 0.94
India 0.29 1.10 0.02 0.03 — 0.01 0.16 0.01 211 0.15 0.38 0.45

Afghanistan

Srilanka 2.22 1.34 0.19 0.70 — — — 1.15 — 3.16 - 4.70

Nepal 0.45 0.38 0.03 — — — — — — 1.50 — —

Bhutan 0.26 0.17 - - - - - - - - - -
Maldevies 0.21 0.04 0.00 — — — — — — — — 4.12
Bangladesh 1.37 6.48 0.76 — — 1.70 16.34 0.80 — 0.93 — 0.20
Japan 0.45 0.40 0.26 0.14 0.07 0.49 0.17 0.41 2.46 0.40 2.38 0.45

Malaysia 1.25 2.20 0.06 3.38 0.18 624 3.02 5.60 5.40 1.02 0.96 0.20
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Table 5.7
Complementarity Index by Category of Import of Service
Comp., Royal., Other Pers., Govt.
Trans. Trav. Com. Const. Insur. Finan. Infor. Lice. Busi. Cult. Serv.
1 2 3 4 5 6 7 8 9 10 11
USA 0.273 0.087 0.014 0.005 0.012 0.010 0.011 0.008 0.163 0.007  0.053
UK 1.209 1.359 0.116 0.090 0.067 0.076 0.041 0.116 0.681 0.055 0.022
UAE 0.419 0.124 - - - - - - - - 0.089
Saudi Arabia 0.377 0.114 0.019 - 0.017 - - - 0.213 - 0.074
Switzerland 0.167 0.053 0.008 - 0.008 0.006 - 0.005 0.099 0.004  0.033
Denmark 1.256 0401 0.063 0.023 0.057 0.048 0.051 0.038 0.748 - 0.244
Germany 0.488 0.153 0.025 0.009 0.022 0.018 0.020 0.015 0.285 0.013  0.097
Thailand 0.449 0.138 0.024 0.009 0.021 - - 0.013 - - 0.093
France 0.667 0.182 0.039 0.014 0.033 0.023 0.031 0.020 0.339 0.026  0.156
Hongkong 0.178 0.047 0.010 0.003 0.008 0.006 0.008 0.005 0.087 0.006  0.040
Singapore 13.285 4295 0.655 0243 0.602 0.509 0.538 0.398 8.012 0326 2542
Netherlands 0.485 0.156 0.024 0.009 0.022 0.018 0.020 0.015 0.292 - 0.093
Ttaly 0.302 0.098 0.015 0.006 0.014 0.011 0.012 0.009 0.182 0.058
Bahrain 0.450 0.139 0.024 - 0.021 - - - 0.259 -
Belgium 0.572 0.184 0.028 - 0.026 0.022 0.023 0.017 0.343 0.109
China 0.499 0.155 0.026 0.009 0.023 0.019 0.021 0.015 0.289 0.015 0.103
Iran 1.065 0.325 0.056 — — 0.039 0.045 — 0.606 0.220
India 0.251 0.073 0.014 - 0.012 0.009 0.011 0.007 0.136 0.008  0.054
Afghanistan - - - - - - - - - - -
Srilanka 0.915 0.298 0.044 - - - 0.036 - 0.555 0.169
Nepal 0.152 0.046 - - - - - - 0.085 -
Bhutan 0.533 - - - - - - - - -
Maldevies 0.111 0.033 - - - - - - - 0.023
Bangladesh 0.147 0.042 - - 0.007 0.005 0.007 - 0.078 - 0.033
Japan 0.577 0.193 0.027 0.010 0.026 0.022 0.023 0.017 0.360 0.012  0.105
Malaysia 0.396 0.131 0.019 0.007 0.018 0.015 0.016 0.012 0.244 0.009  0.074
Table 5.8
Country Bias Index by Category of Export of Service/Trading Partner,
Neighbouring Country, SAARC Member Country
Trans Comp. & Royalt. &  Other Pers. & Govt.
port Travel Comm. Const. Insur. Finan. Inform. Lice. Fee Busi.Serv Cult. Serv.
1 2 3 4 5 6 7 8 9 10 11
USA 070 500 450 7.68 0.44 1.73 2.12 3.69 2.14 4.92 0.77
UK 193  0.10 0.61 1.13 8.83 0.44 1.24 0.28 0.68 1.79 1.28
UAE 1492 027 - - - - - - - - 0.34
Saudi Arabia 833 040 0.61 0.61 0.46 0.12 - - 25.60 -0.21
Switzerland 0.67 0.07 032 - 5.30 0.36 - 0.06 10.17 7.01 1.28
Denmark 2.92 - -0.07 - 0.36 0.16 0.21 0.05 —0.09 - -0.56
Germany 013 004 019 0.12 3.18 0.39 0.01 2.21 0.57 0.40 -0.15
Thailand 0.00 -0.05 0.11 - 0.03 - - -0.01 - -0.62
France 048 -0.05 0.18 0.06 0.20 0.06 0.28 0.18 -0.01 0.02 —0.43
Hongkong 0.00 -0.08 -0.02 - 2.11 0.16 0.50 0.39 0.65 5.85 -0.18
Singapore 045 0.06 0.05 2.75 3.41 0.07 0.53 0.07 0.67 3.08 —0.44
Netherlands 0.73 -0.01 -0.02 0.09 0.81 0.10 0.16 0.00 0.15 - 0.41
Ttaly -0.23 - -0.07 6.38 0.05 -0.01 0.02 0.03 0.04 -0.19
Bahrain 8.83 0.03 3.25 - 29.64 - - - 14.70 -
Belgium -087 -0.12 -023 - —0.03 0.03 —0.09 126.43 -0.27 -0.92
China 0.37 - 0.21 0.08 0.01 4.12 0.72 0.00 0.16 4.79 —0.44
Iran -0.23 - -0.02 - - 0.79 0.17 - -0.03 - -0.28
India -0.22 0.00 -0.01 0.00 1.44 0.07 -0.02 0.49 0.15 1.09 -0.16
Afghanistan - - - - - - - - - - -
Srilanka 025 025 0.18 - - - - - 0.93 0.15
Nepal -0.20 0.04 - - - - - - -0.11 -
Bhutan - - - - - - - - 1.04 -
Maldevies -0.55 -0.11 - - - - - - 0.80 -0.30
Bangladesh -0.66 0.88 -0.03 - 9.45 1.93 2.39 - 2.68 -0.92
Japan -0.22 -0.07 0.03 0.08 0.08 0.02 0.32 0.52 0.22 0.46 -0.42
Malysia -0.23 -0.08 040 0.10 7.39 0.01 0.03 — 0.45 0.78 0.45
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Table 5.10

Revealed Comparative Advantage Index (RCAI) by Category of Export of Service

Comp. & Royalt. & Other

Pers. &  Govt.

Trans. Travel Comm. Const.  Insur. Finan.  Inform. Lice. Fee  BusiServ  Cult. Serv.
Year 1 2 3 4 5 6 7 8 9 10 11
2006 1.52 0.32 1.93 0.34 0.28 0.21 0.56 0.19 0.50 0.02 14.16
2007 1.21 0.32 1.38 0.60 0.42 0.16 0.66 0.11 0.44 0.04 16.17
2008 1.20 0.32 0.86 0.32 0.69 0.13 0.79 0.10 0.41 0.06 18.36
2009 141 0.30 2.92 0.14 0.43 0.29 0.81 0.01 0.44 0.04 15.30
2010 1.56 0.28 9.54 0.06 0.26 0.61 0.81 0.00 0.45 0.03 12.53
2011 1.46 0.28 8.36 0.02 0.41 0.56 0.93 0.06 0.42 0.04 14.07
Avg. 1.40 0.30 4.17 0.25 0.41 0.33 0.76 0.08 0.44 0.04 15.10

Table 5.11

Revealed Comparative Advantage Index (RCAI) by Category of Import of Service

Comp. & Royalt. & Other Pers. & Govt.

Transp.  Travel Comm. Const.  Insur. Finan. Inform. Lice Fee Busi Serv  Cult. Serv.

1 2 3 4 5 6 7 8 9 10 11

2006 3.41 1.78 114 088 088 118 0.68 0.53 4.24 0.09 2.40
2007 3.24 1.57 111 050 085 09 1.09 047 3.53 0.03 2.86
2008 3.67 1.44 127 056 066 152 0.82 0.42 3.02 0.03 278
2000 3.42 0.70 1.79 062 077 09 1.09 031 1.45 0.44 4.02
2010 2.94 033 245 065 086 058 1.42 0.22 0.67 7.29 6.08
2011 3.11 0.03 2.54 054 077 069 1.46 0.16 0.19 6.02 6.19
Avg.  3.30 0.97 172 063 080 098 1.09 0.35 2.18 2.32 4.06

Table 5.11(a)
Regression Results
Dependent Varibale: RCIX by Category of Export of Service
Method: Pooled Least Squares Included Observations: 123
Cross-sections included: 26
Total Pool (Balanced) Observations: 3198
Comp.,I Roy., Other
Trans. Trav. Com. Const. Insur.  Finan. nf. Lice. Busi. per.Cul. Govt.
Var. 1 2 3 4 5 6 7 8 9 10 11
C 4935 2130 -1.745 4039 4117 -5938 4111 -1630 —7.790 1252 —0.680
tvalue -3.78  —4.988 -3.283 9716 5233 -5671 11.798 —11.959 —6.608 7.862  —2.428
BD 0158 —0.026 -0.002 —0.031 —0.120 -0.133 —0.054 —0.019 —0.150  —0.008  —0.010
tvalwe —12.12  —607 039 -7.39 1529 —12750 —15.558 —14.144 —12.753  —5226  —3.499
ENR  0.099  0.023 0043 0.014 0056 0.059 0.021 0.002 0.084 0.013 0.006
tvalue 1580 1129 16943 6804 15016 11768 12.905 3100 14853 16853  —4.434
GDP  0.028  0.093 —0.069 0.004 0.002 0.024 0.085  0.039 0.002 0.006 0.007
tvalwe 1113 1208 —0.625 5544 13.605 12241 12770 15141  9.670 22.033  1.463

I —0.042 —0.016 -0.018 —0.058 —0.040 —0.002 -0.021 —0.006 —0.028  —0.046  —0.020
tvalue —845 1470 9271 -3.6904 —1543 -5313 —16511 13331 —6239  —7.568  —1839
LI -1401 —0.701 0.044 —0.163 0.003 -1154 —0.031 -0.161 —0.760  —0.546  —2.013
tvalue —3.92 —6000 0.305 —1437 0012 —4026 -0.321 -4303 -2.354  —12.535 26259
LPR  —0.078 0.035 0021 -0.082 —0.066 0035 —0.122 0.015 —0.046  —0.021 0.154
tvalue —4.01 5499  2.675 —13.35 -5.681 -2274 -23.547 7350 2630  -9.049  37.169
MG 0.000  0.001  0.005 0.001 0.006 0.004 0.004 0.005 0.002 0.002 0.006
tvalue  0.03 0787  4.601 0.809 3500 1741 4972 17257  0.845 5.792 11.226
POP  0.001  0.002 0.010 0.001 0.001 0.003 0.001  0.002 0.004 0.001 0.007
tvalue 984 5184 0915 10014 6779 9672 41761 5955 10526  21.996  17.019
SG 0214 0067 0040 0.034 0.147 0172  0.065 0.023 0.193 0.021 0.060
tvalwe 21.03 20115 9.669 10537 23.959 21109 23.819 21.826 21079 17015  -27.532
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Table 5.13
Price Elasticities
Total Transport Financial
Partner Country Exports Imports Exports Imports Exports Imports
World —2.64 -1.77 —0.89 -1.73 -343 —0.64
China -2.96 -2.02 -0.81 -1.72 -3.98 -1.64
Iran =25 -1.9 —0.89 -1.69 =36 -0.76
Afghanistan 245 -1.88 —0.96 -1.57 —4.5 —0.98
India —2.54 -1.77 —0.9 -1.72 =35 —0.62
Table 5.14
Income Elasticities
Total Transport Financial
Partner Country Exports Imports Exports Imports Exports Imports
World 1.6 1.3 0.4 1.3 1.8 1.3
China 1.29 145 0.3 1.28 1.13 145
Iran 1.04 1.1 0.3 125 1.43 1.1
Afghanistan 2 121 041 121 1.99 121
India 2.12 1.13 0.43 1.29 2.07 1.13

Based on the above analyses a strategic policy framework of liberalising trade in
services for Pakistan was developed. It is as shown below in a tabular form.

Table A

Strategic Framework of Liberalising Trade in Services for Pakistan

Sr. No. Type of Service

Direction of Trade

Policy Tools

(descending order based on
(RCIX, RCIM), TP)
1

(based) on TP, TBI, TII, TCI
2

Based on structural and institutional
features and regulatory setup
3

1 Govt.

2 Transport

3 Communication

4 Travel

5  Insurance

6  Financial

7 Other Business Services

8  Computer

Personal, Cultural and
Recreational

10 Royalties and License Fee

11 Construction

Ho, Ne, It, Ba, Ir, Chi, Sin,
UAE, Bel

USA, Ma, Ir, Chi, Sa, ho, Nep,
Bhu,

Ja, Sr, Ma, UAE,UK, Bang,
Nep, Ir,

In, Ma, Ba, Ho, Bhu, chi, Ir, Sa

Ma, Mal, Bhu, Chi, Nep, Tha,
UAE

Ne, Tha, Sa, Nep, Bel, Bhu, Ma,
Ho

Bel, Tha, Ne, It, Sin, Fr, Ma,

Ma, Mal, Ja, Ne, Bhu, Ba, It, Uk

Tha, Ne, Bhu, Chi, Sa, Ma, Nep,
De, Sin

Tha, Chi, Ma, Ge, Bhu, De, Mal,
Nep

Bhu, Mal, Uk, Ma, Bang, In,
USA

Increase LPR, ENR; decrease Pop

decrease relative BD, pop ; increase
relative ENR, LI, II, Mg

Inrease relative ENR, LI, LPR, II

decrease relative BD, pop ; increase
relative ENR, LI, II, Mg

decrease relative BD, pop ; increase
relative ENR, LI, II,

decrease relative BD, pop ; increase
relative ENR, LL IL, sg

decrease relative BD, pop ; increase
relative ENR, LL IL, sg

decrease relative BD, pop ; increase
relative ENR, LL IL, sg

decrease relative BD, pop ; increase
relative ENR, LL IL, sg

decrease relative BD, pop ; increase
relative ENR, LL IL, sg

decrease relative BD, pop ; increase
relative ENR, LL IL, sg
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recreational and government services. An interesting note here is that in categories of
services, Pakistan has RCAX greater than 1; it also has RCAM greater than 1 in the same
categories. This fact makes these categories more important to be focused first for policy
making to get the maximum benefit in terms of increase in trade volume in services and
per capita income and employment generation. Since, mostly services are knowledge
intensive, so the import of services in the second stage enhance knowledge capability and
skills in the local labour and thus enhance their productivity which ultimately stimulates
the growth of per capita income.

Specification 3.14 was estimated to find out the factors of revealed comparative
advantage of exports. The results are reported in Table 5.11. It is shown from the results
that all the explanatory variables significantly explain the variation in RCAIX and takes
the expected sign as come out from the literature review. However, Capital / labour ratio,
Logistic Index and Labour Participation Rate have positive sign in some categories and
have negative sign other categories. The justification of negative sign is that with increase
in capital / labour ratio, or /and logistic there would be an increase in the domestic
demand for services as for more development there is more need of such factors to give
the required services.

On the basis of results and analyses made, it is found that there is favourable TOT
in Total services with all neighbouring countries of Pakistan especially with China and
India. However, the income elasticity for Total Services explain neither favourable nor
unfavorable scenario. Estimations in transport services sector explains an unfavorable
TOT in Transport services (on the basis of both price and income elasticities) with world
and all neighbouring countries of Pakistan, while estimations show favourable TOT in
financial services with world and all neighbouring countries of Pakistan. There is a need
to look into the regulatory framework and its implementing procedures in the transport
sector to enhance the accessibility, affordability and competitiveness in the least cost
manner. The strategic framework in terms of preference order of services, the direction of
their trade and policy tools to fulfill the local requirements as chalked out in this study is
a comprehensive guideline for the policy-makers to draft a trade policy with the
guarantee of achieving win-win situation.
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Appendix Table 1

Exports of Services

Category

Details

1. Transportation

2. Travel

3. Communications Services

4. Construction Services

5. Insurance Services

6. Financial Services

Charter of Pak ships with crew
Charter of Pak aircrafts with crew
Remitt. Rec. by recruit. Agents
Earnings of Pak road transport
Passage Earnings of Pak air Cos.
Freight earnings

Others Local disburs. of foreign Shipping/Air Cos.

Official travel

Others official travel
Commercial travel

Non official-Delegation
Medical

Students

Trainees

Tourists Pak national
Tourists foreign national
Religious travel
Receipts through Exchange Cos.
Others

Postal services

Courier services
Telecommunication services
Call centres

Construction Services

Treaties and standing open cover - life
Surplus funds rec.by Pak ins.Cos.-abroad
Rev. surplus funds of f. ins. cos.-life
Insurance P & 1 Club

Treaties and standing open cover-marine
Refund of Ins. payments-others

Other miscellaneous insurance
Facultative reinsurance-life

Facultative reinsurance-marine

Other non-life reinsurance services
Services auxiliary to insurance

Bank commission and charges
Remittances for guarantees involved
Others financial services

Continued—
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Appendix Table 2

Imports of Services

Category Details
Charter of Ships with crew
Freight on commodity imports - sea
Charter of Aircrafts with crew
Freight on commodity imports- air

1. Transportation Oper. Exp. of Pak rail/road transport
Passage earnings of Foreign air lines
8 % freight on cash imports
Freight on Foreign Economic Assistance
Pak air /Shipping Cos expenses

Official travel -Business
Commercial Travel-Business
Non-official-Business
Medical - Personal Travel
Students and trainees

2. Travel Holiday (on recreational tours abroad)
Religious travel - Hajj
Religious travel - other - By air
Religious travel - other - By land
Salary of officials on leave abroad
Payments through Exchange Cos & Others

Postal and courier services

3. Communications Services .. .
Telecommunication services

4. Construction Services Construction services

Treaties and standing open cover-life
Surplus funds of foreign insurance cos.
Rev. surplus funds of f. Ins. Cos. -life
Insurance P & 1 Club
Treaties and standing open cover-marine
Accidental and health insurance services
. Motor vehicle insurance

5. Insurance Services . )
Surplus fund of foreign insurance Cos- Marine
Marine, aviation and other transport ins.
Facultative reinsurance-life
Facultative reinsurance-marine
Other non-life reinsurance services
Auxiliary services
Insurance under Foreign Economic Assistance

Continued—
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LIST OF REGIONAL BLOCKS CONTAINING THE
NAMES OF MEMBER COUNTRIES

The Asia Pacific Economic Cooperation (APEC)

Australia, Brunei Darussalam, Canada, Chile, China, Hong Kong SAR, Indonesia,
Japan, Korea, Malaysia, Mexico, New Zealand, Papua New Guinea, Peru, the
Philippines, Russia, Singapore, Taiwan Province of China, Thailand, the United States,
and Vietnam.

Agreement on South Asian Association for Regional Cooperation (SAARC)
Preferential Trading Arrangement (SAPTA)

Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka, Afghanistan

Association of Southeast Asian Nations (ASEAN)

Brunei Darussalam, Cambodia, Indonesia, Lao P.D.R., Malaysia, Myanmar,
Philippines, Singapore, Thailand, and Vietnam

ASEAN-6
ASEAN, China, Japan, Korea, Australia, New Zealand, India

Closer Economic Relation (CER)
Australia and New Zealand.

Eurasian Economic Community (EAEC)

Belarus, Kazakhstan, the Kyrgyz Republic, the Russian Federation, and Tajikistan.

European Union comprising 15 members (EU-15)

Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom.

North American Free Trade Agreement (NAFTA)
Canada, Mexico, and the United States.

Southern Common Market (Mercosur)

Argentina, Brazil, Paraguay, and Uruguay.

Trans-Pacific Strategic Economic Partnership (TPSEPA)

Brunei Darussalam, Chile, New Zealand, and Singapore.

Gulf Cooperation Council (GCC)
1981: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, the United Arab Emirates.
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