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How’:‘busmess Ieaders view the
- WTO agreements

~ for Information Technology

F industries drive the pace of social

eWand economic change as fast as
information technology. World Trade Organi-
sation Agreements on Information Technology
and Basic Telecommunlcatlons Services, con-
ducted in the 1990s,' aim to liberalise these
areas in order to spur economic growth in the
twenty first century.

ITC surveyed over 600 business and govemn-
ment leaders in developed and developing

. countries for their reactions to these agree-
ments. Market opportunities and challenges
for developing countries are highlighted in
this article, adapted from. the {TC publication,
Trade in Information Technology Products and

. the WTO Agreements.

Information technology exports in 1997
exceeded the combined world trade in agri-
culture, automobiles and textiles - fast work
for an industry that was barely on the map 20
years ago.

The information technology |ndustry can be
divided into three main sectors:

~ High technology High-end computers,

" water technology for semiconductors, large
digital | switches, software products, chip com-
ponents and complex fabrication facilities.

Mass-production PCs, terminal equipment,

" modems, components, . semiconductor
assembly, data communications equipment.

Skills-intensive human resources R & D; soft-

' .ware applications and services; repair, main-
tenance, installation, commissioning.

Information: technology exports are pre-
dominantly in: electronic data processing
goods (37%); semiconductors (20%) and

- other components (20%); and telecommuni-

" cations (10.6%).

A lucrative market

In 1997, world exports of information tech-

nology products totalled US$ 681 -billion,
. while imports were valued at US$ 618 billion.
- In 1998, the global market for hardware
products falling within the scope of the WTO
Information Technology Agreement was val-
ued at an estimated US$ 1,096 billion. The
“market is expandlng rapidly, W|th the comput-
. er industry in the forefront, and the markets
. for computer software and hardware also ris-
- ing quickly. Semi-conductors, telecommuni-
cations equipment, and semiconductor man-
. ufacturlng equipment present S|zeable mar-
| ket opportunitles

o " Market Ieaders

The main exporters are the European

. Union (EU), the United States of America and
Japan.” The EU and the United States are also
leading importers.

" /Korea, Singapore, Hong Kong (Special Admin-

istrative Region of China), Malaysia, Mexico
and Thailand are net exporters, while the EU,
~ Canada and the ‘Unitéd States are net
| importers. S 2
The United States, Japan and EU hoId more’
_than_80%_of the: lobaLFmarket and a major
“share in world production and exports. “Com-"
panies from these countries/areas dominate
the information technolqgy market in semi-
conductors, telecommunications,' computer
hardware and software, as. well as in semi-
- conductor manufacturing equipment.
Developing countries that have: emerged as
. significant players in international ;trade for
information technology products are all from
South-East Asia: Singapore, Chlna, Malaysia,
- the Philippines, the Republic of Korea, Thai- -
land, Hong Kong (Special Administrative
Region of China) and Taiwan Province (China).
Transnational corporations (TNCs) hold a
large share of the markets, production and
investment in this knowiedge -intensive sec-
tor. Of the leading 100 TNCs in 1997, 29 were
in the electronics sector. Among these, eight
originated in the United States and EU respec-
tively, and six in Japan. Companies based in
the United States dominate the sectors for
"high-end  computers, semiconductors,
telecommunications, computer software, and
semiconductor manufacturing equnpment
Globalization of the industry has led to the
gradual elimination of wholesalers.; Large
TNCs, which dominate production, have their
I own marketing organizatlons, strateglc busi-
ness ‘alliances and authorized d|stributors

competltive market

The role of super-markets mail-order houses,
- system integrators and electronic commerce
- via the Internet is increasing in this intensely

Opportunities for

i‘ .
developing countries '

Both manufacturing and skill-intensive sec-
tors will continue relocating to cost-effective
locations. While developed countries are
likely to maintain core competencies. in high-
technology areas, developing countries may
find opportunitles in outsourcing and skifls-
intensive sectors such as research and devel-
opment (R&D), software applications and ser-
vices, repair, maintenance, installation, com-

" missioning and producing components. . Many
.- Aslan countries have already geared them-

selves to take advantage of mass production
opportunities. -The industry is knowledge-
-intensive and characterlzed by rapld obsoles-

Japan, the Republic of

cence. Product life
cycles are short, in
some cases less than a
year. '

Companies from the
United States, Japan,
EU, and some of the
more advanced
developing countries
hold the technologi-
cal advantage, having
invested heavily in
research and devel-
opment, with the
major companies.
spending about 8% of
their tumover on R&D.

Leading companies
-also maintain techni-
cal superiority
through strategic

acquisitions or merg- -
ers of companies .or technologies, thus
increasing their competitiveness.

However, the global market for information
technology products offers export opportuni-
ties for developing countries in the following .
sectors: computer software, contract manu-.
facturing (hardware), telecommunications,
semiconductors and emerging . technologies.
These opportunities are analyzed briefly
below. ’

Computer software. The computer soft-
ware market is expected to expand very
rapidly, and now takes roughly 48% of the
overall IT market. The industry- is technology
intensive, and requires highly skilled human
resources which is in short supply the worid
over.

-High- speed data communicatlons links have
opened up opportunities for the offshore
development of software. These make it pos-
sible to use skilled human resources wherev-
er they are available and to share computer
resources located ‘in different time zones
-around the globe. India, Ireland, Pakistan and
the Philippines have taken initiatives.to foster
their software industries in order to capture-a
.larger share of the global software market. .

Contract manufacturing in electronics. The
market for contract manufacturing is growing
faster than the market for the entire eIectrogi
ics sector. In the United States, the contract
manufacturing : market is flexible. In Japan
firms believe in captive manufacturing devel-
opments, with procurement of components
and subassemblies mainly from identified sup-

pliers. In Europe, firms such as Siemens, Aléa- .
tel, Ericsson and Philips are developing con- |

tract manufacturing atrrangements in Asia to
cut costs and to become more competitive.
In the Republic of Korea, companies are’ set-
. ting up -assembly-oriented. production in
countries with lower wages such as India,
Pakistan and Thailand,

Teiecommumcations. Many deve’lbping

countnes _are lioers their_
T ations-sector THey “have a Iarge “market for
conventional telecommunications infrastruc-
ture as well as for mobile telephones and
value-added services.

The basic telecommunications services sec-
tor will provide major market opportunities. It
will require the large-scale deployment of
switching, transmission and terminal equip-
ment, and the infrastructure for cellular com-
munications. It will also provide a ready mar-
ket for skilled technical personnel.

. Semiconductors - The sector for semi-
conductors is one of the fastest growing, with
the technology lead being held by the United
States and Japan. Developing countries have
attracted large semiconductors "assembly
plants for the final phases of the production |
process, such as packaging and bonding. The
scope for value-addition is tremendous.

. Emerging applications - The Internet has
opened up opportunities in electronic com-
merce, electronic data interchange, electron-
ic dovernment and managed network appli-
cations. Java-based software applications are
making their presence felt in almost all oper-
ating systems. Open-system architecture is
gradually replacing traditional proprietary sys-
tems, leading to the creation of applications
which can run on different platforms. This will
lead to improved computer penetration
across the globe, -creating new opportunities
for the supply of hardware -as well as the
development of software applications and
solutions.

Relevant WTO Agreements

The WTO system, which emerged from the
Uruguay Round of trade negotiations con-

ducted between 1986 and 1994, comprise |
three main legal instruments, all of which have |
a bearing on the information technology sec- |

tor: the General Agreement on Tariff and
Trade (GATT 1994) which lays down multilat-
eral rules applicable to trade in goods; the
General Agreement on Trade in Services
(GATS), which establishes a framework for lib-
eralizing trade in services; and the Agreement
on Trade-Related Aspects of intellectual Prop-
erty Rights (TRIPS), which lays down uniform
standards for intellectual property rights.

. Several of the GATT 1994 Agreements are

especially rel¢vant for
this industry, These
include the} Agree-
ment on Tgchnical
Barriers to Tr?e (cer-

tificationasptcts), ‘as
well as Agreements
on Customs Valuation,
Subsidies and Coun-
tervailing Measures,
JAnti-dumping and the
Agreement on- Gov-
emment  Procure-
ment. The TRIPS
" Agreement isvery rel-
evant for me‘comput-
er software gnd semi-
conductor | sectors,
and the Agreement
on Trade-Related
Investment Measures
4 (TRIMs) for manufac-
turing activities, telecommunications; services
and balanced trade development. S|nce the
conclusion of the Uruguay Round, tw° indus-
try-specific Agreements- were sngned after
negotiation in the Council on Trade in Ser-
vices: the Agreement on Basic Telecommuni-
cations . Services (BTA) and the Information
Technology Agreement (ITA) BTA arid ITA are
important because they ‘signal ‘a move
towards  multilateral rather than; bilateral
accords in the info-communicationi industry.
They also fix current national refom\s making
it more difficult to reverse market access con-
cessions.

Agreement on Basic
Telecommunications Services

" Signed in February 1998, BTA aims to liber-
alize trade in basic telecommunications ser-
vices and to enable countries to take advan-
tage' of technology by opening up domestic
markets to foreign competition. BTA is
expected to lead to greater digitalization,
and should encourage the development of
cellular mobile telephone services, low earth-
orbit satellite communication and value-
added services, such as video conferencing,
video phones and multi-media applications.
(The Agreement is in the Fourth Protocol to
GATS.)

Existing national carriers will be less under-
mined by the opening of markets than most
observers have expected, notes Ben Petrazz-
ini of the International Telecommunications
Union. . Although their market shares will
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shrink, their market size will grow, leading to

healthy revenues and profits. Overall employ-
ment in competitive segments of the market
will rise. These conclusions, however, are
drawn from the experience of companies
which in most cases faced local limited com-
petition. The impact on a market fully open to
foreign entry is unclear. ,

For consumers, benefits will be significant.
Prices for long-distance and international sek-

.vices will inevitably drop, bringing down the

cost of local production and trade-related
activities. However, the prices of local ser-
vices are most likely to rise, to the detriment
of residential consumers. A decline in the
prices of services and a subsequent fall in the
prices of hardware should stimulate demand
for both services and equipment, with all the
positive consequences that this has for both
industries and national economies. The open-
ing of markets to foreign entry by service
providers and equipment suppliers -has its
dark side, adds Mr. Petrazzini.

For several developing countries that are
attempting to support the growth of local
info-communication service providers, the
prospects of opening markets to large firms

" are not encouraging. Some local equipment’

suppliers will survive competition and expand
their operations beyond the local markets,
but a considerable number will be absorbed
by larger firms or go out of business.

Agreement on information

Technology Products.

ITA went into effect in March 1997. It pro-
vides for participants to eliminate customs

_duties and other duties and charges on infor-

mation technology products by the year
2000, on a most favoured-nation (MFN) basis.
By eliminating tariffs, an estimated US $ 50-
100 billion could be saved annually, while the
market for ITA products will be opened up.

Business Views |

ITC interviewed over 600 business and gov-
emment leaders for their opinions on the
WTO Agreements from business and public-
sector representatives in China, Germany,
India, Japan, Malaysia, Pakistan, the Philip-
pines, the Republic of Korea, Singapore, Thai-
land and the United Kingdom. These views
have been tested and re-confirmed in subse-
quent ITC round tables in Armenia, the Czech
Republic, India, Malaysia, Pakistan, the Philip-
pines, Poland, the Russian Federatlon, SIove-
nia and Thalland

'Harvest Soyameat

Knowledge of - Agreements
exporters was generally low. Traders said they
had difficulty understanding the language of
the Agreements and grasping their-implica-

amonsg

tions. Large corporations thought that they

stood to gain from- the Agreement; SMEs
expressed fears about their growth prospects
and competitiveness. They believed that they
might be forced to reposition themselves as

‘value-added service providers in system inte- |

gration, customization and after-sales service:
They also felt that strengthening the dialogue
between business and government was much

‘needed. Those in LDCs felt that the main ben-

efit will be lower product costs, resulting from

‘the integration of global markets.

This article was adapted from the ITC publi-
cation,
'Products and the WTO Agreements. r

Sunil to promote

Burns Philip Lanka (Pvt) Ltd recently
signed an agreement with Sunil Perera, a
well-known musician to promote Haivest
Soyameat range of foods marketed by
Burns Philip Lanka (Pvt) Ltd. Here Sunil
Perera signing the contract. From left:
Keshan. Perra - (Accounts Executive -
Minds FCB), Amar Gunatilleke - (Head of
Client“Semce, nds. FCB), Ms. Shenika
Sugathapala (Manager. Consumer Prod-
ucts; BPL), Sunil Perera, S. M. B. Padmasm
- (Sales Manager BPL)
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