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1. The need for Assessment 

The latter half of the 20’ century was characterised by increased economic integration across borders and growth in international trade and the establishment of commercial enterprises. Economic development, supported by both technological and political conditions, was accompanied by a series of multinational agreements on international trade and economic cooporation. One of the aims of the agreements was to create a stable and predictable environment for global market participants, in addition to securing a level playing field for all parties. 


Member countries have high ambitions for WTO cooperation, including GATS, not least in respect of its importance for developing countries. The goals include promoting trade, production, employment and living standards in Member countries. Assuming that the ambitious goals reflect equally high expectations of concrete results and considering the possible consequences of a gap between results and expectations, the assessment exercise seems reasonable. 
2. Objectives and instruments – what should be assessed?

Economic policy may have several objectives and is dependent upon  the instruments that are available or that one is willing to use. An ultimate objective of economic policy could be to improve the welfare of the population of a country. Welfare is not, however, a fixed concept or a fixed variable that can be measured. The concept can be linked to macroeconomic variables such as GNI or consumption, but also to other factors or phenomena that are not directly reflected in the macro economy, e.g. health and the environment. 

The WTO Agreements, including GATS, can be considered to be an important  instrument for achieving the objective of a general improvement in welfare. GATS is clearly not the only instrument available to countries for achieving this goal, and perhaps not the most important one. Each instrument will to a varying degree be directly geared towards attaining the ultimate goal. It may therefore be necessary to define a set of intermediate objectives that provide an indication of the extent to which a given instrument functions as intended. 

It can be said that an objective of GATS is to reduce barriers to trade in services and the assessment criteria could be the extent to which the following is achieved:

· transparency and quantification of barriers to trade in services

· equal import barriers for all countries

· lower barriers

For each of these criteria there could be further refined assessment criteria and other performance indicators. 

An assessment of international trade agreements can therefore involve at least two levels:

· given that GATS achieves its objective, i.e. mutual reduction of barriers to trade in services, is GATS an appropriate instrument for achieving the ultimate goal of improved welfare? And second,

· does GATS achieve its objective?

Macroeconomic variables, such as growth in trade in services or the services balance, can only be used as indicators of these types of objectives under certain assumptions. A closer link between GATS and the ultimate objective require an analysis and explanation of the impact of trade on the economy and thus the population’s general welfare gains.

An example of an assessment form for answering the question of whether GATS achieves its objective is contained in the WTO Secretariat document S/CSS/W/117. That example may be considered as a starting point for analysing trade agreements. However, it is also recognised here that each assessment criterion does not exist in a vacuum inasmuch as one points to the importance of national measures and adaptations that are necessary to reap the benefits of such agreements.

Another conceivable approach is to link the goal of improved welfare directly to the population’s access to a broader menu of services for consumption. The supply of services can either be achieved through domestic production or imports. Increased imports of services can therefore be justified by the desire for a broader range of services, but can also be justified by efficiency gains (lower rise in prices) realised through increased competition spheres for domestic service producers. 

Demands for an increased supply of services and efficiency requirements can also be supplemented by quality requirements. In addition to consumer preferences as to quality, government regulations reflect social requirements relating to products and their use. One example is requirements relating to the environmental impact of products. 

The revenues required to finance an increase in the supply of services via imports can be obtained just as easily from production and merchandise exports as from services. An extreme case would be an economy where all domestic production and exports consist of goods and all services that are consumed are imported. 

Although goods may account for the bulk of exports in an economy, it does not imply that the services are underdeveloped. Services consist of internal production of services for direct domestic consumption (public or private) and also include services components associated with goods. Both in principle and in practice, it is difficult to draw a clear dividing line between goods and services, when evaluating the effects of liberalisation of trade in services. For instance, when one takes into account that a finished product is the sum of a number of subsequent activities, trade effects can be found in both the goods and services sector. 

Another economy may feature a significant component of services both in domestic production and consumption, while the dominant component of exports is what is defined as goods, implying a deficit on the trade balance for services. Bearing in mind that the ultimate goal is to increase the supply of and access to services, there is not necessarily a conflict between such an objective and an economy organised as described here. 

3. Assessment of trade agreements – examples of macroeconomic analyses

There is always a risk that analyses confined to a specific area will overlook important effects that are attributable to the interaction between factors that influence economic developments and welfare. This leads us to an analysis that attempts to cover the broadest possible area, both with regard to the objectives defined and the policy measures that are included as explanatory factors or instruments.

Two studies are referred to in the following, representing such a broad approach to analysing the effects of trade policy measures on the Norwegian economy, environment and welfare. Although the analyses are not directly related to services, they are relevant examples of a broad approach to studying the effects of trade agreements on welfare.

The welfare of a population is defined to include material goods (consumption of goods and services), leisure and environmental conditions. Other factors are excluded. Material goods can be supplied to the population through both domestic production and imports. The objective is that this is done as efficiently as possible or with the least possible use of resources. 

3.1 Trade policy and welfare 

In a study carried out by economists at Statistics Norway in 1999 (Faehn, Holmoy 1999), the welfare effects of several international trade-related agreements on Norway are analysed: WTO Agreements and regional Trade Agreements. 

These reforms influence the Norwegian economy through changes in customs duties and other trade barriers to goods, public procurement, subsidies and a shift in world market prices and demand.

The model used is a so-called disaggregated intertemporal CGE model, applying the newest version of Statistics Norway’s Multi-Sectoral Growth model (MSG-6).

The analysis studies the long-term effects of trade liberalisation on welfare, measured by the population’s opportunities for consuming goods, services and leisure ahead. The model’s scope and structure make it possible to conduct such an analysis within a consistent description of the Norwegian economy, where both business and household behaviour are modelled.

The classification of goods and services and activity classification that are used in the model enable the model to capture various trade and business policy measures. The model also incorporates a detailed description of excise duties and subsidies and other elements that disturb the equilibrium in the Norwegian economy. 

The result of the analysis is a positive, albeit limited welfare effect, which is consistent with other similar analyses of countries that are very open. The analysis also took into account a number of features of the economy that can have the effect of reinforcing the welfare effects of liberalising trade, e.g. imperfect competition and economies of scale.

One key finding is that some welfare effects may pull in opposite directions, which underlines the usefulness of conducting a broad analysis as opposed to a narrow sector analysis. The overall interaction between various economic factors is brought to light.

3.2 Trade policy and the environment   

The same model is used by Statistics Norway in an analysis of the liberalisation of international trade and the environment (Faehn, Holmoy 2001). In addition to the pure economic effects, the effects of changes in emissions to air due to a number of pollutants and waste are estimated. In the model, changes may show a negative impact on the local environment, or indicate a violation of international agreements relating to the environment. 

The model is used to compare a status-quo baseline scenario with a reform scenario, where the effects of international trade-related agreements are taken into account. The relevant agreements are again the WTO Agreement from 1995 and regional trade agreements.

The conclusion of the analysis is negative with respect to most of the emissions that were assessed. Industrial emissions increase in the long run in relation to the baseline scenario’s emissions profile. A striking feature was that growth in energy-intensive industry push up prices for hydroelectric power in relation to carbon-based energy, which results in higher consumption of the latter and thereby an increase in emissions. One conclusion is therefore that trade agreements can have a negative environmental impact via various mechanisms. Another way of presenting this is that the negative environmental effects must be addressed by means of other measures. 

The most interesting aspects of these analyses are not perhaps confined to the quantitative results and associated conclusions, but also include economic analyses and knowledge about relationships between economics, welfare and the environment, which are embodied in the model and that are taken into account in the analyses conducted.

4. Regular assessment 

These are examples of studies where a broad and comprehensive macroeconomic model is used as a tool to evaluate the effects of trade liberalisation. The merit of this approach is that it attempts to capture and understand the overall effects of measures on an economy where relationships are complex. On the other hand, such model-based analyses always have some weaknesses as a result of the underlying assumptions. 

Relevant analyses are conducted on a broad scale by various environments, countries and organisations. Researchers and research communities world-wide are interested in this area. All the knowledge accumulated as a result of analyses and experience should be sufficiently disseminated to the general public as well as to WTO-negotiators. In other words we should utilise existing resources to better understand the effects of liberalisation of Trade in Services through sharing the information individual Members already have.
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