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Abstract 

Services are becoming increasingly traded globally and technological advances have led to the 
rise of more modern services such as communications, financial and intellectual property 
services. While advanced economies continue to account for the bulk of the demand and supply 
of services traded around the world, the emerging economies’ share has been increasing. This 
article examines the changing global trends and compares them to Australia’s experience with 
services trade, which has been shaped by China’s growing demand. 

Introduction 
Services account for around two-thirds of global 
output and 75 per cent of total employment, yet 
they account for less than one-quarter of global 
trade (Graph 1). Historically, international trade in 
services has been less prevalent than the trade in 
goods, because buyers and sellers have needed to 
be face to face. However, advances in 
communications technology have allowed for more 
services to be traded. 

Declines in the cost of transportation (freight and 
passenger) – which is itself a traded service – and 
falling communication costs have encouraged trade 
in services, as well as goods (Graph 2). Innovations 
in transport services have also enabled goods to be 
produced in longer value chains around the world, 
further contributing to trade in goods.[1] Business 

support functions have been increasingly 
outsourced in response to cost and technology 
developments. The rise of multinational 
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corporations has also increased services trade 
because they create within-firm cross-border 
transactions in intellectual property, human 
resources and information technology. There have 
also been concerted efforts to liberalise trade in 
services over the past couple of decades, although 
barriers to trade in services remain higher than for 
goods (IMF 2018). 

This article outlines developments in the main 
exporters and importers of services, and the main 
types of services traded. The unique role that 
services have played in global value chains is also 
discussed. Finally, the article places Australia’s 
experience with services trade in the global context. 

Who Trades Services? 
Services trade is dominated by the large advanced 
economies (the United States, United Kingdom, 
Japan and the euro area) (Graph 3). These four 
economies account for 50 per cent of exports and 
40 per cent of imports of services, which is larger 
than their share of global output and goods trade 
(around one-third). In contrast to goods trade – 
where large advanced economies are net 
consumers, often importing manufactured goods 
from emerging economies – large advanced 
economies are net providers of services. These are 
often high-value professional and intellectual 
property services exported to emerging economies. 
The advanced economies also trade large volumes 
of services with each other. 

Graph 2 

While emerging economies trade less services in 
total than advanced economies, they are 
increasingly important for services trade. Emerging 
economy service exports have grown at twice the 
rate of exports from advanced economies over the 
past few decades. This growth has been driven by 
the Asian region, in particular China, which is now 
the world’s fourth largest services exporter. Growth 
has been assisted by government support as part of 
a broader effort to rebalance the economy towards 
domestic consumption and the export of higher-
value goods and services (The State Council of The 
People’s Republic of China 2018). Much of the 
growth in global demand for services, particularly 
from emerging economies, has come from the 
increasing popularity of outbound travel from 
China. China is now the world’s third largest services 
importer, marginally behind the United States, and 
is the largest net consumer of services. 

Hong Kong, India and the Philippines have also 
contributed to the rapid growth of exports and are 
net providers of traded services. China has been a 
direct source of demand for many of Hong Kong’s 
‘merchanting’ services.[2] Hong Kong also acts as a 
financial entry point to China. As a result, Hong 
Kong generates sizeable financial service exports 
(Leung et al 2008). In India and the Philippines, 
service exports have risen rapidly due to the 
outsourcing of support services to these countries 
and the growth in telecommunications services. 
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What Services Are Traded? 
Travel and transport accounted for the majority of 
global services trade until the late 1990s (Graph 4). 
These services are ‘traditional’ in the sense that they 
involve face-to-face transactions. 

In recent decades, technological progress and 
changes in the regulatory environment have 
facilitated trade in a broader range of services, 
including financial and insurance services, 
intellectual property charges, communication & 
computing services, professional & management 
consulting and technical services. These more 
‘modern’ services have increased from around one-
quarter of service exports in the early 1970s to half 
in 2017, and continue to grow rapidly (Graph 5). 

Travel 

Travel is the single largest service export, 
accounting for around US$1¼ trillion in global 
exports annually. Travel includes services provided 
by a country to foreign tourists, students and 
business travellers, and covers services like 
accommodation, meals, tourist attractions and 
education expenses. It does not include the 
transport to and from the country, which is 
captured in transport services. 

Since 2000, global travel exports have increased 
rapidly. The most important driver of this growth 
has been demand from China. Chinese nationals are 
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travelling abroad much more than they used to, 
which has been the result of rising Chinese 
disposable incomes, the relaxation of foreign travel 
restrictions and the growth of low-cost airlines. The 
total number of visits to foreign economies from 
China has increased from 10.5 million in 2000 to 
around 150 million in 2017, and China is now the 
largest outbound travel market in the world. 
Chinese tourists also spend more than twice the 
amount of an American tourist on average (World 
Tourism Organisation 2018). Another driver of 
outbound travel has been demand for foreign 
education. The number of Chinese students 
studying abroad has increased from just over 
100,000 in 2005 to more than 600,000 in 2017. The 
most popular destinations to study have been the 
United States, the United Kingdom and Australia. As 
a result of these trends, China now accounts for 
around 20 per cent of global travel demand and this 
is expected to increase further. 

Transport 

Transport services capture the movement of 
people, animals and goods across borders by air, 
sea, road and rail. Sea transport is predominantly 
used for the movement of goods, so this trade 
largely involves economies that are large trading 
hubs, such as China, Denmark, Hong Kong, Japan, 
Korea, the Netherlands and Singapore. Air transport 
services typically originate from economies that are 
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airline hubs, such as Germany, the United States, the 
United Arab Emirates and the United Kingdom. 
Goods trade and transport services trade are closely 
linked and during the Global Financial Crisis (GFC), 
slowing trade in goods saw a contraction in world 
transport exports. Most of the growth in transport 
exports over recent decades has been driven by 
increasing goods trade and growth in international 
air passenger traffic. 

During the 1970s, transport accounted for around 
one-third of all services traded globally. Over the 
past few decades, transportation costs have 
declined and there has been strong growth in other 
services trade. As a result, the share of transport in 
global services trade has declined to be below 
20 per cent. However, despite the share declining, 
transport services have been vital for the develop-
ment of global value chains, and are a key input in 
goods trade (Loungani et al 2017). 

Business services 

The rise of multinational firms and outsourcing has 
led to a considerable increase in business service 
exports over the past few decades. International 
trade in business services covers a wide array of 
commercial activities, including technical and trade-
related services (such as engineering, leasing and 
merchanting services); professional and 
management consulting services (such as legal, 
accounting, advertising and management 
consulting services); and research and development 
(R&D) services (which includes the initial purchase 
or development of intellectual property).[3] R&D 
does not include charges for using intellectual 
property, which are a separate category of service 
exports discussed below. 

Globally, technical and trade-related services are the 
most traded business services, but this varies across 
economies (Graph 6). Trade in professional and 
management consulting services is significant for 
the United States, in part because the world’s 
largest consulting and accounting firms are 
domiciled there. By contrast, in Japan, the majority 
of business service exports are technical and trade-
related services, reflecting the prevalence of 
merchanting services in Japan (WTO 2015).[4] 

China’s business service exports have been almost 

exclusively technical and trade-related, which is 
likely to reflect merchanting. In the euro area, 
technical and trade-related services are dominated 
by architectural, engineering and other technical 
services. Across advanced economies, R&D service 
exports are consistently smaller than the other two 
subcategories. 

Financial and insurance services 

Financial and insurance (F&I) services represent the 
third most traded service around the world, with 
financial services accounting for the vast bulk of 
these. Financial services are measured by 
transaction charges and margins, asset 
management fees and other intermediation 
charges. Insurance services are measured by the 
value of premiums paid to insurers net of any 
claims.[5] F&I services are exported by a relatively 
small group of economies that are large 
international financial and insurance centres: 
Singapore, Switzerland, the United Kingdom, the 
United States and the euro area (Graph 7). Imports 
of financial services are concentrated in the same 
group of economies because financial services are 
typically traded across large financial centres. Cross-
border trade in F&I services began to grow rapidly 
from the 1990s and has increased from 4 per cent of 
all services trade in 1990 to around 12 per cent in 
2017. This rapid growth is in large part due to 
financial deregulation, the opening of financial 
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sectors to international competition, outsourcing of 
some financial services and growth in 
internationally active banks (WTO 2019). In the euro 
area, financial services trade has also benefited from 
much closer financial integration, such as the 
shared currency (Liebscher 2005). The onset of the 
GFC saw a considerable contraction in the trade of 
F&I services, as banks withdrew from foreign 
operations, and growth in this trade has not 
subsequently returned to the pre-GFC rates. 

The United Kingdom is currently one of the largest 
exporters of financial services due to the role of 
London as a global financial services centre. The 
United Kingdom is the world’s largest foreign 
exchange market and provides more cross-border 
bank lending than anywhere else. The size of the 
financial services sector is in part due to its access to 
continental European markets – around one-half of 
the United Kingdom’s financial service exports are 
to the European Union. The size and nature of this 
trade in future may be influenced by how Brexit is 
resolved. 

China’s financial service exports are relatively small 
compared with the size of its economy. In part, this 
is because, over the past few decades, Hong Kong 
has acted as an entry point to financial markets and 
firms in China, and has also provided financial 
services to China (Leung et al 2008). However, 
China’s financial services sector has grown strongly 
over the past decade due to the rising importance 
of the financial intermediation industry in the 
domestic economy and efforts to open financial 
markets to foreigners. 

Graph 7 

Information, telecommunications & computing 

The fastest growing component of the global trade 
in services has been information, 
telecommunications & computing (ITC) services. 
These services have grown strongly because they 
are increasingly being used in the production of 
many other goods and services, in part driven by 
lower ITC costs. While the classifications of some of 
these services vary across economies, information 
technology, communication and contact centre 
services have all been key candidates for 
outsourcing. India and the Philippines are major 
service outsourcing destinations and have seen 
considerable increases in their service exports as a 
result. 

In India, the ITC sector is the largest and fastest 
growing sector in the economy, and is 
predominantly export oriented, accounting for 
almost one-third of total service exports (Hyvonen 
and Wang 2012). India’s ITC exports also accounted 
for around 10 per cent of the world’s ITC exports in 
2017, exporting more than the United States and 
United Kingdom combined.[6] India has become a 
significant provider of Business Process Outsourcing 
(BPO) – which can include back-office functions like 
finance and accounting, and front-office functions 
like call centres. Together with software 
engineering, ITC and BPO services form the broader 
Indian IT industry, which accounts for the majority 
of service exports (Graph 8). 

Since the early 2000s, the Philippines has also 
become a key destination for BPO. The Philippines 
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BPO industry is export focussed; around 90 per cent 
of revenues are derived from exports. The 
outsourcing of these services to the Philippines has 
been driven by a lower cost of labour and a young 
workforce with relatively good English language 
skills (Mitra 2013). BPO exports grew by 36 per cent 
annually between 2004 and 2013, rapidly increasing 
service exports from the Philippines. As a result, the 
share of BPO exports in GDP rose from around 1 per 
cent in 2005 to more than 5 per cent in 2013 
(Graph 9). 

Intellectual property 

Trade in intellectual property (IP) occurs when 
businesses use IP that is owned in another country 
and includes charges for the use of patents, 
trademarks, copyrights, franchises and trade secrets. 
The majority of global IP trade consists of intra-firm 
transactions – such as payments between a 
subsidiary and a firm’s headquarters. In the United 
States, two-thirds of IP exports are intra-firm 
(Neubig and Wunsch-Vincent 2017). IP is often 
imported by economies where manufacturing has 
been outsourced from another country and exports 
of IP typically originate from the world’s more 
advanced economies: the euro area, Japan, the 
United States and the United Kingdom.[7] These 
economies are much larger exporters than 
importers of IP, because technology and ‘know-
how’ on a net basis is transferred to lower and 
middle-income economies (Graph 10). The euro 
area is an exception, although a large part of their IP 
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imports reflects businesses relocating to Ireland for 
tax and legal reasons. 

Services and Value Chains 
The services sector is an important link in global 
value chains and the role of services in global trade 
is larger than that suggested by gross trade values. 
While some services are exported directly, others 
are used as inputs to the production of goods 
exports – such as engineering services embodied in 
manufacturing exports. On a ‘value-added’ basis, 
the share of services in global trade is far higher 
(Graph 11). 

On average, services comprise one-quarter of gross 
exports but in value-added terms services account 
for almost half of all exports. There is large variation 
across economies, but invariably the services value-

Graph 10 
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added share in exports is significantly larger than on 
a gross basis. Globally, the higher services share of 
trade when measured on a value-added basis is 
broadly matched by a correspondingly lower manu-
facturing share because these services are 
embodied in manufactured goods exports 
(Graph 12). Manufactured goods are also over-
represented in gross trade because of their 
prevalence in global value chains. 

All industries use services to some extent as inputs 
into production. The value of services used as 
inputs in the manufacturing sector have not 
changed much over the 1990s and 2000s, but the 
origin of those services has. The use of domestic 
inputs has declined across most industries while the 
use of imported services has increased (Graph 13). 

As with the manufacturing industry, the services 
industry itself has increased the use of imported 
services as inputs, displacing the use of domestic 
service inputs (Graph 14). This is particularly the 
case for economies that specialise in financial 
services, as they are produced in hubs connected to 
other financial centres that provide some of the 
service inputs, and computer services (Venzin 2009). 

Australia’s Experience 
Australia’s trade in services has changed 
considerably over the past couple of decades 
(Graph 15). Service exports from Australia have 
increased from around 15 per cent of total exports 
in the 1970s to more than 20 per cent in 2018. 
Education-related exports and tourism are now 

Graph 12 

Australia’s third (behind iron ore and coal) and fifth 
(behind natural gas) largest exports respectively. In 
line with global trends, the transport share of 
services trade has declined steadily since the 1970s 
and now makes up around one-quarter of services 
trade. 

In contrast to other advanced economies, travel has 
increased as a share of services trade for Australia. 
On the export side, this has been driven by growth 
in education and on the import side, by outbound 

Graph 13 
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tourism. The rapid increase in education travel 
exports can be attributed to changes in Australia’s 
migration policy, student visa access and rising 
demand for education from China and India 
(Hooper and Dobson 2015). Rapidly rising income 
in China has increased Chinese demand for 
education; one-third of Australia’s education exports 
are to China, compared with 7 per cent in 2000. 
Education exports to emerging South-East Asian 
economies have also increased rapidly; education 
exports to these economies are greater than those 
to India and around half those to China (Alston et al 
2018). Most spending in Australia of those who 
have travelled here for education purposes is on 
accommodation, retail and restaurants, and has also 
increased over recent decades. 

Outbound travel continues to grow quickly and is a 
large and growing share of total service imports ─ 
much higher than in most advanced economies. 
Previous studies have found that rising incomes and 
increasing migration have had a positive impact on 
outbound travel. 

Australia has not seen the same rising share of 
modern service exports, such as ITC and financial 
services, as most other advanced economies, and 
does not have a substantial share of trade in 
professional services, financial services or IP. 

China became the largest single export destination 
for Australian services in 2010 and the share of 
services provided to China has continued to 

Graph 15 

increase since, driven by education exports 
(Graph 16). With this shift to China, the share of 
services provided to the major advanced 
economies has declined, although exports to other 
parts of Asia (excluding China and Japan) remain 
sizeable. By contrast, the source of Australia’s service 
imports have been stable and are dominated by the 
major advanced economies and the economies in 
Asia that are often tourism destinations. 

Conclusion 
Services are becoming increasingly traded. 
Advanced economies account for the majority of 
service exports, and are typically net providers of 
services to emerging economies. However, exports 
from emerging economies have been growing 
quickly, driven by China and India. Trade in 
traditional services has continued to grow strongly, 
supported by goods trade – facilitated by falling 
costs and advancements in transportation – and 
demand for overseas travel and education. 
Technological improvements have led to the 
increased tradability of more modern services, such 
as intellectual property, professional and financial 
services, which have grown quickly over the past 
few decades. In Australia, the bulk of service exports 
are traditional services, such as tourism and 
education, and they mostly go to the Asian region. 
Rising incomes in emerging economies should 
continue to provide opportunities for Australia’s 
services sector.

Graph 16 
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Footnotes 
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