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ABSTRACT: This thesis contends that in the process by which the 

liberalization of trade in services became institutionalized in the Final Text of 

the General Agreement on Trade in Services (GATS), analysis must include 

consideration of the role of internationally-disseminated ideas. Currently, 

structural approaches which reduce all consideration to actors' functionally­

determined material interests dominate the study of international trade 

agreements. Such approaches, which assume that rising support for trade 

liberalization is a simple consequence of the globalization of actors' interests, 

cannot explain the movement towards the GATS due to the overall low level 

of globalization in the service economy. As such, the author proposes to test 

the utility of Transnational Historical Materialism and the epistemic 

communities approaches, which both include consideration of the causality 

of ideas, as guides to the trade in services story. While the evidence suggests 

the importance of internationally-disseminated ideas in this process and the 

unworkability of narrowly-structuralist theories, conclusions as to the 

usefulness of the two ideational approaches is necessarily more tentative. 

While the epistemic communities approach is hampered by its failure to 

theorize the contestable and normative nature of ideas, the approach does 

provide several useful concepts. Transnational Historical Materialism is 

hampered by its generality as a theorization of international political 

economy, however, its emphasis on international class formation and the 

role of ideas in that formation do provide important insights into the trade in 

services story. 
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Introduction: 

The research for this study began as a result of an interest in 

globalization and international trade agreements. I was particularly 

interested in how the relationship between globalization and the prolific 

spread of liberalizing trade treaties was conceptualized in the International 

Political Economy literature. Many writers have assumed that the processes 

of globalization are manifested primarily through the spread of transnational 

economic links which, by altering the objective material interests of 

important economic actors, alters the attitudes of domestic political coalitions 

away from protectionism towards support for a more liberalized international 

trade regime.I 

I was originally concerned that this type of analysis (labeled as "narrowly­

structuralist" in this thesis) underestimated the impact of other aspects of 

globalization, such as the growing importance of international institutions 

and internationally-disseminated ideas. In effect, narrowly-structuralist 

approaches to globalization, which see globalization as nothing more than a 

changing set of structural conditions - the increasing preponderance of 

transnational economic organization over national - fail to conceptualize 

globalization as a broader social process, and as such, may misrepresent the 

actual patterns of causation underlying the emerging liberalized trade regime. 

In addition, one of the major implications of such narrowly-structuralist 

approaches to globalization - the one that has continued to fuel my interest in 

this debate - is that if globalization directly causes a reworking of domestic 

political agendas through nothing more than its internationalization of 

structural interests, then states or political collectivities are more often than 

not cast as passive "victims" of globalization, powerless to affect this 

technologically-determined re-structuring of the world around them. Indeed, 

arguments for a capitulation to the unquestioned "forces" of globalization are 

rife in political debate worldwide. If, however, globalization is a broader 

social process in which acts of political commission, the dissemination of 

ideas and the construction of international rule-making institutions for 

lsee for example Helen V. Milner, Resisting Protectionism: Global Industries and the Politics of 
International Trade, (Princeton: Princeton University Press, 1988) and Robert Keohane 
and Helen V. tvhlner, Internationalization and Domestic Politics, (new York: Cambridge 
University Press, 1996). 
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example, have played an important role, then this reveals globalization to be, 

at least in part, an agentic political process; and therefore not a predetermined 

course of change but a set of contestable goals and outcomes that should be 

subjected to scrutiny and broader political debate. In short, narrowly­

structuralist approaches to trade agreements de-politicize these agreements as 

constructive aspects of globalization, and, as such, curtail adequate political 

scrutiny of these events . More to the point, they may ultimately serve to 

undermine a sense that alternatives to the capitulation to globalization are 

possible - that political collectivities have choices in the ne,,v world order. 

In probing these general questions about the nature of globalization, the 

debate concerning trade in services offered an excellent opportunity to explore 

the role of internationally-disseminated ideas as part of an explanation for the 

international consensus in support of liberalizing trade in services that 

emerged during the Uruguay Round of the CATT. This consensus was 

embodied in the final text of the General Agreement on Trade in Services 

(CATS) . The low level of economic globalization in the service sector 

strongly suggested that narrowly-structuralist approaches ,v ould have a great 

deal of difficulty explaining the emergence of this consensus. In fact, this 

thesis argues that the dissemination of ideas (in this case, ideas in support of 

liberalizing services trade) played a crucial role in building the international 

consensus necessary for the successful completion of the CATS. As such, this 

may have ramifications for how globalization is theorized. 

vVhile examining the potential role of internationally-disseminated 

ideas in the trade in services story was a result of these broader concerns about 

how the process of globalization is conceptualized, it also offered an 

opportunity to examine the usefulness of two prominent analytical 

approaches which include consideration of ideas in primarily structural 

accounts of international political economy - Robert Cox and Stephen Gill's 

Transnational Historical }.faterialism and Peter Haas's epistemic 

communities .2 

2see Rob ert W. Cox, Production, Pow er, and World Order, (New York: Columbia University 
Press, 1987); and, Stephen Gill, American Hegemonv and the Trilatera l Commission, 
(Cambridge University Press, 1990) and Peter M. Haas "Introductio n: epis temic 
communities and interna tional po licy coordina tion", Inte rnational Organization, 46, 1 
Winter 1992. pp. 1-35. 
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\-Vhile both approaches argue that ideas are important they differ 

substantially on their conceptualization of both the nature of ideas 

themselves and \vhat motivates their acceptance by actors . From the 

perspective of Transnational Historical :Materialism, ideas exert an impact 

through the process of class formation. ,,V hile ideas ultimately spring from 

normative interes ts, their dissemination in hegemonic discourses helps to 

shape transnational class relations. Ideas are produced and disseminated by 

"organic intellectuals" attached to one class or fraction as part of the process of 

manufacturing an intra-class consciousness and influence global society more 

generally. Furthermore, the impact of ideas on the process of class formation 

is pitched at a fairly general level of broad competing ideological discourses, 

such as the confrontation between the ideals of neo-liberalism and those of 

embedded liberalism. 

The epistemic communities perspective, on the other hand, assumes 

that ideas can influence international political economy only during periods 

of intellectual uncertainty in which actors, reacting to some underlying 

structural change, are open to new ways of thinking which redefines their 

structurally-determined interes ts. Epistemic communities are a policy-area­

specific set of intellectuals committed to just such a set of new ideas . Far from 

being normative, the ideas they produce and distribute are assumed to be 

rational responses to the problems posed by uncertainty, and the adoption of 

their ideas is ultimately based on the success of these ideas as a response to 

that uncertainty. These differences in the theorization of how ideas matter is 

taken up in some detail in the latter stages of this thesis. 

The relationship between ideas and structural conditions in shaping the 

trade in services consensus could be explored in a variety of ways. Hmvever, 

from the outset, two approaches in particular captured my interest. Firstly, I 

thought I could try to do detailed comparative national studies in an attempt 

to explain why specific s tates, which arguably had no structurally-determined 

interest in liberalization of services, would agree to include services in the 

GA.TT. On the other hand, my research could proceed along more macro­

level lines of inquiry, attempting to link a statistical examination of the 

overall low levels of globalization in the services sector to a historical 

examination of the international processes involved in the trade in services 

s tory itself. 
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Originally, it was my intention to attempt the first method, to explore in 

detail the events of the trade in services s tory in two countries - Japan and 

Canada. I suspected that the support both of these governments gave the 

movement towards liberalization of trade in services, despite the fact that 

their highly protected service sectors stood to loose greatly in a liberalized 

service regime, could be explained by the influence of ideas. 

I theorized that evidence that these nations ' positions were motivated by 

pressure from domestic business organizations, when combined with 

consideration of the fact that these nations' service industries were 

overwhelmingly not globalized, would allow me to argue that there was then 

a clear dissonance between the policy demands of these business 

organizations and their objective material interests, and that, therefore, the 

role of ideas was perhaps more important then the role of structure in 

explaining the support for liberalizing trade in services via the GAIT. 

Evidence that service businesses in these countries supported the idea of 

liberalization, despite the fact that they were not part of a globalized web of 

services production, would directly contradict the entire drift of the narrowly­

structuralist literature on trade liberalization. Narrowly-structuralist 

approaches assume that the only factor important in explaining a company 's 

position on trade liberalization is the degree to which its operations are 

globalized. Globally-oriented firms support liberalization. Nationally­

organized firms support protectionism. 

However, as is often the problem with case studies, such specific 

evidence as this was ultimately not available, while on the other hand, a 

surprising amount of information was available on the history of the 

international campaign for liberalizing trade in services . As such, this s tudy 

pursues the second research option alluded to above, that of a macro-level, 

international and his torical exploration of the trade in services story itself. 

This approach requires that the argumentation move in two stages . In the 

fir st, this thes is deals with the statistical evidence on trade in services which 

tests the applicability (or inapplicability, in this case) of a narrowly­

structuralist approach to the trade in services story. In the second stage, 

exploration moves to an examination of the actual processes at work in the 

events leading up to the GATS. In this stage the important issue is not so 

much comparing and contrasting the usefulness of structural versus 

ideational approaches, although this is by no means ignored, but rather 
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exploring how ideas mattered and, therefore, evaluating the relative merits of 

Transnational Historical Materialism and the Epistemic Communities 

approaches in adding to our understanding of the trade in services story. 

\Vhile this "two-step" argumentation makes some parts of the argument in 

this thesis a little unwieldy, it also facilitates careful consideration of the 

theoretical areas of disagreement, not only between the narrowly-structuralist 

and ideational approaches, but also between the ideational approaches 

themselves. 

Chapter 1 explores the relevant theoretical literature and derives some 

hypotheses from the narrowly-structuralist and ideational approaches for the 

trade in services story, and also provides an introduction to the trade in 

services issue itself. 

Chapter 2 embodies the first stage of my overall argument. It explores 

the viability of narrowly-structuralist approaches in the trade in services 

story. The core element of narrowly-structuralist approaches to trade 

agreements is that the increase in support for liberalizing trade agreements in 

recent years is a simple consequence of the increasing internationalization of 

firms. After exploring the statistical evidence, which when combined with a 

definitional analysis of "trade in services" shows little in the way of 

globalization in the service sector, I argue that such an approach is an 

inadequate guide to explaining the GATS. Chapter 2, by exploring 

definitional issues related to "trade in services" also makes the case for the 

importance of ideas in that it underscores the degree to which the arguments 

and assumptions in support of liberalizing trade in services bore little 

resemblance to reality. This makes their adoption in the final text of the 

GATS even harder to explain from a purely structural perspective. 

It is important to note that Chapter 2 does not completely deny a role for 

structure in the trade in services story, however. To the contrary, once the 

case is made against narrmoly-structural-ist perspectives, the concluding 

section highlights the degree to which what international "trade in services" 

that did exist at the time was overwhelmingly the preserve of a handful of 

US-based service multinationals - a fact of no small significance in that it was 

these same companies which made sure that the issue rose to international 

prominence. This structural "imperative" in the services debate, though not 

the structural condition assumed to exist by in narrowly-structuralist 

approaches, actually aids in the assessment of the nvo ideational methods in 
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that it sugges ts that the initial motivation for international discussion of the 

issue emanated from the normative interests of these multinational firms. 

The idea of liberalizing trade in services served their interests. 

The following three Chapters move on to the second stage of my 

argument. They look at the chronological his tory of the trade in services 

story in an effort to explore the actual processes involved in these events with 

a particular eye towards examining just how ideas mattered. Thus, most of 

the analy tical questions of these Chapters revolve around evaluating the 

merits of the two ideational approaches, Transnational Historical Materialism 

and epistemic communities, in conceptuali zing how ideas matter. 

Chapter 3 covers the origins of the trade in services idea itself, from its 

genesis in London-based neo-liberal think-tanks to the firs t consideration of 

the idea in international trade policy circles. This discussion of the origins of 

the idea underlines the importance of internationally-disseminated ideas in 

these early stages by highlighting the fact that the recasting of "international 

exchanges in invis ibles" as "trade in services" represented a radical departure 

from existing paradigmatic beliefs. Also this examination allows for a 

detailed exploration of the two ideational approaches' competing accounts for 

where new ideas come from. The question is whether the ideas of the trade in 

services argument w ere initially a value-neutral intellectual response to the 

problems of uncertainty developed by an epis temic community or were 

normative, interest-serving arguments produced by organic intellectuals 

working in conjunction with transnational capital. Chapter 3 also re­

emphasizes the role played by US multinationals in firs t promoting the issue 

of liberalization trade in services. 

Chapter 4 continues the examination of the historical processes of the 

debate concerning trade in services from the debacle of the Tokyo Round 

negotiations on services to the early 1980s when most Advanced Capitalist 

Countries came to support the idea of liberalization via the GA TT. This broad 

level of support is surprising given the disparity of structurally-determined 

interests on the issue. Chapter 4 makes the case for the importance of ideas 

in this process. In particular, this Chapter examines the role of international 

intellectuals and organizations in disseminating ideas in support of 

liberalizing services and in altering the existing causal and normative 

assumptions of national trade policy-makers. vVhile the Chapter argues that 

such agreement to liberalize services w ould not have been possible in absence 
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of these internationally-disseminated ideas, it also explores the two ideational 

approaches utility in these events. As was the case in Chapter 3 the 

disagreement benveen these perspectives over the value-neutrality/ issue­

specificity of ideas versus the normative interest-defining and interest­

serving nature of ideas is once again of some importance in assessing the hvo 

methods usefulness. 

Chapter 5 deals with the spread of support for liberalizing trade in 

services to the developing nations and with the substance of the final GATS 

negotiations themselves. The principle issue in this Chapter is the 

ev aluation of why, during the negotiations the developing nations suddenly 

altered their positions on liberalizing services - from outright opposition to 

outright support? I show that pro-liberalization intellectuals, the lack of 

alternative discourses, and a capitulation to broader neo-liberal ideas all 

played a role in this reversal. Indeed, the role of neo-liberal ideas in general 

in this stage of the debate on services offers extremely valuable insights into 

the merits of the nvo ideational approaches. That is, the intrusion of broader 

(i.e. non-issue-specific) ideas into the debate directly contradicts several of the 

basic assumptions of the epistemic communities approach. 

The concluding Chapter reiterates the broad theme of this thesis that 

consideration of questions of structure alone do not provide an adequate 

basis for explaining the successful completion of the GATS. Indeed, the 

argument is that ideas and the intellectuals and organizations which 

articulate them played an important role in paving the way for the GATS. 

\.Vhile US service-sector multinationals were important in raising the issue 

to international prominence, the broad consensus in support of liberalization 

which eventually emerged cannot be explained by attention to this factor 

alone. As such, this thesis has important insights to offer on how the process 

of globalization should be theorized in international political economy. I 

argue that consideration must also be given to non-structural factors such as 

the international dissemination of ideas and thus argue that at least in some 

instances the process of globalization is an agentic one. 

Conclusions as to the effectiveness of the hvo ideational approaches are 

necessarily more tentative. However, the epis temic communities approach, 

in failing to consider the normative and contestable nature of ideas 

themselves, distorts both where the trade in services ideas came from and 

what motivated their adoption. As a result, the approach, while offering 
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several useful nodal concepts such as the "epistemic community", ultimately 

fail s to provide an accurate guide to the trade in services story. On the other 

hand, Transnational Historical Materialism and its emphasis on 

transnational class formation and the role of ideas in class formation offers a 

better guide to the impact of ideas in the services debate. However, the 

overall generality of the approach makes it extremely difficult to use in the 

manner required by a case study such as this. vVhile the approach rightfully 

suggests the importance of the broader ideological currents of neo-liberalism 

in events such as trade in services, future effort will be needed to specify this 

theory more concisely, thereby allowing the generation of hypothesis's of the 

type required by case studies. 

I hope that readers will gain from this study some sense of the 

importance of ideas and the intellectuals who disseminate ideas in the 

making of international trade agreements and therefore also the importance 

of internationally-disseminated ideas in the process of globalization. 

This work also suggests several avenues for future scholarship. First, the 

lack of evidence concerning the specific motivations for individual nations' 

support for the GATS might be overcome by additional inquiry. That is, 

future scholarship could attempt to more directly tie the evidence that service 

industries continue to be overwhelmingly organized along national lines to 

the policy demands of these industries for international liberalization; 

thereby, hoping to more conclusively resolve this dispute over the causality 

of structures versus ideas in the trade in services story . This might be 

accomplished by looking at several countries important in the trade in 

services debate, such as the US, the UK, India, Brazil and a number of 

European counties. While such hard evidence was not available in the case 

of Canada and Japan, this might not be the case with other nations. 

Additionally, future research may be enhanced by interviews with important 

actors in the trade in services story. In any event, future investigation of 

trade in services will have to continue to grapple with the apparent 

discrepancy between a consensus in support of international liberalization 

and the lack of globalization in the services sector (and the problems these 

facts pose for narrowly-structuralist approaches to International Political 

Economy). 

Additionally, future research might look more closely at the role of the 

Organization for Economic Cooperation and Development (OECD) in the 
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h"ade in services s tory . At several important junctures, the OECD intervened 

in the services trade debate, lending its support to the cause of liberalization. 

v'\Thile the OECD is officially an inter-governmental organization, its early 

and consis tent support for liberalization (ahead of many of its member 

countries) may suggest the need for closer scrutiny of how exactly the OECD 

functions on issues like trade in services. That is, the ease of access for the 

leading advocates of trade in services liberalization and the heads of 

transnational service companies to the OECD 's centres of power sugges t clues 

as to why the OECD was such a firm supporter of liberalization in this case. 

Future research on the OECD and trade in serv ices might expand our 

knm,vledge of the role of international institutions in globalization as well as 

adding to our understanding of the trade in services story 

Also, the research done by this study suggests the need, when examining 

international trade agreements, to look more closely at the processes and 

events leading up to these agreements, and less at assumed causal 

relationships between the level of globalization and public policy outcomes. 

Future scholarship should be wary of assuming a one way relationship 

between structural considerations and trade policy outcomes. 
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Chapter tt l: The Liberalization of Trade in Services, Globalization, 

Interests, Ideas and the GAIT 

"Although the attention of trade policy makers is now focu sed 

primarily on curbing agricultural subsidies ... in reality this is 

the last gasp of yesterday's agenda. The big issue looming for the 

future is trade in services . .. ". 

Henry Freeman3 

'The empires of the future are the empires of the mind" 

Winston Churchi114 

The Liberalization of Trade in Services 

During the 1980s international "trade in services" became an 

increasingly important issue for policy makers, intellectuals and business 

leaders alike. This trend is puzzling. \.Vhile the service sector had always 

been a large component of industrialized nations' economies and indeed after 

the second world war services gradually came to represent over half of total 

national economic activity in most nations, this did not in itself account for 

the new dialogue concerning "trade in services". In the 1980s something had 

clearly changed. This change was in essence that individuals and 

organizations increasingly argued that services, which had traditionally been 

thought to require some sort of face to face exchange between producer and 

consumer, could be traded internationally. 5 Essentially, business leaders and 

sympathetic policy makers came to a consensus that not only could services 

be traded across borders like manufactured goods, but also that the many 

barriers to this trade in the form of domestic service sector regulation must be 

eliminated through a coordinated program of international liberalization. As 

3Ci ted in Charles J. McMillan, Japan's 21s t Century Challenge-SeIVices, Canada-Japan Trade 
Council, March 1991, p. 26. 

4Cited in Emanuel Adler and Peter M. Haas, "Conclusions: epistemic communities, world order, 
and the creation of a reflective research prog ram," International O rgan ization , 46, 1, 
Winter 1992. 

5Brigid Gavin, "New horizons in international trade: towards free trade in services", The 
World Today, Volume 39, (January-December 1983), p. 194. 
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a result of this emerging convergence in beliefs regarding "trade in services" 

the issue was eventually put on the agenda of the Uruguay Round of the 

General Agreement on Tariffs and Trade (CATT). 

At the Uruguay Round, advocates of services liberalization attempted to 

use CATT structures and obligations to force s tates to open and deregulate 

their service sectors, pav ing the way for an expansion of services "trade". 

,v hile they would ultimately fail in the final text of the General Agreement 

on Trade in Serv ices (CATS) to force the massive market openings that the 

most zealous proponents of liberalization might have wished, they did 

manage to formally institutionalize both serv ices, and perhaps more 

importantly, inves tment (in service industries) into the CATT framework. 

This institutionalization is of no small significance. At the very minimum it 

serves to protect existing market openings in services from future 

governments that may wish to change policies, and it may also pave the way 

for a substantial redefinition of individual governments ' powers to regulate 

their own service economies in autonomous ways. 

\Vhile the history of these events will be taken up in some detail in the 

chapters to follow, what is most important to emphasize at this point is the 

surprising degree to w hich conceptualizing international exchanges in 

services as "trade in services" represented a radical redefinition of these 

activities from previous paradigmatic beliefs. ,vhile the actual economic 

phenomena itself and its regulation by international agreements was not 

new, conceptualizing international exchange in services as "trade in services" 

was. Services, where they crossed borders, had been regulated internationally 

for decades but had never been considered to be a type of "trade" or even to be 

a s ingle economic sector. The industries comprising services, among which 

the most important in international exchange include such diverse areas as 

shipping, transportation, communications, banking, financial services, 

business services, insurance, and an array of consulting industries, were 

rarely lumped into one category analytically. Rather, international exchange 

in services had been regulated on an industry-specific basis through sectoral 

international regimes like the International Maritime Organization, the 

International Telecommunications Union and the Universal Postal Union. 

Mark W. Zacher and Brent A. Sutton in, Governing Global Networks -

International Regimes for Transportation and Communications, explored 

these international service regimes as they existed up to the 1970s. Their 
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work is a useful starting point for discussion of the emergence of the trade in 

services discourse in that it provides a window into the thinking about 

international service regulation up to that time. Zacher and Sutton argue 

that the international service regimes which emerged in the post-war period 

were constructed on the basis of several widely held "norms". Firstly, these 

regimes contained a strong sense of jurisdictional rights and obligations 

among which the right of states to exclude foreign firms from providing 

services was one of the more important. Secondly, these regimes were more 

often than not cartel-like in their willingness to engage in market sharing and 

price stabilization agreements. 

These norms, evident in many of the key sectors of what would come to 

be defined as "trade in services", helped to promote two highly prized goals. 

They helped to remove barriers to international connections in transport and 

communication while at the same time protecting state control over 

important aspects of their domes tic economies .6 In short, these regimes 

sought to maintain the authority of states to regulate their service sectors 

autonomously - normally in ways other then a purely free market approach. 

Indeed, Zacher and Sutton argue that in their involvement in these regimes, 

states were, " .. . more concerned about maintaining control over entry of 

foreign services than they [were] with regard to entry of manufactured goods 

because market access for services generally involves the right of foreign 

firms to establish subsidiaries and to enter into open competition with 

national firms. This, of course, [was] anathema to states that want[ed] to 

assure certain market shares for national firms."7 

It should be emphasized that their work highlights the degree to which 

international service regimes, far from being sites of international 

liberalization, upheld s trongly anti-competitive and anti-laissez faire norms: 

Until very recently an important pillar of the international cartels 
in the air transport, postal and telecommunications regimes was 
that they enhanced states' control of their economies. States 
wanted this control because these industries had widespread 
effects in their societies, their international revenues subsidized 
domestic neh.vorks, and their ownership by nationals was seen as 

6Mark W. Zacher and Brent A. Sutton, Governing Global Networks: International Regimes for 
Transportation and Communications, (Cambridge: Cambridge University Press, 1996), 
p. 5. 

7zacher and Sutton, Governing Global Networks, p. 214. 
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an attribute of independent statehood. In fact, there was a general 
assumption . . . that any self-respecting nation ovvned and 
controlled its own air transport, telecommunications, and pos tal 
industries.8 

States wanted strong national monopolies, enhancing national economic 

control and feared the consequences of "destructive competition".9 

Thus, intellectually at least, international exchange in services was 

governed by s trong anti-free-market norms that, w hile encouraging 

international connections, neither encouraged international competition, nor 

significant surrenders of s tate policy autonomy. While these norms could 

superficially be categorized as an aspect of post-war "embedded liberalism", 

the important point to be made here is that the emerging redefinition of these 

industries as a single service sector, now to be regarded as international trade, 

and the accompanying attempt to liberalize the barriers to such trade via the 

GA TI represented a radical departure from the existing normative and 

material structures of the global service economy. 

Institutionalizing trade in services into the GATT framework will have 

profound implications for domestic regulatory structures and the businesses 

that benefit from these structures. First, service sectors have traditionally 

been extremely regulated and protected relative to the manufacturing sector 

and an international agreement requiring governments to eliminate some of 

these regulations will force domestic service sector companies to compete 

with international firms for business. This could have severe effects on the 

material interes ts of these previously-protected companies . Second, such a 

move will also reduce the ability of states to set autonomous regulatory policy 

goals. Third, the concept of services as an internationally tradable commodity 

for which liberalization would have assumed welfare-maximizing benefits 

represented a radical change in how these activities were traditionally 

conceptualized. 10 Because of these factors, and because trade in services was 

put on the international liberalization agenda before there was a great deal of 

economic analysis of the policy area, it would seem to be reasonable to expect 

that this issue would have been politically divisive. Companies with 

8z acher and Sutton, Governing Global Networks, p. 220. 
9z acher and Sutton, Governing Global Networks, p. 220. 
l Ooav id Greenaway and Andre Sapir, 'New Issues in the Urug uay Round, Services, TRIMs and 

TR!Ps", European Economic Review, 36, (1992), p. 514. 
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phone companies and cable television services (the list is almost endless) 

would quite possibly oppose such a policy and wish to pressure their 

governments not to agree to institutionalize services liberalization in the 

GATT. However, this ,vas- not the case. There has- been a fairly high level of 

general agreement on the perceived benefits of liberalization both within the 

international business community and amongst most national trade policy 

makers.11 

This study argues that this "consensus" in attitudes supporting the 

liberalization of service trade, and the process by which the consensus 

emerged, is consistent with the general hypothesis that ideas matter in 

international political economy. The prevalence of these attitudes cannot be 

explained without some account of the international dissemination of ideas. 

As such, this introductory chapter will explore two existing theoretical 

tendencies in the study of International Political Economy, which adopt very 

different perspectives on the impact of ideas. The first of these tendencies 

reduces all consideration to structural concerns, eliminating the need for the 

consideration of extraneous factors such as "ideas". The second argues that 

ideas and structures both matter though there is considerable disagreement 

about the relative impact of, and the relationship behveen, these hvo factors. 

In this chapter I first review each of these theoretical approaches and then 

develop specific hypothesis that can be evaluated in the historical and 

comparative research that follows. Additionally, I am especially interested in 

developing a better understanding of the relative explanatory merits of hivo 

popular theoretical approaches which have attempted to incorporate ideas 

into an understanding of International Political Economy; Robert Cox and 

Stephen Gill's Transnational Historical Materialism, and Peter Haas's 

epistemic communities. 

Theoretical Background: Structurally Determined Interests and Ideas 

Within the discipline of International Political Economy (IPE) there is a 

widespread resurgent interest in the role of ideas. "After a long period of 

indifference, and even hostility, toward ideational explanations in political 

11Greenaway and Sapir, "New Issues in the Uruguay Round", p. 514. 
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science, the time for "ideas" has come again, especially in the field of 

international relations. "12 Since the early 1970s "ideas" have not been 

seriously probed except by reflectionists, neo-marxists, and others, who might 

be described as being on the margins of the field .13 Rather, rational choice, 

interest-based perspectives have dominated regardless of perspective - Realist, 

Liberal or Marxist.14 Because of its implicit rejection of these traditional 

approaches, this new-found interest in ideas is creating a fault line in IPE 

between ideational and purely interest based approaches. This is particularly 

evident in the study of trade policy and the orientations towards 

liberalization and protectionism. 

A great deal of IPE literature over the past decade attempts to explain the 

ascendance of the pro-trade-liberalization argument ov er trade protectionism 

in international circles. This work, although often sharing a common 

concern with the role of "globalization" or "internationalization" can be 

divided into two quite different ontological positions about just what these 

processes are and how they have affected attitudes towards free trade versus 

protectionism. Firstly, there is the rational choice/ interest based or, perhaps 

better put, structural variant, which contends that the process of 

internationalization in domestic policy preferences by the business 

community and also by state policy makers is motivated causally by objective 

changes in the structure of the global economy. From this perspective, 

changes in the ideas or preferences of actors can be "read off" changes in their 

position in the global economy. In the case of free trade versus protectionism, 

the free trade, or laissezfaire position has become increasingly dominant 

simply because of the fact that more firms have internationalized, thereby 

making them inherent opponents of closed markets. 

The second general approach, although difficult to label because it 

includes a number of radically different methodologies, shares a different 

view of globalization as a process. It might be argued that the common 

element of this perspective is an opposition to the structural rationalism of 

the other perspective, thus one might call this the "anti-structuralis t" 

tendency . Perhaps the common denominator from this perspective is an 

12John Kurt Jacobsen, "Much Ado about Ideas: The Cognitive Factor in Economic Policy," World 
Politics, Vol. 47, January 1995, No. 2., p. 283. 

13Jacobsen, "Much Ado about Ideas," p . 284. 
14Jacobsen, "Much A do aboutldeas," p. 284. 
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interest in the role of ideas. From this perspective globalization, far from 

being just a technologically driven objective economic process, is also a 

political process in which internationally disseminated ideas have played an 

important role; that international connections between state and non-state 

actors, whether indiv iduals or institutions, help to disseminate ideas which 

then have an effect on domes tic political outcomes.I 5 

The first group, the "rationalist" or structural variant is most clearly 

illustrated in Helen V. Milner's, Resis ting Protectionism. Milner's 

influential book attempted to explain why protectionis t policies were not 

adopted in the 1970s despite similar economic conditions as existed in the 

1920s. Indeed, it offers an extremely concise theory of how transnational links 

affect policy outcomes . She contended that the key to understanding why the 

tendency towards protectionism was "resisted" in recent decades is to 

recognize that growing economic interdependence meant that more and 

more firms had an objective interest in open markets and therefore had an 

anti-protectionis t policy preference. In Milner's view, therefore, the key to 

understanding the different international trade policy patterns of the 1920s 

and 1970s is the different objective level of interdependence.1 6 Indeed, 

Milner pushed her point even further, rejecting arguments that highlight 

the importance of international institutions like the GATT in explaining the 

persistence of trade liberalization, since from her perspective such 

institutions performed only a "mediating role" for underlying structurally­

based interests.1 7 For Milner, the crucial factor explaining changing attitudes 

towards liberalization and protectionism has been the changing preferences of 

corporations as they became more internationalized, and the resulting re­

orientation of domes tic political coalitions away from protectionism towards 

liberalization. 

It is important to emphasize this point. Milner defines the international 

orientation of a firm by its export dependence and by its 

15-rhomas Risse-Kappin 's work is probably the best example of this type of general arg ument. 
As well, Nagaire Woods ' work is also in this vein. See respectively, Thomas Risse­
Kappen, "'Ideas do no t float freely: transnational coalitions, domestic structures and the 
end of the cold war", International Organization Volume 48, Number 2, Srring 1994 ; 
and, Ngaire Woods, "Economic Ideas and International Relations: Beyond Rational 
Neglect", International Studies Quarterly, Volume 39, N umber 2, June 1995. 

16Helen V. Milner, Resis ting Pro tectionism: Global Indus tries and the Politics of Interna tional 
Trade, (Princeton: Princeton University Press, 1988), p.15. 

17Milner, p. 14. 
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"multinantionality".18 What is intended by this is an assumption that these 

material measures of a firm's internationalization allow a simple causal 

determination of their preference in ideas. For Milner, the preferences of 

corporations can simply be "read off" their economic position. Indeed, 

Milner underlines her rationalist commitments, " ... societal actors can and 

do understand the preferences generated by their structural positions within 

the economy. "19 Such an assumption is closely tied to the increasing use of 

Public Choice Theory in the study of IPE. 

Public Choice Theory in IPE rests on two straightforward ontological 

premises: that individuals are the basic unit of analysis and that individuals 

can rationally ascertain their objective interests.20 VVhile these assumptions 

are superficially the same as those of Milner there is one important 

distinction. Her focus, rather then emphasizing individuals, emphasizes 

individual firms. Kenichi Ohmae's The Borderless World, represents a 

rationalist Public Choice perspective more clearly committed to the 

individual as the basic unit of analysis in explaining the processes involved 

in globalization. Al though the outcomes of his account end up being 

effectively similar to Milner's, it is clear that for Ohmae the agents of 

interdependence are not corporations but individual consumers.21 In an 

even more purely liberal-rationalist vein than Milner, it is the appetites of 

consumers that have driven interdependence and created the "borderless 

world": 

Companies have to do that because more informed and 
demanding customers are coalescing in all developed countries. 
It is they who really have the power, not the organizations who 
sell to them . . . . It is these customers who are driving them to 
operate, develop, make and sell in many countries at once and 
who in the process are helping to create a borderless economy 
where trade statistics are meaningless.22 

18Milner, p. 18. 
19Milner, p. 17. 
20Bruno S. Frey, "Public Choice and Global Politics", International Organization, Winter 1984, 

Volume 38 Number 1, pp. 200-201. 
21Kenichi Ohmae, The Borderless World: Power and Strategy in the Jnterlinked Economy, 

(New York: Harper Business, 1990), p. 172. 
22ohmae, p. ix. 
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The key in understanding "globalization" or "internationalization" as a 

phenomenon from both of these rationalist perspectives is that 

interdependence is something that manifests itself, " ... within the state not at 

the level of the state."23 Here the idea is that domestic social actors are the 

agents of interdependence and that their economically-determined 

orientation towards internationalization alters, through some sort of pluralist 

process, the objective policy preferences of states. More clearly stated, 

interdependence alters the interests of individuals and corporations and 

therefore their ideals, which then alters the objective policy preferences of 

states which respond to these domestic agents. According to approaches like 

those of Milner then, ideas come from interests: from the position of an actor 

in the global economy logically flow ideological preferences which support 

these structurally-gi·oen interests. 

Milner's arguments about liberalization and protectionism are not an 

isolated example of an extreme and unusually narrow approach to the study 

of International Political Economy. In fact, Milner's type of analysis seems to 

have risen in popularity since its publication in 1988. IPE grandee Robert 

Keohane recently co-edited a collected volume with Milner, 

Internationalization and Domestic Politics, gathering together many of the 

leading lights of American International Political Economy, which argues 

essentially the same themes as Milner's earlier work. The book attempts to 

grapple with the difficult relationship between International Relations and 

domestic politics but in fact sets out a very narrow view of the impact of 

internationalization. The editors argue quite simply that, 

"internationalization [can be] measured by such indicators as changes in trade 

as a proportion of Gross Domestic Product (GDP) or the ratio of a country's 

net foreign investment to its total domestic assets. Internationalization, as 

used in this volume, refers to the process generated by underlying shifts in 

transaction costs that produce observable flows of goods, services and 

capital. "24 Internationalization is nothing more than the rising level of 

economic interactions driven by technological change that reduces 

transborder transaction costs. Consistent with Milner's earlier work argue 

that: 

23Milner, p. 291. 
24Robert Keohane and Helen V. Milner, Internationalization and Domestic Politics, (New 

York: Cambridge University Press, 1996), p. 4. 
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Internationalization affects the opportunities and constraints facing 
social and economic actors, and therefore their policy preferences -
not necessarily the basic values that actors seek (po"ver, money, or 
virtue as they define it) but their choices about which policies will 
best achiev e their fundamental goals. . . . As incentives change 
through internationalization, w e expect observable changes in 
economic policies and in political institutions . Possible changes 
include the liberalization of foreign trade and investment policies, 
the deregulation of domestic markets, shifts in fi scal and monetary 
policy, and changes in the institutions designed to effect these 
policies. 2 5 

Thus, they opperationalize their independent variable - the increase in 

internationalization - as growth in trade statis tics . Their dependent variables 

are two fold, 'The policy preferences of relevant socioeconomic and political 

agents within countries toward national policies and . .. national policies and 

national policy institutions themselves."26 Based on this model they predict 

(and conclude) that, " .. . internationalization [as a purely economic 

phenomenon] effects the policy preferences of actors within countries in 

broadly predictable w ays, based on the economic interests of the actors."27 

Thus, echoing Milner 's earlier work the basic premise is unchanged; 

measurable increases in the level of economic interpenetration result in a 

shift in policy preferences avvay from protectionism and towards 

liberalization.28 

Rational Choice, Interest-Based Approaches and the Trade in Services Story 

One of the great benefits of the approach laid out by Milner and like­

minded colleagues is its inherent parsimony . Developing testable hypothesis 

25Keohane and Milner, Internationalization and Domestic Politics, p . 4. 
26Keohane and l'v1ilner, Internationalization and Domestic Po litics, pp. 4-5. 
27Keohane and Milner, Internationalization and Domestic Politics, p. 5. 

28n is interes ting and perhaps a little disappointing to note how little this approach differs 
from the liberal International Relations "Interdependency" literature of the early 
1970s of w hich Keohane himself was a leading ideolog ue. This lite rature laid out the 
same set of assumptions although less dearly focused on economic transactions. In fact, 
the authors of this volume admit that the defining characteris tic of the IPE side of 
their volume is the heavy influence of contemporary economic models on their 
approach to interdependency. See, Keohane and Milner, Internationalization and 
Do mestic Politics, p. 7-9. 
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is not difficult. In order for this model to explain the consensus in support of 

liberalizing trade in services via the GA TT we would expect there to be clear 

and visible evidence of a massive internationalization of the global service 

economy. 

However, an empirical assessment of the changing structure of "trade in 

services", provided in some detail in Chapter 2, shows that narrowly­

structural arguments like those just described simply cannot account for the 

consensus on serv ices. Theoretical approaches to the study of international 

political economy which rely on purely s tructural analysis would seem to be a 

non-starter in the case of trade in services. Specifically, Milner's attempt to 

reduce all questions of the international attitudes towards liberalization and 

protectionism to the degree of globalization of economic actors ' interests is 

particularly problematic. As it will become apparent below, this method 

cannot be applied successfully to trade in serv ices because of the overall low 

level of g-lobalization (i.e. little in the way interdependence) within the 

service sector. Indeed, the combination of the surprising lack of globalization 

in services with the fact that what globalisation there is, is the almost 

exclusive province of a handful of firms and even fewer countries, would 

seem to preclude the kind of broad international consensus that emerged in 

support of liberalizing trade in serv ices . Very few actors had an objective, 

s tructurally-based interest in liberalization; most, according to Milner's 

methodology (due to their national rather than transnational organization) 

had just the opposite interest. Unlike the manufacturing sector, most service 

firms do not trade or conduct business across borders. Thus, given the 

narrow structural argument put forward by Milner, attention to this 

structural condition alone would lead one to assume that such a consensus in 

support of liberalization would be very unlikely ; nevertheless, it has 

occurred. 

ldeational Approaches to International Political Economy - Transnational 
Historical Materialism and Epistemic Communities 

Many disagree with such a narrowly structural account of why pro­

liberalization policies have become more popular. Scholars w orking from a 

range of theoretical paradigms have become increasingly concerned with the 

role which ideas, specifically the transnational dissemination of ideas, has on 
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world politics . With the rapid increase in the scope of international social 

and economic connections, studies from a range of perspectives have sought 

to integrate the concept of "ideas" into primarily structural or funct ional 

accou nts of international political economy. These approaches share the 

common purpose of seeking to overcome the s tructural reductionism that 

has dominated much of the International Relations literature on 

internationalization by putting more emphas is on the role that 

internationally disseminated ideas have had on the changing attitudes of 

elites and on the evolution of global political and economic structures . In 

particular, Marxists like Robert Cox and Stephen Gill as well as a number of 

liberal analysts including the "epistemic communities" perspective are 

leading the way in conceptualizing how ideas "matter" in international 

political economy. 

Transnational Historical Materialism 

For Marxists like Cox and Gill the impact that ideas have in 

International Relations is through the process of class formation which they 

conceive of as a dialectical interaction involving both ideas and functionally­

determined material interests emerging from the process of production.29 

Cox and Gill both argue that since the 1970s a Transnational Capitalist Class 

has been emerging as the dominant or hegemonic fraction of capital; a class 

formed both by objective changes in the process of production and also by the 

dissemination of new ideas. Indeed, their arguments are in part a response to 

the vulgar "economism" of other Marxist approaches which would negate all 

but technological and economic change in explaining the emergence of a new 

global class alignment.30 

For Cox and Gill, ideas are an important unit of analysis because they 

make a potential class a reality. Classes are seen to be social constructs built 

29see: Robert\-V. Cox, Production, Power, and World Order, (New '{ork: Columbia University 
Press, 1987); and, Stephen Gill, American Hegemony and the Trilateral Commission, 
(Camb ridge: Cambridge University Press, 1990). 

JO See for example Scott R. Bowman, "The Ideology of Transnational Enterprise", The Social 
Science Journal, Volwne 30, N umber 1, 1993, p. 49. Bowman's work, although 
superficially concerned with the role of ideas in vvorld politics, assumes that ideas are 
simply produced by Multinational Corporations to legitimate their objectively-given 
material interests. Such an approach denies the importance of ideology in defining 
what those objectively given interests are. 
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through collectiv e experience.3 1 For them, ideas and the institutions which 

propagate these ideas, are the glue that holds the Transnational Capitalis t 

class together. This is not to say that material factors such as the current 

s tructure of the economy are not crucial to class formation. Cox, for example, 

explicitly argues that the dominant group within the dominant mode of 

production w ill always have a better opportunity to exercise hegemony over 

other potential classes or fractions. However, this hegemony is not given, it 

is obtained by political struggle upon a triumvirate of transnational social 

forces: material capabilities, institutions, and ideas.32 Perhaps the best way to 

capture this dialectical conception of the link between material forces and 

ideological struggle in class formation is, " ... grounded in the proposition 

that people do make their own history, though not in conditions of their own 

choosing. "33 The bottom line is that Cox, Gill and their colleagues have 

argued that in order to conceptualize the emergent world order, examination 

must be made of the social forces of ideas (ideologies, ethics and 

intersubjective meanings) as well as the material aspects of social life.34 

\!Vithin this broadly Gramscian-inspired methodology, the disciples of 

Transnational Historical Materialism have "highlighted" a number of key 

concepts which have allowed them to develop a history of class formation 

since the end of the Second World War. These concepts include: 1) 

Hegemony, w hich is the intellectual leadership of one class or fraction over 

others; 2) Organic Intellectuals, who are the individuals who aid the 

cons truction of a hegemony through their "consciousness-raising" activities; 

and, 3) the Historic Bloc, which is understood as the combination of a 

hegemonic class with allied classes and factions cemented through 

institutionalized or constitutional links which themselves embody the 

ideology of the hegemonic class. 

Gill, Cox, and others, based on these concepts, argue that following 

\,Vorld War II a post-war Historic Bloc emerged. This Bloc was grounded in: 

31cox, Production, Power, and World Order, p. 355. 
32cox, p. 357. 
33c ox, p. 358. 
34s tephen Gill, "'Theorizing the Inte rregnum: the Do uble Movement a nd Globa l Politics in the 

1990's'·, in Bjorn Hettne, ed., International Political Economy - Understanding Global 
Disorder, (Halifax: Fernw ood Publishing, 1995), pp. 67-68. 
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... the substantial congruence of ideas, ins titutions, and policies 
among the leading capitalist nations, in a system of "embedded 
liberalism". This involved the emergence and consolidation of 
the ideology of the "mixed economy", which along with the ri se of 
the Cold \,Var, was important in the recons truction (or creation) of 
the liberal-democratic form of rule in the West and Japan.35 

This pos t war Historic Bloc was synthesized through the leadership of 

American-based multinationals, \Vall Street financial institutions, state 

apparatuses, centerist political parties united around an internationalized 

version of New Deal principles, and associated forms of capital-intensive, 

mass consumption accumulation.3 6 What is important is that in their 

analysis, this post-war Historic Bloc was rooted in both material and 

normative structures of society.3 7 

The seeds of the post-war Bloc's disintegration were inherent in its own 

structure. Transnational Capital, one of the important fractions within the 

larger Bloc, became increasingly hegemonic from the late 1960s on, and 

Transnational Capital 's greater appetite for open and deregulated markets in 

combination with technological change worked to increase its own structural 

power.3 8 It is of course implicit in their account that the increasing s tructural 

power of Transnational Capital was based not jus t on economic and 

technological changes, but also on an increasing ideological hegemony of 

Transnational CapitaJ.39 

In fact, Gill has argued that the ideology of Transnational Capital (and its 

laissez faire preferences ) has become hegemonic and as such is reconstructing 

the post-war world order into what might be described as a potential 

Transnational Capital Historic Bloc based on a shift to a neo-liberal Anglo­

American-based set of ideas. ''This neo-liberal shift involves, then, the 

growing strength and positional power of neo-liberal ideas, their application 

in the practices and organizational forms of key social institutions, and the 

reconfiguration of material power relations and a redistribution of wealth .. 

35s tephen R. Gill and David Law, "Global Hegemony and the Structural Power of Capital," 
International Studies Quarterly, (1989) 33, p. 478. 

36Gill and Law, "Global Hegemony and the Structural Power ot Capital," p. 478. 
37 Gill and Law, "Global Hegemony and the Structural Power of Capital," p. 478. 
38Gi!l and Law, "Global Hegemony and the Structural Power of Capital," p. 480. 
39Gi11 and Law, "Global Hegemony and the Structural Power of Capital," pp. 480-481. 
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.".40 According to his argument, these neo-liberal ideas are disseminated by 

organic intellectuals working within private Transnational-Capital based 

institutions like the Trilateral Commission and inter-governmental 

organizations like the OECD. 41 

Cox and Gill contend that Transnational Capital has been able to develop 

a hegemonic class consciousness based on these neo-liberal ideas in that 

members of this class have been "schooled" by organic intellectuals to 

understand their common interest in constructing and maintaining an 

international economic system in which they will be s tructurally 

dominant.4 2 Institutions like the Trilateral Commission, the IMF, private 

international affairs institutes, leading corporations, along with international 

media, business schools and management training programs have all helped 

to articulate an ideology which serves to socialize potential members into a 

real class consciousness. Specifically, Gill's i,vork on the Trilateral 

Commission has sought to document the role that individuals disseminating 

neo-liberal ideals within international institutions have had in the formation 

of Transnational Capital, concluding that, " ... the basic role of the 

Commission has been in internationalizing the outlook of its members . In 

this process, apart from underlying material forces, intellectuals played a 

leading role. "43 

The important point here is that Gill believes that many of the policies 

adopted throughout the world in the late 1980s favoring economic 

liberalization (in the case of this thesis, trade in services) would not have 

occurred i,vithout the ideological formulation and consciousness-raising 

activities provided by the organic intellectuals of Transnational Capital. 

While research on aspects of strategic consciousness and ideology 
formation at the elite level is in its infancy, some work has 
identified the way in which business and government leaders of 
different countries seek to develop a common outlook on the 
general conditions of existence of the international order . . . . What 
we are suggesting, however, is that during the 1970s and 1980s the 
emphasis, certainly with regard to economic policy has shifted 

40cm, "Theorizing the Interregnum", p. 69. 
41cm and Law, "'Global Hegemony and the Structural Power of Capital," p. 484. 
42cox, p. 359. 
43cm, American Hegemony and the Trilateral Commission, p. 210. 
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towards a definition of ques tions and concepts which is more 
congruent with the interests of large-scale, Transnational Capital. 44 

Thus Transnational Capital's hegemony is constructed both on a material 

basis in terms of its objective structural pow er and through its strategic class 

consciousness.45 Furthermore, the emerging intellectual hegemony and 

material pow er of this class has allowed it to begin reconstructing the post­

war Historic Bloc in ways more consistent w ith its own ideological 

preferences. 

Gill in particular has argued that the domination of Transnational 

Capital has become so complete since the late 1980s that a new phase had 

begun, which he has labeled as the "new constitutionalism". The term "new 

constitutionalism" describes the efforts of the organic intellectuals of 

Transnational Capital to develop a "politico-legal" framework for the 

reconstruction of capital on a global scale. That is, an attempt to formally 

institutionalize the neo-liberal ideas of Transnational Capital into 

international institutions or regimes which in their very s tructure and 

frameworks would then support the interests of Transnational Capital as 

ideology alone is understood to be inadequate to cement a potential 

Transnational Capital-based His toric Bloc.46 The ideological preferences of 

Transnational Capital are being written into "constitutional-like" 

international agreements which protect the power of Transnational Capital 

and curtail the authority of other sites of power. 'The new constitutionalism 

seeks to reinforce a process whereby government policies are increasingly 

accountable to International Capital, and thus to market forces. 

Sovereignties, political associations and forms of s tate are redefined to reflect 

this new categorical imperative. "4 7 Indeed: 

... a key characteristic of global politics in the last decades of the 
twentieth century is a redefinition of the role and purpose of 
government in the emerging world order. This has been a 
transnational process, involving both key elements in the s tate 
structures of the most powerful members of the G7, and drawn 
from private banks, corporations, think tanks, universities, and 

44Gi11 and Law, "Global Hegemony and the Structural Power of Capital,"_p. 484. 
45Gi11 and Law, "Global Hegemony and the Structural Power of Cap ital," p. 484. 
46Gill, "Theorizing the Interregnum," p . 78. 
47Gill, "Theor izing the Interregnum," p. 79. 
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conservativ e and liberal political policies as well as influential 
private international-relations councils such as the Trilateral 
Commission and the \,Yorld Economic Forum. 4 8 

Ins titutions such as the G7, the World Bank, and the CATT are seen as 

attempts to g ive legitimized form to the ideas of Transnational Capital, 

creating institutional structures which aid in ameliorating conflict w ithin this 

emergent His toric Bloc while protecting its s tructures from outside 

challenges. "Politically, what is occurring is a process whereby new 

constitutional and treaty arrangements are put in place to institutionalize the 

privileges of capital on a world scale - and in so doing to undermine the 

sovereignty and political autonomy of individual nation-s tates ... ".4 9 

Furthermore, the potential construction of Transnational Capital's 

hegemony into a Historic Bloc has been greatly aided, according to this 

perspective, by the absence of alternatives . In the current period one of the 

keys is the absence of a counter-hegemonic discourse or a material-structural 

basis for a potential counter-hegemonic Bloc. 50 \,Yhile there is opposition to 

the potential formation of a Transnational Capital Historic Bloc it is weak and 

disorganized, lacking both a normative, potentially-hegemonic ideological 

discourse and suffering from the weakened material basis for such an 

alternative force. This can be witnessed in the declining power of both 

organized labor and the political disintegration of the developing nations as 

an effective political force on the world stage. 

Transnational Historical Materialism and the Trade in Services Story 

Developing this his torical account of class formation into a research 

model which offers insights and predictions for the trade in services s tory is 

no simple task. There has been very little in the way of attempts to this point 

to "operationalize" Transnational Historical Materialism as a research 

methodology. Furthermore, the open-endedness of the theory reduces one's 

ability to develop testable research hy pothesis. However, based on the 

foregoing account for the rising hegemony of Transnational Capital, the 

potential formation of a new Historic Bloc, and the concepts used in this 

48cm, "Theorizing the Interregnum," p. 86. 
49cm, "'Theorizing the Interregnum," p. 72. 
50c m and Law, "Global Hegemony and the Structural Power o f Capital," pp. 486-490. 
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account, we would expect to see a number of important tendencies or 

indicators of how these processes affected the trade in services story : 

1) First, we would expect above all else to see ideas playing an important 

role in the trade in services story . As one of the basic premises of 

Transnational Historical Materialism is that ideas must be considered 

in analysis of international political economy, for this approach to 

have something useful to say that is distinct from more rational 

choice/ interest-based approaches ideas must be show n to have a 

causal impact on global political order. 

2) Second, we would expect to see evidence of organic intellectuals active 

in cooperation with the leading elements of capital, working within 

international ins titutions, attempting to define the class-perspective 

of trade in services and to make that perspective the hegemonic 

discourse ,vithin global political circles . 

3) Third, and related to the previous point, we would expect to see a clear 

congruence and interaction between the ideas regarding trade in 

services disseminated by these organic intellectuals and the broader 

neo-liberal intellectual hegemony documented by Gill and his 

colleagues. We would expect the perspective developed by these 

organic intellectuals on trade in services to closely correspond to the 

principles of the Anglo-American neo-liberal discourse and the 

interests of leading sectors within Transnational Capital. 

4) Fourth, we would expect to see evidence of Gill's "new 

constitutionalism". \Ve would expect to see evidence in the trade in 

services s tory of Transnational Capital's attempt to institutionalize its 

ideological preferences into internationally binding agreements 

which privilege its s tructural position, protecting it from outs ide 

challenges and curtailing the autonomy of states (both present and 

future) from pursuing policies opposed to the interests of 

Transnational Capital. In fact Gill himself has draw n attention to the 

GAIT negotiations as one of the principal sites of this new 

constitutionalism, "A good example of the way that conflicts in 

modern capitalism are mediated and synthesized politically is the 

GAIT negotiations, which have been almos t totally dominated by 

corporate interests (mainly from G7 countries). The major thrust of 
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the negotiations has been to reinforce the property rights and entry 

and exit options of transnational corporations."51 

5) Fifth, we would expect that the absence of a counter-hegemony might 

play a role in the apparent consensus in support of liberalizing trade 

in services via the GATT. 

Epistemic Communities - Uncertainty and the Re-construction of Interests 

While there have been a number of liberal approaches which have 

attempted to document the role of ideas in international political economy, 

the most interesting amongst these is the epistemic communities 

methodology developed by Peter Haas. Indeed, the relevance of this approach 

in this case is especially heightened due the fact that one of the major 

examples of an epistemic community identified by Haas and his colleagues 

was the collection of academics, bureaucrats and business people who 

succeeded in putting service trade liberalization on the international 

agenda.52 

Haas starts from the ontological position that individuals can learn new 

patterns of reasoning which may result in a substantial redefinition of what 

constitutes their "objective" material interests.53 Haas believes that 

international structure and domestic politics continue to be key determinants 

of global politics. However, under conditions of uncertainty, he contends that 

policymakers must rely on expert advice and new ideas to define what their 

interests are. Thus, Haas's argument in its simplest form is that in some 

instances interests are reconstructed through the dissemination of new 

beliefs. 

To try to provide a model as to how this reconstruction occurs, Haas 

developed the concept of an epistemic community. "An epistemic 

community is a network of professionals with recognized expertise and 

competence in a particular domain and an authoritative claim to policy 

51cm, "Theorizing the Interregnum," p. 71. 
52William J. Drake and Kalypso Nicolaidis, "Ideas, interests, and institutionalization: "trade 

in services" and the Uruguay Round", International Organization, 46, 1, Winter 1992, 
pp. 37-100. 

53Peter M. Haas, "Introduction: epistemic communities and international policy coordination", 
International Organization, 46, 1, Winter 1992, p. 2. 
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relevant knowledge within that domain or issue area."54 Epistemic 

communities are abs tract social collectivities, not formal organizations - they 

are discernible only by their shared normative and causal beliefs and by the 

common issue area to which they devote their activities. For Haas, 

"Epis temic communities are less a "new" international actor or unit of 

analysis than they are a vehicle for the development of insightful theoretical 

premises about the creation of collective interpretation and choice. "5 5 

It is Haas 's belief that when doubt or uncertainty arises amongst policy 

makers due to some underlying structural change, epis temic communities 

committed to new ideas may exert a great deal of influence over the design of 

new policies by providing actors with new insights as to the "true" nature of 

global politics and w hat their new interests as decision makers are in this 

changed environment. Assessing the impact of ideas on global politics is 

somewhat simplified then by identifying conditions of uncertainty and the 

existence of a policy-specific epistemic community. 

However, acknowledging that his work represents an attempt to find a 

causality for ideas as a determinant of global politics, it is the opinion of this 

author that it is not adequate to capture the full scope of how ideas construct 

interests, and therefore the method may not be an accurate guide to how ideas 

mattered in the case of serv ices.5 6 This theoretical shortcoming will be 

apparent below . Nevertheless, this work deserves consideration. In 

particular, the concept of uncertainty merits further exploration. As Haas 

rightly points out, w here there is uncertainty objective interes ts cannot be the 

54H 3 aas, p .. 
55Emanuel Adler and Peter M. Haas, "Conclusion: epis temic communities, world order, and the 

creation of a reflective research program·, International Organization, 46, 1, Winter 
1992, p. 368. 

56o ne of the major consequences of Haas's approach is that he assumes that epistemic 
communities and their ideolog ical effects a re issue-specific. As a result, his approach 
seems to preclude the possibility that broader ideological currents may have an effect 
on the principled or causal beliefs of the epistemic community as a w hole or on how 
readily other actors accept the issue specific pronouncements of the epistemic 
community. For example one issue tha t will be crucial to my own assessment of the 
usefulness of Haas's method will be that of how the consensus in support of service 
sector liberal iza tion relates to the general movement towards a more nee-liberal or 
laissez-faire se t of ideals by international elites o n a w hole range of policy areas. If it 
is the case tha t the broad commitment to liberalizatio n played a part in affecting the 
preferences of b oth policy makers and business leaders in regards to the liberalizatio n 
of services then Haas 's method would appear to be flawed because it would seem to 
preclude such a process. In any event, this will be taken up in more detail below. 

29 



direct causal determinants of policy outcomes because it is difficult for actors 

to know what their interests "really" are. 57 Thus the concept of ideas as a 

"s tand alone" causal variable in determining international order may be most 

vis ible and therefore most tes table under such conditions. The logic of 

applying the model to a case study of trade in services should become obvious 

in Chapter 2 \,vhen the level of uncertainty surrounding the issue will be self 

evident! 

William J. Drake and Kalypso Nicolaidis, working in cooperation with 

Peter Haas, attempted to apply the epistemic communities methodology to 

the case of services in a very good article tittled "Ideas, Interests, and 

Institutionalization: "trade in services" and the Uruguay Round". In its 

simplest form their argument was that "trade in services" would never have 

got on the agenda, or even less written into the final agreement of the 

Uruguay Round, had it not been for the activities of a trade in services 

epistemic community . According to them this loose coalition of intellectuals, 

trade policy makers, and business leaders, succeeded in redefining how 

international exchange in services was conceptualized in light of their 

arguments that the entire service sector was going through a process of 

globalization: 

Governments would not have confronted this choice if new ideas 
had not emerged. True, there were by the mid-1970's powerful 
U.S. based TNC's that wanted greater freedom to sell services 
abroad in what were heavily regulated markets . But states could 
have managed these pressures by adopting regulatory rules on an 
industry-by-industry basis. It was only when analysts showed that 
diverse cross-border, transactions in telecommunications, finance, 
management consulting, cons truction, and so on had the 
common property of constituting "trade" that comprehensive 
liberalization on a pan-indus try basis became an issue on the 
global agenda.58 

Their argument was that at the same time as service industries were 

globalizing, which raised new issues resulting in a great deal of uncertainty, a 

relatively small group of intellectuals began to argue that this process of 

globalization meant that services were now being traded across borders much 

57 Adler and Haas., p. 14. 

58Drake and Nicolaidis, p. 38. 
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like goods and because of this, such "trade" could be liberalized by using 

GAIT structures to reduce trade barriers. 

When this discourse or "trade in services argument" first arose, 

governments had no idea whether comprehensive liberalization would be 

good. "If anything their existing intellectual frameworks and material 

interests pointed in exactly the opposite direction. Services had been 

regulated heavily for centuries and state institutions and organized social 

constituencies opposed to open competition were embedded deeply in 

domestic politics."59 According to Drake and Nicolaidis, "It took a 

fundamental change of the mind-set of all parties involved to believe that the 

long-term benefits of trade liberalization could outweigh the substantial 

adjustment costs and risks involved."60 Interested parties would have to 

believe that services were traded, that they were being exported on a 

previously unheard of scale, and as such that if liberalized, services 

specialization (aside from being welfare-maximizing according to trade 

theory) could allow many companies and countries to expand their exports of 

such services. In short, all those involved would have to come to see services 

as logically falling within the trade policy discourse.61 This change in 

mindset paved the way for an international consensus in support of services 

trade liberalization and, according to Drake and Nicolaidis, this change was 

the direct result of an epistemic community's redefining the way those 

involved conceptualized their own interests in an environment of 

uncertainty. 'The shift to a trade discourse was a revolution in social 

ontology; It redefined how governments thought about the nature of services, 

their movement across borders, their roles in society, and the objectives and 

principles according to which they should be governed."62 

Epistemic Communities and the Trade in Services Story 

Within this approach there are several key assumptions made by Drake 

and Nicolaidis in accordance with the epistemic communities model which 

59Drake and Nicolaidis, p. 38. 

60Drake and Nicolaidis, p. 38. 
61As will be shown in Chapter 2, this was no easy task given the problems with these 

assumptions. 
62orake and Nicolaidis, p. 38. 
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require examination if the model's account of the trade in services s tory is to 

be viewed as helpful or accurate: 

1) First, we would expect to see clear evidence of a substantial structural 

change occurring within the services economy . Since the method 

assumes that an epistemic community 's ideas redefine actors beliefs 

only in an environment of uncertainty, uncertainty being produced 

by structural change, we would assume there to be a clearly visible 

revolution occurring in the service economy if the ideas produced by 

the epis temic community were to have any substantial effect. 

2) Second, and related to the previous point, we would expect that the 

ideas produced by the epistemic community are rational responses to 

this uncertainty or structural change. Since the approach assumes 

that members of the epistemic community are rational problem­

solvers and the ideas propagated by an epis temic community 

according to the methodology are rational responses to the 

underly ing structural changes producing the initial uncertainty, we 

would expect the ideas themselves to be a rational response to that 

structural change. In point of fact, Drake and Nicolaidis believe that 

the "trade in services argument" is jus t such a rational value-neutral 

response to a changing environment.63 

3) Third, based on Peter Haas's own work and that of Drake and 

Nicolaidis we would expect that the ideas produced by the trade in 

services epis temic community would be "issue specific". \,Ve would 

expect the ideas to be stand-alone responses to the changes within the 

service sector rather then the product of broader intellectual currents. 

Also we would expect those idea's success in changing actors ' 

attitudes to be due to their success as responses to the problems of 

uncertainty within the service sector rather then due to their linkage 

to other ideas. 

4) Fourth, we would expect to see clear evidence of the activity of an 

epistemic community dedicated to the trade in services issue. We 

would expect to see a discernible group of intellectuals, policy makers, 

and international business leaders sharing a common set of 

63orake and Nicolaidis, pp. 39-40. 
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normative and causal beliefs working to redefine how other actors 

conceptuali ze the international serv ices economy. 

5) Fifth, according to the approach, an epistemic community 's influence 

depends heav ily on its access to top policymakers. Thus we would 

expect to see a number of high level policy makers either influenced 

by or active in the epistemic community . 

6) Sixth, based on the epistemic communities method, such 

communities are normally split into two discernible tiers, the fir st 

being directly "interested" parties (business people, politicians and 

policy makers) the second being comprised of more "purely 

intellectual parties" such as academics. The organizational 

independence and "impartiality" of the latter, according to the 

approach, helps to legitimize the views of the former and thereby 

plays an important role in the acceptance of the ideas by those outside 

of the epis temic community. Thus, we would expect to see evidence 

of this process at work. 

Testing the Relative Merits of Transnational Historical Materialism and 
Epistemic Communities in Explaining How Ideas Matter 

The basic argument of this thesis is that explaining how trade in services 

got on the international agenda requires some account of the dissemination 

and causality of ideas - structural factors are not enough. However, as already 

mentioned there is a second goal, that of comparing and contrasting the 

relative utility of Transnational Historical Materialism and the epistemic 

communities methodology in adding to our understanding of just how ideas 

mattered in the case of trade in services . As such, it would seem useful to 

highlight the key areas of agreement and disagreement of the two ideational 

approaches . 

At a broad level there are many areas of similarity . Both of these models 

attempt to integrate a causal role for ideas into accounts of international 

political economy. As well, the twin concepts of "organic intellectuals" and 

an "epis temic community" are not effectually dissimilar in hmo they would 

be observed. In Chapters 3, 4, and 5 the loose coalition of organizations and 

individuals which created the trade in services argument and disseminated 

this gospel, helping to pave the way for the inclusion of services into the 
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GAIT, will be described in some detail. Aspects of this campaign might fit 

either category and validate either methodology. However, there are several 

significant differences (other than the obvious normative issues) between the 

two approaches which relate directly to their evaluation as useful ana]ytical 

models in this case. These areas of theoretical disagreement centre mainly on 

the two approaches' alternative explanations of where ideas come from and 

what motivates their acceptance. 

Firstly, while Haas and his colleagues see the rise of new ideas as a 

response to "uncertainty" which provides a discursive opening for the 

redefinition of interests, Gill and Cox's approach in general would contend 

that the rise of new ideas is related to the hegemonic ambitions of a particular 

class or class fraction and, as such, ideas themselves are an aspect of political 

struggle rather than a purely-intellectual, scientific-like response to 

uncertainty. In short, the "epistemic communities" argument almost 

completely abstracts the "new ideas" from material interests while Gill and 

Cox's methodology would seek to link these new ideas to material interests, 

even if this link cannot entirely explain the dominance of such ideas. The 

explanation for their dominance lies elsewhere in the consideration of 

hegemony and the role of organic intellectuals in constructing such a 

hegemony. 

The related research question for this thesis is whether the consensus in 

favor of liberalizing trade in services, was simply a rational response to a 

changing environment, or perhaps related to the hegemonic ambitions of 

one fraction of capital. This question can be explored in several ways. In 

Chapter 2, the underlying level of structural change, or globalization, in the 

service sector will be explored. Obviously, for there to be uncertainty, 

requiring rational problem-solving solutions something must have been 

changing. Services must have been globalizing. As well, in Chapter 3, the 

actual story of how the idea first emerged, who created it, and why it was 

initially so popular, will be documented with an eye towards evaluating 

whether this process was a value-neutral response to problems posed by 

uncertainty or related to Transnational Capital's hegemonic ambitions. 

Secondly, while Cox and Gill's method places the impact of ideas at a 

fairly general level, Haas and his colleagues assume that the ideas spread by 

an epistemic community are issue-specific recommendations. As a result, 

one of the crucial questions in evaluating the relative merits of these 
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approaches w ill be to examine what has motivated the general support for 

liberalization of services in government and business circles. Was it a broad 

ideological commitment to liberalization across a range of issues, a general 

ris ing tide of neo-liberalism, which was played-upon by advocates of service­

sector liberalization (this would correspond to Cox and Gill 's approach) or 

was it the result of a broad adherence to the issue-specific recommendations 

of a trade in services international epistemic community? More clearly put, 

have individuals and groups adopted the idea because it fits into their beliefs 

about the merits of liberalization in any area or because they have been 

intellectually convinced of the merits of the specific policy by an epistemic 

community? This area of disagreement will be explored at a number of 

junctures . 

Outlining the Chapters to Follow 

As already mentioned, Chapter 2 will make the case against the 

possibility of a purely structural approach producing a viable account of the 

consensus in support of trade in services liberalization. It also assesses the 

trade in services argument's own merits, exposing problems with its basic 

assumptions and highlights the degree to which the concern really had more 

to do w ith barriers to investment than barriers to trade. However, the most 

important point to be drawn out of Chapter 2 is that despite the fact that so 

many who have written about trade in serv ices have assumed that the 

volume of this trade was skyrocketing - that services was going through a 

massive process of globalization - this was simply not the case. In fact, trade 

in services as percentage of global trade actually declined in the period leading 

up to the decision to include negotiations on services in the Uruguay Round 

of the GATIJ64 Obviously, such being the case, any argument that the 

international consensus that trade in services should be liberalized via the 

GAIT was the simple product of a s tructural change in the international 

economy which had altered the material interests of service sector companies 

would seem to be a non-starter. Any explanation for how and why the 

64Mario A. Kakabadse, International Trade in Services: Prospects fo r Liberalization in the 
1990s, (London, Atlantic Institute for International Affairs: 1987), p. 25. 
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consensus in support of the liberalization of trade in services emerged must, 

therefore, deal, at least in part, with the spread of new ideas . 

\Vhile Chapter 2 sugges ts that narrowly-structural approaches are not 

much help in explaining trade in services liberalization, Chapters 3, 4 and 5 

make the case for the importance of the dissemination of ideas in helping to 

produce the consensus in favor of liberalizing trade in services. Chapter 3 

explores the origins of the trade in services argument itself, where it emerged, 

how and why it quickly gained adherents, and why early attempts to liberalize 

trade in services failed. The key issue in Chapter 3 will be to compare and 

contrast the narrowly-structuralist and the two ideational approaches' 

explanations for where new ideas come from. In Milner's approach they 

come from interes ts alone From the epistemic communities perspective they 

are a response to uncertainty . From the Transnational Historical Materialism 

perspective they are a product of the hegemonic ambitions of particular 

factions or classes . 

Chapter 4 explores the spread of support for the trade in services 

argument from its early adherents in the United States and Britain to the 

majority of Advanced Capitalist States. It makes the case for the importance 

of ideas in this process arguing that the "trade in services argument", 

successfully convinced all those interes ted in international trade negotiations 

from these nations that: 1) services were being traded internationally; 2) such 

trade was subject to trade barriers that should be liberalized; 3) liberalization 

efforts should be focused on the GA TT ; and 4) such liberalization was in all 

parties ' interests despite the evidence that only a small number of firms and 

an even smaller number of nations actually benefited from existing trade in 

services . It is this "trade in services argument", its attendant basic 

assumptions, and its widespread dissemination and acceptance by Advanced 

Capitalist States in the period leading up to the Uruguay Round that at leas t 

in part explains why a consensus in support of liberalizing exchange in 

services through the GATT emerged. In order for national trade negotiation 

teams and business communities, outside of those small numbers of firms 

and countries that actually benefited from international exchange in services, 

to endorse its inclusion in the GA TT they first had to accept these ideas that 

services were in fact tradable, being traded on a wider scale then previously 

possible, and as such that liberalization could provide them with new 

opportunities for exports through specialization in service industries . This is 
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what large service-deficit industrialized nations like Japan and Canada would 

come to believe - despite evidence that these points were simply incorrect. 

Chapter 5, which examines the struggles at the Uruguay Round itself 

over the issue, mainly deals with the oppos ition of the developing nations 

and once again highlights the importance of ideas. I argue that it was the 

eventual acceptance of the trade in services argument by the developing 

nations which cleared the way for the institutionalization of services 

liberalization into the GAIT. 

The concluding Chapter will attempt to tie the evidence gathered from 

this case s tudy to the general hypothesis that "ideas matter". The argument of 

this thesis is that the broad consensus in most countries in support of trade in 

services liberalization which the final text of the General Agreement on 

Trade in Services (GATS) section of the GAIT embodies, cannot be explained 

by attention to material factors alone. Some causality must be attributed to 

the international dissemination of ideas if we are to understand both whv the , 

issue got on the international agenda and why there was not more opposition 

to the move, given the disparity of material benefits emerging from services 

trade. As well, the author will attempt to offer some conclusions on the 

relative utility of the two principal theoretical approaches outlined in Chapter 

1 in explaining the move towards services liberalization. 
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Chapter f:1 2: The Trade in Services Argument - The Changing Structure of 
International Exchange in Services? 

"After an arduous journey of four years from Venice to Shang-Tu 
near modern Peking, Marco Polo arrived in 1275 at the court of 
Kublai Khan, the :ivfongol Emperor of China . He brought the 
Emperor glass and jewelry produced by Venetian craftsmen and 
letters from the Doge of Venice and from Pope Gregory VIII in 
Rome. He also brought along something even more important to 
Kublai Khan, knowledge and professional skills, and for the next 
seventeen years Marco Polo worked for Kublai Khan as an advi sor 
and emissary before returning to Venice in 1292." 

Geza Feketekuty, Office of the USTR, 198665 

For Geza Feketekuty, often given the title of "the father of trade in 

services" in his role within the United States Trade Representative's office of 

promoting the issue internationally, the story of Marco Polo represents that 

of an entrepreneur exporting services . For him, trade in services has exis ted 

for as long as tribes, villages, or cities have traded and vis ited with each other, 

"As people traveled, they carried skills, knowledge, information, and artis tic 

talent from one country to another. Scientists, engineers, astronomers, and 

experts on many other subjects have traveled to other countries since time 

immemorial, offering their advice to foreign kings and merchant princes ."66 

Feketekuty and other advocates of the liberali zation of international service 

transactions hav e been confronted by the problem, however, that because 

these transactions w ere proportionately s mall they were often ignored as a 

dis tinct types of economic activity . In short, while trade in services may have 

existed from time immemorial, it has not always been recognized as such. 

For people like Feketekuty this has become an increasingly problematic view 

as the technological revolution in communications and transportation since 

the end of the Second \,Vorld \,Var has resulted in an equally significant 

revolution in the possible scope for these type of transactions . That is, 

65Geza Feke tekuty, International Trade in Services - An Overview and Blueprint for 
Negotiatio ns, (Washing ton: Ame rican Enterprise Ins titute /Ballinger, 1988), p. 37. 

66Feketekuty, International Trade in Services, p. 39-9. 
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technological change potentially allows services trade to be conducted on a 

global scale in a way that was never possible in the past. In fact advocates of 

liberalization assume that, enabled by this technological change, services trade 

has indeed gone through a massive globalization process apparently 

comparable in scope to the industrial revolution itself!6 7 

Advocates of liberalization of trade in services all share this assumption 

that there has been a technologically-determined globalization occurring in 

the service sector.68 Many of them in fact have concluded that this 

technological change has not just enabled but has actually directly forced a 

globalization of service industries through the dynamic of international 

competition.69 From the perspective of people like Brigid Gavin service 

industries like banking have "gone international" due to consumer demand 

and technological changes. In either case all proponents of liberalization were 

in agreement that the pace of globalization, although significant, was being 

impeded by barriers to these type of transactions. Basing their arguments on 

the assumption that a technological revolution had facilitated an 

internationalization of services transactions beginning in the 1970s, analysts 

argued that "trade in services" must therefore be liberalized to continue to 

promote economic growth through expanding service exports. 

In simplest form the various advocates of service trade liberalization 

were argumg : 

1) that there had been a revolution in the potential scope for international 

"trade in services"; 

67Feketekuty, International Trade in Services, F· 41. Richard A. Walker has dealt at length 
with the problems of classification and definitional bounda1ies inherent in this 
"service economy thesis" so rigidly adorted by Feketekuty and other services trade 
liberalization proponents. He argues that this oft-repeated assumption that society is 
moving through a transition from an industrial-based economy to a "service" or "post­
industrial" economy similar in scope to the changes of the industrial revolution is 
simply incorrect and based on an unwillingness to actually explore the concepts and 
assumptions of this vie,v. This Chapter will show that the "trade in services thesis", 
which is a small but related argument to the one touched on by \rValker, suffers from a 
sim.ilar lack of critical rigor. See. Richard A. Walker, "Is There a Service Economy? 
The Changing Capitalist Division of Labor", Science and Society, Vol. XLIX, No. 1, 
Spring 1985, pp.42-83. 

68see for example, Joan Edelman Spero, "Trade in Services: Removing Barriers", f0 Winter 
1983, p. 17. 

69cavin, Brigid, "A GA TT for International Banking," March/ April 1985, Tournal of World 
Trade Law, p. 123. 
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2) that this revolution in "trade in services" had made international 

exchange in serv ices analytically the same as international merchandise 

trade; 

3) that this type of economic activity vvas as a result growing rapidly, 

challenging the importance of manufacturing trade in many countries; 

and, 

4) that because of these factors it should be liberalized under the aegis of 

the General Agreement on Tariffs and Trade (GAIT). 

These four points cumulatively embody the basic "trade in services 

argument". It is this argument and its attendant assumptions which by the 

late 1980s would be the dominant international view amongst business 

leaders and trade policy makers when they thought about exchange in 

services. 

This chapter will empirically expose the key problems with this 

argument: that analys is of how services are actually transacted internationally 

and the statistical evidence of such trade show that most services exchange is 

analytically not similar to trade and, more importantly, that the revolution in 

the scale of international trade in services was grossly overestimated by 

proponents of liberalization. That is, the assumption which emerged in the 

1970s and became the dominant international view after 1986 that "trade in 

services" had gone through a revolution apparently equal in scope to the 

Industrial Revolution is at best empirically uns upported and at worst 

completely incorrect. However, the point of this chapter is not merely to 

engage these assumptions, exposing their highly contested nature, per se; 

rather, it is also to show that because of the empirical evidence about the 

actual s tructure of international exchange in services, theoretical approaches 

to the s tudy of International Political Economy which rely on purely 

structural analysis would seem to be a non-s tarter in explaining the level of 

international consensus which emerged around trade in services 

liberalization by the late 1980s. In particular, Milner's attempt to reduce all 

questions of the international attitudes towards liberalization and 

protectionism to the degree of globalization of economic actor's interes ts 

while claiming to control for all other non-s tructural factors is particularly 

problematic due to the simple fact that the service sector had not gone 
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through any profound process of globalization in the period leading up to the 

Uruguay Round. This argument will be developed throughout this chapter. 

1) Epistemic Communities, Transnational Historical Materialism and the 
Changing Struchue of International Exchange in Services 

As noted there are several areas of disagreement between Haas's 

epistemic communities approach and Gill and Cox's Transnational Historical 

Materialism in conceptualizing how ideas matter in international political 

economy. The first of these theoretical disagreements centered on how these 

"ideational" approaches link back to consideration of changes in structure. 

For Haas's approach this is accomplished through the concept of uncertainty. 

Haas, while believing that international structure continues to be a key 

determinant of global politics, argues that under conditions of uncertainty, 

which is produced by some underlying structural change, actors must rely on 

expert advice and new ideas to define what their new objective interests 

are. 70 Thus structural conditions or, perhaps better put, structural changes, 

are very important for Haas in creating the intellectual uncertainty that opens 

the door for the causality of an epistemic community's ideas. Furthermore, 

the ideas of the epistemic community are assumed to be rational problem­

solving responses to that same uncertainty. 

On the issue of uncertainty then, the link between structure and ideas, 

Haas's approach as employed by Drake and Nicolaidis in regards to trade in 

services accepts the arguments of proponents of liberalization that 

technological change had produced a revolution in services trade. This 

revolution produced the necessary analytical "uncertainty" to open the door 

to the new ideas about the tradability of services, thereby altering the very 

thinking of important actors about exchange in services. As such, the 

evidence below that there was no such revolution would suggest that this 

way of conceptualizing the link between ideas and structural change at least 

in the case of services is problematic. Also, the data below suggests that the 

ideas of the trade in services argument, was not rational responses to 

uncertainty but a set of contestable normative commitments. Indeed, this 

may be the biggest blind spot in the epistemic communities methodology in 

that its failure to problematize the way ideas may often define reality as 

70Haas, p. 2. 
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opposed to simply reflecting reality means that the approach might, as in the 

case of services, simply fail to capture the actual causality of ideas. In short, 

the approach fail s to ask the question of whether a new set of beliefs or a new 

way of conceptualizing something is simply a rational response to objective 

structural change or if it is a normative value-laden set of ideas . Drake and 

Nicolaidis, apply ing the methodology as set out by Haas fail to question the 

ideas of the trade in services argument itself and, as such, fail to grasp both 

the contestable nature of those ideas and also just how important the 

dissemination of these ideas were in the case of the services s tory. 

Assessing the usefulness of how Transnational Historical Materialism 

conceptualizes the link between ideas and changing structure is somewhat 

more difficult since no attempt to apply the approach to trade in services has 

been made in the past. However, this approach also attempts to assert the 

importance of both ideas and structurally determined interests in 

international political economy. The links between these two forces are open 

ended - that is, the link between possible changes in the social order of 

production and changing ideas has no one way causality. Instead, both are 

aspects of political slTuggle. From Gill and Cox's perspective a change in class 

structure could be the result of changing ideas, a change in the order of 

production due to technologically-determined globalization~ or both. As 

such, when examining the structure of international exchange in services, 

there is no hard and fast rule emerging from this perspective as to what 

structural conditions would be expected to explain the eventual level of 

consensus in support of liberalization. However, there are some important 

existing structural conditions in the serv ice sector which, when considered in 

light of the following chapter's history of the issue, may help to validate the 

Coxian approach and its emphasis on the importance of organic intellectuals 

and intellectual hegemony in class formation. That is, the trade in services 

argument, although not produced as an intellectual jus tification for the 

objective material interests of multinational service companies, nonetheless 

served those interests and any account of its popular acceptance amongst 

elites which neglected that fact would be inaccurate. 

The basic overarching argument of Gill's Trilateral Commission was to 

stress the degree to which in the contemporary period a particular fraction of 

capital - Transnational Capital - has increasingly exercised an intellectual 

hegemony over capital as a whole. As such, the important structural issue 
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for this Chapter in regards to Transnational His torical Materialism might not 

be so much the degree of overall globali zation within the services sector but 

the degree to which the internationalization of services that does exist is 

heavily dominated by only a handful of multinational companies. This 

structure helps to explain why leading international service companies had 

an interest in liberalization and played an important role in putting it on the 

international agenda, but it does not help to explain the broad level of 

consensus which eventually emerged. The fact that liberalization of services 

trade ,,vould probably serve only the material interes ts of a handful of 

corporations, perhaps even to the detriment of the majority of the world's 

service firms which benefit from existing regulatory frameworks, would seem 

to suggest the need for any account of the overall level of consensus in 

support of liberalization to be based at leas t in part on consideration of the 

intellectual hegemony of leading elements of Transnational Capital over 

capital as a whole. 

In any event, it w ould seem logical to begin with an account of the "trade 

in services argument" itself. 

2) Defining Trade In Services 

Traditional Thinking About Trade in Se1vices 

According to Feketekuty at the USTR, 'The power of ideas to shape 

public perceptions of policy issues and even to shape public perceptions of 

reality has been amply demonstrated with respect to services. Old ideas about 

services, distilled by economists and social theorists many years ago, have a 

powerful hold on public perceptions about both the productivity and the 

tradability of services."71 Unfortunately, for Feketekuty and other advocates 

of service trade liberalization, many people outside of the trade policy 

community influenced by "old ideas" have continued to think that services 

are largely an unproductive activity and that services are not tradable. 

Services have always suffered from a degree of intellectual scorn from 

economists and policymakers. This lack of regard probably began with Adam 

Smith and his prejudice against services, labeling them in The VVealth of 

71Feketekuty, International Trade in Services, p. 59. 
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Nations as unproductive and "a burden on society".72 Thus, from the origins 

of modern economics the distinction between goods and services was to a 

certain degree based on a distinction betvveen productive and un-productive 

forms of economic activity. Because of this long-s tanding prejudice against 

non-manufacturing based production, services were not even identified as a 

sector of economic activity until 1939.73 vVhen services were discussed at all 

they were simply categorized as every thing that was not manufacturing or 

agriculture, thus no comprehensive policies relating to services as a distinct 

sector with similar service-sector-like-characteris tics existed . 

One of the consequences of this prejudice and lack of analysis of services 

as a sector is that this translated into a similar blindness to international 

transactions in services. Cross-border exchanges in services were simply 

treated as economic invisibles when not subject to an international sectoral 

regime.74 Little systematic thought or economic analysis was given to such 

exchanges . Furthermore, because exchange in services was not thought of as 

a single sector of activity, individual service areas which happened to be 

rendered internationally were often subject to industry-specific international 

regulatory agreements such as the International Telecommunications Union 

or the Chicago Convention of the ICAU rather then any broad service-sector 

regime in the way that the GAIT covers manufacturing trade J S Indeed, one 

of the more significant contributions of those who began to study services 

trade in the 1970s with an eye towards liberalization was their success in 

getting trade policy negotiators to think of trade in services as a single sector, 

as a group of activ ities with similar economic characteristics, despite the fact 

that much analysis shows that services did not have s imilar sectoral 

characteristics. Some services were traded somewhat like goods and most 

were not, and y et advocates of liberalization succeeded in promoting 

international dialogue about liberali zing "services" trade as if they were one 

homogenous type of activities in the way that trade in goods are. Giv en that 

industries were lumped into the services category in the firs t place because 

72<2uoted in Feketekuty, International Trade in Services, p. 60-62. 
73Deepak Nayyar, "The Political Economy of International Trade in Se rvices,., Cambridge 

Tournal of Economics, 12, June 1988, p. 280. 
74orake and Nicolaidis, p . 44. 
75Murray Gibbs, "Continuing the International Debate on Services," (1985), Journal of\.'\' orld 

Trade Law, p. 199. 
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they were simply residuals or leftovers that did not fit elsewhere, this 

intellectual move is interesting in itself. 7 6 

Throughout the post war period there seems to have been little interest 

in liberalizing international exchange in services (the term "trade in services" 

did not appear until 1973 when advocates of liberalization coined the 

concept). There were some calls for liberalization of invisible transactions: 

The OECD convention of 1960 called broadly for the elimination of 
obstacles to the "exchange" of services, yet subsequent instruments 
with more explicit language dealt primarily with the treatment of 
foreign direct investment (FDI) and payments. Similarly the Treaty 
of Rome endorsed the "free movement" of services among member 
states of the European Community (EC), but the EC Commission 
did not begin to develop and enforce detailed "trade" rules until the 
launching of the 1992 program.77 

Calls for liberalization of invisibles and demands for liberalized rules of 

establishment through investment in foreign markets such as these were 

largely ignored, suffering from both a lack of enthusiasm and often outright 

opposition. 7 8 

Additionally, in the heady days of sustained growth and rising prosperity 

based on manufacturing the historical prejudice against services in classical 

economics was further enhanced by the visible evidence of the low rates of 

pay and status accruing to the majority of those who worked at the bottom 

end of the wage scale in service industries. Perhaps even more importantly, 

were the historically low levels of productivity growth in services relative to 

manufacturing in the post-war years.79 As a result, categorizing exchange of 

services as trade in "invisibles" in balance of payments statistics seems to 

have been appropriate. Exchange in services was both categorically and 

intellectually "invisible". 

These assumptions about international exchanges in services had 

become increasingly unacceptable according to Feketekuty and other 

proponents of liberalization, because they failed to recognize the fact that 

76Jonathan David Aronson and Peter F. Cow hey, Trade in Services: A case for Open Markets, 
(v\lashington: American Enterprise Institute, 1984), p. 3. 

77orake and Nicolaidis, pp. 44-45. 
78Pascal Petit, Slow Growth and the Service Economy, (London: Frances Pinter, 1986), p. 107. 
79Feketekuty, International Trade in Services, p. 63 . 
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services were being traded in analytically similar ways to goods, that such 

trade had grown out of all proportions, and most importantly that the old 

thinking cut against the interests of those firms engaged in this "trade": 

A model of the world economy that does not accommodate trade in 
services has become increasingly unacceptable to enterprises selling 
services. These enterprises do not see a fundamental distinction 
between the sale of services and the sale of manufactured goods to 
customers in other countries; yet they see governments spending a 
great deal of effort in reducing foreign barriers to the sale of 
manufactured products and very little effort in reducing foreign 
barriers to the sale of services. The only obvious difference is that 
the sale of manufactured products to foreigners has been called 
trade and the sale of services to foreigners has not been called trade. 
It is therefore natural for them to ask why the sale of services to 
foreigners should not be considered a form of trade and given equal 
treatment by governments. 80 

Those who fail to support the efforts of Feketekuty and others were then 

viewed as the prisoners of old ideas who failed to grasp the new reality. "A 

revolution in human thought was required in order to develop both the 

means and the will to identify and measure the growing trade in services. 

That revolution in thinking has only begun, and it may be some time before 

public perceptions have adjusted to the new economic realities."81 The 

problems with this view, however, is that most international exchanges in 

services are not analytically similar to trade in goods, that there are also 

significant functional differences between types of service transactions which 

make a sectoral definition extremely difficult and lastly that, while 

theoretically technological change has made some types of international 

exchange in services more likely, a revolution in the volume of this trade 

had not occurred by the late 1980s. 

Conceptualizing "Trade in Services" 

The term "trade in services" seems a contradiction, 'The word trade 

connotes getting something from here to there. The word services, 

interpreted through the prism of daily life, evokes an image of an activity that 

80peketekuty, International Trade in Services, p. 70. 
81Feketekuty, International Trade in Services, p. 72. 
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is bounded by the here and now, an activity that requires producers and 

consumers to be al the same place at the same time."82 Intuitively then: 

The term trade in services thus seems an oxymoron, a term that 
contains an internal contradiction. The impression that trade in 
services is not really possible, and if possible could not be very 
large, is not merely an opinion of uninformed people. Until 
recently, this was the opinion of most government officials, 
professors of economics, and business executives, even those 
who were making a living selling services to foreigners.83 

As I have already pointed out the term was not coined until the 1970s. 

Despite its frequent use since then, discussion of trade in services remains 

somewhat conceptually nebulous, lacking any overall analytical clarity of 

what is actually meant by "trade in services", "In the absence of a developed 

'theory' of frade in services, the theory of trade in goods has often been 

applied on an ad hoc basis. This follows from the suggestions by some 

economists that international trade in services is the same from an analytical 

point of view as trade in goods. "84 In general, those who support the 

liberalization of international services transactions use the term in a way that 

covers all service transactions including internationally-provided services 

that are delivered through foreign investment, while others in the minority 

argue that only some services are traded in analytically similar ways to trade 

in goods and therefore justifiably merit being included under the category of 

"trade in services". The important issues for this section are then to examine 

how services are transacted internationally, if and what types of services are 

traded, and the relationship between services trade and foreign investment. 

Notwithstanding traditional prejudice agains t services in classical 

economics, the only way analysts have been able to define services to date is 

by outlining how they are different from goods . For services, "First, the 

production of the service and its consumption are, as a rule, simultaneous, 

and second, the producer and the consumer must interact with each other. "8 5 

Goods on the other hand can be produced, they can be s tored and they can be 

82Feketekuty, International Trade in Services, p. 1. 

83Feketekuty, International Trade in Services, p . 2. 
84Gary P. Sampson and Richard H. Snape, " Identifying the Issues in Trade in Services," The 

World Eronomy, 1985, p. 171. 
85Nayyar, "The Political Econo rny of International Trade in Services", p. 280. 
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transported across borders. Because they can be transported, trading goods 

does not require that the producer move to the country of the consumer or 

that the consumer move to the producer, the only thing that necessarily 

moves between the two countries are the goods themselves. 

This analysis actually can be traced right back to Adam Smith who 

argued that the principal dis tinction of a service from a good is that a service 

di sappears at the moment of its consumption. 8 6 Richard \Valker has argued 

against this categorization (Indeed, he rightly points out that many goods 

disappear at the moment of consumption!) in that a more critical analysis 

shows that many services are like goods, or are ancillary to goods production 

and as such the divide between goods and services in contemporary analysis 

is both arbitrary and misleading. Despite his argument, however, since the 

important issue for this section is the question of the applicability of trade 

concepts to international exchanges in serv ices the important dis tinction is 

not so much to be found by exploring production, as 'Walker suggests for a 

solution, but in how international transactions in goods and services are 

functionally undertaken. As such, this author will not dig deeper into the 

problems of distinguishing the production of goods from the production of 

services other then to note that indeed the divide is not perishability as the 

drift of Adam Smith's analysis suggests, but rather, transportability, in the 

case of international exchange in goods and services. 

Since goods can be s tored, unlike rnos t services, they can be shipped from 

one country to another. Traditionally, international trade liberalization 

agreements have focused their efforts almos t exclusively on removing 

barriers to this ty pe of transaction, the movement of a tangible good, and it is 

to this type of exchange that trade theory and the theory of comparative 

advantage have been applied. Trade in services is understandably more 

complex due to the fact that, " .. . services do not physically cross borders the 

way goods and commodities do. As a result it is difficult to determine when 

trade has occurred and to quantify the trade that does take place. "8 7 

International exchange in services can theoretically occur in four 

functionally different types of transactions: 

86 See Richard Walker, "ls The re a Service Economy?", F· 53. 
87Ronald K. Shelp, "Trade in Services", Fo reign Policy, (1986-7), p. 66. 
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(a) those in which the producer moves to the consumer (such when a 

ballet goes on tour, entertaining people in foreign cities), 

(b) those in which the consumer moves to the producer (such as 

tourism), 

(c) those in which the producer and the cons umer move to each other 

(education services for example), and most importantly, 

(d) those in which neither the consumer nor the producer moves to each 

other.88 

\!\lhile the firs t three types of transactions require the physical proximity of 

producers and consumers unlike trade in goods, the fourth type uniquely 

does not. This type of transaction can be conducted across borders with the 

aid of modern communications technology. For example, an architectural 

firm in one country could design a building for a firm in another country, 

simply sending them the plans. Likewise, a firm in one country could 

perform data processing for clients in another country without face to face 

communication. The key here is that these type of services can be produced 

in one country, often can be s tored (which is unique amongst services) and 

transported or transmitted to consumers in another country without the need 

for the producer to have some sort of es tablishment in the foreign country. 

The film industry is one his torical example of this type of service. In this 

sense this type of transaction is unique in that it can be traded in ways 

analytically similar to trade in goods. The list of actual services that can be 

theoretically transacted in this way is quite long, it includes: accounting 

services, legal services, advertising and marketing, engineering, architectural 

design, data processing, software design, some types of banking services, 

publishing, and a hos t of other scientific and technical services . 

There are three key issues to be raised here. Firs tly, it is these type of 

services, sometimes referred to as "separated services", as "other", or as 

"specialized" business services in official trade accounts from which examples 

of trade in services are inevitably drawn by advocates of liberalization. These 

are the services that are at least theoretically traded like goods; however, 

when advocates of liberalization talk about the scope of trade in services they 

refer to s tatis tics based on all four types of services transactions and when 

88Base d on Nayyar, "The Po litical Economy of International Trade in Services", p. 281. 
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international negotiations on services began at the CATI in 1986 it was on 

international service transactions as a whole rather then just these traded 

services. Secondly, it should be immediately recognized that at leas t in theory 

in recent years the possibilities for transacting separated services across 

borders has increased, " ... which is attributable to technological change on 

the one hand and a near-revolution in transport on the other. "8 9 

Undoubtedly, " . .. the possibilities for trade in ers twhile traded services have 

become much larger."90 Lastly, the reason this distinction between those 

specialized business services which might be thought of as "traded" and those 

which require the physical proximity of a local establishment of a foreign 

subsidiary (the producer to "move" to the country of the consumer) is 

important is that discussion of "trade in services" when this distinction is not 

made conflates trade issues with investment issues. This becomes clear when 

barriers to trade in serv ices are identified. 

There are theoretically three types of barriers to broadly-defined "trade in 

services" (all types of international serv ices transactions) identified in the 

literature:91 

l)Those that res trict trade in services per se. (Separated services that can 

actually be traded across borders) 

2)Those that res trict the movement of factors producing the 

services. (Investment and labor mobility restrictions) 

3)Those that restrict the movement of receivers of serv ices.(Such as 

restrictions on citizens' rights to travel) 

For the first type, barriers in trade of separated services could take the form (in 

theory) of a tax on data transmissions or worse yet barriers to 

communications links. Gary Sampson and Richard Snape in their 

influential work on trade in services argue, however, that in practice, unlike 

goods, separated services trade is very difficult to inhibit.92 In point of fact, 

they offer no examples of an actual trade barrier to separated serv ices 

although theoretically it is not hard to think of some types of barriers to this 

89Nayyar, "The Political Economy of Internationa l Trade in Se rvices", p. 282. 
90Nayyar, "The Political Economy of International Trade in Services", p. 282. 
91Based on Sampson and Snape," Identifying the Issues in Trade in Services," p. 173. 
92s ampson and Snape, " Identifying the Issues in Trade in Services," p. 175. 
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type of trade. For example, Canadian cultural content laws in broadcas ting 

would seem to be a barrier to US firms selling their entertainment services in 

Canada. Nevertheless, Ii ttle attention in the actual discussion about barriers 

to trade in services has ever been directed at barriers such as these. However, 

liberalizing these type of transactions would not be dissimilar from 

liberalizing trade in goods, "It requires the absence of barriers to international 

contracting and to sending and receiving mail and electronic and telegraphic 

transmissions. Freedom of movement of factors of production or receivers 

would not be required. •'93 One can see that at least for this type of transaction, 

the issues raised by calls for liberalization are not entirely dissimilar to those 

raised by trade in goods. 

The second type of barriers, barriers to the movement of factors of 

production such as physical capital, labour and financial capital (investment) 

are more important. Firs tly, the movement of physical capital, such as 

equipment necessary in providing services, is nothing more than 

merchandise trade which is already covered by a host of international and 

regional free trade agreements, and as such has little to do with liberalizing 

trade in services itself.94 The movement of labor, according to Deepak 

Nayyer, although interesting theoretically to some advocates of liberalization, 

has never been discussed seriously at the GATT or anywhere else.9 5 If this 

was not self evident in the examples above of ballets, architectural design and 

data processing, discussion of service trade always revolves around trendy 

information-based industries rather then more traditional forms of exported 

services such as foreign domestic workers or imported manual labor. While 

this undoubtedly reflects certain biases of the intellectuals and business 

leaders who advocate services liberalization it is also reflective of the larger 

fact that the real factor of production which advocates were concerned to 

remove barriers to was investment. 'Trade in services" is much better 

understood as "investment in services". 

The third type of barrier, those which inhibit the movement of service 

receivers to producers seems to exis t only in theory. The only example of a 

93sampson and Snape," Identifying the Issues in Trade in Services," p. 177. 
94sampson and Snape, " Identifying the Issues in Trade in Services," p. 175. 
95 Sampson and Snape do talk about guest workers but true to form it is only about the freedom 

of movement of professionals and business people rather than the movement of third 
world service workers. Obviously this is an omission which is suggestive of the point 
that real freedom of movement of labor was not really considered. 
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trade barrier of this type is Indonesia's departure taxes on residents leaving 

the country. 

The Link Between Trade in Services and Investment 

By now it should be clear that the key to understanding the concept of 

trade in services and proposals for its liberalization is that outside of the 

tradable separated or specialized business services, what was being called for 

was not just a liberalization of trade in services but a liberalization of the 

movement of factors of production of services - in particular, investment. 

"½'hat has been said so far leads to the conclusion that free trade in services 

would require freedom of movement of factors of production, of 'separated' 

[tradable] services and of service receivers."96 Because only in the case of 

separated services (services that can be traded across borders without physical 

proximity) are the issues analytically similar to trade in goods, liberalizing 

international exchange in services, would require the removal of investment 

barriers to local establishment by multinational service firms. Of course 

international attempts to systematically reduce barriers to investment have 

had little success in the past, but proponents of service trade liberalization 

argue in various ways that in this case liberalizing trade in services without 

liberalizing investment would not be desirable.97 

For example, the highly regarded work of Sampson and Snape argues 

that: 

Restricting the movements of factors (or of receivers of services) 
will inhibit (i) the international movement of the services, (ii) the 
equalization of the prices of these services internationally, (iii) the 
tendency to narrow the international differences in the prices of 
factors of production. Barriers to the movement of factors or 
receivers will thus provide protection to some factors of production, 
even if there are no barriers to trade in ... 'separated' services. 98 

Remembering that Sampson and Snape also argued that there was little in 

the way of barriers to separated service trade, or even that such barriers could 

be effective, it would seem to flow analytically from their argument that the 

96sampson and Snape, " Identifying the Issues in Trade in Services," p. 177. 
97sampson and Snape,·· Identifying the Issues in Trade in Services," pp. 177-8. 
98sampson and Snape,·· Identifying the Issues in Trade in Services," p. 178. 
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dialogue about liberalizing trade in services is really more, " ... related to the 

right to 'establish' in the country purchasing the service and/ or the right to 

import foreign labor. In such cases the link between the attitude of the host 

government to foreign investment and the granting of work permits is 

crucial. Thus the 'barriers' to imports of services may well be the rules 

applying to foreign investment and work permits."99 

Sampson and Snape were not unique in their view. Steven Benz has 

also argued that there is a fine line behveen trade and investment in services. 

Benz argued that a service can be provided internationally either by directly 

supplying the service or by establishing a local subsidiary, the problem 

according to Benz is that the second option is heavily regulated and therefore 

is not always an available choice for service providers.100 If then, the service 

can not be sold without the physical proximity of a local establishment then 

trade in services is not possible. Thus barriers to establishment must be 

liberalized to facilitate trade in services. 

Likewise, Geza Feketekuty's book deals at length with the need to 

liberalize investment restrictions to liberalize trade in services: 

Many services, particularly services sold to households and small 
business enterprises, can be exported only in conjunction with the 
local production of services by foreign owned enterprises. Any 
conclusions about trade in these services has to be based on an 
explicit recognition of the link to investment, and a question can be 
raised vvhether the theory of comparative advantage can deal vvith 
this link.1 o 1 

The unique element to Feketekuty's argument was his attempt to actually 

apply trade theory, in particular the theory of comparative advantage, to 

international investment in services, despite the fact that trade theory has 

traditionally had little to say about investment and investment barriers.102 

Essentially what Feketekuty and some others argue is that investment in 

services through the process of specialization and comparative advantage 

actually explains the concentration of international "services trade" in a 

99sampson and Snape," Identifying the Issues in Trade in Services," p. 180. 
100steven F. Benz, "Trade Liberalization and the Global Service Economy," Journal of World 

Trade Law, (1985), p. 101. 

101Feketekuty, International Trade in Services, p. 103. 

102Feketekuty, International Trade in Services, p. 104. 
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relatively small number of countries - that exporting services through foreign 

investment is the United States' area of specialization in international 

commerce while other countries specialize in goods export. From this 

perspective, failing to liberalize the flows of such inves tment would only 

prevent the assumed welfare-maximizing benefits of this specialization. It 

should be noted that these arguments \-Vere produced almost exclusively by 

the Trade Policy Research Center in London (a strong supporter of 

liberalization), and it would seem from Feketekuty's own admission that this 

was a minority position amongst economists. Most reject the application of 

trade theory (specialization and welfare maximization) to inves tment 

functions specifically .103 Despite this he nevertheless argued that: 

Barriers to trade in services need to be dis tinguished from barriers 
to the establishment and operation of foreign-owned firm s 
producing services. Regulations limiting the local production and 
sale of services by companies owned by foreigners are usually 
cons idered not trade barriers, but inves tment barrier s . 
Nevertheless, restrictions on foreign investment in services can 
have a restrictive effect on cross-border trade in services, since trade 
and inves tment are often closely linked. Barriers to foreign 
investment in services thus frequentl y also constitute barriers to 
trade in services. 104 

Several early surveys of business leaders conducted in order to 

document actual barriers to trade in services underline the relationship 

between ca1ls for a liberalization of trade in services and barriers to 

investment. These studies, conducted by the US Chamber of Commerce in 

cooperation with the USTR (now the USTR Official Inventory of barriers to 

trade in services), a 1983 s tudy done by Price Waterhouse on barriers 

encountered by US industry, and a report by Peat, Marwick and Mitchell for 

the EC Commission completed in 1986, all emphasize the degree to which 

business people had assumed "trade in services" to include investment in 

foreign services and thus investment barriers to be trade barriers. According 

to these surveys, " ... most barriers to trade in services take the form of 

103Feketekuty, International Trade in Se!Vices, pp. 120-124. See also Shelp, p . 67. 
104Feketekuty, International Trade in Services, p. 133. 
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regulations that limit the right of foreign firms to establish themselves in the 

local market, and limit what foreign-owned firms are allowed to sell. "105 

This point is further evidenced in one of the few actual empirical s tudies 

of how services are really transacted on an international basis, that done by 

Magnus Blooms trom and Robert E. Lipsey, who unlike almost everyone else 

writing on trade in services were skeptical of some of the assumptions being 

made by proponents of liberalization. Blooms trom and Lipsey 's vvork, a 

macro study of the activities of US service firms operating in Latin America, 

argues that despite the broad definition of "trade in services", most 

international exchange in services at least in Latin America is conducted by 

foreign direct ownership of service companies. They argue that, 'The data 

suggest that, because many services are difficult to trade, service industry 

affiliates are less likely than manufacturing industry affiliates to be part of a 

worldwide allocation of production by multinationals to take advantage of 

differences in factor prices. "106 Because there is little "trade" in services 

directly from the US to Latin America, rather MNC's operate or own foreign 

affiliates in those countries . 'The important policy issues thus involve 

barriers to the establis hment and operation of affiliates in host countries 

rather than trade barriers."107 More specifically, they conclude that the debate 

over trade in services (at the GAIT and elsewhere) when expressed in official 

statements fails to distingui sh, " ... among several versions of what 

constitutes this trade ... ".1 08 

In point of fact, they argue that of all the types of service transactions it 

was those that involv ed investment in foreign service firms vvhich mattered 

most in the GAIT dialogue about trade in services - particularly to American 

advocates of liberalization. This type of "trade", " ... accounts for almost all of 

the service indus try sales to foreigners by US firms."1 09 v\That their study 

emphasizes other then the overall low level of globalisation within services 

industries (which will be discussed below) is the degree to which s tructurally, 

services trade is much less about trade then it is about investment issues. 

lOSFeketekuty, International Trade in Services, p. 137. 
106Magnus Bloomstrom and Robert E. Lipsey, "US Multinationals in Latin American Service 

Industries, World Develorment, Vol. 17, No. 11, 1980, p . 1769. 
107Blornstrom and Lipsey, "US tvlultinationals in Latin American Service Industries", p. 1760. 
108B!oms trom and Lipsey, "US tv1ultinationals in Latin American Service Industries", p . 1769. 
109Bloms trom and Lipsey, "US Multinationals in Latin American Se1v ice Industries", p. 1770. 
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Thus, advocates of free trade in services were in fact calling for a fairly 

radical redefinition of the purposes of trade policy generally and the role of 

the GA TT specifically.110 While discussion of investment barriers had never 

gone anywhere in the past, what these people wanted was for the GATT to 

take on the institutional role of promoting liberalized investment rules in 

the area of services.111 What made this particularly radical was that unlike 

barriers to trade in goods, barriers to investment in services were rarely 

created with the goal of impeding imports of foreign competitors in the first 

place: 

Controls on imports of services rarely serve the exclusive purpose 
of restricting trade and are usually feasible only to the extent that 
the government regulates or controls all transactions in a particular 
category, whether they relate to trade in services or not. Indeed, the 
basic rationale of the underlying control mechanisms usually has 
nothing to do with trying to control trade in services per se.l 12 

Many barriers to investment in services have some unrelated public-interest­

maximizing goal in mind (at least theoretically!). Despite this fact, such 

regulations were to be subjected to consideration for liberalization. Perhaps 

more clearly put by Feketekuty, the "father" of trade in services himself: 

What may be a barrier to a business could well be an essential 
regulation designed to achieve mandated domestic regulatory goals. 
In order to decide whether these barriers can be modified or 
eliminated in the course of trade negotiations, each of these 
measures will have to be weighed in terms of the extent to which its 
removal will adversely affect the achievement of mandatory 
regulatory objectives in other policy areas and the extent to which 
the regulatory objectives could be pursued by other measures that 
create less of a barrier to trade.113 

Obviously, this testifies to the uphill battle faced by proponents of getting 

services included into the GAIT. In order to achieve their goals they would 

110Many have stated simply that discussion of putting services into the GA TT represented a 
radical challenge to the traditional jurisdiction of the organization. See for example, 
John H. Jackson, Restructuring the GA IT System, (London: Pinter Publishers, 1990) p. 4. 

lllThis is a point made also by Petit, page 190. 
112Feketekuty, International Trade in Services, p. 130. 

113Feketekuty, International Trade in Services, p. 145. 
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have to convince people that services should be thought of as trade and 

should be liberalized. They would have to convince the international trade 

policy community that liberalizing investment would also be necessary, even 

if barriers to such investment had nothing to do with trade issues. Most 

importantly, they would have to convince people that such a liberalization 

w as necessary because of a near-revolution in the volume of such trade, an 

assumption which lvas flawed. 

3) The Trade in Services Statistics 

Revolutionary Growth in Trade in Services'? 

Advocates of liberalization complained incessantly in their articles that 

the real obstacle to getting services on the GA TT agenda was getting people to 

see the rising economic importance of trade in services . "People have such a 

hard time believing that trade in services is important because tl1ey cannot 

see it and it is very difficult to measure. Trade in services has justifiably been 

called trade in invis ibles."114 For such advocates, their opponents needed to, 

" .. . overcome the difficulty of visualizing trade in services."115 This seems 

to have been particularly frustrating given the prevalent assumption that 

trade in services was skyrocketing in volume. 

Within domestic economies since the end of the First lVorld War there 

has been a gradual statistical increase in service sector employment. Between 

1920 and 1970 growth in transportation, communications, banking and 

government services raised employment in services to over half the total 

labour force or more in Advanced Capitalist nations.l 16 While international 

transactions in services lagged far behind this spectacular domestic economic 

growth, as noted above in the 1970s there began to emerge a widely held 

assumption (propagated by advocates of liberalization) that due to 

technological change services had become far easier to trade across borders 

and it was assumed that this was resulting in actual growth in such trade. In 

short, it was believed that services were globalizing in the way that 

manufacturing industries already had. 

114Feketekuty, International Trade in Services, p. 27. 
115Feketekuty, International Trade in Services, p. 27. 
116Brig id Gavin, "New Horizons in Internationa l Trade: Towards Free Trade in Services," The 

World Today, (May 1983), p. 194. 
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This view is particularly evident in an article written by Joan Edelman 

Spero of American Express. Spero argues that international trade in 

specialized business services had skyrocketed by 1980 due to technological 

change.117 To back up her argument, using official balance of payments 

figures she argued that total vvorld trade in services had risen in value to $550 

billion (US) in 1980, or about 20% of total world trade.l 18 She ,vas not alone 

in this type of argument, Drake and Nicolaidis have said much the same 

thing in their epistemic communities approach to trade in services, "\Vhile 

only 10 to 15 percent of services are rendered commercially across borders, 

service exports nevertheless are now generally estimated to be vvorth over 

$700 billion per year and make up 25 to 30% percent of \Vorld Trade."119 By 

comparison worldwide trade in services in 1970 is reputed to have totaled 

only $100 billion(US), as represented by official balance of payments 

statistics.120 

v\Thile these numbers vvould seem to support the arguments made that 

services were globalizing and also vvould support the kind of structural 

approach advocated by Milner in explaining the consensus ,vhich ivould 

eventually emerge in support of liberalizing services trade, they are only 

superficial. Perhaps a more important statistic than the dollar value growth 

in services trade in the inflation-mad 1970s was the overall proportion of the 

world economy vvhich they comprised. The proportion of world GDP made 

up by world exports in services rose only from about 7% in 1970 to about 11% 

in 1980.121 Furthermore, in relation to trade in goods the numbers for trade 

in services' growth are modest, "'i\l e can only note that the expansion of trade 

in services kept pace with the expansion of trade in goods. Thus, the value of 

exports of services was almost 1/ 3 the value of merchandise exports in the 

world economy, throughout the period under review."122 Actually, between 

1970 and the early 1980s trade in services actually shrunk slightly in 

proportion to trade in goods! 123 

117s "T d · S . R . B . " 18 "pero, ra e m "erv1ces: emovmg arners , p. . 
118spero, "Trade in Services: Removing Baniers", p. 17. 
119Drake and Nicolaidis, "Ideas, interests, and institutionalization," p. 37. 
120Nayyar, "The Political Economy of International Trade in Services··, p. 284. 
121Nayyar, "The Political Economy of International Trade in Services", p. 290. 
122Nayyar, "The Political Economy of International Trade in Services", p. 284. 
123see table from Nayyar, "The Political Economy of International Trade in Services", p. 285. 
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Indeed, s tatistics from the US department of Commerce make much the 

same point. This is important as the US was both the larges t importer and 

exporter of services, and if a revolution in the scale of international exchange 

in services were occurring, we would expect to see clear evidence of this in 

the case of the United States: 

Table 1 - U.S. Foreign Transactions in the National Income and Product 
Accounts (Billions of dollars) 124 

1960 1965 1970 1975 1980 1985 

exports of merchandise 20.5 27.8 44.5 109.6 226.0 222.4 
exports of services 4.8 7.6 12.4 26.7 53.2 79.7 

imports of merchandise 15.2 22.2 40.9 99.0 248.6 343.3 
imports of services 7.6 9.3 14.9 23.7 45.3 74.3 

total trade in merchandise 35.7 50.0 85.4 208.6 474.6 565.7 
total trade in services 12.4 16.9 27.3 50.4 98.5 154.0 

services as a % of 36% 34% 32% 24% 21 % 27% 
merchandise trade 

Between 1965 and 1985, totals for US trade in services actually shrunk 

substantially in proportion to US trade in merchandise. Furthermore, US 

services trade was cons istently smaller then 1/ 3 of the value of US 

manufacturing trade from 1970 to 1985. 

Importantly, these overall s tatistics, both for the world and for the US 

specifically, were disappointing to services advocates because they were based 

on the official balance of payments statistic's categorization of "trade in 

services" which includes items which are not trade in services! As will be 

discussed in some detail most of the total for services trade is actually 

investment. The category of "services" in balance of payments statis tics is a 

124Extrapolated from, United States Department of Commerce, National Income and Product 
Accounts oithe United States, Volume 2, 1959-88, (vVashington: Economics and 
Statistics Administration, Bureau of Economic Analysis, 1992), Table 4.1. Exports and 
imports of merchandise include totals for all durable and nondurable goods. Exports and 
imports of services include all payments for services as well as foreign direct investment 
(minis interest, dividends, and reinvested earnings). £,ports and imports of certain 
goods, primarily military equipment purchased and sold by the Federal Government, 
are included as services. In addition, totals for services were adjusted upwards 
following a series of reclassifications which began in 1981. 
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residual for all "invisible" transactions and, as such, only a portion of its total 

represents real exchange in services. If income from investment is removed, 

the totals for trade in services are not only very small but shovv little growth 

from 1970 up until 1986 when the CATT would make its landmark decision 

of including services in the Uruguay Round. 

One of the better assessments of the data on services trade can be gleaned 

from Stephen Cohen and John Zysman's, Manufacturing Matters. Cohen 

and Zysman argue that the US trade policy community's belief that service 

exports could compensate for the US manufacturing sector trade deficit was 

wrong because it was based on a false set of assumptions about services trade. 

US advocates of service trade as a panacea for America's economic problems 

simply overestimated the scope of real service exports. "Services constitute a 

very small proportion of our international trade, and despite recurrent 

predictions to the contrary and policies predicated on them, there is no 

indication that the situation will soon change in ways that matter 

qualitatively." 12 5 The data on which optimists in the US, and proponents of 

liberalization elsewhere, have based their assumptions are confused 

according to this book on two levels; firstly by misleading classifications in 

trade accounts and secondly by the argument used by advocates of 

liberalization that the statistics were simply too "murky" or incorrect and 

therefore theoretical case studies conducted by these same advocates were the 

only way to understand what was "really" going on.126 

Along these lines Pascal Petit argued that most of what is statistically 

referred to as trade in services should be labeled "fictitious". He argued that 

over half of all "trade in services" in balance of payments figures are actually 

comprised of such fictitious services. Breaking down the 1985 statistics for 

trade in services within the European Community, Petit showed that of trade 

in services, 32.4% of the total alone is accounted for by passenger and freight 

transportation costs (which is not really related to discussion of trade in 

services liberalization). Another 40%, the largest single portion of trade in 

services, falls under the heading of investment income which Petit suggests 

has little to do ,,vith trade in services directly ,127 It should be noted that Petit 

125stephen S. Cohen and John Zysman, Manufacturing Matters, The Mvih of the Post­
Industrial Economy, (New York: Basic Books, 1987), p. 29. 

126cohen and Zysman, :tv1anufacturing :tv1atters, p. 30. 
127retit, Slow Grm-vth and the Service Economy, pp. 84-85. 
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had good cause to make such an argument. Direct foreign investment when 

included in trade in services statistics, " ... does not make a distinction 

behveen direct foreign investment in goods and direct foreign investment in 

services, and simply lumps together income from investment abroad in both 

good and services; this would tend to overestimate international trade in 

services." l 2 8 Even if we accept that income from foreign investment in 

services industries cons titutes "trade in services'' (,vhich this author does 

not), this category includes income that has nothing whatsoever to do with 

services! Indeed, the category of investment under the heading of trade in 

services also includes interest payments on external debt vvhich, "s trictly 

speaking, cannot be described as trade in services."129 Separated or 

specialized services, those services which arguably are traded internationally 

(such as engineering, advertising brokerage, financial management, leasing 

agreements, royalties, patents licenses etc.) accounted in 1985 for only about 

25% of total EC trade in services according to Petit.B O 

Looking at these statistics over time Petit accepts that in 1972 total "trade 

in services" in balance of payments figures represented an amount equal to 

1/ 4 of manufacturing trade and that this ratio had not changed by 1982. 

"However this stability hides very different patterns of development for 

different types of services." 131 In general, older services like transport and 

travel have grown less rapidly than trade in goods meaning that between 1970 

and the early 1980s the portion of trade in services represented by these 

industries had shrunk some\ivhat. Specialized services that are arguably 

traded, those transacted bet\iveen global firms across borders, had grown in 

volume only slightly more rapidly than trade in goods, meaning that 

proportionately more of the trade in services category was now represented by 

real trade in services (more on this below).132 However, "these figures have 

not yet had more than a modest impact on the balance of payments, since in 

1981 they represented on average only 11 percent of exports and 8 percent of 

imports of goods [amongst EC countries] - much less than the 1/3 of total 

128Nayyar, "The Political Economy of International Trade in Services", F· 283. 
129Nayyar, "The Political Economy of International Trade in Services", F· 283. 
130r etit, Slow Growth and the Service Economy, p. 84. 
131 Petit, Slm\· Grmvth and the Service Economv, p. 90. 
132retit, Slow Grmvth and the Service Economy, p. 91 
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trade usually trumpeted by trade in services experts.133 Petit does qualify 

this, however, by arguing that if their growth continued they could become a 

significant portion of international trade at leas t to the United States and 

United Kingdom, representing as much as 1/ 3 of manufacturing trade by 1990 

in both of those countries.134 

According to Petit, hmvever, the more significant trend was that the 

overall growth within total "trade in services", the growth that allmved it to 

keep pace with growth in manufacturing trade over the 1970s and 1980s, was 

largely due to growth in international investment proceeds: 

It is only the grmvth in income from financial investment 
therefore that has made any significant contribution to the 
increase in the share of services in the balance of payments. The 
fact that two very different entities are amalgamated under the 
heading 'services' leads to often very mistaken generalizations 
about the opportunities for extending markets.13 5 

To give a clearer idea of how misleading the statistics on trade in services 

can be there is a useful example in Manufacturing Matters. In 1984-85, right 

before the start of the Uruguay Round which would make services a major 

topic of negotiation, the United States had a manufacturing trade deficit of $36 

billion. This was offset according to the US Council of Economic Advisers by 

a $33 billion surplus in services. However, all but $7.5 billion of that surplus 

in "services" was actually interest on investment income from abroad, not 

exported trade in services. Furthermore, of that $7.5 billion only a portion of 

it represents ,vhat can fairly be called "trade in services". 

According to the US Department of Commerce, trade in services (minus 

investment income), should be broken into five categories: 

l)Travel 

2)Passenger Fares 

3)Transportation (of goods) 

4) Property Rights 

133Petit, Slow Growth and the Service Economv, p. 91. 
134retit, Slm,v Growth and the Service Economv, p. 91. 
135retit, Slow Growth and the Service Economy, p. 93. 
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5) Other Business Services (which are often referred to in the 

literature as specialized or separated services) 

It is of course, Other Business Services from which the examples of trade in 

services are ahvays drawn by advocates of liberalization and as noted above 

these are the only services which analytically have qualities like trade in 

goods (i.e. that they can be transacted across borders without the producers or 

consumers moving to one another). Interestingly, in the United States, the 

major exporter of such services, in 1984-5, this category made up only about 13 

percent of the total "trade in services", even when income from investment 

was already excluded from the total. "At first glance the Other Business 

Services category looks like a Western River: It's a mile wide and an inch 

deep, and doesn't move much water. It is by far the broadest of all the trade 

categories: it ,vould take the better part of a page just to list its components. 

But the dollar amounts are quite small. Certainly they are too small to 

support the burden of the argument placed on it ... ".136 

This argument for the almost minuscule totals for real trade in services 

is backed up by other sources including J. D. Aronson and Peter Cmvhey, hvo 

proponents of liberalization. According to their statistics, in 1980 US exports 

of other business services totaled only $4.6 billion while US manufacturing 

exports were $284.2 billion! This means real trade in services equaled less 

than 2 percent of manufacturing trade! 13 7 Perhaps even more clear evidence 

for the overall low level of globalization and lack of interdependence in the 

service sector is the simple fact that the share of the US economy represented 

by specialized or other business services, those most tradable of services in the 

leading export country in services, actually fell from 1973 to 1982Jl38 Hardly 

the stuff of revolutions! 

A similar argument can be made in the case of Canada. In 1991, 

Statistics Canada released its, Volume Estimates of International Trade in 

Services. The Statistics Canada data, which removes investment from the 

category, sho,vs that Canadian exports and imports of services, both as a 

percentage of trade in goods and as a percentage of Canadian current account, 

declined behveen 1970 and 1990: 

136cohen and Zysman, Manufucturing Matters, p. 33. 

137 Aronson and Cow hey, Trade in Services, p. 7. 
138Petit, Slmv Growth and the Service Economy, p. 106. 
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Table 2 - Canadian Trade in Goods and Services 
(% of Current Account)139 

1970 1975 1980 1985 1990 

exports of goods 77 80 82 82 78 
exports of services 15 13 12 11 12 
ratio: services/ goods 0.19 0.16 0.14 0.13 0.15 

imports of goods 66 73 71 69 66 
imports of services 19 16 15 14 15 
ratio: services/ goods 0.29 0.22 0.21 0.20 0.22 

Statistics Canada also separated the trade in services category into its 

constituent parts; travel, freight and shipping, business services, government 

transactions and other services: 

Table 3 - Canadian Trade in Services 
(% of trade in services)140 

Exports of Services 
1970 1975 1980 1985 1990 

Travel 37 34 31 32 33 
Freight and Shipping 35 32 36 29 24 
Business Services 19 25 27 33 36 
Government Transactions 6 6 4 4 4 
Other Services 4 4 3 3 4 

Imports of Services 
1970 1975 1980 1985 1990 

Travel 36 34 33 34 40 
Freight and Shipping 28 29 25 21 18 
Business Services 29 29 34 37 36 
Government Transactions 6 5 7 6 4 
Other Services 2 2 2 2 2 

139Reproduced from Table 1, Statistics Canada, Volume Estimates of International Trade in 
Business Services, (Ottawa: National Accounts and Environment Division, 1991), p. 15. 
Reprinted from National Income and Expenditure Accounts, Third Quarter 1991 
(Catalog No. 13-001) 

140Reproduced from Table 2, Statistics Canada, Volume Estimates of International Trade in 
Business Services, p. 15. 
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This data confirms Petit's argument, concerning the statistics for the EC - that 

tradable business services were becoming more important within the category 

of trade in services as whole. However, what this data also suggests is that the 

totals for real trade in services, those included in the category of business 

services, despite some growth, remain proportionally small compared to 

trade in goods (and for that matter the size of the domestic service 

economies) . 

For example, in 1990, Canadian exports of services equaled only about 15 

percent of the total for exported goods (see Table 2 above). In that same year, 

business services amounted to only 36 percent of total exports of services, 

meaning that total exports of business services equaled only about 5 percent of 

total exports of goods in that year. Also in 1990, total imports of business 

services equaled at most only 8 percent of total imports of goods. 

Furthermore, the numbers did not change greatly over time. In 1970 total 

imports of business services equaled about 5 1/ 2 percent of total imports of 

goods. A two percent shift over twenty years hardly seems a basis upon 

which to substantiate a claim that a revolution was occurring in the scale of 

trade in services. 

To be fair, even advocates of liberalization who looked at these numbers 

more closely accepted the fact that they were hardly a convincing basis upon 

which to construct an argument that trade in services was going through a 

revolution. Murray Gibbs, for example, stated simply that, ''The current 

interest in trade in services cannot be attributed to rapid growth in trade in 

this area, at least if official balance of payments figures are relied upon."1 41 

However, many who studied trade in services chose to argue instead that 

these statistics were simply wrong and "grossly underestimated" tl1e total 

scope of services trade.142 

The Problem with the Official Statistics According to Advocates of 
Liberalization 

One of the more amazing aspects of how trade in services liberalization 

got on the international agenda is the degree to which proponents were able 

to deflect consideration away from objective or official measures of services 

141cibbs, "Continuing the International Debate on Services," p. 203. 
142sh 1 "T d . S . " 77 e p, ra e m el"Vlces , p. . 
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trade which made their arguments more difficult to support. Various 

theories as to ,vhy the official statistics ,vhich sho,ved little globalisation in 

the services sector could not be trusted gained support. Examining these 

explanations is useful in that it gives one a good appreciation of how 

important ideas about trade in services were in promoting the issue, keeping 

in mind the forgoing argument that services trade despite arguments to the 

contrary is still a relatively small component of international economic 

exchange. 

Perhaps the most fanciful explanation for the "disappointing" statistics 

on trade in services ,vas that some argued that much of what is statistically 

counted as merchandise trade has an implicit service trade contained in the 

cost of the goods.143 For example, cars traded from one country to another 

contain within their price costs for research, engineering and a host of other 

services that went into their design and production and, as such, some of the 

value of those cars should be counted as h·ade in services according to this 

line of reasoning. Of course, such an argument hardly supports the claim that 

services trade was going through revolution-like growth since this argument 

could be made about all trade in goods throughout history and it is also 

difficult to see how this type of "trade in services" constitutes a distinct 

economic activity that must be liberalized through the GAIT. The fact of the 

matter is that these implicit services, as part of the cost of a traded tangible 

good are covered by existing merchandise trade agreements. 

Other proponents, deflecting attention away from the balance of 

payments statistics on trade in services themselves, have argued that the 

growth of services within domestic economies itself represents an 

explanation for why trade in services must be liberalized. From this 

perspective, developed firstly by Geza Feketekuty, the shift from 

manufacturing to services in developed countries' economies was itself a 

response to trade competition in manufacturing goods from developing 

nations; as such, the "specialization" and "comparative advantage" of 

countries with large domestic service sectors must be responded to with 

liberalization so that countries that have the comparative advantage in 

143Nayyar points out this argument in, "The Political Economy of International Trade in 
Services", p. 282. 
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services can compete internationally.1 44 This follows logically from the 

application of trade theory to services discussed earlier. 

This idea that the grmv th of services within domestic economies was 

itself a product of trade competition, and therefore only a derivative aspect of 

globalization in manufacturing trade, would help make the case for 

liberalization of serv ices exchange, but only if services were indeed tradable. 

If it was possible to export such services then removal of barriers to such 

transactions would seem a logical response to the liberali zation of 

manufacturing trade. To do otherwise, according to trade theory, would be to 

prevent the welfare-maximizing benefits of economic speciali zation, and 

would be unfair to those countries with a comparative advantage in services 

trade. Hmvever since the argument that serv ices could be exported rested in 

large part an assumption that such trade already existed in large quantities 

attention once again turns to the fact that the statis tical ev idence suggest that 

service were not being traded on a previously unheard of scale. What 

"services trade" existed was mainly comprised of inv estment. As such, the 

application of trade theory to the phenomenon would seem flawed. 

In any event, as Murray Gibbs has pointed out, such an argument that 

growth in domestic serv ices was a direct product of international trade 

competition is simply incorrect in that it ignores 

.. . the difference in tradability of goods and services. It is estimated 
that less then 8 per cent of services are traded, and being less 
exposed to the possibilities of international competition, services 
are less likely to respond to external developments . The shift from 
manufacturing to services may be less an "adjustment to" then a 
"retreat from" international competition. The application of the 
theory of comparative advantage to the serv ice sector is serious ly 
ques tioned by many economists.145 

The views of orthodox economists aside, there are many explanations for the 

growth in domestic services sectors, not the least of ivhich is the growth of 

government services since the 1950s. To assume that growth in service sector 

employment was nothing more than the product of competitively-driven 

144Gibbs, "Continuing the International Debate on Services," p. 203--4. 
145Gibbs, "Continuing the Inte rnational Debate o n Services," p. 204. 
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trade specialization ignores these other more established explanations which 

have nothing to do w ith the trade in services argument.1 46 

A simpler and more commonplace response to the disappointing 

statistics on trade in services than the theoretical "innovation" of Feketekuty, 

w as the argument that, statistically, the numbers simply could never by right 

due to measurement error. For instance, supporters of liberalization often 

made reference to the "black hole" of services trade in balance of payments 

figures. In some years total exports of invisibles as compared to total imports 

were off by as much as a $100 billion (US) according to IMF statistics.14 7 As 

such, many took this as evidence of the fact that while a revolution \Vas 

actually occurring, the numbers simply did not reflect it and therefore we 

should trust intuition rather than the numbers - because the numbers simply 

could never be right for a variety of reasons: 

... it has become obvious that governments \ V ill never be able to 
collect data of the same detail and quality as the existing data on 
trade in goods. Not only are services much more difficult to define 
with great precision, but there is tremendous public resistance to the 
detailed reporting that \vould be necessary. It is likely therefore, that 
many of our most important insights into trade in services will not 
come from aggregate data collected by governments but from case 
studies carried out by individual economists.148 

One vvould have assumed that those arguing for a radical redefinition of 

existing world trade policy would have had to provide evidence to support 

their arguments as to why this change in direction was necessary. In the case 

of trade in services such a burden of proof was never required. 

146Furthermore, this type of argument ignores the degree to which much of service sector 
employment may be related directly to goods production. As Richard Walker 
rightfully points out, expansion in the number of service sector employees may be 
derivative of an increasing reliance in some countries on indirect service labor to 
improve productivity in goods production. See Walker, "' Is There a Service Economy?"", 
pp. 80-83. As well, as Walker argues that this type of view relies on an assumption 
that the se1vice sector"s preponderance in the economy of industrialized nations is 
something neiv . As he rightfully points out, domestic service sector employment has in 
all likelihood outs tripped employment in manufacturing for almost a century. This is 
most certainly the case in the United States. See VValker, ""Is There a Serv ice 
Economy?"", p. 81. 

147sh l "'T · d . S . .. 6"' " e p, ra e m " e rv1ces , p. 1 . 

148Feketekuty, International Trade in Services, p . 32. 
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The most sophisticated explanation for why the numbers could not be 

trusted and the one that would ultimately convince many observers was 

provided by Aronson and Cow hey . According to them, the overall statistics, 

" ... makes one wonder why American officials were eager to liberalize trade 

in services." 149 In fact, they argue that the statistics were not a good guide for 

studying trade in services, "Obviously, a disparity exists between the intuition 

of American policy makers that services have been driven by US strengths in 

information and financial skills and the US trade statistics. A more careful 

analysis of the data suggest that intuition has been a better guide then the 

official statistics. "1 so Essentially, they argue that it is unfair to remove 

income from investment from totals for trade in services since some or much 

of this investment income may actually be "trade in services" measured 

incorrectly. Much of this income may be derived from foreign service 

subsidiaries. While their argument may have some credibility, indeed 

Congress in the United States accepted this methodology by choosing to 

arbitrarily include half of all investment income under the heading of trade 

in services in their official policy pronouncements, there is nevertheless a 

significant problem here. If the only way that "trade in services" becomes 

statistically significant in the way in which advocates of liberalization would 

like it to be is by including investment income under the heading of services 

this actually undermines the entire attempt to categorize "trade in services" 

as a trade issue to be dealt with by the GAIT. It would seem that either 

proponents of liberalization would have to accept that the revolution in 

information technology and transportation as it related to services existed 

more in theory than in practice or they should have had to admit that the 

discourse on trade in services would better be taken up in some sort of a 

forum on investment issues. Such admissions were never required. The 

attempt to apply trade theory to international exchange in services while 

arguing that this "trade in services" was growing at such a rate that it 

compared to the industrial revolution simply does not work analytically. It 

leaves one with the sense that there was some sort of intellectual sophistry 

going on. Yet, most of those involved in the discussions leading up to the 

Uruguay Round would come to accept that services were being traded on a 

149 Aronson and Cow hey, Trade in Services, p. 6. 

ISO Aronson and Cowhey, Trade in Services, p. 7. 
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previously unheard of scale and that as such they should be liberalized 

through the GA TI to allow for the welfare-maximizing effects of trade 

specialization. 

The Statistics - Conclusions 

Aside from the degree to which the foregoing arguments underline the 

questionable and value-laden claims made by the proponents of liberalization 

and therefore the insubtantiability of the broad international consensus in 

support of the "trade in services argument" which emerged, the most 

important inference that can be drawn from them for the purposes of this 

thesis is the degree to which the statistics on trade in services emphasize an 

overall lovv level of globalization and interpenetration of service industries. 

Indeed, this was one of the principal conclusions of the Bloomstrom and 

Lipsey study discussed earlier.151 The broad international consensus which 

emerged in the late 1980s - that services were being traded on a previously 

unheard of scale, that they were analytically the same as trade in goods, and 

that their trade should be liberalized by institutionalizing services into the 

GA TI - simply cannot be explained in the narrowly structuralist manner 

pioneered by Milner and others. The one thing most clear about these 

numbers is that mos t service industries and most service firms were s till 

organized on a national rather then transnational basis - the scale of 

transnational services trade was still dwarfed by domestic service industries . 

At best, only 8 percent of services were being traded across borders.152 As 

such, this structure, if we were to follow the logic of Milner's argument 

would have predicted either little structurally-determined support for 

liberalization, or at least widespread support for the status quo in the 

relatively protected service sector. 

Likewise, the epistemic communities approach employed by Drake and 

Nicolaidis falls into similar difficulties due to its assumption that the 

international "uncertainty" about trade in services was caused by a near­

revolution in the scale of services trade. It would seem that explaining both 

the origins of trade in services as a topic of international debate and the 

eventual international consensus in support of liberalization requires both a 

151Biomstromand Lipsey, "US Multinationals in Latin American Service Industries", p. 1774. 
152Gibbs, "Continuing the Inte rnational Debate on Services," p. 204. 
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more flexible unders tanding of how the changing structure of services helped 

to put the issue of trade in services on the agenda, and crucially, requires an 

understanding of how the ideas themselves, the "trade in services argument" 

helped to produce the international consensus in support of liberalizing trade 

in services. It also requires that those ideas themselves are conceptualized, 

not as rational, scien tific-like, value-neutral responses to a s tructural change, 

but as politically and analytically contestable, normative arguments of those 

committed to the cause of liberalization. 

4) Sh·uchual Change in International Exchange in Services 

The above arguments are not intended as evidence that there has been 

no structural change in international services industries s ince 1970, nor are 

they intended as proof that there are no important s tructures in the services 

economy which may have played a role in the trade in services story . Quite 

to the contrary, there are three important s tructural considerations in relation 

to trade in services. First, there has been some rise in the importance of 

specialized business services within the category of services as whole, a 

statistical shift probably explained by nothing more than corporate 

downsizing. Second, what trade in services there is, although small in 

volume, is almost totally the preserve of a handful of leading multinational 

corporations. Third, the concentration of services trade in a fevv corporations 

is paralleled by the concentration of the benefits of such trade in only a few 

countries . All of these factors offer important clues as to ·why services got on 

the trade agenda 'While offering only further evidence that ,vould lead one to 

conclude that in the absence of ideas an international consensus in support of 

liberalization would have been unlikely. 

The Growth in Specialized Business Services and Corporate Downsizing 

As noted in the discussion of Pascal Petit's work, the only real grmvth in 

trade in services (that was not entirely attributable to increasing investment 

proceeds) occurred within the category of specialized or "o ther business 

services". ,vhile Petit concluded that such growth was small, he did argue 

that it ,vas becoming statistically significant to both the US and UK, the two 

nations ,vhich "led the charge" for trade in services liberalization, a fact 
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which ive shall see in the next chapter was of no small significance. This 

trend is also significant for the fact that it was related to broader patterns in 

international business such as corporate downsizing and the overall 

concentration of serv ices trade. 

It should be understood firstly that specialized business services are 

unique, not on]y due to their tradability as opposed to other types of services, 

but also, due to the fact that as transactions they are almost universally 

conducted between multinational corporations. Unlike most service 

industries such as entertainment, res taurants, basic banking services, the 

services consumed on a daily basis by individuals, specialized business 

services, consulting, data processing, engineering etc., are most often 

provided by one multinational corporation to another. "Most services 

produced in an economy are purchased by individual consumers, while most 

imported [or traded] services are purchased by business."15 3 This of course 

relates back to the definition of trade in serv ices by which it was made clear 

that all other types of serv ices required the physical proximity of producer and 

consumer and therefore could not be traded in the way that specialized 

services could, "In contras t, many of the services purchased by business can be 

produced at a distance and this opens up greater opportunities for trade. The 

large corporations that buy services around the world operate in an 

environment that is very difficult for an individual to comprehend on the 

basis of personal experience." 154 

There are important functional reasons why corporations often buy 

services internationally, "Every commercial enterprise, whatever it produces, 

needs a large number of service inputs in running the business. It needs the 

services of accountants, tax advisors, management experts, market analysts, 

personnel managers, lmvyers, economists, computer programmers, system 

analysts, salesmen, statistical analysts and financial experts." 15 5 In recent 

years it would seem that demand for specialized services has increased . 

Crucially, in the pas t these services w ere more often than not p roduced 

within the firm, and if this firm was multinational with subsidiaries in many 

countries the use of these specialized services would result in some "trade in 

serv ices" as a foreign subsidiary might pay its parent or related affiliate for 

153Feketekuty, International Trade in Services, p. 5. 

154Feketekuty, International Trade in Services, p. 5. 
155Feketekuty, Interna tional Trade in Services, p. 8. 
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some sort of management services. However, the trend, of late, tmvard more 

specialized services has resulted in an increasing use of "contracting out" 

which means that 1,vhat was once produced within a firm is often now bought 

from an un-related corporation resulting in even more trade in services of 

this type. This trend, it has been argued, has been driven in part by increasing 

economies of scale which meant that 1'1NC's were becoming more efficient 

and skilled in providing such services. Essentially the argument is that in the 

early 1970s major manufacturers and service companies, because of their 

economies of scale, increasingly excelled at producing high quality services 

and, as such, enabled by technological change, they began to sell those services 

to other cornpanies.156 

This dynamic was driven in no small part by corporate downsizing of 

major manufacturers: 

During the period of declining economic activity and increased 
foreign competition, firms have been laying off personnel in an 
attempt to reduce costs and increase productivity. Many of these 
former employees of manufacturing firms who would have 
counted as being employed in the manufacturing sector (even 
though many of them would have had essentially service tasks) 
have found jobs in various service activities.157 

eedless to say, the service firms ,vhich now employ these people get much 

of their work through contracts ,vith the same "downsized" manufacturing 

firms, the only difference therefore being that these \Vorkers are now 

employed in "international service trade" rather than in manufacturing. 

These trends help to explain the statistical growth in specialized business 

services trade. Hmvever, it should be pointed out that this change is not so 

much a qualitative one as much as it is quantitative. These services have 

been provided internationally for quite some time, they are now just more 

visible as distinct activities because they are no longer necessarily part of a 

manufacturing multinational. Importantly, these trends also help to explain 

the heavily concentrated nature of services trade within only a few 

multinational corporations and a fe½r countries. 

156see Nayyar, "The Political Economy of International Trade in Services", p. 289. or 
Feketekuty, International Trade in Services, pp. 49-50 . 

157 Gibbs, "Continuing the International Debate on Services," p. 206. 
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The Concentration of Trade in Services Amongst Only a Few 
Multinationals 

Historically, the service business has been dominated by small and 

medium sized firms. In the case of internationally traded services this has 

changed gradually in recent decades. In this context the most important 

change in the structure of services trade may well be the increasing 

domination of what trade in services there is by large service multinationals 

usually based in the United States. These "Transnational Service 

Conglomerates" through mergers and buy-outs of smaller firms have became 

active in an ever wider range of service sectors, trying to take advantage of 

their internal economies of scale.1 58 Indeed, by the early 1980s, of the top 200 

multinational corporations, 82 were primarily service exporters (either 

through trade in services or investment in foreign affiliates in other 

countries). Perhaps even more importantly, those 82 firms earned as much as 

two-thirds of the total profits accumulated by the top 200 firms!159 Indeed: 

International trade in services has become big business. In the 
United States, many companies that supply international services -
American Express (travel services), Citibank (financial services), Pan 
American (air transport services), Sea Land (ocean and land 
transport services), AIG (insurance), AT&T (Communications), and 
EDS (data processing) are among the largest companies in the 
country. These firms have become far more conscious than in the 
past of the advantage of influencing government policies that affect 
their ability to deliver services \'\lorldwide, and their rapid growth in 
recent years has given them the clout to get attention from the 
government. Both business executives and government officials 
are thus more inclined than in the past to look to barriers in 
services as key commercial issues.160 

In short, trade in services is increasingly dominated by a handful of leading 

multinational corporations. "It appears, therefore, that the world of 

transnational corporations in the service sector is not small, even when 

158This tem1 seems to have been coined in Frederick F. Clairmonte and John H. Cavanaugh, 
Transnational Corporations and Services: The Final Frontier, (Sidney: Transnational 
Corporations Research Project, 1984) 

159Nayyar, "The Political Economy of International Trade in Services", p. 289. 

160Feketekuty, International Trade in Services, p. 40. 
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compared to their counterparts in the manufacturing sector which have been 

there much longer .... The service sector in the contemporary w orld has 

thus developed very different characteristics from those prevailing even two 

decades ago. "161 

This pattern of corporate concentration was due in no small part to the 

waves of mergers that began in the late 1970s and early 1980s which have 

served to create the Transnational Service Conglomerate(ISC). This was true 

particularly in the financial sector where w ave after wave of mergers made 

large financial services multinationals like the international banks and 

financial services companies even larger. For example, by 1984 American 

Express, one of the early advocates of liberalizing trade in services, had 

already purchased, the Trade Development Bank of Luxembourg for $550 

million, the Investment House of Shearson Loeb Rhodes for $930 million 

and Warner Communications for $175 million. These and other purchases 

served to diversify its activities into other service sectors, making it a TSC.1 62 

The Concentration of Trade in Services Exports Amongst Very Few 
Countries 

The concentration of services trade within a few companies is paralleled 

by a concentration of exports of services from even few er nations. In 1981 the 

US and UK had the two biggest trade surpluses in services.1 63 More 

specifically, according to IMF balance of payments s tatistics for 1983, the five 

leading countries in total service exports (including investment etc.), the 

USA, France, the UK, VVest Germany and Japan combined accounted for 53 

percent of total world service exports. The share of the top ten was 73 

percent! 164 Furthermore these exports were almost exclusively the preserve 

of the developed nations, with Singapore being the only developing nation to 

crack the top 15 in exports. Even more concentrated were the net positi-ve 

trade balances in services trade. That is, if countries with positive net trade 

balances in services, those that most benefit from trade in services, are 

separated out from those that are net losers, the percentages of net positive 

161Nayyar, "The Political Economy of International Trade in Services", pp. 289-290. 
162c lairmonte and Cava nag h, "Transnational Corporations and Services", pp. 27-28. 
163Gavin, "New Horizons in International Trade: Towards Free Trade in Services," p . 194. 
164Kakabadse, International Trade in Services, p. 27. 
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service trade accruing to key countries is staggering. In 1982, based on OECD 

statistics, the five leading net positive exporters of services, the US, the UK, 

France, Italy and Spain, combined, accounted for a s taggering 68 percent of 

total net positive exports in services.1 65 This concentration of huge positive 

service trade balances and the benefits accruing form these positive balances 

in only a small number of nations is markedly different from trade in goods. 

Such an uneven pattern of development of trade in services implies from a 

narrowly-structurali st perspective that countries ,,vhich had a large surplus in 

services and for which services constitute a large part of total exports, were 

likely to have a substantial interest in the liberalization.166 ,t\7hile the big 

losers in services trade, those nations which import far more services then 

they export, countries like Japan, Canada and the developing nations (in fact, 

the vast majority of nations) would have jus t the opposite interest -vis n vis 

liberalization. Despite this structural condition, countries like Japan and 

Canada, hvo nations with extremely large service trade deficits, vvere 

important supporters of the American efforts to get services into the Uruguay 

Round even though they would likely experience even greater foreign entry 

into their domestic markets . 

Overall, the concentration of services trade suggests that ,,vhile services 

trade may not have been grmving rapidly as a proportion of global economic 

activity, it was becoming more important to a number of leading 

multinationals and to key countries, like the United States. 

Conclusions 

As shall be seen in the following chapter, the concentration of benefits 

from trade in services suggest that structural analys is may provide important 

insights into how and why services trade liberalization got to the top of the 

international agenda and s tayed there. The fact the "trade in services" w ere 

the almost exclusive preserve of leading multinational companies and the 

few countries which vvere home to those companies is of no small 

significance. However, these structures, which helped to make trade in 

services an important concern for key actors like the US Government, in the 

165oECD, Services: Statistics on International Transactions, (Paris: OECD, 1992). Based on 
stats drawn from table A. 

166Nayyar, "The Political Economy of International Trade in Services", F· 287. 
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absence of an important role for ideas, would also seem to preclude the kind 

of broad support for liberalizing trade in services which emerged in the 1980s. 

From a narrow ly-structuralis t perspective ins titutionalizing trade in services 

liberalization into the GATT should have been extremely unlikely. 

Nevertheless, despite the fact that most service sectors and service firms 

continued to be organized on a national basis, no effective organized 

opposition to liberalization emerged. 

Throughout the 1980s influential proponents of liberalization like Ingo 

vValter and Ronald Shelp (of American Express) worried that the longer 

negotiations on services took the more likely it became that the mass of 

domestic service indus tries and firms that benefited from existing protection 

would organize politically to oppose to discussion of liberali zation of trade in 

services . However, as we shall see, the ideas of proponents of services trade 

liberalization reached such a level of total consensus in international circles 

that no organized oppositional discourse was possible. vVhile there is 

evidence of resis tance by some countries and some firms to liberalization in 

the negotiation phase, thi s oppos ition never amounted to questioning the 

goals of liberalization in principle, or whether services were actually traded, 

or, perhaps most importantly, whether the GATT was the appropriate forum 

for negotiations on services. The fears of Shelp and vValter were unfounded . 

Indeed, the only serious opposition to including services in the GAIT ,vas 

provided by leading developing nations 1-vho opposed the move, not due to 

domestic pressure, but because they questioned the logic of the trade in 

services argument and because they felt that its inclusion in the GATT should 

be held back until the OECD nations gave ground on the issues of concern to 

developing nations. At the very least, the narrowly structuralist approach 

outlined by Milner in Resisting Protectionism, would seem to be a less then 

useful guide in explaining the level of support for including the liberalization 

of trade in services on the GA TI agenda. 
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Chapter t/3: The Histor11 of the Trade in Services Argument - The Origins of 
an Idea 

"The ideas of economists and political philosophers, both when 
they are right and vvhen they are wrong, are more powerful than is 
commonly unders tood. Indeed the world is ruled by little else. 
Practical men, who believe themselves to be quite e:--empt from any 
intellectual influences, are usually the slaves of some defunct 
economist. r,.,fadmen in authority, ,vho hear voices in the air, are 
distilling their frenzy from some academic scribbler of a few years 
back. I am sure that the puwer of vested interests is vastly 
exaggerated compared with the gradual encroachment of ideas." 

John Maynard Keynes, 1935167 

"Our analysis should be concerned with s tructural change and with 
the question of human agency." 

Stephen Gill, 1995168 

1) Genesis of a New Way of Seeing Exchange in Services 

One of the more spectacular aspects of the trade in services story is the 

speed ,vith ,vhich the idea that exchange in services could and should be 

liberalized became the dominant international view - spectacular because the 

idea vvas so new. ,vhile debates about the benefits and dra,vbacks of 

merchandise trade liberalization have been going on for hundreds of years 

and trade theory has reached an almost common currency in public debate, 

no one, not even the most rabid laissez-faire disciple had argued that services 

,vere being traded and should be liberalized as trade until the 1970s. Despite 

this, in just over a decade this idea ,vould be institutionalized into the GA TT, 

'This is a remarkably short time if one considers that before 1973 there had 

been no public discussion of trade in services, no one had thought about the 

issue in a systematic manner, most people thought that services were not 

167 Feketekuty, International Trade in Services, p. 59. 
1681n Gill, '"Theorizing the Interregnum," p. 66. 
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tradable, and it would have been difficult to find a trade policy official who 

thought that services had anything to do with trade policy."169 

As has already been mentioned, there had been isolated calls for 

liberalization of "invisible transactions" prior to the 1970s and several 

conventions \Vere agreed to which had attempted to liberalize aspects of what 

,vould be called services trade. \Vhile these agreements remained 

inconsequential, their very substance illustrates the degree to which prior to 

the 1970s no one thought of services as a category of international trade. In 

fact, international discussion of exchange in services rarely ever dealt \,vith 

services even as an economic category, and even rarer still promoted the 

cause of liberalization; rather, individual service sectors, far from being 

liberalized, had traditionally been regulated by special industry-specific 

conventions.I 70 Thus, the "trade in services argument'', the idea of 

visualizing international exchanges in service as one sector, as "trade in 

services", was radically new. In sum, the trade in services argument 

represented a radical challenge to the existing paradigmatic beliefs regarding 

services and yet the idea gained ascendancy in a very short period of time. An 

examination of this history can only leave one vvith a sense that the 

dissemination of the idea itself must be considered in any explanation of why 

services got included on the GAIT agenda. 

The Origins of Ideas? 

For this Chapter there are two overarching questions: 1) \\There did the 

trade in services idea or argument come from ; and, 2) VVhy did it gain 

adherents so quickly? \Vhile narrowly-structural approaches to the study of 

IPE have a clear explanation of why one set of ideas becomes popular at a 

given time, such perspectives have no clear account of where new ideas 

initially come from. This is because such perspectives assume that ideological 

preferences spring naturally from the interests of actors. Ideas are nothing 

more then intellectual hooks used to justify given material interests. I 71 

Inevitably then, such perspectives must assume that there is an inexhaustible 

supply of such "intellectual hooks" already created and readily available for 

169Feketekuty, International Trade in Services, p. 295. 
170Gibbs, ""Continuing the International Debate on Services;· p. 199. 

171Jacobson, "'t-.1uch Ado About Ideas"", p. 285. 
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interested actors to use or must simply ignore where the cognitive production 

of nevv ideas occurs. In either event such a perspective ,vould then ignore 

vvhere the trade in services argument actually came from, instead starting the 

trade in services story at the point where US multinationals adopted the ideas 

as a justification for their interests. Unfortunately, as will be shown below 

such a perspective not only ignores the actual course of events but also leaves 

one ·with the sense that had a small number of intellectuals in London not 

"invented" the idea then there would have been no such "intellectual hook" 

available to US service multinationals. 

Epistemic Communities, Transnational Historical Materialism and the 
Origins of Ideas 

Based on the hypotheses set out in the opening chapter it should be clear 

that both the epistemic communities and Transnational Historical 

Materialism perspectives assume that ideas are produced by innovating 

intellectuals, an epistemic community in the first instance and a group of 

organic intellectuals in the latter. The similarities end there. 

On the issue of where new ideas come from, the epistemic communities 

perspective assumes that new ideas are rational responses to some sort of 

structural change and the resulting intellectual problems posed by 

uncertainty. Furthermore, the ideas are thought to be issue specific and 

related only to the assumed structural changes occurring within a delineated 

sector. In the case of services, Drake and Nicolaidis are emphatic that the 

trade in services epistemic community is issue specific. ''They are services 

experts, period. They generate ideas specifically to promote a new 

multilateral project heretofore ignored by the trade policy profession."172 

The Gramscian-inspired approach of Gill and Cox assumes that ideas are 

normative and closely related to the hegemonic ambitions of a particular class 

or class fraction. It also assumes (implicitly) that issue-specific ideas like the 

trade in services argument are related to broader hegemonic or potentially 

hegemonic normative discourses. That is, new ideas come in part from 

emergent interests and in part from broader intellectual currents which pre­

condition new analysis. In short, from this perspective we ,-vould expect to 

172Drake and Nicolaidis, p. 40. 
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see an interaction of the trade in services argument vvith broader ideological 

discourses. 

The previous Chapter made the point that the trade in services 

argument could not be seen as simply a rational response to changing 

structural conditions, since no such changes in the global services economy 

had occurred prior to the Uruguay Round. Consequently, it is difficult to 

accept the epistemic communities argument that the trade in services 

argument a rational response to uncertainty. 

On the case of issue-specificity versus the impact of broader intellectual 

currents, once again the position of the epistemic comm uni ties approach may 

not be an accurate guide to how ideas mattered in the case of trade in services. 

At several junctures in this Chapter (and in those that follow) a broader 

intellectual commitment to free trade may have played a significant part in 

defining actors and intellectuals' attitudes towards the trade in services 

argument. In fact, as will be seen below, these broader intellectual 

commitments may even have played a role in helping condition how the 

issue was first analyzed. That is, the trade in services argument ,vas created in 

a partisan attempt to apply the intellectual rationales of free trade in 

merchandise to the case of services. 

As to why an idea gains popularity, both perspectives assume that it rests 

in part in the success of its proponents, whether an epistemic community or 

organic intellectuals in disseminating the idea, and influencing important 

actors. Hmvever, beyond this basic level of similarity, again the hvo 

approaches provide implicit theoretical disagreement. From the epistemic 

communities perspective an idea gains popularity in large part because of its 

value to actors as a rational response to emerging uncertainty. From the 

Coxian perspective ideas become more or less popular in part due their 

success as an articulation of the ambitions or interests of classes or class 

fractions and due to their success as hegemonic discourses. As will be seen 

belmv, the initial popularity of the trade in services idea in the US, the 

popularity that really put it on the international agenda, was almost entirely 

traceable to some US multinationals' recognition that it served their interests 

- that the idea helped them to better understand vvhat their interests were visa 

vis international service regulation, that it helped expand the pro-free trade 

coalition of multinational companies in the United States, and that it more 
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successfully articulated the interests of US service multinationals than other 

ideas had in the past. 

The Origins of the Trade in Services Argument 

Most observers have placed the origins of the debate about including 

services in the GAIT to the mid-1970s when the US Congress, under pressure 

from US service-sector multinationals, mandated that the United States 

Trade Representative (USTR) should seek liberalization of barriers to trade in 

services in the upcoming Tokyo Round of the GATT.173 Such a view, 

however, not only misrepresents the actual flow of events, but perhaps more 

importantly misrepresents the pattern of causation involved in these events. 

This account is logical only if one assumes that the idea spmvned naturally 

from the interests of these companies, and yet as we have already seen no one 

had thought of international exchange in services as trade before, even 

though the phenomenon had been occurring for some time. The fact of the 

matter is that US service multinationals would not have been calling for such 

a move had they not been handed the idea by a small group of European 

laisse:-faire visionaries. 

The story actually begins in 1968 ,,vhen Hugh Corbett, a writer on trade 

issues, established a nevv think tank in London, the Trade Policy Research 

Centre, with the goal of creating a more "informed" public opinion on trade 

policy and the undoubted benefits of free trade. Rather uniquely, as Corbett 

was laying out the proposed research agenda for his new Centre, it occurred to 

him that services were playing an increasingly important role in the ,vorld 

economy, "Indeed, it ,,vould have been difficult for an economic observer in 

London during the 1960s not to be aware of the rapid grmvth of international 

services ."1 14 As a result Corbett commissioned Brian Griffiths, an economist 

at the London School of Economics, to study international exchange in 

services and restrictions on transactions in the services sector. This s tudy ,vas 

the, " ... starting point for much of the subsequent work in the field of 

173Murray Gibbs in his brief history of the issue "Continuing the International Debate on 
Services," Journal of World Trade Law, (1985) pp. 199-201, is illustrative of this 
assumption which is implicit in many other sources as well. 

17 4 An account of these events can be found in Feketekuty, International Trade in Services, p. 
296. 
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services and the Trade Policy Research Centre . . . [has] played a key role in the 

development of international thinking on trade and investment in services 

since that time. "175 The work done at the Centre in these early years 

established all of the basic concepts of the trade in services argument - that 

services could be produced in one country and exported to consumers in 

another, and could therefore be traded despite exis ting barriers, and flowing 

logically from the Centre's normative commitments to free trade these flows 

of trade should be liberalized like other forms of trade. It is important to note 

this. The Centre's general commitment to free trade played an important role 

in "conditioning" its analysis of the need for liberalization in services. 

First Official Recognition of "Trade in Services" 

At the same time as Corbett and Griffiths were first probing the issue of 

services and their tradability, in September of 1972 the OECD sponsored a 

"Report by the High Level Group on Trade and Related Problems" as an 

intellectual basis for the proposed Tokyo Round of the GAIT (often referred 

to as the Rey Group as it ,vas chaired by Jean Rey, a former president of the 

European Commission). Shockingly, since there was almost no study of the 

issue, the OECD Report contained a short chapter on "trade in services"; 

thereby coining the term: 

The serv ices sector, like the industrial sector, is experiencing a 
measure of internationalization and interpenetration. For some 
countries trade in services is at least as important as, and in 
some cases more important than, merchandise trade . . . The 
Group has not made a detailed examination of questions 
concerning international trade in services. It considers hovvever 
that, from the point of view of international economic relations, 
this sector poses problems similar in nature to those met in 
merchandise trade. Given that services are a sector which seems 
likely to expand rapidly in countries ' economies, the main need 
is to avoid any tendencies to protectionism and to aim at 
achieving a more thorough liberalization.1 76 

175Feketekuty, International Trade in Services, p. 296. 
176o ECD, Report of the High Level Group on Trade and Related Problems, (Paris : OECD, 

1973), p. 63. 
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What was key is that this was the first time a major international body had 

taken the position that services were like trade in goods and were subject to 

protectionism, "The issue had never been framed in this manner by the 

regulatory agents and institutions governing service industries. "1 77 Indeed, 

the report framed all of the crucial arguments which would guide thinking 

about exchange in services for years to come. It argued without any data that 

services were being transacted across borders in an ever-increasing volume 

that was likely to continue and perhaps more importantly that these 

transactions were analytically the same as trade in goods and should be 

liberalized in a similar fashion. Thus, the essential ingredients of the "trade 

in services argument" were born in 1972. The Rey Group suggested that the 

OECD should undertake steps towards liberalization of services trade while 

stopping short of actually arguing that the upcoming GAIT Tokyo Round 

should specifically address trade in services. 

The Rey Group did not simply stumble on to this idea, nor did it include 

the chapter on services at the behest of any state or group of businesses with 

an interest in liberalization. Geza Feketekuty as well as Drake and Nicolaidis 

have argued that, 'The decision to include a chapter on trade in services was 

largely due to several individuals associated with the preparation of the 

report."178 One was Bill Eberle, a prominent American businessman; 

another was Bertil Ohlin, a Swedish economist, and the third was Sir Richard 

Powell, who had been extensively briefed by a s tudy group put together by 

Corbett and Griffiths at the Trade Policy Research Center. This was not the 

only connection between the Trade Policy Research Centre and the OECD 

Group. Harold Malmgren, the American trade policy expert who had been 

hired by Rey to draft the papers used by the OECD in preparing its report was a 

also a long-time friend of Corbett's, 'Drawing on their own experiences and 

those of their associates, they shared the view that services were of growing 

importance to world trade and that barriers to services would need to be 

addressed more systematically by governments."1 79 

While it would not be until 1975 that the Trade Policy Research Centre 

would finally publish its own work on trade in services, the Centre had 

177orake and N icolaidis, p. 45. 
178Feketekuty, International Trade in Services, p. 298. Feketekuty was working for the OECD 

at the Time. 
179Feketekuty, International Trade in Services, p. 298. 
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already accomplished more than it could have hoped for by converting at 

least some participants of the OECD to the cause of trade in services 

liberalization. Nevertheless, when it published its own study, the Centre 

turned up the heat by diverging from the OECD's conclusions, arguing that 

the issue should be dealt with immediately in the Tokyo Round of the GATT. 

Relatedly, the Centre's members attempted to broaden the dialogue about the 

issue by publishing numerous pro-service-trade-liberalization articles in their 

own journal, The VVorld Economy.180 

2) The US Congress Mandates Negotiations on Trade in Services 

\,Vhile this idea that services were traded and should thus be liberalized 

gained little momentum in international trade policy circles in the early 

1970s, despite the OECD Report, they found an instant currency across the 

Atlantic in the United States: 

For American-based TNC's, the "trade" category had a dual 
appeal. Internally it rolled together a new political coalition of 
companies from diverse industries by underscoring their 
common problems and jus tifying their external demands . 
Externally, it gave them each a potent discursive weapon with 
which to advance these demands by redefining industry-specific 
policies as "protectionism", a charge that was less easily ignored 
by foreign governments than were ad hoc appeals for regulatory 
flexibility . 181 

Given that actual trade in services, although small, was increasingly 

dominated by only a few multinationals, most of which were based in the US 

(Companies like, American Express, Citibank, Pan American, Sea Land, AIG, 

AT&T and EDS), to a certain extent the particular salience of the trade in 

services argument in the United States was structurally given; simply put, a 

small number of huge US firms, and the US itself had the most to gain from 

liberalization of barriers to entry into international service markets and little 

to lose given the US's already more lax regulatory barriers to international 

inves tment. 

180Drake and Nicolaidis, p. 46. 

181orake and Nicolaidis, p. 46. 
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There were other important factors peculiar to the US. The trade in 

services liberali zation idea potentially could help strategis ts at the USTR 

widen the pro-free-trade cons tituency ,vithin the US at a time when some 

firms and industries ,vere calling for protection.l 82 In particular it might 

help offset the influence of organized labor which was now clearly in the 

protectionist camp. As well, conditions were ripe for a refocusing of the US 

trade agenda. In seeking the necessary congressional authorization to 

participate in the Tokyo Round the US adminis tration had throvvn open the 

door to a relatively wide ranging debate on US trade policy . In this debate the 

ne,'\· ideas about trade in services received an open hearing by Government 

leaders and trade policy experts. 

The first US company to promote "trade in services" as an issue to be 

dealt with by the GAIT during the Tokyo Round ,vas Pan American Airways: 

Pan American had run into some difficulties in persuading a 
number of countries that it ,vas as qualified to carry the 
international mail as the national airline, and it seemed to Pan 
American that national regulations preventing them from 
carrying the mail were no different from barriers to trade in 
goods. Pan American had also run into restrictive regulations 
on aircraft repairs, which it believed could be dealt with in the 
conte\.t of trade negotiations.I 83 

Specific concerns like these were crystallized by Ron Shelp, the vice president 

of American International Group (at that time the world's largest insurance 

provider) into a full blmvn campaign for including services in the Tokyo 

Round. Shelp, who had previously worked with the International 

Department of the US Chamber of Commerce on trade issues, realized the 

full potential that expanding the definition of trade to services held for 

advocates of liberalization. Shelp believed that if services could be included 

under the definition of trade then the government would give US exporters 

of services the same type of support in international negotiations for 

liberalization that those exporting goods received: 

Shelp organized a full-fledged campaign to extend many of the 
provisions of the United States Trade Act to include services . 

182orake and N icolaidis, F· 46. 

l83Feketekuty, International Trade in Services, p. 300. 
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Representatives from a number of service indus tries joined the 
campaign and offered public tes timony in hearings organized by 
the Senate Finance Committee. Persuasive tes timony \Vas offered 
by representatives of the Air Transport Association, The 
American Ins titute of Merchant Shipping, and the National 
Constructors Association.184 

\!\That Shelp had realized \Vas that because of the normative commitments of 

the trade policy community to free trade, putting services ,,vithin a trade 

discourse inherently would help propel the cause of liberalization more 

effectively than might otherwise be the case. This is an important point to 

emphasize. \'\That Shelp and other US advocates had recognized from the 

outset is that policy makers, negotiators and business leaders themselves 

,vould more readily support the logic of liberalizing trade in services if the 

idea were dealt ·with as an aspect of trade policy and ,vithin the discursive 

limitations of trade theory. It is not clear ,vhether Shelp and his colleagues 

chose this course because they believed the trade in services argument as laid 

out in London and Paris or because the argument borr01ved from London 

simply made s trategic sense. Nevertheless, this was not the only juncture at 

which piggybacking the idea of liberalization of exchange in services on the 

attitudes surrounding trade theory and neo-liberalism more broadly helped to 

influence outcomes. 

As a result of the campaign organized by Shelp, the US Congress decided 

to expand the definition of international trade in the 1974 US Trade Act to 

include services, mandating that the US administration s hould seek 

liberalization of services in the upcoming Tokyo Round of the GAIT. 

Negotiators '"''ere obligated under US law to pursue the goals laid out in the 

Trade Act. 

By 1974 two important trends ,vere emerging. Firs tly, the trade in 

services argument was gaining adherents. "Trade officials seeking new turf 

and constituencies, politicians wanting to appear farsighted, industry analysts 

concerned with the operational consequences of competition, academics 

intrigued by the analytic challenges, corporate lobbyis ts hoping to legitimate 

their private agendas - these and other groups were converging around the 

trendy question of services."1 85 Secondly, international debate about 

184Feketeku ty, International Trade in Services, p. 300. 

185ora ke and Nicolai dis, F· 46. 
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exchange in services liberalization was now encased within the parameters of 

trade discourse: 

Internationally, the predominately Anglo-American analysts 
who firs t posed the issues es tablished the terms of discourse to 
·which other members later had to respond. The very act of 
defining services transactions as "trade" es tablished normative 
presumptions that "free" trade ,vas the yardstick for good policy 
against v,,hich regulations redefined as non-tariff barriers, should 
be measured and justified only exceptionally.186 

Despite these mutually reinforcing trends, discussion of services at the Tokyo 

Round ,,vas brief, confused, and produced little in the way of results. 

3) Services and the Tokyo Round 

The general view of the failure of the Tokyo Round to grapple with 

services liberalization is that too fe,v people took the argument that services 

,!\,ere traded very seriously, or at the very least, most participants did not 

"understand" the issue. Discussion about services was understandably 

chaotic then, lacking any sense of vvhat the relevant topics were. "Vlithout a 

shared causal belief that services ,vere indeed tradable, it vvas impossible to 

discuss the ques tion coherently, much less negotiate."187 Until participants 

accepted the logic of the trade in services argument little real discussion was 

possible. Geza Feketekuty of the USTR does not share this assessment, 

hmvever, stopping short of accepting that no one believed services should be 

discussed as a trade issue, concluding rather, that discussion was simply 

premature. "Getting agreement among a large number of countries to initiate 

comprehensive negotiations on a nev.r topic, particularly a topic as new and as 

different as trade in services, however, proved difficult. "188 

It is interesting to note that despite the Congressional mandate to 

negotiate on services, made on behalf of the US service multinationals, the 

US negotiating team (of which Feketekuty ,,vas a member) did not take the 

goal of a comprehensive liberalization of services trade very seriously. It was 

186Drake and N icolaidis, p. 40. 

187Drake and N icolaidis, p . 47. 

188Feketekuty, International Trade in Services, p. 191. 
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felt that the issue lVas too complex and not well enough understood to 

proceed along the lines demanded. The US negotiating team itself did not 

fully understand the issue. Nevertheless, the US negotiators \Vho had to 

comply \vith the mandate did push for a number of minor provisions in the 

Tokyo negotiations aimed at liberalizing services. "On the basis of this 

strategy, the United States succeeded in inserting references to services in 

three nontariff agreements [ the Government Procurements, Standards and 

Subsidies Codes]. The three references to services established relatively 

modest, indirect obligations on the treatment of services and they applied to 

services only insofar as they affected trade in goods. "189 

Despite these "victories", subsequent analyses of the Tokyo Round 

suggests that many GAIT observers and participants thought the discussion 

of services was insignificant. Indeed, one history of the Tokyo Round written 

in the midst of the 1980s debate about including services in the Uruguay 

Round does not even discuss services.190 Another does likewise, although to 

an even higher degree in that while discussing the role of the Rey Group in 

laying the intellectual groundwork for the Round, it completely ignores the 

Rey Group's discussion of services and the subsequent debate about services 

at the Tokyo Round.191 vVhile these are only isolated examples, the 

complete lack of information on the US services initiative at Tokyo is 

certainly suggestive of the fact that most saw the services issue as a largely 

irrelevant side show to the more traditional trade issues. 

Despite the modest results, however, the farce of services negotiations at 

the Tokyo Round should not be completely ignored because it did help to set 

the precedent that services vvere a trade issue and, in particular, that they were 

a CATT issue. Feketekuty as a member of the US delegation to Tokyo 

emphasized this point. Echoing Shelp's realization of the importance of 

firmly entrenching services within the bounds of the trade policy 

community, Feketekuty noted that: 

189Feketekuty, International Trade in Services, p. 304. 
190John H. Jackson, Jean-Victor Louis, and tvtitsuo Matsushita, Implementing the Tokyo Round­

National Constitutions and International Economic Rules, (Ann Arbor, University ot 
Michigan Press, 1984). 

191Gilbert R. Winham, International Trade and the Tokyo Round Negotiation, (Princeton: 
Princeton University Press, 1986), pp. 75-76. 
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The mos t fundamental issue with respect to multilateral trade 
negotiations in services is whether the liberalization of trade is 
an appropriate objective in serv ices . It is fundamental because 
the motivation for all multilateral trade negotiations has been to 
liberalize trade and the whole intellectual framework that 
supports trade negotiations is based on the propos ition that the 
reduction of trade barriers will generate economic gains as trade 
expands . There would be very little reason to pursue trade 
negotiations in services if liberalization ,,vere not an appropriate 
objective.19 2 

Essentially, Feketekuty believed that if the case could be made that services 

were a trade issue, that they were being traded like goods on a previously un­

heard of scale, it would then be unquestioned by most participants in the 

trade policy community that services should be liberalized. However, in light 

of the Tokyo services debacle, the firs t step would be to convince people that 

services were indeed being traded like goods. 

Conclusions 

VVhile it is undoubtedly true that trade in services got on the 

international agenda initially because of the demands of US service 

multinationals, this is not the full story. Even though these firms had been 

selling services internationally for some time they had never thought of 

defining these activities as "trade" in the past. Despite the fact that the trade 

in services argument helped to define and legitimate their interests better 

than had previous ideas about their activities had, they had not "produced" 

this intellectual justification or "hook" themselves. To the contrary, it took a 

small group of laissez-faire disciples working on the other side of the world to 

formulate this idea, disseminate it (in part via the OECD), and thereby 

radically redefine how these companies conceptualized their own interests. 

This his tory suggests that it is inappropriate to assume that ideas flow directly 

from interests. Such a view presupposes that all possible ideas or ways of 

conceptualizing something are already articulated and are thus readily 

available to interes ted parties. However, the trade in services argument had 

192Feketekuty, International Trade in Services, p. 200. 
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to be created before it could define and justify the interests of service 

multinationals . 

This is not to say, however, the role of these corporations at this stage 

should be ignored. Rather, their role is suggestive of a major weakness of the 

epistemic communities approach. As was shown in the previous Chapter the 

trade in serv ices argument w as not a rational reflection of some underlying 

change in structure. In this Chapter it was shown that these ideas were 

created explicitly for normative reasons and became popular for normative 

reasons. Far from being an issue-specific rational response to uncertainty, a 

broader commitment to free trade pre-conditioned the Trade Policy Research 

Centre's thinking about trade in services and this in conjunction with the 

structural position of service multinationals helps to explain why the idea 

gained adherents so quickly. Thus, Transnational His torical Materialism's 

insistence on the normative, interest-defining, and interest-serving nature of 

ideas, and the need to conceptualize issue-specific ideas as part of broader 

hegemonic discourses seems a more accurate guide to the origins of the trade 

in services argument. 
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Chapter tt4: Broadening Support for the Trade and Services Argument - The 
Dissemination of the Idea to the Advanced Capitalist Nations 

"Trade officials have to be sensitive to the impact of trade policy 
measures on both the economic interests of different industries and 
the achievement of policy goals in other areas of domestic and 
foreign policy. In order to pursue an expansionary trade policy, it is 
usually necessary to convince a large number of business leaders, 
workers, and policy officials that proposed measures are fair and 
advantageous to the country as a whole. The process that is used to 
manage trade policy is usually as important as the outcome of trade 
policy." 

Geza Feketekuty, 1987193 

"Trade in Services is the major trade issue of the 1980s. It is time for 
us to recognize this reality." 

Henry Freeman, American Expressl 94 

1) The Intellechtal Campaign in Support of the Trade in Services Argument 
(1974 - 1982) 

Follmving the failure at Tokyo, advocates of liberalization such as 

Feketekuty at the USTR and those at the Trade Policy Research Centre in 

London concluded that the main problem confronting the liberalization of 

services trade was a lack of understanding about the issue: 

... very few businessmen, including those in the services sector, 
looked at international service activities in trade terms. In fact, 
most people, including most economists, thought that one of the 
principal distinctions between services and goods ,,vas that 
services were not tradable and that economic activity in the 
services sector "vas therefore insulated from global economic 
pressures .19 5 

l93Feketekuty, International Trade in Services, p. 150. 

194Benz, "Trade Liberalization and the Global Service Economy," p. 95. 

195Feketekuty, International Trade in Services, p. 305. 
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Most trade policy officials also shared these assumptions. \Vhat the Tokyo 

Round had shmvn was that before services could be seriously dealt with by 

the C ATT these assumptions would have to be changed. National trade 

negotiators, trade policy experts, business leaders, politicians and involved 

economists would all need to come to share the beliefs propagated by the 

Trade Policy Research Centre, the OECD, and US service multinationals that 

services were traded like goods, that this trade was of growing importance to 

all nations due to technological change and that these transactions should be 

liberalized within the framework of the CATT. 

In his 1988 book on services, Feketekuty boldly claims that he actually 

was the fir st to perceive the need for an international "intellectual campaign" 

to spread the trade in services gospel and, moreover, he claims to have led 

this campaign!l 96 He asserts that the success in getting serv ices on the GA TT 

agenda was directly attributable to this intellectual campaign. This crusade on 

behalf of the trade in services argument began slowly, spreading first in the 

United States and then as it gained momentum many European actors also 

joined the cause. 

Intellechtal Campaigns, Epistemic Communities and Transnational Historical 
Materialism 

As it was shovvn in the previous Chapter, the s tructural conditions of 

international services exchange helped to explain why the issue became so 

popular with US service multinationals. Based on Chapter 2, however, and 

its documentation of the sharp inequities of international services trade (the 

concentration of the benefits of such trade amongs t only a few companies 

based in an even smaller number of countries), such conditions would seem 

to indicate that a broad consensus in support of removing barriers to services 

trade would have been unlikely if the structure of the international service 

economy \.Vas all that mattered. Thi s fact suggests the need for alternative 

explanations. I argue that the dissemination of the trade in services 

argument or idea itself is one factor \,vhich played an important, if not key, 

role in producing that consensus. In short, the ideas and their international 

196Feketekuty, International Trade in Services, p. 306. H e describes the "plan" of this 
campaign in some detail on p . 306. 
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dissemination are an important part of the explanation for how trade in 

services ,vas institutionalized in the GAIT. 

Drake and Nicolaidis have argued that governments outside of the US 

would never have agreed to put services into the GATT had the ideas 

disseminated by the trade in services "epistemic community" not altered 

their thinking about international exchange in services. Based on the 

hypotheses set out in Chapter 1, this Chapter will document the efforts of the 

trade in services "epistemic community" to enact this change. Two 

assumptions from the approach are important here: 

Firstly, the epistemic communities approach assumes that the success of 

such a community depends heavily on its access to top policy makers. In fact, 

normally we would expect important policy makers themselves to be 

included amongst the ranks of an epistemic community. Epistemic 

communities are not formal organizations, as "communities" their 

boundaries are delineated only by members' adherence to the normative and 

causal commitments inherent in their shared ideas. vVe \-vould expect then to 

see clear evidence of the substance of these ideas being adopted by 

policymakers if we are to accept that the ideas themselves are an important 

explanation of the emergent consensus in support of liberalization. 

Secondly, since whether or not an actor is a member of the community 

depends on their intellectual commitments rather than the formal positions 

they hold, epistemic communities normally include members from a variety 

of backgrounds. Membership can, however, be broken into hvo broad tiers. 

Those in the first tier are directly interested parties such as members of 

governments, formal international agencies, and private firms while those in 

the second tier are more "purely intellectual" analysts such as, academics, 

lawyers, industry specialists and journalists. Importantly, the approach 

contends that while both of these tiers share a conceptual framework and 

agenda, the latter tier's organizational independence from direct material 

concerns helps to legitimize the views of the former by giving them a stamp 

of "neutral" credibility in the eyes of skeptical policy makers.197 As such, we 

would expect the intellectual "legitimization" provided by more "purely 

intellectual" analysts to be an important aspect of the spread of the trade in 

services consensus. 

197Drake and Nicolaidis, p. 39. 
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In contras t, Transnational Historical Materialists argue that the 

formation of an international hegemony requires a far-sighted political 

consciousness on the part of the intellectual leadership of dominant groups. 

''The ques tion of conscious action presupposes a group of thinkers and 

practitioners who can theorize on the nature of global change, and generate 

concepts which can chart a path towards a reconstructed order."198 From 

their perspective the ideas or concepts at the heart of such a hegemonic order 

are generated by organic intellectuals : 

According to Gramsci, any historic bloc requires 'organic 
intellectuals ' to help cement the links between s tructure and 
superstructure. These intellectuals are the 'concrete articulators ' 
of the hegemonic ideology ,,vhich provides cohesion for, and helps 
to integrate the his toric bloc .. .. A hegemonic ideology is 
necessarily produced by, and depends on, a long and difficult, 
often very contradictory process vvhereby, 'conceptions of the 
world are created and destroyed, reformulated, and reconstructed 
through intellectual activity .' To secure its hegemony, therefore, a 
dominant class or class fraction needs creative intellectuals ' to 
elaborate, modify and disseminate its class conception of the 
world'.199 

Indeed Gill 's ow n work, drawing on Gramsci, has been particularly interes ted 

in the role of the ins titutional frameworks or organizations in which organic 

intellectuals develop and disseminate their conceptions which help to 

manufacture such a hegemonic class consciousness. These are 'ideological 

apparatuses'. 200 His work on the Trilateral Commission s tressed the role of 

organic intellectuals working ,vithin the ideological apparatus of the 

Commission in promoting an international class conception of the world. 

In the first Chapter it was hypothesized that from this perspective in the 

case of trade in services we would expect to see a number of important 

indicators if this method is to be of use. Among these are two of particular 

importance for this Chapter. Firs tly, it ,vas argued that we would expect to see 

clear evidence of organic intellectuals, working within both private and 

public international ins titutions, attempting to define both the transnational 

class-perspective of trade in services and attempting to make that perspective 

l98c ill, American Hegemony and the Trilateral Commission, F· 51. 
199cm, American Hegemony and the Trilateral Commission, F· 52. 
200c m, American Hegemonv and the Trilateral Commission, r -52. 
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the hegemonic discourse vvithin global political circles . Below, it w ill become 

apparent that the case of trade in services offers a s imilar opportunity to that 

of the Trilateral Commission to stress the role of organic intellectuals 

v.rorking within various institutions in helping to produce and disseminate 

such a class conception of the international service economy - a conception 

w hich it can be argued, based on Chapter 2, related materially to only the 

interests of a few multinational corporations. 

Secondly, from this perspective w e w ould expect to see a clear 

congruence between the ideas generated by these organic intellectuals in 

regards to services and the broader emergent neo-liberal intellectual 

hegemony. v\Te would expect there to be clear linkage between the ideas of 

the trade in serv ices argument specifically and the Anglo-American neo­

liberal ideological preferences of Transnational Capital more generally if the 

details of the trade in services story correspond to the contentions made by 

Gill and his colleagues. 

The Spread of the Trade in Services Argument in the United States' Trade 
Policy Community 

In the late 1970s Hank Greenberg (the president of AIG, and a colleague 

of Ron Shelp's) ,vas appointed to the Presidential Advisory Committee for 

Trade Negotiations w hich, " ... provided high-level private sector advice to 

US negotiators, and once on the Committee, Greenberg kept reminding 

Strauss [the USTR at that time] of the legislative mandate on services."201 At 

the same time, Feketekuty continued to promote the issue both as the USTR's 

representative on the OECD's Trade Committee and as a special counselor to 

the USTR. Indeed, he served in the USTR as the defacto "house intellectual" 

on services.202 The USTR, spurred on by these early converts to the trade in 

services gospel gradually threw its '!\'eight behind a campaign in support of 

service trade liberalization under the leadership of, " ... Feketekuty, the most 

visible, prolific, and influential analyst of the time. His activism in 

congressional hearings, efforts in organizing interagency and business 

coalitions, and writing and speaking activities have led some to regard him as 

201Feketekuty, International Trade in Services, p . 305. 

202Drake and Nicolaidis, p. 50. 
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the 'father of trade in services'."203 Along these lines the USTR began to 

circulate a "trade in services" newsletter to those interested in the issue. 

Prompted by the interest in services trade in and around the office of the 

USTR and leading US multinationals, in 1976, the US Department of 

Commerce conducted the first comprehensive study of the issue, entitled U.S. 

Service Industries in vVorld :t-.1Iarkets. Although this study understandably 

reflected a US bias1 most studies that have followed have in large part merely 

res tated the conclusions of this original study .204 The s tudy argued that the 

main problem confronting international service companies was investment 

barriers which often prevented them from operating and owning affiliates 

abroad. While it has already been noted that this study only emphasized the 

degree to which exchange in services was really an investment issue rather 

than a trade issue1 these contradictions lvere never explored at the time as this 

study was thought to be further proof of the need for liberalization of "trade 

in services". 

The Spread of the Trade in Services Argument Within the United States' 
Private Sector 

Efforts such as these inside the government to increase awareness of 

services trade were supported by activities of advocates in the private sector 

aimed both at pushing the government to act and at promoting greater 

support for the cause amongst the business community. At the same time as 

Hank Greenberg was repeatedly reminding the USTR of the issue, Ron Shelp, 

of AIG Insurance, persuaded the US Chamber of Commerce to organize a 

services committee, which could monitor the Government's response to the 

1974 Trade Act legislation and exert pressure on the adminis tration to take 

the legislation seriously .205 

Shelp continued to be a key player in building support for services 

liberalization, in part due to the number of "hats" he wore. Shelp was a 

member of the OECD's Business Indus try Advisory Committee, he headed 

the US Chamber of Commerce Services Committee (which he had worked to 

create) and he chaired the Industry Sector Advisory Committee on Services. 

203Drake and N icolaidis, F· 50. 
204Benz, "Trade Liberalization and the Global Service Economy;· p. 101. 
205Feketekuty, International Trade in Services, p. 305. 
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His most important contribution, however, may have been his own 

intellectual contribution to the campaign, his influential book, Bevond 

Industrialization.206 The book, while supporting the assumptions of the 

trade in services argument, also called for a new round of GATT negotiations 

on the issue. 

Shelp was not the only business leader involved in the campaign at this 

time. American Express executives, Henry Freeman and Joan Edelman 

Spero, also became active, participating in conferences, publishing articles and 

lobbying officials to promote service trade liberalization. Spero and Freeman, 

" ... also used their membership in a variety of business organizations and 

public policy research institutes to persuade these organizations to launch 

research studies on trade in services ."207 Their vvork ,vould not go 

unrewarded for long: 

Through the efforts of Shelp, Freeman, and others a long list of 
organizations and institutions became involved in carrying out 
studies of trade in services, in sponsoring seminars and 
conferences, and in passing resolutions in support of trade 
negotiations on services. The list of organizations includes the 
US Council of Foreign Relations, the National Foreign Trade 
Council, the Committee for Economic Development, the 
Conference Board, the Center for Strategic and International 
Studies, and the American Enterprise Institute.208 

As ,,veil, the US Chamber of Commerce and the US Council for International 

Business launched s imilar activities.209 

Perhaps most crucial at this stage was the US Chamber of Commerce's 

survey of barriers to service trade conducted on behaif· of the USTR: 

The data collected from that survey, organized by indus try and type 
of barrier, provided the fir s t comprehensive overview of the 
barriers faced by businesses engaged in international trade in 
services. This document lvhich has come to be referred to as the US 

206Ronald K. Shelp, Beyond Industrialization: Ascendancy of the Global Service Economy, 
(New York: Praeger, 1981). Drake and Nicolaidis identify Shelp as the second most 
important individual, after Feketekuty, in promoting the issue of trade in services 
liberalization. 

207Feketekuty, International Trade in Services, p . 308. 
208Feketekuty, International Trade in Services, p . 309. 
209orake and Nicolaidis, pp. 49-50. 
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Trade Representative's Inventory, remains one of the most detailed 
sources of information about barriers in this area.210 

In response to the study, the USTR established a Services Policy Advisory 

Committee, made up largely of chief executive officers of major firms in each 

of the major service industries. 

The Spread of the Trade in Services Argument Outside of the United States 

In London, the Trade Policy Research Centre continued to play a leading 

role in promoting trade in services, organizing conferences around the ,,vorld. 

Feketekuty in his book, emphasized the particular importance of the Centre 

in these early phases of the issue. "Studies sponsored by the Trade Policy 

Research Center . .. provided a growing body of literature on trade in services 

that could be used as background material by governments when preparing 

their position on issues discussed in the OECD and the GAIT. "211 The 

Centre also used its journal, The World Economy, as a forum to give 

researchers an opportunity to publish articles on trade in services at a time 

when mainstream journals would not accept them.212 

The Centre was not alone in its efforts. The International Chamber of 

Commerce also played an important role in promoting the issue. "Hans 

Svedberg, a Swedish businessmen became the head of a services working 

group in the International Chamber of Commerce, and this group produced a 

clear and forceful statement in support of negotiations on services in 

1981. "213 This move should hardly be surprising since the head of the 

International Chamber's Trade Committee ,,vas Bill Eberle, one of the three 

OECD Rey Group members who had firs t put the issue on the international 

agenda in 1972!214 

By the end of the 1970s a whole range of international organizations 

joined the ranks of supporters of trade in services liberalization, promoting 

the issue by organizing international conferences, " . .. including the VVorld 

210Feketekuty, International Trade in Services, p. 309. 
21 lFeketekuty, International Trade in Services, p. 310. 
212Feketekuty, International Trade in Services, p. 310. 
213Feketekuty, International Trade in Services, pp. 310-311. 
214Feketekuty, International Trade in Services, p. 310. 
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Bank, the Center for the Study of International Negotiations in Geneva, the 

Center for Transnational Corporations in Ne"v York, the Atwater Institute in 

:tvfontreal, Promethee in Paris, and the Services vVorld Forum, a private 

support group headquartered in Geneva. "215 As well, the informal trade in 

services newsletter which had been produced and distributed by the USTR 

was replaced by a number of private sector publications. The Coalition of 

Service Industries in the United States, the Liberalization of Trade in Services 

Committee (LOTIS) in the United Kingdom and Progress in Geneva all took 

on the task of producing and distributing newsletters that kept supporters 

informed of progress. 

The Role of United States-Based Multinationals in the Intellechtal Campaign: 

Given the structures of international exchange in services it should 

hardly be surprising to note that U .S.-based multinationals also played a role 

in disseminating the idea: 

Anticipating new protectionism at a time when services ,vere 
increasingly important, American-based TNC's endeavored to 
refocus the international agenda. In a variety of multinational 
business associations, American firms urged their foreign 
counterparts to take up the cause. This was no easy task, since 
some of them benefited from protection. But those oriented 
to"vard global markets were learning the potential advantages of 
liberalization, and given the mood in Congress, their acceptance 
of increased competition at home might be an acceptable price to 
pay for continued access to the lucrative American market.216 

Because of the involvement of many US MNCs, some, like Murray Gibbs for 

example, have argued that the indusion of services on the agenda of "various 

international organizations" has been driven primarily by US public and 

private sector pressure: 

To support its initiatives in GA.TT, the United States attempted 
to develop an international consensus for negotiations on 
services, inter alia, by supporting academic research and high 
level seminars, and through a work program initiated in the 

215Feketekuty, International Trade in Services, p. 311. 
2160 k d N. 1 .d. 40 ra 'e an 1co a1 1s, p. ~· 
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OECD. These various activities shared a common characteristic, 
service issues ,vere invariably presented in a trade context, using 
terminology and concepts borrowed from GAIT and other trade 
agreements. 2 1 7 

VVhile there is some truth in this vietv, the emphasis on the role of the US 

ignores the fact that many of the international organizations that were 

rallying to the cause of liberalization such as the International Chamber of 

Commerce, LOTIS in the United Kingdom, Progress in Geneva, and the 

,,Vorld Bank were not simply shells for promoting US interests.2 18 Indeed, 

,vhile Gibbs' point is well taken it needs to be added here that the support of 

many of these non-American groups helped to broaden support by 

legitimizing the sectional interests of US multinationals. Indeed, this is one 

of the epis temic communities approach's main arguments; that those who do 

not appear to have objective interests in a cause help lend credibility to the 

demands of those ,vho do. Academics publishing for the Trade Policy 

Research Centre and support from the International Chamber of Commerce 

etc. undoubtedly helped alleviate the sense that US service giants might have 

been bamboozling other countries with the trade in services idea. The 

support of these groups lent credibility to the idea itself and helped to 

legitimate its basic assumptions. 

While more and more international institutions vvere joining the cause, 

events back in the United States were increasing the pressure for 

liberalization. In 1979 VVilliam Brock became the USTR and he proceeded to 

take services far more seriously then they had been in the past. 219 Indeed, 

the Foreword to Feketekuty's book on trade in services published by the 

American Enterprise Institute (more on this below) ,vas written by Brock. In 

this Foreword he went on record, in hindsight, with his views on the matter, 

affirming many of the assumptions of the trade in services argument.220 In 

217 Gibbs, "Continuing the International Debate on SeIVices," pp. 199-200. 
218Gibbs" argument here reflects a tendency in much of the literature on services to 

overemphasize the role of the US Government. This is hardly surprising since such an 
argument flows log ically from the prevalence of narrowly-structuralist analysis in the 
study of trade policy. Since the US from a structural perspective had the most to gain 
from such a deal on services it is simply logical to conclude therefore that it must have 
been the US Government that forced the creation of the GA TS. 

219Feketekuty, International Trade in Services, p. 305. 
220Feketekuty, International Trade in Services , p. xviii. 
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the follovving section Brock's importance will be evidenced as he was perhaps 

most respons ible for getting trade in services included in the 1982 GAIT 

Multilateral .tvleeting, the first step in getting it included in the Uruguay 

Round.221 Brock made services a top US priorly in the next round of GAIT 

negotiations. 

Brock's commitment to the cause ,,vas in part driven by events in US 

domestic politics. According to :tvfurray Gibbs, the incoming Reagan 

Administration made services a top priority. This increased interest was due 

to a number of factors. Firstly, the Reagan people wanted to find an issue to 

match the Carter Ad ministration's Tokyo Round accomplishment. Also, 

with its stated commitment to free trade; 

... the Reagan Administration obviously had an interest in 
encouraging the formation of a coalition among international 
service industries which could throw its vveight on the s ide of 
other liberal interes ts (e.g. agriculture), to offset the traditional 
protectionis t lobbies (e.g., textiles and clothing) which had been 
growing in s trength due to the shift of most organized labor to 
the protectionis t camp.222 

Once again, it is interesting to note at thi s juncture how an overall ideological 

commitment to the free market and free trade helped to predispose the 

Reagan Administration's thinking about trade in services. 

2) Se1vices and the Uruguay Round Agenda? 

Drake and Nicolaidis argued that by 1980, an epistemic community had 

clearly emerged around services. A group of intellectuals, policymakers and 

business leaders with shared causal and normative commitments had 

attached themselves to the services issue.223 At this point the trade in 

serv ices community's influence was more. " ... intensive than extensive. 

Internal influence was s trong and skewed as classical liberal thinking in the 

American mode shaped the agendas of those who were aware of the issues. 

But external influence on policymakers outs ide of the United States and 

221Feketekuty, International Trade in Services, p . xix. 
222Gibbs, "Continuing the International Debate on Services," p. 200. 
223orake and Nicolaidis, p . 49. 
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Britain was still ,,veak, as their interest in the subject was tentative and 

,veak."224 Regardless of their limit scope, however, the impact of the pro­

liberalization community on international thinking about services quickly 

gained momentum. Specifically, calls for serious negotiations at the GA TI 

became more numerous and emanated more frequently from sources outside 

of the US government. 

By 1981 the International Chamber of Commerce in Paris, already 

supportive of the trade in services argument was demanding the 

liberalization of services: 

A vigorous and comprehensive liberalization of international 
trade in services is now urgently necessary. The International 
Chamber of Commerce therefore urges all governments to enter 
into reciprocal and mutually advantageous undertakings to 
reduce impediments to international trade in serv ices in as far­
reaching a manner as possible . . . . The ICC believes that the 
inclusion of trade in the international market economy system 
is the best guarantee for the continued growth of international 
trade in both visibles and invisibles. In calling on governments 
to liberalize trade in services, the ICC recognizes that, as in the 
case of trade in goods, free trade in services is the standard 
agai nst iuhich the liberalization process should be measured.22 5 

Indeed the ICC now endorsed the concept of a new round of serious GA TI 

negotiations on services. A number of other business lobbies quickly 

followed suit.226 

The OECD Enters the Fray Again - The OECD Sh1dy of Trade in 
Services (1979-1980) 

Perhaps the most important event in this period ,,vas the OECD's 

decision in 1979 to undertake its own study of trade in services. OECD 

discussion about services liberalization had actually been stalled throughout 

the 1970s due to disagreement between Anglo-American and European 

analysts over the issue. Disagreement had centered on whether OECD 

research on services should be undertaken by the Trade Committee or the 

224Drake and Nicolaidis, p. 50. 
225Feketekuty, International Trade in Services, p. 71. 
226Drake and Nicolaidis, p. 49. 
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Invisibles Committee which had traditionally had res ponsibility for 

services.22 7 In 1979 it was decided that the long-awaited study should be done 

by the Trade Committee. Of course, the very decision that services were a 

trade issue is itself sugges tive that the OECD was rapidly moving towards 

support for the trade in services argument. Even more interes ting, this s tudy 

did not set out to s tudy trade in services per se, but barriers to trade in 

services, seemingly already to have completely accepted the logic that 

international exchanges of services were trade! 22S 

The US, which provided much of the work for this report, simply 

updated the US Chamber of Commerce's 1976 s tudy of foreign service trade 

barriers and submitted it to the OECD as the basis of the larger project. Other 

countries then performed similar indexes for the study. These research 

programs were conducted along analytical lines and assumptions identical to 

those used by the early "epistemic community analysts " or "organic 

intellectuals" in the pri vate sector, like those of the Trade Policy Research 

Centre. 

The OECD Trade Committee was now the focal point for a 
reevaluation of services transactions and regulations across 
member countries. Other OECD committees responsible for 
individual indus tries submitted background papers, as did 
governments, TNC's and independent analys ts . These 
assessments indicated that services liberalization might well 
inv igorate a s luggi sh world economy, offs et declining 
competitiveness and protectionism in goods markets, and yield 
gains for countries other than the United States . Governments 
began to reassess the parameters of their reticent stances, and the 
OECD minis ters declared in 1981 that CATT negotiations 
merited further consideration.229 

In relatively short order, the Trade Committee had come to share the 

assumption of the USTR and other advocates of liberalization that trade 

concepts could be applied to services. This led to a decision to draft a 

document that laid out the key concepts and principles that could serve as the 

foundation for a future trade regime for services. This document, Elements 

227Feketekuty, International Trade in Services, p. 314. 

228Feketekuty, International Trade in Services, p. 315. 
229orake and Nicolaidis, p. 51. 
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of a conceptual Framework for Trade in Services230, was not published for 

public consumption until 1987, although work had been completed as early as 

1981-1982.23 1 The paper essentially enshrined a conceptual consensus w ithin 

the OECD that services could be treated as analy tically similar to trade. Indeed, 

the OECD Trade Committee's work on serv ices biggest " .. . achievement [had] 

been developing a conceptual framework for service trade modeled on 

fundamental GA.TT principles such as national treatment, which requires 

that imporled merchandise receive regulatory and fiscal treatment equivalent 

to domestically produced products, and transparency of regulations and rules 

affecting trade."232 

The Results of the Intellechtal Campaign 

The key at this point of the story was that the fundamental beliefs of the 

trade in services argument had already crys tallized among many 

international business leaders and were becoming intellectual givens when 

"services trade" was discussed by many policy makers. These were that: 

[S]ervices, and in particular, business services were increasingly 
v ievved as a productive ne\lv locus of vvealth creation; as 
independent outputs in a lucrative market ins tead of derivative 
inputs to goods production; a s measurable in value; as 
continuous rather than ephemeral and temporary .... as traded 
between different entities rather then jointly provided by cartel 
members; as moving across borders through identifiable 
delivery paths (via networks or via the movement of suppliers): 
and, above all, as a coherent class of actiz.1ities subject to similar 
regulatory NT Bs and rneri ting liberaliza tion under a common 
set of general trade principles [sic].233 

In short, more and more actors were novv accepting the basic assumptions of 

the trade in services argument. 

It was within this increasingly prevalent way of seeing and 

conceptualizing exchange in services that international calls for including the 

230oECD, Elements of a conceptual Framework for Trade in Services,(Paris: OECD 1987) 
231Feketekuty, International Trade in Services, p. 318. 
232s help, "Trade in Sen rice", p. 72. See this article fo r information on the work done b y the 

OECD's Trade Committee on services prior to the opening of the Uruguay Round. 
233orake and Nicolaidis, p. 50. 
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issue as a full negotiating item in the Uruguay Round would be dealt with by 

trade ministers. Simply put, in the few years that had passed si nce the end of 

the Tokyo Round, by 1980-81, many of the basic assumptions about services 

had begun to change. 

Getting Services In the Uruguay Round 

Observers of the lead-up to the Uruguay Round were extremely skeptical 

about the possibilities of services being fully integrated into the GA TI. 

Indeed, Robert Gilpin (a leading structuralis t) felt that there were significant 

obs tacles to the possible liberalization of services. "Understandably, then, 

negotiations for increased economic liberalization in the service indus tries 

are extremely sensitive politically and raise the issue of whether a greater 

harmonization of domestic societies is necessary. "234 Because of this he 

believed that the attempt to liberalize services via the GA TI would not prove 

to be successfu).235 Nevertheless, supporters would gain momentum quite 

quickly, largely due to the influence of the trade in services argument. "The 

analytical ,,vork and the discussions that have taken place in the OECD over 

the past eight years [had] created a substantial consensus among developed 

countries on the des irability of launching negotiations on trade in services in 

the GATI."236 

In the autumn of 1982 the GAIT convened its firs t :t-.1inisterial Meeting 

since the launching of the Tokyo Round in 1973, when services had firs t been 

raised tentatively by the US (before it and everyone else fully "unders tood" 

the issue). At this meeting the US proposed that those laying the 

ground,v ork for the next round should be prepared to include services . 

\Villiam Brock, the USTR, emphasized that the US intended to place 

particular emphasis on the new issues of intellectual property and services. 

Interes tingly, prior to the meeting, Brock put forward his ideas on how GAIT 

negotiations could include services in an article entitled, "A Simple Plan for 

234Robert G. Gilpin, 'T he Implications of the Changing Trade Regime for US - Japanese 
Relations,'" in T. Inoguchi and D. L. Okinato eds., The Political Economv of Tapan - Vol. 
2 - The Changing International Context, (Stanford: Stanford University Press, 1988), p . 
146. 

235Gilpin, "The Implications of the Changing Trade Regime," p. 146. 
236Feketekuty, International Trade in Services, p . 191-192. 
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Negotiating Trade in Services," in The l-Vorld Economy, which of course was 

published by the Trade Policy Research Center in London.237 

Despite the recent Ministerial Declaration of the OECD, many felt that 

the US proposal to include services on the negotiating agenda of the new 

round was extremely premature. The European Commission, for example 

had just launched its own inter-services group to assess the issue: 

Members of the EC were uncertain about their competitiveness 
in liberalized markets, \VotTied about preserving existent 
regulatory objectives, and skeptical about the applicability of 
traditional trade concepts and principles to some service 
transactions. Hence, during the ministerial meeting the EC 
representative did not oppose further exploration, but neither 
did he commit to the idea of services negotiations.238 

The developing nations rejected both the proposals of the US and their 

"conceptual claims". The Group of 77, led by Brazil and India of the Group of 

Ten, completely," ... unaffected by the epistemic community analysis of the 

trade properties of services ... "and argued that the GAIT regime had no 

legal jurisdiction over economic exchanges in services.239 

Despite this opposition, the Ministers kept the possibility of services 

negotiations alive by putting the issue on the back-burner, delaying a decision 

by calling for national studies of the issue to be presented for review at the 

1984 Session of the Contracting Parties before any final decision was made. At 

the time, proponents of liberalization were quite pleased with this decision. 

Joan Edelman Spero, of American Express commented that the decision by 

GATT Ministers to call for studies of the issue, " ... legitimates trade in 

services in a way that no other international agreement has done before. It 

sets the stage for the next crucial step towards liberalization of trade in 

services ... ".240 

Once the GA TT made this call for national studies things really got 

underway, " ... governments not only needed substantive input on the 

nature and trade properties of services transactions but also needed strategic 

237 William Brock, USTR, "A Simple Plan for Negotiating Trade in Services," The World 
Economy, 1982. 

238orake and Nicolaidis, p. 52. 
239orake and Nicolaidis, pp. 52-53. 
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input on what liberalization might mean for their national policies and 

capabilities."241 The U.S. developed its o\vn comprehensive study for 

presentation to the GAIT secretariat and its trading partners. 

It argued that services were growing in international economic 
importance and noted the central role of the information 
revolution in spurring this development. The report also 
stressed that deregulation of many service industries would help 
the US economy and argued that liberalizing service trade 
according to the GA TI rules ivould benefit the world economy 
as much as had freer merchandise trade.242 

These arguments were backed up with a number of statistics, none of which 

grappled with the reality of the lack of growth in the scale of international 

exchange in services: 

The economics driving the U.S. effort - which is heartily 
endorsed by Congress - are impressive. The United States is the 
world's first and largest service economy, with 75 per cent of its 
work force employed in service industries and 69 per cent of the 
gross national product (GNP) produced by services. Job creation 
has been spectacular: Seventeen million out of twenty million 
jobs created in the 1970s were in services. Further the United 
States has a competitive edge in many services such as insurance 
banking, and motion pictures, and the services associated with 
the explosion of information technologies - data procession and 
data base services, satellite transmissions and similar 
telecommunication services. 243 

Fifteen other countries (including Canada, the UK, the Netherlands, 

Japan, Sweden, Finland) and the EC Commission completed similar studies 

that reached the same conclusions.244 Essentially, what happened was that 

after these industrialized countries "did their homework", that is performed 

their own focused study of the issue based on the logic of the trade in services 

argument, their positions shifted quite rapidly as they came to believe that 

they also might gain from liberalization. As such, this was a crucial turning 

point according to Drake and Nicolaidis' epistemic communities approach 

241Drake and Nicolaidis, p. 54. 
2 42sh l "T d . S . .. ~3 e p, ra e 111 L erv1ces , p. 1 . 

2 43sh 1 "T d · S . " 76 e p, ra e 111 Lerv1ces , p. . 
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and for that matter Transnational His torical }..1aterialism. It was only at this 

point that actors, responding to the ideas propagated by the "epistemic 

community" or "organic intellectuals", began to redefine their perceptions of 

self interest in accordance with these new ideas.245 

The cases of Japan and Canada, two of the firs t countries to complete 

studies supportive of the US position, are illustrative of the degree to which 

these countries ' positions are surprising unless it is unders tood that their 

thinking may in part have been conditioned by the assumptions of the trade 

in services argument. Japan and Canada were consis tently hvo of the larges t, 

if not the largest, deficit nations in international exchange in serv ices. Both 

countries already "imported" a great deal of services and had developed only 

a very limited capacity to "export" services. VVhile nothing conclusive can be 

said in either case, the dissemination of ideas does seem to be an important 

consideration in both ins tances. 

Observers at the time argued that based on past evidence the Japanese 

government would be automatically hostile to the US demands for the 

liberalization of services trade. "US demands on Japan to open its economy in 

these areas are resis ted because they are perceived to threaten Japanese 

cultural values and national self sufficiency in strategic sectors. "246 At the 

time there were growing tensions in US-Japanese relations over serv ices . 

American analysts w ere concerned that closed and regulated Japanese service 

markets (particularly financial serv ices) were preventing US firms from 

succeeding in the Japanese market; thereby, advantaging Japanese firms in 

international competition. This "led to concerns that regulatory practices and 

Keiretsu ["oligopolistic practices"] in Japan are creating the same sort of 

bastion market in banking that US firms have faced in other businesses. "24 7 

These charges were not ,vithout basis . The Japanese government had in fact 

been attempting to limit the intrusion of US service providers into the 

Japanese market in response to the US "trade" surplus in services \Vhich had 

grmvn to about $10 billion a year. Essentially, by incorporating select US 

companies into Japan's domestic service oligopolies, the Japanese 

government hoped to give some of the more v ocal US supporters of a more 

245Drake and N icolaidis, p. 56. 

246Gilpin, "The Implications of the C hanging Trade Regime", p. 145. 
247 C. Fred Bergs ten and Marcus Noland, Recon cilable Differences? Unite d States-Japan 

Economic Conflict, (Washington: Ins titute for International Economics, 1993), p. 170. 
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"open" Japanese services market a stake in the status quo. "Once in, the 

incumbent US firms lose interest in liberalization per se and discourage the 

US Government from continuing its pressure."248 

Despite the weak position of Japan in international services trade, its 

historical hostility to opening its own services market and its attempts to 

mute the opposition of US firms to existing anti-competitive practices, 

surprisingly1 "Japan was the first country to join the American cause and ,vas 

soon followed by Britain, Canada, France and Switzerland. Japan's national 

study had shown a trade deficit in services, but the new thinking in and out 

of government circles was that a regime could stimulate regulatory 

innovation and the grmot11 of an export capability while deflecting criticisms 

on trade in goods."249 Indeed, Japan's support for negotiations on services 

was not simply a strategic move to avoid discussion of Japanese 

protectionism in goods trade; attitudes had begun to change in Japan: 

[The] steps Tokyo is taking suggest much more than a public 
relations ploy. Prime Minister Yasuhiro Nakasone, in a little­
noticed speech in Ne,,v York following the \Villiamsburg, 
Virginia, economic summit in 1983, discussed extensively the 
challenge Japan faces in transforming itself into a post industrial 
society. Since then, the i\.finisters of Foreign Affairs and 
International Trade and Industry, as well as the Planning Agency, 
have undertaken major research programs on services. Several 
Government-led business delegations have visited the United 
States and \Vestern Europe to examine their service industries. 
Every indication suggests that Japan views a strong service sector 
as essential to its future competitiveness.250 

Essentially, the Japanese government had come to believe that liberalization 

of services might be in their interest because it might create new 

opportunities for developing an export capacity. Obviously, to believe this 

the Japanese government had to believe that it \!Vas possible to meaningfully 

export services on a large scale; that is, they first of all had to accept the trade 

in services argument. 

It should also be noted that Japanese business leaders in the period 

leading up to the start of the Uruguay Round were thought to be moving to a 

248Bergsten and Noland, Reconcilable Differences, p. 159. 

249Drake and Nicolaidis, p. 57. See also Shelp, p. 80. 
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more anti-statist, neo-liberal set of ideological preferences across a range of 

issues mainly touching on the level of internal regulation within the 

Japanese economy. 2 51 This also may have played a role in conditioning 

Japan's thinking about trade in services. Indeed, Fred Bergsten and Marcus 

Noland, two experts on US-Japanese economic relations, argued that attitudes 

towards services regulation began to change in the 1980s. According to them 

the Japanese Government \Nas sincerely interested in changing course 

towards significant service sector deregulation.2 52 Indeed, following Japan's 

decision to support the US services initiative it would seem that Japanese 

companies increased their efforts to export more services in those sectors 

\l\7here such exports were possible. In 1990 accusations surfaced amongst a 

number of US banking experts that Japanese companies were "dumping" 

financial services on the US market in order to expand their market share.253 

While all this is certainly suggestive that Japanese thinking may have been 

influenced by the ideas of the trade in services argument - that it was possible 

to meaningfully export a large number of services - it is important to 

recognize that an overall adoption of neo-liberal principles may have played a 

role in this change of heart on service sector openness. Once again, this 

directs attention to the role of broader ideas - in this case the emergent 

hegemony of international neo-liberalism - in the trade in services story, 

rather than the issue-specific influences of the trade in services argument by 

themselves. 

In Canada, the federal government formed an independent task force to 

assess vvhat its interests might be in negotiations on services. Despite 

Canada's poor performance in international exchange in services and the 

potential vulnerability of many Canadian service industries such as banking 

to competition from more competitive US service companies, the Canadian 

study supported the idea of GATT negotiations on services.254 

This needs to be emphasized. Canada amongst all the OECD nations was 

in perhaps the weakest position ·vis a vis international trade in services due 

to its physical proximity to the US, its (largely) shared linguistic community 

251see Allinson, Gary D., "Japan's Keidanren and Its New Leadership", Pacific Affairs, (Fall, 
1987), No. 60, pp. 385-407. 

252Bergsten and Noland, Reconcilable Differences, pp. 170-171. 
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,vith the US, and the fact that US service companies already had a strong 

footho]d in many Canadian service sectors. In fact, cultural content la,vs and 

inves tment res trictions were perhaps the only thing preventing a full 

integration of the Canadian services market into the web of US service 

multinationals. A deal at the GA IT which for instance would remove 

barriers to investment in industries like broadcasting or barriers to the 

dis tribution of US books and magazines in Canada could in all Jikelihood 

remove the last protection Canadian service companies have from being 

squeezed out of the domestic services market entirely. Nevertheless, the 

Canadian government s trongly supported the US initiative. 

This support is very difficult to explain if one were to consider only 

Canada's s tructurally-determined interes ts on this issue. However, in the 

absence of clear evidence which proves a key role for ideas little can be said 

here other than that it would seem illogical to conclude that the dominance 

of neo-liberal, deregulatory and pro-free trade ideas in Canadian business and 

po]icymaking circles played no role. In fact, the ascendance of these ideas in 

Canada during the 1980s makes the Canadian government's position none 

too surpri sing . Indeed, similar arguments were often made about Canada's 

likely lack of competitiveness in the Canada/ United States Free Trade 

Agreement or the North American Free Trade Agreement (NAFIA) for that 

matter (and thus ,vhat Canada's true material interests ·uis a vis those 

agreements were) and yet in both instances the government chose the path of 

liberalization. Little can be said conclusively, however. 

Nevertheless, it is interes ting to note how the closed network of trade 

policy experts may have played a role in orienting Canada's national s tudy on 

services trade. Indeed, it once again sugges ts the importance that placing 

services in the trade policy context had on promoting liberalization. The 

Canadian Government, as part of its research on services prior to the 

Uruguay Round, conducted a major study in cooperation with the Institute 

for Research on PubJic Policy. Rodney de C. Grey, a veteran Canadian trade 

negotiator (rather than an expert on services regulatory frameworks) who had 

worked at the Tokyo Round was commissioned to do the project. 

Interestingly, Feketekuty had also worked on the US team at Tokyo and it 

should hardly be surprising therefore that for advice on the project de C. Grey 
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,vent straight to FeketekutyJ255 He also consulted Murray Gibbs, Harold 

1falmgren, and Gary Sampson, all s trong advocates of the trade in services 

argument, and it is therefore not surprising that de C. Grey's study affirmed 

the trade in services argument in its entirety.2 56 

\Vhile the discussion of Japan and Canada's positions on the trade in 

services issue and the precise motivations for their support must remain 

sornevvhat tentative, it does seem that the impact of ideas, and their adoption 

by important policymakers at this point ,,vas crucial. In order for countries 

like Canada and Japan to support the idea of negotiating services 

liberalization via the CATT they had to accept at a bare minimum the tenets 

of the trade in services argument. They had to accept that this was a trade 

issue, or at least a "trade-like" issue that could be dealt with by the GA.TT. As 

such, they had to believe that there was actually a great deal of this trade 

occurring rather than jus t investment. Since this ,vas not the case, the 

importance of ideas at this stage would seem to be crucial. Despite the fact 

that the scope of such trade had been consistently overestimated, most 

developed countries now smv the inclusion of services in the GA TT as an 

opportunity to expand their mvn exports.2 57 Policymakers in these countries 

also had to accept the application of trade theory to trade in services in that 

agreement to discuss services liberalization seems to presuppose that such a 

move would not only offer potential for new exports to individual states and 

companies but also ,v ould be welfare-maximizing since that is the entire 

assumption behind trade negotiations. 

The epis temic communities and Gramscian-inspired methodologies 

seem very salient here in that the uncertainty s urrounding the wholesale 

application of trade theory to serv ices seemed to have been eroding as 

governments increasingly re-aligned their interests in accordance with the 

causal and normative assumptions made by trade in services advocates . The 

chaos of discussion about services in the Tokyo Round, the uncertainty of 

what issues and interests were involved, was being replaced by a consensus 

255 Rodney de C. Grey, "The Services Agenda", The Institute for Res earch on Public Policy, 1990, 
p. xix. 

256see de C. Grey, "The Services Agenda". 
257Jock A. Finlayson and Ann Weston, The GA TI, Middle Powers and the Uruguav Round, 

Middle Powers and the Uruguav Round, Middle Pavvers in the International System, 
No. 5, (Ottawa: The North-South Institute, 1990), p. 28. 
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that services could and were being traded on a revolutionary scale and a 

normative commitment that they should be liberalized in the GA TI. Indeed, 

Joan Spero of American Express argued at the time that it had been extremely 

difficult for negotiators up to this point to talk about services because, 

perceiving ones interests was difficult in the "absence of a uniform, 

universally accepted data base. "2 58 The lack of understanding of hmv service 

trade '\,vorked" and what asymmetries of interest were involved had made 

negotiation impossible up to this point. As a result of both the OECD study 

and the GAIT national studies most national trade negotiating teams from 

Advanced Capitalist States were coming to share the views of the United 

States by 1983-84.259 They were now defining their interests around the 

possibility of negotiations in accordance with the ideas produced at the Trade 

Policy Research Centre some ten years earlier. 

Indeed, analysts from well outside of these two methodological 

paradigms have made surprisingly similar arguments about this stage of the 

process. For example, for Stephen Benz this was an important step because: 

Before constructive work [could] take place, there firs t has to be an 
adequate theoretical and numerical f rameioork f or po licy analysis 
in the framework of international services trade and investment . 
. . . The fi rst necessity then before liberalization can occur, is for us 
to be able to understand and track the flmvs of our modern 
comp]ex service economies. . . . The Europeans have been wary of 
granting any concessions without fir st having an adequate data 
base, which is why up to the present time most of the activity in 
internationa] forums on services has consis ted of the submiss ion 
of country studies.260 

The s tudies produced at this stage along lines based on the analytical 

assumptions of the trade in services argument provided a "data base" or 

better put, a shared basis of causal assumptions upon which discussion could 

proceed. 

The Emerging International Policy Consensus Outside of the Trade 
Policy Community 

2585 "T d · S ,· · R . B . " 18 pero, ra e m ~ en.-ices. e1novmg arners , p . . 
259Feketekuty, International Trade in Services, p. 319. 

260Benz, "Trade Liberalization and the Glob a l Service Econ om y," p. 98. 
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At the same time as national trade negotiating teams from developed 

nations v.rere reevaluating their s tances towards trade in services, moving 

towards consensual s upport for the trade in services argument, there was an 

equally clear consens us emerging within international political circles. 

\Vhile developed nations' trade negotiating agencies were compiling their 

CATT studies in preparation for the 1984 Contracting Parties Session a 

consensus in support of institutionalizing services trade into the CATT was 

growing. \'Vithin international academic and intellectual circles a high level 

of consensus about the fundamental s of trade in services had already 

emerged. "Disagreements were confined to the issue of vvhich GA TT 

principles and processes were right for which transactions, rather than to the 

ques tion of whether services should be treated as trade in the firs t place. "26 l 

It is also important to note that at this s tage, as the likelihood of actual 

negotiations grew, pro-liberalization forces recognized that actual 

liberalization would be a slm,v process of progressive opening of markets 

rather than an immediate elimination of barriers. Advocates realized the 

application of CATT principles would involve a slow and gradual process of 

liberalization. As such they focused most of their attention on campaigning 

only for the inclus ion of services into the CATT framework, thereby 

ins titutionaliz ing the goal of liberalization, rather than campaigning for 

specific liberalizations. 2 62 

Supportive arguments in favor of the move were numerous. Dozens of 

journal articles appeared arguing the basic presumptions of the pro­

liberalization movement, 'They generated dozens of articles in new 

newsletters such as The Service Economy and in established economic 

journals s uch as The ,vorld Economy, and the Journal of \Vorld Trade 

Law."263 Indeed, a \-vhole new set of arguments began to emerge. Ronald 

Shelp , Joan Edelman Spero (who were now colleagues at American Express) 

and Steven Benz all in various published articles argued that protectionism 

,vas actually grm.uing in international services trade. Shelp actually argued 

that ris ing protectionism was the "real concern" behind the movement. 264 

Benz, although he offered nothing in the v.ray of specifics, argued that 

261Drake and N icolaidis, p. 60. 

262Drake and Nicolaidis, F· 63. 
263Drake and Nicolaidis, F· 59. See footnote at the bottom of the page. 
264s help, "Trade in Services", F· 77. 



"barriers to trade in service are growing in scope and severity . .. . New 

barriers are beginning to arise over some previously unrestricted national 

service markets in the area of electronic communications and information 

transmittal."265 Spero argued much the same, although again with no 

ev idence: 

\Vith the increasing importance of services to national economies 
and to trade these barriers hav e become more s ignificant and 
more onerous. :tv1oreover, in a time of recession, protectionism is 
gruwing against services as well as goods. . . . Barriers against the 
flow of services are putting a brake on the development of some 
of the mos t dynamic sectors of an increas ingly interdependent 
world economy .. _266 

Indeed, in all of the literature on trade in services no article to the knmvledge 

of this author ever offered an example of a newly erected barrier to trade in 

services. The need to put services into the GA TT to prevent even more 

protectionism was jus t another example of a pro-liberalization argument that 

never had to be tes ted. 

Conclusions: 

VVhile a clear consensus in support of going forward ,,vith services 

negotiations within the tentative Uruguay Round had emerged amongst 

developed nations by the end of 1984, there were s till arguments against the 

move. These arguments emanated principally from the United Nations 

Conference on Trade and Development (UNCTAD) and leading developing 

nations . The erosion of this opposition in the face of rising support for 

liberalizing "trade in services" will be taken up in the next Chapter. 

However, at this point it ·would seem important to examine how ,vell the two 

ideational approaches under study can explain the emergence of this 

consensus in support of services liberalization amongs t the developed 

nations. 

First, it was argued that if either the epistemic communities perspective 

or that of Transnational Historical Materialism are to be useful guides in the 

265Benz, "Trade Liberalization and the Global Service Economy," p . 99. 

266spero, "Trade in Services: Removing Barriers", p. 20. 

116 



trade in services story we must, at the very leas t, be able to see evidence of the 

effects of the ideas themselves on the causal and normative assumptions of 

actors. It is difficult to see how such widespread support for including 

services into the GAIT could have emerged in the absence of such ideas. To 

agree to negotiate on services states had to believe that: 1) services ,vere being 

"traded" on an ever-increasing scale, 2) they could be liberalized through the 

GATT's merchandise trade regime, and, 3) if liberalized, such trade could 

provide for expanded exports and/ or the welfare-maximizing effects of trade 

specialization. Despite the fact that these assumptions ,,.,·ere all in varying 

degrees inaccurate, this had become the dominant view amongst developed 

nations. Furthermore, they had become the dominant view from nations 

vvhose structural interests directly opposed liberalization - nations like 

Canada and Japan. 

It was also argued that from the epistemic communities perspective the 

"second tier" of community members the "purely intellectual" analysts with 

no direct material interes ts in the cause helped to lend credibility to the more 

directly involved advocates. Certainly it is reasonable to assume that the 

broad support for services liberalization from such a wide number of 

international ins titutions (perhaps mos t importantly the OECD) served to 

lend credibility to the arguments first posed by the Trade Policy Research 

Centre and US multinationals. 

It was also argued that from the Coxian perspective we would expect to 

see an interrelationship between the acceptance of the trade in services 

argument and the emergent hegemony of neo-liberal ideas more broadly. In 

the case of the increasingly fervent support for the idea in the US after 1980 

the role of broader pro-free trade and pro-liberalization/ deregulation 

arguments particularly in conditioning the Reagan Government's firm 

support for the issue is clear. As well it would seem illogical to separate the 

apparent acceptance of the idea in Japan from the rising political salience of 

deregulation and liberalization in Japanese political circles. Evidence of such 

ideological "spillover" directly contradicts the epistemic communities 

method's arguments about the issue specificity of ideas. Furthermore, these 

were not the only instances of this factor at work in work in the trade in 

services story. 
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Chapter t/5: Convincing the Skeptics - Getting Services Included into 

the GATT 

"vVhat we've got to do is broaden the trade debate to include 
financial services, which I see as a priority. The question we're 
confronting is 'will s tocks and bonds go the way of automobiles and 
s teel?"' 

Rep. Charles E. Shumer (D - NY), 1991267 

In the last Chapter it ·was suggested that if either the epistemic 

communities approach or that of Transnational Historical Materialism are to 

offer anything at all to the trade in services s tory as approaches, we must at 

the very least be able to see clear evidence of the role of ideas in shifting the 

attitudes of nations tmvards trade in services. It ,,vas argued that such was 

indeed the case amongst developed nations. The broad support for including 

services into the GA TT frame,,vork amongst developed nations must in part 

be based on the acceptance of the trade in services argument by these nations. 

The same can be said of the developing nations. 

vVhile a consensus in support of institutionalizing services trade into 

the GA.TT was clearly evident amongst OECD nations by 1984, there was still 

significant opposition to such a move emanating from a number of 

influential developing nations and the United Nations Conference on Trade 

and Development (UNCTAD). vVithin only a short period of time this 

opposition would dissipate as the path would be cleared for negotiations on 

services. In fact, so much would this opposition erode that services' once 

most vocal opponent, the government of India, vvould actually be 

disappointed with the final results of negotiations which did not open up 

international services trade nearly enough! In this reversal, the influence of 

ideas, propagated by intellectuals, international organizations and 

policymakers will again be an important consideration. Much of this chapter 

will be dedicated to making this argument. 

As well, one of the things stressed in Drake and Nicolaidis' approach to 

trade in services is that the trade in services argument gained ascendancy in 

267 New York Times, 21 September 1991, or cited in Bergsten and Noland, Reconcilable 
Differences, p. 167. 
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part due to the fact that there were not clearly viable alternative discourses 

vvhich addressed the specific changes the service sector was assumed to be 

undergoing. As will be developed below, they argued that opposition to 

including services in the GA TT eroded because changes in the structure of the 

services sector meant that no good alternative normative and causal 

conceptualizations existed. Setting aside the problem of Drake and 

Nicolaidis ' belief that there was an earth-shattering change occurring in 

international serv ices exchange, the importance of this lack of an alternative 

discourse is something hypothesized by Transnational Historical Materialism 

as well. In short, Gill has argued that part of the reason for the success of 

Transnational Capital's hegemony in the current period is based on the lack 

of a clear oppositional discourse and the absence of effective political 

coalitions to articulate those counter-hegemonic discourses . It should be 

noted, however, that ,vhile both approaches s tress the importance of a lack of 

viable alternatives in paving the way for the acceptance of nev,, ideas, for the 

epistemic communities approach ideas are issue specific, and thus it is not the 

absence of a counter-hegemonic ideology that was important in the trade in 

services s tory, but simply the absence of effective alternative accounts of trade 

in services specifically . This point will be developed in regards to the trade in 

serv ices story. 

Also, in the closing section of this Chapter, which documents the actual 

scope of the final General Agreement on Trade in Services (CATS) of the 

vVorld Trade Organization (\VTO) (the successor to the CATT) Gill's 

arguments regarding the "new constitutionalism" will be explored. 

1) The Opposition of Developing Nations: 

Opposition to including services on the Uruguay Round agenda from 

the developing nations was not a wholesale attitude evident amongst all 

developing nations . Rather, opposition mainly emanated from the Big Five 

of the Group of Ten ,vho ,vere led by Brazil and India.268 The Group of Ten, 

which had traditionally provided leadership on the issues of concern to 

developing nations in international negotiations, had been around for some 

268The Big Five of the GlO was comprised of Argentina, Brazil, India, Egypt and Yugoslavia. 
The remainder of the G lO, with some variation from time to time, included, Chile, 
Jamaica, Pakistan, Uruguay and Peru. 
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time. Indeed, most in the GATT community felt that historically no GATT 

agreement could be completed ·without the acquiescence of the Group of Ten 

(Gl0). 269 Thus, the opposition of the Big Five of the Gl0 to the inclusion of 

se rvices in the Round was extremely troublesome for proponents of 

liberalization. 

Brazil and India's opposition to including services in the Round ,vas 

based on a number of factors. The government of Brazil simply believ ed it to 

be "naiven and ntheoreticaln to think that unilateral liberalization in services 

w ould benefit the Third vVorld.270 India's opposition was grounded on 

several factors: 

1) The GA TT had failed to advance the interests of developing nations in 

trade in goods so '"'hy ,vould services be any different? 

2) Negotiations on services were often viewed as a form of nneo­

imperialismn, a way of extending the privileged position of 

multinationals based in Advanced Capitalis t States. 

3) Confusion. The GATT's own economists did not fully understand the 

lSSU e. 

4) The inclusions of services in the GATT ivould, n ... not result in 

comparative adv antage and protection for infant service indus tries in 

[developing countries ].tt27 l 

This last point vvas probably most important. There was a deep-seated concern 

in India that any GATT deal on services should not include banking, 

insurance and the basic telecommunications sector as the thinking was that 

these ,vere important sectors in development and India did not ,vant to open 

its ninfant industriesn to international competition. 272 Other developing 

269Rajiv Kumar, "Developing-Country Coalitions in International Trade Negotiations", in 
Diana Tussie and David Glover eds., The Developing Countries in World Trade, 
(Boulder: Lynne Rienner Publishers, 1993), p. 206. 

270c hakravarthi Raghavan, Recolon ization, CATT, the Uruguay Round and the Third World, 
(Penang: Third \/Vorld Network, 1990), p . 111. 

271s urjit S. Bhalla, "India", in Patrick A. Messerlin and Karl P. Sauvant eds ., The Uruguay 
Round: Setvices in the ,Norld Economy, (New York: United Nations Centre on 
Transnational Corporations, 1990), p. 190. 

272s. K. Bhattacharya, "The Uruguay Round of Negotiations: A Tortuous Journey from Punta 
Del Este to l\,farrakesh", in K.R. Gupta e d., GA TT Accord and India, (New Delhi: 
Atlantic Publishers, 1994), p .38. 
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nations felt that the US approach to trade in services would preclude any 

potential benefits for their own trans-border labour services .27 3 

While this opposition principally manifested itself in a refusal to put 

services on the Uruguay Round agenda when this was first suggested by 

developed nations, the government of India also argued that if services 

liberalization was to be di scussed then the use of the old sectoral regimes like 

the International Telecommunications Union should be explored as more 

appropriate forums.274 

UNCTAD - The Dissenting Voice? 

Given the emergent fault line over trade in services beh1veen the 

Advanced Capitalist States and leading developing nations, it is hardly 

surprising that UNCTAD should play a role in this story. UNCLAD was 

widely viewed by developing and developed nations alike as a partisan forum 

"biased" towards the concerns of developing nations. Indeed, the attempt to 

negotiate a new commodity order within UNCTAD in the 1970s had been the 

centerpiece of the Group of 77's efforts to give substance to the ideas of the 

New International Economic Order, an order whose intellectual heritage was 

to be the Keynesianism and embedded liberalism of an earlier age and not the 

neo-liberalism embodied by the trade in services argument. UNCTAD staff in 

the past had played an important role in articulating the interests of the 

developing nations, helping to develop policy positions and promote 

program items for the Group of 77. 27 5 Furthermore as the 1980s opened the 

developing nation supporters of UNCTAD were intent on making it a more 

influential and effective institution. In this expanded role UNCTAD v,1as to 

seek "more explicit authority to offer recommendations on any issue that 

affects the developing countries, even if the legitimate arena of settlement 

,,vere elsewhere. "276 

It should hardly be surprising then that UNCT AD would vvade into the 

services debate. UNCTAD, in response to the rapidly grow ing consensus 

273Finlayson and Weston, The GA TT, Middle Powers and the Uruguay Round, Middle Powers 
and the Uruguay Round, p . 47. 

27 4Rag havan, Recolinization, GA TT, the Uruguav Round and the Third World, p. 111. 
27 5Robert Rothstein, Global Bargaining, UNCTAD and the Quest for a Ne'vv International 

Economic Order, (Princeton, Princeton University Press, 1979), p. 191. 

27 6Rothstein, Global Bargaining, p. 180. 
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amongst O ECD countries in support of putting "trade in services" into the 

GA.TT frame,,vork, launched its own studies at the reques t of many 

developing nations. UNCTAD's work provided a clear and forceful 

opposition to the trade in services argument. It contained three general 

ov erarching criticisms of the arguments being made by pro-liberalization 

forces: 

They questioned the applicability of trade concepts and placed 
quotes around the phrase "international trade in se rvices" in their 
reports. They maintained that even if some services transactions 
could be vie,ved as trade, these ,vere exceptions to the more typical 
phenomenon of services delivery via FDI, vvhich was outside the 
jurisdiction of GATT. Therefore, a restrictive definitional 
boundary needed to be drawn. Perhaps most importantly they 
worried that a liberal regime might benefit the large TNC's that 
dominated global markets more than it did development.277 

Such arguments might have provided a basis for opposition to putting 

services into the GAIT had they been reinforced. However, UNCTAD's 

profile on the trade in services issue steadily declined. Furthermore, there is 

evidence that opinions within UNCTAD subsequently shifted . In fact, there 

were a number of factors at lvork within UNCTAD that may have left it 

poorly positioned to articulate the developing nations ' opposition to 

including trade in services in the GATT. 

Organizationally UNCTAD had hvo major problems. Firstly, UNCTAD 

had internal s taff problems which fostered divisions over the perceived role 

of the organization. Starting in the late 1970s, UNCTAD's staff, like the 

United Nations ' staff, were undergoing a process of "politicization" - a process 

by ,vhich fears for the future of their jobs made them increasingly partisan on 

behalf of national interests.278 Such a trend undoubtedly could undermine 

the effectiveness of the organization as an international advocate from the 

perspective of the developing nations, particularly since the majority of 

UNCTAD's staff traditionally came from indus trialized nations.279 

Furthermore, UNCTAD staff, because of UNCTAD's specific role as an 

advocate for development, were caught behveen dual roles as advocates for 

277Drake and N icolaidis, p. 58. 

27 8Rothstein, Global Bargaining, p. 183. 
279Rothstein, Global Barga ining, p. 184. 
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redistribution on behalf of the developing nations and their role as 

professionals. ~fany UNCTAD delegates from developing nations felt that 

too often UNCT AD s taff members did not support the interes ts of developing 

nations s trongly enough. Delegates from industrialized nations on the other 

hand felt the s taff was too partisan in favor of the developing nations. "In 

effect, one group wanted the staff to be stronger advocates (of its views), and 

the other group wanted the s taff to be more impartial and professional 

(according to its standards of professionalism). "280 Thus, there was no 

consensus viewpoint on the role of the staff as many rejected the idea that 

they were to be advocates for the less advantaged nations. 

The second major factor which may have undermined UNCTAD's 

potential as an oppositional force on services were the structures of 

UNCTAD's delegate groupings themselves . The Group of 77 membership 

subbloc, which dominated UNCTAD (the Secretary General was little more 

than their prisoner), was subdivided into three geographical regions. These 

regions behveen themselves would attempt to hammer out a consensus 

"developing nation view" for presentation to the UNCTAD membership as a 

,vhole. If there was no consensus amongst these regions, little would be 

done, and UNCTAD ,vould lapse into ambivalence and silence.281 From the 

late 1970s onward disagreement among the G77 nations increased as they 

were often divided along have and have-not lines, making consensus and, 

therefore, action more difficult for UNCTAD.282 Indeed, much of the drift of 

Robert Roths tein's argument about the organizational structures of UNCTAD 

is that in the absence of a unified Group of 77, UNCTAD w ould become a less 

effective and vocal supporter of the developing nations ' interes ts.283 Given 

that the G77 w as div ided over the inclusion of services in the Uruguay 

Round (more on this belmv) and divided along geographical lines (the Asian 

members generally supported including serv ices in the Round) it seems 

reasonable to assume, therefore, that effective opposition by UNCTAD to the 

services initiativ e would b e unlikely. 

VVhile the internal problems i-vithin UNCTAD might explain ,vhy the 

organization lapsed into silence, they do not explain the evidence of a change 

28 0Rothstein, Global Bargaining, pp. 189-190. 

281Rothstein, Global Bargaining, p. 195. 

28 2Rothstein, Global Bargaining , p. 200. 

283Rothstein, Global Bargaining, p . 200. 

123 



in views \'Vithin UNCTAD. That is, UNCTAD s taff may, by accepting the 

arguments of pro-liberalization advocates, have done more then simply 

remain silent on the issue, they may actually have helped to undermine the 

basis for opposition to services provided by the earlier UNCTAD work. 

Along these lines, it must be noted from the outset that UNCTAD's role 

as an advocate for developing nations should not be overestimated. From the 

start UNCTAD had never been a "revolutionary" organization. 

"(T]hroughout most of its history, revolutionary goals were primarily 

rhetorical: in general, the prevailing intellectual climate was dominated by 

conventional assumptions about trade and aid, and the developing countries 

,vere too weak to refuse whatever was offered."284 The case of trade in 

services may be just such an example of an issue in which UNCTAD adopted 

"conventional assumptions". 

Frederick F. Clairmonte and John H. Cavanaugh's 1984 s tudy, 

Transnational Corporations and Services: The Final Frontier, done on behalf 

of the Transnational Corporations Research Project at the University of 

Sidney was also prepared for Trade and Development: An UNCTAD Journal 

as Clairmonte at that time was actually serving as an UNCTAD staff 

member.285 lVhat is interesting about this paper is that despite its attempt to 

echo UNCTAD's oppositional concerns to liberalizing trade in services, 

Clairmonte and Cavanaugh actually support or explicitly subsume many of 

the arguments made by supporters of liberalization. 

Basically, Clairmonte and Cavanaugh set out to re-emphasize 

UNCTAD's concern that liberalizing trade in services would only exacerbate 

the huge disparities which existed in services exchange behveen developing 

nations and the US and UK in particular. Their argument was that a 

framework for liberalization might force developing nations to import even 

more services, while their exports would remain effectively niJ. 286 This in 

fact would be the probable outcome given that "services exports" mainly 

occur through multinationals ' direct investment or outright purchase of 

small overseas subsidiaries. However, at different points throughout the 

project they emphasize their opinion that exchange in services - they actually 

28 4Rothstein, Global Bargaining, p. 193. 
285Frederick F. Clairmonte and John H . Cavanaug h, "'Transnational Corporations and Services: 

The Final Frontier", Trade and Develorment: An UNCTAD Journal (No. 5, 1984). 
286c tairmonte and Cavanaugh, Transnational Corporations and Services, p. 14. 
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call it trade in services without putting quotations around the term - was 

going through a process of globalization in \vhich such trade was already a 

huge phenomenon and was continuing to grow. 287 They argued that this 

process of globalization was in large part technologically driven. This should 

hardly be surprising, as has already been shown it was after all the basic 

assumption of the trade in services argument that had sparked the entire 

CATT-services initiative. The important point for present purposes, 

however, is that despite its opposition to liberalization, this paper failed to 

contest the basic premises of the trade in services argument. ½1hile the 

authors ·were concerned about possible negative consequences of a GAIT 

agreement to liberalize services barriers, they failed to question whether 

services w ere actually being traded on a previously unheard of scale and 

whether this phenomenon bore any resemblance to trade at all. 

By accepting the untested causal assumptions of the trade in services 

argument (although perhaps not its normative content), staff at UNCTAD 

may have contributed to the growing support for the argument. That is, 

UNCTAD as a potential s ite of alternative discourse, and as an established 

adv ocate for the interests of developing nations, by accepting the core 

assumptions of the trade in services argument may have inadvertently 

helped to undermine the basis for opposition by the developing nations. At 

the very least, it did little to slow the acceptance of the trade in services 

argument. In essence, their argument that an agreement might be bad for the 

trade balances of developing nations was a poor basis for opposition to the 

pro-liberalization forces. It was not an effective oppositional discourse. This 

point "vou]d be driven home \Vhen many developing nations changed their 

position to support of the initiative, as they were convinced that their lower 

labor costs potentially gave them a competitive advantage in service trade 

exports. Of course this assumes that countries actually can export serv ices 

across borders rather than have domestic firms invest in foreign branch 

operations as the vehicle of export - a largely flmved assumption. 

Furthermore, Clairmonte was not the only UNCTAD member 

important in the trade in services story. In fact, !vfurray Gibbs, an advocate of 

the trade in services argument ,v hose articles have been referenced several 

times in this thesis was the Chief of the Systemic Issues Section of UNCTAD! 

287 Clairmonte and Cavanaugh, Transnational Corporations and Services, pp. 2-3. 
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2) Absence of Alternatives 

Consideration of UNCTAD's ineffective and uncertain opposition is 

representative of a larger point made by Drake and Nicolaidis. In this key pre­

negotiation phase the international "debate" concerning trade in services, 

l'Vhile promoting a consensus in favor of liberalization amongst those 

perhaps pre-disposed to such a view, failed to produce viable counter 

arguments. Those who might oppose liberalization were in difficulty because 

of their lack of a theoretical basis upon ,vhich to ground their arguments. 

Drake and Nicolaidis argue that "[a]lthough there was an established body of 

regulatory theory arguing against open entry into services industries, there 

was evidence that technological and market changes ,vere undermining its 

continued applicability, as in the case of telecommunications 

monopolies. "288 Of course, this "evidence" was provided by pro­

liberalization intellectuals! Drake and Nicolaidis believed that the changes 

going on in international services trade had undermined the effectiveness of 

oppositional discourses. In fact, Zacher and Sutton in their study of services 

regulation argued effectively the same thing - that the possibilities for a 

liberalized service regime ·were created in part due to the erosion of the old 

anti-competitive, sectoral services regimes.289 They argued that the decline 

in importance of these regimes was due to a combination of " ... technological 

change, academic studies decrying the economic costs of monopolies and 

cartels, a growing acceptance of 'deregulated' markets, and pressure from 

certain countries. "290 Setting aside the problems with some of these 

assumptions detailed in Chapter 2, it is important to recognize nonetheless 

that the norms or ideas which had made up the substance of these regimes 

had eroded and as such the old paradigm of services discussed in Chapter 1 

was no longer a good basis of opposition to trade in services liberalization. 

The anti-competitive and jurisdictional protection of state autonomy norms, 

which had underpinned these regimes according to Zacher and Sutton, ,vere 

no longer politically salient. 

288Drake and Nicolaidis, p. 56. 

289zacher and Sutton, Governing Global Networks, p. 5. 
290zacher and Sutton, Governing Global Networks, p. 220. 
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Ingo \t\l alter, a supporter of liberalization, also made this point. \Valter 

argued that opponents of the move -would have a difficult time finding 

support for their position because many of the traditional justifications for 

barriers to foreign market entry were less relevant than they had been in the 

past. For example, countries were less able to claim that they derived public 

goods from a nationally organized and nationally regulated financial industry 

in an environment of globalization. This undermined much of the logic of 

existing national banking regulation.291 Also, potentially adversely effected 

companies could not argue that there would be massive job loses like in 

manufacturing because foreign firms delivering services through investment 

would probably employ just as many domestic workers as the domestic 

service sector companies they replaced would have.292 Of course, \,\!alter 

neglected to point out that opponents could simply point to the problems 

inherent in the trade in services argument itself! 

In any event, in the absence of effective oppositional intellectual 

leadership of the type provided by UNCTAD in the past, the discussion of 

services never produced a v iable opposition: 

[T]his critical phase of the pre-negotiations failed to produce a 
,,videspread intellectually informed oppositional discourse of the 
sort evident in the debate about the new international economic 
order and the debate about the new international information 
order, which had both taken place in the 1970s . In 1984, many 
LDCs remained opposed to services negotiations, but they did so 
on a shaky intellectual ground. During the next few years, that 
ground would progressively give way.293 

As has already been mentioned, this is an important aspect of Gill's 

approach to the formation of Transnational Capital. The absence of effective 

oppositional discourses aided in the emergent hegemony of Transnational 

Capital. However, Gill also put emphasis on the erosion of alternative 

political forces as an important consideration in explaining the ease with 

which Transnational Capital has emerged as ideologically and politically 

291 Ingo Walter, Global Competition in Financial Services: Market Structure, Protection, and 
Trade Liberalization, American Enterprise Institute, (Cambridge Mass: Ballinger, 
1988), p. 121. 

292walter, Global Competition in Financial Services, p. 121. 
293orake and Nicolaidis, p . 64. 
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hegemonic. In fact, one of Gill's arguments in this vein is that in the current 

context, compared to the movement for the New International Economic 

Order of the 1970s, the Third World has fragmented past the point where it 

can be regarded as an autonomous political force in ,vorld affairs.294 As such, 

a politically cohesive coalition of developing nations was no longer the basis 

of a potentially counter-hegemonic force . True to his theory, Gill highlighted 

the importance of transnational class formation in explaining the erosion of 

this opposition. 

Many of today's third VVorld leaders and administrators were 
trained in the ,!\,Test's Universities in an era of conservatism and 
in a period ,,vhen laissez faire economics achieved something of 
the status of a holy doctrine. Many such individuals have 
assumed high office in their own countries. Others have, or may 
have, \Vorked as employees for the \Vorld Bank or UvfF. Their 
"domes tic" constituency is affluent urban dwellers in the Third 
vVorld."295 

Hypothetically, from Gill's perspective the absence of alternatives to the trade 

in services argument would not necessarily be due to structural changes 

within the services sector which had made other conceptualizations 

ineffective (as contended by Drake and Nicolaidis), but because the 

interrelated trends of the ris ing intellectual hegemony of neo-liberal 

discourses and the erosion of an effective political basis for counter­

hegemonic opposition made the acceptance of such ideas more likely. This 

area of disagreement will be explored in the context of developing nations ' 

opposition to trade in services' liberalization. 

Developing Nations and liberalization 

It should be recognized from the outset that in the lead up to the 

Uruguay Round the governments of many developing nations had begun to 

adopt more clearly laissez faire policies on trade and development, 

influenced by the visible evidence of rapid development in the newly 

industrializing countries.296 In fact, a growing number of developing 

294cm, "Theorizing the Interregnum", p. 72. 

295cm, "'Theorizing the Interregnum··, p. 73. 
296!\fanuel R. Agosin and Diana Tussie, Trade and Growth - 'Je,,., Dilemmas in Trade Policv, 

(London: St. l\fartin's Press, 1993), pp. 1-2. 
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countries were embracing unilateral trade liberalization as a development 

strategy.297 lVhile external pressure was a key in provoking this change in 

many countries and continues to be important, it also needs to be recognized 

that the leadership of many developing nations had in fact come to beliez1e in 

the benefits of liberalization.298 This is a marked change in direction. 

Between 1986 and 1991 alone, thirty developing nations undertook such 

unilateral trade liberalizations.299 This movement to support for 

liberalization vvas inversely paralleled by a declining interest amongst 

developing nations in market stabilization-style agreements.300 

VVhile this once again highlights Transnational Historical !vfaterialism's 

emphasis on the need to consider the effect of the trade in services argument 

in light of broader ideological currents flowing from the emergent hegemony 

of Transnational Capital, it also meant that Brazil and India, in attempting to 

speak for developing nations in opposition to services liberalization, were on 

slippery ground. 

The Uruguay Round, Services, and Tensions Amongst Developing Nations 

Analysts of negotiating strategies at the GAIT have argued that one 

important aspect of the Uruguay Round ·was the growing difficulty of talking 

at all about a "developing country strategy" because of the growing differences 

and specificities of the economies in these countries.301 \Vhile many 

developing nations were eager to start the Round in anticipation of market 

openings, the self declared GlO leadership of the developing nations had 

attempted throughout the 1980s to hold off on agreeing to start a new round 

until the agenda corresponded more fully to the interests of "the developing 

nations".302 Right from the outset, fractures over this stance eroded the 

cohesiveness of the developing nations. 

297Diana Tussie and David Glover, The Developing Countries in World Trade, (Boulder: Lynne 
Rienner Publishers, 1993), p. 1. 

298Tussie and Glover, The Developing Countries in World Trade, p. 1. 
299Tussie and Glover, The Developing Countries in World Trade, p. 1. 
300russie and Glover, The Developing Countries in World Trade, p. 3. 
301Alejandro Jara, '"Bargaining Strategies of Developing Countries in the Uruguay Round'", in 

Diana Tussie and David Glover eds., The Developing Countries in World Trade, 
(Boulder: Lynne Rienner Publishers, 1993), p. 11. 

302Kumar, "'Developing-Country Coalitions in International Trade Negotiations'", p. 207. 
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Some of the supporters of getting the Round s tarted, particularly Korea 

and ASEAN members, had begun to resent the interference of the less­

developed Big Five of the GlO. This was particularly problematic to the East 

Asian nations since their share of world trade -..vas far larger.3 03 Further 

hurting the Group of Ten was the fact that '.l\1hen these fractures over strategy 

began to emerge, the Advanced Capitalist Countries and the US in particular 

concluded that it was no longer necessary to deal with the demands put 

forward by the Group of Ten. Instead, they could now negotiate directly with 

individual developing nations without the mediation of the GlQ.3 04 

Eventually, these disagreements resulted in the developing nations 

breaking into three separate groupings. The firs t group, the Big Five (and 

especially Brazil and India), strongly opposed including services in the 

Round. Their research had shown that any comparative advantage they 

might have in services trade would be wiped out by a services deaI.305 A 

second group supported including services and other new issues in the 

Round, either for perceived economic advantages, or for political reasons. 

Colombia, Chile and Korea ivere the principal proponents of this position. 

The third general grouping -..vas the mass of nations who were in behveen 

these h,vo poles. This group would support the general consensus of the 

developing nations on the new issues no matter what that might be.306 

There were several important ramifications of these developments. 

Services as an issue and the dialogue as to whether it should be included in 

the Round had helped to shatter the informal cooperation of developing 

nations at the GATT.307 Also what this account sugges ts is that opposition to 

including services in the Round amongst developing nations was not 

widespread. Rather, it was principally India and Brazil which opposed the 

move. The remaining developing nations were either supportive or 

ambivalent. Thus, the task of convincing the developing nations to join in 

GAIT Negotiations on Services (GNS) really amounted to nothing more 

then the need to convince only a handful of nations rather then the entire 

303Kumar, "Developing-Country Coalitions in International Trade Negotiations", p . 207. 
304Kumar, "Developing-Country Coalitions in International Trade Negotiations", p. 207. 
305Kumar, "Developing-Country Coalitions in International Trade Negotiations", p. 207. On 

that same page Kumar argues that eventually India would come to believe exactly the 
opposite. 

306Kumar, "'Developing-Country Coalitions in International Trade Negotiations··, p . 207. 
307Kumar, "Developing-Country Coalitions in International Trade Negotiations", p. 208. 

130 



Group of 77. As well, it is important to note that the resentment amongst 

many developing nations' negotiating teams towards the Big Five's belief 

that they could dictate the non-inclusion of services in the Round on 'behalf" 

of the developing nations led to the formation of the Jarmillo Group.308 

Below it will be seen that the Jarmillo Group would play an important role in 

shifting views amongst developing nations to support for negotiations on 

services. 

\.Vhile hostility amongst developing nations, divergent interests m,ving 

to their positions in the global economy, as well as the rising salience of pro­

free trade sentiments amongst these nations played a role in weakening the 

position of anti-services nations there is one further point to be made before 

exploring hm,v that opposition actually collapsed. Underlying all these 

disagreements between developing nations was the collapse of the broader 

idea that international agreements needed to be geared tmvards fostering 

growth in the developing nations. This belief had collapsed in light of the 

broader unraveling of Keynesian ideas. Simply, the idea that the developed 

countries bore some sort of respons ibility for helping poorer countries to 

develop had eroded, "The Keynesian rationalization of this position, with its 

notion that growth in the developed economies was in danger of being 

brought to a halt in the absence of development in the Third World (the 

argument most eloquently put forward by the Brandt Commission), also 

worked itself out at the end of the previous decade. Any negotiating position 

based on these premises essentially became irrelevant for real bargaining. "309 

This once again suggests the importance of ideas, or more precisely, changing 

ideas, in the trade in services story. 

Nevertheless, the Big Five continued to fight against including services 

in the Uruguay Round. \.Vhile many developing countries supported the 

inclusion of services because they wanted the Round to go forward, the Big 

Five did manage to succeed in getting services put into a separate "track" of 

negotiations, the GA TT Negotiations on Services (GNS). This kept services 

separated from the other talks . Furthermore, throughout the early s tages of 

the GNS itself they continued to inhibit progress on services by demanding a 

deal on agriculture first.310 However, this opposition ended abruptly once 

308Kumar, "Developing-Country Coalitions in International Trade Negotiations", pp. 208-209. 
309Kumar, "Developing-Country Coalitions in International Trade Negotiations", p . 216. 

310Kumar, "Developing-Country Coalitions in International Trade Negotiations", p. 209-210. 
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negotiations got seriously underway as these nations came to accept the 

assumptions of the trade in services argument. 

In the end the mos t significant contribution of the Gl0 on services, 

though visible only in retrospect, was their success in delaying real 

negotiations on services only until their own views had been altered. 

3) The Uruguay Round and the Continued Opposition of the Developing 
Nations 

In the Autumn of 1985, the Contracting Parties of the GAIT finall y 

convened for their pre-round meeting to set the agenda. By this point, an 

informal consensus had emerged in favor of going fonvard with the Uruguay 

Round. This meeting established a prepatory committee ,,vhich had until July 

of 1986 to produce a draft declaration that would serve as the terms of 

reference for negotiations during the nev,7 Round. The inclusion of services 

in the declaration was still in question due to the continuing opposition from 

many developing countries. Nevertheless, the GATT leadership encouraged 

advocates of services liberalization to continue their efforts to convince other 

nations to agree to proceed. In particular, they encouraged the newly formed 

Jarmillo Group to continue "its work and prepare recommendations to be 

considered in the next session of the Contracting Parties. "3 11 

The "Jarmillo Group" (named after Colombia's ambassador) was a loose 

group of nations which had formed within the GAIT to promote 

negotiations on services. This group, which included many developing 

nations, emerged as a counterweight to the opposition of Brazil and India. 

Drake and Nicolaidis argue that over the next few months the Jarmillo Group 

succeeded, in conjunction ,vith intellectuals outside of the GA TT, in 

convincing many of the opposed developing countries that negotiations on 

services were actually in their interests. Indeed, it is their argument that 

much of the developing nations ' opposition had been based simply on a lack 

of information, but as they '\Vere exposed to the ideas of the pro-liberalization 

community they gradually altered their views.312 

A Renewed Intellechtal Campaign in Support of Trade in Services: 

311Drake and Nicolaidis, p. 65. 

312orake and Nicolaidis, p. 66. 
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In this period of time, behveen the 1985 meeting and the scheduled 

release of the Uruguay Round Declaration in 1986, \vith services potentially 

on the negotiating agenda, dozens of international organizations became 

active in s tudying and promoting "services trade" as an issue. Included were 

a wide range of organizations reflecting both an institutional and geographic 

diversity: the Services World Forum, the Centre for the Study of 

International Negotiations (Geneva), the Applied Services Economic Center 

(Geneva), Promethee (Paris), Centre d'Etude de l'Economie des Services 

(Lyon), the International Service Institute (Tempe), the Berkeley Roundtable 

on International Economics, the Netherlands Economisch Instituut, the 

Canadian Institute for Research on Public Policy, the Pacific Trade and 

Development Conferences, the Institute for \Vorld Economics of the 

Hungarian Academy of Science, and the EC Commission among many 

others .313 Amongst the organizations already mentioned that had been 

active on the services issue for years, perhaps the key member in this 

renewed intellectual campaign ivas the American Enterprise Institute (AEI), 

whose book series was perhaps the cornerstone of pro-liberalization thinking 

in the negotiating stage.3 14 

AEI, a leading right-wing think tank in the U.S. is representative of 

many of the private sector organizations involved around the services issue. 

It has a relatively straightfonvard and normative mission statement. Of its 

book series on services it declared, 'The American Enterprise Institute's 

Trade in Services Series represents an important step toward creating the 

policy alternatives necessary to enhance the international competitiveness of 

American Services ."315 AEI's larger mandate was aimed at identifying 

challenges to US Trade Policy. They chose, however, to focus their energy at 

the ne,v issues in international trade in the 1980s, trade in services and 

intellectual property rights. The book series itse1f was developed in response 

to the sense at AEI that on services much study needed to be done before 

serious policy questions could be probed. Their project ivas designed to fill 

this gap. AEI published eight specific books on services trade, most written by 

313Drake and N icolaidis, footnote, p. 75. 
314Drake and N icolaidis, p. 75. 
315Tois appears in the Editor's Fonvard to all eight books in AEI trade in services series. See 

for example, Walter, Global Competition in Financial Services, pp. xiii-xv. 
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non-academics. "All of the books in the series employ two main goals: first, to 

analyze the dynamics of international competition for each of ... seven 

[service] industries, identifying existing and potential barriers to trade, and 

second, to formulate and assess policy approaches for opening service markets 

through an umbrella service agreement and subsequent individual sector 

agreements in GATI ."316 As w ell, AEI felt that its role \Vas to promote the 

results of these studies through conferences, seminars and televised forums: 

vVe aim to make our findings know n to government officials, 
trade experts, the business and financial communities, and 
concerned members of the public . To that end during 1987 \Ve 
convened major conferences in London, Geneva and 
\,Vashington, and in early 1988 the team of authors traveled to 
Tokyo and Singapore. Thus, as with all AEI projects we have 
sought to ensure that the s tudies not only make a significant 
contribution to scholarship but also became an important factor in 
the decision-making and negotiating processes .3 1 7 

Shelp, Feketekuty, and Ingo \Valter all contributed books to this series which 

completely affirm the trade in services argument. Indeed, Ingo Walter, before 

writing his book in the series, Global Competition in Financial Services -

Market Structure, Protection and Trade Liberalization, also wrote a book for 

the Trade Policy Research Centre in London on the same topic.318 

The size of AEI's influence was understandably magnified at this stage 

partially because it had gathered together many of the longest running and 

most influential services campaigners, but also because American Express 

graciously agreed to fund the distribution of copies of all of the books to all 

GATT participantsJ3 19 AEI is a wonderful example of "organic intellectuals" 

at work. The institute gathered together like-minded policy makers from the 

USTR, members of industry and think tank members from London, all 

helping to promote the ideas of liberalization in work done under the banner 

of a private research organization but specifically funded and dis tributed by 

American Express. 

316This appears in the Editor's Forward to all eight books in AEI trade in services series. See 
for example, Walter, Global Compe tition in Financial Services, pp. xiii-xv. 
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The Trade Policy Community Closes Ranks 

It should also be noted that once again at this stage the importance of 

services liberali zation being dealt with within the existing trade policy 

community manifested itself. Observers have argued in the past that the 

trade policy community is in many ways a closed fraternity of like-minded 

individuals committed to the cause of liberalization. Indeed, Feketekuty as a 

member of this fraternity acknmvledged this at some length.3 20 As already 

noted above, the personal connections between these people may have 

helped to condition the national studies done by negotiating teams in 

preparation for GAIT talks as was the case in Canada. Rodney de C. Grey 's 

affiliation with Feketekuty and others may have skeived his analysis of 

Canada's interest in the issue. Regardless, at this point the fraternity-like 

mentality helped to continue progress towards consensus on the services 

issue. Negotiators and trade policy officials who opposed the move and 

questioned the assumptions of the trade in services argument were scorned 

by their converted colleagues as "protectionists", perhaps the worst of sins in 

the CATT community.321 Indeed, one example of what happened when you 

disagreed with the assumptions of liberalization supporte rs was when a 

Canadian bureaucrat told Peter Robinson, a liberalization advocate, that there 

was no such thing as "trade in telecommunications". The official was 

publicly disparaged as an example of ridiculous "old thinking" and yet this 

unnamed official was probably correct.322 

The "trade policy arena" may have also been to the particular 

disadvantage of the developing nations which opposed negotiations on 

services. According to Chakravarthi Raghavan, ivho has argued that the 

inclusion of services in the Uruguay Round was part of a broader attempt by 

developed countries at the Uruguay Round to tighten their control over the 

,vorld economy by imposing even greateI rules on how developed countries 

run their internal economies, the GA TT was chosen as a vehicle for the 

liberalization of services because it ivas where potential opponents like the 

320Feketekuty, International Trade in Services, p. 160. 

321cibbs, "Continuing the International Debate on Services," p. 213. 
322Peter Robinson, "Globalization, Telecommunications and Trade", Futures, October 1991, p. 

805. 
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developing nations were weakest in international political circles.3 23 

Raghavan's arguments are interesting because they are similar in their 

analysis of the GA TI to that of Gill's "new constitutionalism". 

Raghavan argues that at the negotiating table, teams from OECD nations, 

in particular the US, engaged in a deliberate strategy of attempting to 

"bamboozle" opposing countries. Proponents of liberalization deliberately 

shied away from discussing the principles of "services trade", instead focusing 

only on reducing ,vhat they had already determined to be barriers to trade in 

services.3 24 Indeed, Raghavan argues that the use of terms like "trade" in 

incorrect contexts in place of substantive discussion on the properties of 

exchange in services were part of a "deliberate" effort by the US and other 

Advanced Capitalist Countries "to confuse the unwary and extend GA TI and 

international jurisdiction beyond 'trade'."325 Amidst all the confusion and 

contention over the concepts of the trade in services argument: 

There has been a deliberate effort to use the nebulous situation, 
where the large majority of the third ,vorld countries have no 
clear idea of what they ·would be committing themselves to, to 
forge a framework that would have no clear definition and bring 
under 'services ' only those sectors of advantage to the [developed 
nations ] . . . . Also, with 'trade' itself not being defined, the 
agreement could be made to cover not merely instances where the 
'service' crosses the border for delivery, but right of 
'establi shment' for the providers of services to locate themselves 
in the foreign country and produce the service.3 26 

The attitude of the developed nations ' negotiating teams to\ivards their more 

reticent developing nation colleagues was "[s]ign now, define its meaning 

latter". 327 

323Raghavan, Recolonization, GATT, the Uruguay Round and the Third World, pp. 16-17 and 
p. 60. 

324Raghavan, Recolonization, GA TT, the Uruguay Round and the Third \!Vorld, p . 104. 
325Raghavan, Recolonization, GA TT, the Uruguay Round and the Third World, p. 104. It is 

interesting to note that similar accusations were made against the supporters of the 
NIEO. It has been argued that advocates of the NIEO in international negotiations 
deliberately shied away from talking about the specifics of the N IEO, choosing rather 
to focus on building consensual support for the broad "principles" of the initiative before 
proceeding to discussion of what policy changes it would actually entail. See 
Rothstein, "Global Bargaining", p. 24. 
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Convincing the Developing Nations 

One of the major themes of the rene\ved intellectual campaign in 1985 

was the argument that liberalizing services could actually be in the interests 

of lo\iv-wage developing nations. A ,,vhole host of articles made this point.328 

The often-repeated contention \Vas simply that the developing nations' 

opposition to the US position ,vas based on the incorrect assumption that 

they were at a comparative disadvantage in services. 3 29 These articles 

invariably argued that the lower labor costs of the developing nations offered 

a potential comparative advantage which these states might use to expand 

their "service exports". These articles were geared directly at allying the fears 

of the developing nations.330 

This argument is interesting in that it exposes some of the unprobed 

contradictions of the trade in services argument. \Vhile theoretically the 

lo,ver labor costs of the developing nations could allmv these nations a new 

export potential in services, this would only be the case if it were in fact 

possible to truly export or trade services on a large scale. In Chapter 2, I made 

the case that most of what was referred to as trade in services was simply 

investment in foreign services. As a result it is difficult to see hmv 

developing countries and their lower labor costs would be well placed to 

export more services! This is particularly evident when barriers to various 

modes of delivery of service trade were considered. At no time was there 

serious discussion about liberalizing barriers to services exported via low­

wage labor mobility. For example, none of the pro-liberalization academics, 

trade negotiators or business leaders ever considered that the GATT could be 

used to remove barriers that impeded the importation of guest laborers, one 

area where it might be argued that developing nations did have a potential 

comparative advantage. \;\Then the barriers to the ability of producers to 

move to the site of consumers as a delivery channel was considered it was 

328 See for Example, A.F. Ewing, "'Why Free Trade in Services is in the Interest of Developing 
Countries;· 19 [WTL, Mar-April 1985 and Jagdish N. Bhagwati, ""Splintering and 
Disembodiment of Services and Developing Nations"", The World Economy, Trade 
Policv Research Centre, 1985. 
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ahvays about the freedom of movement of professionals and business people 

rather than the movement of Third \Vorld lmv-,vage workers.331 

Regardless of the problems inherent in this argument, it was very 

persuasive. \Vithout any substantive critical exploration of the assumption 

that services were being traded on ever increasing scale (critical exploration of 

the type that might have been provided by UNCLAD), the logic of the low­

wage-advantage argument was very compelling to developing nations. For 

example, this argument ,vas attractive to a country like India which felt that 

its construction and engineering design services, as well as its business and 

professional services, benefited from such a comparative advantage and 

therefore were on the verge of expanding their "exports".332 Indeed, this 

argument played a key role in altering India's thinking about a potential 

GATS deal and in conjunction with the efforts of the Jarmillo Group, in 

persuading trade officials from other developing nations, helped to clear the 

path for negotiations on services. 

Undoubtedly part of the reason for the success of trade in services 

intellectuals in shifting the views of the developing nations was the fact that 

the "renewed intellectual campaign" aimed at the concerns of developing 

nations included amongst its ranks supporters from the UN as well as 

advocates from the opposing countries themselves. For example, Kenneth 

Reydon, in his study on behalf of the United Nations Centre on 

Transnational Corporations argued that "[a] reduction in domestic barriers to 

service imports is likely to give rise to development opportunities in the 

short term . . . . In the longer term there are likely to be dynamic growth 

opportunities from the transfer of skills, frequently as a consequence of the 

operation of multinational service providers. "3 3 3 Thus he concluded that, 

"Although the nature of developing countries' competitiveness is difficult to 

characterize, there are indicators of revealed comparative advantage that 

suggest a growing, if modest, role for these countries in international 

[services] trade."334 

331sampson and Snape," Identifying the Issues in Trade in Seivices," p. 175. 
332see for example K. V. Swaminathan, "Emerging Opportunities in the Services Sector", ink. 

R. Gupta, GA TT Accord and India, (New Delhi: Atlantic Publishers, 1994), pp. 69-71. 
333Kenneth Heydon, "Developing Country Perspectives,0, in Patrick A. Messerlin and Karl P. 
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As well, pieces began to surface from within the concerned developing 

countries arguing that their government's desire not to include services in 

the Round was incorrect. Some of these items had the stamp of approval 

from organizations \Vhich had traditionally supported the interes ts of 

developing nations. For example Surjit S. Bhalla's article on India's attitude 

tmvards services, published by the UN Centre on Transnational Corporations 

supported the trade in services argument emphatically. Bhalla argued that 

growth in services had been rapid in India, more so than the manufacturing 

sector. This rapid growth was concentrated in areas linked to banking. As 

such, India's arguments against including services in the GAIT were 

"ridiculous". He argued that India's interests were exactly the opposite.33 S 

Likewise, in the same volume the UN Centre on Transnational Corporations 

also included a piece on Brazil, written by Carlos Alberto Primo Braga that 

argued that liberalization of services was also in Brazil's interests and as such 

Brazil's opposition ,vas likewise incorrect.336 

The OECD Again 

Once again at this juncture, with the inclusion of services on the GATT 

agenda hanging in the balance early in 1986, the OECD helped lend credibility 

to the cause of liberalization advocates . The OECD finally released its long 

since completed paper, Elements of a Conceptual Frame,vork for Trade in 

Services, which laid out the intellectual consensus that had emerged around 

services negotiations within the OECD. 33 7 Indeed, by this time the OECD was 

already attempting its own program of liberalization: 

Industrial countries took a first step toward the development of an 
international regime on international information flow s with the 
adoption of the OECD Declaration on International Data Flows in 
1985. This declaration commits countries to minimize barriers to 
the international flow of information. It recognizes the right of 
countries to es tablish regulations for the protection of individual 

335Surjit S. Bhalla, "India", in Patrick A. Messerlin and Karl P. Sauvant eds., The Uruguay 
Round: Services in the World Economy, (New York: United Nations Centre on 
Transnational Corporations, 1990), p. 190. 

336c arlos Alberto Primo Braga, "Brazil", in Patrick A. Messerlin and Karl P. Sauvant eds. , The 
Uruguav Round: Services in the World Economy, (Ne,,v York: United Nations Centre on 
Transnational Corporations, 1990), pp. ?? . 

337Feketekuty, International Trade in Services, p . 192. 
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privacy and national security , and the maintenance of vital data 
within natio nal border s, but it also commits countries t o 
minimize the disruption of international flows of data m 
connection with the enforcement of such regulations. 33 8 

It was in this context of ever increasing consensus and legi timacy 

surrounding the trade in services argument that a final decision w as made to 

include services in the Round. 

The 1986 GATT Ministerial Declaration 

\t\lhen the Contacting Parties convened in Uruguay in September of 1986 

the Minis terial Declaration opening the Round, despite the continued 

reservations of some developing nations, by consensual agreement, included 

trade in services . 3 39 As already mentioned the Declaration, due to the 

continued opposition did at least place the services negotiations in a separate 

track from that of goods, the GNS. This Declaration, which was intended to 

lay out the agenda and embody the goals w hich the Round ,vas to strive for, 

set out three specific objectives for the GNS. First, at the operational level the 

Declaration s tated "that the negotiations should seek to develop a sys tem of 

principles and rules for trade in services generally to be supplemented by 

rules for specific sectors."34 0 This represented the concept already developed 

at the OECD that while there was to be a common framework of rules 

regarding services, the individual sectors were not to be treated the same. 

There would be indiv idual agreements on individual sectors : 

The language of the Uruguay Declaration supports the traditional 
trade policy vie,v that general, across-the-board rules are needed to 
advance the liberalization of trade barriers. At the same time, the 
Uruguay Declaration also recognizes that sectoral differences are 
more fundamental in services than in goods and that effective 
negotiations ultimately have to get do,vn to a sector by sector level. . 
. . A Framework approach puts the emphasis on general economic 
principles that are difficult to oppose in the abstract, and once agreed 

338Feketekuty, International Trade in Services, p. 168. 
339General Agreement on Tariffs and Trade, Ministerial Declaration, September 1986. 
340see Feketekuty, International Trade in Services, p. 195. 
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can provide a bas is for challenging res trictive arrangements that 
serve narrmv sectoral needs and interests .34 1 

Second, the Declaration stated simply that the broad goal was that the 

negotiations \,vere intended to achieve an expansion of services trade "under 

conditions of transparency and progressive liberalization. "342 Third, the 

Declaration implicitly linked the goal of liberalization to the \,velfare­

maximizing gains that GA TI negotiators believed they could create through 

the construction of a GA TI services regime: 

This language serves to remind negotiators that the ultimate 
purpose of their efforts should be to promote economic growth 
and development. It is also a s tatement of conviction that 
liberali zation of trade in serv ices and the development of an 
agreed framework of rules for trade in services can advance the 
economic growth of all countries, as ,,vell as the development of 
developing countries.343 

It should be noted that the declaration affirmed the rights of nations to 

pursue their mvn regulatory objectives, however these objectives would have 

to be pursued in as non-discriminatory a fashion as possible. 

Ten years earlier such normative and causal agreement on services 

,vould not have been possible. Indeed, ,,vhile it is certainly true that services 

got on the agenda through the back door, kept alive in the pre-negotiation 

phases despite opposition from many countries by the determined support of 

leading nations like the US, as time had passed most nations came to look 

favorably on ins titutionalizing services into the GATI. "Initially a 

controversial topic, within a couple of years a virtual consensus had emerged 

in the Uruguay Round negotiating group that all counhies had a potential 

interest in agreeing to certain rules and procedures regarding measures 

affecting trade and investment in services."344 

341 Feketeku ty, International Trade in Services, p. 195. 

342Feketekuty, International Trade in Services, p. 195. 
343Feketekuty, International Trade in Services, p. 196. 
344Bernard ]VI. Hoekman, "New Issues in the Uruguay Round and Beyond", The Econom.ic 

Journal, 103, (November), p. 1532. See also Nayyar, "The Political Economy of 
International Trade in Services", p. 290. 
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The GATT Negotiations on Trade in Services and The Changing Attih1des of 
Developing Nations 

VVithout engaging in a detailed account of the wheeling and dealing that 

went on during the Round (a subject better suited for a long book itself!) it is 

nonetheless important to make the point that among the developing nations 

still somewhat opposed to liberalizing services there was a massive sea 

change in attitudes during negotiations. This change in direction is most 

evident in the case of India which had long been the most vehement of 

opponents to including services in the Round. 

As already touched on, India was concerned about the effects that a 

GATS deal might have on banking, insurance, shipping and 

communications, all of ,vhich were (to varying degrees) part of the public 

sector in India. The government was understandably concerned about the 

possible effects of international competition. However, over the period of 

negotiations, two things happened: internally, India's general attitude became 

more clearly de-regulatory towards service industries; and externally the 

Indian negotiating team came to believe that India, far from being hurt by 

liberalization of services, stood to gain. Internally, liberalization in some of 

these sectors combined with government intentions to\.vard further 

liberalizations in the banking and insurance industries may have contributed 

to altering the views of the government vis a vis a GATS deaJ.345 Externally, 

the trade negotiating team began to believe, based on the trade in services 

argument that with India's lower labor costs and rapidly expanding domestic 

services sector, that a deal on services which vvould open up developed 

countries' markets could allow for the expansion of exports by Indian 

companies, particularly in the construction and specialized business services 

sectors.346 This expansion in export capacity in these sectors was thought 

possible if the GATS deal would allow for the movement of Indian 

professionals in these industries for temporary work in other countries.34 7 

Also, India became concerned that high technology services from developed 

345K. V. Swam:inathan, "Emerging Opportunities in the Services Sector", in K. R. Gupta ed., 
GA TI Accord and India, (New Delhi: Atlantic Publishers, 1994), p. 63. 

346swaminathan, "Emerging Opportunities in the Services Sector", pp. 61-71. 
347 S. K. Bhattacharya, "The Uruguay Round of Negotiations: A Tortuous Journey from Punta 

Del Este to l'vfarrakesh", in K.R. Gupta ed., GA TT Accord and India, (New Delhi: 
Atlantic Publishers, 1994), p.38. 
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economies be available via a GATT deal to Indian firms as this \,Vas thought 

to be crucial to long-term competitiveness in manufacturing (something 

proponents of liberalization had alvvays argued). 348 

All of these arguments are readily apparent in the Indian government's 

official position on the outcome of the Round. \Vhile the government 

admitted that they had opposed the inclusion of services in the Round 

because they feared an across the board opening of domestic markets, as it 

became increasingly apparent that such a massive opening \,vould not be 

required by the GA TT their position on services changed. In fact, the 

government nmv thought they could benefit in the area of movement of 

professionals delivering services.349 So much was this the case that the 

government of India was actually disappointed that there was not more 

success in opening markets in the final deal.3 SO 

The case of India was not unique. Many developing nations, having 

considered the arguments that they had the comparative advantage in 

services trade due to lower labor costs, began to push not against a services 

deal, but, rather for a more comprehensive program of liberalization. In fact, 

as negotiations progressed both the US and EC became more defensive as they 

worried about the implications of a bad agreement. 'Thus they sought either 

to open up their markets on a conditional MFN basis (among other 

exceptions), to exclude entire sectors from the coverage of the agreement, or 

both."351 To some degree the positions had reversed. In fact, joint action by 

the broadly pro-liberalization Latin American and Caribbean states played a 

key role in the success of the eventual agreement.3 52 Despite this wheeling 

and dealing, hmvever, it can safely be concluded that at the very least, 

opposition to including services vvithin the GATT structure had completely 

vanished. 

348K. V. Swaminathan, "Emerging Opportunities in the Services Sector", p, 62. 

3491\,'linistry of Commerce, Government of India, "Uruguay Round Negotiations: An Assessment", 
in V. Ramachandriah, CATT Accord: India's Strategic Resronse, (New Delhi: 
Commonwealth Publishers, 1994),, p. 41. 

350Ministry of Commerce, Government of India, "Uruguay Round Negotiations: An Assessment", 
p. 41. In order to get the developed nations to open up their markets in these areas 
India actually offered to fully open up its own telecommunications industry in trade off. 
However, this proposal never went anywhere, 

351 Jara, "Bargaining Strategies of Developing Countries in the Uruguay Round", p. 25. 

352Jara, "Bargaining Strategies of Developing Countries in the Uruguay Round", p, 25. 
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Intellectual Currents at the Uruguay Round 

Amongst participants at the Uruguay Round there were a number of 

important intellectual currents both pertaining specifically to the GA.TT and 

to the perception of the international economy more broadly that may have 

helped speed the inclusion of services into the final GAIT-VVTO structure. 

In general, the Uruguay Round marks the continuing trend of the GAIT 

away from simply negotiating tariff reductions towards rule making requiring 

changes in domestic policy. The General Agreement on Trade in Services 

(GATS) intrusion into domestic service sector regulation is only an example 

of this .3 53 Indeed, the GA.TS' theoretical coverage of foreign direct 

investment barriers has been expanded on intellectually at least in post-round 

debate. That is, calls for lVTO trade negotiations have emphas ized a change in 

focus, that the organization's efforts, rather than focusing on just inves tment 

as it relates to services, should simply focus on barriers to all forms of FDI.3 54 

The GA TT should not only be a trade liberalizing regime but an investment 

liberalizing regime as ,vell; the GATT-\VTO should simply be a liberalization 

regime regardless of the mode of globalization involved in individual 

transactions. 3 5 5 

As well, there were broader ideological currents in the Uruguay Round, 

which implicitly lent support to the underly ing assumptions of the trade in 

services argument's emphasis on the "revolutionary" increases in the scope 

for such trade. This intellectual current might be labeled a "technological 

fetishism" in which many of the participants, mved by the radical changes in 

communications technology, closely associated the pace of globalization to the 

increasing availability of information flows etc.. !\;fany sa\v globali zation as 

entirely the result of such teclu1ological change.356 Furthermore, it was 

assumed that attempts to impede this technologically driven process of 

353Hoekman, "New Issues in the Uruguay Round and Beyond", p. 1528. 

354Hoekman, 'New Issues in the Uruguay Round and Beyond", p. 1528. 
3S5see for example DeAnne Julius, "International Direct Investment: Streng thening the Policy 

Regime" in Peter B. Kenan, ed., Managing the World Economv: Fifi\' Years After 
Bretton Woods, (Washington, DC: IIE, 19Q4) and Geza Feketekuty, The Nev,, Trade 
Agenda, Group o f Thirty Occasional Papers 40, (Washington DC: Group of Thirty, 
1990). 

356see Peter Robinson, "Globalization, Telecommunications and Trade"', p. 801, for example. 
His article is rife with this type of "fetishism"'. 
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globalization were doomed to failure. Arguments that it had become 

impossible to control the crossborder transmission of information and 

intangibles, obviously supported the assumption that there was a revolution 

going on in the scope for trade in services.35 7 

Such a sense was evident in the Canadian Government's studies of 

services. Rodney de C. Grey 's comprehensive exploration of the issue, done 

in partnership by the Government with the Institute for Research on Public 

Policy, expresses this succinctly: 

Moreover, technological change increasingly makes possible a 
process of intermediation in service activities - a separation in 
space or time of the ultimate recipient of services from the 
original producer of those services .... and the possibility of 
trade in s uch serv ices across national boundaries brings vvithin 
the scope of international negotiations and rules a vast range of 
activities prev iously missing from the trade policy arena.3 58 

Also, there was the increasing salience of the pro-free trade argument 

throughout the world, represented by the myriad of bilateral and multilateral 

trade liberalization agreements signed prior to and during the Uruguay 

Round negotiations. Such currents as these undoubtedly played at least a 

small role in easing the unquestioning acceptance of the trade in services 

argument at the Round. 

4) The Results of the Uruguay Round on Se1vices 

Despite the optimism of many pro-liberalization advocates surrounding 

the watershed decision to include the section on services in the Ministerial 

Declaration of the Uruguay Round, once negotiations began they did not 

produce ,,videspread, across-the-board liberalization that the early advocates 

had originally hoped for. Firs t, during negotiations, the classical-liberal 

arguments of the early Anglo-American pro-liberalization proponents ,vere 

slightly ,vatered down to a more "managed" liberal variant brought on by 

European countries and some of the developing nations who recognized the 

357This is implicit in Robinson, "Globalization, Telecommunications and Trade", p. 802 for 
example . 
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"politic al realities" of domestic regulation.3 S9 This change would manifest 

itself principally in the voluntaristic approach that vvould be taken to the 

opening of markets embodied in the final General Agreement on Trade in 

Services (GA. TS), agreed to at the close of the Round (more on this below). 

This change in attitude was due in no small part to the fears raised by some 

companies and some countries that a massive sudden market opening might 

be devastating. Some of the firms most vulnerable to international 

competition began to express concern at the speed with ,vhich services were 

moving tmvards liberalization. 3 60 However, as Drake and Nicolaidis have 

argued this should not be taken as evidence for the unimportance of the trade 

in services argument or idea in changing the overall attitudes about services. 

Despite all the wheeling and dealing, desires by individual states to protect 

aspects of their regulatory regimes, negotiators at this s tage \!Vere choosing 

from a limited range of trade-related concepts first applied to services by the 

advocates of trade in services liberalization. Drake and Nicolaidis' point was 

simply that once the issue entered the negotiation phase no one was seriously 

questioning whether services were traded and that some form of a deal to 

promote liberalization would be good, rather the main divide in negotiations 

seems to have been over speed, "In short, while the United States was 

pushing for full and rapid liberalization as the baseline from ,vhich 

deviations would be made only exceptionally, the majority of countries 

wanted existing policy arrangements to serve as the baseline from which 

liberalization departed selectively."361 Thus, the structure of the 

GATS/ VVorld Trade Organization deal \!Vould not force liberalization as much 

as "it would simply institutionalize rules within ,vhich governments 

selectively opened market niches on a non-discriminatory basis. "3 62 VVhile 

concerns about different countries' material interests vis a vis a massive and 

comprehensive program of liberalization become crucial to the outcome of 

the GAIT talks at this s tage, this is hardly surprising. HO\,vever, as Drake and 

359Drake and N icolaidis , pp. 68-69. 
360Drake and Nicolaidis, p. 77. They offer little in the way of evidence however other then 

the USTR's fears that these type of firms would mount opposition. Indeed there is 
little actual evidence of this opposition anywhere except for the repeated fears by 
advocates of liberalization that unless an across the board sweeping program of 
liberalization were agreed to quickly, such opposition would inevitably coalesce . 

361Drake and N icolaidis, p. 85. 

362Drake and Nicolaidis , pp. 85-91. 
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Nicolaidis argue, how these policy makers thought about these interes ts had 

already been redefined via the \Vork of the trade in services argument and its 

proponents. 

After lengthy negotiations the final draft of the GA.TS included three 

elements: l)A set of very general rules that should apply to measures affecting 

trade in services; 2)Specific commitments that apply to those service sectors 

and subsectors that are lis ted in a party 's schedule to be liberalized; and, 3)A 

set of annexes that take into account the specifics of some sectors to allow for 

temporary exemptions from the :t,..fost Favored Nation (MFN) obligation of 

the GA.TT. The GA.TS s tructure as it applies to barriers which affect trade in 

services, essentially duplicated the four-part typology of modes of delivery for 

services laid out by Sampson and Snape, hvo proponents of the trade in 

services argument, ,v hose analysis was described in Chapter 2 (The 

movement of producer to consumer, the movement of consumers to 

producers, the movements of both, or neither). The important point being 

that all four possible modes of service delivery are covered in principle only. 

'The extent to which different modes can be used by foreign suppliers to 

provide specific services is determined by a country's schedule of 

t'Onunitments. "363 That is, if a country agreed to open up one sector for 

international competition by voluntarily including it in its official GA. TS 

Schedule of Commitments, such as basic banking services, it only had to open 

to mode's of delivery it specifically agreed to accept. In its Annexes it ,,vas 

allowed to bar the use of specific modes of delivery that it did not wish to 

allow. For example, nation A could open up its basic banking services market 

to international competitors from nation B, but only through the mode of 

delivery in which the foreign banks would move to the consumer (by 

opening up local branches). Nation A would not be required to allow those 

foreign banks to offer basic banking services via the phone for example from a 

branch in nation B because this would be a different mode of delivery which 

nation A had specifically listed in its Annexes as a non-liberalized method. It 

should be noted of course that any listed commitment to open a sector and a 

mode of delivery is covered by GAIT Most Favored Nation obligations. Such 

a listing would mean that nation A's banking sector would be open to 

363Hoekman, "New Issues in the Uruguay Round and Beyond", p. 1532. 
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competitors from any nation, not just nation B.3 64 Thus, the basic CATT 

principles of ~-'IF N and National Treatment are country and sector specific 

depending on what sectors a country has voluntarily agreed to liberali ze and 

what modes they have listed as not acceptable methods of delivery.365 

It is extremely important to note here that vvhat this meant was that in 

principle the GA.TT now covered investment ivhere such investment was 

viewed as a mode of delivery of services . The trade in services argument 

snuck investment into the CATT framew ork for the firs t time. Also it is 

crucial to understand that this s tructure prevents s tates from closing markets 

to international firms and foreign competition once they have been lis ted for 

liberalization. Essentially, once a sector has been opened under the CATS, 

future governments cannot decide to re-regulate an industry in a 

discriminatory way ,vithout violating the terms of the treaty. This structure 

is the essence of Gill 's "new constitutionalism" described in Chapter 1. Such 

an international agreement serves at the very least to protect the interests of 

multinationals from governments, present or future, which might wish to 

adopt different policies in relation to services exchange. 

Once this basic structure was in place, negotiators then set about the task 

of brmvbeating each other in to including as many sectors and modes of 

delivery as possible into their Schedule of Commitments for liberalization. 

Interestingly, the success in this phase of negotiations was limited in part due 

to the fact that this structure itself may have been an impediment to 

liberalization! T,i\'O major countries could agree to open a service sector to 

competition by agreeing to remove investment barriers, for example, but, 

because of the GA.TT structure, every other country would potentially gain 

the same benefits vvithout a reciprocal opening of their own markets. Thus, 

while mos t states might well agree in principle to the goal of liberalizing 

services trade, w ithout a reciprocal market opening there was not a great deal 

of incentive to voluntarily open markets. 

It should also be noted that there were other reasons why there was little 

in the way of hard agreements for widespread liberalization in the Uruguay 

364Hoekman, "New Issues in the Uruguay Round and Beyond", p. 1532. 
365-rhis discussion can also be drmvn from Bernard Hoekman, "Assessing the General Agreement 

on Trade in Services", in Will Martin & L. Alan Winters eds., 11.e Urug:uav Round and 
the Developing: Economies, World Bank Discussion Papers, 307, (Washing ton DC: The 
World Bank, 1995) pp. 327-364. 
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Round. Specifically, Ron Shelp may offer one of the best reasons: prior to the 

round for most pro-liberalization supporters the only clearly defined goal was 

that of getting services institutionalized into the GA TI. Recognizing the 

difficulty of this task alone, fe\v specifics of what this would include in terms 

of policy prescriptions ever surfaced prior to the Round.366 Indeed, Shelp 

mvn lis t of specific goals for the Round included only "a freeze on new 

service trade barriers, negotiations to reduce existing trade barriers once 

service trade rules are in place, and identification of priority service-trade 

sectors and problems. "36 7 Once again, few specifics were offered other than 

the institutionalization of liberalization and a protection of the status quo. 

Despite the general adherence to the trade in services argument by the start of 

the round in 1987, "most individual service industries [had] not laid out their 

objectives - despite several administrative requests to do so. Most have talked 

in the same sweeping generalities that have characterized adminis trative 

pronouncements . "3 6 8 

In any event, while one can easily argue that there vvas little in the way 

of real liberalization achieved at the Uruguay Round, "significantly more was 

achieved than most observers - including optimists - would have thought 

feasible in 1986."369 If the results of the Tokyo Round are compared to those 

of Uruguay the results are not meager but spectacular, given the relatively 

short period of time between the h,vo Rounds. The international trade policy 

community had moved from a point where there was no causal and 

normative agreement on hm,v "trade in services" should be conceptualized, 

to point \vhere there was substantive consensus in support of the broad 

generalities of the trade in serv ices argument. 

Attempts to quantify the breadth of the final text of the CATS provisions 

for opening markets have made similar arguments to those of this thesis . 

"Commitments made in the Uruguay Round in services are best described as 

bound standstill agreements for policies pertaining to specific sectors ... 

liberalization awaits future rounds of negotiations ."3 70 The ,vorld Bank's 

evaluation suggested that high income countries scheduled about 45 percent 

36°s helr, "Trade in Services", p. 82. 

367shelr, "Trade in Services", F· 82. 
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of their service sectors while lovv and middle income countries as a group 

only about 12 percent.371 However, these statistics hid the fact that within 

these scheduled market openings many modes of delivery \Vere blocked. 

"Only 25 percent of the universe of services was scheduled by high-income 

countries without listing any exceptions to national treatment or market 

access obligations. For developing countries as a group the figure is 7 percent. 

:tv1uch remains to be done."372 

UNCTAD's response to the GA.TS was similar. \Vhile UNCTAD has 

been unable to quantify the number of concessions contained in the GA.TS, let 

alone assess their effect on the global service economy, they have concluded 

that the final deal will probably most affect transactions betvveen 

industrialized and developing nations because in many ways the deal 

represented an enshrinement of the status quo between OECD nations.373 

Conclusions: 

The GA.TS is a landmark agreement even though it has not had a 

dramatic, immediate impact on barriers to international exchange in services. 

It signifies the extension of the jurisdiction of the GATT beyond merchandise 

trade. In the long term this will mean that states participating in the GATT 

will have less autonomy to set alternative domestic regulatory goal in regards 

to investment rules, cultural content laws and other goals that might in some 

way contradict the now-institutionalized rules of international service 

regulation. Furthermore, subsequent negotiations will expand its coverage to 

more sectors in more countries. I\,1ore importantly, however, the GATS' 

institutionalization of the laissez{aire norms of neo-liberalism into the 

GATT's coverage of services means that future policy makers and 

intellectuals will have to respond to this structure regardless of ,vhether the 

specifics of the trade in services argument are still broadly accepted. 

Institutionalization of the idea into the structures of the GAIT means that 

liberalization is nm,v the privileged goal and opponents (present or future) 

371 Hoekman, "Assessing the General Agreement on Trade in Services", p. 327. 
372Hoekman, "Assessing the General Agreement on Trade in Services", p. 327. 
373Fritz Franzmeyer, "The Consequences of the Urnguay Round for the OECD Countries", in 

Harold Saunder and Andras Inotai eds., World Trade After the Uruguay Round -
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p. 60. 
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,vill have to respond to more than just the ideas, they will have to respond to 

the institutional momentum of liberalization. In the future, dev iation from 

the now-orthodox vie,,.,,. s in support of liberalization will be more difficult. 

This was the argument of Gill 's "new constitutionalism" outlined in 

Chapter One. Gill argued that regardless of whether neo-liberal Anglo­

American ideas remain dominant in international circles, the widespread 

currency of these ideas in the current phase is being used to erect institutional 

structures which ,vill continue to cement the bonds of the Transnational 

Capital's His toric Bloc even if the ideas underpinning them loose some of 

their effectiveness. That is, even if ideas change Transnational Capital's 

interests will still be protected by the international treaties and agreements 

enacted in this period of neo-liberal hegemony. 

vVhile the CATS agreement does not bode well for the future of state 

policy autonomy it does bode well for transnational corporations: 

The services sector represents the final frontier in their global reach. 
The relocation of manufacturing production by transnational 
corporations, straddling the ,v orld economy, has ultimately brought 
about the internationalization of industrial capital. The quest for a 
right of access to markets for services and the right of establishment 
to investment in services, are a step towards the internationalization 
of finance capital on a world scale. The right of es tablishment would 
guarantee the presence of transnational corporations, national 
treatment would ensure parity with domes tic firms, and the absence 
of restrictions on transborder data flow s would bestmv on them an 
ovenvhelming absolute advantage .. . . In such a context, it is hardly 
surprising that the lobbies of transnational corporations are an 
extremely important factor underlying the US position. 3 7 4 

This final text of the GA TS represents a significant victory for proponents of 

liberalization, especially when one considers that only ten years earlier very 

few people had even heard the term "trade in serv ices". 

This Chapter argued that the final institutionalization of services into 

the GAIT 1-vould not have been possible (or at least would have proven 

much more difficult) had the trade in services argument in conjunction with 

the grmving salience of neo-liberal principles in international circles not 

altered the attitudes of Third vVorld Governments towards services 

37 4Nayyar, 'T he Political Econom y of International Trade in ServicE's ", FP· 292-3. 
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liberalization. The trade in serv ices "epis temic community" or "organic 

intellectuals" play ed an important role in convincing developing nations, in 

accordance with the trade in services argument, that a deal on services might 

be to their benefit. As was the case for the developed nations, for Third 

Vl orld Governments to believe this they would have to believe that it was 

possible to meaningfully export serv ices in w ays somehow different from just 

investment. To take the risk of opening their markets to greater ownership 

and control by multinational service giants they had to believe that it was 

possible to also successfully export their own services in ways which they had 

not been able to in the past. This was ·where the trade in services argument 

and its attendant assumptions most clearly played a role in the trade and 

services story. 

Also, the success of the trade in services argument in effecting this 

change was aided by the lack of alternatives for developing countries. 

Support for the old service regimes had eroded, and the debate about 

including services in the Round failed to produce viable counter arguments. 

,vhile Drake and Nicolaidis believe this lack of alternatives was due to the 

underlying s tructural change in the services economy, the evidence suggests 

that more important was the grmving adherence to neo-liberal ideas in 

international circles, which not only undermined the old regimes and their 

anti-competitive norms, but also undermined the possibility of a developing 

country coalition. This lack of alternative discourses was due to the success of 

neo-liberalism as a hegemonic discourse, not the success of the trade in 

services argument as a response to uncertainty. Once again the epistemic 

communities approach 's problematic assumptions about where ideas come 

from and why they are adopted, hamstrings the ability of the approach to 

adequately capture how ideas mattered in the trade in services s tory. Rather, 

the evidence from the change in opinion of developing countries suggests the 

need to link consideration of the trade in services argument to the broader 

success of neo-liberal discourses, consis tent with the Coxian approach. 
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Chapter t/6 Conclusions - Epistemic Communities and O,:ganic Intellectuals 

"Many years ago, it was said: "VVhat is good for General Motors is 
good for the United States." In the present context, this 
perception may well be rephrased to read: "v\!hat is good for 
American Express is good for the United States." 

Deepak N ayyar3 7 S 

'The grmvth in this global pmver has been accompanied by a neo­
liberal, laissez faire discourse which accords the pursuit of profit 
something akin to the status of the ques t for the holy grail; and 
the agencies associated with this discourse are staffed by neo­
classical economists vvho assume - in matters of social policy - the 
role of a modern priesthood. Deviation from this orthodoxy is 
vie,,ved as a sign of either madness or heresy, a view vvhich acts to 
disarm criticism and to subvert the development of alternatives." 

Stephen Gill, 19953 76 

After the landmark decision by the CATT in 1986 to include services as a 

full-fledged negotiating item in the Uruguay Round, advocates of 

liberalization expressed constant fear that at any moment the fragile 

consensus in support of liberalization might be shattered.3 77 It ,vas thought 

that those who already opposed the move, although fevv in number, had a 

"potential ally in a huge but amorphous and m1-mobilized interest group: the 

large majority of service concerns that are not involved in international 

commerce."3 78 Indeed, Ron Shelp, who had campaigned for over a decade 

on behalf of liberalizing services, feared that even some of the US industries 

,vhich had originally supported the move might change their minds. "Some 

U.S. service industries [like shipping] will almost certainly oppose any 

multilateral negotiations that affect their fortunes. It is difficult to imagine 

that this highly protected industry would agree to surrender its special 

375Nayyar, "The Political Economy of International Trade in Services", p. 293. 
376cm, "Theorizing the Interregnum", p. 66. 
377see Shelp, "Trade in Services", p. 78; and Walter, Global Competition in Financial 

Services, p. 114. 
378shelp, "Trade in Services", p. 78. 
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arrangement and make the kind of concessions that other countries would 

demand in return for concessions of their own."379 Possible opposition to 

the idea of ins titutionalizing liberalization into the GAIT was even thought 

to be likely from some multinationals that had already penetrated heavily 

regulated foreign service markets, as liberalization would make it easier for 

new competitors to challenge their priv ileged positions in these markets.380 

But an organized opposition to including services in the GA TI never 

emerged. The consensus that services ,vere a trade issue and could 

appropriately be dealt with by the GAIT was never seriously challenged by 

those firms and those s tates whose interests might be adversely affected by 

such a deal. An explanation of this outcome requires at least some attention 

to the importance of ideas. 

Narrow Interest Based Approaches and the Trade in Services Story 

The principal problem of a narrmv ly-structuralist or interest-based 

approach to the trade in services story is not its insistence on the importance 

of structural factors in contributing to the attitudes of actors, but rather its 

ins istence on a one-,vay causal relationship behveen ideas and interests. 

Because of the insistence that an actor 's attitudes towards liberalization and 

protectionism are explained by the actor's functional position in the global 

economy, and by this alone, in order for this approach to explain the broad 

level of support for the trade in services argument there must have been a 

widespread internationalization of actors' interests occuning. In order for the 

"sea change" in attitudes regarding international exchange in services to 

happen there mus t have been an equal "sea change" in the international 

services economy. Since services were not, and had not, gone through a 

massive process of globalization prior to the Uruguay Round, such an 

approach is s imply inadequate on its own in this case. 

As well, because this type of approach assumes that ideas can simply be 

read off interests, it tends not to examine where and hmv the formation of 

new ideas actually occurs. Seemingly, they must assume that there is an 

379shelp, "Trade in Services", p. 83. 
380Petit in, Slo,v Grow th and the Service Economy, argues in his footno te 11 on page 120 that 

many firms tnight not support liberalization because even those that have penetrated 
interna tional markets in the past were now privileged by existing frameworks of 
regulation. 
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inexhaustible supply of ideas readily available to actors to justify their 

functionally-determined interes ts. The problem vvith such a v ievv, however, 

is that in the case of the trade in services s tory a compelling argument can be 

made that had London-based free trade ideologues not created the trade in 

services argument (which was such a radical challenge to existing 

paradigmatic views on services), then multinational service companies 

would not have been able to define their "functionally-given" interests in 

line with these ideas. The idea simply had not existed in the past, despite the 

fact that some companies had been "trading" services internationally for 

some time. Again, the evidence sugges ts the inadequacy of narrowly-interest 

based approaches in explaining the trade in services story. 

Ideational Approaches and Trade in Services 

As some have observed, approaches to IPE that suggest the importance of 

considering ideas in conjunction with ques tions of structure, face an up-hill 

battle. Approaches highlighting the importance of ideas are in a difficult 

position because they are under the constant strain of having to prove the 

utility of ideas as "stand alone" variables where interest-based approaches are 

totally useless; otherwise orthodoxy in the field leads to their rejection as an 

important contribution to the s tudy of IPE. That is, if interes t-based 

approaches are at all tenable then the "mainstream" IPE community feels 

that there is simply no need to consider alternative approaches. To overcome 

this prejudice, "ideas must be shovvn to exert influence untainted by the 

interests they have just been shown to interpenetrate."381 Thus, ideational 

approaches often end up sounding defensive, attempting to downplay or 

understate the importance of structurally-determined interests in order to 

highlight the causality of ideas, despite the fact that many ideational 

approaches are actually attempts to add consideration of ideas to primarily 

s tructural methodologies! 

vVhile this author has argued that narrowly-structural methods like 

Milner's are completely untenable in the case of the trade in services because 

of their excessive privileging of interests in analysis, it has never been the 

intention to argue that s tructural conditions vvere not important. In fact, it 

has been argued that the privileged position of giant, American-based service 

381Jacobsen, "Much A do about Ideas," p. 286. 
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multinationals in the international services economy ,vas an important 

aspect of the trade in services story . It ,,vas these transnationaly-organized 

companies that brought the trade in services argument to the international 

agenda. It has been argued, huwever, that the acceptance of the trade in 

services argument so broadly in international circles and its eventual 

institutionalization into the GA TI cannot be explained by these same 

structural conditions alone. The trade in services argument, its international 

dissemination, and international acceptance have to be considered as well. 

Along this same line of thought this author has not found the hvo 

ideational approaches to be without fault; rather, there are significant 

problems with both approaches' utility in the trade in services s tory. 

Epistemic Communities, Rational Problem Solving and the Adoption of New 
Ideas 

From the epistemic communities approach, as laid out by Drake and 

Nicolaidis, the trade in services story foll ows a set path consistent ,v ith the 

assumptions of this methodology. Firs tly, a new idea, in this case the trade in 

services argument, emerged as a rational problem-solving response to an 

underlying structural change in international services exchange. This idea, 

adopted and dis tributed by a "trade in services " epis temic community 

succeeds in an environment of uncertainty (due to the underlying s tructural 

change) in redefining actors ' conceptualizations of how the services economy 

,,vorks and vvhat their ne,i\, interests are in this changed environment. In this 

process the access of the epistemic community to top policy makers and the 

success of apparently "value-neutral" second tier community members like 

academics in legitimizing the vie,vs of more partisan actors were hvo 

important considerations . Also the idea's success in redefining actors ' 

thinking rested in part on the degree of uncertainty and the degree to which 

the ideas themselves w ere a successful response to the changing structure. 

Some of the concepts of this approach do help to focus the attention of 

research on events and patterns that aid in properly capturing the trade in 

services story . The nodal concept of the "epistemic community" itself does 

have some explanatory value in the case of services in that it focuses 

attention on the key role in this story of innovating intellectuals, a "pro­

service-trade-liberalization" epistemic community in laying the intellectual 

groundwork for the inclusion of services in the CATI. As w ell, in the trade 
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in services story, international organizations like the OECD, the \Vorld Bank, 

United Nations Centre on Transnational Corporations and to a lessor extent 

UNCTAD all helped play a role in lending less-clearly partisan support to the 

substance of the ideas themselves, consistent ,,vith the methodologies' 

theorization of two intellectual tiers within an epistemic community. 

Undoubtedly, the support of these institutions helped to make the acceptance 

of the ideas by other actors easier than it would have been if only clearly 

partisan groups (like the US service multinationals themselves) supported 

the idea. 

Nevertheless, there are significant problems with the approach, mainly 

centering on its assumptions of where new ideas come from and why they are 

accepted. First, it has been noted from the outset that in Haas's method the 

ideas produced by an epistemic community are simply rational-scientific 

responses to an objective set of structural changes which create uncertainty . 

Because of this assumption, the approach fails to problematize the contestable 

nature of the ideas themselves. While one could theoretically challenge Haas 

and his colleagues' assumptions about the scientific nature of ideas, more to 

the point in this thesis is the simple fact that the assumption leads to an 

empirically inaccurate set of conclusions about the trade in services s tory. 

The trade in services argument was normative and contestable, not value­

neutral and scientific, and this makes the eventual consensus in support of 

liberalization even more surprising. Haas's approach as attempted by Drake 

and Nicolaidis actually underestimates the pmveI of ideas in this case by 

assuming that the ideas were rational responses to changes in economic 

s tructure. 

Second, the approach runs into difficulty over its claim that the ideas 

propagated by an epistemic community and their effects are issue and policy 

specific rather than related to broader ideological currents . vVhile once again, 

one could argue that such a view of ideas is theoretically arbitrary, the fact of 

the matter is that this contention runs into difficulty in the case of services. 

At numerous junctures throughout the trade in services story broader 

ideological currents in support of liberalization played a role in facilitating the 

adoption of the trade in services argument. Indeed, simply placing services in 

a trade policy discourse helped contribute to events. Part of the success of the 

trade in services argument in capturing the imagination of actors ,vas due to 

the fact that an overall commitment to neo-liberal, laissez-faire discourses 
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preconditioned actors' acceptance of the idea. This was the case in the 

creation of the idea, in its initial popularity with US policymakers and 

business leaders, and ,,vas also the case in that the absence of alternative 

conceptualizations \Vas in part attributable to the broader hegemony of neo­

liberal ideas. Such being the case, it seems hard to isolate the trade in services 

debate from broader ideological currents without doing an injustice to the 

account of hmv a consensus in support of services liberalization was reached. 

The trade in serv ices argument was not created as a rational response to the 

problems of uncertainty and not accepted by actors solely because of its success 

as a response to that uncertainty; rather, commitment to the assumptions of 

the trade in services idea were often normative and related to the rising 

salience of neo-liberal ideas . 

Transnational Historical Materialism 

The concept of the "organic intellectual", which is at the heart of 

Transnational His torical Materialism's relevance to the trade in services 

story, mirrors the success of the "epistemic community" concept in focusing 

attention on the role of trade in services advocates in contributing to the 

consensus in support of including services in the GATT. As well, Gill's "new 

constitutionalism" bears consideration in the trade in services s tory. The 

GATS seems to embody his arguments about Transnational Capital's attempt 

to create an international political-legal framework to privilege its interests in 

world affairs . The GA TS deal could represent one aspect in the formation of a 

Transnational Capital Historic Bloc. 

However, the real success of the approach's applicability to the trade in 

services s tory rests on its recognition of the normative, contestable, and 

constructive nature of ideas themselves and on the theory's emphasis on the 

need to link the trade in services story to broader ideological and political 

developments relating to transnational class formation. Consistent with 

these assumptions the creation of the ideas of the trade in service argument 

were part of a partisan, normative attempt to apply neo-liberal ideology and 

liberal trade theory to services. As ,veil, the acceptance of the ideas at a 

number of junctures ,,vas "pre-conditioned" by the ris ing intellectual 

hegemony of those same neo-liberal ideas. This was partially the case in the 

US Government's firm support for the issue. It ,vas also a factor ev ident in 
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Japan's support for the issue. As \veil, the domination of neo-liberal, laissez 

ji1in' ideas helped condition Third \Vorld countries' eventual acquiescence to 

the ideas. 

This sugges ts that it is not intellectually or empirically accurate to 

artificially separate the trade in services story from broader accounts of the 

rising ideological and s tructural hegemony of Transnational Capital. 

However, while avoiding this artificial separation, based on the evidence of 

the thesis ,,vould seem to be a more accurate way of capturing the patterns of 

causation involved in the trade in services s tory, it is however, also a major 

drawback to the use fulness of Transnational Historical Jvfaterialism. 

lVhile the approach is theoretically interesting, quite possibly a good 

guide to the broad generalities of international class formation and the role of 

class formation in IPE, as vvell as having some useful nodal concepts like 

"organic intellectuals", its emphasis on such factors makes it extremely 

difficult to use in the manner that a case study requires. A history of trade in 

services vvritten from thi s perspective would seemingly end up becoming a 

his tory of the hegemony of Transnational Capital, the erosion of the Pos t­

War Historic Bloc and the absence of counter-hegemonic forces in 

international politics. \Vhile the evidence of this thesis suggests such 

considerations are \'ery important in the trade in services s tory, there is 

something to be said for parsimony and a clear specification of the important 

concepts of a theory. The fact that its proponents have to this date been either 

umvilling or unable to deviate from the broad generalizations of 

Transnational Historical Materialism toward more specification of the 

approach makes the theory somewhat um-vieldy and complex to use in 

analysis of specific movements in international political economy. 

This is not to suggest that \l\1hat is required here is a set of clear causal 

statements of the type provided by the narrowly-structuralist school - analysis 

that amounts to little more than: Structure "A" causes outcome "B". Rather, 

what is required is simply a clearer definition of the concepts of Transnational 

Historical ivfaterialism and a clearer specification of the his tory of 

transnational class formation in recent decades . This approach simply leaves 

too many specific questions unanswered to allow the type of analysis that a 

case study requires. At what point did Transnational Capital's neo-liberalism 

become hegemonic, the late 1970s, the 1990s or not yet? How, precisely, 

would a His toric Bloc be distinguished from hegemony? VVithout clearer 
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specifications such as these, at times Transnational His torical Materialism 

seems little more than a toolbox of concepts from which almos t any thing can 

be argued. 

Despite these concerns, hmvever, the evidence of this thesis suggests that 

the broad arguments of Transnational Historical !vfaterialism may provide a 

useful s tarting point for conceptualizing how ideas mater in international 

political economy. 

Globalization and Trade in Services 

As I alluded to in my introduction it was initially an interes t in how the 

process of globalization was theorized that dre,v me to the debate between the 

role of ideas and interes ts in international political economy. I was concerned 

that narrovdy-structuralis t approaches, by reducing globalization to nothing 

more then a technologically-determined expansion of cross-border economic 

links, had extremely dire implications for political constituencies attempting 

to grapple with the problems created by globalization. Simply, if globalization 

is a technologically-determined structural change and nothing else, then it 

fuels the sense that governments have no choice but to adopt policies which 

reflect and endorse these changes. If, however, ideas and institutions play a 

role in globalization - if globalization is as much a political process as an 

economic one - than it raises the question that international agreements 

,vhich enshrine globalization (like the GATS) are not s imply inev itable or 

logical responses to unchangeable economic forces, but rather acts of 

conscious political commission. Thus, it suggests the possibility of a wider 

range of choices for policymakers then might be inferred from a narrowly­

structuralist approach. 

Given the arguments of this thesis that the trade in services argument 

was not a rational response to changing structural conditions nor simply a 

recognition of the globalization of actors' interests in the service sector, but 

rather, a normative and contestable set of constructions, then the GATS 

should be unders tood as in part a result of conscious political commission. In 

the case of services people made their own history, though perhaps not in 

conditions of their own choosing. I hope, therefore, it is apparent to the 

reader that this thesis, by rejecting the narrowly-structuralis t arguments that 

dominate the trade policy literature, is also rejecting the implicitly narrow 
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conceptualization of globalization set out in that literature. Globalization, at 

least in the case of trade in services, is not just an unchangeable and 

unquestionable economic process, but a political and social process in which 

the dissemination of ideas has played an important role. 

Indeed, gi\'en the details of the trade in services s tory, it seems 

reasonable to as k; had trade policy officials, international organizations and 

intellectuals been more skeptical of the claims of the pro-liberalization 

community, \,vould there have been a CATS? 
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