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Australian Services Trade
in the Global Economy

The ongoing structural transformation towards a
services economy, across all countries and at all levels
of development, has immense potential to improve
the well-being of Australians. Technology has reduced
trade and transaction costs for both goods and services,
facilitating more complex and services-intensive
production networks. Telecommunications, audio-visual
and computer services constitute the pillars of digital
transformation that supports the world trading system.
Transportation, courier, logistics and distribution services
form the backbone of global supply chains. Legal,
accounting, insurance and banking services are essential
enablers of trade and finance. Architectural, engineering,
mining and construction services are a critical
foundation of physical infrastructure. Health, education
and tourism services are at the heart of better lives.

Yet impediments to services trade remain pervasive,
as trade and regulatory policies in individual services
sectors are often made with limited regard for
economy-wide impacts. The OECD report Australian
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Services Trade in the Global Economy informs trade
and regulatory policy makers of the likely effects of
strategic reforms and helps to prioritise policy action.

Key findings

Australia’s services industries are key drivers of
economic growth and competitiveness

Australia’s regional and global services trade and
productivity performance is strong. The importance of
services in the Australian economy reflects its level of
development, sectoral strengths and geography. As in
other industrialised economies, services account for
about 80% of Australia’s domestic production. Direct
services exports and services indirectly embedded in other
exports account for half of Australia’s exported domestic
value added (Figure 1). Moreover, Australia has one of
the highest domestic services content of gross exports,
pointing to a lower dependence on foreign services inputs.

Figure 1. Services embodied in gross exports (by country, value added terms, 2014)
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Source: OECD calculations based on OECD-WTO TiVA database (June 2017).
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Australian services are largely oriented towards the
domesticmarket,and most services sectors areless export
orientated than other OECD economies. Although foreign
services are of minor importance to Australia’s exports,
there is evidence that Australian services suppliers are
starting to face increasing competition. Access to state of
the art services, whether local or foreign, and a national
services trade strategy can help sustain and strengthen
Australia’'s comparative advantages.

Although Australia’s productivity performance is on
par with its peers, policy makers should be attentive to
indications that Australia’s relatively strong growth in
services value added appears to be conditional on input
growth. The fact that services productivity outperformed
goods-producing sectors during 2000-2015 implies that
“push” factors in Australia support a strong export
performance. The Australian services sector can improve
its performance and better integrate into global value
chains through reforms that foster the competitiveness
of Australian firms and increase participation from
foreign ones.

Australia’s services regulatory environment is a source
of strength

Australians benefit from a domestic regulatory
environment that is more open, efficient and pro-
competitive than that of many other countries (Figure
2). Australia’s domestic regulatory regime is more
liberal than the average OECD regime in 21 of the 22
services sectors measured by the OECD Services Trade
Restrictiveness Index (STRI). Nevertheless, considering
trade restrictions on a non-preferential basis, Australia
still maintains some limitations to services trade and
investment. For instance, workers seeking to provide

services on a temporary basis are subject tolabour market
tests. Acquisition of land or real estate by foreigners is
subject to authorisation and certain types of foreign
investments are subject to approval. Notwithstanding
Australia’s relatively favourable environment, there
remains scope for beneficial policy reforms in all sectors.

A targeted regulatory reform agenda can ensure that
Australia’s business environment remains a source of
international competitiveness. Removing policy-induced
barriers to foreign firms competing in Australia is key to
ensuring that domestic services remain as competitive
as they can be.

Global services sector growth is an opportunity for
Australians

Technical progress, urbanisation and fast-growing
markets are driving a rising share of services in
consumption across the globe, and Australian exporters
are well positioned to capitalise on these trends. Rapidly
changing demand factors will require adaptation and
new approaches to maintain existing strongholds and
gain ground in new and diversified markets, especially in
strategic sectors, such as education and tourism services.

As in other large economies, Australia’s export and
foreign investment activities are concentrated among
large firms with a more global footprint, accounting for a
significant proportion of total services exports and direct
investment abroad (Figure 3). The majority of Australian
firms export to or invest in fewer foreign markets.
Market diversification is therefore crucial to increasing
the contribution of services trade and investment to the
Australian economy.

Figure 2. Barriers to services trade and investment in Australia, by sector and policy area
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Source: OECD calculations based on OECD STRI regulatory database (2017).

Note: The STRI takes values between zero and one, one being the most restrictive. The indices rely on the STRI regulatory database
described in Box 2.1. Air transport and road freight cover only commercial establishments (with accompanying movement of people).
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Figure 3. Australian export and investment performance is highly concentrated
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Source: OECD calculations based on ABS Survey of International Trade in Services data (left) and ABS Survey of International Investment data (right).
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These results are indicative of the challenges that small
and medium-sized enterprises (SMEs) might face when
entering new markets. Regulatory barriers play a crucial
role in shaping firms’ export and foreign investment
decisions. OECD estimates show that smaller and less
experienced businesses have considerably more to gain
from services trade liberalisation and better-regulated
services markets. In the case of Australian businesses,
a small reduction in services trade barriers could boost
the exports of smaller firms by 80%. Reducing the costs
of entering overseas markets would help improve the
inclusiveness of services trade by allowing more SMEs to
take up global opportunities.

Ambitious services trade policy can transform
bottlenecks into gateways

Behind-the-border barriers represent major impediments
to services trade and prevent Australian companies from
realising their full growth potential. Australian services
firms face numerous challenges when trying to expand
their business overseas, including interpreting and
adapting to new regulatory environments, discriminatory
practices favouring domestic firms, foreign investment
screening, lack of recognition of foreign qualifications,
and the heterogeneity of licensing requirements and
national standards. Absences of liberalisation and
regulatory cooperation can explain why Australian
services exporters have not achieved their full potential
in some key sectors and markets, while performing well
in others. Figure 4 illustrates average STRI barriers across
22 sectors (weighted by the contribution to GDP) in G20
countries.

Enhanced commercial opportunities for Australian
exporters can be secured by concerted efforts to

encourage behind-the-border regulatory reforms in key
markets (through fora such as the G20 and the Asia-
Pacific Economic Cooperation, APEC), coupled with an
ambitious trade negotiating agenda to secure new market
access and bind applied regulatory regimes. Recent
OECD analysis confirms that legally bound market
access and national treatment commitments found in
bilateral, plurilateral and multilateral services trade
agreements have a positive effect on exports by reducing
the level of uncertainty faced by services exporters. An
ambitious services trade policy can therefore ensure that
Australians have the opportunity to seize the benefits of
global services sector growth.

Strategic national reforms can boost Australia’s services
trade competitiveness

Services generate more than two-thirds of global gross
domestic product (GDP), attract over three-quarters of
foreign direct investment (FDI) in advanced economies,
employ the most workers, and create most new jobs
globally. The OECD suggests that countries adopt a whole-
of-government approach to co-ordinated services trade
policy and regulatory reforms as a driver of inclusive
economic growth and employment, and therefore,
encourages Australia to seize this opportunity.
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Figure 4. Services trade restrictiveness in G20 countries (2017)
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Source: OECD calculations based OECD Services Trade Restrictiveness Index.

The Australian Government has already put forward
several initiatives to promote services competitiveness
and exports. The Government has invested considerably
in programs aimed at spurring innovation and supporting
SMEs growth prospects. The 2015 National Innovation
and Science Agenda (NISA) sets out a series of initiatives
to bring innovation and science to the forefront of the
policy discussion, introducing Industry Growth Centres,
new projects to back small businesses and start-ups,
and new programs and funding to sustain technological
advancement and increased collaboration between
industry and research.

Australia supports innovation through the Research &
Development Tax Incentive (R&D TI), which provides
companies with a tax offset on part of their outlay on
innovative activities. The Australian Government further
promotes and supports trade and investment through the
Australian Trade and Investment Commission (Austrade).
For example, current and aspiring Australian exporters
can apply for Export Market Development Grants (EMDG),
which finance export promotion activities and offer
networking opportunities for a successful expansion in
international markets.

More information

There is significant potential for services to sustain
productivity and enhance the global competitiveness
of Australian businesses. The report Australian Services
Trade in the Global Economy underlines the critical
factors to consider in response to the opportunities and
challenges posed by a rising degree of globalisation and
a growing tradability of services. The report also offers
the basis for discussion towards the implementation of
a strategic whole-of-government approach to the policies

underpinning Australian services industries to ensure that
services trade works for all Australians. Economy-wide
and sector specific findings are delineated in the report,
including with regard to transport, logistics, professional
services, banking, insurance, education, mining services,
information and
tourism.
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Further reading

Australian Services Trade in the Global Economy
https://doi.org/10.1787/9789264303911-en
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