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In the Philippines during the period 1994 to 2000, trade protection declined while income 

inequality increased markedly. Merchandise trade as a proportion of GDP rose from 56% to over 

100% and the Gini coefficient (based on labor force survey data for hourly wages) increased 

from 0.36 to 0.41. The period covers the bulk of the implementation of reforms carried out under 

the 1992-1998 Ramos administration.2 This was also a period when the structure of the economy 

shifted noticeably towards the service sectors in both output and employment, as the reductions 

in protection led to a trade-induced reallocation of employment toward more protected sectors, 

and especially to services, where wage inequality was already relatively high (Hasan and Landoc 

2010).  

 

Theory suggests that trade liberalization will raise the relative factor price of unskilled labor in 

developing countries (which presumably have relatively larger endowments of unskilled labor) 

and thereby lead to a decline in inequality. Goldberg and Pavcnik (2007) showed that this is not 

always the case in practice. Increasing inequality during a period of trade liberalization may 

follow from domestic barriers to factor mobility, varying degrees of sectoral liberalization, or 

skill-biased technical change. A positive impact of trade liberalization on reducing inequality is 

expected to result from removal of proportionately greater protection in capital- or skill-intensive 

sectors.  However, in some developing countries with a history of populist policies, such as the 

Philippines, trade protectionism is higher among labor-intensive sectors (Hasan and Landoc 

2010). 

 

During the same time as the Philippines eased its trade restrictions, deregulation (both 

domestically and in the trade context) in the service sectors also influenced the shift in sectoral 

balance and employment. Employment in service sectors is much greater than in industry. In 
                                                 
1 The authors are economists in the Asian Development Bank (ADB). The views expressed are their own and do not 
reflect those of the ADB, its Board of Directors, or its member countries. Rana Hasan offered helpful suggestions. 
Melissa Pascua provided valuable research assistance.  
2 The period also includes the 1997-98 Asian financial crisis, but its effects on the Philippines were relatively less 
than in other Asian countries and widely perceived as only temporary. 



addition, service-oriented firms possess more human capital and focus more on intellectual 

capital creation than product-oriented companies (Kianto et al 2010). The impact of service 

sector liberalization on inequality therefore deserves much greater policy attention than it has 

heretofore received. 

 

This paper examines the impact of combined trade liberalization and domestic deregulation in 

the service sectors on employment and wage inequality in the Philippines, using labor force 

survey data. We examine whether liberalization has helped people find better employment and 

what has happened to wages in these full-time stable wage jobs.  We are looking at the 

contribution of liberalization in services to different industries (rather than the contribution of 

liberalization in a particular industry to wages in that industry). The wage analysis focuses only 

on full-time salaried workers. Increasing wage inequality for full-time salaried workers may be a 

proxy for increasing wage inequality for all workers, which can work to reduce incentives and 

retard economic growth. 

 

II. Related Literature 

 

The liberalization of trade in services, accompanied by the reform of complementary policies, 

can induce sectoral and economy-wide improvements in performance.  Liberalization in a 

particular sector can lead to lower prices, improved quality and greater variety, leading to 

enhanced welfare of consumers.  Liberalization of trade in services can also bring about 

increased productivity from the resulting transfer of technology brought about by liberalization, 

while liberalizing services trade through permitting foreign establishments could lead to a more 

balanced output expansion (Konan and Maskus 2005).   

 

Whalley (2003) noted that special features of individual services should influence the analysis of 

impacts of liberalization of those services. Moreover, the types and forms of liberalization also 

need to be carefully specified in assessing impacts of service liberalization on individual 

countries.  As barriers to service provision may be complex, their effects could be multiple and 

that market structure, conduct, and performance need to be evaluated in assessing quantitative 

impacts of services liberalization.  



 

Zhang et al (2010) investigate impacts of service trade liberalization on manufacturing 

performance through the channel of service outsourcing in China, using a panel dataset of 

manufacturing firms over 1998-2007. They find that total factor productivity of manufacturing 

plants are accelerated through specialization, compositional, and spill-over effects.   

 

Results of a simulation study by Li et al (2003) on the impact of service liberalization on 

employment and output in China show that at the industry level, output will increase in almost 

all service sectors, expanding particularly significantly in telecommunications, finance, insurance 

and real estate.  However, slight employment loss would also be experienced due to productivity 

improvement in some service sectors.  Though the job loss could be offset by expansion of 

overall labor demand in non-service sectors, and by the liberalization-induced growth of 

aggregate demand in the long run, the structural adjustments would involve certain costs.  Their 

study highlights the importance of implementing complementary policy measures to reduce 

strains on the labor market during service trade liberalization.  

 

In India, Shastri et al (2010) find that trade liberalization reforms may have given a boost to 

industrial productivity and brought in foreign investment in capital intensive areas but these had 

not created jobs.  They recommend that policies and programs be developed for unorganized 

sectors, particularly those associated with export markets, and that efforts should be exerted to 

minimize the total social cost of trade liberalization. 

 

Using panel data for about 4,000 Indian firms for 1993-2005, Arnold et al (2010) find that policy 

reforms in banking, telecommunications and transport services had significant positive effects on 

productivity of manufacturing firms, with the beneficial effects stronger for foreign-owned firms. 

 

This paper adds a different dimension to the existing literature as it examines the specific effects 

of service liberalization on employment and wages in the Philippines.  It assumes that there is 

possible value-added effects from service liberalization that subsequently increases productivity 

in other sectors that can contribute to changes in wages across all industries. 

 



III. Service Liberalization in the Philippines 

 

Per capita income in the Philippines, measured in constant (1995) dollars declined marginally 

between 1980 and 2001, from $1173 to $1165. Thus real wages decreased over that period. In 

addition, aggregate imports exceeded aggregate exports for most years since 1985. Serrano 

(2007) found that liberalization in the Philippines brought unemployment and a decline in real 

wages in the formal sector. Hasan and Chen (2003) find that tariff reductions had an insignificant 

effect on both employment and average hours of work for full-time employees. In general, 

workers in capital intensive industries (especially more skilled workers) earned rents prior to 

liberalization and liberalization eroded these rents. 

 

The Philippines embarked on a series of liberalization policies of its service sector during the 

1990s. Republic Act (RA) 7042, otherwise known as The Foreign Investment Act of 1991 

signified the beginning of government efforts in liberalizing the services sector. The legislation 

encouraged foreign capital inflow by allowing for 100% foreign participation in key service 

sectors without need for prior government approval, except for industries listed in the Foreign 

Investment Negative List (FINL) (Austria 2001).  

 

The telecommunications industry became more liberalized in 1993 when the monopoly powers 

of the Philippine Long Distance Telephone (PLDT) Company was effectively abolished by 

Executive Orders (EO) 59 and 109 (Austria 2001). EO 59 mandated the interconnection of all 

public telecommunication carriers, while EO 109 mandated service providers and international 

gateway facility operators to substantially increase the installation of local exchange lines 

(Mercado-Aldaba 1999). While minority foreign equity was permitted in the industry (Philippine 

Constitution 1987), the EOs were necessary to make foreign participation possible since PLDT 

controlled the public switch network (Mercado-Aldaba 1999). The EO-instituted reforms were 

strengthened when they became part of the Public Telecommunications Policy Act of the 

Philippines or RA 7925 of 1995.3

                                                 
3 However, there is research that has pointed to a weak regulatory regime as a limiting factor in creating a 
telecommunications environment that is truly competitive and that the incumbent operator may have increased its 
dominant position which may dull the impacts of liberalization in this area.  Asia Pacific Telecom Research Limited 
(2009). 



  

The gradual liberalization of the banking and finance sector was implemented through a series of 

legislations. Republic Act (RA) 7721 in 1994 allowed foreign banks to own up to 60% of an 

existing domestic or domestically incorporated bank, and permitted the entry of ten foreign 

banks with full banking authority (Pasadilla and Milo 2005). Prior to this, no foreign banks were 

allowed to enter the market except for those already existing as of 1948 (Milo 1999). Further to 

this, RA 8179 of 1996 carved the insurance industry out of the FINL thereby allowing 100% 

foreign ownership in the industry (Austria 2001). It is worth noting that some aspects of the 

liberalization reforms on telecommunications and financial services have been locked-in by their 

inclusion as commitments in the accession of the country to the World Trade Organization 

(1994) in 1995; and the Final Package of Commitments under the Association of South East 

Asian Nations (ASEAN) Framework Agreement on Services in 1998 (Nikomborirak 2001). 

 

IV. Data and Descriptives 

 

This study first determines the level of restrictions in services, according to those affecting entry 

and those affecting on-going operations, and then computing their impact on employment and 

wages. Once barriers have been identified and classified, the effect of changes in these barriers is 

estimated econometrically, controlling for factors affecting performance in the relevant sector. 

 

In particular, we wish to see if employment expanded or contracted in different industries with 

greater liberalization of services, and the effects of resulting greater competition on workers’ 

livelihoods. Since there is no protection data for services that corresponds to that existing for 

agriculture and manufacturing we first construct indices of restrictiveness by service sector 

(focusing on banking, distribution, and telecoms, which provide important inputs to other 

industries) and by mode of supply as in the GATS (cross-border trade, consumption abroad, 

commercial presence, and movement of natural persons). The indices are calculated separately 

for pre-liberalization and post-liberalization periods, and then aggregated into a single service 

reform index using technical coefficients from a national input-output matrix as weights to 

account for the contribution of services to that industry. In this manner every 2-digit industry has 

a corresponding service reform index based on the intensity with which the three service inputs 



are used in production of the 2-digit industry’s output. This policy-based measure of 

liberalization is intended to account for changes in product prices as different industries 

experience different degrees of liberalization, transmitted through their use of services.  We use a 

further set of weights that account for regional variation in the impacts of service liberalization 

on an industry based on the industry share of employment in a region. 

 

Real wages are derived by deflating nominal wages as reported by individuals with their 

industrial occupation in Labor Force Surveys, by consumer price indices. Real wages are then 

regressed on the relevant service reform index, period (pre- or post-liberalization) dummy 

variable, a dummy for broad industry of employment, educational attainment, age, and other 

individual characteristics. 

 

A. Data Sample 

 

This study makes use of the following sources of information and data: (a) Wages and 

employment come from the Philippines Labour Force Surveys (LFS) which are conducted 

quarterly by the National Statistics Bureau; (b) Monthly basic pay and monthly basic allowance 

data from the Occupational Wages Survey (OWS) of the Bureau of Labor and Employment 

Statistics (BLES); (c) Government regulations and policies concerning banking, 

telecommunication and distribution services enacted through Republic Acts, Executive Orders 

and similar laws which serve as the basis for quantifying the extent of  

restrictiveness/liberalization in the country; (d) the Input-Output (I-O) matrix4 of the National 

Statistical Coordination Board which was the basis for deriving the weights used in aggregating 

the banking, telecommunication and distribution restrictiveness indices into a single service 

restrictiveness index by 2-digit industry codes. 

 

                                                 
4  The I-O matrix provides an analytical framework to describe the interrelationships among the various producers in 
an economy.  It presents the interrelationships between the industries in an economy in terms of the production and 
the uses of their products and the imported products in a table format. 



Wages and employment status uses the micro records of the 1991 and 2004 LFS.  Analysis on 

employment was restricted to those in the labor force5 while analysis on wages was limited to 

full-time salaried workers.  It excludes contract workers since these are people that are generally 

subject to fluctuations in their income due to uncertainty upon whether they are getting hired in 

the next period. We define full-time salaried workers as those who worked for at least 35 hours 

during the past week and are engaged in wage or salaried work, and are between the ages of 25 

years to 65 years of age6.  For consistency with the 2004 LFS data, we also use the past week 

reference period for 1991 in determining the hours worked and labor force status.  The past 

quarter data available from the 1991 LFS was used only to derive the nominal wage per hour 

since earnings were not gathered using the past week reference period.  Further, we deal only 

with the characteristics of the primary job7.  For 1991, the total wage and salary earnings from 

the primary job for the past quarter was divided by the total number of hours worked during the 

quarter to arrive at the nominal wage per hour.  For 2004, since data gathered is only the basic 

pay8, adjustments were made to make it consistent with the total earnings9 concept used in 

collecting the 1991 data.  The 2004 OWS of BLES provides data on basic pay and allowances 

separately by industry groups.  Proportions derived from the OWS served as basis in deriving the 

                                                 
5  Includes all persons 15 years old and over as of their last birthday who are either employed or unemployed. 
Employed include all persons 15 years old and over as of their last birthday and who during the basic survey 
reference period are reported as either: a. At work. Those who do any work even for one hour during the reference 
period for pay or profit, or work without pay on the farm or business enterprise operated by a member of the same 
household related by blood, marriage, or adoption; OR b. With a job but not at work. Those who have a job or 
business but are not at work because of temporary illness/injury, vacation, or other reasons. Likewise, persons who 
expect to report for work or to start operation of a farm or business enterprise within two weeks from the date of the 
enumerator's visit, are considered employed. The unemployed include all persons who are 15 years old and over as 
of their last birthday and are reported as: without work, i.e., had no job or business during the basic survey reference 
period; AND currently available for work, i.e., were available and willing to take up work in paid employment or 
self employment during the basic survey reference period, and/or would be available and willing to take up work in 
paid employment or self employment within two weeks after the interview date; AND seeking work, i.e., had taken 
specific steps to look for a job or establish a business during the basic survey reference period; OR not seeking work 
due to the following reasons: (a) tired/believe no work available, i.e., the discouraged workers who looked for work 
within the last six months prior to the interview date; (b) awaiting results of previous job application; (c)  temporary 
illness/disability; (d) bad weather; and (e) waiting for rehire/job recall 
6   The 25-year-old cutoff was used to get most people who have completed their schooling. 
7   Only 10.4% and 9.5% of those with primary job also reported a secondary job in 1991 and 2004, respectively. In 
only around half of these cases did the type of employment differ across the primary and secondary jobs. 
8   The pay for normal time, prior to deductions of social security contributions, withholding taxes, etc. It excludes 
allowances, bonuses, commissions, overtime pay, benefits in kind, etc.  Also called basic wage. 
9   Earnings is defined as gross remuneration in cash and in kind paid to employees at regular intervals, for time 
worked or work done together with remuneration for time not worked, such as for annual vacation, other paid leaves 
or holidays. Excluded are employers' contributions paid to social security and similar plans and also the benefits 
received by employees under these plans, and severance and termination pay. 



equivalent earnings/wages from the basic pay in the 2004 LFS.  The CPIs at the regional level 

were used to convert the nominal wages into real terms. 

 

B. Construction of Service Liberalization Index (SLI) 

 

The SLI was calculated using the following broad steps: 

1) Calculate restrictiveness index for each of the three services covered, namely, banking, 

telecommunication and distribution. 

2) To account for the varying importance or impact of each of the three services to the 

different industries, weights are applied to account for: (a) the intensity in which each of 

the 3 covered sectors is used in producing the output of a particular 2-digit industry group, 

which we term as “I-O weights” at the 2-digit industry group at a national level; and (b) the 

importance of a particular industry in employing workers in a given region which is 

captured by hours worked in each of the 3 sectors. These “hours worked weights” vary by 

region and are thought to better capture the local regional impact of service liberalization. 

3) Standardize the indices by dividing each by the maximum computed index value. 

4) Convert restrictiveness indices into liberalization indices by taking reciprocals. 

 

Details of the procedures are described in the following subsections. 

 

B.1 Restrictiveness index methodology 

 

Compared to restrictions on trade in goods, which are usually measured through tariff rates, 

measuring restrictions on trade in services is more difficult since they often take the form of 

government regulations, the effect of which is difficult to identify and quantify. The approach 

adopted was based on the OECD methodology Dihel and Shepherd 2007) which was built on the 

methodology developed by the Australian Productivity Commission (APC).  The methodology is 

briefly described below.  The advantage of the OECD methodology over that of the APC is that 

it gives a more complete picture with regard to modal coverage by calculating not only aggregate 

sectoral indices but also separate modal restrictiveness indices. 



 
The procedure for calculating the trade restrictiveness index described by McGuire (2008) is as 

follows: 

“A trade restrictiveness index score is calculated using a methodology of scores and 

weights.  Scores are assigned for each restriction on the basis of a judgment about how 

stringent it is.  The more stringent the restriction, the higher the score is.  For example, an 

economy that restricts the number of banking licenses is assigned a higher score than an 

economy that issues new banking licenses with only prudential requirements.  The 

restriction categories are then weighted together according to a judgment about their 

relative economic cost. For example, restrictions on banking licenses are weighted more 

heavily than restrictions on the temporary movement of people. The weights are generally 

chosen so that the total restrictiveness index score ranges from 0 to 1.” 

 

More specifically, the following are the barriers covered in the trade restrictiveness indices as 

quoted in Dihel and Shepherd (2007): 

 

Banking and Insurance: 

• Mode 1 and 2: restrictions on subsidies, establishment or residency/recognition requirements to 

provide cross-border services, requirement to co-operate with local organizations, geographical 

limitations, authorization requirements; 

• Mode 3: foreign equity limits, limitations on the form of establishment, including joint venture 

requirements, screening and approval, limitations on business activities; and 

• Mode 4: limits on the duration of stay, on number of work permits, issues related to 

licensing/recognition requirements, limitations on the board of directors. 

 

Telecommunication: 

• Mode 1: restrictions on leased line or network provision, connections of leased lines and private 

networks to the PSTN, international simple resale and IP telephony; 

• Mode2: call back services; 

• Mode 3: foreign equity limits, level of competition, including joint venture requirements, 

screening and approval, limitations on business activities, licensing restrictions; and 

• Mode 4: limits on the duration of stay, on number of work permits, issues related to 

licensing/recognition requirements, limitations on the board of directors. 



 

Distribution: 

• Mode 1: restrictions on servicing the market on a cross-border basis (i.e. establishment 

requirements); 

• Mode 2: restrictions on consumers purchasing distribution services abroad; 

• Mode 3: foreign equity limits, restrictions on commercial land, restrictions on large scale stores, 

wholesale importing licensing, promotion of retail products, state monopolies – product 

exclusions, protection of intellectual property rights; and 

• Mode 4: limits on the duration of stay, on number of work permits, licensing requirements on 

management 

 

The corresponding scores for each criteria are presented in Annex 1.  The reader is referred to 

Dihel and Shepherd (2007), Kalirajan (2000), McGuire (2008) and Dee (2005) for the full details 

and underlying concepts for calculating the trade restrictiveness index. 

 

B.2 Application of weights to the restrictiveness index 

 

The next step is to come up with an aggregated index of services restrictiveness by combining 

the telecommunication, banking and distribution indices. To account for the varying importance 

or impact of each of these services to the different industries, a weighted average of services 

sector indices was derived using two kinds of weights: (a) the national I-O matrix provided a 

quantitative measure of the value of services inputs used in the production of a given industry; 

and (b) on a per region basis, the proportion of total hours worked in each of the 3 services to the 

total hours worked in all industries and services. Calculated for each of the three service sectors 

covered, the “I-O weight” is basically the proportion of value of service inputs used in producing 

the output of industry i (industry i corresponds to the 2-digit industry group based on the 1994 

Philippine Standard Industrial Classification) to the total value of all inputs used in producing the 

output of industry i. 

 

In equation form, if we let: 
 

TELir = restrictiveness index of telecommunications services for industry i and region r 
DISTir = restrictiveness index of distribution services for industry i and region r 



BANKir = restrictiveness index of banking services for industry i and region r 
 

Then index, INDirt,  where INDt in {TELt, DISTt, BANKt} is computed as 
 

INDirt =  IOw(IND)i t x HRSw(IND)r t x INDt

where   
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That is the input-output weight for industry IND at time t is the value of inputs for industry IND 

at time t used in producing output of industry “i" as a proportion of all inputs used for producing 

outputs in industry “i" at time t, whereas HRS employed weights represent the proportion of total 

hours employed for industry IND out of all industries in region r at time t. 
 

The aggregate services restrictiveness index for industry i and region r, SERVICESir, is 

computed as the sum of TELirt, DISTirt and BANKirt, that is,  
 

SERVICESirt =  TELirt  +  DISTirt  +  BANKirt
 
 
B.3 Liberalization index 

 
The weighted restrictiveness indices are standardized by dividing each by the maximum value.  

The standardized restrictiveness indices are then converted into liberalization indices by taking 

the reciprocal, that is, subtracting it from 1.  In equation form: 
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where INDirt, in {TELirt, DISTirt, BANKirt, SERVICESirt} 

 
 

 
C. Descriptives 
 



Given our sample of interest we see that the overall labor force of 25-65 year old population 

increased by approximately 7.1 million, while the number of full-time workers in stable wage 

jobs increased by 3.3 million meaning full-time salaried workers now account for a slightly 

higher proportion of the overall population in 2004 compared to 1991 (Table 1).  Moreover, we 

see that restrictions on each of the industries of interest have decreased over time, but that 

telecommunications remains fairly highly restrictive in terms of policies by our measures, while 

the distribution industry has the least restrictive policies. 

 
 
Table 1. Selected Summary Statistics 

1991 2004

Labor force (number)1 17,085,769   24,221,977  

Full‐time salaried workers (number)1 6,616,708     9,874,002    

Restrictiveness indexes

Banking 0.5695 0.3241

Distribution 0.3818 0.2410

Telecommunications ‐ fixed 0.7598 0.5078

Telecommunications ‐ mobile
1 ‐ include only those aged 25 ‐ 65

0.8410 0.6320

 
 
 

Table 2 illustrates that here has only been about a two percentage point increase in the labor 

force share of female full-time workers from 1991 to 1994, but the average wages of females 

that are full-time workers in stable jobs by 2004 had surpassed the averages wages of males. 

There appears to have been increasing returns to wages in full-time, stable jobs between 1991 

and 2004 for workers who are college graduates, especially in contrast to those with lower 

education levels. This is consistent with observed trends in other countries where they are 

thought to be due to skill biased technological change. Moreover, growth of wages in 

services between 1991 and 2004 significantly exceeded wage growth in industry and 

agriculture. This is consistent with the observation above that service sector jobs tend to be 

more education intensive than others on average. 



 
Table 2.  Descriptive Statistics of Key Variables 

 



 
V. Empirical Approach 

 

Our goal is to examine the effects of service liberalization on the probability of being in 

full-time stable wage employment and on the wages of full-time stable wage employees 

after controlling for other major factors that can affect both employment and wages, such 

as education, gender, and age.  We also include region-specific fixed effects to capture 

differences in standard of living and cost of living that are unlikely to have changed 

disproportionately over time.  In particular, we estimate probability of full-time stable 

employment and log wage equations of the following form: 

 

][1 irtrirtirtirt XLibINDFE εγφα −>++=  

irtrirtirtirt XLibINDW εγϕβ +++=log  

 

The estimated marginal effects on LibINDirt is the main estimates of interest representing 

the average effect of a change in liberalization on the probability of employment and log 

wages after controlling for major individual specific factors, Xirt, such as age and 

education and regional fixed effects, γr, that affect the observed employment and wage 

outcomes.  We estimate the models separately for males and females as there is strong 

evidence that education and age factors resulting in the observed employment and wages 

substantially differ by gender which is likely due to females have a different employment 

and earning trajectory due to pregnancy and child rearing decisions that typically affect 

females more than males.  We also examine specifications where we replace LibIND 

with LibINDirt*Zirt which interacts liberalization with education specific variables to 

examine approximate contributions to wage inequality depending on education groups. 

 

VI. Results 
 
Table 3 shows the general effects and distributional effects of aggregate services 

liberalization while Tables 4 to 6 shows that for telecommunication, banking and 

distribution services, respectively. 
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Table 3.  General and Distributional Effects of Service Liberalization 

 
 
 
In Table 3 after controlling for education and age effects, liberalization on average has no 

significant effect on employment in stable jobs for males and females. It is, however, 

associated with decreased wages for females and increased wages for males in full-time 

salaried work.  Liberalization also tends to significantly decrease employment in full-time 

salaried work of females who either have high school or some college education. Further, 

it shows a diminishing negative effect on women’s wages as one goes up the ladder of 

educational attainment providing evidence that there is increasing wage inequality where 

higher educated workers are rewarded with higher wages under greater liberalization of 

services.  

 

In the case of male workers, liberalization decreases the probability that lower-educated 

individuals (high school graduate and lower) will have stable employment while raising 
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the probability that higher educated individuals (at least college level) find stable wage 

employment. Moreover, greater liberalization appears to have decreased the wages in 

full-time wage jobs of male workers that are high school educated or below while 

increasing the wages of college educated workers.  Thus, for males it appears that 

liberalization may have compounded the effect of wage inequality of lower educated 

groups compared to higher educated groups, both through the employment effect and 

through the wage effect assuming that people in informal unstable jobs generally have 

lower wages. 

 
Among the three sectors, liberalization in the telecom sector appears to have the greatest 

effect in terms of reducing employment in stable jobs as well as in reducing the wages of 

full-time salaried workers for males and females alike (Tables 4, 5 and 6). Only 

liberalization in the banking sector has had some positive effects on female workers 

through increased employment and higher wages in stable jobs, but this is true only for 

those with college degrees. For the rest, either liberalization has had no significant effect 

or it has resulted in reduced employment and/or reduced wages in full-time salaried work. 

In general, liberalization has reduced male workers’ chances of becoming employed in 

full-time salaried work except in the case of distribution services liberalization, which 

can be attributed to increased employment chances in stable jobs for male college-

educated workers.  Additionally, compared to telecommunications and banking, 

liberalization in distribution services benefited workers in terms of higher wages across 

different levels of education, except for those in the lowest category of educational 

attainment, that is, those without education or only elementary education. 
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Table 4. General and Distributional Effects of Telecommunication Services 
Liberalization 
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Table 5.  General and Distributional Effects of Banking Services Liberalization 
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Table 6.  General and Distributional Effects of Distribution Services Liberalization 

 
 
 
From the above discussions, liberalization appears to have potentially harmed the more 

vulnerable populations that are the least educated, and may have shifted the employment 

in good jobs to more higher skilled males in comparison to females. 

 

Liberalization can vary substantially depending on the particular aspects of the service 

industry it affects and thus may have differential outcomes on the resulting employment 

and wages.  We examine the effects of liberalization by the four GATS modes of supply 

for international trade in services: (i) Mode 1, cross-border supply, in which only the 

service crosses the border; (ii) Mode 2, consumption abroad, occurs when consumers 

consume services while outside their country; (iii) Mode 3, in which the service supplier 

establishes its commercial presence in another country; and (iv) Mode 4, presence of 

natural persons, when an individual has moved temporarily into the territory of the 

consumer to provide a service. 
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The average effect of liberalization through the various supply modes are shown to differ 

across male and female workers (Table 7). Controlling for education and age effects, 

liberalization through mode 4, on average, brings increased employment in stable job for 

females in contrast with modes 1 and 3 which yields otherwise. Also, it was through 

modes 1 and 4 that increased female wages in full time salaried jobs were affected while 

modes 2 and 3 produced the opposite effect. In the case of male workers, employment in 

stable jobs was increased through mode 3 and decreased through modes 2 and 4. In terms 

of wages, positive effects are gained through mode 1 while negative it is for mode 2. 

 

By educational attainment 

 

For female workers 

 

In terms of employment in stable jobs, liberalization through various modes are mostly 

insignificant except in the following: (i) Mode 1 appears to have benefitted those with 

high school education but adversely affected those with some college education; (ii) 

Increased employment of college graduates as a result of mode 2 liberalization; and (iii) 

Reduced employment of high school-educated workers attributed to mode 3. 

 

From among the supply modes, it was through mode 4 that female workers experienced 

some expansion in wages across all levels of educational attainment while the complete 

opposite is seen for mode 3, that is, dampened wages in all educational levels. Modes 1 

and 2, on the other hand, had no significant effect on women’s wages in full-time salaried 

jobs. 

 

For male workers 

 

For male workers, liberalization through mode 1 affected workers of varying educational 

levels differently. Workers with some college education reap the full benefit both in 

terms of increased employment and higher wages. College degree holders are the most 

adversely affected – shrinking both their employment and wages in stable jobs. Lower 
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educated workers (high school and below) are relatively better off with increased wages 

albeit reduced employment 

 

Only college degree holders benefitted from mode 2 both in terms of employment and 

wages while the effect for the rest is reduction in both employment and wages. Mode 3 is 

associated with employment expansion while it is contraction for mode 4. Neither modes 

however were found to have any significant effect on workers’ wages. 
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Table 7. General and Distributional Effects of Service Liberalization by Mode of 
Supply 

 
 
 
V. Conclusions 
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Service liberalization, on average, tends to lower real wages and employment in stable 

jobs but reduces wage inequality in doing so. The same pattern holds for each of the three 

types of services studied here (telecoms, banking and distribution). However, the effects 

differ depending upon the mode of service delivery. 

 

The results highlight the importance of education for service sector workers, to maintain 

or raise real wages in the face of increasing competition. This suggests the need for 

policies to support education as the economic structure shifts from primary and secondary 

sector production toward greater service sector employment, as well as raising the skill 

levels in all sectors. 

 

Greater disaggregation of the data along lines of gender, education, occupation, and 

employment status highlights the usefulness of careful policy analysis in designing 

programs to redress distributional imbalances that accompany liberalization and 

structural transformation. More detailed analysis may yield further insights. Another area 

for further exploration is the dynamic processes by which service sector liberalization 

influences other sectors in the process of structural transformation. Different lag 

structures and interaction terms may help to illuminate some of these processes. 
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Annex 1.  Restrictiveness Indices Components and Scores 

Annex Table 1.1.  Banking Restrictiveness Index Components and Scores 
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Annex Table 1.1.  (cont’d)… 
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Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 

 

Annex Table 1.2. Fixed Telecommunications Services Restrictiveness Index 

Components and Scores 
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Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 
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Annex Table 1.2. (cont’d) …. 

 
Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 
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Annex Table 1.3. Mobile Telecommunications Services Restrictiveness Index 

Components and Scores 

 
Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 
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Annex Table 1.3. (cont’d) …. 

 
Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 
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Annex Table 1.4. Distribution Services Restrictiveness Index Components and 

Scores 
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Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 

Annex Table 1.4. (cont’d) …. 

 
Source: OECD. 2007. Modal Estimates of Services Barriers. OECD Trade Policy 

Working Paper No. 51. 

 

 

 

 35


