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Theoretical & Empirical Study of
International Service Trade and

Economic Growth

ABSTRACT

The study of the relation between international trade and
economic growth is one of the most active issues. Since 1980s,
the world has been in transition from national economy orientat-
ing towards natural resources and manufacturing industry to glob-
al and regional economy orientating towards information resources
and service industry. After the signature of GATS in 1994, the
institutional arrangements on liberalizing service trade result in a
world - wide involvement in an international division and ex-
changes of service trade, and it’s undoubtedly that the positive
interaction between service trade and investment leads to eco-
nomic growth. But the theoretical research on service trade lags
behind practice.

Hardly can we find a systematically theoretical study on the
issue of service trade and economic growth. The following five

reasons can mainly account for the theoretical stagnation. First,
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we lack a firm research foundation. So far, no unanimous frame-
work about the theory of service economy has been reached. Even
no consensus has emerged on the definition of service, on the
properties of the service industry from the economic perspective
or on the actual principles of service labor productivity. There-
fore, the theoretical research about the service trade has no pres-
ence of logical starting point. Second, the researches on the ser-
vice trade badly lag behind those on the commodity trade. The
service trade has raised an interest in the research circle for no
more than thirty years, whereas the research on the commodity
trade can trace back to over two hundred years ago. Third, al-
though there is an avalanche of literature on the theoretical and
empirical study between the commodity trade and economic
growth, we can’t neglect the fact that views on how trade motive
the economic growth are seriously discussed, with different expla-
nations from international economics, development economics
and new classical trade theory. Forth, research on service trade
is always influenced by political economics so that it can’t fun-
damentally help us study economics. Fifth, because of the partic-
ularity and complexity of the industries that are covered by
the service trade, no statistic system on service trade has been
agreed and adopted. Due to the absence of some statistic data,
the empirical study on the service trade and the economic growth
is deterred, so that it’s hard for us to make a comparison verti-
cally with various historical periods and horizontally between na-

tions, which will greatly affect the quality of the research and its
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prospective innovation.

Is it a statistic phenomenon or a universal rule of economic
growth? To approach the above two issues from theoretical and
empirical perspective is of great value to policy- making.

Based on the tendency of economy orientating towards ser-
vices and the development of international service trade and in-
vestment, the paper points out the active relation between service
trade and economic growth. Focusing on dynamic effects of inter-
national service trade on economic growth, the paper consist of
the following three sections: theoretical analysis,empirical analy-
sis and application study.

This paper puts forward the proposition that “International
service trade will drive economic growth”, then designs a frame-
work involving theoretical and operational mechanism analysis.
Theoretical analysis shows that although service trade is not a di-
rect interpretative variable to economic growth,it can effect eco-
nomic growth indirectly through other growing factors and tech-
nology upgrade, but the ways and mechanisms are different in
different stages. In a certain stage of economic development, ser-
vice trade (including investment) will have static and dynamic
effect on factors supply and technology upgrade in one country,
which will lead to the domestic alteration of resources condition
structure. It is the enterprises that select industry structure, tech-
nology structure and trade structure according to dynamic alter-
ation way of comparative advantages to promote the transition of

the growth mode and the update of industry structure, technology
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structure and trade structure, which will ultimately promote evo-
lution of economic growth gradually. So far as operational mecha-
nism of service trade and investment is concerned, service trade
affects factors supply in one country by physical capital accumu-
lating effect, human capital effect, technology upgrade effect, in-
stitutional transition effect, employment effect and externality of
technology, then influences the upgrade of industrial structure,
the upgrade of technological structure and the transition of mode
of economic growth. It is obvious that dynamic effect is greater
than static effect; that external effect is playing more important
role than internal effect; and that technology spillover effect of
foreign direct investment in service industry is greater than that
of service trade in a narrow sense (including across- border sup-
ply, consumption abroad and movement of natural person).

Up tll now, empirical tests have been mostly employed to
make the causality between international service trade and eco-
nomic growth,while this paper will emphasize on verifying the
inherence mechanism about how service trade drive economic
growth.  Firstly, the paper verifies the causality between service
trade and economic growth concerning different economic bodies
and the representative countries. The results show that there are
causalities between international service trade and economic
growth in the whole world, in the developed countries, in the
developing countries, in the United States and in China. In the
developed countries, service trade is the Granger cause of eco-

nomic growth; In the whole world and the developing countries,
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