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1. Introduction to the Australian ServicesRoundtable

TheAustralianServicesRoundtableis thepeakbusinessbody for the
servicesindustriesin Australia.

Sectorsrepresentedincludefinancial services,professionalservices
(accounting,legal, engineering,architectural),health, education,
environmentalservices,energyservices,logistics, tourism, information
technology,telecommunications,transportanddistribution,standardsand
conformanceassessmentservices,audio-visual,media, entertainment,
culturalandotherbusinessservices.

A key characteristicof all developedcountriesin themodemworld is a high
andgrowingshareof serviceswithin theoverall economy.It is
inconceivablethatAustraliacoulddet~this trend. Already, the services
sectoraccountsfor thevastbulkof Australia’sGDPandasmuch as81
percentof Australianemployment.Australiahasbecomepredominantlya
serviceseconomy.

Thenext majorchallengewe faceis to globaliseourservicessector,to
increaseits efficiencyandcompetitiveness,andto developfar strongerand
sustainableexportrevenuesfrom this sector. Withoutsustainedand
substantialgrowth in ourservicestradewecannotaspireto maintainour
currentglobal economicranking.

But Australian services industries face unprecedentedchallengesin the
domesticandinternationalbusinessenvironment.

In thepolicy arena,their dominantcontributionto national employmentand
the balanceof paymentscontinuesto be insufficiently acknowledgedboth
by governmentandby industry. Our nationalapproachto servicesindustry
policy - undertheheadingsoftradeandindustrydevelopment,competition,
investment,immigration,educationand training, and taxation .. tendsto be
fragmentedand unfocussed.Thepotential consequencesof this are serious,
whetherit be a failure to implementneededdomesticreform or to hilly
exploitopportunitiesofferedby internationaltradenegotiations.

In the wider world there is a major task aheadto market Australia as a
sourceof highly competitive services. Our national strengthsin other
sectorsdo distractattentionfrom the competitiveservicesexportswe haveto
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offer. The fact that we are a small, very open economywith a volatile
currencystronglyinfluencedby commodityprices,alsoposesan extralevel
of complexityin managementof servicesexports.

Severalkey servicessectorsareunder-developed,posing longer-termthreats
tobalancedgrowth. Deficienciesin appropriateinfrastructureandresources
for servicesindustriesare partly the causeof this, and require concerted
attentionby governmentandbusiness.

The rapid advancementof technology, and new businessprocessesand
structuresto exploit it, are key drivers of changein servicesindustries
globally. Educationaladvancementin thedevelopingworld is another. The
potential for transformationof services industrieswithin currentbusiness
planning horizonsis substantial. The implicationsof this for Australian
businessneedto bemuchbetterunderstood.

Services matter, not just in their own right, but also becausethey are
pervasive. Bestpracticein provisionof servicesin Australiawill contribute
undoubtedly to international competitivenessin all other sectorsof the
economy.

The Australian Services Roundtable is determined to re-map public
understandingof the Australian economy,to take greateraccountof the
contribution of the servicessector and to raise awarenessof the needfor
changein ourservicesbusinessenvironment.

For Australia to prosperin today’s advancedglobal servicesmarkets,it is
essentialthat our servicesindustriesbe effective competitorsat home and
abroad,andrecognisedassuch.

The AustralianServicesRoundtableseeksto achievethis outcomeby
creatinga betterbusinessenvironmentfor servicesat homeandabroad.

Oneofourkey objectivesis to identit$thedomesticregulatoryobstaclesto
internationalcompetitivenessandto promotetheneedfor domesticpolicy
reformto enhanceourexportprospectsandperformance.We arestrongly
orientedto contributingto strategiesfor negotiatingservicestradeand
investmentissuesin theWorld TradeOrganisation,in APEC, in bilateral
FreeTradeAgreements,and in otherbilateralandregionalarrangements
underconsideration.
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TheAustralianServicesRoundtableis a memberof theGlobal Services
Coalition. Themembershipof this Coalition is growingrapidly asthe
servicessectormobilisesandservicesindustrygroupingsemergein a
broaderrangeof countries;the Indian businessgroupingNASSCOM(which
includesa largepartof the IndianIT andbusinessprocessoutsourcing
sector),for example,hasrecentlyjoined this Coalition. The core
membershipconsistsoftheUnited StatesCoalitionof ServicesIndustries,
theEuropeanServicesForum,theHongKong ServicesIndustryCoalition,
theAustralianServicesRoundtableandtheJapaneseServicesGroupof
Keidanren.

In the ICT sector,theAustralianServicesRoundtableis workingclosely
with membersoftheNational ICT IndustryAlliance on internationaltrade
policy issuesaffectingtheAustralianICT sector.

2. TheNational ICT IndustryAlliance

TheNationalICT IndustryAlliance, formedin January2001, is aforum
whereleadingindustryorganisationsrepresentingthe Australianinformation
andcommunicationtechnology(ICT) industriesandthe interestsof ICT
professionalscanmeet,asrequired,to exchangeviewsanddiscuss
initiatives to advanceindustrypromotionanddevelopment.TheAlliance
hasno permanentstaffor corporateassetsandoperatesunderthevoluntary
effort andchairof members.The NationalICT IndustryAlliance
membershipincludesthemajorICT industryassociationsandhasrecently
beenexpandedto includetheprincipal ICT R&D institutionsincluding
CSIRO.Currentindustrymembershipis setout in Appendix B.

The Alliance mechanismhasprovidedanexcellentforum for sharing
information,arranginggovernmentbriefingsandto discusskey issuesof
concernto the industry. TheAlliance exercisesits influencethroughbetter
coordinationof industryprogramsundertakenby its members,ratherthan
directlobbying or thebrandingofparticularprograms.Membersexchange
priorities andideasandlend supportto theinitiativesof othermembers
wherea commoninterestis evident. Thatsupportcantakethe form of logo
endorsementor thepursuitofjoint activitieswhereappropriate.Therearea
numberofpolicy areaswherethereis anevidentcommoninterestamongthe
membersandthepotential to strengthenthecommunicationchannelto
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governmentsandthecommunitythroughcollaborativeprograms.These
include;

• Thegatheringandpublicationof industryinformation andstatistics,
• Researchandpublicationofdatathatmeasuresthecontributionofthe

ICT industriesto nationalsocialandeconomicdevelopment,
• The supportofeducationandskills programsto supportindustry

development,
• Theencouragementof innovation,R&D through:

o Supportof institutionalbasicresearchprograms,
o Recognitionandrewardfor institutionalandcorporateR&D

andcommercialization,and
o Protectionof intellectualpropertyrights, including software

andcontentin theonlineenvironment.
• Promotionof Australia’sbusiness,institutionaland residentialuseof

the Internetandonline services,through:
o Readyaccessto affordableandreliabletelecommunications

services,includingbroadband,
o Thepromotionof a secureandtrustedonline frameworkfor the

conductofe-businessand individualonline access,
o Effectivecompetitionamongserviceproviders,and
o Thesupportof local online contentdevelopmentand

distribution.
• The supportof investmentandentrepreneurshipthroughappropriate

taxationpolicies,
• Encouraginginternationalcompaniesto locatemajorfacilities and

headquartersoperationsin Australia.

TheNational ICT Alliance seeksto fostercommunicationandcooperation
with relatedorganisationsthatmayoperatewithin stateboundariesor other
jurisdictionsandthat sharethecommoninterestsidentifiedabove.

3. Australianservicesexportsaremoresignificant than realised

In consideringany internationaltradeissueaffectingthe servicessector,it is
importantto understandsomeofthe conceptualdifferencesbetweentradein
Goodsandtradein Services. In particular,Servicesaretraded
internationallyvia four separatemodesof delivery.
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• Mode1: Cross-bordersupplyis definedto coverservicesflows from
theterritoryof onecountry(the exporter)into the territoryof another
(e.g.bankingor architecturalservicestransmittedvia
telecommunicationsor e-mail);

• Mode2: Consumptionabroadrefersto situationswherea services
consumer(e.g. a tourist, studentormedicalpatient)travels
temporarily into anothercountry’sterritory(thatof theexporter)to
obtain a serviceabroad;

• Mode3: Commercialpresencetakesplacewherea servicessupplier
of onecountry(theexporter)establishesa local presence,including
throughownershipor leaseof premises,in anothercountry’sterritory
toprovidea servicein thatmarket(e.g.domesticsubsidiariesof
foreigninsurancecompaniesorhotel chains);and

• Mode4: Movementofnaturalpersonsconsistsof servicesproviders
ofonecountry(theexporter)travellingtemporarilyto the territoryof
anothercountryto supplya service(e.g. accountants,lawyers,
doctors,teachers).

It is clearfrom thedescriptionaboveofMode3 thatAustralianexportsof
servicesandAustralianinvestmentoffshorein a servicessectorarevery
closelyrelatedandcanbe,in effect,oneandthe same.

WhenanAustralianarchitecturalfirm opensanoffice in India, for example,
that firm is establishingacommercialpresencein orderto facilitateits
provisionof servicesinto the Indianmarket. Thisactivity maybepickedup
andmeasuredand describedas investmentbutconceptually,from an
internationaltradepolicy andtradelaw perspective,this activity constitutes
servicesexportactivity. Thedesignwork whichthentakesplace
collaborativelybetweenheadoffice in Australiaandtheoffice in India and
deliveredto Indian clientsis generallythen tradedacrosstheborder(Mode
1) by way of telecommunicationslinks. Mode4 comesinto effectwhen
individual architectstravelto Indiato serviceclientsandMode2 takesplace
whenIndian clientsvisit theheadoffice in Australia.

Australia’sservicesexportshavebeengrowing, from a smallbase,faster
than any otherAustralianexportitem. Thebalanceofpaymentsnow
recordsservicesexportsasroughlyon a parwith manufacturesexports,both
doingmarginallybetterthanagriculturalexports,at roughly23 percentof
totalexportseach. But for theconceptualreasonsoutlinedabove,the
balanceof paymentsis knownto bea verypoormeasureof totalservices
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exports.All around the world, the extentof servicesexports are
seriouslyunderestimated. In 2005,theAustralianBureauof Statistics
devisedits first everinitial estimateof Mode3 servicesexports,basedon
surveysof 100 percentownedAustralianfirms with affiliatesoffshore.
This initial work, itselfknownto bea significantunderestimate,showedthat
thebalanceofpaymentsdatais only picking up arounda third at mostof
what is actually goingon in termsof servicesexports,especiallyin sectors
suchasfinancial servicesandprofessionalservices.

4. Barriers to Trade in Services

Thenatureofthebarriersto internationaltradein servicesarefundamentally
different from thebarriersto internationaltradein goods. Thebafflershave
nothing whatsoeverto do, for example,with tariffs or quotas. This is
becausetradein servicesis often about peoplemovement(modes2 and 4)
and establishment(mode 3) inside the export market. It is also because
traditional “cross-border” trade (mode 1), where it is feasible, generally
takesplace via telecommunicationslinks. Services industriesalso tend,
either becauseof a history of public monopoly/governmentownershipand
control, or for otherpublic interestreasons,to berelativelyhighly regulated.
It is chiefly the natureand structureof thesedomesticregulationswhich
determine— andlimit — theextentof foreignaccessto servicesmarkets.The
bafflersto tradein servicesareoften described,therefore,asbafflerswhich
exist ‘beyond’ or ‘behind’ theborder’.

Many potential Australian servicesexports into India are affectedby an
array of ‘beyond the border’ administrative and regulatory bafflers of
varying degreesof transparency/opaqueness.This submission focuses
belowon certainbafflerscurrentlyaffectingtwo key infrastructuralservices
industries. We wish alsohoweverto drawattentionto the existencein India
of a variety of technical(ie non-tariff) bafflers which impactnegativelyon
many Australian goodsexportsto India including, importantly, electronics
products. Thesebafflers includenon-recognitionof internationalstandards,
lack oftransparencyandopennessin domesticstandardizationprocessesand
unnecessarily burdensome and duplicative conformity assessment
procedures. It shouldbe noted that electronicsproducts,like many other
products,are often so closely bundled with servicesthat the tradebafflers
they face are very relevant to the Australian Services Roundtable
membership,including of coursethe Australian standardsand conformity
assessmentservicesindustry.
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5. Australia’s ServicesExports to India

Overallbilateraltradewith India is currentlydominatedby manufactures.
Overthepastfive years,Australianexportsto Indiahavegrownfasterthan
thoseto anyotherof Australia’sothertop30 markets,reachingjust under$7
billion in 2005,making India our sixth largestmerchandiseexportmarket.

Bilateral tradein serviceshasalsobeengrowing veryrapidly from alow
base. Indeedthevolumeof two way bilateraltradein serviceshasdoubled
overthelast decade.Muchofthis recentgrowth hasbeento India’s
apparentexportadvantage,includingasaresultof a growing trendto
offshoringof ICT enabledservicesactivitiesandbusinessprocessesto lower
costdestinationssuchasIndia. (Australia’sICT professionalsnow detecta
potential for newglobal opportunitiesarisingfor Australianexportsof high
value-addedICT enabledservices— we thereforetaketheopportunityof this
submissionto drawtheCommittee’sattentionto thesenewpossibilitiesin
AppendixD.)

AlthoughAustralia’sservicesexportsto India arestill well under$1 billion
(at$852min 2004-5),theyhavealsobeengrowingveryrapidly. Services
exportsgrewby 39 percentin 2005 alone- andthepotentialfor fruther
growthremainssignificant. AustraliahasalsobecomeIndia’seighth largest
sourceof foreign investment.And Indiais Australia’ssecondlargestsource
countryfor internationalstudents,with Indian studentnumbersin Australia
growingby about35 percentover2002-2005.Collaborativeandexport
opportunitiesto Indiahavealsobeenidentified for Australianfirms in
productisedapplicationsin electronicsgovernance,security,health(tele-
medicine)andaccounting.

For thesakeof simplicity, this submissionfocuseson two particularservices
exportissuesonly, namelyconstraintsfacedbypotentialAustralianservices
exportersin the financial services(insurance)sectorandconstraintsfacedby
potentialAustralianservicesexportersin telecommunicationsservices.

Both financial servicesandtelecommunicationsservicesarecommonly
describedas ‘infrastructural’ servicesin that theyprovidecritical
infrastructureacrosstheentireeconomyandhencefacilitatedevelopmentof
‘user’ industriesin othersectorsaswell. Theseservices,alongwith
transportandlogisticsservicesareessentialinfrastructuralcomponentsalso
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of internationaltrade,in agriculture,manufacturesandofcourseother
services.Theavailability ofworld competitivefinancialservicesand
telecommunicationsservicesis, in particular,essentialin ‘enabling’ the
growthand developmentof manyotherservicesindustries.

ThissubmissionarguesthatpotentialAustralianservicesexportersand
investorsarecurrentlyprejudicedby significant barriers to the Indian
marketin bothfinancialandtelecommunicationsservices.Thebarriers
in thesesectorsis impactingnegativelyalsoon potentialAustralian
exporters,manyof themat thesmall andmediumend,in a varietyof other
servicessubsectorsincludingfor exampleprofessionalandotherbusiness
services.

Thissubmissiontakesasa samplecasestudytheAustralianarchitectural
servicesindustry,an industrywhich is significantly ‘enabled’, including in
crossbordertrade,by moderntelecommunicationsservices.

It is importanttonotethat in thebulk ofthe servicessectors,Indianservices
providersenjoy muchmoreopenaccessto theAustralianservicesmarket
than vice versa. Thisis truenotonly in financialservicesandin
telecommunicationsbut in a wide rangeofotherservicessubsectors,
includingprofessionalservices. While thenegotiatingdetailsremain
confidential,India is reportednot to havemadeanoffer on servicesin the
DohaRoundwhich would providecommerciallymeaningifilbenefitsfor
Australianservicesfirms. Thereis no question,therefore,thatAustralian
firms do not enjoythe samereciprocalaccessin India that Indianservices
providersenjoy in theAustralianmarket.

6. ConstraintsaffectingICT andhenceICT enabledservices
exportsto India

In 1994, Indiaopenedits telecommunicationssectorto allow upto 49
percentforeignequity in domestictelecommunicationsservicessuppliers.In
the late I 990s,100 percentforeign ownershipwaspermittedfor internet
servicesproviders(ISPs)and 75 percentfor ISPsthatoperatetheirown
internationalgateway. However,a numberofdomesticregulatoryand
administrativebarriersoperatedto constrainforeignparticipationin the
market,suchashigh licensefees,stringentretail pricecontrols(often setting
floor processtoo highto be affordable),requirementsfor seniorpositionsto
beheldby Indiannationals,andhighcapital investmentrequirements.The
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businessscopefor ISP licenseesin particularwascut back in late2003 to
excludeInternetProtocolVirtual PrivateNetworks(‘IP-VPNs’), unlessthe
lSPspaidexhorbitantlicenceandturnovertax fees.

In November2005 a numberofreformswereintroducedtothe Indian
telecommunicationssector. Theforeign equitycapwasraisedin severalkey
areasoftelecommunicationsbusinessfrom 49 percentto 74 percentand,of
particularrelevancefor thepurposesofthis submission,in December2005
the Indian DepartmentofTelecommunicationsissuednewguidelinesfor the
grantingof InternationalLongDistance(ILD) licenses.Thenewlicensing
requirementsremainonerous.Constraintsare imposedon licensees,
ostensiblyfor nationalsecurityandlaw enforcementpurposes,suchas
restrictionson the transferfor accounting,userandnetworkinformation
outsideIndia, restrictionson the internationaltransitroutingof domestic
India traffic and restrictionson remoteaccessfor maintenance/repairsfrom
outsideIndia. Thisoverall setof restrictionsin effectmakeit impossiblefor
anyAustraliantelecommunicationsservicessupplierto takeup the
opportunityofan ILD license.

Withoutan ILD licensein India,Australiantelecomssupplierscannot
competeto providecustomersin India (includingAustralianexportersin
othersectors— suchasarchitecture- with commercialpresencein India)
with internationalconnectivityto theirAustraliannetworkfacilities,nor
providedirect supply,throughtheirAustraliannetworks,of IP-VPN
services. Indianownednetworkswithin India, meanwhile,cannot
necessarilyguaranteeappropriatequalityor availability, impedingasaresult
thepotentialuseby Australianfirms with commercialpresencein India (for
exampleAustralianarchitecturalservicessuppliers)ofdedicatedIP- VPN
facilities.

Thesesamerestrictionson ILD licensingalsopreventotherAustralia-based
firms outsourcingbackoffice functionsto India via anyAustralianowned
networks. Australiantelecomssuppliersmeanwhilefacestiff chargesfrom
Indiannetworksfor accessto Indian endhalfcircuits.

Businessoutsourcing(amajorgrowthbusiness)thereforetendsto takeplace
usingonly Indianownedfacilities. Indian servicesprovidersmeanwhile
faceno suchconstraintsin theAustralianmarket,andarereadilyableto
competelocally with Australiantelecomssuppliersby acquiringdistantend
Australianhalfcircuitsand local loops.
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Following lobbyingby internationalbusinessgroups,the Indian
Governmentannouncedin March2006a four monthstayon theseILD
conditionsuntil July 2006,whichhasnow beenextendeda further three
monthsuntil October2006.TheAustralianServicesRoundtable,like other
membersof theGlobal ServicesCoalitionwould alsolike to seea revised
offer on servicesfrom India which will commit in all sectorsto higherlevels
of foreigninvestmentrestrictions. CurrentlyIndia is committed,in the
WTO, to a morerestrictiveinvestmentregimefor telecommunicationsthan
is currentpractice,ie to a foreignequity capof only 25 percent,therebystill
retainingpolicy flexibility to reducethecapat a future date. Foreign
servicesproviders,includingAustralianservicesprovidersarereluctantto
investin countriesthathavenotonly liberalizedbutalsoconfirmedthat
liberalizationvia WTO commitments.

Casestudyon the priceimpactof the ICT constraintson ICT-
enabledservicesexportsto India ; ArchitecturalServices

Architecturalfirms areintensiveusersof informationandcommunications
technology.Architectural,like engineeringpractices,useComputerAided
Designsoftware,which historically wasstandaloneon singlePCsbut
increasinglyhasbecomenetworkedwithin offices andbetweenofficesto
allow for collaborativework by manydesignerson theonestructureI
device.

A representativesurveyof AustralianServicesRoundtablemembersshows
thatmostarchitecturaloffices in AustraliausededicatedIP-VPN services.
For anAustralia-basedarchitecturaloffice to work effectivelywith its India-
basedoffice, orcollaboratewithjoint venturepartnersin India, thegenerally
preferredcurrenttelecommunicationsrequirementswould bea minimum
clearbandwidthof 2 Megabitspersecond(‘Mbps’) anda latencymaximum
of 160 milliseconds(‘ins’) with a jitter of+ or - 5 ins. Theavailable
softwareandhardwarehascomea long way for useby designprofessions;it
now allowsrealtimeviewsof materialsuchasplans,modelsin hardcopyor
screenshots,plus view backto membersoftheconference.Architectural
usersexpectthatwithin say2-3 yearsit will beaffordableandeasyto use.
Within 5 yearsmostAustralianarchitecturalfirms will probablytherefore
engagein collaborativework on CAD acrossinternationalofficesandutilise
videoconferencingon a daily basiswith overseasclientsandprojects. This
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could increasetheirbandwidthrequirementsconsiderably,possiblyup to
around45 Mbps.

We setout,with assistancefrom TeistraCorporation,to comparethecostto
anAustralianarchitecturalfirm ofestablishingthis basiccapabilityfrom
Australiainto India,usingan Australianservicesprovider,comparedwith
establishingthat samebasiccapabilityfrom Australiainto aliberalized
regulatoryenvironmentsuchasHongKong, wheremanyAustralian
architecturalfirms alsohaveestablishedoffices.

Theresuitsofthiscompara pncrnganalysisshowthatfor a sekupof2
14bpsfrom~SAn~ thecostoflnitial set-upof eachcustomer~ iceto

r times
Indiais around(on ta forte equivalentset-upcostofeach
clwomerservices -upto HongKong. Themonthly costfor eachrvs
serviceto Indiaismorethan donbiethatfor dieequivalen to Hong~~

Lookmg at the likelihoodofan architecturalfirm requiringin duecoursea
considerably ricedtelecommunicatidxislThkof £445Mbps•~to aikiw
sinultaneousmulti-destinationvideoconferencing~ an4 collaborativeCAD,
thecostof initial set-upofeachcustomerserviceinto India is aroundthree
tinlesthw forte &m~valcot in a fl6ng Kolig TheMonthly costfor each45
Mbpscustomerservice Indiais morethan ••~4 ahalf timesffi•• for
theeqtnvaleniiitoHongKong.

Thepricedifferencein bothcasesresultsfrom thehighcostof the India
bilateralhalf-circuit andthe local tail on the India side.Theactualprice
differencefor theexistingrequirementof2 Mbpsmightnotbe significant
enoughto affectanAustralianarchitecturalfirm’s decisionto setup shopin
Indiaor not,but it certainlydoesdiminish thebusinesscasematerially.

As morebandwidthintensiveapplicationsareusedin the fUture, sotheprice
differencewould escalate-- if AustralianarchitectsbeginusingCAD
betweenoffices in realtimetogetherwith simultaneousvideoconferencing
(for exampleon a Microsoft Live! platform) then2 Mbpswill not be
enough. Thepricedifferencefor 45 Mbpscould certainlyproveprohibitive
in India comparedfor examplewith HongKong.

Meanwhile,Indian firms readilyoperatein theAustralianmarketwithout
thesediscriminatorypricehandicapsresultingfrom unconstrainedmonopoly
pricing by incumbentsuppliers. Australiancapitalcity CBDs areserviced
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by numerouscompetingtelecommunicationssuppliers,usuallywith their
owninfrastructure.Therearenumerousmajorunderseacablesto Australia,
ownedby competingconsortia.Everymajorinternationalcorporate
telecommunicationssupplier,from AT&T to BT to FranceTelecom,
competesvigorouslyin theAustralianmarket— totheultimatebenefitof the
AustralianeconomyandAustralianconsumers.An Indian supplier
operatingin Australiahastheopportunityto bargainamongstthese
competitorsfor thebestdealpossible.

We havetakenarchitectureasourcasestudy. But thesameconsiderations
areimpactingnegativelyon ICT-enabledservicesexportofall kindsinto the
Indianmarket. Initiatives suchasdistanceeducationandcollaborationin R
& D servicesorprovisionof logisticsservicesare similarly mademore
expensiveby thecurrentinability of Australianservicesprovidersto access
competitivemarket-pricedtelecomslinks into India.

On July 5 2006,theUnited StatesCoalition ofServicesIndustries(CSI)
releaseda study,“Making theMostof theDohaOpportunity: Benefitsfrom
ServicesLiberalization,”which is availableon the CSIwebsiteat
http://www.uscsi.org/servicesstudy!. This reportshowsthat “In every
countrythathasliberalisedits telecommunicationssector,thenumberof
usershasgrown,priceshavefallen, andemploymentin the industiyhas
expanded.” In Indiathestudy showsthat ICT-enabledservicesaloneare
alreadyestimatedto employup to 3.3 million peopleby 2015. Further
liberalisationofthe telecommunicationsmarketwould be likely to fUrther
increaselocal employmentin ICT-enabledindustries.

TheUSCSIstudy alsoshowsthat India’scostof internaltransportis nearly
doubletheglobal average.India couldrealizesignificantadditionalannual
growthif it modernizedits transport,expressdeliveryandsupplychain
managementserviceswith thehelpof foreign, includingAustralian
investors.

Everythingnotedabovewith respectto potentialAustralianexportsof
architecturalservicestoIndia alsoappliessimilarly to potentialAustralian
exportsoffinancial servicesto India. Banking,insuranceandsecurities
services(especiallye-finance)areall major telecommunicationsuser
industriesandhighly dependent,in crossbordertrade,on accessto efficient
telecommunicationsservices. But in this submissionwe wish to draw
specialattentionto anotherquitedifferentconstraintto financialservices
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(insurance)exportsto India,namelythecurrentforeign equity cap.

7. Constraints affecting exports of insurance servicesto India

India’soverall investmentregimeis relatively restrictiveto foreigners. In
somesectorsof industry, investmentcapsoperateto restrict foreign
ownershipto well below49 percent. Indiaopenedup the insurancesector
to foreigninvestmentin 2000but still maintainsa26 percentcapon foreign
equity in insurance.Along with othermembersoftheGlobal Services
Coalition, theAustralianServicesRoundtablewrotetothe Indian
Governmentlastyearto urgean increasein theFDI capon insuranceto 49
percent,for exampleaspart of India’soffer on servicesin the Doharoundof
WTO negotiations.

In his 2004-05BudgetSpeech,the Indian FinanceMinister announcedthat
the FDI limit in insurancewould indeedbe raised to 49%. The Indian
Insurance Regulatory and Development Authority (IRDA) has also
publically supportedan increasein the FDI capon insuranceto 49%. But
thepromisedreformshaveyet to berealised.

Since 2000, a variety of foreign insurersand insuranceintermediarieshave
invested significantly in India’s capital markets and there has been
remarkableconsequentgrowth in the sector with room for considerable
further expansion.There is strong potential interest in the market from
Australian insuranceproviders. An increase in the equity cap would
encourage further foreign capital infusion, including via commercial
presencefrom Australia.

As the Global ServicesCoalition haspointed out to the Indian Government,
the benefits for India would also of coursebe significant. Since 2000 over
700,000 new Indian jobs/opportunitieshave been createddirectly and
indirectly in the sector.This level is expectedto increaseto 1 million by
2006-2007and to 1.5 million overthenext 2-3 yearsif theFDI capis raised
to 49%. Foreigninsurershavealsobroughta substantialnumberof new and
innovativeinsuranceproductsandservicesto Indian consumers;they share
global bestpractices,managementskills and productdevelopmentknow-
how with local partners. Insurerstypically investa largepercentageof their
premiumincome in the domesticeconomyof the country where they are
situated and are therefore among the largest global contributors to
investmentin infrastructureprojectsandin debtandequity markets.
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From2004-05to 2005-06,privatecompaniesincreasedtheir marketsharein
the Indian insurancesectorfrom 20.29percent to 26.63percent. If added
investmentwerepermitted,therewould certainlybe scopefor further market
expansion.Despiteits currentgrowth, India’s insurancemarketlagsbehind
other economiesin the baselinemeasureof insurancepenetration.At only
2.8%, India is well behindthe 13% for the UK, 11% for Japan,10% for
Korea, and 9.6% for the US. In view of both the dramaticdemographic
shifts and the commercialexpansionnow taking place in India, it is clear
that the insuranceindustrywill needto play an increasinglycritical role in
the future, in both the life/pensionsand non-life sectors. Australianfirms
want to bepartof thisprocess.

Currently of the Rs.3,179 crore capitalization of private life insurance
companiesonly Rs.827croreis FDI. With the increasein the equity limit,
many more foreign insurers, including Australian insurers, would be
interestedin enteringthe market, resulting in further expansionof the life
insurancemarketalongwith offering a widerchoiceofproductsandservices
to the Indianconsumer.

8. Conclusions

Therelativeshareof servicesin Australia’s totalexportsto India is well
belowourglobal average,reflectingat leastin parttheextentof thebafflers
we facein Indianservicesmarkets.

Thereis a verystrongcasefor theAustralianGovernmentto work more
closelywith Australianservicesprovidersto lobbythe IndianGovernment
intenselyin favourof morerapidreformacrossall the servicessectors,
includingthekey infrastructuralservicessectorssuchastelecommunications
and financial services.

ThecuaentDohaRoundof WTO negotiationsprovidesa critical
opportunity. So doesthecloserbilateralengagementnowrealizedunderthe
newbilateralFrameworkfor Tradeand EconomicCooperation.

Australiantelecommunicationsproviderscurrentlyhavein effectno
opportunityto competein the Indianmarket. By comparison,Indian
suppliersfacerelatively few regulatorybafflersin Australia.
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If thecurrenttelecommunicationsregulatoryenvironmentin Indiawas
liberalized,a wide varietyof ICT-enabledAustralianservicesexportersto
India would be likely also to experiencea significantcostreductionand
hencebe likely to do significantly betterin the Indian market.

Thereis strongforeigninterestin thegrowing Indianmarketfor insurance
services. But the foreign equity capof 25 percentis a verysignificant
baffler to entry. Australianindustryhastakena lead,with otheroverseas
industrygroups, in seekingreform in this sector. TheAustralian
Governmentshouldmatchthateffort.
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Appendix A; Australian ServicesRoundtable membership

Level3 Gold sponsors
• QantasAirways
• SouthAustralianDepartmentof Trade

andEconomicDevelopment

Level2 Silver Sponsors
• AustralianInsuranceGroup
• CornChambersWestgarth
• IBM Australia
• Instituteof CharteredAccountantsin

Australia
• MinterEllison

NationalAustraliaBank
• SAl Global

Level 1 Members
AustralianBankersAssociation
AustralianCommunicationIndustry
Forum

• AustralianComputerSociety
• AustralianTelecommunicationsUsers

Group
• BusinessCouncil of Australia
• CPA Australia
• EngineersAustralia
• AustralianFinancialMarkets

Association
• Investmentand FinancialServices

Association
• Royal AustralianInstituteof Architects
• AbbottTout Solicitors
• TheAllen ConsultingGroup
• AustraliaCouncil for theArts
• AustralianFilm Commission
• ANZ BankingGroup
• AustralianNational University
• Centrefor IntemationalEconomics
• TheCox Group,Architects
• DesignInc.
• Division of Humanities,Macquarie

University
GavinAndersonandCompany
Hassellfly Ltd
Hunt & Hunt
UniversityofAdelaide
MacquarieTelecommunications
MallesonsStephenJacques

• NewsLimited
• TradeandEnvironmentSolutionsPty

Ltd
• WoodheadInternational
• WorleyParsonsPtyLtd
• Division of Mathematics& IT, CSIRO
• CardnoACIL
• victorianDeptof Innovation,Industry

andRegionalDevelopment

AssociateandIndividual Members
• AssociationofConsultingEngineers
• AustralianElectrical andElectronic

ManufacturersAssociation
• InteractiveEntertainmentIndustry

Associationof Australia
• AustraliaandNewZealandInstituteof

Insuranceand Finance
• AustralianTourismExportCouncil
• ConformanceandStandards

AssessmentServicesPty Ltd
EnvironmentBusinessAustralia
FreeTV Australia
GraemeThomson& Associates
HawkerBritton
IDP EducationAustralia
Law Councilof Australia
Media, EntertainmentandArts Alliance
Music Council of Australia
NorthcoteManagementfly Ltd
ServiceProvidersIndustryAssociation
StandardsAustralia
StanleyStreetPty Ltd
LouiseCox, Architect
Dr. PhilippaDee
ProfessorChristopherFindlay
JudithKing

ReciprocalMembers
• InternationalChamberof Commerce,

Australia
• InternetSocietyof Australia

Law Instituteof Victoria
• Australia/ChinaBusinessCouncil 145W
• AustraliaIndia BusinessCouncil
• ProfessionsAustralia
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Appendix B; National ICT Industry Alliance industry membership

AustralianCommunicationsIndustryForum(ACIF)
> AustralianComputerSociety(ACS)
> AustralianElectricalandElectronicManufacturers’Association

(ABEMA)
> AustralianInformationIndustryAssociation(AIIA)
> AustralianInteractiveMediaIndustryAssociation(AIMIA)
> AustralianMobileTelecommunicationAssociation(AMTA)
~ AustralianTelecommunicationsUsersGroup(ATUG)
> TelecommunicationsSocietyofAustralia(TSA)
> Femalesin IT
> InternetIndustryAssociation
> InternetSocietyof Australia
~ NationalElectricalandCommunicationsAssociation(NECA)
> ServiceProvidersAssociationInc (SPAN)
> Small BusinessTelecommunicationsCentreLimited (SETEL)
> SmartcardandInformationSecurityAustraliaAssociation(SISAA)
> StandardsAustralia
> Telecommunications& Disability ConsumerRepresentation

(TEDICORE)
~ TeleConnections
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Appendix C; Global ServicesCoalition Letter to the Indian Finance

Minister

July 27, 2005

Mr. Kamal Nath
Minister ofCommerce
Ministry of Commerceand Industry
RoomNumber 146
UdyogBhawan
NewDelhi— 110011
India

DearMinisterNath:

Onbehalfoftheundersignedcompaniesandassociations,manyof whichhave
substantialinvestmentsin India, wewishto expressourseriousconcernthat thecapon
foreignequityin the insurancesectorwill not be raisedto 49% assupportedby IRDA
andtheFinanceMinister. We areparticularlyconcernedthat Indiamaydecideto lock in
theunacceptablylow existingpercentageof26%in its revisedWTO servicesoffer.

Wehaveseenremarkablegrowthin India’s insurancesectorsinceits openingup in 2000,
includingthecreationof overonemillion jobs (including directandindirectemployment
in insurancecompaniesandthebusinessprocessoutsourcingindustry(BPO). Clearly
thereis roomfor furthergrowth,which canbe fostered,in part,byraisingthecurrent
foreign equityceiling.

TheInsuranceRegulatoryandDevelopmentAuthority (IRDA) andtheFinanceMinister
both supporttheincreaseof the foreigndirect investment(FDI) capfrom 26%to 49%.
This would beasignificantstep towardsthe freedomfrom restrictionsthat foreigndirect
investorsin theinsurancesectorwould, ultimately,prefer. In factthe2004—05budgetof
theCongressPartycommittedthat the FDL limit in insurancewould be raisedto 49%
from theexisting26%.We areconfidentthatraisingforeigndirect investmentin the
insurancesectorwill be goodfor consumers,theentire insuranceindustry,andIndia’s
economy.

Foreigninsurersandinsuranceintermediarieshavealreadyinvestedsignificantlyin
India’s capitalmarketsandcontributedto thecountry’s infrastructuredevelopment.
Givendemographicshifts in India, the increasein urbanizationandrapid
industrialization,significantlong-termcapitalfor infrastructureprojectswill beneeded.
Insurancecompaniesby theirnatureandby regulatorydirectioninvestin long-term
financialassets.Raisingtheequity cap in the insurancesectorwill encouragefurther
foreigncapitalinfusion andleadto fastercapitalmarketdevelopment.

CurrentIRDA regulationsrequiretheactualoravailablesolvencymarginof 1.5 times the
requiredsolvencymarginfor life insurers,whichrequiresthe local partnerto
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continuouslyexpandits equitybaseasthebusinessgrows.Raisingtheequitycapwould
assistthe localjoint venturepartnersin meetingtheir ongoingcapitalization
requirements,allowing their localpartnersto investin otherareas.

Indianinsurancecompanieshavecomeofageandnowcompeteagainstmultinational
companiesworldwide. Theyhavecometo expectandreceivesubstantiallybetter
treatmentoverseas.While India restrictsbranchesandreinsurance,theLife Insurance
Corporationof India (LIC), hasoverseasbranchesin theUK, MauritiusandFiji aswell
as asubsidiaryin Bahrainandalsorecentlyannouncedits entryinto theSaudiArabian
market.TheGeneralInsuranceCorporationof India(GIC) hasreinsuranceoperationsin
SouthEastAsia,Middle East,andAfrica primarilyon a crossborderbasis,while foreign
providersarerestrictedfrom offering similar lines.NewIndia Assurancehasoperations
in 23 countriesworldwide and18 of thosearebranches.

We trust you will considerthe factorsfavorablyandtakestepsto amendthelegislation
towardsincreasingtheFDI capto 49% asperthecommitmentsmadeby your
government.Thiswill coverboth insurersandinsuranceintermediaries.Studieshave
shownthat the incrementalFDI from existingplayerswill be at leastUS$ 500 million,
with severalnewplayersbringingin additionalFDI if thecapis raised.Foreigninsurers
andintermediariesarecommittedto a long-termengagementin the Indianeconomyand
playing an essentialrole in financingIndia’s economicdevelopment.

Thankyou for your considerationof ourviewsandrecommendations.

Sincerely,

ACE WA
AmericanCouncil on Life Insurers
AmericanInsuranceAssociation
AmericanInternationalGroup, Inc.
Associationof British Insurers
AustralianServicesRoundtable
CanadianLife andHealthInsurance
Association
Comit~ Europ6endesAssurances
Council of InsuranceAgentsand
Brokers,The
Coalitionof ServiceIndustries(U.S.)
EuropeanServicesForum

F6d&ationFran9aisedesSoci6t~s
d’Assurance
FinancialLeadersGroup,The
GeneralInsuranceAssociationof Japan,
The
InternationalFinancialServicesLondon
MetLife
NewYork Life
Principal International,Inc.
SunLife Financial
U.S. India BusinessCouncil
World Federationof Insurance
Intermediaries

cc: Mr. PalaniappanChidambaram,Ministerof Finance
Mr. Montek Singli Ahiuwalia,DeputyChairmanPlanningCommission
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Appendix D; Emerging ICT sector “Offshoring” opportunities for
Australia

Offshoringstrategiescameto prominencein the late 1980swhenanumber
ofmultinationalsbegansettingup ICT systemsmaintenanceand
developmentcentresin low costlocationssuchasMumbai andBangalorein
India.Many Indian offshoringICT serviceproviders(eg Tata, Infosys,etc)
emergedto takeadvantageofthis phenomenonandcommencedoutsourcing
ICT enabledserviceactivitiesandbusinessprocesses,particularlythosethat
werehighly labourintensive.ManyAustralianbasedcompanieshavetaken
theopportunityto outsourcesuchservicesto offshorelocationssuchas
India.

Based on initial positive experiencesin outsourcing low level business
processes, firms in banking, insurance, financial services, accounts
managementand economicanalysisare also beginning to outsourcetheir
high valueadd,high skill, analysisfunctions. TheseICT enabledanalytics
functionsare knowledgebasedactivities requiring the useof sophisticated
ICT platformsfor datamanipulationandanalysisusinghighly skilled staff.

The generaltrendtooffshoretheseservicesandfunctionsis unmistakable
andpredictionsarethat wholeserviceareasin medial analysis,financial
services,editing, architecturalservices,legaladviceandevencertainpublic
serviceswill bepartof thenextoutsourcingwave.

Australia cannot match the labour costs offered by low cost destinations
such as India. On the other hand, the Indian offshoring industry is
experiencingsignificant impedimentsto its growth in the area of ICT
enabledanalyticsdueto

• Shortagesof appropriatelyskilled staff;
• Lackofdependableinfrastructure;
• Lackof transparencyand regulatoryandcorporategovernance

concernson thepartof tradingpartners
• Concernsover confidential data protection, privacy and IP

theft;
• Lack ofmulti lingualand multi cultural capabilities.

Meanwhile, Australia, as a medium cost destination,with a sophisticated
financial services sector, highly skilled workforce, transparentlegal and
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corporategovernancesystems,is relatively well suited to takeadvantageof
this impendingwaveof knowledgebasedICT enabledanalyticsoutsourcing.
Australiacurrentlyhasanopportunityto becomea destinationof choiceasa
global partnerfor knowledgebasedICT enabledanalyticsservices.

Researchundertakenby the AustralianComputerSocietyhasidentified four
main areassuitablefor onshoringto Australiaoverthe next3 to 5 years.The
areasidentifiedinclude;

Financial services
• Actuarial andinsuranceservices
• Equity marketsandmergersand acquisitions
• Credit researchservices
• Retail banking
• Branchlocationandclosureanalysis

Strategicbusinessintelligenceandresearch

Riskandquality management
• Businesscontinuityplanning
• ICT governanceandcompliance
• Quality management

Researchand development
• ICT productdesignanddevelopment
• Customisedresearch
• Clinical testingand global centralreferencelabs

Australia’s ICT professionals have identified these emerging export
opportunities, including in partnershipwith current Indian competitors.
Harnessingtheseopportunitieswill requiredeliberateand strategicFederal
Governmentleadership.
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