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Trade in
education services:

Market opportunities and
risks

This article expands on the themes opened by
Stephen Heyneman in the previous article. The
internationalization of education services is a
politically contested subject. Trade in education is
debated between market liberalizers and
protectionists and is played out within countries and
their different stakeholders, for example between
government ministries (e.g. ministry of trade versus
ministry of education) and between government and
the private sector (privately owned schools versus
publically run schools). A balance needs to be struck
between consumer protection and the rights of
governments to pursue high quality education
without falling into the trap of closing market access

to foreign education service providers.
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INTRODUCTION

The educational market has grown in
size with more exporters entering the
field to satisfy growing demand world-
wide. The education sector today truly
operates in a global context with insti-
tutions, programmes and people sup-
plying services across borders at an un-
precedented scale.

This article will describe the educa-
tional service market, the key actors in
this field be they importers or exporters
and discuss the market opportunities
and risks for countries interested in
taking an active role and share of this
growing market. The article is organ-
ised into three main parts. The first
part provides some general observa-
tions on the sector’s economic and de-
velopmental importance and discusses
the important structural changes that
have taken place in the market for edu-
cation services globally. Following from
this, the second part reviews the key
trends in the internationalization of ed-
ucation services from a trade perspec-
tive, the factors behind the growth and
the role played by international trade
agreements. The third part examines
the main barriers to trade in education
services as well as the competing inter-
ests and tensions that underlie the in-
ternationalization of education services.
Some thoughts are also provided on
how these divergent interests and ten-
sions could be managed through build-
ing consultative groups for trade nego-
tiation. Finally, some concluding
thoughts are provided on the implica-
tions arising from the internationaliza-
tion of education services.

. ECONOMIC AND
DEVELOPMENTAL IMPORTANCE

Education is widely considered as a key
factor in promoting economic growth
and involves the use of significant re-
sources. In APEC economies, for in-
stance, total spending on education is
at least US$1,600 billion annually or
6.7 per cent of GDP (Centre for Int.
Economics, 2008, p.8). Economic stud-
ies have shown that the impact of edu-

cation on growth varies according to
an economy’s level of development
(Vincent-Lancrin, 2007, pp.62-63).
Higher education has been shown to
have an important impact on all econo-
mies, with primary and secondary edu-
cation contributing the most to growth
in low income economies (ibid.).

Economic benefits flow not only to
the individual but also to society
(OECD, 2009). For OECD members,
the net public return from an invest-
ment in tertiary education exceeds
US$50,000 on average for each student
(ibid.). In addition to economic effects,
education has been shown to bring
widespread societal benefits such as
lower crime, better governance, better
health and interpersonal trust (World
Bank, 2003; OECD, 2009). Taking into
account both public and private ex-
penditure, OECD economies spent in
2009 on average 6.1 per cent of their
collective GDP on education (OECD,
2009, p.2135). In developing countries,
public expenditure on education has
consistently been within the range of
4.5 to S per cent over the period from
2001 to 2008 (OECD). ?

The share of private expenditure in
education is sizeable. In all OECD
members, for which comparable data is
available, private funding on educa-
tional institutions represents around 15
per cent of all expenditure (OECD,
2009, p.226).% In Australia, Canada
and the United Kingdom, as well as in
Israel, private funds are reported to
constitute around 25 per cent of all ed-
ucational expenditure. The proportion
exceeds 30 per cent in Japan, Korea
and the United States and Chile (ibid.).
In Australia, Canada, Japan, the United
States and Israel private funding for
higher education reaches above 40 per
cent, and above 75 per cent in Korea
and Chile. In Australia and New Zea-
land, the high proportion of private ex-
penditure is reportedly accounted for
by the large number of international
students enrolled on university pro-
grammes.

In more than one-half of developing
countries, private spending accounts
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for more than 10 per cent of total edu-
cation expenditure, with important
variations.* For instance, the share rises
to one-third, or more, in Chile, Colom-
bia and Indonesia (UNESCO). In gen-
eral, most private spending goes to-
wards private institutions, although a
proportion is also spent on public
schools (UNESCO, 2007, p.44). Pri-
vate returns from education are high
for both developed and developing
countries, which is why individuals
have an incentive to invest in educa-
tion. In developing countries, the wage
differential between a secondary school
leaver and a university graduate has
been estimated at about 200 per cent
(OECD, 2009, p.63). Education is also
generally a good insurance against un-
employment, particularly in the context
of economic downturns (ibid., p.120).
The growing size of private expendi-
ture has important implications for the
structure of the education market and
its increasingly international nature.

Il. STRUCTURAL CHANGES IN THE
EDUCATION MARKET

In recent decades, significant change
has taken place in the structure, gov-
ernance and financing of public sector
institutions, especially with respect to
higher education (The Task Force on
Higher Education and Society, 2000,
p- 30).

At the same time, demand for educa-
tion has grown. In that context, private
education has taken a more prominent
role, with growing numbers of for-prof-
it institutions, as well as private philan-
thropic institutions, in the education
sector.” That being said, in most econo-
mies, education at the primary and sec-
ondary levels is still predominantly
publicly provided. In the OECD area,
for instance, on average 91 per cent of
primary and 85 per cent of secondary
school students are enrolled with pub-
lic institutions. Similarly high percent-
ages can also be observed in developing
countries. Given its importance for hu-
man and social development, govern-
ments throughout the world tend to
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consider instruction up to a certain lev-
el — commonly primary and secondary
education — as a basic entitlement. It is
thus normally provided free of charge,
or with a nominal fee, by public au-
thorities and, in most economies, par-
ticipation is mandatory.

The situation changes, however,
with respect to higher education. Al-
though students enrolled at publicly
funded institutions still outnumber
those in private institutions, over the
last decade, private providers have
made significant inroads at both the
national and international level. Today,
private institutions globally account for
some 30 per cent of all students in
higher education (Altbach et.al, 2009,
pp- xi-xiii). In some regions of the
world, private higher education institu-
tions are part of a fast growing interna-
tional education market. The private
sector represents slightly more than 10
per cent of total tertiary enrolments in
Spain and France and about 30 per
cent in Poland, the US and Mexico
(Vincent-Lancrin, 2009b, p. 261). In
Asian economies, such as Japan, Korea,
Indonesia and the Philippines, over 75
per cent of enrolments are with private
education providers, while in Mexico,
Brazil, South Africa and Chile it is
about 50 per cent (Altbach et.al). One
of the most remarkable developments
in the African continent’s higher educa-
tion system is the mushrooming of pri-
vate colleges. However, the demand for
access is still far from being fulfilled,
with a total enrolment of rate of about
5 per cent of eligible school leavers in
higher education (ibid.).

A related trend has been the in-
creasing involvement of public univer-
sities in revenue generating activities.®
While higher education in the OECD
area continues to be heavily subsidised
for domestic students, universities are
increasingly expected to generate new
sources of revenue. The generation of
funds from private sources has given
rise to a new generation of goverment-
dependent private institutions, as dis-
tinct from the traditional model of a
fully government-dependent institu-
tion.” One consequence of this trend
has been greater competition for more

20 LIFELONG LEARNING IN EUROPE

fee-paying students, especially interna-
tional students. In this respect, Aus-
tralia, New Zealand, United States and
the United Kingdom are amongst the
market leaders with public universities
authorised to provide education servic-
es at non-subsidised rates to foreign
students (OECD, 2004).% Asian coun-
tries, such as Malaysia and Singapore
have also started to enter the private
education market, and serve as impor-
tant regional hubs.

Ill. EDUCATION SERVICES: TRADE
LINKAGES AND KEY TRENDS

An important feature of education
services trade has been the increasing
international mobility not only of stu-
dents, but also of programmes and in-
stitutions. Abetting that mobility has
been the innovative use of information
and communication technologies pro-
viding alternate ways to deliver educa-
tion services. New institutional ar-
rangements involving a greater and
more diverse number of partners, rang-
ing from educational institutions to
corporations, have also created new
commercial opportunities such as the
franchising and twinning of academic
programmes. Under the WTO General
Agreement on Trade in Services
(GATY), services trade is defined as be-
ing conducted under four modes of
supply. The four modes are mode 1
(cross-border supply), mode 2 (con-
sumption abroad), mode 3 (commercial
presence) and mode 4 (movement of
natural persons). These four modes
capture all possible means by which
services can be supplied internationally.
Mode 2 (consumption abroad) has
traditionally been the most common
way by which trade in education serv-
ices occurs. This mode covers the situa-
tion where a student moves abroad and
consumes education services whilst in
another territory. In recent years, mode
2 has been supplemented by mode 1
(cross-border supply of education). Un-
der mode 1, services are supplied into a
territory without the presence of the
supplier. In education services, interna-
tional distance education would fall
under mode 1. The possibilities for
such transactions have clearly expand-
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ed with the advent of the internet, as
well through the use of franchise/twin-
ning arrangements between a foreign
provider and local institution.” Mode 3
(commercial presence) describes the sit-
uation where the service supplier estab-
lishes commercial presence in the terri-
tory in which it supplies services. The
establishment of foreign campuses, for
instance, would fall under mode 3.
Mode 4 (movement of natural persons)
reflects the situation where a natural
person supplies services in a foreign
territory. Situations falling under mode
4 would include the movement of
teaching staff either as the direct sup-
plier of the service or as employees of a
foreign institution established in that
territory.

Table 1 categorises the various ways
by which education service transactions
fall under the four modes of supply. It
should be noted that some of the newer
arrangements often involve a combina-
tion of two or more modes of supply
and are difficult to categorise. For in-
stance, twinning and franchise arrange-
ments have similarities to a branch
campus in terms of the face-to-face ed-
ucation provided, but no commercial
presence (mode 3) is established by the
foreign provider. All physical facilities
are owned, and staff recruited, by the
local institution while teaching for-
mats, materials, quality control, super-
vision and evaluation are provided by
the foreign institution

While statistics on international
trade in education services are limited,
various indicators suggest that the
main trend over the past several dec-
ades has been the rapid expansion of
the sector, especially at the tertiary lev-
el. This is demonstrated by the increas-
ing international mobility of students,
academics and researchers, institutions
and programmes. Between 1999 and
2007, the number of international stu-
dents doubled from 1.75 million to
nearly 3 million (Vincent-Lancrin,
2009, p.65). Globally, East Asia and
the Pacific accounted for over 33 per
cent of all students abroad in 2007. In
terms of host countries, the bulk of in-
ternational students has traditionally
been concentrated in only a few loca-



Table |: Correspondence between modes of supply and forms
of education services traded internationally

Mode

|. Cross-border supply (mode |)

2. Consumption abroad (mode 2)

3. Commercial presence (mode 3)

4. Presence of natural persons (mode 4)

Education examples/
forms

Distance education
Online education
Commercial franchising/
twinning of a course

Students abroad

Establishment of an
educational institution or
satellite campuses
Branch campus, including
joint venture with local
institutions

Professors, lecturers,
teachers, researchers
providing education services
abroad

The taxonomy of people, programme and institution mobility is based on work
by the OECD. See OECD (2004), Internationalisation and Trade in Higher
Education: Opportunities and Challenges, p.20.

tions. Collectively, the United States,
United Kingdom and Australia attract
about 50 per cent of all students
abroad (see Figure 1). Other destina-
tions have also experienced significant
growth with students increasingly
choosing to study in destinations with-
in the region. Although starting from a
low base, numbers of foreign students
hosted by China grew by 400 per cent
between 1999 and 2008. Australia, al-
ready one of the top destinations, con-
tinued to grow by more than 200 per
cent over the same period (de Wit,
2008, p.40).

Overall, the pattern of student mo-
bility reflects two main trends. One
consists of a heavy concentration of
students from Asia and the Pacific stud-
ying in North America and Western
Europe, as well as within the region.
The other trend reflects intra-European
Union student mobility where the Bolo-
gna Process of creating a European
Higher Education Area has facilitated
regional mobility.'® Much of this intra-
European mobility constitutes a special
situation as it is driven by policies and
EU- sponsored programmes that are
aimed at regional and economic inte-
gration. According to Bashir (2007, p.

12), the European Commission,
through the ERASMUS programme,
has promoted and financed almost all
student flows within the European Un-
ion (EU) and into the EU from the can-
didate countries of Central and Eastern
Europe.

However, even excluding intra-EU
flows, the number of international stu-
dents is estimated to have grown by
over 80 per cent from 1999 to 2007.

Based on balance of payments data,
the top 10 exporters in 2007 as esti-
mated by the WTO included the United
States, Australia, United Kingdom and
Canada.'! The average rate of growth
in total exports from 2002 to 2007 was
12 per cent. Top 10 importers included
Korea, United States Germany and In-
dia. While just outside the top 10, de-
veloping countries, such as Malaysia,
have emerged as significant exporters.
Developing countries are also increas-
ingly major importers of education
services, with India, Malaysia and Ni-
geria featuring among the top 10 im-
porters for 2007.12 There are, however,
significant gaps in the data reported.
For instance, although not listed as
among the top 10 importers of educa-
tion services in data collected by the
WTO, China (including Hong Kong,

ERASMUS
,’ has financed
all student
flows within the EU
and into the EU from
Eastern Europe.

Figure |: Distribution of students abroad
according to national destination, 2007

Malaysia 3%
Singapore 4% 7

South Korea 2%

New Zealand 2%_ }
Canada 5%

Japan 5%

China 8%

France | 1%

Germany 10%

US 23%

UK 14%

Australia 13%

Source: Based on figures provided by the Observatory on
Borderless Higher Education, June 2009.
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China) has by far the most student na-
tionals in higher education abroad, repre-
senting 17 per cent of the foreign students
in the OECD area in 2007 (Vincent-Lan-
crin, 2009, p.69).

One of the most important innovations
in higher education has been the growth
of offshore programmes either in a pure
distance learning format or by way of a
franchise/twinning arrangement with a lo-
cal partner. It is difficult to estimate the
number of such programmes as data is of-
ten not systematically collected. The few
studies available suggest that there are as
many as 2,000 such programmes operat-
ing internationally with about 500,000
students enrolled, mostly in Asia.!® The
main providers are institutions from the
United Kingdom, Australia and the Unit-
ed States. Other significant providers in-
clude Japan, Singapore, Canada, France
and Germany. Offshore programmes also
account for a growing share of the terti-
ary education sector in Asian economies,
as well as in the Middle East.

In recent decades the scale of interna-
tional branch campuses has expanded and
there is now greater focus on revenue gen-
eration. Since 2006, the number of inter-
national branch campuses in the world
has increased by 43 per cent, according to
a report published in 2009 by the Observ-
atory on Borderless Higher Education
(OBHE) (Becker, 2009, p.1)." In the re-
port, the OBHE identified 162 interna-
tional branch campuses in the world,
most of which were found in Asia-Pacific
and the Middle East (ibid., p.6). The rate
of growth has been high, since of all exist-
ing campuses, only 35 campuses (22 per
cent) were in operation before 1999
(ibid.). Branch campuses are being estab-
lished not just by institutions from devel-
oped economies, but also by developing
country institutions. A number of Asian
higher education institutions, notably
those from India, China, Malaysia and
Singapore have established joint ventures
in other Asian economies as well as in Af-
rica (Bashir, 2007, p. 32). In 2006, only
five such cases were recorded as com-
pared to the 26 such campuses in 2009.

In terms of foreign direct investment
(FDI), developed economies still account
for the majority of inward and outward
flows in the education sector. In 2007,
developed economies inward FDI stock in
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education was US$7.8 billion, while
the outward stock was US$1.5 billion
(UNCTAD, 2009, p.218-219). For de-
veloping economies, the inward stock
was US$874 million, while the out-
ward stock was US$29 million. Thus,
while international branch campuses
have been expanding in developing
country locations, FDI would suggest
that mode 3 flows are largely between
developed economies. Another impor-
tant and related trend has been the ac-
quisition of private education institu-
tions by large corporate groups. In
these acquisitions, universities and col-
leges are brought together under com-
mon ownership but each institution
maintains its own nationally-accredited
programmes.'* The US Group of Laure-
ate International University is reported
in 2009 to be operating 40 campuses
throughout the world (Vincent-Lan-
crin, 2009, p.72).'* The Apollo Group,
which owns the University of Phoenix
has campuses in India, Mexico and a
number of locations in South America,
as well as in Eastern and Western Eu-
rope.”

While the establishment of branch
campuses has been growing in terms of
numbers and location, they have not
expanded as quickly as franchise and
twinning arrangements in which the
education programme is offered
through a local partner without requir-
ing a ‘bricks and mortar’ investment by
the foreign institution. In general, host
economies that have provided support,
funding or infrastructure, have experi-
enced the largest growth in branch
campus developments and account for
the highest number of (new) establish-
ments. The setting up of a branch cam-
pus requires heavy initial investment in
land, infrastructure and equipment, as
well as the recruitment of staff. In addi-
tion, branch campuses require a clear
policy and regulatory framework pro-
viding sufficient stability to encourage
the provider to invest capital for long
term operations.

IV. FACTORS DRIVING
INTERNATIONAL TRADE IN
EDUCATION SERVICES

Growth in trade in education services
has been driven by a combination of
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demand and supply factors. These in-
clude advances in information and
communication technologies, the emer-
gence of new private actors in the pro-
vision of education services, govern-
ment policies towards improving access
to post-secondary education, new rev-
enue generating strategies by education
providers, individual student choices
and requirements of employers for
higher level qualifications and language
skills.'

On the demand side, increasing
numbers of secondary school graduates
seeking entry to tertiary level education
has been a consistent trend over past
decades. The expansion has been par-
ticularly intense since 2000, with 51.7
million new tertiary students enrolled
around the world in just seven years
(UNESCO, 2009a). In OECD econo-
mies, tertiary enrolment rose by 43 per
cent between 1995 and 2003. A study
by UNESCO and the OECD found that
for a selection of 17 developing coun-
tries from Latin America, Asia and Af-
rica, the increase during the same peri-
od was 77 per cent (Teixeira, 2009,
p-239). The Global Student Mobility
2025 Report foresees that the demand
for international education will in-
crease to 7.2 million in 2025 (Bohm et.
al, 2002)." For many economies, the
demand for tertiary level education far
exceeds domestic capacity.

Other factors that have played an
important role in fuelling the demand
for international education are the re-
turns that accrue from further educa-
tion (Bashir, 2007, p.51). The labour
market is demanding new and chang-
ing competencies such as adaptability,
knowledge of latest technologies, and
the ability to acquire new skills inde-
pendently (Hopper, 2007, p. 109). The
number of jobs requiring high-level
skills has grown faster than those re-
quiring only basic skills, thus further
stimulating demand for higher educa-
tion (ibid.). In an increasingly global
economy, English-language qualifica-
tions confer a certain competitive ad-
vantage, since international transac-
tions are mainly conducted in that lan-
guage (OECD, 2004, p.30). Study
abroad also facilitates international mi-
gration and is sometimes supported by



’ Education
services
remains one of

the least committed

sectors under the

WTO/GATS.

host governments as part of a skilled
migration policy (ibid., p.27).

On the supply side, due to techno-
logical developments and changes in
the structure of the education market, a
greater number and variety of study
programmes and courses are being of-
fered internationally. Technological
progress, for instance, has improved
and facilitated various forms of dis-
tance education. Due to changes in the
financing of higher education, institu-
tions from major education provider
economies have put increased emphasis
on revenue generation (ibid., p.26).
This has resulted in a drive to offer ed-
ucation services to international stu-
dents at commercial rates through stu-
dent mobility programmes and/or by
opening branch campuses and offshore
programmes. Demand and supply fac-
tors have also combined with deliber-
ate national capacity building objec-
tives, as demonstrated by some South-
East Asian economies (Vincent-Lan-
crin, 2007, p.49).

V. EDUCATION SERVICES IN
INTERNATIONAL TRADE
AGREEMENTS

One of the anomalies in the education
sector is that much of the growth in
cross-border education has so far been
achieved in spite of a low level of na-
tional commitments undertaken in
trade agreements. Under the WTO the
General Agreement on Trade in Servic-
es (GATS), education services remains
one of the least committed sectors un-
der the agreement. Fifty-one Members
of a total of 153 members have taken
commitments in one or more education
sub-sectors amounting to approximate-
ly 30% of total WTO membership.
Since the schedules of Austria, Bulgar-
ia, Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Poland, Slovak Re-
public and Slovenia have not yet been

consolidated into that of the European
Union and their Member States, they
have been counted independently. Cy-
prus, Finland, Malta, Romania, and
Sweden have not taken any commit-
ments on education services.

One of the reasons behind the rela-
tively low level of trade commitments
has been the concern over how such
commitments might affect the public
provision of education services. Relat-
ing to this concern has been a rather
widespread misconception amongst the
education services community of how
GATS commitments work and what
their implications might be (See Lim
and Honeck, 2009). Of the 51 WTO
member countries who did take com-
mitments, a large number limited their
commitments to privately funded edu-
cation excluding thereby publicly fund-
ed education. The two main ways by
which Members have sought to explic-
itly limit the sector scope is by taking
commitments which cover only: (i) pri-
vately funded education services; or (ii)
non-compulsory education. Indeed in
the collective request made in the Doha
Development Agenda negotiations, it
was clearly specified by the WTO
members behind the request that their
interest was on private education serv-
ices.

Amongst the benefits of GATS com-
mitments is that it can help attract for-
eign direct investment by providing
predictability and certainty for inves-
tors. This can also be very important
for domestic investors. It gives solid as-
surance against any sudden policy
changes, and facilitates future plan-
ning, which are necessary for infra-
structure based investments such as the
establishment of an education campus.
For this reason, GATS commitments,
which are backed by the dispute settle-
ment system, can serve to signal a gov-
ernment resolve towards maintaining a
particular policy path.

VI. DIVERGENT AND CONVERGENT
INTERESTS OF IMPORTERS AND
EXPORTERS (SANER &Y1U, 2008)

The internationalization of education
services has been a politically contested
subject. While the majority of the pri-
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vately held schools in OECD countries
are concerned mostly with regulations
which potentially restrict purchasing of
educational services, others have in-
vested abroad and are keen on improv-
ing investment conditions especially
with regard to unhindered market ac-
cess and non-discriminatory investment
conditions in foreign countries. Lobby-
ing groups representing private sector
actors with FDI interests in education
services have actively attempted to in-
fluence governments’ negotiation posi-
tions on GATS.

Some of the better known groups
like GATE, Sylvan Learning Systems
and QA are close to privately held
schools and universities with business
interests and subsidiaries in multiple
countries. While many of these lobby
groups emanate from the USA, some
are also based elsewhere as, for in-
stance, Monash University of Australia
with its many off- and onshore cam-
puses in East Asia. Monash University,
like the majority of Australian universi-
ties, has developed an interesting strat-
egy as it is a public institution inside
Australia but becomes a private provid-
er as soon as it exports its educational
services abroad.

The large majority of publicly held
schools and universities, particularly in
Europe, have lobbied strongly against
trade in education services and the ne-
gotiations taken under the framework
of the GATS. On September 28, 2001,
the presidents of the European Univer-
sity Association (EUA), the Association
of Universities and Colleges of Canada
(AUCC), the American Council on Ed-
ucation (ACE), and the Council for
Higher Education Accreditation
(CHEA) signed a joint declaration on
higher education and trade in educa-
tion services strongly expressing oppo-
sition to the inclusion of higher educa-
tion services in the GATS negotiations.
The joint declaration asks all actors in
the GATS negotiations not to make
commitments in education services. At
the same time, the signatories expressed
a willingness to reduce obstacles to in-
ternational exchange in higher educa-
tion using conventions and agreements
outside of a trade policy regime.
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As illustrated in the figure 2, the ne-
gotiation oscillates between stakehold-
ers pushing for the liberalizations of
educational market versus other stake-
holders wanting to keep education out
of any market access negotiations at
the WTO, or for that matter, under any
other trade regime. The opposition be-
tween market liberalizers and protec-
tionists is played out within countries,
between government ministries (e.g.
ministry of trade vs. ministry of educa-
tion), between government and private
sector (privately owned schools versus
publically run schools), between pro-
fessional groups and public actors
(teachers and student associations ver-
sus ministries of finance, education and
trade).

Based on these complex interests,
coalitions have been formed for or
against such positions (liberalization
vs. protectionism) within countries, at
the WTO and outside the WTO eg. at
UNESCO, OECD or Council of Eu-
rope. Figure 3 below, illustrates the dif-
ferent coalition clusters of selected
countries and their respective preferred
institutional governance environment.

VIl. COMPETING INTERESTS:
WHAT’S AT STAKE?

Tensions over trade in education servic-
es, at risk of oversimplification, are
typically between private suppliers and
public providers, especially in non-Eng-
lish speaking European countries. For
most of these countries, education is a
public good which should not be sup-
plied on a commercial basis in order to
guarantee equal access to education for
all citizens of a country, no matter of
their background or financial means.
Along with this view goes the expecta-
tion that the quality of the education
provided should be comparable for all
students independent of their origin
and endowment. Stakeholders like
teachers and student unions to a large
majority reject trade in education ser-
vices in general fearing that market ac-
cess commitments under a trade agree-
ment would open the backdoor to
privatization and deregulation, and
eventually lead to the dismantling of
education as a public service.

For these stakeholders, the worst
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Figure 2: Coalition Clusters of Stakeholders involved
in ES trade favoring liberalization vs protectionism

(based on Saner & Fasel, 2003)

Diplomacy Dialogue
Liberalising Protecting
Private State Schools
Schools (continental
Europe)
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Schools Education Teachers
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Copyright, DD/CSEND, 2006
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Figure 3: Coalition clusters of selected countries and their
respective preferred institutional governance environment

(based on Saner & Fasel, 2003)
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case would be to see that governments
lose regulatory control or flexibility to
regulate and implement national poli-
cies, and that the education sector, once
opened, would be dominated by for-
eign and/or private suppliers. Interest-
ingly, while this might arguably be a
significant policy concern for develop-
ing countries with underfunded educa-
tion systems, much of the anxiety has
arisen in certain developed countries
with traditionally strong public educa-
tion providers. Refuting such claims,
parties in favour of trade in services
highlight the fact that services supplied
in the exercise of governmental author-
ity are specifically excluded from the
scope of the GATS (Articles 1.3 [b] and
[c]). Thus, even if commitments had
been undertaken on education services,
this exclusion would still apply. More-
over, there has, so far, been no legal
challenge in the WTO with respect to
the scope of the carve-out for govern-
mental services.

For many developing countries, the
consideration of whether to undertake
commitments and the level of openness
to provide will often depend on the

, ’ Trade in
education is
feared to lead

to prwatzzatzon and
deregulation.

country’s assessment of its own social
and economic development path, and
the extent to which it sees trade as be-
ing critical to developing the domestic
human resource and knowledge base.
Market liberalization, however, also re-
quires competence and institutional ca-
pacity in regulation and policy imple-
mentation. These crucial elements are
all too often lacking in many parts of
the developing world and have acted as
obstacles to either engaging in trade ne-
gotiations, or in fully reaping the ben-
efits of liberalisation. That being said,
today, some of the most dynamic actors
in the internationalization of education
services are developing countries, par-
ticularly those in Asia-Pacific. There
are also growing education markets in
other regions, such as the Middle East

and Latin America, with middle income
developing countries seeking to act as
educational hubs offering internation-
ally recognised degrees through fran-
chise or twinning arrangements with
developed country institutions.

In contrast, high income OECD
countries, such as the US, EU and Swit-
zerland, are more likely to restrict their
trade commitments to privately funded
education especially in primary, sec-
ondary and higher education, This
stands in stark contrast to the often vir-
ulent criticism by domestic stakehold-
ers in many of these countries, which
have accused their respective govern-
ments of jeopardizing the monopolies
of their public education. Nevertheless,
faced with fewer financial resources, a
growing number of OECD countries
are exploring possibilities of delegating
or outsourcing parts of education to
private providers who are more cost-ef-
ficient service providers. However, in
order to ensure continued delivery of
high quality education services by pri-
vate (national or foreign) education
providers, governments need to in-
crease their regulatory supervision.

In terms of negotiations, a strategic
assessment of opening or protecting
their education sectors needs to be
done by stakeholders responsible for
their respective country’s negotiation
position on trade in education services.
Stakeholders also need to understand
the request and offer mechanism of
WTO negotiations, as well as the mo-
dalities used in free trade agreements,
and develop short-term and long-term
solutions to key strategic challenges.
These might include exporting/import-
ing and/or aggressive/defensive liberal-
izing strategies. Once sectoral stake-
holders have done their homework, in-
ternal consultations with their respec-
tive national WTO negotiation team
might be called for in order to reach a
common view and position.

An example of national strategic
thinking can be found in China’s coast-
al provinces where private schools (do-
mestically owned) are given permission
to offer secondary education to stu-
dents who failed the entrance exams to
the public schools. Since education is a
highly esteemed investment in their
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children’s future, Chinese parents are
willing to pay the relatively high tuition
fees. The private schools are regulated
by the authorities in charge of educa-
tion, they pay taxes and lower the pres-
sure on the governments to provide
more remedial education. Foreign
schools offering higher education de-
grees are highly regulated and request-
ed to include local teachers in their
teaching faculty, their tuition fees are
regulated, the student intake limited,
and the authorities often require that
higher education degree programmes
provided by foreign schools be comple-
mented by a one to two year academic
programme in their respective home
country. Such one to two years of aca-
demic studies offer Chinese students
opportunities to become familiar with
a foreign country, learn a foreign lan-
guage, and potentially qualify for jobs
in developed countries.

Successful strategic assessments of
threats and opportunities of education
services and possible opening of trade
in education services to foreign provid-
ers requires: (i) the formulation of ad-
equate strategies focusing on the future
development of the respective national
education sector; (ii) the identification
of possible export opportunities of na-
tional education services and their mar-
ket access opportunities in other coun-
tries; (iii) the corresponding assessment
of how to prepare their domestic mar-
ket for foreign competition; (iv) the
clarification of how a country wants to
define the role of government — either
as a provider or regulator of education
services; and (v) concomitantly an
agreement with national stakeholders
on the flexibility for the education sec-
tor, i.e., in terms of activities, measures
and policies that should not be brought
under the purview of the trade agree-
ment.

VIIl. CONCLUSION

By way of a conclusion, the following
observations would appear salient.
Faced with budget cuts and limited
spending power, many governments
might want to consider participation
by private sector providers including-
foreign investors through foreign direct
investment. Private sector providers
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It would be
unwzse to opt

3
solely for ‘free

trade’ positions.

could alleviate the financial pressures
on governments. However, this does
not mean that governments should ab-
dicate responsibility. Regulating educa-
tion at a national level also includes
providing students with the highest
possible and equal access to education
for the benefit of social cohesion and
for the most effective development of a
skilled manpower potential to meet the
economic and social challenges of the
next generation.

Education is a multi-faceted under-
taking characterized by a multitude of
convergent and divergent interests of
multiple stakeholders. Education policy
cannot be limited only to the consider-
ation of free choice and price efficiency
criteria. Social cohesion and good citi-
zen behavior such as democracy and
ethical values are as important as top
level scientific research or lucrative
business degree programmes. It would
be unwise to opt solely for ‘free trade’
positions since important private sector
providers might not be willing to invest
in low revenue education services such
as civics, liberal arts education or basic
professional skills training. Govern-
ments cannot opt out of such responsi-
bilities.

Similar to the concept of multi-func-
tionality in the agricultural sector, edu-
cation requires a multi-faceted ap-
proach in order to guarantee adequate
provision of education services for vari-
ous target groups, and to ensure access
to education for the less-privileged.
Such a multi-developmental perspective
is even more necessary for developing
countries which often lack financial re-
sources and technical know-how in the
field of education. The GATS frame-
work has sufficient flexibility to safe-
guard the multi-functional diversity of
education, as well as the fundamental
different needs of developing countries
without falling into the trap of ‘man-
aged trade’ immobility in education
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services.

A balance has to be achieved be-
tween legitimate requests for consumer
protection and the sovereign rights of
governments to pursue high quality ed-
ucation without falling into the trap of
closing market access to foreign educa-
tion service providers. A central objec-
tive of the GATS is to progressively lib-
eralize trade in services. It is not the in-
tention of the agreement to regulate
trade nor is it to deregulate service sec-
tors. The agreement’s focus is on im-
proving market access and to discipline
discriminatory measures between coun-
tries, as well as between domestic and
foreign service suppliers. In short, trade
agreements provide the opportunity to
a reduction of trade barriers due to a
myriad of different norms, standards
and requirements which often result in
higher transactions costs affecting par-
ticularly developing country exporters
who might have neither the technical
know-how nor the necessary resources
to deal with such measures. No doubt
there are risks in opening markets but
there also many new opportunities.
The challenge is to move from what
has been a sterile debate on ‘private vs.
public’, to one which seizes the poten-
tial of trade as a tool for capacity de-
velopment.

ENDNOTES

! It should be noted that a number of
sections in this article on key trends
in trade in education services and
commitments in trade agreements
are drawn from an unpublished
education services background note
prepared by Aik Hoe Lim for the
WTO.

2 UNESCO database available at

http://www.uis.unesco.org/ev.

php?ID=2867_201&ID2=DO_

TOPIC.

Data includes economies with

OECD partner status. OECD

(2009), p. 226.

* UNESCO Global Education Digest
database available at http://www.uis.
unesco.org/ev.php?ID=7628_
201&ID2=DO_TOPIC

5 Private philanthropic institutions are
not-for-profit institutions that rely
on a combination of gifts and fees.

1| 2011

¢ Besides tuition fees, universities also

generate income from research
funds, as well as consulting and
research fees.

For statistical purposes (see OECD,
2009) a public education institution
is defined as one controlled and
managed directly by a public
education authority or agency, or is
controlled and managed either by a
government agency directly or by a
governing body, most of whose
members are appointed by public
authority or elected by public
franchise. The source of funding is
another distinguishing factor. The
OECD defines a government-
dependent private institution as one
where more than 50 per cent of
funding comes from government
sources. While a fully independent
private institution receives less than
50 per cent.

OECD (2004), p. 26. Other
examples in the OECD area include
universities in Austria, Belgium,
Canada, Ireland, Netherlands and
the Slovak Republic.

In a franchise/twinning arrangement,
the student is enrolled by the foreign
institution but completes a
substantial part of the study
programme at a local institution. In
most arrangements, in order to
complete the programme the student
has to travel abroad and undertake
the final year of study at the foreign
institution. The local institution,
provides the physical facilities and
teaches the programme of the
foreign institution, but does not
confer any degrees or academic
qualifications. The foreign
institution may ensure quality
through on-site supervision and/or
the direct involvement of its faculty
staff. Through such franchise/
twinning arrangements a local
institution can dramatically increase
the choice of courses available to
students in their country of origin.
The student has the advantage of
obtaining a foreign qualification at
significantly reduced cost.

See http://www.coe.int/T/DG4/
HigherEducation/EHEA2010/
BolognaPedestriansEN.asp
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15

16

17

These figures are based on
information available to the WTO
Secretariat and provided to the
authors.

No figure was reported for China.
The estimate on the number of
programmes and student is based on
a survey by Bashir (2007).

Becker (2009), p. 1. The OBHE is
one of the few organizations which
systematically collects data on
international branch campuses.
While there is no universally agreed
definition of an international branch
campus, the OBHE report refers to
the off-shore entity of a higher
education institution operated by the
institution or through a joint
venture. Upon successful completion
of the course programme, which is
fully undertaken at the unit abroad,
students are awarded a degree from
the foreign institution. Some of the
international branch campuses listed
in the OBHE survey are small
centres, rather than extensive
campuses.

Based on unpublished research by
Christopher Ziguras of the Royal
Melbourne Institute of Technology.
The Laureate International group is a
company listed on the NASDAQ
stock exchange. In 2004, universities
owned by the group enrolled
155,000 students and generated 80
per cent of their revenue outside of
the US.

Marginson and Wende, van der
(2007), p. 41. The Apollo Group
owns the largest private university in
the United States, the University of
Phoenix, as well as the Western
International University. Based on
unpublished market research by
Christopher Ziguras of the Royal
Melbourne Institute of Technology
other examples include: Kaplan
Higher Education, a subsidiary of
The Washington Post Company
owns; Kaplan University and the
Concord Law School in the US; the
Dublin Business School, Ireland; and
the FT'C Business School in the UK;
Tribeca Learning in Australia; and
the Singapore-based Asia Pacific
Management Institute with
operations in China (including Hong

Kong), Singapore and Chinese
Taipei.

See OECD (2004), pp. 25-31 for a
discussion of the policy rationales
and drivers of cross-border
education.

Bohm, et.al (2002) assumes that
based on worldwide economic and
demographic growth, the number of
international students will rise at a
compound rate of 5.8 per cent.
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