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Comparative Advantage in Service Industries:
A Study on Developing Countries

Hu Gengjie

Motivation
Services represent the fastest growing sector of the global economy in recent years. Although developed
countries are playing major roles in services trade, several developing countries have the potential to participate
more actively in services trade by becoming service exporters. This research tries to answer two questions:
1. In which service sectors does developing countries have comparative advantage?
2. What kinds of changes of developing countries’ comparative advantage in service sectors took place in the
period 2007-2012?

Structure

The paper was structured in six parts.
Purpose and methodology of this research, main findings were written in the Introduction.
Chapter 1 consists of an introduction to trade in services.
Chapter 2 introduces indices which can measure revealed comparative advantage.
Chapter 3 shows RCA indices of each service sector and examines consistency of the RCA indices.
Chapter 4 examines dynamic change of RCA indices.

S Ok W

The last part is a Conclusion.

Findings

1. Calculations using three different RCA indices based on observed trade data showed that strong
comparative advantages existed in travel, communication and construction services in over half of the
selected countries. And many developing countries did not have comparatives advantages in financial,
computer and information services in 2007.

2. According to the RCA indices, share of developing countries that have comparative advantages
significantly increased from 2007 to 2012 in sectors such as insurance services, financial services,
computer and information services, and other business services. And this is consistent with the change of
developing countries’ export value share in the world. Dynamic changes of RCA indices differ in regional
groups and income levels.

3. In the consistency test, 69% of the RCA indices pairs showed highly consistent in measuring comparative
advantages. And these indices can be served as useful proxies in establishing whether developing

countries have comparative advantages in certain services.
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