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Since the crafting of a services trade agreement in the WTO, business 
and policy makers have increasingly appreciated the significant role of 
the services sector in the economy, and particularly its importance in 
global trade. Services are not only significant inputs in all major traded 
goods, but have themselves become tradable.  

Discussions about unlocking the great potential of services trade have 
long centered on regulatory reforms, liberalizing foreign investments, 
entry of foreign services providers, and mobility of service professionals. 
Regulatory discussions, however, become more meaningful, less abstract 
and better understood at the sectoral level because regulatory challenges 
are unique to each. Indeed, the distinct modes of service delivery offer a 
better opportunity to understand how competition is hampered or 
facilitated by regulations. 

This book is the result of joint research between the ADBI and 
the OECD that aims to shed more light on what shapes trade in 
services. The two sectors selected, higher education and audiovisual 
services (AVS), have benefited immensely from the information 
technology (IT) revolution. IT has opened new avenues for access to 
information, knowledge and entertainment, and Asian suppliers have 
been highly successful in identifying and taking advantage of these new 
opportunities. 

In tertiary education, there has been a rapid increase in recent years 
in the number of foreign university campuses in Hong Kong, China; 
Malaysia; and Singapore. The research in this volume provides useful 
lessons for Asia based on the experience of these economies. At the 
global level, lessons can be drawn on issues such as accreditation, quality 
assurance, and mutual recognition of degrees, all issues that OECD 
economies have had to grapple with.   

Movies, broadcasting, and music are audiovisual services (AVS) in 
which Asia has figured prominently. This book presents the case of two 
successful exporters of audiovisual services, India and the Republic of 
Korea, and examines the various issues and challenges they have been 
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confronted with, including cultural policy issues and intellectual property 
rights. 

We thank the authors and editors of this volume for their efforts in 
putting together these studies, and on behalf of the editors we thank 
Aletha Blayse for preparing the manuscript. We hope that policy makers, 
business people, researchers and students will gain insights from the 
collection.

Masahiro Kawai  Ken Ash 
Dean & CEO   Director 
ADB Institute   Trade and Agriculture Directorate,  
    OECD 
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Christopher Findlay, Hildegunn Kyvik Nordas, and Gloria Pasadillaa

The education and audiovisual services sectors have much in common. 
In both, there is extensive public sector participation in provision and 
significant domestic regulation. Both sectors provide services that 
embody local culture. Technological change is affecting both sectors 
dramatically. In both, there is increasing scope for international trade and 
investment and development of supply chains leading to the final 
consumption of the service. These features, in turn, are challenging the 
effectiveness of domestic regulation and raising fundamental questions 
about its purpose. Both sectors have attracted few commitments in 
international trade agreements and questions arise as to the value of 
further commitments. 

In the context of these topics of interest, this volume reviews the 
regulation and policy affecting trade and investment in education and 
audiovisual services. In both areas, there is an overview of global trends 
(Chapters 2 and 8), followed by a series of country studies (Chapters 3 to 
10).

With respect to education, key themes include: 

(i) Growth of various forms of trade and investment, and 
emergence of a “new wave” of globalization; 

a The authors thank Lin Faqin for research assistance, in particular, with respect to 
research on the impact of the Korean screen quota system. See Lin (2012). 
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(ii) The presence, however, of significant impediments to trade and 
investment, and to the supply of services by domestic 
providers; 

(iii) Many countries’ common ambition to become a hub in the 
provision of education services to international students; and 

(iv) The scope for greater international cooperation around 
research. 

With respect to audiovisual services, key themes include: 

(i) The impact of new technology on options for content delivery; 
(ii) The challenges new technology creates for policy implementation 

and copyright protection;  
(iii) The challenges of globalization for pursuing social goals with 

respect to local culture; and 
(iv) The risks involved in applying policy to pursue social goals. 

A theme applying to both education and audiovisual services is the 
lack of commitment in both sectors in the General Agreement on Trade 
in Services (GATS), and, generally, the lack of additional impact of 
negotiations in bilateral trade agreements. 

There are many ways to deliver international higher education. It is 
possible to align delivery means with the modes of supply applied to all 
services in the GATS framework. This volume also refers to this whole 
set of activities in all the component modes as “cross-border higher 
education.” Vincent-Lancrin, in Chapter 2, describes various means of 
delivery and their relationship with the four GATS modes. The 
movement of students is the main form of cross-border higher education 
(which corresponds to mode 2 or “consumption abroad” in the GATS). 
Vincent-Lancrin reports that, after inspecting the data for several 
countries, mode 2 represents most of the value associated with cross-
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border higher education. The number of students falling within mode 2 
(3.7 million in 2009) is three times the number of 30 years ago. An 
estimated 2% of higher education students are mobile, and most are 
studying in an Organisation for Economic Co-operation and 
Development (OECD) country in which, on average, 9% of students are 
from another country. A small number of countries hosting mobile 
students accounts for a large share of all mobile students, while Asian 
countries are the main source countries. At the same time, Asian 
countries, including those whose policies this volume reviews, aspire to 
become “hubs” for international students and their role in hosting mobile 
students is becoming more important. 

The other delivery means include the mobility of programs and 
providers, which, according to Vincent-Lancrin (see also Lim & Saner, 
2011), are becoming more important. Mobility of programs includes 
distance education (corresponding to mode 1 in the GATS or “cross-
border trade”), in which, for example, local students enrol in a distance 
education program offered by a provider based in another country. 
Interactions take place through postal exchange of information and hard 
copy materials or, more recently, through the internet. Mode 1 also 
includes the sale or franchise of courses or programs and joint offerings 
with another institution. Vincent-Lancrin ranks mode 1 delivery as the 
second most important form of cross-border higher education. 

A more recent phenomenon in mode 1 is provision of free access to 
individual course materials, including courses by world-renowned 
institutions. This development refers to access to massive open online 
courses (MOOCs). Providers like Coursera and edX consolidate courses 
offered by a range of institutions. In August 2012, Coursera reported that 
1 million people were participating in its courses in 196 countries, with 
16 participating schools. b  In November 2012, its website listed 197 
courses. Debate continues as to how the MOOC model might evolve, 
including the possibility that students could select a package of courses 
from different providers to construct their own “award.” Commentators 

b Coursera. 2013. Coursera Blog. http://blog.coursera.org/post/29062736760/coursera 
-hits-1-million-students-across-196-countries 
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suggest that the business model that might emerge is one in which 
providers might, amongst other things:  

(i) Charge for assessment and credentials but not for delivery;  
(ii) Impose delivery charges after students complete a certain 

number of courses;  
(iii) License courses to universities other than the original provider;  
(iv) Levy charges for face-to-face events taking place in various 

locations;
(v) Provide a job placement service;  

(vi) Levy fees for additional tuition; and 
(vii) Sponsor or develop tailored programs for organizations. 

Some commentators consider the model’s long-term prospects to be 
poor, but the list above suggests there are interesting options for its 
evolution and for it to compete with providers operating in other modes. 
The MOOC model could also evolve, as the licensing suggestion indicates, 
into part of a new global supply chain in which some universities provide 
content in this mode (mode 1) and others provide a variety of 
complementary and local face-to-face services. One issue, however, may 
be the recognition of “the award” so constructed but, as pointed out in the 
country papers discussed below, when students are destined for work in 
the private sector, recognition is usually a matter for employers. 

Mode 3 in the GATS (or “commercial presence”) refers to an 
establishment in an offshore location, either by an institution building a 
new campus or buying all or part of an established provider. Vincent-
Lancrin ranks this mode as the third most important form of cross-border 
higher education that, like program mobility, is becoming increasingly 
important. Vincent-Lancrin observes three recent trends in institutional 
mobility: grouping of offshore campuses in regional clusters; use of local 
funding to establish such campuses; and the growing importance of 
research and doctoral programs. 

As Vincent-Lancrin also points out, staff movement has a long 
tradition in tertiary education. This mode, in which staff travel from their 
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current home country to another to provide education, is called mode 4 
(“presence of natural persons”) in the GATS. 

Findlay and Tierney (2010) highlight the more extensive use of 
international supply chains and cooperative arrangements in research. 
Following Brody (2007), cooperation and cross-border projects have 
many advantages: 

(i) Building research capacity and drawing together required 
research expertise; 

(ii) Studying problems in situ; 
(iii) Providing research students with an international experience; 
(iv) Combining research beneficiaries and helping to avoid problems 

of free-riding and consequent underfunding; 
(v) Helping to capture economies of scale; 

(vi) Avoiding costly duplication; 
(vii) Capturing the benefits arising from differences in relative costs 

in research inputs; 
(viii) Gathering the insights from comparative studies; 

(ix) Adding to the impact of research results; and 
(x) Reducing technology transfer costs. 

Macaranas (2010) (see also von Zedtwitz, 2006) provides several 
examples, including Yale’s operations in the People’s Republic of China. 
Taking a supply chain perspective, he also identifies the relative 
contributions of the partners to the research process, including 
technology development (e.g., Yale) and procurement for research 
(e.g., the local partners).

As noted above, four distinct modes of delivery of cross-border 
higher education can be identified but, as Vincent-Lancrin stresses, 
cross-border higher education most often involves a combination of 
modes. For example, a university may host foreign students on its own 
home campus (mode 2), send its staff to teach offshore (mode 4), 
establish its own operation offshore (mode 3), and provide courses to its 
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international partners (mode 1). Institutions work in all modes because of 
the complementarities between the modes. 

Vincent-Lancrin also discusses the nature of impediments to trade 
and investment in education services and offers a set of policy guidelines 
that would support quality provision in cross-border higher education. 
With respect to impediments, Vincent-Lancrin refers to rules about the 
number of institutions allowed to establish in a particular country, 
different rules applying to domestic and foreign institutions (access to 
subsidies for students or funds for research, for example), and procedures 
to be followed to achieve accreditation that leads to the recognition of 
qualifications offered. 

It is important to distinguish between types of impediments in 
education markets.c It is also important to identify barriers to entry to 
education markets by all suppliers compared to those applied to foreign 
providers (mode by mode) (Dee & Findlay, 2007). Dee (2010) identifies 
policy impediments that might apply in modes 2 and 4 and reports 
indicators of the extent to which policy measures limit delivery in each 
mode of supply. The country chapters in this volume refer to and 
comment upon these impediments. Both Dee (2010) and Vincent-
Lancrin in Chapter 2 stress that, while there are important barriers to 
imports of education in some countries, there may also be barriers to 
exports. Table 1.1 illustrates Dee’s list. 

Dee estimates the impact of these restrictive measures. She finds that 
policies affecting commercial presence have significant effects on 
student movements. When an economy imposes barriers on mode 3 
delivery, more students from that country seek to study offshore. Dee 
(2010) takes the example of an economy with average barriers to 
commercial presence (or mode 3) in her sample: if this economy were to 
liberalize completely, it would send about 60 percent fewer students 
overseas (at the average level of restrictions on sending students abroad). 

Dee also finds that when an economy with sample average barriers to 
the inward movement of students liberalizes completely then it would 

cThe following discussion of Dee (2010) is based on material in the first chapter of 
Findlay and Tierney (2010), which is available at http://www.worldscientific.com/ 
doi/suppl/10.1142/7662/suppl_file/7662_chap01.pdf 
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attract about 250 percent more students. Dee notes that export 
restrictions may raise the prices of exported services and allow providers 
to earn rents or higher incomes. The welfare implications of policies 
underpinning export restrictions partly depend on how such incomes are 
used and this is an interesting avenue of research. Dee suggests incomes 
may be used up in higher costs associated with meeting all the regulatory 
requirements outlined in this volume’s country studies, or they may 
provide the basis of a cross-subsidy for research in a non-profit 
organization like a university. 

The GATS and preferential trade agreements (PTAs) cover 
education poorly. Lim and Saner (2011) report a low level of 
commitments and note that education remains one of the least 
committed. They find only 51 out of 153 Members with commitments 
in the GATS in one or more subsectors of education, and suggest this 
low level of commitment reflects many Members’ concerns about 
how commitments might constrain the public provision of education. 
They suggest such concerns, however, are founded upon a 
misconception, and that those Members with commitments have been 
able to (and have often) limited the commitments to private provision 
of education. 

In this situation, Vincent-Lancrin proposes the adoption of six 
guidelines for the provision of quality services in cross-border higher 
education: recognition of the presence of cross-border services in 
domestic regulatory frameworks; comprehensive coverage of the 
modes of supply; consumer protection; transparency; access to 
information; and collaboration. Key principles include the application 
of identical regulations to all providers and equal treatment of foreign 
and domestic providers. Vincent-Lancrin notes that since public 
provision tends to dominate the education sector, there is often no 
regulatory framework for private providers, which has the effect of 
discriminating against foreign providers who would operate as a 
private entity. 
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Table 1.1. Examples of barriers to exports of education services 

Mode 2: Consumption abroad, e.g., 
foreign students entering to take local 
courses 

Numerical limits on the entry of foreign 
students
Limits on the courses in which foreign students 
can enrol  
Discriminatory enrollment criteria for foreign 
students
Restrictions on local institutions recruiting 
foreign students  
Restrictions on foreign students gaining access 
to local employment while studying 
Restrictions on foreign students gaining access 
to tuition or other (e.g., transport) subsidies 
while studying 

Mode 4: Movement of natural persons, 
e.g., local teachers moving overseas to 
deliver courses  Exit restrictions on domestic teachers 

Education or employment bonds requiring 
teachers to serve a minimum term of 
employment locally before they can go 
overseas 
Restrictions on funds transfers overseas by 
domestic teachers 

Source: Dee, P. 2010. International Student Movements and the Effects of Barriers to 
Trade in Higher Education Services. In C. Findlay and W. Tierney, eds. Globalisation
and Tertiary Education in the Asia-Pacific: The Changing Nature of a Dynamic Market.
Singapore: World Scientific. 

Vincent-Lancrin finds that, on average, OECD countries largely 
meet the expectations of four of the guidelines: arrangements are in 
place; they are comprehensive; they are transparent; and countries are 
engaged in international collaboration. He reports that OECD 
countries are weak in the areas of access to information and consumer 
protection. Vincent-Lancrin proposes research be undertaken to 
identify the extent to which more Asian countries meet the 
expectations of the guidelines. 
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The guidelines Vincent-Lancrin proposes also refer to recognition of 
qualifications. He does not propose automatic recognition, allowing for 
domestic regulatory practice, but instead suggests work to increase the 
understanding of quality processes in other countries and the formation 
of agreements on recognition of awards.   

In 2012, Asia-Pacific Economic Cooperation (APEC) members 
committed to promote cross-border education. d  They identified the 
following priorities, with examples of how members might achieve each 
goal:

(a) Enhancing
identifying, comparing, and implementing best practices 
among APEC economies for course accreditation and 
quality assurance systems, as well as targeted capacity 
building projects;  
developing models to guide reform and implementation of 
good regulatory practices, drawing on case studies of 
domestic education providers; and 
exploring ways to increase the transparency of student 
visa requirements. 

(b) Enhancing
developing existing academic exchanges and joint 
research activities between and among universities in 
APEC economies; and 
exploring ways to improve the mobility of the academic 
workforce.

(c) Enhancing
exploring ways to enhance transparency of regulation of 
foreign providers and to remove unnecessary barriers to 
market access; 
mapping of existing regulations for the establishment of 
foreign providers; and 

d APEC. 2012. 2012 Leaders’ Declaration: ANNEX D—Promoting Cross-Border 
Education Cooperation. http://m.apec.org/Meeting-Papers/Leaders-Declarations/2012/ 
2012_aelm/2012_aelm_annexD.aspx  
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benchmarking and identifying best practices in APEC on 
quality assurance systems. 

(d) Enhancing
examining issues related to the flexible design and 
delivery of educational content (such as online courses) 
among APEC economies; and 
enhancing availability of data on educational programs in 
APEC economies. 

This volume’s chapters on cross-border higher education provide 
detailed examinations of these questions for a selection of countries. 
They demonstrate the consequences of local policy choices for cross-
border higher education and the influence on those consequences of 
regulatory arrangements for quality control. 

In Chapter 3, Zhu Xingde reports the rapid growth of the number of 
students in higher education in the People’s Republic of China, in 
particular from 1999. By 2009, the gross enrollment ratio (roughly, the 
proportion of university age individuals enrolled in higher education) 
was 23% (33 million students). He also reports the growth of services 
delivered in GATS mode 2—i.e., imports via the movement of Chinese 
students abroad (nearly 950,000 by 2010) and exports via students 
coming to study in the People’s Republic of China (about 265,000 by 
2010). He notes also the use of branch campuses (GATS mode 3) and 
twinning arrangements (GATS mode 1) by foreign universities in the 
People’s Republic of China. 

Zhu reviews the policy applying to the various means of delivery of 
higher education services in the People’s Republic of China. Of note is 
the expectation in mode 3 that foreign providers should establish joint 
ventures but can have majority ownership in such ventures. He also 
outlines the matters, including various operational matters, to be included 
in an application to establish joint ventures of this type. Zhu’s assessment 
is that government policy has become more open since 2000. He also 
describes the process applying to the recognition of awards to Chinese 
students who study offshore, including as part of a program of 
cooperation between local and foreign universities. 
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Zhu reviews plans for the internationalization of the higher education 
sector in the People’s Republic of China, which include the goal of at 
least doubling the number of international students in the country by 
2020. He observes that some of the issues to be resolved include risks for 
students created by “rogue providers”; the operation of credit transfer 
and qualification recognition systems “around the world”; the “brain 
drain” implied by the number of students who remain abroad after 
studying; and the inevitable competition between cross-border and 
domestic education systems. He argues that the two main issues are 
qualification recognition and consumer protection. 

Hong Kong, China (reviewed in Chapter 4 by Jane Drake-
Brockman) provides public funds for higher education, but only to the 
extent sufficient to provide places for about 20% of university age 
individuals. The gross enrollment ratio has been stable since the mid-
1990s. By 2000, only about one-third of university age individuals were 
participating in higher education and the target was set to raise this share 
to 60% by 2010; that share is now 66%.   

Institutions financing their operations from student fees—the “self-
financing” sector—have closed the gap between participation and 
publicly funded places. Such institutions include the self-financing 
operations of publicly funded institutions (which account for about 80% 
of the students in this pathway), local institutions, and those offering 
non-local courses (mode 1). Students moving to study offshore (mode 2) 
also helped fill the gap. The final distribution was that about one-third of 
students were in the publicly funded system, one-third in the self-
financing sector, and one-third offshore. 

Drake-Brockman observes that in Hong Kong, China, there was 
relatively little delivery through commercial presence (mode 3), which 
she argues follows from commercial reasons rather than because of any 
specific restrictions on that mode. Most foreign participation is through 
offshore universities providing courses and programs through local 
institutions (mode 1). 

Drake-Brockman describes the quality control processes for local 
and non-local institutions, and among local institutions for the self-
financing compared to the publicly financed sectors. Non-local service 
providers must conform to a different quality assurance system that leads 
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to registration of courses, and the regulatory regime refers to the quality 
control systems that apply in an institution’s home country. Publicly 
funded institutions offering non-local courses are exempt from the 
requirement for course registration, which helps explain their significant 
role in the self-financing sector. The Hong Kong, China quality 
assurance agency has recently made a recommendation to separate the 
self-financing operations to avoid cross-subsidies from public funding. 
Distance learning is also exempt from the registration system. The 
regulations leave employers to make decisions about recognition of 
courses and awards, and such decisions are independent of registration. 
This includes the public sector, where the question asked of a candidate 
with a non-local course or program award would be its comparability 
with a local course. 

Education exports by Hong Kong, China have also been rising, as 
evidenced in the growth of international student arrivals. Non-local 
students now make up 10% of the undergraduate population (compared 
to 1% a decade ago) and 70% of the postgraduate and research 
population (compared to 33% a decade ago). The number of students has 
increased four-fold. Most students come from the People’s Republic of 
China and only 9% come from outside Asia.    

Hong Kong, China has ambitions to become a more important 
student hub. Its relationship with the People’s Republic of China is an 
advantage in that respect and Drake-Brockman explains the various 
forms of cooperation between the People’s Republic of China and Hong 
Kong, China as well as the treatment of education in the bilateral 
economic agreement between the two economies, which include work on 
recognition of qualifications and on research cooperation.  

Other work is underway in Hong Kong, China, to reform aspects of 
policy to support the hub ambition, including reviews of quality 
assurance methods. Drake-Brockman observes that publicly funded 
institutions in Hong Kong, China operate under a less cumbersome 
regulatory system than that applying to self-financing institutions, 
including foreign providers. There has been a proposal for a single 
quality assurance body. Other strategies to support the ambition of 
creating an international higher education hub focus on its global 
reputation, including its position in the ranking systems. Another part of 
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this strategy has been to extend the undergraduate program from three to 
four years, something which, it is argued, will provide students with 
more time to participate in international exchange and develop ideas 
about international research cooperation. 

Chapter 4 concludes with the observation that Hong Kong, China has 
made no commitments on educations in the GATS or in the current 
World Trade Organization (WTO) Doha round. Drake-Brockman 
recommends that Hong Kong, China should instead at least bind the 
current policy of openness to non-local course operators, to provide 
predictability and transparency for the policy, including and with special 
reference to the relationship between publicly funded institutions and 
their self-financing arms. 

The situation in Japan is very different to that in Hong Kong, China, 
since in Japan, 92% of university age individuals are enrolled in higher 
education. Shintaro Hamanaka examines this situation in Chapter 5 (see 
also Pokarier, 2010), and concludes that online study (GATS mode 1) 
remains relatively small in Japan. The number of students offshore 
peaked in the mid-1990s and has since declined. The number of foreign 
students in Japan rose rapidly in the first half of the 1990s, and is now 
about twice the number of Japanese students who are offshore. The plan 
is to double the number again over the period 2010-2020. Hamanaka 
points out that the staff of Japanese universities are more 
internationalized (mode 4) than the student body. Foreign students 
account for about 3% of the student population and foreign staff for 
about 6% of the academic staff. 

Hamanaka concludes that there are few restrictions on modes 1, 2, 
and 4 for higher education in Japan. He also notes that GATS 
commitments are less liberal than actual policy. With respect to mode 3, 
some foreign universities have established campuses in Japan, and were 
free to do so as long as they obtained the required legal status in Japan. 
They did not, however, establish themselves with full university status, 
which is a separate registration process and which was an option open to 
them. Hamanaka says one reason for foreign universities making this 
choice was that the foreign institution would then be subject to the 
regulation applied to local universities, which they found restrictive and 
which they considered would remove some of their distinctive features. 
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Because of this choice, however, foreign universities faced a number of 
disadvantages. In 2004, the government responded to this issue by 
establishing a new arrangement for “Japanese campuses of foreign 
universities.” Hamanaka’s assessment is that this new status overcame 
the disadvantages faced by students at the campuses of foreign 
universities but did not remove the disadvantages associated with the 
operations of those campuses. Hamanaka also observes that the 
registration process for foreign campuses involves not only the 
government but also a council, which involves presidents of universities 
in Japan who provide technical advice on the proposed establishments. 
He argues that the roles of the government relative to this council are 
ambiguous and should be clarified. 

Another question reviewed in the chapter on Japan is the role of host 
or home quality control authorities in supervising foreign campuses in 
Japan. Current policy is to accept the foreign authority’s supervision. 
Hamanaka observes that this approach fails to resolve some issues, such 
as the treatment of students of a foreign campus should it close. He 
suggests that schemes to manage such an eventuality such as 
arrangements for student transfers to other institutions may be superior to 
the imposition of new restrictions on the establishment of foreign 
campuses. 

Malaysia (Chapter 6 by Siew Yean Tham) has experienced rapid 
growth in enrollments as a percentage of all university age individuals, 
from 6% in 1985 to 40% in 2009;e growth in the private sector supported 
this growth. The private sector share of enrollments rose from 15% in 
1985 to 54% by 2010. By 2010, there were just over 1 million higher 
education students in Malaysia, but also there were nearly 80,000 
students studying in higher education outside Malaysia. The 1 million 
students in higher education in Malaysia included 87,000 international 
students; the goal is to raise this number to 150,000 by 2015. 

Tham explains that political and economic forces motivated the 
development of the private providers. The promulgation of the New 
Economic Policy (NEP) in 1970 had the objectives of reducing poverty 

eThe World Bank. 2013. Data: School Enrollment, Tertiary (% Gross), 2008–2012.
http://data.worldbank.org/indicator/SE.TER.ENRR  
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and restructuring Malaysian society by eliminating the identification of 
race with economic function. Its adoption followed inter-ethnic riots in 
1969. Part of the implementation of the NEP included preferential access 
to higher learning institutions through ethnic quotas and increased 
financial sponsorship for the Bumiputera. Tham observes, however, that 
the quotas, coupled with a limited number of public universities in the 
1970s and a growing population, created excess demand, leading to a 
large number of Malaysians, especially Chinese Malaysians, studying 
overseas. Tham argues that, since overseas study was expensive, 
providers emerged, thereby increasing overall access to higher education, 
albeit at significantly higher cost than Malaysia’s subsidized public 
institutions. Tham also notes that the increased access has been 
politically important as it has reduced the potential for ethnic conflicts 
over non-Bumiputeras’ restricted access to public universities.   

An act that also applies to foreign providers now regulates private 
providers in Malaysia. Tham’s assessment is that the act generally treats 
both foreign and private providers equally. The legislation, however, 
imposes an equity cap on foreign investment, although the government 
has discretion to raise the limit to 100%. The act applies rules to the 
operations of private institutions, including those on compulsory subjects 
linked to local culture, and establishes that staff of private institutions 
must have a “permit to teach.” Many private providers established 
themselves via cooperative arrangements such as twinning or franchising 
with international partners; more recently, private institutions can apply 
for university status, rather than college status, but doing so means they 
must drop their international programs for home-grown degrees. 

Separate legislation applies to establish a qualifications framework. 
Tham reports that it is not mandatory to apply for accreditation within 
this framework but failure to do so limits credit transfers between 
institutions and the public sector employment of graduates. Tham notes 
the risk of duplication in these accreditation processes for foreign 
institutions who also meet the requirements of an agency in their home 
country, and argues that if Malaysia is to achieve its goal of achieving 
international higher education hub status, then reducing accreditation 
costs and avoiding duplication of regulation will be important.   



16 C. Findlay, H.K. Nordas & G. Pasadilla 

With respect to policy, Tham reviews WTO and regional trade 
agreement commitments. The modes of supply are mainly unbound 
(without any binding commitments), although some more recent regional 
trade agreements include bindings on the movement of students, in 
particular under franchise and twinning arrangements. Some bilateral 
agreements also include a higher cap on foreign investment in local 
operations. Tham argues that the caution in making commitments arises 
from the “fear of losing flexibility in policy formulation” and the interest 
in meeting the “socioeconomic development agenda.”  

Singapore (Chapter 7 by Toh Mun-Heng) now has high enrollments 
following a series of investments in higher education beginning in the 
1980s (by 2000, Singapore had an enrollment rate of nearly 60% 
amongst university age individuals, compared to just 10% in 1980). The 
next milestone was the adoption of a strategy in the late 1990s and the 
early part of the following decade to enhance Singapore’s 
competitiveness by becoming a “knowledge-based” economy. 
Implementation of this strategy included work to attract foreign 
universities to Singapore and for the country to become an international 
higher education hub. 

Toh reports the growth of private providers in Singapore which, by 
2010, enrolled about 100,000 students, compared to nearly 140,000 in 
the public system. He reviews the private sector’s regulatory 
arrangements, which are significant for cross-border services since they 
apply to foreign providers. He also outlines the regulatory process that all 
providers, local and foreign, must satisfy before they may host 
international students in Singapore; in a hub, foreign campuses may also 
be designed to host international students from other third countries and 
from the provider’s home campus. 

Toh estimates that the Singaporean higher education sector has about 
50,000 international students (compared to about 20,000 Singaporean 
students offshore, an outbound mobility rate of 10%). Both international 
and domestic students receive a subsidized place if they study at local 
institutions, although the subsidy rate is less for foreign students. Toh’s 
estimate of the value of the subsidy for international students (based on 
the gap between fees and estimated service provision costs) could be as 
high as S$190 million a year (if all international students were to accept 
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the conditions associated with the lower fee, which includes a period of 
work in Singapore). Foreign institutions, however, do not have access to 
these subsidies. With respect to quality assurance, Toh reports that there 
is no central accreditation procedure for universities from overseas. The 
assessment of qualifications is a matter for employers. 

Toh argues that the Singaporean higher education sector is relatively 
open, although he also notes that Singapore has made no commitments 
on education in the GATS and that there is only limited coverage of the 
sector in regional trade agreements. 

Doyle, in Chapter 8, reviews the main drivers of trade in audiovisual 
services and the issues of the reconciliation of open trade in audiovisual 
services with cultural objectives.   

The WTO defines the sector to include “motion picture and video 
tape production and distribution services, motion picture projection 
services, radio and television services, radio and television transmission 
services, and sound recording.”f Doyle points out that service providers 
often operate in what the literature calls “two-sided markets,” in which 
two sets of customers are engaged—e.g., viewers and advertisers. The 
ability to charge one group depends on the other’s characteristics. She 
also points out the nonrival feature of content, which contributes to the 
features of the markets for these services, including the low cost of 
providing access to additional consumers; the barriers to entry that this 
cost structure creates; the fewer number of firms that might therefore be 
providers; and the capacity to provide a service worldwide. She also 
notes the presence of a supply chain in content development, which 
creates opportunities for participation by various economies with 
different areas of competitiveness, including through coproduction deals, 
although the ownership of the activities taking place currently resides in 
vertically integrated enterprises. Doyle notes that channel proliferation 
has created scope for delivery of more international content. 

f WTO. 2013. Services: Sector by Sector: Audiovisual Services. http://www.wto.org/ 
english/tratop_e/serv_e/audiovisual_e/audiovisual_e.htm  
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International trade in audiovisual services is growing fast. It is 
estimated to be worth US$10 billion in 2010, and grew at 8% a year from 
2000 to 2010. The largest exporter is the United States and Doyle notes 
the dominance of United States firms driven partly by the size of their 
home market. With respect to film, she contrasts the success of the 
United States with that of India, which produces more movies but earns 
less revenue than the United States majors (which account for nearly 
two-thirds of global box office revenues). There are significant regional 
markets as well, in which there is a demand for specific local content and 
some such markets have grown rapidly; despite this, the United States 
continues to dominate exports. Doyle argues that lack of diversity (which 
is assumed to be of social value) in the global market founds a case for 
policy intervention in particular economies. Related arguments for policy 
intervention include the balance of payments for audiovisual services. 

A key issue in the audiovisual sector is policy for diversity of 
content. Consumers value diversity itself. Doyle points out, however, 
that cultural diversity is not the only driver of governmental intervention. 
Other drivers include the expectation that content production protection 
will “create jobs” and that a sector that produces content will have 
spillovers for the creation and application of other digital technologies, 
which in turn will add to productivity growth. Local content also helps 
“sustain identities” and can promote tolerance and social cohesiveness, 
according to views Doyle discusses. 

Examples of interventions include barriers to trade in audiovisual 
services and local content regulation, including compulsory quotas. 
Doyle discusses the manner in which measures like these might impede 
international trade, and notes that such measures are often difficult to 
enforce. Joint production, in an attempt to avoid the impact of barriers to 
trade and local content regulations, however, is one consequence of these 
interventions. Another policy is to impose barriers to the movement of 
people and yet another rules on foreign investment in content production. 
Governments also employ subsidies and tax concessions. These may be 
delivered directly, or via support for publicly owned entities, like 
broadcasters who also provide content. There are also examples of 
special grants to groups of minority communities. Some of the arguments 
for interventions of these types also sound like the case for anti-dumping 
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measures, since, given the cost structure of the sector, United States 
content providers have been able to recoup their fixed costs through sales 
in the home market and are able to recover smaller margins offshore.  

Sauve and Steinfatt (2000, p. 338—Box 13.2) present a list of 
measures including the following (see also Messerlin, 2000): 

(i) Subsidies, involving the provision of grants and loans for the 
production of cultural works, most notably audiovisual 
products;

(ii) Domestic content rules, especially measures regulating radio 
and television broadcasting content;  

(iii) Market access restrictions, in particular measures that control 
access to film markets, including screen quotas for cinemas; 
rebates on box office taxes for cinemas that show national 
films; prohibitions of dubbing of foreign films; dubbing 
licences (in one example they present, film distributors can 
only receive a dubbing licence for foreign films when they 
contract to distribute a certain number of national films); 

(iv) Regulatory/licensing restrictions, especially measures that 
control access to radio or television broadcasting through 
regulatory or licensing restrictions;  

(v) Tax measures, for example, some countries use taxes on box 
office revenues, on receipts of broadcasters and on 
videocassettes to finance support for local film production;  

(vi) Foreign investment and ownership covers measures restricting 
foreign investment and ownership, including divestiture 
polices; and 

(vii) Border measures, which may include tariffs or quantitative 
restrictions.

Messerlin (2000) points out that the implementation of these 
measures requires some assessment of the origin of cultural content. He 
observes that the GATS provides no guidance on this question. He 
argues that, for policy pursued in the interests of attaining cultural goals, 
there is no necessary association between the inputs used and the cultural 
content of the final services. A French director could easily make a 
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Hollywood film, for example, and a director from outside France could 
make a film “permeated with French culture” (p. 308). He notes the 
French regime includes a checklist of 12 items, which include not only 
the actors’ identities but also the equipment used. 

The WTO reports that “(a)udiovisual services is one of the sectors 
where the number of WTO members with commitments is the lowest 
(30, as of 31 January 2009), although many of the most important 
producers have some commitments.”g Most of these relate to film and 
not radio or television. 

In Chapter 8, Doyle reviews the European debates on liberalization 
of the audiovisual sector. She notes the argument that cultural diversity 
in Europe must be defended “tooth and claw.” New technology lowers 
the costs of distributing material and might have been a force for a larger 
integrated market. Instead, Europe has seen a greater concentration on 
consumers using material that meets their cultural background, and 
which is now easier to access. At the same time, the United States 
continues to dominate the box office. Doyle argues that the new 
technology is not going to deliver the extent of diversity that may be 
valued in the political system, but, at the same time, technology’s 
evolution creates a more challenging environment to run policy 
effectively.  

With respect to policy design, Messerlin (2000) points out the value 
of distinguishing between the platforms used to distribute cultural 
products and the cultural content of such products. The former, he argues 
(drawing on the history of publishing and of art), benefits from 
liberalization, which lowers the costs of distributing culture and makes 
available new technology. If concerns remain about the level of cultural 
output or activity that embodies culture, then Messerlin argues that 
governments need to provide support directly and “at the source.” To do 
otherwise would simply create rents for the industrial sector, which could 
also be a foreign-owned sector. Messerlin also observes that, in the 
audiovisual sector, technological change is making this distinction 

g WTO. 2013. Services: Sector by Sector: Audiovisual Services. http://www.wto.org/ 
english/tratop_e/serv_e/audiovisual_e/audiovisual_e.htm  
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between what he calls the “industrial component” and the “cultural 
component” even more useful.    

Messerlin notes the difficulty of applying bureaucratic processes in a 
democratic regime in making policy decisions about the support of 
culture and argues for a more distributed model in which “patrons” 
compete to establish their contribution to maintaining the culture they 
value. He also questions the link typically assumed between the “nation” 
and one “national culture,” noting that within most countries, there is 
generally a diverse set of “cultures.” He points as well to the scope for 
large distributors to emerge as modern “patrons” of local culture. 

The evolution of technology also creates challenges for copyright 
protection. Doyle also points out that, despite the presence of 
international agreements on copyright protection, there is still a range of 
views on the value of “strict and effective enforcement of copyright.” 
The extent of copyright enforcement varies between countries, she points 
out. There is also a debate between those who argue that, with easier 
distribution, stricter copyright enforcement is required to protect the 
interests of content owners and to create incentives to create content, and 
those who think that such restrictions reduce access and lower welfare as 
a result and who also think that, in any case, new technologies makes 
enforcement impossible. As Doyle points out, digitization has led to a 
reassessment of the costs and benefits of enforcement.  

Doyle notes a case that demonstrates that copyright protection does 
not support trade restrictions. Australia has hotly debated this matter. In 
2009, the Australian Productivity Commissionh examined provisions of 
the Copyright Act 1968 that restricted the parallel importation of books. 
Its findings were made in relation to the distribution of books, but the 
same points apply to other modes of delivery in which a restriction on 
“parallel imports” is in place. The Commission found that the legislation 
restricted access to alternative sources by booksellers and consumers, led 
to higher prices as a result, and saw most benefits accruing to publishers 
and authors, with costs borne by consumers. The Commission also found 
that while consumers benefited from the cultural value of protected items 

hProductivity Commission. 2009. Copyright Restrictions on the Parallel Importation of 
Books. http://www.pc.gov.au/projects/study/books/report  
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that are significant in that respect, and that, in the process of protecting 
such items, the regime did contribute to their cultural externalities, the 
regime did not sufficiently differentiate between high-value and low-
value items and created benefits for distributors, including those based 
offshore. Doyle also points out that trade and diversity are compatible, 
when policy measures (even apparently discriminatory measures) for 
diversity also promote market access.  

As noted, while the United States is a dominant provider of 
audiovisual content, in some economies, audiovisual content production 
is also growing rapidly in other countries. It is interesting to examine 
Indian and Korean experiences in this respect. 

Mukherjee, in Chapter 9, reviews the Indian experience. In the first 
decade of the century, there were high growth rates in production of 
audiovisual content; revenue almost doubled from 2005 to 2012. 
Mukherjee reviews the features of all the audiovisual subsectors, noting 
that television revenue is nearly four times greater than film revenue. 
India produces nearly twice as many films as the United States, but 
remains a relatively small exporter. At the same time, foreign films 
account for about 8% of box office revenue. Mukherjee cites statistics 
that in 2005, India accounted for 2.5% of world film exports, and notes 
the country remains a small importer. Foreign direct investment flows in 
the sector, in both directions, are small.  

Mukherjee reviews the sector’s regulatory arrangements. These 
include regulation of access to facilities to distribute content, rules on 
foreign investment (which were relaxed, though a cap remains in the 
cable network), and import quotas (which were removed in 1992). The 
government subsidizes the production of content, including by foreign 
companies, and there is an Indian public broadcaster. Mukherjee stresses 
that India is a federal structure and policy may vary by state; for 
example, there are variations in tax rates applying to the audiovisual 
sector. The federal government has amended legislation referring to 
copyright on a number of occasions, to align to international 
commitments and to take account of technological changes. However, 
Mukherjee considers piracy remains a major issue. 

Mukherjee reviews India’s commitments in the WTO in this sector 
and in regional trade agreements. There are virtually no such 
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commitments, yet the domestic policy regime is relatively liberal. The 
author notes the value of making a package of offers linking audiovisual 
with telecommunications and computer software. Commitments in 
regional agreements do not add to those in the WTO. There is, in other 
words, a significant amount of “water” in the treatment of policy in these 
agreements. 

Mukherjee concludes with an assessment of the sector’s strengths 
and challenges. The market’s size and growth is a strength and India has 
the scope to be a provider to a global audience interested in Indian 
cultural content. The sector is open (though policy is not bound) and 
India has substantial experience in positioning itself in global supply 
chains. Challenges are the effects of piracy, the consequence of more 
than one government agency making policy, the impact of state-level 
policy, the poor quality of infrastructure, and constraints on access to 
skilled labor. 

In Chapter 10, Song traces the evolution of the Korean audiovisual 
sector. Early growth in the film industry in the 1950s was slowed down 
by laws on censorship and then by the entry of television in the late 
1960s. Contributors to revival were international recognition for Korean 
films in the 1980s and the removal of censorship. A quota system on 
foreign films continued to apply across the 1980s, but with some 
relaxation in the late 1980s. Korean films then lost market share and 
were down to 16% of domestic box office revenues in the early 1990s. 
At that time, the Korean conglomerates started to invest in films and 
quality and diversity improved. Song then documents the film industry’s 
more rapid growth in the 1990s and the first years of the 21st century. 
Sales grew both inside and outside the Republic of Korea. By 2010, the 
share of Korean films in domestic box offices revenue was nearly 50%. 

Korean television has grown rapidly, but at a fluctuating rate. Modes 
of delivery have diversified and there has been a rapid take-up of new 
technology. The Republic of Korea has also become an important 
supplier of programs, especially to other economies in Asia, and this 
includes not only television shows but also music. At the time of writing, 
the hit music single “Gangnam Style” was another example of the 
industry’s reach outside the Republic of Korea. 
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One might think that shared cultural features explain the Korean 
success throughout Asia, but Shim (2006) argues that “cultural 
proximity” is not enough to explain, for example, the success of 
“Korea-pop” (“K-pop”) across the region. Relevant to the debate about 
diversity and the maintenance of local culture, Shim argues that 
“globalization, particularly in the realm of popular culture, breeds a 
creative form of hybridization that works towards sustaining local 
identities in the global context” (Shim, 2006, p. 39). There may also be 
a link between cultural exports and trade in other goods and services, 
such as food and tourism.  

Since 1967, a key Korean policy measure has been the screen quota 
system. Research on its impact often finds that the effectively enforced 
Korean screen quota system did not help to contribute to domestic films’ 
box office performance. Lin (2012) reviews this literature. Production 
budgets, critical reviews, and the number of screens contribute 
significantly to Korean movies’ recent success. Lee and Bae (2009) 
examine the impact of the screen quota system and other factors on the 
self-sufficiency ratio (the percentage of domestic films’ share in gross 
box office revenues). They find that the quota system is not a significant 
predictor of this ratio. The implication is that the system may not be an 
effective mechanism to limit the number of foreign film screenings in 
domestic theatres. With respect to Korean policy commitments, in the 
GATS, production of content but not broadcasting shows no restrictions, 
other than mode 4, which is unbound. These subsectors are open to 
foreign investment and these policies are included in the commitments in 
the GATS. In the Republic of Korea’s case, there is an example of a free 
trade agreement producing results in addition to commitments in the 
WTO. Negotiations with the United States on a bilateral agreement, 
signed in 2007 and entered into force in 2012, were preceded by a 50% 
reduction in the screen quota (this was put in place in 2006) and the 
quotas that also apply in broadcasting. The Office of the United States 
Trade Representative summarizes the results, noting that the agreement:i  

                                                           
iOffice of the United States Trade Representative. 2009. Summary of the US–Korea FTA. 
http://www.ustr.gov/about-us/press-office/fact-sheets/2009/april/summary-us-korea-fta  
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“Ensures improved market access for U.S. broadcasting and 
audiovisual service providers, including through a commitment 
by the Republic of Korea to allow within three years 100 
percent foreign ownership of program providers for U.S. firms 
that establish a Korean subsidiary. 
Agreement by the Republic of Korea to decrease Korean TV 
content quotas for film and animation and to increase the 
allowable content from a single country. 
Locks in all other Korean content requirements at the least 
restrictive level allowed under current law, including the 
motion picture screen quota. 
Contains a commitment by the Republic of Korea to permit 
U.S. investment in (internet TV) and to bind Korean content 
quotas in the platform.” 

Elaborate regulatory structures apply in both the education and 
audiovisual sectors, and the consequences are that those structures not 
only limit entry by domestic providers but also discriminate against 
foreign providers. There are objectives that justify a review of policy, 
such as matters related to the information available to education 
consumers, other aspects of consumer protection, support for a variety of 
cultures that reside within a nation and sometimes, though becoming less 
important, matters of competition policy.    

How to respond? The best approach is to respond to these issues with 
policy directed at the source of the problem at the same time as adopting 
policy that promotes competition and access to internationally provided 
services in all GATS modes. A policy that restricts entry and trade is 
unlikely to be the most efficient way to resolve identified policy 
problems.   

Commitments in international trade agreements might be useful to 
bind the policy regime so created. This chapter, for example, argued for 
that approach to policy in Hong Kong, China. As noted, so far, there 
have been few commitments in this sector, which is surprising, especially 
for those countries wanting to become a hub and present a predictable 
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policy regime. Apparently, the interest in maintaining “flexibility” is 
more important. Messerlin (2000) also suggests constructing a reference 
paper for audiovisual services designed to direct available support to 
cultural outputs themselves rather than the delivery systems or other 
“industrial” products. He also points out that while a reference may be 
necessary for the better design of support for audiovisual services, it will 
not be sufficient and domestic regulatory reform is required. 

Of additional value, therefore, is to:  

(i) Make the policy framework transparent, as the country chapters 
in this volume attempt; 

(ii) Assess each policy’s purpose and the availability of lower-cost 
alternative measures that might achieve the same purpose; and 

(iii) Adopt new policy and schedule its introduction, with a regular 
review process and with relevant commitments in the GATS. 

This approach focuses on work on reforming domestic regulation 
and not on international negotiation. The contribution of the WTO is its 
principles, not its processes (Dee & Findlay, 2007). In fact, a decision to 
lead off with international negotiation risks an even worse outcome, 
associated with the granting of concessions within a highly regulated 
market. This risk is especially high when commitments made through 
preferential trading arrangements drive the reform process.    

In the context of that work, for education at least, the principles 
framework developed by the OECD for education provides a checklist of 
measures to examine. The APEC agenda provides a reference to the 
project’s goals, with its focus on mobility in all modes of supply. The 
APEC approach to capacity building also provides a model of 
cooperation in managing policy work of this type. It would be possible, 
as Messerlin (2000) proposes, to develop a similar approach for 
audiovisual services. Work in both areas could draw on the catalogues of 
measures presented here for these sectors, including, for education, the 
barriers to exports. 
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Examples of barriers to imports of education services 

Mode 1:  
Cross-border
trade, e.g., 
downloading
courses from 
the Internet 

Restrictions on downloading 
educational material from the 
internet, be it from a domestic or 
foreign supplier 

Restrictions on downloading 
educational material from 
foreign internet sites  

Requiring foreign suppliers of 
internet education courses to be in a 
partnership or joint venture with a 
local institution  

Restrictions on which courses 
foreign suppliers of distance 
education can provide  

An economic needs test attached to 
registration, authorization or licensing 
of all education providers, including 
those supplying via distance 
education 

Restrictions on the import and 
distribution of educational 
materials or software from 
foreign institutions providing 
distance education 

Restrictions on the recognition of 
qualifications obtained from any 
distance education supplier 

Restrictions on the local 
accreditation of foreign 
distance education suppliers, 
or on the recognition of 
qualifications obtained from a 
foreign distance education 
supplier 
Restrictions on cross-border
payment or credit card 
transactions 

Mode 2: 
Consumption 
abroad, e.g., 
home students 
moving 
overseas to 
study 

Since the home economy has no 
jurisdiction over the foreign service 
supplier, it can mostly limit foreign 
supply only indirectly by restricting 
the local consumer. Such restrictions 
on consumers are unlikely to also 
affect local suppliers. Hence it is 
unlikely that there would be 
limitations on market access for 
imports of education services 
delivered via this mode.  

Restrictions on foreign 
education institutions 
advertising locally or 
recruiting local students 

Quotas on the number of local 
students going overseas to 
study 

(Continued)
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Foreign currency restrictions 
on local students studying 
abroad
Restrictions on the 
recognition of overseas 
qualifications for institutional 
credit 
Restrictions on the
recognition of overseas 
qualifications for professional 
licensing and accreditation 

Mode 3: 
Commercial 
presence, e.g., 
foreign
institutions 
establishing a 
local campus 

An economic needs test attached to 
registration, authorization or licensing 
of all education providers 

An economic needs test 
attached to registration, 
authorization or licensing of 
foreign education providers 

A requirement that the foreign 
institution incorporate locally 

A restriction that prevents 
foreign tertiary institutions 
from using the term 
‘university’ in the title of their 
local campus  

A requirement that the foreign 
institution operate in a joint venture 
with a local institution 

Restrictions on the scope of 
services that the local campus 
of a foreign institution can 
provide

Restrictions on the number of foreign 
teachers that local institutions can 
employ 

Restrictions on the number of 
students that the local campus 
of a foreign institution can 
service 

Limits on foreign equity in local 
institutions  

A residency requirement on 
the management of the local 
campuses of foreign 
institutions 
Discriminatory quality 
assurance requirements on the 
local campuses of foreign 
institutions 
Restrictions on the ability of 
the local campuses of foreign 
institutions to grant degrees, 
or restrictions on the 
recognition of those degrees 
Restrictions on the ability of 
the local campuses of foreign 
institutions to charge fees 

(Continued)
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Restrictions on the ability of 
the local campuses of foreign 
institutions to gain access to 
producer subsidies  
Restrictions on the ability of 
the students of local 
campuses of foreign 
institutions to gain access to 
consumer subsidies 

Mode 4: 
Movement of 
natural persons, 
e.g., foreign 
teachers coming 
to deliver short 
courses 

An economic needs test attached to 
registration, authorization or licensing 
of all education providers, including 
foreign teachers 

Nationality of citizenship 
requirements to teach locally 

Quotas or economic needs tests on 
the numbers of temporary staff 
employed by local institutions 

A prior residency requirement 
to teach locally 

Labor market testing for the contract 
employment of foreign teachers 

Restrictions on the 
recognition of the 
qualifications of foreign 
teachers 

Source: Dee, P. 2010. International Student Movements and the Effects of Barriers to 
Trade in Higher Education Services. In C. Findlay and W. Tierney, eds. Globalisation
and Tertiary Education in the Asia-Pacific: The Changing Nature of a Dynamic Market.
Singapore: World Scientific. 
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CHAPTER 2 

FROM CROSS-BORDER HIGHER EDUCATION TO TRADE IN 
EDUCATION SERVICES 

Stéphan Vincent-Lancrina 

1. Introduction 

The inclusion of educational services in the negotiations under the 
General Agreement on Trade in Services (GATS) in the World Trade 
Organization (WTO) has triggered many concerns in the education 
community about the liberalization of post-secondary education. It has 
also raised awareness of the increasing importance of trade in cross-
border higher education (OECD, 2004a). While globalization, research 
excellence, and international rankings have overtaken trade as central 
concerns of the higher education community (OECD, 2008; OECD, 
2009), international trade has become a much better accepted, albeit still 
not central, dimension of country and institutional policies in cross-
border higher education. 

A growing number of people choose to study abroad, enrol in foreign 
programs or institutions located in their country, or simply to use the 
internet to take courses provided by universities or other higher 
education institutions based abroad. These forms of cross-border higher 
education offer increased opportunities for improving the skills and 
competencies of individual students. They also have the capacity to 
enhance the quality of national higher education systems. They may also 
act as engines for innovation and capacity development, provided they 
attempt to benefit the human, social, economic, and cultural development 
of the country sending international students or receiving foreign 
                                                           
a Stéphan Vincent-Lancrin is a Senior Analyst and Project Leader at the OECD 
Directorate for Education. Contact: Stephan.Vincent-Lancrin@oecd.org. The analyses 
given and the opinions expressed in this chapter are those of the author and do not 
necessarily reflect the views of the OECD and of its members. 
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programs and campuses (OECD & World Bank, 2007; OECD, 2010b). 
Cross-border education, including student mobility, is also a major 
source of international trade in education. 

The number of foreign students in the OECD area rose by 149% 
between 1998 and 2011 to reach 3.3 million (OECD Education 
Database). Academic mobility is also increasing. In the United States, 
the number of international scholars visiting United States universities 
rose by 92% between 1994 and 2012 to reach 115,313 (IIE, 2012). The 
trend of increasing academic mobility also applies to Japan and the 
Republic of Korea, where inbound mobility more than doubled in the last 
decade. There is also increased academic mobility within Europe 
(Vincent-Lancrin, 2009; Marginson & van der Wende, 2009b). 

The growth of cross-border higher education is the result of several 
different but not mutually exclusive factors: countries’ desire to stimulate 
academic and cultural exchange; the greater mobility of qualified people 
and professionals within a global economy; the desire of higher 
education institutions to accrue additional income or raise their profile 
and visibility on the national and international stages; the need to benefit 
from an economically active population with a higher level of education 
in emerging or aging economies; or even the desire to transform higher 
education into an export service sector (OECD, 2008a). 

Although international mobility has been a tradition in the academic 
world, its dynamic has changed deeply. Twenty years ago, international 
mobility mostly reflected political, geostrategic, cultural, and 
development aid motivations: countries encouraged mobility as a way to 
open up to the world, hoping to create elite international networks. 
Historically, universities welcomed foreign students but did not make 
any special effort to recruit them. Today, however, in addition to the 
sorts of motivations that have historically underpinned cross-border 
higher education, countries also have short-term economic motivations 
for promoting it: governments often perceive cross-border higher 
education as an economic development lever, including sometimes as a 
revenue-generating export industry. Educational institutions now also 
perceive cross-border higher education as a source of competitive 
advantage.
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This chapter focuses on some trade dimensions of cross-border 
higher education. It first maps different forms of cross-border higher 
education against the GATS framework of trade modes, before 
presenting significant trends for these different modes with a focus on 
Asia. The chapter also discusses the economic importance of trade in 
higher education by discussing two types of data sources—international 
data and specific domestic studies. It also highlights some regulatory 
issues related to trade in higher education and argues that the 
recommendations of the UNESCO/OECD Guidelines for Quality 
Provision in Cross-Border Higher Education provide a framework to 
address these issues. The chapter concludes with a call for a better 
understanding of the conditions for the emergence of a market for 
commercial cross-border higher education. 

Cross-border education refers to the mobility of teachers, students, 
programs, institutions/providers, or course materials across national or 
jurisdictional borders. Depending on who or what crosses the border, 
cross-border education can take three different forms—people mobility, 
program mobility, or institution mobility (Knight, 2003b):  

A person can go abroad for educational purposes (people 
mobility)—e.g., there can be cross-border higher education 
through students (student mobility) and academics/trainers 
(academic mobility) going abroad to study or teach. Column 3 
of Table 2.1 lists more examples. 
An educational program or curriculum can go abroad 
(program mobility)—e.g., there can be cross-border education 
taking place through the mobility of educational programs and 
curricula across borders via e-learning, educational 
partnerships with a foreign institution to deliver joint courses, 
elaboration of joint curricula, or the undertaking of any other 
joint educational arrangement. Column 3 of Table 2.1 lists 
more examples.  
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An institution or provider can locate or invest abroad for 
educational purposes (institution mobility)—e.g., there can be 
cross-border education through an organization setting up a 
branch campus abroad, partnering with a foreign university, or 
buying a foreign educational institution. Column 3 of Table 2.1 
lists more examples.  

Each of these means of delivery—people mobility, program 
mobility, and institution mobility—can exist alone, but cross-border 
education often involves more than one means of delivery. For example, 
when two universities set up an international academic partnership, it 
often involves mobility of students and staff between the two universities 
(people mobility), some co-ordination of the academic curricula 
(program mobility) and, possibly, the award of a joint (or double) degree 
recognised in both countries (program mobility). When an educational 
institution sets up a branch campus abroad (institution mobility), the 
students often attend the mother educational institution for a period and 
academic staff from the mother institution may go abroad to teach in the 
branch institution (people mobility), but there may also be cross-border 
delivery of education through e-learning (program mobility). 

It is possible to carry out each of these three means of delivery—
people, program, and institution mobility—under different 
arrangements—development assistance arrangements, academic 
partnerships, and commercial partnerships:

Development assistance arrangements are those in which 
institutions or students receive development aid funding to 
deliver or undertake cross-border education.  
Academic partnerships are cooperative arrangements between 
educational institutions undertaking joint academic activities 
and generally involve cross-border mobility of students, 
academics/trainers, or programs on a non-commercial basis.  
Commercial partnerships involve the (in recent times 
increasing) delivery of cross-border post-secondary education 
for profit or through commercial partnerships. It should be 
noted that while commercial partnerships between education 
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institutions may cover the same activities as “academic 
partnerships” (that are non-commercial), the distinction 
between “academic partnerships” and “commercial 
partnerships” reflects the conventional understanding of 
“academic partnerships” in the education community in most 
OECD countries. 

Table 2.1. Types of cross-border education activities and GATS mode correspondence 

Students Student 
mobility 

(1) Full study 
abroad for a 
foreign degree 
or qualification 

(2) Part of 
academic 
partnership for 
home degree or 
joint degree 

(3) Exchange 
programs

The largest 
share of 
cross-border
education 

Mode 2 
(presence
of natural 
persons)

Academics/ 
trainers 

Academic/ 
trainer 
mobility 

(1) For 
professional
development

(2) As part of 
an academic 
partnership 

(3) Employ-
ment in a 
foreign
university

(4) To teach in 
a branch 
institution 
abroad 

An old 
tradition in 
the education 
sector, which 
should grow 
given the 
emphasis on 
mobility of 
professionals
and
international-
ization of 
education
more 
generally

Mode 4 
(presence of 
natural 
persons)

(Continued) 
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Educational
programs

Academic 
partnerships
and             
e-learning 

(1) Joint course 
or program with 
a foreign 
institution 

(2) E-learning 
programs

(3) Selling/ 
franchising a 
course to a 
foreign
institution 

Academic 
partnerships
represent the 
largest share 
of these 
activities  

Franchising 
and             
e-learning 
are small but 
rapidly 
growing
activities 

Mode 1 
(cross-
border
trade) 

Institution Foreign 
campuses 
and foreign 
investments

(1) Opening of 
a foreign 
campus

(2) Buying (part 
of) a foreign 
educational
institution 

(3) Creation of 
an educational 
provider abroad 

A trend 
increasing
very quickly 
from a 
modest
starting 
point, but 
bound to 
remain
relatively 
small 

Mode 3 
(com-
mercial 
presence) 

Notes: The “GATS mode” column is based on the GATS classifications. Mode 4 
excludes persons entering the labor market of the host country. Thus, there is 
disagreement amongst WTO members as to whether mode 4 covers foreigners employed 
by domestic companies of the host country or only those working on a contract basis. 

The GATS distinguishes between four “modes of supply” through 
which services can be traded. Table 2.1 maps the different types of cross-
border education that one might consider commercial partnerships (as 
distinct from development assistance arrangements and academic 
partnerships) against the GATS modes of supply. 

The WTO designed the modes framework for the geometry of GATS 
commitments and the framework encompasses a range of cross-border 
activities of the types listed in Table 2.1, although not necessarily under a 
single mode. For example:  
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Cross-border higher education via people mobility includes 
student and academic mobility; student mobility corresponds to 
mode 2 (consumption abroad) and academic mobility to 
mode 4 (presence of natural persons).  
Cross-border higher education through program mobility
corresponds to mode 1 (cross-border trade) when it takes the 
form of distance education or e-learning.  
Cross-border higher education through institution mobility
corresponds to mode 3 (commercial presence).  

It is worth noting that academic partnerships generally fall under 
several categories because they often involve mobility of students and 
academics/trainers (modes 2 and 4), as well as a commercial presence 
and e-learning (modes 3 and 1).  

Although there are straightforward correspondences between the 
means through which cross-border higher education takes place and the 
GATS modes, as shown in Table 2.1, not all cross-border education 
activities are commercial supply falling under the GATS. Commercial 
activities are only a subset of cross-border higher education (as noted 
above, the other forms of cross-border higher education besides 
commercial partnerships are development assistance arrangements and 
academic partnerships), and, in some countries, only a very small subset. 
For example, the GATS only covers student mobility when this involves 
the commercial supply of a service; students moving under aid programs 
or non-commercial exchange programs would not fall under GATS 
mode 2. GATS would not cover non-commercial academic partnerships, 
although it would cover joint ventures between foreign and local 
universities in establishing branch campuses if they operated under a for-
profit regime. Using the GATS framework to talk about the different 
types of cross-border higher education can be misleading as it could give 
the wrong impression that all activities described above will count as 
trade or as falling under it in the GATS or trade agreements, when this is 
generally not the case. 
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Two words summarize the major trends in cross-border higher education: 
growth and diversification. The number of foreign students enrolled in 
foreign education programs (or abroad) has grown, and there has been 
diversification of the countries of destination, with less concentration in 
the top receiving countries. There has also been diversification of the 
cross-border education offer with the emergence of new forms of and 
arrangements for cross-border mobility. 

Cross-border higher education has evolved differently depending on 
the OECD country and region. Generally speaking, student mobility in 
the last three decades has been induced by political action in Europe with 
policy programs such as Erasmus and by significant demand by students 
in the Asia Pacific region. North America has always been a magnet for 
foreign students: it is only in recent years that the United States has had 
to adopt a more proactive approach to the recruitment of international 
students, as it has seen its world share of foreign students decline. 
Furthermore, education institutions themselves have decided to open 
branches or provide courses abroad, thereby enabling host country 
residents to enrol in a foreign institution without leaving their national 
territory. The substantial autonomy granted to higher education 
institutions in certain countries and the policies adopted by the host 
countries have facilitated such actions (OECD, 2004a). 

Several recent OECD publications (OECD, 2004a; OECD 2004b; 
OECD, 2006; OECD, 2007; OECD, 2008b; OECD 2009) present and 
analyze the major trends in cross-border higher education and the 
concomitant political issues. The OECD publishes and updates regularly 
statistics regarding student mobility (OECD, 2013). Unfortunately, there 
appears to be no systematic, harmonized collection of data regarding 
program and institution mobility, except in a few countries such as 
Australia. 

International student mobility constitutes the main form of cross-border 
higher education. In 2011, the world had 4.3 million foreign students—
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nearly four times more than there were thirty years before (see Box 2.1 
for definitions). b  As of 2011, OECD countries hosted approximately 
3.3 million foreign students (Figure 2.1a), or about 77% of the world 
total. As of 2011, two-thirds (68%) of all foreign students located in the 
OECD area were from a non-OECD member country, a percentage that 
has applied since 1998. These two proportions have remained relatively 
stable in the past decade, even though a greater share of foreign students 
now studies outside the OECD area. Mobile higher education students as 
a percentage of the total number of world higher education students 
changed little between 1998 and 2009, staying at around 1.8–2%, but has 
started to rise after 2009, and may well continue to do so (UNESCO and 
OECD data). Nevertheless, as mobile international students mostly study 
in an OECD country, in which the expansion of higher education has 
been slower than in the rest of the world, between 1998 and 2011 the 
proportion of international and foreign students in the education systems 
of OECD countries has increased sharply, most than doubling over this 
period, from 4.5% to 10.3% on average for an OECD country 
(Figures 2.1b and 2.1c). 

Box 2.1. Foreign and international students in international statistics 

International statistics on student mobility have improved in recent years, but are 
still limited. In 2006, for the first time, the OECD published data on “mobile 
international students” in addition to publishing data on “foreign students.” The 
OECD identifies “foreign students” by their nationality (foreign students are those 
who have a different nationality to the host country’s citizens) and “international 
students” by their previous country of study (international students have a different 
previous country of study than the country in which they study). Certain countries 
and organizations identify international students as having a different previous 
country of residence. National data on “foreign students” include both resident and 
non-resident higher education students (levels 5a, 5b and 6 of the International 
Standard Classification of Education). Thus, indicators of “foreign” students 

(Continued) 

b The figures used in this chapter are, unless otherwise mentioned, those of the OECD 
education database for all member and non-member countries covered by this database 
(OECD, 2013), and those of UNESCO for all other countries (UNESCO database: 
http://www.uis.unesco.org). When the 2011 data are missing, the latest available year is 
used as an estimate. 
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generally overestimate genuinely mobile international students (see Figures 2.1b 
and 2.1c).  

For the 21 countries for which the information above is available, international 
students represented, on average, 71% of foreign students in 2011, but the 
differences between the countries are sometimes considerable: 

20% of  Norway’s foreign students are international students.  

Around 55% of the foreign students in Canada, Ireland, New Zealand, Spain, 
and Portugal, are mobile. 

In seven countries (Australia, Hungary, Iceland, Finland, Poland, Japan, and the 
Slovak Republic), more than 80% of all foreign students are mobile.  

In principle, available data only take into account the foreign students enrolled in 
programs for at least one full-time equivalent semester. Students sent abroad for 
shorter periods who remain enrolled in their institution of origin and/or who 
continue to pay tuition fees to this institution should not be listed as foreign 
students in the host country. Although foreign students may not be international 
students (mobile), this chapter focuses, for practical reasons, on the data regarding 
foreign students as an approximation of student mobility: they are available for a 
larger number of countries and are the only type of data enabling a longitudinal 
approach. 

A general feature of the data is that the fewer foreign students a 
country receives, the more these students tend to come from neighboring 
countries or countries from the same continent. Thus, 99% of the foreign 
students hosted by Sub-Saharan African countries are themselves from 
Sub-Saharan Africa, approximately 80% of the foreign students hosted 
by Latin American countries are themselves from Latin America, 
approximately 80% of foreign students hosted by Southern Asian and 
Pacific countries are themselves from Southern Asian and Pacific 
countries, and nearly 70% of foreign students in Arab and Central Asian 
countries are themselves from Arab and central Asian countries 
(UNESCO, 2006). By contrast, only 27% of all foreign students hosted 
by Western European and North American countries are themselves from 
Western Europe and North America (UNESCO, 2006). 

Europe was the main host region of the OECD area in 2011, catering 
to 1.8 million foreign students, i.e., 55% of the foreign students recorded 
by statistics in the OECD area were studying in Europe and between 
2000 and 2011, there was a 121% increase in the number of foreign 
students in the entire OECD area who were studying in Europe. Europe  
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Fig. 2.1a. Number and percentage of foreign and international students in the OECD area, 
2011—Number of foreign students.  
Notes: See Box 2.1 and OECD (2013) for the definitions. The statistical data for Israel 
are supplied by and under the responsibility of the relevant Israeli authorities. The use 
of such data by the OECD is without prejudice to the status of the Golan Heights, East 
Jerusalem and Israeli settlements in the West Bank under the terms of international law. 

is the number one host region for European, African, and American 
students, and an attractive region for students from Asia as well. At the 
beginning of the Bologna Process in 1998, a time when European 
political decision-makers perceived European higher education as 
unattractive to foreigners, Asian students were the only ones relatively 
reluctant to study in Europe: 49% of them opted for North America 
compared with only 32% for Europe (Table 2.2). The situation was more 
balanced in 2011 (Table 2.2). OECD countries in North America 
welcomed 913,000 foreign students, which was 60% more than they did 
in 2000, but have slightly lost ground for Asian and American students. 
Finally, member countries from Asia and the Pacific recruited 
553,000 foreign students, which was 201% more than they did in 2000,  
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Fig. 2.1b. Number and percentage of foreign and international students in the OECD 
area, 2011—Percentage of foreign students in the tertiary education system.  
Notes: See Box 2.1 and OECD (2013) for the definitions. The statistical data for Israel 
are supplied by and under the responsibility of the relevant Israeli authorities. The use of 
such data by the OECD is without prejudice to the status of the Golan Heights, East 
Jerusalem and Israeli settlements in the West Bank under the terms of international law. 

notably by enhancing intra-regional mobility. There has been no major 
change in the relative composition of their foreign student body in the past 
decade, except for a slight increase in the share of Asian students hosted. 

In terms of outgoing mobility, nearly half of the foreign students in 
the OECD area were from Asia, with 1.6 million students abroad in 
2011, which was 2.7 as many who were in 1998. The Asia-Pacific region 
is the region where the share in total enrollments of foreign students has 
increased the most. Europe had 917,000 students abroad (115% more 
than in 1998); Africa had 345,000 (154% more than in 1998); 
South America 133,000 (58% more than in 1998); North America 
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Fig. 2.1c. Number and percentage of foreign and international students in the OECD area, 
2011—Percentage of international students in the tertiary education system.  
Notes: See Box 2.1 and OECD (2013) for the definitions. The statistical data for Israel 
are supplied by and under the responsibility of the relevant Israeli authorities. The use of 
such data by the OECD is without prejudice to the status of the Golan Heights, East 
Jerusalem and Israeli settlements in the West Bank under the terms of international law. 

178,000 (104% more than in 1998); and Oceania 26,000 (twice as much 
as in 1998). The lower increase in the outgoing mobility (the mobility of 
people leaving the country) in South America is perhaps related to 
mobility towards non-OECD member countries; however, as non-OECD 
member countries only host about 20% of the worldwide mobility, it 
more likely reflects a lower increase. 

The geographical breakdown of hosted foreign students varies 
depending on the major OECD regions (Table 2.3). North America 
attracts the largest number of Asian students. More than two-thirds 
(68%) of the total number of foreign students in North America is from 
Asia, compared with 11% from Europe, 10% from South America, 7% 
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from Africa, and 4% from North America. In the European OECD 
countries, students are primarily from Europe (45%), followed by Asia 
(31%), Africa (15%), and the Americas (10%)—while in Asian countries 
85% of the hosted students came from Asia. In terms of the breakdown 
of foreign students by region, Europe boasts the most balanced profile 
even though most European nationals remain in Europe (Table 2.2). 

This regional analysis should not conceal the fact that foreign and 
international students remain concentrated in a limited number of 
countries (Figure 2.1a). This concentration has steadily decreased since 
the 1970s, as most countries have successfully attracted more 
international students. In 2011, the ten countries hosting the most foreign 
students still catered for 66% of the world’s foreign students—Russia 
(4%) and South Africa (1.9%) being the only two countries that do not 
belong to the OECD. Six OECD countries hosted more than half (53%) 
of the total: 16.5% of the world’s foreign students were located in the 
United States, 13% in the United Kingdom, 6.3% in Germany, 6.2% in 
France, 6.1% in Australia, and 4.7% in Canada (see Figure 2.1a). The top 
four English-speaking host countries (the United States, the United 
Kingdom, Australia, and Canada) hosted 50% of the total number of 
foreign students enrolled in the OECD area, a proportion which remains 
significant even though it has fallen since 1998 (when the total was 
62%). In Europe, the United Kingdom and Germany hosted 64% of 
Asian students in Europe in 2011 (respectively 45% and 19%). 

Japan, the People’s Republic of China, and the Republic of Korea are 
the largest Asian receiving countries, and rank among the top 20 
receiving countries. In relative terms, foreign students only represent a 
small share of the higher education systems of these three countries, with 
less than 4% of foreign students (as compared with about 10% on 
average in an OECD country) (see Figure 2.1b). The Republic of Korea 
is particularly remarkable as it received in 2011 25 times as many foreign 
students as it did in 1998 (Figure 2.2). The People’s Republic of China, 
India, and the Republic of Korea are the top three sending countries in 
the world, but Viet Nam, Iran, Malaysia, Kazakhstan, and Pakistan, are 
also among the top 20 sending countries in the world (see Figure 2.3a). 
Relative to the size of their tertiary education systems, only a small share 
of students from the People’s Republic of China and India study abroad: 
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1.7% and 1% in 2011, respectively (Figure 2.3b). The People’s Republic 
of China and India have both known a strong growth in the number of 
their nationals studying abroad in the past decade (Figure 2.3c). Asia is 
thus a major player in student mobility, as a sending but also increasingly 
as a host region. 

Table 2.2. Destination of foreign students in the OECD area by region of origin (%) and 
changes between 1998 and 2011 (% points) 

Africa 18 –1 78 0 4 2 100 
North
 America 36 –14 48 3 16 13 100 
South
 America 41 –13 55 14 3 0 100 

Asia 38 –11 34 2 28 9 100 

Europe 10 –5 87 4 3 1 100 

Oceania 24 –8 27 12 48 –2 100 

World 28 –8 55 2 17 7 100 
Note: The total percentage is not always 100% (and the sum of changes 0) due to 
rounding operations and the omission of the South American OECD area (Chile). 
Interpretation: 18% of the foreign students from Africa were located in North American 
OECD countries in 2011 (i.e., 1 percentage point less than in 1998).  

Despite its volume, student mobility is only one of the forms of cross-
border higher education. An increasingly large number of students are 
willing to explore new possibilities, such as enrolling in a higher 
education or post-secondary course provided by a foreign university 
without leaving their own country. In the past ten years, the international  
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Fig. 2.2. Change in the number of foreign students in tertiary education, 1998–2011. Note: 1998 = 100.  
Source: OECD and author’s calculation. 
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Fig. 2.3a. Number of national students abroad and mobility rate to foreign countries in 
top 30 sending economies, 2011—Number of national students studying abroad.  
Source: OECD and UNESCO (UIS). 

mobility of programs and institutions has increased, notably towards 
Asia and the Middle East. Program and institution mobilityc only account 

c Some countries and some research literature refer to program and institution mobility as 
“transnational education.” 
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for a limited proportion of cross-border higher education, but they 
constitute an innovation that may mark the beginning of an in-depth and 
long-term transformation of higher education.  

 

Fig. 2.3b. Number of national students abroad and mobility rate to foreign countries in 
top 30 sending economies, 2011—Mobility rate to foreign countries (%) number of students 
abroad/in the country.  
Source: OECD and UNESCO (UIS). 
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Fig. 2.3c. Number of national students abroad and mobility rate to foreign countries in 
top 30 sending economies, 2011—Increase in number of nationals studying abroad since 
1998.
Note: 1998 = 100.  
Source: OECD and UNESCO (UIS). 

Program mobility is the second most common form of cross-border 
higher education after people (student) mobility. Even though program 
mobility encompasses distance education—which includes internet 
training (or e-learning) (OECD, 2005a; Larsen & Vincent-Lancrin, 2006; 
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OECD, 2011b), distance education is generally supplemented by face-to-
face education in local partner institutions—it takes above all the form of 
traditional face-to-face education, provided in this case by a partner 
institution abroad. The relationships between the foreign and local 
institutions result in a variety of contractual arrangements, ranging from 
development aid to market contracts. 

The establishment of programs and institutions/providers in foreign 
countries provide alternatives to mobility for students. They enable 
students to obtain a foreign award at a lesser cost than a trip abroad. 
Many students effectively enrolled in foreign Australian branch 
campuses perceive attending these campuses as a way to combine family 
life and work with international studies and to develop an international 
identity (Chapman & Pyvis, 2006; Chapman & Pyvis, 2012). However, 
these programs do not so much compete with mobility as complement it, 
and they stimulate student mobility between the institutions’ domestic 
and foreign campuses. In Australia, most of the tertiary education 
institutions have adopted a three-year study model, starting abroad and  
Table 2.3. Breakdown of foreign students in the major OECD regions (%), 2009, and 
changes between 1998 and 2011 (% points) 

Africa 7 2 15 –1 3 1 11 0 
North
 America 4 –7 3 –2 3 1 3 –4 
South
 America 10 5 7 4 1 0 7 4 
Asia 68 5 31 4 85 4 50 4 
Europe 11 –5 45 –6 5 –5 29 –3 
Oceania 1 0 0 –1 2 –2 1 0 
 100  100  100  100  

Note: As per Table 2.2. Interpretation: In North American OECD countries, 7% of the 
foreign students came from Africa in 2011, compared with 5% in 1998 (plus 2 percentage 
points).
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finishing in Australia (as per a 2 + 1 or 1 + 2 model). The obtaining of a 
foreign or international diploma also facilitates subsequent mobility. 

University partnerships (exclusively based on the principle of non-
profit collaboration) are the traditional and probably most common forms 
of international mobility of higher education programs and institutions 
within the OECD area. University partnerships often go hand-in-hand 
with the mobility of students and academics/trainers (Chapman & 
Sakamoto, 2011). Sometimes, student mobility involves a certain 
mobility of the educational programs, the purpose of which is either to 
facilitate the mutual recognition of the academic credits obtained in the 
partner institution as part of the qualification awarded by the institution 
of origin, or to enable the awarding of a joint qualification. More rarely, 
university partnerships can also include the joint development of 
programs. For example, any institution participating in the Socrates-
Erasmus Programme had a bilateral convention with an average of 
47 partner institutions in 2000 (Teichler, 2002), and these partnerships 
are probably more numerous and diversified with the launch, in 2009, of 
Erasmus-Mundus, which goes beyond Europe.d

Cross-border education of a commercial (for-profit) nature now 
plays an essential part in the Asia Pacific region, where it mostly takes 
the form of franchising and twinning. Generally speaking, as part of a 
franchise, a local service provider is authorised by a foreign institution to 
provide all or part of one of its education programs under pre-determined 
contractual conditions. Most of the time, provision of this education 
leads to a foreign qualification. In a twinning program, students enroll 
with a foreign service provider and follow a foreign program; part of the 
education is provided in their country of origin and completed in the 
country of origin of the foreign institution. This cross-border education 
method usually requires the mobility of both students and programs. Not 

d The Erasmus Programme is a European student exchange program that started in 1987. 
In 2013, close to 3 million European students benefited from it. While Erasmus 
sponsored European students to study in another European country, Erasmus Mundus 
promotes the globalization of European higher education and is open to non-European 
students and promotes partnerships and joint degrees between European and non-
European institutions. 
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all twinning programs, however, are commercial in nature: the Japanese 
and Malaysian governments provide, for example, public support for 
Malaysian students to study in Japan under twinning arrangements under 
the second and third phases of the Higher Education Loan Project 
(HELP) (Koda et al., 2011). 

It is difficult to estimate the number of cross-border educational 
programs or the number of students enrolled in foreign programs 
provided in their country. On an international scale, the two most active 
countries in this domain, the United Kingdom and Australia, were 
estimated to have approximately 300,000 students enrolled in their cross-
border programs, mostly in Asia (McBurnie & Ziguras, 2007). Each of 
the 38 public Australian universities currently offers programs abroad, 
the number of which soared from a mere 25 in 1991 to 1,600 in 2003. 
More than 85% of such programs are located in the People’s Republic of 
China; Hong Kong, China; Singapore; and Malaysia; while the others are 
dispersed throughout the rest of the world, from India to Canada and 
from Indonesia to South Africa (information from IDP Australia). The 
number of students enrolled in Australian programs in their own country 
represented 25% of the total number of international students enrolled in 
Australian institutions in 2012, an increase by 47% to 82,500 students 
since 2004 (Australian Department of Industry). 

Possibly due to the greater entrepreneurial risk involved, institution 
mobility remains limited; nevertheless, it has become an important part 
of cross-border higher education. It corresponds to the direct foreign 
investments made by higher education institutions or training companies. 
The most characteristic form of this type of mobility is the opening of 
branch campuses abroad by universities, and of training centres abroad 
by other educational service providers. According to the Observatory on 
Borderless Higher Education, there were 200 foreign higher education 
campuses worldwide in 2011 (Lawton & Katsomitros, 2012), as 
compared with 82 in 2006 (Verbik & Merkley, 2006). Enrollments in 
these foreign or international branch campuses are relatively small 
compared to typical enrollments of a domestic higher education 
institution.

Examples of branch campuses existing in 2013 include The 
University of Nottingham (England), with campuses abroad in the 
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People’s Republic of China and Malaysia; The University of Liverpool 
(England), which created an institution in the People’s Republic of China 
with United States and Chinese partners; Monash University (Australia), 
which had campuses in Malaysia and South Africa; RMIT University 
(Royal Melbourne Institute of Technology) (Australia), which had 
campuses in Viet Nam; New York University (NYU) (United States), 
which had eleven campuses abroad, including one in Shanghai; The 
University of Paris 4-Sorbonne (France), which had a campus in Abu 
Dhabi (opened in 2006); The Essec Business School (France), which had 
a campus in Singapore (opened in 2005); and The S.P. Jain Institute of 
Management and Research (India), which opened campuses in Dubai 
(2004) and Singapore (2006).   

There are German universities in Egypt (e.g., the University of 
Cairo, opened in 2003 and operated by the University of Ulm and the 
University of Stuttgart), in Jordan (opened in 2006), the Republic of 
Korea (opened in 2004 and dedicated to music), Hungary (opened in 
2001), and Kazakhstan (opened in 1999), generally operated in 
partnership with local partners and supported by the German 
government.  

Interestingly, there are an increasing number of non-OECD countries 
setting up branch campuses abroad, including from Asia. For example, 
six Malaysian universities have branch campuses abroad such as the 
University College of Technology and Innovation (UCTI), with branches 
in India, Sri Lanka, and Pakistan, Management and Science University 
(MSU), with a campus in India, and Limkokwing University, with 
branch campuses in Indonesia, Borneo, Botswana, Cambodia, Lesotho, 
Swaziland, and the United Kingdom. 

Institution mobility also encompasses the creation of brand new 
education institutions (not affiliated with or operated by an institution of 
origin) as well as the partial or total acquisition of an institution abroad. 
The United States listed group Laureate International Universities favors 
this form of provision, and, in 2012 owned over 50 for-profit universities 
in 21 countries in South and North America (Brazil, Chile, Costa Rica, 
Ecuador, Honduras, Mexico, Panama, Peru, and the United States), in the 
Asia Pacific (Australia, the People’s Republic of China, Japan, and 
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Malaysia) and Europe (Germany, Cyprus, Spain, France, the 
Netherlands, the United Kingdom, Switzerland, and Turkey). 

With regard to the host countries, there is no good statistical source 
of data, and it is left to the expert researcher to collate information from a 
variety of sources to obtain a picture of the true situation. Most of the 
world’s foreign branch campuses are located in the Middle East, in the 
Gulf countries (in particular, in the United Arab Emirates and Qatar), and 
in Asia (notably Singapore, Malaysia, and the People’s Republic of 
China), with a shift in recent years from the Middle East to South Asia 
(Lawton & Katsomitros, 2012). In 2007, the People’s Republic of China 
re-approved 831 programs or institutions operated in partnership with a 
foreign institution (705 programs and 126 institutions). Conversely, the 
government approved only two new cross-border programs and two new 
cross-border institutions: the Chinese incentive policy for foreign 
programs and campuses in its territory therefore seems to be at a halt 
(Dong, 2008). According to the Association of Indian Universities, 
631 foreign education providers were operating in India in 2010: 440 
were functioning from their home campuses; five opened their own 
branch campuses in India; 60 had programmatic collaboration with local 
institutions; 49 were operating under twinning arrangements; and 77 had 
arrangements other than twinning or programmatic collaboration (Dhar, 
2011).e

Three recent evolutions in institution mobility should be underlined. 

(i) The first lies in the grouping of offshore campuses in regional 
clusters: the hosting of foreign institutions is an increasing  
part of a regional innovation or a knowledge-based economy 
development strategy. Examples of this model include the 
Knowledge Village (Dubai), the Education City (Qatar), as well 
as other educational areas currently being developed such as  
the Kuala Lumpur Education City supported by the Malaysian 
government and whose Global Campus is in development. 

eStudy quoted by Aarti Dhar, “Foreign Universities Bill: Government Trying ‘Backdoor’ 
Entry,” The Hindu, 1 June 2012. 
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The development of cross-border education in Singapore is also 
part of an effort to develop a knowledge economy (Olds, 2007; 
McBurnie & Ziguras, 2009). These cross-border clusters do, 
however, have different types of objectives and business models 
(Knight, 2011). Most of the clusters are run, more or less 
directly, by the governments of the host country. 

(ii) The second notable evolution is due to changes in the financing 
models of campuses abroad. While most of the initial offshore 
campuses self-financed their move abroad, offshore campuses 
are currently increasingly funded by local partners (government 
or industrial companies) who provide them with a campus or 
even subsidize them. The campus of the University of 
Nottingham in the People’s Republic of China, for example, 
was funded by the university’s local industrial partner. 
Abu Dhabi, for example, also financed and subsidized the 
Dubai campuses of the Sorbonne University and New York 
University. Cities or education cities rent out or lend premises 
and provide centralized logistical services (Verbik & Merkley, 
2006). For the institutions that locate abroad, these funding 
methods significantly limit the risk associated with 
international mobility. Funding from local partners (including 
governments) can facilitate trade as it allows institutions to 
overcome limitations on land ownership in some countries and 
may ease the administrative and budget obstacles to moving 
abroad. At the same time, it is possible to reduce the trade 
value as the value of the direct foreign investment diminishes. 

(iii) Finally, the mobility of programs and institutions/providers 
increasingly affects doctoral or research programs, even 
though, in 2006, they only related to a minority of offshore 
campuses (roughly 5% of the offshore campuses offered 
doctoral programs) (see Vincent-Lancrin, 2011). Since 2007,  
at the instigation of the Portuguese government, the 
Massachusetts Institute of Technology (MIT), the Carnegie 
Mellon University, and the University of Texas in Austin have 
been offering masters and doctorate programs in partnership 
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with Portuguese institutions to reinforce the quality of training 
and research in certain disciplines, notably engineering. In 
2008, a partnership was also established by Portugal with  
the Fraunhofer-Gesellschaft (the German research centre 
company). In Singapore and Malaysia, the governments are 
also striving to attract foreign research organizations and get 
them to contribute to their national research efforts (McBurnie 
& Ziguras, 2009; Olds, 2007). 

For a country’s economy, the enrollment of a foreign student represents 
an “invisible export” in the form of the associated income flow. All 
expenditure made by international students in the receiving countries is, 
in principle, considered as export revenue from the students’ home 
country for the receiving country and is accounted for in the balance of 
payments as “education-related personal travel expenditures” (Larsen et 
al., 2002). Similarly, the tuition fees of a non-mobile student enrolled in 
a branch campus of a foreign university operating in his or her country 
are, in principle, considered as export revenue for the institution’s home 
country (as returns on foreign direct investment). However, the relevant 
data are rarely available, in practice, especially in countries that do not 
consider cross-border education as trade in educational services.f

In the balance of payments, estimates of trade in education include 
all expenditure generated by education services, including catering and 
travel, which are arguably not about education. This is not the case for 
the measurement of export and import revenue for all services, for 
example financial services. Moreover, the host country actually funds 
some of the education services through grants or loans; some of the 

f  While not considering cross-border education as a trade activity may result in the 
unavailability of those data, it should be noted that these data are difficult to collect and 
resource intensive. 
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expenditures in the country cannot always be considered as exports, for 
example when students earn the money they spend in the country in 
which they study. Collecting these trade data in a reliable way across 
countries can thus be challenging, and data collected are not necessarily 
comparable with data collected for other sectors. 

While the provision of data relating to “education-related personal 
travel expenditures” has significantly increased in countries’ balance of 
payments in recent years (see OECD, 2004a for comparison), the data 
tend not to be very reliable. Table 2.4 presents the latest available data. 

In countries that take a revenue-generation approach to cross-border 
higher education (Vincent-Lancrin, 2008), such as Australia, New 
Zealand, and the United Kingdom, some studies give a more accurate 
estimate of the value of the exports and of the economic impact of 
different forms of cross-border higher education for countries. 

In Australia, educational services ranked third of all exports in 2011, 
after iron and coal, at AUD$15.7 billion (US$16.2 billion) (according to 
information from the Australian Bureau of Statistics). In New Zealand, 
education services ranked fifth of all exports in 2008, at NZ$2.3 billion 
(US$1.6 billion), including NZ$1.2 billion (US$0.8 billion) for higher 
education services: education services were the second most important 
export of services after tourism (Education New Zealand & New Zealand 
Ministry of Education, 2008). 

In Canada, international students contributed CAD$6.5 billion 
(USD$6.1 billion) to the economy in 2008, including about CAD$5.5 billion 
(US$5.1 billion) by international students studying in Canada for more than 
six months – based on the income from tuition fees and living expenses. 
About 70% of international students study in tertiary education, but tertiary 
education probably represents more than 70% of these education service 
revenues to the Canadian economy because tertiary education students 
contribute more than primary or secondary education students (Roslyn 
Kunin & Associates, 2009). 
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Table 2.4. Trade in education services in OECD and other Asia-Pacific countries (2011); 
education-related personal travel expenditures, million $US 

    
 Austria  781.30  158.50  622.80 
 Canada  3,407.20  1,257.10  2,150.20 
 Czech Republic  204.90  381.20  –176.4 
 Estonia  20.20  51.00  –30.8 
 France  476.80  2,092.20  –1615.3 
 Greece  311.20  179.20  132.00 
 Hungary  156.10  97.00  59.10 
 Iceland  6.30  50.00  –43.70 
 Ireland  155.70  11.10  144.60 
 Italy  1,809.90  1,331.90  478.00 
 Republic of Korea  128.30  4,389.50  –4261.20 
 Luxembourg  9.20  146.50  –137.30 
 Mexico  34.90  82.70  –47.90 
 New Zealand  1,440.90  90.10  1,350.90 
 Poland  132.00  143.40  –11.50 
 Slovak Republic  21.80  99.30  –77.50 
 Slovenia  41.70  8.10  33.60 
 Sweden  46.20  167.70  –121.5 
 Turkey  246.00  417.00  –171.00 
 United Kingdom  7,173.10 357.30  6,815.80 
 United States  22,726.00 5,888.00 16,838.00 

 Afghanistan‡  16.32  10.01  6.31 
 Armenia±  34.32  30.52  3.80 
 Azerbaijan  57.84  112.44  –54.6 
 Bangladesh*  13.30  105.20  –91.90 
 Fiji*  4.90  9.00  –4.10 
 Georgia*  3.20  28.40  –25.20 
 Kazakhstan*  2.60  32.60  –30.00 
 Malaysia*  208.75 1,653.01  1,444.26 
 Mongolia*  3.60  29.40  –25.80 
 Pakistan*  9.00  123.00  –114.00 
 Tajikistan  1.22  4.65  –3.43 
 Vanuatu  3.82  4.50  –0.68 

± year 2008 instead of 2011.  
* year 2009 instead of 2011.  
‡ year 2010 instead of 2011.  
Sources: OECD and WTO, balance of payments (trade in services). 
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In the United Kingdom, exports of education services were estimated 
at £14.1 billion (US$22 billion) in 2009 (BIS, 2011), including 
£7.9 billion (US$12.3 billion) for higher education services. The study 
for the UK Department for Business, Innovation and Skills (BIS) shows 
a growing trend compared to previous estimates (Johnes, 2004; Lenton, 
2007). 

In 2011, NAFSA (2011) estimated the economic impact of foreign 
higher education students and their dependents on the United States 
economy to be US$20.2 billion. Based on institutional surveys across the 
United States, the NAFSA study takes into account the differentiated 
levels of tuition fees paid by international students across post-secondary 
institutions and the differentiated expenditures according to students’ 
academic level and family situation, and deducts the United States 
government support that they have received. The study does not include 
any estimation of the economic impact of exports related to program and 
institution mobility and is thus an underestimation of the value of cross-
border higher education to the United States economy. 

The data presented above may not always correspond to exports in 
higher education services as some of the living expenses may partly 
correspond to earnings in the country of study: most countries do indeed 
allow international students to work for a certain amount of time under a 
student visa (OECD, 2008b). It is not clear whether the United States and 
Australian data presented above deduct the earnings of international 
students in their country of residence. 

In these estimates presented above, tuition fees charged to foreign 
students represent about one-third of the revenues from trade in 
education services presented in the studies above: 31% in the United 
Kingdom; 33% in New Zealand; 30.4% in the United States (if one 
assumes that all the United States support is geared towards tuition and 
fees); and 48% of their expenditure in Australia in 2008 (Australian 
Council for Private Education and Training (ACPET), 2009). All four 
countries charge higher fees to international students than to domestic 
students (and than most other countries), so the income from fees would 
be typically lower in other countries where tuition fees are subsidized to 
the same extent as for domestic students (and where tuition fees are 
lower, including for domestic students). That being said, the bulk of the 
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export revenues actually come from living expenses of international 
students and their dependents and relatives, which are unaffected by the 
fee policy of the receiving country (or institutions). 

Another noteworthy piece of information is that “consumption 
abroad,” to use the GATS mode terminology, is by far the largest source 
of export revenue (and economic impact) for education services. 
Program and institution mobility only represents a small share of the 
exports of tertiary education services: £211 million (US$329.2 million) 
in 2009 in the United Kingdom (i.e., 2.7% of the export revenue from 
education services of the United Kingdom); 3.1% of all exports in 
Australia in 2007 (IDP Education); and 4% of all education services 
exports in New Zealand in 2008. Consumption abroad is not accounted 
for in the United States and Canadian estimates. 

These two sets of estimates (balance of payments and country-
specific studies) of the trade value of higher education and sometimes 
other forms of education do not always match and need to be improved. 
However, they both clearly point to the fact that international trade in 
higher education and education services generates a significant trade 
value, and more generally speaking, economic activity. The estimates 
also confirm that it is under mode 2 (student mobility/consumption 
abroad) that trade in education services currently generates the bulk of its 
immediate economic value to countries. 

The current negotiations under the GATS in the World Trade 
Organization (WTO) include the issue of trade liberalization in 
educational services. The issue has provoked much public debate in the 
early 2000s, and many countries have so far been very reluctant to 
engage in trade liberalization negotiations for education services. The 
mere possibility that certain types of education might fall within the 
scope of trade regulations and agreements has fuelled a heated debate on 
the nature of education, especially in OECD countries, in which 
education is mainly provided as a public service or on a non-profit basis 
(OECD, 2004a; OECD, 2004b). From a higher education perspective, 
trade liberalization can be seen as an obstacle to appropriate domestic 
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regulation of tertiary education, and a potential driver for lowering the 
quality of tertiary education. From a trade perspective, conventional 
practices of higher education policy (and higher education systems) can 
be seen as barriers to trade—even though, again, one needs to keep in 
mind that only a subset of all higher education services would typically 
fall within the remit of trade agreements and trade law. 

Lim and Saner (2011) give a good overview of formal barriers to 
trade in education services, listing such things as quantitative restrictions 
on the number of service suppliers or nationals allowed to supply 
education services, restrictions to national treatment, and substantive and 
procedural requirements related to accreditation and the recognition of 
qualifications.

Student mobility could be hampered by the lack of recognition of 
foreign degrees and by the cost of higher education for international 
students, but also by migration policy. For example, student visa rules 
may not allow students to work in their country of study. Quotas for 
foreign students could also limit student mobility. Another, less formal, 
obstacle could be to have a burdensome and lengthy process to apply for 
a student visa or to study abroad (even though student mobility is 
formally not restricted by student visa rules). There is little evidence that 
any of these obstacles represent major impediments to student mobility 
within the OECD area. Nevertheless, some countries have introduced 
quotas for (publicly subsidized) foreign students: in Belgium and 
Austria, for example, a large inflow of French and German students in 
the medical fields has led to the recent introduction of caps on the 
percentages of international students who may enroll in these fields of 
study. As of 2012, Belgian universities could not host more than 30% of 
international students in the fields of medicine and dental medicine; a 
similar decision was made in 2006 in eight other health disciplines that 
enrolled about 75% of international students before the introduction of 
the cap. The United Kingdom has recently cut its quota of student visas. 
These examples concerning countries or fields attracting large numbers 
of international students should not hide the main trend of an increasing 
number of countries having developed or currently developing 
internationalization policies or strategies, whereby they try to facilitate 
the incoming of international students and simplify and support their 
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application processes (both student visa and university application) in 
order to boost their enrollments of international students (see, for 
example, Vincent-Lancrin, 2008). 

Different legal provisions for foreign providers willing to set up an 
institution or deliver their educational programs abroad can hamper 
program and institution mobility. Some countries (e.g., South Africa), for 
example, only allow providers to deliver education services if they have 
a physical presence in the country. Some countries (e.g., Egypt) have 
regulations forbidding providers from other countries opening a foreign 
branch campus within their borders. The regulations of some countries 
(e.g., the People’s Republic of China) specify that foreign providers 
attempting to operate within the country’s border must have a domestic 
partner or that they are not allowed to own land. Despite such 
restrictions, as observed earlier in this chapter, there has been growth in 
program and institution mobility. The lack of recognition by 
governments and employers of degrees delivered by foreign programs 
and institutions/providers could be another obstacle to program and 
institution mobility, although foreign degrees are typically recognized by 
private employers, if not government. (In the case of governments not 
recognizing foreign degrees, the main forms of discriminatory treatment 
generally seem to concern all private for-profit providers, rather than just 
the foreign ones.) 

In the remainder of this section, I argue that the Guidelines for
Quality Provision in Cross-Border Higher Education (Guidelines)
(OECD, 2005b) developed by UNESCO and the OECD represent a 
framework whose implementation would help to alleviate some of the 
formal barriers to trade described above, but also, perhaps more 
importantly, to create the conditions for the growth of cross-border 
higher education, under commercial and non-commercial arrangements.  

The Guidelines for Quality Provision in Cross-Border Higher 
Education (Guidelines) (OECD, 2005b) encourage governments and 
other stakeholders—including higher education institutions, student 
bodies, and organizations responsible for quality assurance, 
accreditation, and academic and professional recognition—to respond to 
the new context created by the growth of cross-border higher education. 
The implementation of the guidelines would help students to obtain easy 
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access to reliable information on higher education offered outside their 
home country or by foreign providers in their home country. They call on 
governments and other stakeholders to make qualifications more 
transparent and to provide greater clarity on procedures for their 
international recognition.

The objectives or desirable practices emphasized by the guidelines 
are: 

(i) The inclusion of cross-border higher education in countries’ 
regulatory framework: The guidelines recommend that 
countries put in place systems of quality assurance and 
accreditation for cross-border higher education and that they 
should make it clear under which conditions, if any, foreign 
educational providers and programs can operate in the country; 

(ii) The comprehensive coverage of all forms of cross-border 
higher education: The guidelines indicate that existing 
frameworks and arrangements for cross-border higher 
education should be comprehensive and cover cross-border 
higher education in all its forms (people mobility, program, and 
institution mobility, distance and e-learning) and for both 
public and private provision; 

(iii) Student and customer protection: Many of the provisions of the 
guidelines are meant to limit the possible risks of 
misinformation that cross-border provision can entail for 
students, but also other stakeholders (parents, employers, 
consumers of professional services, etc.); 

(iv) Transparency in procedures (for providers): Countries should 
be transparent about their cross-border higher education 
frameworks and arrangements. Here, transparency refers to the 
publication or ease of access of information for foreign 
providers interested in delivering cross-border higher education 
in a country and, to a lesser extent, the predictability of the 
outcomes of the frameworks and arrangements; 

(v) Information access and dissemination (for potential 
international students): The guidelines recommend that 
countries should make information about tertiary education 
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institutions and accreditation and quality assurance bodies easily 
accessible to potential international students, including the 
quality assurance and accreditation procedures and outcomes of 
their assessments of quality assurance and accreditation; and 

(vi) Collaboration: The guidelines encourage national and 
international collaboration between all stakeholders, in order to 
foster better mutual understanding, trust, capacity development, 
and, ultimately, a better recognition of qualifications. 

The guidelines are an educational response to globalization, but one 
can also see them as proposing a regulatory framework that facilitates 
trade in education services. They promote three central milestones of 
trade-friendly regulatory policies: transparency, non-discrimination, and 
recognition of standards. 

First, transparency is central to trade regulatory frameworks. It also 
pervades the guidelines’ recommendations. The guidelines ask all 
domestic stakeholders to make information related to cross-border higher 
education available and easily accessible to all possible interested parties 
worldwide (students, institutions, quality assurance agencies, etc.). Such 
information that should be made transparent includes information about 
the higher education system, the conditions of establishment and of 
operation for all types of providers (including foreign providers), and the 
conditions for studying in the country (from degree recognition to the 
accreditation process of institutions and programs). The guidelines’ 
recommendations are in line with the core transparency disciplines to 
which WTO members are, in principle, committed. These disciplines 
require (among other things) that WTO members publish all measures of 
general application and that they have contact points to answer other 
member’s information requests. Compliance with the guidelines would 
make it clear to all stakeholders what it takes to study in a foreign 
country, program, or institution or to operate abroad. 

Second, non-discrimination—underpinning, for example, “most 
favoured nation” and “national treatment” clauses—is another pillar of 
trade-friendly regulation. Although it is not an explicit request, several of 
the guidelines’ recommendations establish the conditions needed to reach 
this trade policy ideal.  
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The guidelines’ call for the establishment of a comprehensive regulatory 
framework covering all forms of higher education makes room for both 
privatization and liberalization. In a sector such as higher education, in 
which public provision is dominant in most OECD countries (Vincent-
Lancrin, 2009b), foreign providers suffer from the absence of a proper 
regulatory framework for private providers. Private higher education 
institutions sometimes operate on an ad hoc basis, without a clear regulatory 
framework, which makes it difficult for foreign providers that would 
typically need to operate as a private entity to enter the sector. While this is 
not, strictly speaking, a discriminatory treatment (private domestic and 
private foreign providers are treated the same), it is, in practice, more 
difficult for a foreign provider to find ways to operate on an ad hoc basis. In 
some other cases, countries have a regulatory framework for domestic 
private providers, but it does not cover foreign providers or may not be 
adapted to their situation. The establishment of a comprehensive regulatory 
framework encompassing all aspects of cross-border higher education is not 
incompatible with discrimination against foreign providers or with 
differential treatment between nations, but at least it helps alleviate 
unintentional discrimination. Combined with the transparency principle, 
comprehensiveness leads to making explicit the rules of operations for 
different types of stakeholders and thus makes it easier for countries or 
institutions to challenge possible discriminatory practices. 

The guidelines also explicitly support non-discrimination as far as the 
quality of foreign and domestic provision is concerned. Higher education 
institution should treat international students as domestic students, regardless 
of the form of cross-border higher education that they use. 

A third major pillar of international trade policy frameworks lies in 
the recognition of (foreign and international) standards: this may apply to 
many aspects of goods or services, from technical standards through to 
labor or qualifications standards. In the case of the GATS, this principle 
is, for example, embodied in the recognition of qualifications (see 
OECD, 2004a and OECD, 2004b).  

Here again, while the guidelines do not recommend the automatic 
recognition of foreign higher education standards, be it for degrees, quality 
assurance, etc., the guidelines include many mechanisms that should allow 
for better international recognition of higher education standards over 
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time. The guidelines’ calls for enhanced international collaboration and 
networking of all actors involved in higher education (governments, higher 
education institutions, and accreditation and quality assurance bodies, 
professional bodies, etc.) aim to foster a better mutual understanding of 
other systems and of their quality processes. More specifically, some 
guidelines recommend stronger mechanisms for the international 
recognition of degrees and other qualifications: the participation of the 
different stakeholders in international recognition agreements (such as the 
UNESCO regional conventions on the recognition of academic 
qualifications); the development of bilateral or multilateral recognition 
agreements; and the development of networks of higher education 
institutions to facilitate the recognition of foreign qualifications, etc. 

The emphasis of the guidelines on quality provision and consumer 
protection goes beyond the mere recognition of international standards. It 
may help create the conditions for a more sustainable international 
market for trade in higher education services. In higher education, the 
quality of the service is not easily or immediately verifiable. Moreover, 
the quality of the service has an important impact on the subsequent 
social and economic life of students and graduates. Hence, reputation 
plays a key (though imperfect) role in the decision process of students—
and in the decision processes of their future employers. In cross-border 
higher education, the asymmetry of information is even more acute than 
it is in domestic higher education as it is more difficult for a student or an 
employer to understand the subtleties of higher education systems and 
institutions (and their hierarchy) abroad than at home. Therefore, 
international trade is more likely to grow if all countries try to safeguard 
trust in foreign provision by limiting fraud and encouraging high quality 
provision as much as possible. 

The first survey on the implementation of the guidelines in 22 OECD 
countries and nine non-Members shows a high level of compliance with 
the recommendations (Vincent-Lancrin & Pfotenhauer, 2012). On 
average, responding OECD countries conform to 72% of the main 
recommendations made to governments, tertiary education institutions, 
and quality assurance and accreditation agencies.  

Four of the six objectives of the guidelines presented above are, on 
average, largely met: countries have regulatory frameworks or arrangements 



From Cross-Border Higher Education to Trade in Education Services 67

in place for cross-border provision; these frameworks cover different forms 
of cross-border higher education comprehensively; countries are relatively 
transparent in their procedures; and countries are engaged in national and 
international collaboration. The current main weaknesses in compliance 
are in the areas of easy access to information and the level of student 
and customer protection. Figures 2.4(a–c) summarize through composite 
indices the level of compliance of countries with the different objectives 
(see Vincent-Lancrin & Pfotenhauer (2012)) for the methodology used 
to construct the indices and the full analysis of results).  

Unfortunately, there is little information available about Asian 
countries: Japan and the Republic of Korea tend to have a level of 
compliance that is equal to or above the OECD average, while Indonesia 
and Kyrgyzstan tend to comply less with the guidelines than the average 
OECD country. It is necessary to obtain more information before 
presenting a better picture of the situation in Asia. 

In this chapter, I claim that, in higher education over the past decades, 
and in particular over the period 1998–2011, the international mobility of 
people, programs, and institutions/providers has grown and diversified 
significantly. Not all cross-border higher education activities correspond 
to international trade as understood by trade agreements. However, the 
GATS framework does allow us to map all existing forms of cross-
border higher education, all of which can be carried out in the form of 
trade (commercial as opposed to non-commercial) or not. Student 
mobility is much older than program and institution mobility, but it 
accounts—and will arguably continue to account—for most cross-border 
higher education, even though, given its low starting point, the growth of 
program and institution mobility may appear to be more spectacular 
(e.g., Vincent-Lancrin, 2009a). While they suffer from problems of 
quality, balance of payments data on education services show the trade 
significance of cross-border higher education. Available studies on the 
value of cross-border education to individual economies all conclude that 
cross-border higher education activity has great economic importance, be 
it carried out as trade (commercial) or not (non-commercial). In Australia 
and New Zealand, education services rank among their top five exports. 
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                     Fig. 2.4a. Country compliance with the main objectives of the guidelines, 2011—Regulatory framework. 
Notes: The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli 
authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East 
Jerusalem and Israeli settlements in the West Bank under the terms of international law. 
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                   Fig. 2.4b. Country compliance with the main objectives of the guidelines, 2011—Comprehensiveness. 
Notes: The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli 
authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, 
East Jerusalem and Israeli settlements in the West Bank under the terms of international law. 
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Fig. 2.4c. Country compliance with the main objectives of the guidelines, 2011—Customer protection. 
Notes: The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. 
The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli 
settlements in the West Bank under the terms of international law. 
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Fig. 2.4e. Country compliance with the main objectives of the guidelines, 2011—Easy access to information 



From
 C

ross-Border H
igher Education to Trade in Education Services

73

Fig. 2.4f. Country compliance with the main objectives of the guidelines, 2011—Collaboration 
Notes: The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The 
use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli 
settlements in the West Bank under the terms of international law. 
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The Asia-Pacific region is the main sending region for international 
students and the main host region for foreign educational programs and 
institutions: it is a region deeply involved in cross-border higher 
education transactions. Perhaps because students in the Asia-Pacific 
region are used to paying a high share of the cost of their higher 
education studies (e.g., Vincent-Lancrin, 2009b), cross-border higher 
education is more likely to be carried out as trade with Asian partners 
than with non-Asian partners (OECD, 2004a). Better understanding of 
what constitutes good trade regulation for cross-border higher education 
is thus particularly important in the Asia-Pacific region. One possible 
inspiration lies in the Guidelines for Quality Provision in Cross-Border 
Higher Education that were developed by UNESCO and the OECD: 
most of the recommendations are indeed in line with the fundamental 
principles of international trade policy, namely transparency, non-
discrimination, and better recognition (and setting) of standards. As of 
2011, most OECD countries mostly complied with these guidelines, but 
there is insufficient information about the compliance of Asian countries. 

Cross-border higher education raises an interesting question about 
trade regulation and barriers. Indeed, bad trade regulation or trade 
barriers are not necessarily the best explanations for insufficient or 
absent trade. The growth of all forms of cross-border higher education in 
the absence (or scarcity) of trade agreements covering education shows 
that trade does not need trade agreements to occur. While trade-friendly 
regulatory frameworks may help encourage trade, they are not 
necessarily sufficient either. There is, in fact, little evidence that the most 
significant limitations to the growth of foreign trade in education services 
come from trade barriers, despite existing examples of such barriers here 
and there. In higher education, most of the “barriers” to trade are 
structural rather than legal or trade-related: they relate to a limited 
demand for foreign (or just private) provision in a market in which local 
reputation is key (modes 1 and 3) or to the inability of students and 
faculty to travel abroad because, for example, of the cost of studying or 
working temporarily abroad or because of other social or family reasons 
(mode 2).  

While getting a student visa or a domestic degree recognized abroad 
can limit student mobility, most countries try to encourage rather than 
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discourage student mobility, and especially attempt to attract 
international students. Within the European Union, getting student visas 
is not an impediment to studying abroad, as European Union students do 
not need a visa to study outside their country. Interestingly, a recent 
survey of European students reports that, in descending order of 
importance, obstacles to mobility are the expected additional financial 
burden of studying abroad, separation from partners, children, and 
friends, expected delay in the progress of studies, problems with the 
recognition of results achieved abroad, and insufficient foreign language 
skills (Orr et al., 2011). For students from lower socio-economic 
backgrounds, cost and insufficient foreign language skills are the two 
barriers mentioned most often. 

Restrictions on setting up branch campuses or delivering educational 
programs abroad can sometimes hinder program and institution mobility 
and trade under modes 1 and 3. However, the cost of delivering 
educational programs or setting up branch campuses abroad and 
difficulties in finding the right business model for both forms of such 
cross-border provision might be a more compelling constraint. There is 
cost and an entrepreneurial risk in establishing a campus or program 
abroad. Branch campuses have often been less lucrative than first 
expected, and it generally takes several years to achieve reasonable 
enrollment levels. Domestic demand is often limited by the extra cost of 
studying in a foreign branch campus, which is generally more expensive 
than the cost of pursuing domestically provided private higher education. 
Demand is also, at least initially, reduced by the lack of domestic 
reputation (including in the local labor market). Finding the right 
business model is thus a challenge for foreign institutions willing to 
serve international students in their home country. Program mobility 
presents other risks, which are mainly qualitative and reputational. In 
particular, it is difficult for an institution to be sure that its reputation, 
including at home, will not be endangered by the different conditions 
under which its programs are delivered abroad: the students may have 
different degrees of academic preparation and interests from those at 
home, and this could make its programs less appropriate; and local 
partners, which generally deliver the programs, may not meet desired (or 
home) quality standards. 
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Understanding how to make trade in higher education flourish 
requires better understanding of the business model of universities 
engaging in cross-border higher education under trade arrangements. 
Trade barriers may constrain their activity, but one should bear in mind 
that a trade-friendly regulation is only one of the many factors that will 
create the right environment for cross-border operations of universities to 
thrive. 
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The People’s Republic of China (PRC) is implementing strategies of 
rejuvenating and strengthening the nation through science and education. 
The Chinese government has given priority to education, pursuing a 
policy of opening up to the outside world, and gearing education to the 
needs of modernization, the world, and the future.  

Education was one of the first sectors in the PRC to initiate the 
reform and opening up process. In 1978, in support of this process, the 
PRC sent a large number of its students to study in developed countries. 
After more than 30 years, the PRC’s education sector now is more open 
to the outside world, enjoying broader international exchange and 
cooperation and more diversified forms of cross-border education. The 
People’s Republic of China achieved rapid expansion of education 
services, especially after the PRC’s accession to the WTO in 2001 and its 
making of commitments on education services. The PRC is one of the 
WTO members giving an explicit commitment to education services. 

Higher education has grown significantly since the Chinese 
government’s decision to expand its university enrollment system widely 
in 1999. While enrollments in institutions in the People’s Republic of 
China have grown, so has the number of students studying abroad. Every 
year since the PRC’s accession to the WTO and its making of the “none” 
commitment on consumption abroad in education services, the number of 
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Chinese students engaging in overseas studies has grown strongly. Each 
year since 2001, more than 100,000 Chinese students have gone abroad, 
and this number surpassed 200,000 per year after 2008. Meanwhile, 
many institutions from Australia, the United Kingdom, Canada, and the 
United States have established joint program or institution/provider 
mobility arrangements in the PRC. As of December 2012, there were 
1,780 joint education institutions and programs established with approval 
from the Chinese government, including 186 institutions and 1,594 
programs with more than 390,000 registered students. In addition, since 
2000, the number of international students in the PRC has also been 
increasing rapidly, with an annual growth rate of over 20%. In 2012, 
there were 328,330 international students studying in the PRC. 

As a member of the WTO since 2001, the Chinese government has 
made commitments in relation to its education sector under the WTO 
access commitments to support education development. Compared with 
other WTO members, the People’s Republic of China is more open and 
more committed in education services. The Chinese government has 
insisted upon promotion of opening up in the education sector and active 
promotion of multi-level, diversified, and broad educational exchange 
and cooperation. For enhancing supervision and cooperation, the Chinese 
government has recently implemented a series of regulations and policies 
according to the GATS principles and the PRC’s WTO accession 
commitments on higher education services to assure quality and 
protection of students’ interests.

As a developing country with a large number of young people in 
need of quality higher education, the priority of higher education services 
for the Chinese government is to improve capacity building and to 
promote mutual trust and understanding. In 2010, the Chinese 
government released the National Outline for Medium and Long-Term 
Education Reform and Development (2010–2020), in which the Chinese 
government clearly states its intention to: enhance education reform and 
development through opening up; carry out multi-level and wide-ranging 
educational exchange and cooperation; boost the internationalization of 
the PRC’s education sector; and train a large number of highly qualified 
and talented people capable of participating in international affairs and 
international competition. 
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Through the Higher Education Law of the People’s Republic of China
(1999), the Chinese government elaborates higher education development 
plans, manages higher education institutions (HEIs), and promotes higher 
education in various ways.  

The State encourages all sectors of society, including enterprises, 
institutions, public organizations, groups, and individual citizens, to run 
HEIs, and to support and participate in the reform and improvement of 
higher education. Higher education in the People’s Republic of China 
includes education for both academic and non-academic qualifications. 
The former includes special course education, regular course education, 
and graduate programs. Various HEIs and organizations conduct higher 
education. Universities and independent colleges mainly conduct regular 
course education and higher-level education while specialized higher 
education schools conduct special course education. With the approval of 
the relevant administrative department for education (such as the MOE) 
under the State Council, research institutes may undertake graduate 
programs. Other higher education organizations offer higher education 
for non-academic qualifications. Each HEI must be established in 
accordance with State plans for development of higher education and in 
the interests of the State and the public, and may not be established for 
the purposes of making profits. In terms of enrollments, higher education 
has grown significantly since the Chinese government’s decision to 
expand the university enrollment system widely in 1999 (see Figure 3.1). 
In 2011, there were 2,409 regular HEIs offering full-time programs and 
353 adult HEIs offering part-time programs, amongst which there were 
698 non-state/private HEIs (see Table 3.1).b The PRC led the world with 
more than 33 million students studying in all types of HEIs; 30.9 million 
of these students were enrolled in full-time programs and 2.7 million in 
part-time programs. Meanwhile, there were 1.3 million full-time teachers 

b In China, “regular” HEIs refer to institutions offering full-time programs and “adult” 
HEIs refer to institutions offering part-time programs. Non-state/private HEIs are 
institutions that are established by a non-state organization (privately). 
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out of a total 2.2 million staff and workers employed by HEIs. As of 
2011, the gross enrollment ratio for higher educationc was 26.9%.  

Fig. 3.1. Enrollment in formal programs of higher education in the People’s Republic of 
China (millions).  
Source: http://www.moe.edu.cn 

In recent years, two pivotal government programs—Project 211, 
launched in 1995 for developing 100 top-level HEIs and a number of key 
fields of study for the twenty-first century with 112 universities involved, 
and Project 985, launched in 1998 for developing world-class research 
universities with 39 affiliated universities—are making steady headway. 
Universities associated with these programs have markedly improved 
their infrastructure, improved their training capacity, upgraded their 

c The United Nations Educational, Scientific and Cultural Organization (UNESCO) 
defines the gross enrollment ratio as follows: “Number of pupils or students enrolled in a 
given level of education, regardless of age, expressed as a percentage of the official 
school-age population corresponding to the same level of education. For the tertiary level, 
the population used is the 5-year age group starting from the official secondary school 
graduation age (see http://glossary.uis.unesco.org/glossary/en/home). The World Bank 
defines the gross enrollment ratio as “The number of students enrolled at a certain level 
of education as a percentage of the population of the age group that officially corresponds 
to that level. Can be above 100 percent if some enrolled students are older or younger 
than the age group that officially corresponds to that level of education” (see 
http://www.worldbank.org/depweb/english/beyond/global/glossary.html). 
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research facilities, improved their services for society, and come up with 
a host of influential research outputs and findings. Both programs, 
Project 211 and Project 985, have put the universities associated with 
these programs in a better position to supply committed and reliable 
human and intellectual resources in support of the country’s 
modernization drive. 

Table 3.1. Number of higher education institutions in the People’s Republic of China 
(2011)

755
Institutions providing postgraduate programs that 
are also regular HEIs  

481

2,409 
HEIs offering four-year bachelor degree-level 
programs

1,129 

HEIs offering four-year bachelor degree-level 
programs that are also non-state/private HEIs 

388

HEIs offering three-year college degree-level 
programs (tertiary vocational–technical colleges) 

1,280 

HEIs offering three-year college degree-level 
programs (tertiary vocational–technical
colleges) that are also non-state/private HEIs 

308

353
Adult HEIs offering part-time programs that are 
also non-state/private HEIs 

2

Note: HEI = higher education institutions. 
Source: http://www.moe.edu.cn/publicfiles/business/htmlfiles/moe/s4960/201012/ 
113595.html

While enrollments in institutions in the People’s Republic of China 
have grown, so has the number of students studying abroad. From 1978 
to the end of 2010, the total number of Chinese students who were 
studying abroad grew to 1.91 million. Of these, 327,000 remained in 
Western countries after completion of their studies. By the end of 2010, 
there were 946,000 students pursuing undergraduate, graduate, doctoral, 
and post-doctoral degrees and research abroad. In 2000, only 39,000 
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Chinese students chose to study abroad compared to 399,600 new 
students who left the PRC to study abroad in 2012, with an annual 
increase of over 20% in those ten years. The PRC has now become the 
world’s largest international student-sending country. 

Every year since the PRC’s accession to the WTO and its making of 
the “none” commitment on consumption abroad in education services in 
2001, the number of students departing for overseas studies has increased 
rapidly. Each year since 2001, more than 100,000 Chinese students have 
gone abroad, and this number surpassed 200,000 after 2008 (see 
Figure 3.2). Since 2005, following changes in foreign exchange policy, 
the Chinese renminbi (RMB) began to appreciate, which served as 
another stimulating factor for rapid growth in the number of students 
studying overseas. 

Since the beginning of the twenty-first century, the number of 
international students in the PRC has also been increasing rapidly, with 
an annual growth of over 20%. In 2012, 328,330 international students 
studied in the PRC: 30% of them were short-term students studying in 
the PRC for a period of less than six months while 40.7% (or about 
133,500 students) studied in Chinese degree programs (see Figure 3.3), 
and 8.8% (or about 28,800 students) were Chinese government 
scholarship recipients. 

Fig. 3.2. The number of new enrollments by students studying abroad by year (persons), 
2000–2012.
Note: The jagged line is the regression trend line.  
Source: http://www.moe.edu.cn 
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Fig. 3.3. The number of international students enrolling in the PRC’s degree programs by 
year (persons), 1999–2012.  
Source: http://www.moe.edu.cn 

Most international students in the People’s Republic of China come 
from the Republic of Korea, the United States, Japan, and Southeast Asia 
(see Figure 3.4). The top five sending countries alone—the Republic of 
Korea, the United States, Japan, Thailand, and Russia—comprise nearly 
half (47%) of the total number of international enrollments in Chinese 
higher educational institutions, while students from the top ten source 
countries comprise 65% of all international students.  

Fig. 3.4. Origins of international students (numbers), 2012.  
Source: http://www.moe.edu.cn 
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The top five most popular fields of study for international students in 
the PRC in 2008 were Chinese language and arts (64% of the total), 
medicine (13% of the total), business and management (10% of the total), 
sciences (5% of the total), and engineering (4% of the total) (see 
Figure 3.5).  

There are many types of program and institution/provider mobility 
(Knight, 2005). The most common type of program mobility 
arrangement in Asia is the twinning arrangement and the most common 
type of institution/provider mobility is the branch campus.  

In recent years, many institutions from the United States and 
Australia have established international branch campuses in Asia. 
Home/parent institutions established some branch campuses 
independently and some in cooperation with local institutions. Some 
branch campuses operate as independent legal entities with the authority 
to offer their own courses/programs and awards, while other branch 
campuses run as satellites offering courses/programs and awards from 
the home/parent institution.  

Fig. 3.5. Fields of study for international students in the PRC (%), 2008.  
Source: http://www.moe.edu.cn 

Twinning arrangements are cooperative partnerships established by 
different institutions from different countries to deliver courses/programs. 
There are many types of twinning arrangements in Asia such as franchises, 
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twinning programs, joint degrees, and double degrees. Twinning 
arrangements mainly exist between private institutions in business 
administration related fields. Depending on the form of study schedule and 
partners, twinning arrangements can be described as M+0 M+N, and 
M+N+X:

M+0 arrangements are types of cross-border cooperation 
among different member institutions for direct delivery of 
courses/programs of an overseas school. They involve joint 
elaboration of courses/programs, in which classes are offered 
within the borders and either the domestic or the overseas 
school grant diplomas.  
M+N arrangements describe those arrangements in which 
domestic institutions introduce some courses/programs of an 
overseas school. Under these arrangements, students can spend 
some time studying onshore (M) and some time studying 
offshore (N). Also under these arrangements, either the 
overseas school or both institutions can grant students final 
diplomas.  
M+N+X is another twinning arrangement model in which 
students first spend some time engaged in onshore study (M) and 
also some time offshore (N), and then study either at a third school 
(X) or return to the local school for continuation of their study. 
Under this type of arrangement, the overseas school may issue 
students with a diploma or, alternatively, both the local and the 
overseas school can issue students with two separate diplomas. 
When the local school offers courses/programs, overseas teachers 
also need to move to the domestic schools for provision of 
teaching services. 

From M to X, the teaching progress moves from the downstream to 
the upstream through the stages of: involvement in basic 
courses/language learning; franchise courses; joint degree/twinning 
programs; brand degree/professional studies; and so on. In general, the 
value (or the tuition fee) is higher as one moves upstream while the value 
becomes lower as one moves downstream (see Figure 3.6). 
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Chinese-foreign cooperation in running schools, including joint 
institutions and joint programs, is the main form of program and 
institution/provider mobility in the PRC. As of December 2012 (and 
using the most detailed data available from the Ministry of Education 
(MOE)), 1,780 joint education institutions and programs had been 
established with approval from the government, including 186 
institutions and 1,594 programs with more than 390,000 registered 
students in the PRC.

Fig. 3.6. The value chain and progression of twinning arrangements.  
Source: Analyzed and mapped by the author. 

The University of Nottingham Ningbo (jointly founded by Zhejiang 
Wanli Education Group China and the University of Nottingham from 
the United Kingdom in 2004) and Xi’an Jiaotong-Liverpool University 
(jointly founded by Xi’an Jiaotong University China and the University 
of Liverpool from the United Kingdom in 2006) have legal status. New 
York University (NYU) has reached an agreement with East China 
Normal University (in 2010) to create NYU Shanghai, a comprehensive, 
degree-granting, liberal arts campus in the PRC’s financial capital, 
Shanghai. NYU Shanghai will be a new university with legal person 
status jointly established by NYU and East China Normal University. 
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Institutions from WTO members that actively promote education 
services in the world have established many joint programs in the 
People’s Republic of China. According the MOE’s statistics, in 2009,  
73% of them were from Australia, the United Kingdom, Canada, the 
United States, and New Zealand. The shares were: Australia, 25.8%; the 
United Kingdom, 19.5%; Canada, 13.6%; the United States, 11.3%; and 
New Zealand, 3% (see Figure 3.7). Most of the programs are business-
related (63%), followed by IT programs (14%).  

Fig. 3.7. Distribution of joint programs by WTO members, 2009 (%).  
Source: http://www.moe.edu.cn 

Some Chinese universities and colleges offer overseas education. As 
of the end of 2000 (the date of the latest available data), Chinese 
universities and colleges had launched 64 programs with approval from 
the MOE, offering programs such as Chinese language and culture, 
traditional Chinese medicine, and acupuncture, as well as some MBAs. 

The People’s Republic of China has been in deficit in trade in 
education services. According to this author’s estimates, the total value 
of education service imports was at least RMB180 billion (or about 
US$26.4 billion) in 2010, while the total value of education exports was 
RMB2.5 billion (or about US$0.37 billion). Most of the imports flowed 
from the destination countries for Chinese students such as the United 
States, the United Kingdom, Australia, and others. The main import 
items include tuition fees and living expenses of Chinese students 
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studying abroad. In 2010, approximately 1 million Chinese students 
studying abroad directly contributed to the value of education services 
imports, which were estimated by the author to be at least RMB123 
billion (or about US$18 billion).d

Since 2000, overseas investment companies have been attracted to 
the PRC’s education and training services market. From 2000 to 2010, 
there were more than 90 cases of venture capital/private equity (VC/PE) 
investments in education and training services in the PRC, with the total 
amount of foreign direct investment exceeding US$1 billion. Investment 
companies that have made investments in the People’s Republic of 
China’s education and training services market include Tiger Capital 
Partners, The CID Group, Jafco Ventures, Actis, Avenue Ventures, 
Macquarie Group, Bessemer Venture Partners, Level Global, IDGVC, 
Lehman, SAIF Partners, The Carlyle Group, Goldman Sachs, and 
Citibank, amongst others. 

In addition to opening up the market, it is important in an era of 
globalization to enhance supervision and cooperation. Failure to do so 
could bring about a global crisis, similar to the 2007–2008 financial 
crisis, which was largely caused by financial liberalization. Faced with 
these challenges and issues, the Chinese government, desiring to assure 
quality and protect students’ interests, has recently implemented a series 
of regulations and policies. 

3.1.1. The Model of Higher Education Services Management in the PRC 

According to the Chinese model of higher education services 
management, the central government, through special regulations, 
manages higher education services in the country. Based on the Higher 

dThe estimate equals tuition and fees, plus living expenses and the cost of supporting 
dependents, less host country support. 
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Education Law of the People’s Republic of China, 1999 (the “Higher 
Education Law”), the Chinese government formulates development plans 
for higher education, and the establishment of HEIs is subject to 
examination and approval by the administrative department for education 
(such as the MOE) under the State Council. Institutions for special 
course education may be subject to examination and approval by the 
people’s governments of provinces, autonomous regions, and 
municipalities directly under the central government that are authorized 
by the State Council. At the governmental level, this management model 
has special regulations, a management system, unified management of 
institutions, specialized institutions, and developmental strategies. The 
MOE is responsible for managing international students, making policies 
for foreign students, and cross-border education quality assessment. 
Governments at the central, provincial, prefectural, municipal, and 
county levels have bureaus of education responsible for education 
administration.  

3.1.2. Management and Services for Chinese Students Studying Abroad  

The Chinese government has taken a range of measures to support 
students to study abroad. It encourages them to return after completion of 
their studies and guarantees their free mobility across borders when they 
return to the PRC. The PRC is the world’s biggest source of international 
students, with more than 200,000 students going abroad annually. In 
recent years, Chinese students studying abroad or planning to study 
abroad have suffered because of college closures or fake advertisements 
by education agencies. In order to protect students’ interests and help 
students select safe study destinations, the MOE created an “alarm” 
system in 2003. Through this system, the PRC hopes to remind students 
and their parents, through the mechanism of timely information 
disclosure, of policy changes and operation risks at schools and agencies. 
In addition, the International Education Monitoring Information Network
(the IEMIN: www.jsj.edu.cn) provides information services for students 
planning to study abroad. The IEMIN is responsible for publishing 
warnings about quality assurance and security abroad and disclosure of 
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illegal or unqualified operations and publishing an authoritative list of 
accredited schools in other countries. In the period leading up to 2011, 
the IEMIN published an accredited schools list with more than 10,000 
schools in 33 countries. 

From 2003 to 2009, the IEMIN published 46 warnings for 18 
countries, including 11 warnings for institutions in Singapore and five 
warnings for institutions in Australia (see Figure 3.8). The warnings 
mainly related to college closures. 

Fig. 3.8. Distribution of IEMIN warnings by country from 2003 to 2009 (number). 
Source: http://www.jsj.edu.cn 

3.1.3. Management and Services for International Students Studying in 
 the PRC 

The primary goals of the People’s Republic of China’s policy in relation 
to international students studying in the PRC are to attract more 
international students to the PRC, protect their interests, and guarantee 
the quality of the education they receive. The Chinese government and 
institutions provide certain specific measures for management and 
delivery of services for international students, including qualification 
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management and access management of education providers, program 
accreditation, student admissions and administration of students’ 
enrollment status, evaluation, tuition assurance, student complaint 
mechanisms, and recognition of degrees. Further, some schools establish 
specialized institutions and offer specialized programs to international 
students in the PRC. 

The People’s Republic of China set up a strict licensing system for 
international students’ education. Schools accepting international 
students and intending to deliver courses to international students must 
be officially recognized and receive permission from the Education 
Administration Department; only institutions that receive permission are 
qualified to recruit international students. To date, about 610 Chinese 
HEIs are entitled to accept international students. Some of these 
incorporate teaching arrangements, teaching management, and living 
arrangements for the international students into the system they have in 
place for Chinese students, but most schools establish institutions 
exclusively for international students (e.g., international colleges). 

3.1.4. Management for Overseas Educational Institutions Running 
 Schools and Programs in the PRC 

Models of education involving institution/provider or program mobility 
enjoy worldwide popularity. Many WTO members, including the 
People’s Republic of China, encourage overseas educational institutions 
to run schools and programs within their borders. Numerous 
institutions/providers and programs are flowing from Europe to Asia; 
meanwhile, the extent of institution/provider and program mobility 
among Asian countries is also increasing. In relation to overseas 
educational institutions running institutions onshore, many WTO 
members adopt a series of supervision measures dealing with many 
aspects, such as market access, monitoring, and quality assurance.  

Chinese law only permits overseas educational institutions to access 
the market in the PRC and deliver services in cooperation with domestic 
educational institutions. The PRC’s WTO market access commitments do 
permit establishment of joint schools with foreign majority ownership. 
Overseas educational institutions wishing to access the PRC’s market to 
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deliver education services must do so in cooperation with local registered 
institutions. The cooperation may include establishing a joint school or 
joint program pursuant to the “Chinese–Foreign Cooperation in Running 
School or Program” (Zhong Wai He Zuo Ban Xue) regulations, and must 
be authorized by the central government. Both the central and local  
levels of Chinese government encourage introduction of high-quality 
educational resources, establishment of joint laboratories, and joint 
research. 

In 2003, the State Council issued the Regulations of the People’s 
Republic of China on Chinese–Foreign Cooperation in Running Schools,
2003 (RCRS), and encouraged cooperation between foreign educational 
institutions and Chinese educational institutions in establishing non-
profit educational institutions within the PRC to provide education 
services mainly to Chinese citizens. In 2004, the MOE issued The
Implementation Rules for the RCRS.

Joint schools or joint programs operate under the provisions of the 
RCRS and its associated implementation rules. The MOE, in conjunction 
with provincial governments, administers the RCRS framework. 
According to the RCRS and its implementation rules, Chinese domestic 
education institutions must submit to the provincial education departments 
and the MOE an application for establishment of a joint institution/ 
program. It is only possible to establish joint institutions or joint programs 
upon receipt of approval from the MOE. The authorities only grant 
permission in respect of specified names of majors, enrollment numbers 
forms of teaching, fees, the date of expiration of the cooperation, issue of 
certificates, etc. Joint institutions or joint programs must also submit 
annual running reports to the provincial education departments. 
Professional assessment organizations, such as the China Academic 
Degrees and Graduate Education Development Center (CDGDC), must 
regularly evaluate institutions and programs. Chinese-foreign cooperative 
institutions and programs can voluntarily apply for accreditation from 
relevant professional institutions, such as the Shanghai Education 
Evaluation Institute and the China Education Association for International 
Exchange (CEAIE). Foreign degree awards in joint schools or joint 
programs should get recognition from the appointed organizations, such as 
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the Chinese Service Center for Scholarly Exchange (CSCSE). In addition, 
the foreign partners need to supply a certain number of teachers to provide 
onsite teaching for Chinese students.  

3.1.5. Management for Overseas Teacher/Trainer Mobility 

Teacher/trainer mobility is an important form of cross-border education, 
and includes overseas teachers/trainers entering a country and providing 
education services onshore and local teachers/trainers providing 
educational services offshore. For the former, WTO members generally 
have very clear management measures including needs tests, teacher 
qualification requests such as requirements for professional certificates and 
relevant professional experience, permitted pathway management such as 
the necessity for an invitation from the domestic educational institution, 
and restrictions on stays. For the latter, most members generally have no 
specific supervision measures except for some members who voluntarily 
establish mechanisms for serving teaching overseas. 

The Chinese government encourages educational institutions to 
attract highly qualified foreign teachers/trainers to the PRC, and foreign 
individual education service suppliers are allowed to teach in the PRC 
when invited or employed by Chinese schools or other education 
institutions. Teachers/trainers, termed “Contractual Service Suppliers” 
(CSS), must hold a bachelor’s degree or higher, be recipients of 
appropriate professional titles or certificates, and have at least two years’ 
professional work experience. The Chinese party involved in the contract 
of employment of a CSS must be a juridical person that has the function 
of providing an education service. Moreover, the Chinese government 
requires that, along with entering the PRC, the offshore programs and 
institutions should bring in certain numbers of overseas teachers/trainers 
to ensure the quality of education.  

In order to attract highly skilled talent to the People’s Republic of 
China for teaching and research, the Chinese government has implemented 
several special programs, such as the Program to Innovate and Attract 
Overseas Intelligence to Higher Educational Institutions, the Program to 
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Bring in Overseas Masters, the Changjiang Scholars Program,e and the 
Chunhui Program.f

3.1.6. Management for Overseas Distance Education Providers 

There is an apparent divergence in relation to distance education/virtual 
universities in the WTO commitments of some members. At present, no 
members have made partial commitments with restrictions. The lack of 
expertise in effective management causes the inability to make specific 
commitments. Almost no member economy has specific management 
measures, policies, and regulations on distance education/virtual 
universities offered by overseas institutions to domestic students or by 
domestic institutions to overseas students. There is no effective model 
for distance education management. The attitudes of most members 
towards introduction of overseas distance education are cautious, and 
some members even refuse to allow this kind of education service. Even 
those members with highly developed education services sectors are 
cautious about overseas distance education services. For distance 
education quality assurance, the Chinese government made unbound 
commitments on mode 1 education services at the time of the PRC’s 
accession to the WTO in 2001. 

3.1.7. Management for Domestic Agencies 

Education agencies have important functions as intermediaries in 
education markets, through delivery of consulting and marketing services 
and promotion of cross-border education development. As private 
commercial institutions, in most member economies, agencies are owner-
operated and owner-managed. As profit-oriented commercial entities, 

e The Changjiang Scholars Program is a higher education development program in the 
People’s Republic of China provided by the MOE and the Li Ka Shing Foundation. It 
was launched in August 1998, and provides funding to attract well-known professors 
from overseas to work in Chinese universities. 
f The Chunhui Program is a higher education development program administered by the 
MOE. It was launched in 1996, and provides scholarship funding to attract Chinese 
students with doctoral degrees from overseas to work in the People’s Republic of China. 
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agencies permeate education markets and play multiple roles in the 
development of cross-border education and education services. As 
marketing promoters of schools, some agencies offer information to 
students and parents, while some of them also or alternatively provide 
various kinds of preparatory courses and language training projects. A 
common phenomenon existing in the development of cross-border 
education is that some agencies make profits at the expense of learners 
by providing fake information and charging unreasonable fees. In the 
Asian-Pacific region, the majority of WTO members have no specific 
measures dealing with management of education agencies, and only a 
few members have established a rigid management framework. 

The PRC takes a strict approach to the licensing and approval of 
education agencies. In the PRC, establishment of domestic education 
agencies that provide consulting services to overseas studies must 
receive approval from and be jointly licensed by the MOE, the Ministry 
of Public Security (MPS), and the State Administration for Industry and 
Commerce of the People’s Republic of China (SAIC). The education 
agencies that advise students on how to enroll in overseas institutes need 
to get special permission to operate and obtain licensing in the PRC. The 
MOE, in cooperation with the MPS and the SAIC, administers the 
licensing process. Only educational institutions are qualified to apply for 
the establishment of agencies delivering consultancy services for 
students planning to enrol in an overseas institute, and they can only 
enter the market on the condition that they obtain a license jointly issued 
by the MOE, the MPS, and the SAIC. In addition, they must use a 
standard service contract designed by the MOE, and have to submit 
regular operation reports to the provincial education department each 
year. Furthermore, each agency must pay the provincial education 
department a certain prescribed deposit amount (such as RMB2 million) 
before starting their business in order to protect customers’ rights and 
interests. If an agency is found to be operating illegally, the license will 
be revoked. 
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3.1.8. Monitoring Measures for Domestic Institutions Running Schools 
 Offshore 

In the People’s Republic of China, domestic HEIs delivering courses 
offshore in conjunction with a foreign education institution must first be 
approved and licensed by the MOE. In order to be engaged in educational 
activities abroad, the HEI shall submit the following materials:  

(i) An application. An application shall include the purposes of 
running the joint school or joint programs offshore, the form of 
cooperation, conditions, length of schooling, measures for the 
conferment of degrees, forecasts of teacher and student sources, 
financial and operational forecasts, a basic introduction to the 
foreign partner, and statements of whether it is in conformity 
with the relevant provisions of the country (region) where it is 
located.

(ii) Teaching plans, aims, and models for the training of talent, 
curriculum design, and other basic documents related to teaching. 

(iii) The foreign partner’s legal qualifications for running schools 
and its credit certificate. 

(iv) A cooperative agreement signed by the Chinese and foreign co-
operators. The agreement shall include the following elements: 
institution name and nature, curriculum, admission requirements, 
sources of teachers and textbooks, cooperative duration, all parties’ 
rights and interests, the conferment of degrees, managerial 
methods, financial arrangements, methods for solving disputes, 
and measures of liquidation, etc. 

(v) To apply for independently establishing an educational 
institution, the applicant shall submit the articles of association, 
which shall have the following specifications: name and 
address of the institution, doctrine, scale, forecast of student 
sources, specialties design, teaching forms, interior managerial 
system, funding sources, financial and operational forecasts, 
system of property and financial management, the rights and 
obligations between the sponsor and the educational institution, 
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procedures for modifying the articles of association, and other 
items that must be specified in the articles of association. 

It is only possible to conclude agreements upon receipt of the MOE’s 
approval of the application for running an offshore school. 

3.1.9. Specific Measures on Quality Assurance for Cross-Border 
 Education 

In the People’s Republic of China, central and provincial education 
departments undertake work on the assurance of the quality of cross-
border education. This work includes the following:  

(i) Through approval and licensing, the government introduces 
high-quality international education resources to deliver high-
quality education services for the local market, and to establish 
high-quality institutions or programs. Meanwhile, the school 
and the government carefully evaluate the quality of cross-
border education from the beginning. Establishment of joint 
programs or joint institutions are strictly examined before 
being approved by the province and the MOE; local education 
institutions or programs offering education services offshore 
are subject to rigorous review and approval by the MOE. In the 
case of education agencies, the establishment must be, as noted 
earlier in this chapter, in receipt of the joint approval from the 
MOE, the MPS, and the SAIC.  

(ii) Through supervision of the running process, the government 
seeks to ensure proper operation and sustainable development 
of cross-border education. The joint programs or joint 
institutions need to submit regular annual operation reports to 
the provincial education department and receive regular 
evaluation from the China Academic Degrees and Graduate 
Education Development Center (CDGDC). Awards of an 
overseas degree are subject to the recognition of the Chinese 
Service Center for Scholarly Exchange (CSCSE) – institutions 
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running joint schools or joint programs should also voluntarily 
accept the accreditation of the China Education Association for 
International Exchange (CEAIE) and other bodies in the school 
running process. 

As a member of the WTO since 2001, the Chinese government has made 
commitments on the education sector under WTO access commitments 
to support education development.  

 The specific commitments are as follows:  

(i) The Chinese government has made commitments for primary, 
secondary, and higher education, adult education, and other 
educational services (excluding special education services, e.g., 
military, police, political, and party school education);  

(ii) The Chinese government has also promised not to impose 
limits on market access and national treatment in the case of 
consumption abroad; i.e., the Chinese government will not 
interfere in Chinese citizens’ pursuance of overseas study and 
training;

(iii) The Chinese government will allow Chinese and foreign 
partners to jointly run schools and allow the latter to own 
majority shares; and 

(iv) The Chinese government will allow foreign teachers with 
bachelor’s or higher degrees and at least two years’ academic/ 
teaching experience as well as those with corresponding 
qualifications or professional titles to work and teach as natural 
persons in Chinese schools and educational institutions upon 
employment or invitation by the Chinese parties (see Table 3.2). 
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Table 3.2. The People’s Republic of China’s WTO access commitments on education 
services 

(Excluding special 
education services, 
e.g., military, 
police, political, 
and party school 
education) 

A.  Primary 
education
services 

(CPC 921, 
excluding 
national 
compulsory 
education in 
CPC 92190) 

B.  Secondary 
education
services 

(CPC 922, 
excluding 
national 
compulsory 
education in 
CPC 92210) 

C.  Higher 
education
services 

(CPC 923) 

D.  Adult 
education
services  

(CPC 924) 
        

(1) Unbound 

(2) None 

(3) Joint schools will 
be established, 
with foreign 
majority 
ownership
permitted. 

(4) Unbound except as 
indicated in 
horizontal commit-
ments and the 
following:

foreign individual 
education service 
suppliers may 
enter into the 
People’s Republic 
of China to 
provide education 
services when 
invited or 
employed by 
Chinese schools 
and other 
education
institutions. 

(1) Unbound 

(2) None 

(3) Unbound 

(4) Qualifications 
are as follows: 

possession of 
bachelor’s 
degree or 
above;

and an 
appropriate
professional
title or 
certificate, 
with two 
years’ 
professional
experience.

(Continued) 
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E.  Other 
education 
services  

(CPC 929, 
including English 
language training) 

  
 

Note: Mode of supply: (1) cross-border supply; (2) consumption abroad; (3) commercial 
presence; and (4) presence of natural persons. 

 

 

Fig. 3.9. The level of commitments on education services among WTO members.  
Source: Members of specific commitments on education services from WTO. Analyzed 
and drawn by the author. The website is http://www.wto.org 

The Chinese government insists on promotion of opening up in the 
education sector and supports active promotion of multi-level, 
diversified, and broad educational exchange and cooperation. Compared 
with other WTO members, the People’s Republic of China is more open 
and more committed in education services. According to the author’s 
analysis of WTO members’ specific commitments on education services 
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(where an “unbound” score is 0, a “none” score is 1, and a “specific 
commitment” score is 0.5), the average score of commitments on 
education services is 21.9 among all the 51 WTO members that have 
made commitments on education services. The PRC’s commitments 
scored 17.5, which is higher than the score of the United States (10.5), 
Japan (9.5), and Australia (15). The higher the score, the more education 
services markets are open, and vice versa (see Figure 3.9).  

Based on the above analysis, the People’s Republic of China is now 
at the medium level of commitments on education services and the 
market in the PRC is not highly restricted as some scholars (e.g., Dee, 
2008, Nguyen-Hong & Wells, 2003) have previously argued (see 
Table 3.3).  

Table 3.3. Trade barriers in higher education 

Mode 1: 

Cross-border
supply 

Restrictions on downloading educational 
material from foreign internet sites 

None

Restrictions on which courses foreign 
suppliers of distance education can provide 

None

Restrictions on the import and distribution of 
educational materials or software from foreign 
institutions providing distance education 

Left to market 
forces 

Restrictions on the local accreditation of 
foreign distance education suppliers, or on the 
recognition of qualifications obtained from a 
foreign distance education supplier 

Left to market 
forces 

Restrictions on cross-border payment or credit 
card transactions 

None

Mode 2:  

Consumption
abroad 

Restrictions on foreign education institutions 
advertising locally or recruiting local students 

None

Quotas on the number of local students going 
overseas to study 

None

(Continued) 
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Foreign currency restrictions on local students 
studying abroad 

None

Restrictions on the recognition of overseas 
qualifications for institutional credit 

None

Restrictions on the recognition of overseas 
qualifications for professional licensing and 
accreditation 

Left to market 
forces 

Numerical limits on the entry of foreign 
students

None

Limits on what courses foreign students can 
enroll in 

None

Discriminatory enrollment criteria for foreign 
students

None

Restrictions on local institutions recruiting 
foreign students 

None

Restrictions on foreign students gaining access 
to local employment while studying 

Yes, but 
internship is 
allowed 

Restrictions on foreign students gaining access 
to tuition or other (e.g., transport) subsidies 
while studying 

None

Mode 3: 

Commercial 
presence 

An economic needs test attached to 
registration, authorization, or licensing of 
foreign education providers 

No economic 
needs test, but 
the Chinese 
government
needs to approve 
all joint 
programs/institut
ions

A restriction that prevents foreign tertiary 
institutions from using the term “university” in 
the title of their local campus 

None

Restrictions on the scope of services that the 
local campus of a foreign institution can 
provide

None

Restrictions on the number of students that the 
local campus of a foreign institution can service 

Yes

A residency requirement on the management 
of the local campuses of foreign institutions 

None

(Continued) 
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Discriminatory quality assurance requirements 
on the local campuses of foreign institutions 

None

Restrictions on the ability of the local 
campuses of foreign institutions to grant 
degrees, or restrictions on the recognition of 
those degrees 

None

Restrictions on the ability of the local 
campuses of foreign institutions to charge fees 

According to the 
People’s
Republic of 
China’s WTO 
commitments, 
education
services charges 
in subsector 
CPC921, 922 
and 923 subject 
to government 
pricing 

Restrictions on the ability of the local 
campuses of foreign institutions to gain access 
to producer subsidies 

None

Restrictions on the ability of the students of 
local campuses of foreign institutions to gain 
access to consumer subsidies 

None

Mode 4: 

Movement
of natural 
persons

Nationality of citizenship requirements to 
teach locally 

None

A prior residency requirement to teach locally  None 

Restrictions on the recognition of the 
qualifications of foreign teachers 

Contractual
Service Suppliers 
(CSS) must hold 
a bachelor’s 
degree or higher, 
be recipients of 
appropriate
professional titles 
or certificates, 
and have at least 
two years’ 
professional work 
experience 

(Continued) 
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Exports   

Exit restrictions on domestic teachers None 

 

Education or employment bond requiring 
teachers to serve a minimum term of 
employment locally before they can go 
overseas 

None 

 
Restrictions on funds transfers overseas by 
domestic teachers 

None 

Note: Classification of barriers as in Table 1 and Table 2 of Dee (2010).  
Source: Collated and updated by the author. 

Since 2004, the People’s Republic of China has been working 
towards establishing 16 free trade agreements (FTA) with partners 
comprised of 28 economies. So far, ten FTAs have been signed. The 
relevant economy members include the Association of Southeast Asian 
Nations (ASEAN) (ten countries as one member), New Zealand, 
Singapore (which signed another FTA with the PRC besides the one it 
signed as a member of ASEAN), Chile, Peru, Pakistan, Costa Rica, etc. 
In these FTAs, the Chinese government made commitments on education 
services as per the PRC’s commitments to the WTO. This means that in 
most of the FTAs, the Chinese government adds nothing to the WTO 
commitments. 

In some FTAs, the Chinese government has made additional 
commitments on education services. For instance, in the People’s Republic 
of China-New Zealand FTA, the Chinese government made the 
following commitments on Contractual Service Suppliers (CSS): foreign 
natural persons who enter the territory of the PRC temporarily in order to 
perform a service pursuant to a contract(s) between their employers and 
service consumer(s) of the PRC. Their employers shall be a 
company/partner/firm of other parties that have no commercial presence 
in the territory of the PRC. CSSs receive remuneration from their 
employer while abroad, and have appropriate educational and technical 
(professional) qualifications relevant to the service provided. Their 
duration of stay is subject to the duration of contract and (if longer) shall 
not exceed one year. They cannot perform services other than those 
indicated in the contract. For education services, the Chinese government 
made commitments on limitations on market access and limitations on 
national treatment as per the PRC’s commitments to the WTO. For 
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example, a CSS must hold a bachelor’s degree or higher equivalent, be 
awarded appropriate professional titles or certificates, and have at least 
two years’ professional work experience. The Chinese party involved in 
the contract shall be a juridical person entitled to provide an education 
service. These commitments are identical to the PRC’s commitments to 
the WTO. Moreover, in the People’s Republic of China-New Zealand 
FTA, the Chinese government made some additional commitments on 
the website www.jsj.edu.cn (the MOE’s “Study Abroad” website) listing 
eight New Zealand universities and the 20 institutes of technology and 
polytechnics. Both parties will officially initiate joint work on evaluation 
of the quality assurance criteria for qualifications that include a distance 
delivery component as well (see Table 3.4). 

Table 3.4. The People’s Republic of China’s commitments on education services in the 
People’s Republic of China-New Zealand FTA 

Sector or subsector 
Limitations on 
market access 

Limitations 
on national 
treatment 

Additional 
commitments 
compared to 
WTO 
commitments 

(Excluding special 
education services, 
e.g., military, police, 
political, and party 
school education) 

A.  Primary education 
services 

(CPC 921, 
excluding national 
compulsory 
education in 
CPC92190) 

B.  Secondary 
education services 

(CPC 922, 
excluding national 
compulsory  

(1) Unbound 

(2) None 

(3) Joint 
schools will 
be 
established, 
with foreign 
majority 
ownership 
permitted 

(1) Unbound 

(2) None 

(3) Unbound 

The People’s 
Republic of China 
will list on its 
Ministry of Education 
“Study Abroad” 
website 
(www.jsj.edu.cn) the 
eight New Zealand 
universities, the 
twenty Institutes of 
technology and 
polytechnics, Te 
Wananga o Aotearoa, 
Te Whare Wananga o 
Awanuiarangi and Te 
Wananga o Raukawa, 
and the following six 
degree-conferring 
private training 
establishments duly  

(Continued)
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education in CPC 
92210)

C.  Higher education 
services 

(CPC 923) 

D.  Adult education 
services 

(CPC 924) 

E.  Other education 
services 

(CPC 929, including 
English language 
training) 

  approved and 
accredited by the 
New Zealand 
Qualifications 
Authority 
(NZQA): the 
Auckland Institute 
of Studies at St. 
Helens, the 
International 
Pacific College 
New Zealand, the 
New Zealand 
College of 
Chiropractic, the 
Pacific 
International 
Hotel
Management
School, Te Kura 
Toi Whakaari o 
Aotearoa, New 
Zealand Drama 
School, Whitecliff 
College of Arts 
and Design 

Both parties will 
jointly initiate 
work on 
evaluation of the 
quality assurance 
criteria for 
qualifications that 
include a distance 
delivery 
component

Note: Mode of supply: (1) cross-border supply; (2) consumption abroad; (3) commercial 
presence; and (4) presence of natural persons. 

3.3.1. Visas  

Students wanting to study in the People’s Republic of China need to 
apply for a “study visa” (X-visa). The government issues X-visas to 
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aliens whose purpose in coming to the PRC is study or intern practice for 
a period of more than six months. An F-visa is applied in the case of 
short-term studies or intern practice for a period of no more than six 
months. The Chinese authorities also place restrictions on people coming 
from some countries to study in the PRC with a tourist type visa (an L-
visa).

3.3.2. Land Acquisition 

The land in the PRC is state-owned. Use of land by enterprises and 
individuals is subject to the following maximum term limitation: 50 
years for the purpose of education, science, culture, public health, and 
physical education. 

3.3.3. Recognition of Degrees/Diplomas 

The Chinese government supports mutual recognition of qualifications 
between WTO members to promote the development of cross-border 
education. In the period leading up to 2011, the PRC concluded 
qualification recognition agreements with 39 members, including the 
United Kingdom, France, Germany, Italy, the Netherlands, Spain, 
Portugal, the Russian Federation, Australia, New Zealand, and others.  

The Chinese Service Center for Scholarly Exchange (CSCSE) has 
been authorized to provide services on verification of: (a) academic 
degree degrees and diplomas awarded by HEIs of other countries; and 
(b) qualifications awarded by overseas institutions in jointly run 
programs/schools (degree/sub-degree diploma). The contents of 
verification include: (1) legitimacy of the overseas HEI/awarding body; 
(2) authenticity of diplomas, degree certificates, and higher education 
certificates; (3) equivalent recommendations to prospective employers; 
and (4) issuance of a verification certificate. 

Moreover, the China Academic Degrees and Graduate Education 
Development Center (CDGDC) has been authorized to verify the PRC’s 
qualifications and issue the China Qualifications Verification (CQV) 
report. The CQV report includes: (1) the legality of the qualifications 
grantor; (2) the authenticity of the qualifications; (3) the study background 
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of the qualifications holder; (4) the type and level of the qualifications; and 
(5) the academic review of the qualifications. 

For quality assurance, the Chinese government set up a national 
evaluation system rather than an accreditation system in higher education. 
In 2003, the national strategy, the Action Plan of Education Innovation 
2003–2007, made it clear that all higher education institutions must 
undergo quality evaluation every five years. In 2003, the MOE drafted an 
evaluation plan for tertiary colleges. Each provincial education 
department implements the evaluation, and the MOE periodically checks 
the implementation work. 

The Higher Education Evaluation Center (HEEC), an authorized 
administrative body operating under the auspices of the MOE, was 
established in 2004 to promote higher education institutions further 
improving teaching quality and enhancing the education reforms. The 
HEEC’s main responsibility is to organize and implement the evaluation 
of bachelor degree programs and associate degree programs offered in 
HEIs. In the first round evaluation, the HEEC evaluated 
589 undergraduate institutions. 

In 2003, the Chinese government established the CDGDC as another 
authorized body responsible for undertaking evaluation of academic 
degrees and graduate education, entrusted with responsibility by the 
MOE and the Academic Degrees Committee of the State Council. The 
CDGDC implements national audits on degree authorization once every 
two years, and conducts regular evaluations of degree-conferring 
institutes once every six years. 

Both the HEEC and the CDGDC are limited to evaluation of 
domestic HEIs. This means that national capacity for quality assurance 
and accreditation still does not cover cross-border higher education. 

There are many education services in the People’s Republic of China and 
they play a positive role in propelling economic and educational reforms, 
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enriching the educational supply chain, cultivating internationalized 
talent, and promoting multicultural exchange and international 
understanding. As a developing country with a large number of young 
people in need of quality higher education, the priority in relation to 
higher education services for the Chinese government is to improve 
capacity building and to promote mutual trust and understanding. 
Equipping children with a good education is an old tradition in the PRC, 
which has been intensified in recent years by the one-child policy. People 
pay close attention to quality assurance, protection of students’ interests, 
the learning environment and safety, investment and return on cross-
border education, policy changes, international reputation, and the 
academic rankings of educational institutions. 

Since the beginning of the twenty-first century, education 
internationalization has become an important trend across the world and 
cross-border education has witnessed rapid development. Further 
expansion and opening up of education has taken place in accordance 
with sustainable development and common prosperity. There has been a 
substantial improvement in the standards of education 
internationalization. The government has achieved intensification of 
international education cooperation, enrichment of the international 
education concept, and enhancement of capacity building for cultivating 
talent with a global perspective. In 2010, the Chinese government 
released the National Outline for Medium and Long-Term Education 
Reform and Development (2010–2020), in which the Chinese 
government clearly states its intention to enhance education reform and 
development through opening up, carrying out multi-level and wide-
ranging educational exchange and cooperation, boosting the 
internationalization of the PRC’s education sector, and training a large 
number of highly qualified individuals capable of participating in 
international affairs and engaging in international competition.  

In the next ten years, the Chinese government will continue 
promoting international education with a more open attitude. 

First, the People’s Republic of China will attract more well-known 
foreign education and research institutions as well as enterprises to 
establish joint educational, training, and research institutions and 
programs. The PRC will also set up several demonstrative joint schools 
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and/or programs and explore diversified means to utilize high-quality 
foreign educational resources, and discover new ways to attract more 
world-class international experts and scholars for teaching-, research-, 
and management-related jobs in the PRC. 

Second, the People’s Republic of China will improve cooperation 
with foreign academic institutions and broaden the scope for inter-
governmental mutual recognition of academic degrees. The PRC will 
support academic exchange and mutual recognition of credits between 
colleges and universities at home and abroad, and will facilitate scientific 
research. 

Third, the PRC will encourage Chinese educational institutions to 
deliver education services abroad. The government will support 
worldwide Chinese language teaching and the improving of the quality 
of education at Confucius Institutes, so as to promote cultural 
communication and innovation, and improve the international influence 
of the Chinese educational sector and the Chinese culture.

Fourth, the PRC will innovate and improve its government-funded 
overseas study programs and send selected outstanding students to study 
abroad. The PRC will strengthen policy guidance for self-funded Chinese 
students studying overseas and increase the amount of financial support 
and incentives provided to them as well as improve services and 
administrative support for Chinese students studying overseas. 

Fifth, the People’s Republic of China will attract greater numbers of 
international students. The government set a goal of having 500,000 
international students in the PRC by 2020 to make the PRC the leading 
destination country for overseas studies in Asia. The amount of 
government scholarships for international students, especially those from 
developing countries, will be increased. Institutions will offer 
preparatory education for international students and will increase the 
number of disciplines and majors taught in foreign languages for 
constant improvement of the quality of education for international 
students.
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In an era of globalization, every WTO member is obliged to encourage 
free cross-border movement of students to foster mutual understanding 
and promote peace and development in the world. This responsible 
choice, the opening up of the education services market and promotion of 
trade in education services, can help harness market forces in the 
interests of education development. Not only does such an opening up 
promote the development of trade, it also promotes education reforms for 
acceleration of human resources development. 

For most economies, to a large extent, education should be a 
government function. Trade in education services should supplement 
public education systems rather than displace them. Thus, governments 
should retain the right to improve education and control the market, and 
should be free to elaborate regulations to meet domestic policy objectives. 
In the meantime, governments should maintain a positive attitude to 
participation in cross-country negotiations on education services, and 
endorse a voluntary approach to such negotiations. 

The rapid growth of trade in education services is a result of 
globalization. Trade in education services implies cross-border teaching 
activities and processes that give rise to many challenges for education 
management and to the education system. Freer trade in education 
services requires not only opening up of markets but also enhancement 
of supervision and cooperation in the globalized world to avoid a global 
crisis like the 2007–2008 financial crisis. The main challenges of and 
issues surrounding cross-border trade in education services include the 
following, some of which are global and are not necessarily specific to 
the PRC:

(i) National capacities for quality assurance often do not cover 
cross-border higher education. National governments may lack 
effective quality assurance mechanisms and measures for 
cross-border education, and there is a risk of inferior quality.  

(ii) There is a shortage of effective market supervision mechanisms 
and measures for cross-border education, especially for private 
providers and self-managed institutions. Moreover, there are 
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many rogue providers, rogue agencies, and “diploma mills” 
operating without check, which are violating students’ interests.  

(iii) There are insufficient education qualification recognition 
mechanisms and credit transfer systems around the world, and 
this goes against the sustainable development of cross-border 
education. Education systems differ among WTO members, 
thus making education diversity apparent.  

(iv) There are deficiencies in the realm of good data collection 
mechanisms and a lack of valid and reliable information. There is 
lack of transparency in cross-border education, information 
asymmetry between providers and consumers, and misinformation 
and information fraud.  

(v) There is a prominent tendency towards over-commercialization. 
Some institutions aspire to make money and to chase after 
profits at the expense of other things, concentrating too much 
on how to deliver low-cost programs and to charge excessive 
fees in violation of students’ rights, in violation of the principle 
of equal access to education, and in a way that negatively 
affects human resources development.  

(vi) There are many short-term cross-border education programs that 
cannot be delivered in a stable and sustainable manner, thereby 
adversely affecting education and human resources development. 
Due to the shortage of systematic and concrete cross-border 
education regulations in many member institutions, operators of 
cross-border education face the ever-present risk of policy 
adjustments. Many education providers pay excessive attention to 
short-term economic benefits without developing a long-term 
operating education plan.  

(vii) There are imbalances of development and exchange, and 
imbalances between inward and outward cross-border 
mobilities, with students moving from developing WTO 
members to developed members and institutions and/or 
programs flowing from developed members to developing 
members. It will not be possible to achieve the true value of 
exchange until such imbalances are addressed.  
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(viii) Brain drain is a serious issue. Excellent students from the PRC 
often move to developed countries and do not return, and the 
PRC loses both students and the expenditure it has incurred in 
educating them. From 1978 to 2010, 327,000 Chinese students 
remained in Western countries upon completion of their studies. 
Brain drain is a big challenge for all developing countries, and 
not just the PRC.

(ix) It is not possible to avoid conflict and divergence between cross-
border education and the domestic education system. It is a 
challenge to achieve balance between them. Their relationship  
is sometimes competitive (when they are substitutes), even if  
the relationship is sometimes supplementary, supportive, or 
complementary. Some private institutions are worried that 
foreign schools entering the PRC will erode their market share. 

Development of trade in education services is based on two important 
elements: market access and qualification recognition. The flow of 
education resources and students and recognition of qualifications are the 
basis and guarantee of further development of trade in education services. 
In the PRC’s view, the education services market should be more open in 
Asia and in each WTO member economy. 

Quality assurance and customer protection are important issues and 
must be addressed when promoting trade in education services. To 
ensure quality assurance and customer protection, it is important to 
strengthen cooperation on regulation and supervision for cross-border 
education in Asia. The People’s Republic of China supports the further 
opening of educational services markets, but it is negative about 
attracting low-quality institutions or establishments without the safety of 
necessary regulations. Effective monitoring is a common concern after 
the opening of education services markets. While access to markets for 
education services is widely available, the regulation of cross-border 
education should be strengthened.  

WTO member economies in Asia formulate policies and adopt 
monitoring measures for cross-border education independently. Each 
economy has sovereignty in relation to educational management and 
adheres to its own principles on management of cross-border education. 
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Each economy should, however, strengthen monitoring and supervision, 
especially in relation to local private education, to ensure the quality of 
cross-border education. Each member should put cross-border education 
under the auspices of government regulation and should ensure that 
provision of such education services is subject to regulations equivalent 
to those applying to domestic education providers. The PRC believes 
strongly that the recognition of cross-border education providers must be 
based on the level of their quality.  

Cross-border education implies educational resources flowing among 
WTO members with the characteristics of mobility and globalization. As 
a result, effective collaboration among partners (information exchange 
and policy cooperation, in particular) has to be strengthened. 
Establishment of information exchange mechanisms on cross-border 
education is important for timely information dissemination, and 
strengthening of international cooperation and policy dialogue on 
regulation of cross-border education. High quality education and 
improved human resource development are the fundamental purposes of 
cross-border education or other education services. Members should take 
more effective measures to strengthen monitoring and should ensure 
quality, protect students’ interests, improve services for students, and, 
particularly, protect the personal safety of students. 

Promotion of mutual recognition of educational qualifications and 
mutual recognition and credits transfer in each member economy is 
important to facilitate the smooth development of cross-border 
education. Meanwhile, each member should strengthen the management 
of local certificates and eliminate diploma mills. 
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Jane Drake-Brockmana

The literature on the internationalization of higher education is written 
mainly from an education policy perspective. The purpose of this chapter 
is to consider higher education in Hong Kong, China, specifically 
through the analytical framework of trade policy. 

The chapter draws on recent advances in understanding of the factors 
relevant to building competitive strength in the services sectors and 
draws attention to the various regulatory issues that might require more 
focused attention to enhance Hong Kong, China’s aspirations to become 
a regional education center of excellence or “hub” for higher education. 

The methodology involves first investigating the relative size of the 
publicly and privately funded markets for higher education in Hong Kong, 
China and then documenting the various policy and regulatory measures 
that might affect inwards and outwards cross-border exchange and 
investment in higher education services. These first steps draw from the 
education policy literature on the history and future directions of higher 
education in Hong Kong, China—which itself focuses increasingly on 
issues relevant to international trade, such as commercialization, 
marketization, privatization, and internationalization.  

In particular, the chapter considers the evolution of private as distinct 
from public funding of higher education—the essential step in the 
emergence of an international “market” for higher education. The chapter 
also looks at quality assurance, the essential mechanism for creating both 
domestic and international consumer (student) confidence, which is 

aDepartment of Decision Sciences and Managerial Economics, Chinese University of 
Hong Kong, Hong Kong, China. 
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obviously critical in building international competitive advantage. The 
process by which international education service providers attain local 
registration and local accreditation determines a country’s degree of 
“market access” or its openness to international imports. 

The immigration regime is another essential ingredient in this 
analysis, as it affects a country’s openness to arrivals at the border of 
both international students (service consumers) and international staff 
(service providers). Similarly, it is necessary to consider the regime 
affecting investment by—or establishment of—foreign education 
institutions, as well as the regime affecting the ability or otherwise of 
foreign investors to purchase or lease land. Tax and subsidy 
arrangements are relevant also, both for service providers and for service 
consumers.   

It is important also to take account of the fact that higher education is 
about both teaching and research; domestic approaches to R&D and 
innovation will similarly impact, from a trade perspective, international 
competitiveness in higher education, including a country’s ability to 
move up the value chain from, for example, being an undergraduate 
student hub, to a higher value-added postgraduate student hub and 
ultimately an even higher value-added R&D and innovation hub. Policies 
affecting international articulation between courses and policies affecting 
recognition of qualifications will also be relevant. 

While “exporting” is partly about attracting global work onshore 
(and therefore also attracting clusters of local and global services 
providers and clients), development of a services sector requires a 
domestic regulatory regime conducive to its development. This means 
that the efficiency of domestic regulation and the extent to which it is 
“best practice” can have a critical bearing on international 
competitiveness of the industry. 

A trade policy perspective naturally requires, in addition to an 
examination of “best practice,” a deliberate search, within that regulatory 
environment, for any differential or discriminatory impact, intended or 
unintended, on international services (courses, programs) or international 
service providers (individual educators, institutions) or international 
consumers (students). In Hong Kong, China’s case, as a Special 
Administrative Region of the People’s Republic of China, from this point 
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onwards this paper refers not to “international” but rather to “non-local” 
services, service providers, and students. 

Finally, a trade policy analysis differs from an education policy 
analysis in that it is essential, especially for trade negotiation purposes, to 
examine the impact of the regulatory environment on the different modes 
of delivery (inward and outward flows) of international education, as 
defined in and governed by the General Agreement on Trade in Services 
(GATS). This requires some translation of the “education” policy 
language on “internationalization” into the standard terminology used in 
trade policy circles to discuss international service delivery mechanisms 
and, ultimately, the means of facilitating them. Table 4.1 sets out the 
terminology used in this paper to discuss how the various institutions 
involved are engaged in international education, and with which partners. 

Following on from this is an overview of the education market in 
Hong Kong, China, including the role of public funding and commercial 
operations, and then a discussion of the regulatory regime for quality 
assurance for local and other service providers. The patterns of trade in 
education services are then reviewed; it is found that only one-third of 
local students receive their degrees locally in publicly funded 
institutions, another one-third opt for self-financed programs delivered 
locally, and another one-third obtain their tertiary qualifications abroad at 
foreign institutions. Within that context, there is next a review of efforts 
to build Hong Kong, China as an education hub and a discussion of the 
determinants of competitiveness. 

Table 4.1. Trade in services terminology 

Mode 1: Cross-border supply Distance learning 
Franchising 
Twinning 

Mode 2: Consumption abroad Student mobility 
Mode 3: Commercial presence Offshore campus establishment 
Mode 4: Presence of a natural person Academic/trainer mobility 
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Hong Kong, China has a dynamic higher education sector offering a 
wide range of post-secondary educational pathways, including privately 
funded options (the “self-financing” sector), which have expanded 
enormously since the early 2000s. The mix of public and private funding 
of tertiary education varies greatly between countries, with total funding, 
from both sources, reaching an average of 1.5% of gross domestic 
product (GDP) for Organisation for Economic Co-operation and 
Development (OECD) countries in 2007. There are no accurate estimates 
of how Hong Kong, China compares with other countries, either in terms 
of total funding, or in terms of the mix. Data for private sources of 
funding, and hence also for total funding of tertiary education, are not 
collected in Hong Kong, China.b

What is known is that public funding of tertiary education in Hong 
Kong, China was 0.88% of GDP in 2007, which was lower than 
Singapore (at 1%) but otherwise above the funding in most Asian 
countries. This has translated into government funding of around 
14,600 first-year, first-degree (FYFD) places—and another 2,000 senior 
year undergraduate intake places for the top graduates from sub-degree 
programs.c

Public funds in Hong Kong, China therefore cater for only about 
20% of the 17–25 year age cohort: this has remained roughly unchanged 
since 1994.d

Indeed, since the 1998–2001 funding triennium, there has actually 
been about a 15% cut, in real terms, in unit funding per place in the 
publicly funded sector (in its 2010–2011 policy address, the government 
announced a very slight increase; publicly funded FYFD places would 

b This is also the case in the People’s Republic of China, as well as, for example, 
Singapore and India. 
c“Sub-degree programs” include all tertiary programs that do not entitle the participant to 
a degree status qualification. The term embraces two different credentials: the “Higher 
Diploma” of a vocational character and the “Associate Degree,” which is generally of a 
more academic nature” (UGC, 2011, p. 31). 
dUGC (2010, p. 36). 
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increase to 15,000 for each cohort from the coming 2012–2013 academic 
year, and the number of senior year intake places for sub-degree 
graduates will double to 4,000e). Box 4.1 sets out the specific regulatory 
mechanisms relevant to allocation of public funding of higher education 
in Hong Kong, China.  

In 2001, the government launched a policy initiative to double the 
participation rate of senior secondary-school leavers in higher education 
from 33% in 2000–2001 to a target of 60% in 2010–2011. Hong Kong, 
China subsequently witnessed significant development of post-secondary 
options and exceeded its target well before 2010. Today, 66% of 
secondary school leavers pursue higher education via some pathway or 
another.f This growth occurred almost exclusively in the self-financing 
sector while government funding remained stagnant in the aftermath of 
the economic crisis in 1997.g

From 2001 to 2010, the total number of self-financing programs 
(associate degrees, higher diplomas, undergraduate degrees, and 
postgraduate degrees) grew more than 16-fold and the number of students 
enrolled increased four-fold. By 2010, the self-financing sector had 
become comparable in student numbers with the publicly funded sector. 

Box 4.1. Public funding of education and research in Hong Kong, China 

Funding for the nine publicly funded institutions consists of capital and recurrent 
grants.

: Grants for capital projects are available annually via two separate 
avenues: the Capital Works Program and the Alterations, Additions, and 
Improvements block allocation. Both avenues require a multi-approval process. 
After the University Grants Committee (UGC) has vetted selected projects, 
projects are put to the legislature for funding. Under the Capital Works Program, 
UGC-selected projects go through an additional selection process by the 
Administration.

(Continued) 

eEven this proposed doubling will allow only 20% of the graduating sub-degree cohort to 
articulate. 
fUniversity Grants Committee (UGC) (2010, pp. 33–34). 
g Cheng et al. (2011, p. 480). 
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: There are two main sources of funding:  

 are disbursed triennially to institutions to ensure the existence 
of appropriate research infrastructure in institutions to facilitate research-
informed teaching, and research itself – through the provision of academic staff, 
technical and support staff, and equipment and resources. Institutions have a 
high degree of freedom in deciding how the resources are put to best use. The 
UGC determines the block grant on the basis of a funding formula: teaching 
(75%), research (23%), and professional activity (2%). The UGC takes account 
of special needs of individual institutions and other factors and makes 
adjustments where required. 

 are provided on a competitive basis by the 
Research Grants Committee (RGC) from the HK$18 billion Research 
Endowment Fund established in 2009.  The Fund also supports long-term, 
theme-based research considered strategically beneficial to the development 
of Hong Kong, China. The Steering Committee for Research Themes 
advises the government on the selection of themes based on the following 
criteria:

(a) The research should contribute strategically to the long term development 
and well-being of Hong Kong, China through strengthening our 
comparative advantages, supporting our economic transformation, 
helping the Hong Kong, China economy to add value, enhancing our 
quality of life or addressing issues of national, regional and global 
importance which impact significantly on Hong Kong, China. Alignment 
with the development strategy of the Mainland will also be beneficial. 

(b) The research should be able to create an impact on the creation, 
application, and transfer of knowledge in Hong Kong, China, and 
possibly the Mainland and the region; 

(c) The research should build on Hong Kong, China’s existing strengths, or 
stimulate new and emerging areas in which Hong Kong, China has 
demonstrable potential, in arriving at a critical mass of excellent 
research and in achieving specific outcome; and 

(d) The research themes should preferably encourage collaboration among 
institutions and with our neighbouring areas (e.g. the Mainland) and 
help Hong Kong, China leverage their research strengths. 

Three themes were identified by the Steering Committee for Research Themes for 
the first round of grants:  

Promoting good health: 

Infectious diseases; 
Genomic medicine; and 
Stem cells and regenerative medicine. 

(Continued) 
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Developing a sustainable environment: 

Water pollution and water treatment; 
Sustainable built environment; 
Organic photo-voltaic and light-emitting diodes; and 
Air quality. 

Enhancing Hong Kong, China’s strategic position as a regional and international 
business center: 

Hong Kong, China’s future as an international financial center; 
Promoting Hong Kong, China’s business through networking capability; 
Promoting Hong Kong, China as a center of excellence for business 
services innovation; and 
Entrepreneurship and enterprise organization. 

The government also launched a Public Policy Research Funding Scheme in 2005 
and this is committed to run through to 2014–2015. The government’s Central 
Policy Unit allocates HK$20 million annually to administer the scheme. Since 
2008–2009, the Central Policy Unit has allocated half of this amount to a Strategic 
Public Policy Research Funding Scheme. 

Only academics of publicly funded institutions are eligible to bid for funds 
allocated by the RGC. Research funding originating in Hong Kong, China cannot 
be used outside Hong Kong, China.h

Source: http://www.ugc.edu.hk/eng/ugc/activity/fund/funding.htm and http://www.ugc. 
edu.hk/eng/rgc/theme/theme.htm 

There are now 17 locally accredited, degree-awarding higher 
education institutions. Of these, nine (of which eight are universities) are 
publicly funded.i The other eight (two of which have university status) 
are self-financing; this is a significant prospective growth area, given 
there were only three such institutions in 2006; 2012 alone saw the 
addition of two new institutions, including the new Centennial College at 

hResearch grants awarded in the People’s Republic of China also cannot be used to do 
work in Hong Kong, China. 
i The UGC funds City University of Hong Kong (CityU), Hong Kong Baptist University 
(HKBU), Lingnan University (LU), Chinese University of Hong Kong (CUHK), Hong 
Kong Institute of Education (HKIEd), Hong Kong Polytechnic University (PolyU), Hong 
Kong University of Science and Technology (HKUST), and University of Hong Kong 
(HKU). Hong Kong Academy of Performing Arts is also publicly funded. 
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Hong Kong University (HKU).j There are, in addition, approximately 
another 30 self-financing institutions, which provide locally accredited 
sub-degree courses. 

A very large number of non-local institutions are also active in the 
self-financing market in various GATS modes at all levels. The author’s 
analysis of the official data shows that as many as 187 non-local 
universities have, one way or another, accessed the Hong Kong, China 
tertiary education market, as have about 30 professional bodies and about 
25 vocational training schools of various kinds.k

Figures 4.1 and 4.2 illustrate the growth over 2000–2011 to 2011–
2012 in the number of self-financing programs offered and numbers of 
students enrolled.

Full-time student intake in 2009–2010 was nearly 35,000 for sub-
degree programs and, including non-local students, 18,650 for 
undergraduate and postgraduate degree programs. 

j Open University of Hong Kong, Hong Kong Shue Yan University, Chu Hai College of 
Higher Education, Hang Seng Management College, Tung Wah College, and Caritas 
Institute of Higher Education. The latter three institutions received accreditation only in 
the last two years. Chu Hai College was first established in Guangzhou, but moved to 
what is now Hong Kong, China after 1949 and registered for funding as a university with 
the Ministry of Education in what is now Taipei,China, until 2004 when it was approved 
as a Hong Kong, China post-secondary college. In 2012, two new institutions were 
established: Centennial College, which is under the HKU Group, and the Technological 
and Higher Education Institute of Hong Kong, under the Vocational Training Council 
(VTC).
kAnalysis of the “Non-Local Courses Registry” shows there are 90 different universities 
(40 of which are ranked in their home country league tables), about 20 different 
professional bodies, and 25 different vocational training schools that are providing 
“registered” courses. Another 97 universities and another ten professional bodies provide 
their programs through commercial arrangements with the eight publicly funded 
universities and are, hence, “exempt” from the registration requirement. 
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Fig. 4.1. Growth in full-time accredited self-financing programs (number), 2001–2002 to 
2011–2012.
Note: Top-up degrees include degree programs with senior year intakes; figures available 
from 2008–2009.
Source: Government of the Hong Kong Special Administrative Region of the People’s 
Republic of China, 2011, http://www.ipass.gov.hk/eng/stat_pg_index.aspx 

Fig. 4.2. Growth in full-time student enrollment in accredited self-financing programs 
(number), 2001–2002 to 2010–2011.  
Note: Top-up degrees include degree programs with senior year intakes; figures available 
from 2008–2009.  
Source: Government of the Hong Kong Special Administrative Region of the People’s 
Republic of China, 2011, http://www.ipass.gov.hk/eng/stat_el_index.aspx 
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It is of interest that all of the publicly funded, degree-awarding 
institutions operate self-financing arms. These include “community 
colleges” (which focus on full-time sub-degree programs) and centers for 
continuing and professional education (which offer full-time and part-
time degrees and sub-degree programs). The outcome is that 
“commercial” arms affiliated with Hong Kong, China’s publicly funded 
universities provide about 80% of all self-financing education. The 
government provides a number of financial assistance schemes focused 
on support for development and diversification of the self-financing 
sector. Box 4.2 outlines these schemes. 

Box 4.2: Tax and subsidy regimes 

Under the Inland Revenue Ordinance (Cap. 112, Section 88), universities are 
considered charitable bodies and are exempted from paying tax.l The government 
provides additional forms of support to non-profit-making, full-time, accredited 
post-secondary programs.m

(a) The Start Up Loan Scheme, increased in 2009 to HK$2 billion, provides 
interest-free loans for building or refurbishing and re-provisioning premises and 
providing (for example) libraries, laboratories, or student counseling centers. 

(b) The Land Grant Scheme provides land and vacant school premises at a nominal 
premium: In 2009–2010, the government set aside two urban sites (in Ho Man 
Tin and Wong Chuck Hang) for interested operators to provide self-financing 
degree programs that, between them, could provide some 4,000 additional 
places. The government stated that it would continue to identify other suitable 
sites including by taking advantage of the new policy on revitalizing industrial 
buildings. It also announced the provision of loans to help institutions meet the 
costs of purpose-built accommodation and facilities. 

In 2011, the Education Bureau invited expression of interest (open to both 
post-secondary institutions in Hong Kong, China and other interested parties) 
for a new site (Queen’s Hill) for the development of self-financing tertiary 
education. The site provides a gross floor area of more than 100,000 square 
meters and the Education Bureau considers it suitable for the development of 
self-financing tertiary institution(s) with boarding facilities. The Education 
Bureau expects the site to provide some 8,000 self-financing degree places. 

(Continued) 

l http://www.ird.gov.hk/eng/tax/ach_tgc.htm#app_a 
mhttp://www.ipass.gov.hk/eng/support_insti.aspx 
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(c) The Quality Enhancement Grant Scheme was established to support 
development and diversification of the self-financing sector. 

(d) The Qualification Frameworkn support schemes were established to assist 
education and training providers seeking accreditation and registering the 
qualifications in the official government Qualifications Register. The 
schemes include: 

Accreditation Grant for Self-Financing Programso covering fees charged 
by the Hong Kong Council for Accreditation of Academic and Vocational 
Qualifications (HKCAAVQ) for accreditation services, including initial 
evaluation, institutional review, program validation, and program re-
validation. Providers may claim up to HK$3 million in respect of 
accreditation of local and non-local programs. 

Grant for Program Area Accreditationp covering fees for Program Area 
Accreditation (PAA) and periodic review exercises conducted by the 
HKCAAVQ up to a maximum of HK$3 million. 

Subsidy for QR Registration Fees q  covering fees for registering and 
hosting qualifications in the government Qualifications Register. 

Development Grant for Specification of Competency Standards-Based 
Coursesr providing incentives of HK$30,000 per course to develop courses 
based on the specification of competency standards. Each provider may 
claim up to HK$1 million. 

(e) Reimbursement of government rents and rates.

In the education sector, apart from the public funding regime, the most 
relevant domestic regulation, for the purposes of consumer protection, 
relates to quality assurance. In Hong Kong, China, there are entirely 
separate and different (but not necessarily unequal) regimes applying to 
local and non-local services providers—and different implementing 
agencies. From a trade perspective, it is important to examine and compare 

n http://www.hkqf.gov.hk/guie/QFSS.asp 
o http://www.hkqf.gov.hk/guie/QFSS_accredit.asp 
p http://www.hkqf.gov.hk/guie/qfss_grant.asp 
qhttp://www.hkqf.gov.hk/guie/qfss_subsidy.asp 
rhttp://www.hkqf.gov.hk/guie/QFSS_SCS.asp 
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these regimes, including in relation to the degree of transparency attaching 
to the regime affecting non-local services providers. 

The University Grants Committee (UGC), comprising local and non-
local academics, professionals, and community leaders, is the key non-
statutory advisory body appointed by the Chief Executive of the 
Government of Hong Kong Special Administrative Region of the 
People’s Republic of China to advise on the development and funding of 
higher education and promotion of research in Hong Kong, China. It 
administers public grants to Hong Kong, China’s publicly funded 
institutions and plays a major role in quality assurance. 

In 2007, the government established the Quality Assurance Council 
as a semi-autonomous body under the UGC to oversee the conduct of 
quality audits of all degree programs offered by publicly funded 
institutions, regardless of the source of funding for the specific 
program—i.e., it covers all self-financing arms such as community 
colleges and centers for continuing and professional education, including 
joint degrees offered with non-local institutions.s The Council completed 
its first round of audits, the reports of which it published, in September 
2010. It is important to note that all eight of the publicly funded 
universities are self-accrediting, meaning that having been through a 
prescribed initial approval process they are then permitted by the Council 
to offer courses of their own devising; so this audit does not lead to 
formal external validation or accreditation. 

In the case of self-financing sub-degree programs offered by publicly 
funded institutions, the Joint Quality Review Committee is the relevant 
body. An independent corporate quality assurance body established in 
2005 by the Head of Universities Committee, it provides for peer reviews 
of community colleges and continuing education units but does not 

sCourses conducted solely by local registered “schools” (defined to include some post-
secondary courses) are governed by the Education Ordinance Cap. 279. Courses 
conducted by “local institutions of higher education” are also governed by the Post
Secondary Colleges Ordinance (Cap. 320). 
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publish its reviews. Again, the programs offered are self-accredited by 
the publicly funded institution involved.  

The Hong Kong Council for Accreditation of Academic and 
Vocational Qualifications (HKCAAVQ) currently assures the quality of 
the rest of the local self-financing sector, and is a statutory body 
established in 2007.t  Its work ranges from vocational qualifications and 
sub-degrees to undergraduate and postgraduate degrees.

The qualifications arising from programs accredited by the 
HKCAAVQ are eligible to be entered into the Qualifications Register, 
which is the public aspect of the Qualifications Framework, meaning that 
these qualifications are formally recognized in Hong Kong, China. 
Students studying full-time in these locally accredited, self-financing, 
post-secondary education programs can also apply for grants and low-
interest loans under the Financial Assistance Scheme for Post-Secondary 
Students.u The Continuing Education Fund (CEF) also subsidizes adults 
with learning aspirations to pursue continuing education and training 
courses. 

Operators with a record of accomplishment in the area of a validated 
program and having completed at least two cycles of program 
revalidation can be considered by the HKCAAVQ for Program Area 
Accreditation (PAA) application in the same area of study. With PAA 
status, operators can develop and offer new learning programs within a 
defined scope of program area and at specified level, and enter the 
qualifications of those programs on the Qualifications Register without 
being subject to further external quality assurance by the HKCAAVQ 
within the PAA validity period. PAA status (subject to review at five-
yearly intervals) is a critical step in approval by the government for an 

t This took over the role of the pre-existing Council for Academic Qualifications. 
u The Continuing Education Fund (CEF) also subsidizes adults with learning aspirations 
to pursue continuing education and training courses. The fund reimburses eligible 
applicants 80% of their fees (subject to a maximum sum of HK$10,000) on successful 
completion of a reimbursable course. The fund may reimburse fees for more than one 
reimbursable course (subject to the ceiling of HK$10,000). http://www.sfaa.gov.hk/ 
eng/index.htm 
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institution’s status as a “university.”v The HKCAAVQ does not publish 
its PPA reviews.

The government introduced a quality assurance regime for the growing 
number of programs offered by non-local higher and professional 
educational institutions, via the Non-Local Higher and Professional 
Education (Regulation) Ordinance (Chapter. 493), in June 1997. 
Section 10 of the ordinance requires foreign service providers to register 
their courses with a Non-Local Courses Registry, the procedural 
requirements of which are set out in Box 4.3. In making registration 
decisions, the Registrar seeks the advice of the HKCAAVQ. 

The major registration criteria require that the awarding institution is 
a non-local institution recognized in the home country, and that effective 
measures are in place to ensure the standard of the course is at a level 
comparable with a course conducted in the home country leading to the 
same qualification and is recognized as such by that institution, the 
academic community, and the relevant accreditation authority in that 
country. Courses leading to the award of a non-local professional 
qualification must be recognized by the awarding non-local professional 
body, which must be generally recognized in the home country as an 
authoritative body representative of the relevant profession.  

On the other hand, there is no applicable registration requirement if 
the non-local courses are provided via the self-financing arms of the 
eight publicly funded universities, in which case they are “exempted,” 
although voluntary registration of courses is encouraged by the 
HKCAAVQ.w Operators of exempted courses must still submit annual 
reports and observe other rules set out by the ordinance in respect of 

v The Vocational Training Council, for example, has attained Program Area Accreditation 
(PAA) status in many program areas since 2006–2007. 
wIn this case, the requirement is that the executive head of the local institution must 
certify that the course meets the criteria required for registration both in terms of the 
standing of the institution or professional body and the quality assurance and recognition 
status of the course. 
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course fee refund arrangements, safety of premises, and, importantly, 
advertisements.

To avoid restriction of the freedom of expression including the 
freedom to seek, receive, and impart information and ideas of all kinds 
guaranteed under Article 16 of the Bill of Rights Ordinance, “purely 
distance learning courses”x are also exempted by the ordinance from the 
registration requirement. Operators are encouraged, however, to apply 
for registration to demonstrate that they fulfill the registration criteria. 

Registration and/or exemption from registration carries no 
implication whatsoever of any local accreditation or other standing 
conferred on the course or any comparability with a local degree 
program. For employment purposes, recognition is a matter within the 
discretion of individual employers. The regulations with respect to 
advertisements are particularly strict. Whether the courses are 
“registered” or “exempted,” advertising of foreign courses must draw 
attention to the fact that they are not locally accredited and that 
recognition is at the discretion of the employer.y Operators failing to 
include the necessary information in the advertisement are liable to a fine 
at level 3.z

Via its own employment practices, the government is the market 
leader in the recognition of foreign qualifications. Qualification 
requirements for civil service posts are normally set with reference to 
qualifications obtainable under the local education system or from local 
institutions. The government will consider candidates holding non-local 
qualifications for appointment if their qualifications are assessed by the 
government employer as comparable in standard to the entry 
qualification requirements of the posts for which they apply. 

x“Purely distance learning” means learning conducted solely through delivery of mail, via 
telecommunications, or via sale of materials in commercial outlets. 
yIn the case of a purely distance learning course where the operator chooses not to 
register on a voluntary basis, the operator is advised to, whenever possible, state in the 
relevant advertisement that the course is a purely distance learning course and is therefore 
not subject to the registration requirement. 
zAccording to the Criminal Procedure Ordinance (Cap. 221, Section 113B), level 3 fines 
range from HK$5,001–$10,000. 
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Box 4.3. Non-local course registration procedures 

Pursuant to Section 10 of the Non-Local Higher and Professional Education 
(Regulation) Ordinance (Chapter. 493), it is an offence to conduct non-local courses 
without due application for registration or exemption. Offenders are liable on 
conviction to fines up to level 4 and imprisonment up to two years. Non-local course 
operators must submit application forms to the Non-Local Course Registry at least 
four months before the proposed commencement of the course. An operator may 
appeal to the Non-Local Higher and Professional Education Appeal Board against 
decisions of the Registrar. 

Applications for the Registrar’s approval of the proposed premises, based on fire 
and building safety as well as compliance with approved land use planning, must be 
submitted at least three months before conducting the course (prior approval is not 
required for registered schools or local institutions of higher education, premises 
designed and constructed for educational purposes, and function rooms within 
licensed hotels). Failure to submit the application on time carries the penalty of a 
fine at level 4. Conduct of a registered or exempted course in non-approved 
premises carries a penalty of a fine at level 4 and imprisonment for six months. 

Operators of registered and exempted courses must submit annual returns to the 
Registrar. For registered courses only, contracts with students must clearly set out all 
the fees as well as the arrangements for payment and refunds as approved by the 
Registrar. Operators must notify students in writing of any change in course content, 
fees, arrangements for payment and refunds, the address at which course activities 
are conducted, and any changes in particulars of the operator and designated person 
within one month of such change. 

Operators of registered and exempted courses must issue students with receipts, 
within 30 days of payment, showing the amount and purpose of the payment. 
Operators must refund the relevant part of any course that they cease to conduct due 
to premature cessation of the course or cancellation of its registration or exemption 
status. Operators must issue refunds within one month, failing which they are liable 
to a fine at level 4 and imprisonment for six months. 

For quality assurance and local accreditation of courses offered by 
non-local institutions with independent local campus presence (GATS 
mode 3), the HKCAAVQ is the relevant regulatory body. 

The author’s analysis of data from the Department of Census and 
Statistics, combined with data from the Department of Education and 
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from various UGC reports, suggests that the Hong Kong, China market 
for higher education is relatively open. Only about one-third of local 
students receive their degrees locally in publicly funded institutions. 
Roughly another one-third opt for self-financed local or non-local sub-
degrees, degrees, or higher programs delivered locally, with non-local 
courses competing actively with local courses. Further, roughly one-third 
of local students obtain their tertiary qualifications abroad at foreign 
institutions via GATS mode 2. It is therefore currently possible to 
characterize Hong Kong, China as a net importer of higher education 
services geared to the local student population.   

4.1.  Imports: How Non-Local Services Providers Operate 

According to 2011 sample survey census data, 75,000 or 3% of Hong 
Kong, China households have household members aged 17–25 studying 
abroad.aa This percentage has been quite stable since 2001.bb The actual 
number of young Hong Kong, China students abroad has also been quite 
stable (with a slight downward trend) at 73,000 students in 2011, down 
from 74,000 in 2002. 

There has been a significant change over the period 2001–2011 in 
the composition of total GATS mode 2 education import sources. There 
has been a marked shift away from institutions in Canada towards 
institutions in the People’s Republic of China, followed by the United 
Kingdom, with Australia and the United States also gaining some market 
share. Figure 4.3 shows that, in 2011, just over one-quarter of Hong 
Kong, China students abroad aged under 25 were in the United Kingdom 
(up from 22% in 2002) and just under one-quarter in Australia (up from 
22% in 2002), with another nearly 20% studying in the United States (up 
from 18% in 2002).cc In 2011, just over 9% were studying in the People’s 
Republic of China (up from 4% in 2002) and just under 9% were 
                                                           
aaRoughly another one-third receive their degrees locally in publicly funded institutions 
and roughly one-third opt for self-financing local or non-local sub-degree, degree, or 
higher programs delivered locally. 
bbGovernment of the Hong Kong Special Administrative Region of the People’s Republic 
of China, Census and Statistics Department (2011, p. 17; 2002, p. 16). 
ccThere is no statistical breakdown available for different levels of study. 
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studying in Canada (down from the top position at 26.5% in 2002). In 
2011, nearly 70% of these Hong Kong, China students abroad were at the 
tertiary level (up from 62% in 2002), with the remaining 30% at the 
secondary level.  

As the Non-Local Courses Register testifies, many non-local services 
providers also have a presence of one kind or another in the domestic 
market, offering over 1,000 non-local programs to students who are 
resident in Hong Kong, China. 

Fig. 4.3. Geographic location of Hong Kong, China students abroad (persons aged 25 and 
below studying outside Hong Kong, China, by place of study, %), 2011
Source: Government of the Hong Kong Special Administrative Region of the People’s 
Republic of China, Census and Statistics Department. 2011.  
Thematic Household Survey Report No. 46, Table 3.2b. Available at 
http://www.statistics.gov.hk/pub/B11302462011XXXXB0100.pdf 

As highlighted earlier, extraordinary growth has taken place in the 
self-financing sector over the period 2001–2011 such that enrollments in 
self-financing programs (predominantly at the sub-degree level) now 
match publicly funded enrollments. As explained in the following 
section, the vast majority of these self-financing options are provided 
through commercial arms of and activities within the publicly funded, 
degree-conferring institutions. There is also evidence, highlighted below, 
that non-local, as distinct from local, programs are offered more by the 
publicly funded institutions than by other private (including professional) 
bodies. Local enrollments in non-locally accredited programs are mainly 
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at the full undergraduate degree-conferring level rather than at a sub-
degree level.

The delivery mechanism involves, as it does in many other parts of 
Asia, a mix of GATS modes 1, 3, and 4. In the absence of any official 
trade data on this matter, it has been necessary to examine the raw data 
as contained in the government’s “Non-Local Courses Registry”dd  in 
order to throw any light on how these international education services are 
being provided into the Hong Kong, China market. 

The registry data suggest that the predominant mode of delivery is 
mode 1and chiefly franchising (whereby local academics deliver non-
locally accredited courses) rather than distance learning. Distance 
learning, which, although free of constraint, consistent with Hong Kong, 
China’s Bill of Rights, essentially tends, probably precisely because of 
the under-regulation, not to receive widespread recognition.  

Franchising involves an element of mode 4 activity (intra-corporate 
academic transferees for monitoring and assessment of standards by the 
non-local institution). Mode 4 (e.g., fly-in/fly-out lecture delivery by 
non-local academics) also appears to be significant in its own right. 

Delivery mechanisms rarely include any major capital investment in 
mode 3 (commercial presence via local campus development). This 
might be explained historically by the relative ease of mode 1 exports to 
Hong Kong, China, meaning that foreign institutions are under little 
commercial pressure to embark on the more complex route entailed in 
mode 3, especially given the general scarcity of land in Hong Kong, 
China. It might also be explained by the fact that the top Hong Kong, 
China universities are themselves highly ranked internationally, so 
mode 3 would involve a higher degree of local competition than mode 1, 
which currently takes place in active cooperation with the highly ranked 
local universities. On the other hand, the apparent disinclination for 
commercial presence by way of capital investment in local campus 
facilities has become, recently, a matter requiring greater policy attention 
in Hong Kong, China as some United States institutions are reported 

ddUnder the Non-Local Higher and Professional Education (Regulation) Ordinance (Cap. 
493) introduced in 1997, foreign service providers must register with the Non-Local 
Courses Registry. 
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recently to have considered establishment in Hong Kong, China but to 
have shown a decided preference instead for alternative locations, 
including both Singapore and the People’s Republic of China.ee Land 
availability is unlikely to have been a determining factor in the most 
recent cases, as land for tertiary education is currently on offer from the 
government.ff

Joint degrees, meanwhile, are common (e.g., two years’ student 
residence in Hong Kong, China and two years’ residence overseas) as are 
other forms of institutional mutual recognition or “code-sharing” such as 
partnership and twinning arrangements. 

As of 2011, there were 1,157 courses in the Non-Local Courses 
Registry, only one-third of which are “registered” (i.e., have independent 
commercial presence—mode 3) plus some associated intra-institutional 
academic transferees (mode 4). Of these registered programs, Figure 4.4 
shows that more than one-half are offered by providers from the United 
Kingdom, followed by Australia with 22%, the United States with 13%, 
and the People’s Republic of China with 5%. Some of these registered 
courses are offered completely independently of any local collaborator; 
others are offered in collaboration, for example, with the Vocational 
Training Council (VTC).gg

As illustrated in Figure 4.4, more than half of the registered non-
local programmes are offered by independent providers from the United 
Kingdom, with Australia and the United States being the other 
significant operators in the market. Providers from the People’s Republic 
of China also have a 5% stake in the market, in terms of course offerings. 

eeThere are significantly more United States universities with a presence in Singapore, 
and in the People’s Republic of China, than is the case in Hong Kong, China. The latest 
addition is Yale University, which opened a liberal arts college in conjunction with the 
National University of Singapore in 2013. 
ffAdministrative delays and a relative lack of local institutional enthusiasm are reportedly 
part of the explanation, especially now that local universities are focusing more 
specifically either on building their own local commercial arms and/or on building their 
own commercial presence in Shenzhen. 
ggFigures are as of 31 October 2011. 
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Fig. 4.4. Geographic origin of “registered” course providers (%), 2012.  
Source: Government of the Hong Kong Special Administrative Region of the People Republic 
of China, Education Bureau, 2012. 
http://www.edb.gov.hk/index.aspx?nodeID=1250&langno=1

The other two-thirds of non-local courses are “exempted.” This 
suggests that foreign course providers tend strongly to prefer the 
“exempted” route, for example franchising and other “partnership” 
arrangements with the self-accrediting, publicly funded universities.hh

Students also seem to prefer non-local courses provided through the 
UGC-funded universities. 

As shown in Figure 4.5, as of 2011, nearly three-quarters of the 
exempted courses are provided by United Kingdom suppliers, followed 
by Australia with 17%, the People’s Republic of China with 4%, and the 
United States with 5%. A comparison of Figures 4.4 and 4.5 suggests 
that the United Kingdom is trading relatively more via mode 1 (e.g., 
franchising) than modes 3 or 4. Australian operators appear to have a 
higher market share than other providers in modes 3 and 4—i.e., fully 
independent “registered” modes of delivery. 

hhKember (2010, p. 172) observes that, “students enrolling in the community colleges 
seem to be influenced in selecting a particular college and course by the prestige of the 
parent university, even though the awards are clearly not those of the university itself.” 
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Fig. 4.5. Geographic origin of “exempted” courses in the registry (%), 2011.  
Source: Government of the Hong Kong Special Administrative Region of the People’s 
Republic of China, Education Bureau. 2012. Statistical Information. 
http://www.edb.gov.hk/index.aspx?nodeID=1250&langno=1 

Figure 4.6 provides some insights into which local institutions are 
doing international business with non-local providers and to what extent. 
Overwhelmingly, it is the University of Hong Kong (HKU) which, 
through its commercial arm, HKU Space, and its partnerships with, for 
example, the University of London, is offering non-local degree options. 
HKU provides 380, or more than one-half, of the non-local programs. 

Of the main players identified in Figure 4.6, HKU alone is the 
conduit for as many as 40 diverse non-local institutions (almost all of 
which are foreign universities) into the private higher education market 
in Hong Kong, China. The Hong Kong Polytechnic University (PolyU) 
facilitates program provision from five foreign university partners and 
the City University of Hong Kong (CityU) is a conduit for another 18 
non-local institutions, again mainly foreign universities, and mainly from 
the United Kingdom and Australia. The Chinese University of Hong 
Kong (CUHK) facilitates program provision from a different set of 18 
non-local institutions, mainly universities and mainly from Australia, the 
People’s Republic of China, the United Kingdom, and New Zealand. 
There is some minimal overlap, in that some foreign universities offer 
programs through more than one of Hong Kong, China’s universities.  
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Fig. 4.6. Local institutions offering exempted non-local courses (%), 2012.  
Source: Author’s calculations based on courses listed in the Qualifications Register. 

With respect to commercial presence in the form of a campus, at 
present there are three United States-owned and -run degree-awarding 
institutions—i.e., Upper Iowa University, Bakke Graduate University, 
and the Savannah College of Art and Design (SCAD), which opened a 
campus in Hong Kong, China in September 2010. SCAD stands out 
because of its United Nations Educational, Scientific and Cultural 
Organization (UNESCO) heritage campus in a former North Kowloon 
Magistracy Building and its specialized subjects, aiming to attract 
students from throughout Asia in a more comprehensive array of 
specialized digital media degree programs than was previously offered in 
Hong Kong, China.  

All programs taught in these institutions are accredited by the 
HKCAAVQ, are listed in the Qualifications Register, and are recognized 
in the Qualifications Framework. Given their local accreditation, the 
government recognizes the qualifications. Strictly, therefore, the 
regulatory regime should not require SCAD to make any reference in its 
advertising to recognition of its qualifications being at the discretion of 
employers. The college’s advertising nevertheless does so, and the 
HKCAAVQ reportedly has required the college to do so.   
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For Hong Kong, China citizens and other qualifying students 
residing in Hong Kong, China, the Student Financial Assistance Agency 
offers certain financial aid; as for all HKCAAVQ accredited programs, 
students are eligible to apply for loans under the Non-Means-Tested 
Loan Scheme and the Student Travel Subsidy Scheme. 

For Hong Kong, China, education exports are also significant and 
increasing at both the undergraduate and postgraduate degree levels. The 
non-local student headcount in publicly funded institutions alone has 
risen more than four-fold from 1,781 (2% of students) to 10,106 (13%) 
from 2000–2001 to 2010–2011. Non-local students made up 10% of the 
undergraduate population in 2010–2011 (up from 1% in 2000–2001) and 
accounted for as much as 70% of the combined taught and research 
postgraduate population (up from 33% in 2000–2001). 

As shown in Figure 4.7, students from the People’s Republic of 
China dominate the non-local student population. This is important, 
given local demographics, which predict a significant decline in the local 
Hong Kong, China student intake.ii Students from the People’s Republic 
of China account for as much as 87% of non-local undergraduates, 66% 
of taught postgraduates, and 92% of non-local research postgraduates. 
Most of them are top students from the People’s Republic of China 
education system and they tend to excel within the local Hong Kong, 
China institutions too.  

iiHong Kong, China has one of the lowest birth-rates in Asia; in 2010, the UGC predicted 
that student numbers would drop from 85,000 in 2010 to 59,000 by 2025 (UGC, 2010). 
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Fig. 4.7. Growth in non-local students at publicly funded institutions (numbers), 2001–
2001 to 2010–2011.  
Source: Key Statistics on UGC-funded Institutions (2006–2007 to 2010–2011). Non-
Local Students Enrollment (Headcount) of UGC-funded Programs by Institutions, Level 
of Study, Place of Origin, and Mode of Study (2000–2001 to 2010–2011).  

With the world’s internationally mobile tertiary level student 
population estimated to grow to 7.6 million by 2025 and 70% of these 
students predicted to be sourced from Asia (chiefly, the People’s 
Republic of China), the government has, since 2009–2010, been actively 
promoting internationalization and diversification of higher education 
with a view to development of Hong Kong, China as an education hub 
for Asia.jj Publicly funded institutions are consequently under pressure to 
host a broader range of nationalities. 

In 2010–2011, only 9% of non-local students come from other places 
in Asia and only 4% from the rest of the world. This already represents a 
big jump from 2009–2010, however, when only 6% came from other 
parts of Asia and 3% from the rest of the world. To attract a larger intake 
of non-local students, the government has been offering new financial 
incentives, including the PhD Fellowship Scheme and the Scholarship 
Fund. The non-local student population in publicly funded programs is 
still well under the target quota of 20%, so there is considerable room for 
further growth.  

jjUGC (2010, p. 24). 
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Fig. 4.8. Growth in non-local undergraduate students in publicly funded institutions 
(numbers), 2000–2001 to 2010–2011.  
Source: Key Statistics on UGC-funded Institutions (2006–2007 to 2010–2011). Non-
Local Students Enrollment (Headcount) of UGC-funded Programs by Institutions, Level 
of Study, Place of Origin, and Mode of Study (2000–2001 to 2010–2011).  

Fig. 4.9. Growth in non-local research postgraduate student headcount in publicly funded 
institutions (numbers), 2000–2011 to 2010–2011.  
Source: Key Statistics on UGC-funded Institutions (2006–2007 to 2010–2011). Non-
Local Students Enrollment (Headcount) of UGC-funded Programs by Institutions, Level 
of Study, Place of Origin, and Mode of Study (2000–2001 to 2010–2011).  

Figure 4.10 shows the distribution of non-local student enrollment across 
different academic disciplines. Engineering and technology, science, and 
business and management account for 70% of full-time, non-local 
enrollments, followed a long way behind by social sciences, arts and 
humanities, and medicine, dentistry, and health. In terms of non-local 
enrollments, 2000–2001 to 2009–2010 saw business and management 



 Trade and Investment in Higher Education Services in Hong Kong, China 147

enrollments increase significantly (up to 21% from 14% of full-time 
places) and arts and humanities overtake medicine, dentistry, and health 
in attracting non-local participation. 

Fig. 4.10. Non-local student enrollments by course program (numbers), 2000–2001 to 
2009–2010.
Source: Key Statistics on UGC-funded Institutions (2006–2007 to 2010–2011). Non-
Local Students Enrollment (Full-Time Equivalent) of UGC-funded Programs by 
Institutions, Level of Study, Mode of Study, and Broad Academic Program Category 
(2000–2001 to 2010–2011). 

Given the strong performance in self-financing higher education, 
reinforced by the sector’s ability to attract non-local students, especially 
from the People’s Republic of China, in 2009, the government singled 
out education, among other knowledge-intensive industries, for policy 
attention as a major growth sector for the economy. The idea was to 
promote Hong Kong, China as a regional education hub. 

The idea of building any services industry “hub” emerges from 
evidence of economies that arise from agglomeration of services activities, 
such as information signaling and spillover and access to expertise. 
Proponents also believe clustering helps build the appropriate culture for 
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innovation, so critical to attracting global clients. In people-driven services 
activities, realizing these economies involves building relationships.  

The task of building a services “hub” is therefore similar to complex 
services export promotion projects. In the language of international trade, 
it means ensuring the whole supply chain can operate effectively from or 
through the hub in all four GATS modes of services delivery. The key 
ingredient is attracting the highest value-added, most innovative 
expertise, because services industry reputations ultimately depend on the 
quality of the human capital involved—i.e., the talent. 

Education services are very high value-added knowledge-intensive 
services, which tend to be packaged with a range of enabling and support 
services. Creation of an education services “hub” requires a physical 
agglomeration in a geographic location of all aspects of the services 
package, allowing the efficient building of relationships. The idea is that 
the “hub” will attract all the players, but, most importantly, the center 
thrives and builds by encouraging a focus on the highest value-added 
activities. In education, that means the process of original research: the 
ultimate objective in the “center” is to not only advertise, sell, distribute, 
or manage knowledge from that location, but to create new knowledge. 
The location of this specific activity (the one to which, ultimately, the 
most valuable niche expertise is attached) is a function not only of 
quality of life and a culture of creativity, but also, very importantly, of 
regulation as well as taxation and incentives. 

In Hong Kong, China, government policy has specifically focused on 
encouraging a more intensive drive to internationalization and 
diversification of education as part of a fundamental shift to promote 
Hong Kong, China both as a regional education services hub for Asia 
and as a knowledge-intensive services economy more generally.  

The government’s policy address for 2009–2010 kk  elaborated an 
important shift in industry policy mindset and focus towards the 

Government of the Hong Kong Special Administrative Region of the People’s Republic 
of China. 2009–10 Policy Address: Breaking New Ground Together. 
http://www.policyaddress.gov.hk/09-10/ 



 Trade and Investment in Higher Education Services in Hong Kong, China 149

knowledge-based services sectors. The government’s statement noted 
that while the pillar industries that have traditionally underpinned Hong 
Kong, China’s success (such as financial services, trade and business 
services, logistics and shipping, and tourism and professional services) 
still enjoy strong competitive advantages, it would be necessary, in order 
to retain future competitiveness vis-à-vis other cities in the region, for 
Hong Kong, China to innovate to grasp new opportunities and broaden 
its economic foundations.  

To this end, in 2009–2010, the government identified six industries 
in which it believes Hong Kong, China to have potential for further 
development. These are the education services industry, the medical 
services industry, the testing and certification services industry, the 
innovation and technology industries, the cultural and creative industries, 
and the environmental industries. At the time of the policy statement, 
these six industries made a direct contribution of about 7–8% of GDP 
and, as shown in Table 4.2, employed around 400,000 people or 11% of 
the total workforce. Of the six prospective industries identified at the 
time of the policy address, by far the strongest recent growth in 
employment had been experienced in private (i.e., self-funded) higher 
education services.

Table 4.2. Employment in the six growth-potential industries, including private education 
(numbers), 2008–2010 

(1) Cultural and creative industries 191,260 188,250 189,430 
(2) Medical services industry 71,040 72,750 74,450 
(3) Education services industry 56,840 62,200 66,540 
(4) Innovation and technology 
 industries 

26,090 27,470 28,860 

(5) Testing and certification 
 services industry 

12,420 12,680 12,390 

(6) Environmental industries 31,270 32,410 36,080 
 All six industries 388,920 395,760 407,750 
 Total employment 3,521,400 3,486,900 3,503,000 

Source: Quarterly Survey of Employment and Vacancies, Survey of Innovation 
Activities, 2009 Survey of Testing and Certification Activities, Annual Survey of 
Economic Activities. 
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Figure 4.11 illustrates, for comparison, the growth in teacher 
employment in the publicly funded higher education sector; employment 
declined with the Asian financial crisis of 2007–2008, but subsequently 
also picked up strongly, until it experienced a decline in 2010–2011. 

The stated government objective is to remove obstacles to the 
development of the six industries to help propel Hong Kong, China 
towards being a knowledge-based economy. With respect to education in 
particular, the new policy aims to build Hong Kong, China’s 
international status and competitiveness as an education hub while 
simultaneously stepping up education cooperation with the neighboring 
Guangdong province in the People’s Republic of China. Part of the shift 
in policy direction involves relaxation of the regulatory regime to 
facilitate students from the People’s Republic of China pursuing studies 
in both local and non-local tertiary programs at degree level or above in 
Hong Kong, China. ll  The government is meanwhile also encouraging 
publicly funded and self-financing higher education institutions to step 
up exchange and promotion in Asia more broadly as well as the rest of 
the world.  

From a student fee perspective, Hong Kong, China degrees would 
seem to be strongly internationally competitive. In publicly funded 
universities in 2011–2012, local undergraduate students paid HK$42,100 
per annum; students from the People’s Republic of China and other 
foreign students paid fees ranging from HK$80,000 to HK$119,000.  For 
research postgraduate programs, as subsidized by the government, all 
students, whether local or non-local, pay HK$42,100 per annum with 
slight variations for individual programs. For taught (cf. research-based) 
postgraduate programs, the tuition fee varies considerably between 
programs, with discretion for different charges for non-local and local 
students. A Hong Kong, China undergraduate degree, for a non-local 
student, is less than two-thirds the price of a degree in the United Kingdom, 
Singapore, Australia, Canada, or the United States. Accommodation and 
other living costs are likely further to accentuate Hong Kong, China’s 
relative price competitiveness.mm

ll EDB (2004). 
mmhttp://join.ust.hk/apply/non-local/fees-and-support/what-does-it-cost 
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The government markets Hong Kong, China internationally as 
providing students with a unique position from which to explore modern-
day China in an international business and multicultural setting. The 
government also promotes Hong Kong, China as China’s most 
competitive city, suggesting that students who choose Hong Kong, China 
to complete their higher education can take advantage of Hong Kong, 
China’s career opportunities at the gateway to one of the world’s fastest-
growing economies, the People’s Republic of China. Whether students in 
fact can is another matter, given the restrictive immigration regime of the 
People’s Republic of China.  

Non-local students enrolling in a locally accredited or a non-local 
course offered can apply for a visa, provided the mode of attendance is 
full-time.nn Any change in condition of stay requires the prior approval 
from the Immigration Department and students must leave Hong Kong, 
China within four weeks from completing their study.oo

Under Regulation 2 of Hong Kong, China’s Immigration Regulations
(Chapter 115A), non-local students are not permitted to take up any 
employment, paid or unpaid. This prohibition was relaxed for the 2008–
2009 academic year (September to May) onwards to allow internships 
and part-time employment. Non-local students of full-time, locally 
accredited degree level programs of not less than one academic year may 
now take up an internship subject to the internship being study or 
curriculum-related and arranged or endorsed by their academic 

nnSeparate arrangements apply to residents of the People’s Republic of China and Taipei,China 
and former People’s Republic of China residents settled in Macao, China after 1979 and 
nationals of Afghanistan, Albania, Cambodia, Cuba, the Lao People’s Democratic Republic,  
the Republic of Korea, Nepal, and Viet Nam. See http://www.immd.gov.hk/ehtml/ 
faq_ipoe.htm/ 
ooStudents will normally be allowed to extend their stay to complete their study or to 
pursue another locally accredited or non-local full-time program at a higher level of 
study. Extension of stay to enable switching to another locally accredited full-time 
program is permitted as long as it involves accumulation of no more than five years of 
continuous residence in Hong Kong, China. The process is cumbersome; applications for 
extension of stay are not accepted until four weeks before the limit of stay expires and 
take two to three weeks to process. The rules appear silent with respect to non-local 
courses. 
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institutions.pp Non-local students (excluding exchange students) may also 
take up part-time, on-campus employment for not more than 20 hours per 
week throughout the academic year. They may obtain employment 
during the summer months without any limit in relation to hours and 
location.   

Figure 4.11. Tertiary education employment trends (number of teachers in the post-
secondary sector), 1996–1997 to 2010–2011.  
Source: Author calculations and School Education Statistics Section, Education Bureau, 
http://www.edb.gov.hk/en/about-edb/publications-stat/figures/index.html 

The government relaxes the employment restriction on non-local 
students by issuing eligible students with an individual “No Objection 
Letter” (NOL) on approval of entry. Should a non-local student 
successfully switch to another study program even in the same 
institution, the previous NOL ceases to be valid and eligibility for 
internship, part-time, on-campus employment and summer employment 
is assessed by the government afresh. 

Employment after the completion of studies is subject to Hong Kong, 
China’s normal immigration regime. Entry applications for employment 

pp The internship is for a maximum of one academic year, or one-third of the duration of 
the relevant program and it cannot take place immediately prior to or after completion of 
the course. There is no restriction on the nature of work, level of salary, location, working 
hours, and employers. 
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must be made to the government prior to arrival in Hong Kong, China 
(i.e., the former student must first depart his or her country of residence) 
and applications are considered by the government on the basis of 
specified criteria including possession of a special skill, knowledge, or 
experience of value to and not readily available in Hong Kong, China 
and prior existence of an offer of employment at the market rate.qq

Many tertiary institutions in overseas countries or territories provide 
progression pathways for the graduates of Hong Kong, China’s locally 
accredited, post-secondary programs, including the self-financing 
programs. Currently, ten economies provide various levels of recognition 
to Hong Kong, China programs; these are Australia, Canada, France, the 
Republic of Korea, the People’s Republic of China, the Macao, China, 
New Zealand, Switzerland, the United Kingdom, and the United States.rr

The Government of the Hong Kong Special Administrative Region of 
the People’s Republic of China has also been active in pursuit of bilateral 
Memoranda of Understanding (MOU) to strengthen education cooperation 
with neighboring partners. In July 2004, an MOU was signed with the 
People’s Republic of China to facilitate the mutual recognition of 
academic degrees, with the result that holders of bachelor degrees from 
recognized higher education institutions in the People’s Republic of China 
can apply for admission to postgraduate or professional qualifications in 
Hong Kong, China, and vice versa.   

In 2006, Hong Kong, China signed an MOU with the United Kingdom, 
with a focus on strategic collaboration to support internationalization of 
education and lifelong learning, to enhance excellence and creativity in 
teaching, learning, and research, and to contribute to professional 
development in education. The focus is on encouraging exchanges of 
students, scholars, and academic staff.  

qq Guidebook for Entry for Employment as Professionals in Hong Kong, China. 
http://www.immd.gov.hk/ehtml/id991.htm
rrhttp://www.ipass.gov.hk/eng/reg_qual.aspx 
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Hong Kong, China signed a slightly more comprehensive agreement 
with New Zealand in the context of Hong Kong, China’s free trade 
agreement (FTA) with New Zealand, signed in 2011. This MOU is also 
incorporated as Annex 1V on Education Cooperation to the FTA Chapter 
13 on Services; it commits, among other things, to joint work to facilitate 
the development of joint programs and related exchanges of staff as well 
as cooperation in vocational education. 

Education cooperation with the People’s Republic of China has become a 
major policy priority. The recent education report of the People’s 
Republic of China, “The Nation’s Medium and Long-Term Education 
Reform and Development Outline for 2010–2020” sets out the central 
government’s determination to reform education in all aspects and, in 
particular, to promote international exchange and collaboration. The 
Government of the Hong Kong Special Administrative Region of the 
People’s Republic of China has recognized the strategic opportunity this 
presents and is seeking, against that background, to reinforce its unique 
position as the meeting place of knowledge between the East and the 
West.

The publicly funded universities are making exploratory forays into 
workable modes of delivery, in addition to mode 2, into the People’s 
Republic of China, especially neighboring Guangdong province. Some 
are offering joint programs, such as the Master of Business 
Administration (International) program jointly offered by HKU and 
Fudan University in Shanghai and the MBA in Finance program jointly 
offered by CUHK and Tsinghua University in Beijing. 

More recently, there have been individual institutional initiatives to 
establish campuses in the Pearl River Delta area. HKBU and Beijing 
Normal University jointly founded the United International College in 
Zhuhai, HKU is establishing a campus in Shenzhen, CUHK has signed 
an MOU with the Shenzhen Municipal Government to establish a 
campus in Shenzhen, and HKPU has signed an MOU with the Donguan 
Municipal Government to conduct a feasibility study relating to 
education and research in Donguan. 
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Given its growing demand for cross-border higher education, the 
People’s Republic of China presents significant opportunities for Hong 
Kong, China educators, the potential for which is far from fulfilled. 
These ventures are not without their regulatory challenges, given that 
there are otherwise only two foreign universities with a campus-style 
commercial presence in the People’s Republic of China, both via 
partnership arrangements with institutions from the People’s Republic of 
China, namely the University of Nottingham Ningbo and the Xian 
Jiaotong-Liverpool University. The UGC report (UGC, 2010) noted that 
the initiatives to date by the Hong Kong, China universities have been 
largely uncoordinated and drew attention to the need, in efforts to 
collaborate with institutions from the People’s Republic of China, for 
careful consideration of the benefits and the sustainability of funding.   

Some Hong Kong, China institutions have also formed partnerships 
with People’s Republic of China institutions to conduct collaborative 
scientific and technological research at a national level. Research 
collaboration, however, is constrained by the low portability of research 
funding outside the territory of both Hong Kong, China and the People’s 
Republic of China. A significant limiting factor in collaboration with the 
People’s Republic of China’s high profile State Key Laboratories is the 
People’s Republic of China’s prohibition on the use of research funding 
from the People’s Republic of China by such laboratories outside the 
People’s Republic of China.  

For its part, the government has continued its efforts to enhance 
education cooperation with the People’s Republic of China, including via 
the annual iterative negotiations on the Comprehensive Economic 
Partnership Agreement (CEPA) between Hong Kong, China and the 
People’s Republic of China, which aims to facilitate trade and investment 
in a wide variety of services-related sectors.ss CEPA V, signed in 2007, 
and CEPA VI, signed in 2008, were both significant steps forward in terms 
of enhanced cooperation in mutual recognition of certain professional 
qualifications. CEPA VII, signed in 2009, also introduced liberalization 

ss The CEPA was concluded by the Government of the Hong Kong Special Administrative 
Region of the People’s Republic of China and the central government of the People’s 
Republic of China on 29 June 2003. 
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measures in R&D services for the first time, expanding the total number of 
service sectors covered by the CEPA to 42. CEPA VII also eased the 
conditions applying with respect to qualification examinations for certain 
additional professionals and technicians. Hong Kong, China and the 
People’s Republic of China have now reached arrangements on mutual 
recognition of professional qualifications in respect of construction, 
securities and futures, accounting, and real estate. Such arrangements are a 
vital adjunct in facilitating trade in professional education services. 

Importantly, CEPA VIII, which came into effect in 2010, intensified 
the commitments on both education and on innovation and technology. 
With respect to education, Hong Kong, China and the People’s Republic 
of China agreed to strengthen exchanges of information and to improve 
cooperation in training through professional collaboration, training 
seminars, and visits. It is noteworthy that both parties also agreed for the 
first time to support their education institutions to jointly provide 
education programs, to establish joint research facilities, and to nurture 
talent at the undergraduate level and above in the People’s Republic of 
China. The parties reached an agreement to involve, progressively, Hong 
Kong, China research institutes as well as enterprises in the national 
innovation system and to encourage Hong Kong, China research 
personnel and organizations to participate in national science and 
technology projects. Both parties agreed to support and assist semi-
official organizations, non-official organizations, and businesses to play 
a part in promoting cooperation in the innovation and technology 
industry. The most recent iteration, CEPA IV, which was signed on 
13 December 2011, pushed the envelope further with respect to R&D 
services, allowing Hong Kong, China services suppliers to provide 
interdisciplinary and experimental R&D services on natural sciences in 
the People’s Republic of China, on an equity joint venture, contractual 
joint venture, or wholly owned basis. 

To assist the government in formulating a long-term industry development 
strategy consistent with the new policy focus on developing Hong Kong, 
China as a regional education hub, the government tasked a UGC 
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Committee with undertaking a Higher Education Review, the report of 
whichtt  it submitted to the government in December 2010. The report 
identified a number of key issues that need to be addressed to boost Hong 
Kong, China’s competitiveness in international education. The key issues 
and recommendations are set out below, along with the government’s 
response, uu  announced in November 2011, which endorsed the overall 
strategies and directions recommended. Together, this report and the 
government’s response, offers an action agenda and a way forward. 

The UGC report drew attention to the highly fragmented and somewhat 
incoherent nature of the higher education sector, despite its strong overall 
growth trends. The UGC considered that the absence of an overall 
coordinating policy and associated monitoring authority had resulted in 
the duplication of programs and low mobility of students within the 
tertiary education system. The report recommended that, for strategic 
planning purposes, the government should treat all elements of higher 
education provision in an integrated fashion as a single interlocking 
system, covering both publicly and privately funded institutions. Given 
the growing dominance of the private provision of higher education, and 
anticipated continuation of that trend, the report proposed that the 
government should give the Education Bureau greater oversight of the 
self-financing sector and that it should set up a coordinating committee 
of the various existing oversight bodies established under the 
Chairmanship of the Secretary of Education.  

In its response, the government agreed to form an advisory Committee 
on Self-Financing Post-Secondary Education. The government also 
launched a new portal in February 2012, namely the Electronic Advanced 
Application System for Post-Secondary Programs,vv designed to support 
the parallel development of both the publicly funded and the self-financing 

ttAspirations for the Higher Education System in Hong Kong: Report of the University 
Grants Committee.  
uuhttp://www.ugc.edu.hk/eng/ugc/publication/press/2011/pr03112011.htm 
vvE-APP website: https://www.eapp.gov.hk/eapp/index.htm 
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sectors and to promote non-UGC-funded programs to more students. The 
system enables secondary school leavers to make advance applications, 
prior to receipt of exam results, for full-time, locally accredited, post-
secondary sub-degree and bachelor degree programs that are not covered 
by the Joint University Programs Admissions System. These programs 
include both local and non-local courses offered by community colleges 
and other higher education institutes.ww

The UGC also report stressed the need for greater transparency in 
articulation of the differences between the various levels of higher 
education and greater provision of clear advice to students in the 
selection of programs. In particular, it called for greater clarity about the 
character and role of the now ubiquitous (self-financed) “Associate 
Degree.” Unlike the well-established “Higher Diploma,” which is 
recognized and understood by employers as an exit qualification for 
vocational or professional development, both providers and students see 
the Associate Degree as a stepping stone to a full degree rather than a 
stand-alone attainment, an ambiguous situation that can lead to 
disappointment.  

To make the pathways clearer and to facilitate interflow between the 
different sectors in post-secondary education, the government responded 
by inviting the UGC to work with the publicly funded institutions to 
launch a centralized, user-friendly portal for the disclosure of 
comprehensive and relevant information on publicly funded senior year 
articulation opportunities. 

The UGC report specifically proposed adoption of a Credit 
Accumulation and Transfer System (CATS), incorporating a framework 
of qualification levels, level descriptions, and learning outcomes, a 
commonly recognized transcript, and a trusted and comparable quality 
assurance system. The government’s response gave support, in principle, 
to the development of such a system. 

wwEDB (2012). E-APP to Help Secondary School Graduates Map Out Their Study Pathways. 
Press Release. http://www.info.gov.hk/gia/general/201202/08/P201202080224.htm 
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With respect to the publicly funded sector, the UGC recommended 
abolition or considerably loosening of workforce planning requirements 
imposed on the allocation of First Year-First Degree (FYFD) places. 
Currently, the government requires a fixed number of entrants to courses 
that provide professional qualifications considered essential to public 
policy (such as medicine, teaching, nursing, law, and social work). These 
figures are revised by the government triennially according to projections 
of need. For the 2009–2012 triennium, they accounted for 18% of all 
FYFD places, 35% of sub-degree places, and 85% of taught postgraduate 
places (none for research postgraduate places). 

These are very high percentages of what are already very small 
numbers of total places, stifling innovation and strategic planning in 
course provision. At HKU, CUHK, and HKPU, as many as 23% of total 
FYFD places are subject to workforce planning. While some kind of 
local skills-mapping exercise might historically have been justified, the 
current arrangements seem highly inefficient, with projections at best 
uncertain and frequently flawed, leading to sharp changes in 
requirements, with consequent alternate over-and under-provision of 
staff and infrastructure. 

The government response made it clear, nevertheless, that it intended 
to continue with specific workforce planning requirements in the 
allocation of FYFD places but said it would review them to ensure they 
fulfill the established criteria. It also stated that for sectors that no longer 
meet the criteria, instead of stipulating specific requirements, the 
government will provide general workforce advice for the reference of 
the UGC and institutions in the next triennial planning period. 

Very importantly, the UGC report expressed concerns that commercial 
arms affiliated with Hong Kong, China’s publicly funded institutions 
were providing so much self-financed education. The UGC was 
concerned that, given common staffing and other resources, this involves 
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a potentially high degree of cross-subsidization from public funds. The 
UGC noted the trend for publicly funded universities to cancel publicly 
funded taught postgraduate programs (which fell from 130 in 2003–2004 
to 30 in 2009–2010) in favor of launching alternative self-financing 
postgraduate programs (which increased from 280 in 2003–2004 to 510 
in 2009–2010). To avoid the misuse of public resources (and to ensure a 
higher degree of UGC control over public funds), the UGC 
recommended the separation of self-financing affiliated colleges from 
their parent institutions, within three years of government acceptance of 
this recommendation.   

The government invited the UGC to study the self-financing 
endeavors of publicly funded institutions. It also agreed that greater 
separation of self-financing, sub-degree operations from the publicly 
funded institutions should be accepted as a long-term goal—i.e., 
community colleges should be separated from parent UGC-funded 
institutions financially and in quality assurance. 

The UGC report considered measurement and quality assessment of local 
teaching and learning outcomes to be relatively under-developed in Hong 
Kong, China and to provide for insufficient public disclosure and 
transparency. 

One criticism, outlined above, is that the system does not provide 
reliable information about articulation pathways to enable appropriate 
student choice. Concerns have also been raised by some providers about 
the greater speed at which publicly funded institutions have been able to 
offer new programs to meet changing demand, compared with other 
(especially) self-financing institutions, which need to go through the 
more cumbersome and more opaque HKCAAVQ process. As this 
chapter has highlighted, the marked differences in the regulatory regimes 
applying to different categories of providers has, moreover, been 
significantly distorting the decisions by non-local services providers 
about whether and how they should participate in Hong Kong, China’s 
higher education sector.  
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The UGC went so far as to conclude in its report that the existing 
system had become too fragmented to any longer be considered fit for 
purpose. The report proposed a single quality assurance body for the 
entire post-secondary sector, integrating quality assessment, validation, 
and accreditation across the system. 

In responding to these conclusions, the government agreed it should 
explore the possibility of eventually setting up a single quality assurance 
body.xx In the meantime, it announced that it would increase the number 
and rigor of external audits and reviews of all post-secondary 
institutions. In particular, it would complement the self-accrediting 
responsibilities of the publicly funded universities by introducing 
periodic external quality audits by the HKCAAVQ of their community 
colleges and other commercial operations at the sub-degree level and 
below.

The government’s response falls a long way short of the 
recommendation of the UGC report to separate the self-financing arms 
from their parent institutions. It adds, moreover, an additional, 
duplicative, layer of quality assurance, as the Quality Review Committee 
also audits these programs, despite their self-financing nature. This 
makes sense only if, after a transitional period, these bodies are indeed to 
be separated from their parent institutions and the Quality Review 
Committee process ceases to apply to their programs. 

It is understandable, nevertheless, that the government has hesitated 
to proceed immediately with the full UGC proposal and that it is focused 
for the time being only on adjustments to quality assurance of sub-degree 
programs. Any more substantial change in the relationships between the 
self-financing arms of the publicly funded universities and those 
universities proper would be expected to impact significantly on the 
GATS modes of operation chosen by non-local degree course operators 
and the implications of this would, presumably, need to be considered in 
detail.

xxEDB (2011). Government Decides Way Forward on Higher Education. 
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Compared to other major regional education services providers such as 
Australia or Singapore, the UGC report observed that Hong Kong, 
China’s objectives with respect to internationalization remain largely 
aspirational. Although several local universities are well established and 
highly ranked on the international league tables, the UGC considered that 
their individual institution-oriented strategies are not up to the task of 
addressing the overall interests of the entire tertiary education system. 
The UGC considers that effective internationalization will require a more 
sustained effort not only from the universities but also from the 
government to maintain an active network of relationships with foreign 
counterparts. A higher level of international recruitment of both students 
and scholars is also considered by the UGC to be essential.  

The UGC report refers to a general perception of a decline in 
appointment of non-Chinese nationals to the academic staff bodies of the 
publicly funded institutions.  If this perception is well founded, it would 
undoubtedly be disadvantageous to the pursuit of the sector’s 
internationalization. The evidence is not clear. Statistics on visas issued 
under the general employment policyyy show that the intake of non-local 
secondary and tertiary level educators has remained roughly stable (i.e., 
has shown no growth) since 2005 (Table 4.3).  

Table 4.3. Employment visas issued by occupation (numbers), 2010–2011 

Investors      208    312    297     236 
Lawyers      264    225    206     302 
Medical Dental 
Professionals      42      70      60      72 
Other Professionals 
and Technicians   4,079   2,869   3,002   3,451 
Administrators,
Managers and 
Executives   6,406   5,623   5,297   7,030 

(Continued) 

yyhttp://www.immd.gov.hk/ehtml/facts_3_3.htm 
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Chef and Professionals 
in Food & Beverage        77      109      149      101 

Teachers/Professors   1,750   2,005   1,799   2,087 
Sportsmen and 
Entertainers   2,848   4,085   3,746   4,746 
Others   2,846   1,631   1,218   1,130 
Total 18,520 16,929 15,774 19,155 

Investors       243       372       177       269 
Lawyers       272       280       373       436 
Medical Dental 
Professionals         61         79         73         47 
Other Professionals 
and Technicians   4,244   3,988   6,315   7,027 
Administrators,
Managers and 
Executives   8,033   8,615 10,586   9,219 
Chef and Professionals 
in Food & Beverage       125       151       191       171 
Teachers/Professors   2,239   2,236   2,360   2,366 
Sportsmen and 
Entertainers   4,791   4,617   4,839   5,556 
Others   1,111   1,620   1,470   1,375 
Total 21,119 21,958 26,384 26,466 

Investors 329 422 493
Lawyers 208 441 453
Medical Dental Professionals 55 67 66 
Other Professionals and 
Technicians 4,885 5,794 7,616 
Administrators, Managers and 
Executives 6,568 9,978 10,273 
Chef and Professionals in 
Food & Beverage 181 304 342 
Teachers/Professors 2,239 2,226 2,366 
Sportsmen and Entertainers 4,102 3,566 4,312 
Others 2,421 4,083 4,636 
Total 20,988 26,881 30,557 
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Note: Table data excludes persons admitted to take up employment under 
schemes or arrangements catering for People’s Republic of China 
residents, foreign domestic helpers, imported workers admitted under the 
Supplementary Labour Scheme as well as those admitted under the 
Immigration Arrangements for Non-Local Graduates. 
Source: Government of the Hong Kong Special Administrative Region of 
the People’s Republic of China, Immigration Department (2011). 

With respect to the student body, the UGC recommended that while 
the universities should develop their own strategies for recruiting 
international students, they should also be given active support through 
the government’s official overseas offices and the promotion efforts of 
the Trade Development Council. For its part, in responding to the report, 
the government agreed that it needed, as a matter of urgency, to work 
with the UGC and the institutions to meet the demand for hostel 
accommodation. The 2012 immigration data in Table 4.4 confirms that 
the large increase in student enrollments from countries other than the 
People’s Republic of China in 2011 was sustained into 2012. 

The UGC further proposed the establishment of a government forum 
to facilitate collaboration with the universities and the UGC for 
identifying and implementing best practice initiatives with respect to 
internationalization. The UGC called for a funding stream for 
internationalization initiatives including joint institutional development 
of international centers for research and graduate programs combining 
Asian and Western perspectives. The government agreed to set up an 
internationalization forum to consider strategy, foster collaboration, and 
share best practices in the area. 

Table 4.4. Issuance of non-local student visas (numbers), 2001–2012  

1,432 1,668 1,479 2,337 3,178 4,046 
1

4,659 5,279 5,823 6,532 7,401 391 
1Months of January through March. 
Note: Table data excludes People’s Republic of China residents admitted into Hong 
Kong, China for study. 
Source: Government of the Hong Kong Special Administrative Region of the People’s 
Republic of China, Immigration Department (2011). 
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In 2009, the government implemented a new academic structure 
known as “3+3+4,” involving 12 years of schooling (it was previously 
13 years) and a four-year undergraduate degree (it was previously three 
years). zz  This is a major education reform and 2012 was the critical 
transitional milestone when the first cohort of Senior 6 students sat the 
final secondary examination along with the last cohort of Senior 7 
students.aaa The UGC observed that the new system will give students 
attending Hong Kong, China institutions more time to participate in 
credited overseas exchange programs and more efforts, and government 
funding, were required to increase the number and variety of overseas 
opportunities. The report also noted the need to enhance students’ 
bilingual and trilingual Cantonese/Mandarin/English language abilities.  

As set out in Box 1, the UGC allocates research funding in three ways: 
via the research portion of the block grant (approximately HK$2.7 billion 
per annum); via the allocation of research postgraduate places to 
institutions (approximately HK$760 million per annum); and via the 
competitively allocated, earmarked research project funding of the 
Research Grants Committee (RGC) (HK$775 million for 2010–2011). 
The degree of competition in the allocation process varies considerably 
between these sources but the UGC report has called for an increase in 
its overall degree.

The UGC report was critical of the last Research Assessment 
Exercise in 2007, including because the research portion of the block 
grant does not differentiate between the research levels of different 
institutions, and it called for a review before the next Exercise takes 
place in 2014. In the long run, the UGC report wants the research portion 
of the block grant transferred to the RGC for more competitive allocation.

zzEDB. 2005. The New Academic Structure for Senior Secondary Education and Higher 
Education—Action Plan for Investing in the Future of Hong Kong.  
aaaIn 2015, the last cohort of students under the old system will graduate from university 
and in 2016 the first cohort of students under the new system will complete their first 
degree studies. 
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While the UGC report envisaged that the private universities in Hong 
Kong, China would remain predominantly teaching-led, it observed that 
their ability to compete effectively over time for RGC research project 
funding should not be ruled out and must remain be subject to review. In 
this area, the government went further in its response than the UGC 
report, announcing a decision that it would open up part of the 
competitive research funding to applications from the local self-financing 
degree sector. 

With respect to education and research cooperation with the People’s 
Republic of China, the UGC report recommended reform of the regulatory 
regime to enable greater cross-boundary research collaboration. The 
government has responded positively by inviting the UGC to study the use 
of the block grant outside Hong Kong, China and recommend suitable 
guidelines to the government.   

The UGC report also advised that the government should develop a 
more explicit R&D policy and ensure it dovetails more effectively with 
private R&D funding for the four traditional pillars and six new 
industries identified by the government for targeted development (see 
discussion above). The fact is that Hong Kong, China does not have a 
well-articulated and implemented policy on R&D and innovation.bbb As 
shown in Table 4.5, investment in R&D in Hong Kong, China is very 
low by world standards. In 2008, the ratio of R&D to gross domestic 
product (GDP) was 0.73% and the ratio of private-to-public R&D 
expenditure was still as low as 40:60. 

bbbThe two major sources of public funds are the Research Grants Council (see Box 4.1) 
and the Innovation and Technology Fund, which provides support through the 
Guangdong–Hong Kong Technology Cooperation Funding Scheme, the Internship 
Program, the Patent Application Grant, the University–Industry Collaboration Program 
and the Small Entrepreneur Research Assistance Program. In 2009–2010, the government 
made an effort to develop this policy by announcing it would allocate HK$200 million to 
launch an “R&D Cash Rebate Scheme” under which enterprises conducting applied R&D 
projects with the support of the Innovation and Technology Fund or in partnerships with 
designated research institutions will enjoy a cash rebate of 10% of their investments. 
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Table 4.5. Comparative table of R&D expenditure, 2008 

(%)

(%)

(%)

Australia 1.8 25.7 14.1 39.8 60.2 
Canada 1.8 35.0 10.2 45.2 54.8 

People’s
 Republic of 
 China 1.4 8.5 19.2 27.7 72.3 

Hong Kong, 
 China 0.7 54.1 3.1 57.2 42.8 
Japan 3.8 18.3 9.2 27.5 72.5 

Republic of 
 Korea 3.5 10.7 11.7 22.4 76.2 
Singapore 2.8 20.5 7.6 28.1 71.8 
Taipei,China 1.8 12.2 16.8 29.0 71.0 

United Kingdom 1.8 25.6 8.8 34.4 65.6 
United States 2.7 13.2 10.7 23.9 76.1 

Source: UGC Report (2010). 

Consistent with its terms of reference, the UGC report of December 2010 
has drawn timely attention to a number of systemic weaknesses and 
consequent constraints to growth of Hong Kong, China as a regional 
education hub. In the drive to internationalization, higher education in 
Hong Kong, China also, of course, has a number of well-known systemic 
strengths, not least of which is Hong Kong, China’s top reputation and 
recognition-value as an international city. 

The academic literature on higher education in Hong Kong, China 
has also focused on progress in developing Hong Kong, China as a 
regional education hub (Chan & Ng, 2008; McBurnie & Ziguras, 2001). 
Most of these authors take a comparative approach that assesses the 
situation in Hong Kong, China vis-à-vis neighboring regional 
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competitors such as Singapore and Malaysia. Most of these authors also 
focus inevitably on the publicly funded sector and on the various impacts 
on local, publicly funded institutions of new global trends towards 
greater managerialism and marketization in global higher education. 

This chapter brings a trade policy perspective to the situation, paying 
greater attention specifically to the international business aspects, namely 
the size of the self-financing (marketized) sector and the competitive mix 
and GATS mode of the operation of local and non-local services 
providers in the self-financing sector. Helpfully, from that perspective, 
the UGC report also focused not only on the UGC-funded public 
institutions, but also on the fast-growing, self-financing sector and what 
the government can do across the entire system to enhance 
competitiveness of both teaching and research outcomes.  

An additional contribution of this chapter, in particular, is the 
analysis undertaken of the non-local courses and course providers 
registered in Hong Kong, China and the impact of Hong Kong, China’s 
regulatory regimes for quality assurance on how these services enter this 
particular international market (of special interest, therefore, is the fact 
that the UGC, by calling for separation of their commercial arms from 
the publicly-funded universities, has singled out, for future change, the 
precise regulatory arrangement that to date has encouraged foreign 
mode 1 entry via commercial deals with publicly funded institutions, in 
apparent preference to other modes of market entry). 

From a trade perspective, the relevant issue now is whether the 
various UGC recommendations are being acted upon by the government 
and by institutions with sufficient dedication to enable Hong Kong, 
China to build the desired level of international competitiveness in 
education services.

The analysis provided in this chapter, and the insights drawn from 
the UGC report, indicate that Hong Kong, China faces evident challenges 
in many of the areas generally seen as critical to competitiveness. Nor 
has the UGC report dealt in depth with all the relevant issues, its own 
recommendations often calling for further consideration and study rather 
than action.   

This suggests, as a minimum, that the government should implement 
the tertiary education reforms to which it has agreed, based on the UGC 
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report, quickly and energetically in an effort to avoid any relative 
competitive slippage vis-à-vis other locations in Asia. The reality is, 
however, that energy has recently been focused, in Hong Kong, China, 
on implementation of the extensive reform of both secondary and tertiary 
education associated with the new “3+3+4” system, which cuts a year 
from secondary education and adds a year to university degree programs. 
This chapter concludes, therefore, with one central recommendation. 

Unlike the People’s Republic of China, Hong Kong, China has made 
no commitments on education services under the GATS in the World 
Trade Organization (WTO), including no commitments on higher 
education. Nor has Hong Kong, China made any offer on education, 
including higher education, in its initial offer on services in the Doha 
Development Agenda (DDA).ccc Education services are covered, however, 
in CEPA and in the FTA with New Zealand. 

Hong Kong, China would be well advised, in its efforts to build 
recognition of Hong Kong, China as a regional education hub, to take 
immediate steps to reinforce its international image by binding the 
current degree of openness to non-local course operators. This would be 
a signal worth sending to foreign education suppliers as they compare the 
various Asian locations in search of a potential base for future 
operations. It would also boost transparency. 

Action on this front is especially important against a background of 
proposed adjustment in the relationship between the publicly funded 
universities and their self-financing commercial arms because this 
relationship has been a critical factor influencing the choice of mode of 
delivery of non-local educational services into the Hong Kong, China 
market. It is in the interest of building Hong Kong, China as an education 
hub for the government to focus in a timely manner on reassuring foreign 
suppliers that whatever education reforms are ahead, the Hong Kong, 
China market for higher education will continue to welcome them. 

cccHong Kong, China’s revised offer has not been made public. 
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Shintaro Hamanaka  

The education sector has two contrasting aspects. First, it is a highly 
regulated services industry as quality control is critical and governments 
consider market failure unacceptable, even in the short run. Second, it is 
free from restrictions in the sense that it is impossible to prevent 
nationals from consuming various forms of education services provided 
by foreign services suppliers. Studying abroad is the typical example of 
unregulated transaction in education services, but recently online 
distance education has also become technologically feasible and more 
common.  

The two aspects of education services are interrelated, especially in 
the case of tertiary education, because international transactions occur 
through a combination of various modes of supply. It is not surprising if 
a student taking an online program offered by a foreign university 
attends a satellite campus located in his or her country from time to time 
and visits the main campus in the foreign country once a year. As far as 
foreign providers supply education services through the combination of 
various modes of services transactions, imposing “strict” regulations in 
selected modes of supply in an arbitrary manner is becoming less 
effective in assuring the quality of education services consumed by the 
Japanese people. Simultaneously, domestic consumers may also expect 
the government to play some role in assuring the quality of 
internationally supplied education services.  

aEconomist, Office of Regional Economic Integration, Asian Development Bank. 
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Japanese students throughout the country possess extremely 
homogenous educational backgrounds by the time they have completed 
their secondary education. As a result, the domestic market for tertiary 
education is largely protected from international competition and the 
government has been able to establish distinctive regulatory frameworks. 
The distinctive features of the educational system in Japan, which the 
Japanese people take for granted, could be an obstacle to international 
transactions in education services. That said, however, the 
internationalization of tertiary education services is an inevitable trend in 
the current era of globalization (OECD, 2004) and Japan’s education 
system is no exception (Tsuruta, 2006).  

This chapter places special focus on the international aspects of 
education services transactions. The critical issue in assessing 
international transactions in education services in Japan is identification 
of both the suppliers and the consumers of education services. 
Government regulations, including university accreditation policies, are 
also important because they relate to the categorization of education as 
“formal” or “informal.”b Barriers to the supply of education services do 
not usually take the form of “prohibitions;” services can be provided 
without restrictions, but the government does not regard the provision of 
such services as formal education. This leads to the situation in which 
nationals tend to avoid consuming education services provided by 
foreign universities.  

This chapter briefly reviews the background to and recent 
development of tertiary education in Japan, including international 
services trade. It goes on to discuss restrictions imposed by the Japanese 
government on international transactions in education services as well as 
domestic regulations with regard to tertiary education. There is also a 
discussion of fundamental issues relating to services industries and 
regulations based on the case of Japan’s tertiary education services 
market. The empirical analysis of this chapter gives rise to interesting 

bIn this chapter, the distinction between formal and informal education is based on the 
status of each educational institution in Japan. “Formal” education is education provided 
by institutions that have a formal status of school under the Japanese educational system.  
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policy implications in considering appropriate approaches to services 
regulations.   

Tertiary education institutions in Japan are classified into three types: 
(i) universities (daigaku); (ii) junior colleges (tanki daigaku [tandai]); 
and (iii) national colleges of technologyc (k t  senmon gakkou [k sen]). 
The focus of this chapter is on the former two institutions because of 
their admission of high school graduates for four- or two-year curriculum 
programs. National colleges of technology admit junior high school 
graduates (not high school graduates). 

Governments in Japan can establish schools, including tertiary 
education institutions.d As of May 2011, the central government of Japan 
established 86 “national” universities (koku-ritsu). Municipal and local 
governments in Japan can also establish universities or junior colleges, 
which are usually called “public” universities or junior colleges (k -
ritsu). e  There were 119 public universities or junior colleges as of 
May 2011 (95 universities and 24 junior colleges). Providers can also 
establish private universities but the parties eligible to establish such 
universities are limited to school juridical persons (see below for 
details). f  There were 962 private universities or junior colleges as of 
May 2011 (599 universities and 363 junior colleges).  

cThe educational focus of national colleges of technology is on technical skills training, 
rather than academic research.  
dBefore 2004, the central government directly established and ran national universities, 
but in 2004, all national universities were converted into national university corporations. 
It is possible for municipal governments and local governments in Japan to directly 
establish and run public universities. Recently, a large number of public universities have 
been converted into public university corporations.  
eUsually, public universities do not include national universities. Thus, the term “ko-k -
ritsu” is used to refer to the combination of national and public universities.  
fIn 2004, the Japanese government gave permission to stock-incorporated companies to 
establish schools in a special deregulated business zone. The impact is still unknown. So 
far, three universities have been established under this new scheme.  
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Between 1950 and 2000, the total number of formal tertiary education 
institutions in Japan, including both universities and junior colleges, 
increased (see Figure 5.1). Since about 2000, however, the number has 
declined. While the number of universities increased since 2000, the 
number of junior colleges declined. While many junior colleges have 
recently been transformed into universities, some junior colleges have 
been closed or have merged with other universities or junior colleges. It 
should be noted, however, that in terms of quantity, one-third of tertiary 
educational institutions in Japan are still junior colleges. 

The total number of students at universities and junior colleges 
increased from 1950 until the mid-1990s, but it has stayed at almost the 
same level over the past 15 years. In terms of the number of students, the 
size of junior colleges is significantly smaller than that of universities. 
While the number of university students in Japan is increasing, the 
number of junior college students is declining. Thus, the role of junior 
colleges in tertiary education in Japan is diminishing. 

The student participation rateg in post-high school higher education 
increased between World War II and 1975, but declined between 1975 
and 1990. The percentage increased again after 1990, but ceased rising 
around 2010. Despite the shrinking university-age population since the 
early 1990s, the number of students remained almost at the same level 
because the government has attempted to increase the participation rate 
in higher education significantly. As a result, 92% of university-age 
individuals in Japan who desire to enroll at universities or junior colleges 
are able to attend universities or junior colleges, as these institutions need 
to attract students in order to survive. 

Meanwhile, the number of faculty staff continues to grow even 
though the number of universities, junior colleges, and their students is 
no longer increasing. Interestingly, most foreigners working as faculty 
staff are in universities.  

gThe student participation rate is defined as the number of students that joined university 
after high school divided by the population of 18-year-olds. 



 International Transactions in Tertiary Education Services 179 

 

Fig. 5.1a. Recent development in higher education in Japan (1950–2011).  
Source: E-stat of Japan. Available at: http: //www.e-stat.go.jp/SG1/estat/List.do? 
bid=000001015843&cycode=0 

 In general, the 
share of online study is fairly insignificant as a mode of education in 
Japan. While 702,374 individuals entered universities or junior colleges 
in 2010, only 19,635 students enrolled in online courses provided by 
Japanese universities or junior colleges in the same year. H s  Daigaku 
(“The Open University of Japan”) was established in 1983 as the first 
university in Japan to provide online courses exclusively. By 2007, there 
were five universities and one junior college specializing in online 
courses.h Most students enrolled in online courses are studying through 
H s  Daigaku and the size of other institutions’ online students is very 

hFrom 1983 to 2000, H s  Daigaku was the only university specializing in online study.  
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small (in fact, H s  Daigaku alone had 80,768 enrolled students as of 
October 2011 (the number of students who enrolled in the online 
program of H s  Daigaku every year is unknown). 

 

Fig. 5.1b. Recent development in higher education in Japan (1950–2011).  
Source: E-stat of Japan. Available at: http: //www.e-stat.go.jp/SG1/estat/List.do? 
bid=000001015843&cycode=0 

There are no data for the actual number of students participating in 
online programs or courses provided by foreign universities. i  It is 
reasonable, however, to infer that the number is extremely low given that 
even Japanese universities and junior colleges offering online programs 
(other than H s  Daigaku) have difficulties attracting students.  

i This is perhaps because the Japanese government does not have authority over foreign 
universities and there is no effective reporting system between the Japanese government 
and foreign universities.  
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Fig. 5.1c. Recent development in higher education in Japan (1950–2011).  
Source: E-stat of Japan. Available at: http: //www.e-stat.go.jp/SG1/estat/List.do? 
bid=000001015843&cycode=0 

 
Fig. 5.1d. Recent development in higher education in Japan (1950–2011).  
Source: E-stat of Japan. Available at: http: //www.e-stat.go.jp/SG1/estat/List.do? 
bid=000001015843&cycode=0
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 The number of Japanese students studying abroad increased 
from 1983 until around 2004 (Figure 5.2). Since then, however, the 
number has fallen, with a particularly sharp decline in 2008. It is too 
early, however, to conclude whether this is only a temporary decline due 
to the global economic downturn occurring around 2008, or the end of a 
previous trend due to a decline in the university-age population in Japan. 
The major destinations for Japanese students studying abroad are North 
America and Europe (Table 5.1). Recently, the number of Japanese 
students studying in Chinese-speaking countries has also increased. 
According to Yamaguchi (2010), the number of Japanese students in the 
People’s Republic of China jumped from 5,055 in 1994 to 18,363 in 
2006, and the Chinese share in the Japanese student population studying 
abroad increased from 9.2% in 1994 to 24% in 2006.j 

Fig. 5.2. Number of international students—Japanese students studying abroad and 
foreign students studying in Japan, 1983–2009.  
Source: Japanese students: MEXT (2010). Foreign students: MEXT (2009), MEXT 
(2011). 

j The Japanese student population studying in the United States declined from 42,843 in 
1994 to 35,282 in 2006 and the United States share in Japanese students studying abroad 
declined from 78% in 1994 to 46% in 2006.  
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The number of foreign students studying in Japanese universities 
increased dramatically, almost doubling, between 2000 and 2005 
(Figure 5.2). It should be noted, however, that foreign students as a 
percentage of all students is still very small in Japan compared to other 
developed countries (Table 5.2). In 2008, the Japanese government 
launched a plan to increase the number of foreign students to 300,000 by 
2020. Partly because of this plan, the number of foreign students 
increased substantially in 2009. Another interesting fact is that most 
foreign students studying in Japan are from Asia (Table 5.1).  

Table 5.1. Destination (2008) and origins (2009) of international students 

1 United States 29,264 1 People’s Republic 
of China 

71,277 

2 People’s Republic of 
China 

16,733 2 Republic of Korea 17,274 

3 United Kingdom 4,465 3 Taipei,China 4,686 
4 Australia 2,974 4 Viet Nam 2,582 
5 Germany 2,234 5 Malaysia 2,146 
6 Taipei,China 2,182 6 Thailand 2,090 
7 Canada 2,169 7 United States 1,805 
8 France 1,908 8 Indonesia 1,596 
9 Republic of Korea 1,062 9 Bangladesh 1,508 
10 New Zealand 1,051 10 Nepal 1,209 
 Others 2,791  Others 12,225 
 Total 66,833  Total 118,498 

Sources: Japanese students: MEXT (2010). Foreign students: MEXT (2009). 

The first foreign university to open a 
campus in Japan was the Temple University of the United States in 1982. 
It obtained the status of one of the “Japanese Campuses of Foreign 
Universities” soon after the Japanese government launched a new 
regulatory system in 2004 (see below for details of the “Japanese 
Campuses of Foreign Universities” system). To date, four foreign 
universities have obtained this status:  
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Table 5.2. Foreign students in developed countries, 2009 

 

564,766 356,080 248,357 265,039 228,555 118,498 

5.5% 24.9% 12.3% 11.9% 24.2% 3.3% 
Source: MEXT (2009). 

(i) Temple University Japan (United States);  
(ii) Lakeland University Japan (United States);  

(iii) Russia Far East Federation University Hakodate Campus 
(Russian Federation); and  

(iv) Tianjin University of Traditional Chinese Medicine Japan 
Campus (People’s Republic of China).k  

This does not mean, however, that all campuses of foreign 
universities in Japan have obtained the status of a “Japanese Campuses 
of Foreign Universities.” For example, since 1998, Canada’s McGill 
University has provided a Master of Business Administration (MBA) 
course in Japan without being obtaining such a status, and McGill 
University in Japan is thus classed as “informal education.”

It is interesting to note that, in the past, many foreign universities had 
campuses in Japan. Various researchers point out that around 30 to 40 
foreign universities opened campuses in Japan in the late 1980s and early 
1990s, although the numbers vary across different studies because of the 
multitude and diversity of institutions established in Japan. In 1991, the 
National Land Agency of Japan attempted to classify the institutions into 
five categories: (1) educational base of a foreign university in Japan that 
offers a curriculum similar to that of the main campus in the foreign 

kIn addition, two post-graduate programs obtained such a status in Japan: (i) Colombia 
University Teachers College, and (ii) Carnegie Mellon CyLab Japan.  
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country, or provides preparatory English classes for those who would like 
to study at the main campus; (2) program jointly provided by a foreign 
university and a Japanese institution; (3) Japanese or Asian studies 
research base of a foreign university in Japan; (4) secretariat office to assist 
Japanese applicants to an overseas university; and (5) institution offering 
English language courses.l The National Land Agency was of the view that 
the former two categories should be defined as campuses in Japan in the 
narrow sense. Note that, as mentioned above, whether those educational 
institutions in Japan are conferred status as “Japanese Campuses of 
Foreign Universities” is a separate issue.  

There were several reasons that many foreign universities, especially 
United States universities, opened campuses in Japan in the 1980s and 
1990s. From the Japanese perspective, in the light of increasing demand 
for higher education in the 1980s, the supply of higher education services 
by Japanese institutions was too small, and foreign suppliers moved in to 
fill the gap. For a Japanese student, studying at a foreign university 
campus in Japan was much cheaper than studying abroad, and thus 
enrolling at a foreign university in Japan was an attractive option to 
enjoy “foreign study.” Some municipal and local governments in Japan 
were also keen to host foreign university campuses because they 
considered this an effective tool to attract a younger generation to rural 
areas.  

There were several reasons from the perspectives of the export side 
(e.g., the United States) as well. The first reason was a huge trade 
imbalance between Japan and the United States in the 1980s. Many 
United States policymakers considered tertiary education services 
provided to the Japanese as promising export items. Secondly, the 
university-age population in the United States stopped increasing in the 
1980s, and United States universities consequently tried to expand into 
international markets. In addition, reduction of funding from state 
governments in the United States gave impetus to the establishment of 

lIn 1991, the National Land Agency identified 26 schools that fall under category (1) and 
seven schools under category (2).   
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campuses in Japan. In short, foreign universities (United States 
universities) came to Japan to make a profit.m  

Most campuses in Japan that were established in the late 1980s and 
early 1990s, however, had been closed down by the mid-1990s (see 
Table 5.3), before the Japanese government introduced a new system 
called “Japanese Campuses of Foreign Universities” in 2004. It is striking 
that most campuses in Japan closed down within five years of their 
establishment. Foreign university campuses in Japan failed to attract 
adequate numbers of students for several reasons (Torii 2003; Sugihara 
2009). First, tuition fees were too high compared to most Japanese 
universities. Second, foreign universities that opened campuses in Japan 
were not well-known institutions, and were not able to earn a good 
reputation in Japan; most were state universities or community colleges of 
the United States, not Ivy League universities. Obviously, competent 
Japanese students were inclined to attend Japanese universities, while less 
qualified students chose to attend the campuses of foreign universities in 
Japan. Third, the level of English language proficiency of most Japanese 
high school graduates was not high enough to study university-level 
courses taught in English. Fourth, the culture of United States universities 
was not compatible with Japanese beliefs and customs; in particular, the 
low graduation rate at foreign universities was in itself problematic, 
especially from the point of view of many Japanese.n  Finally, foreign 
campuses in Japan are not formally recognized as Japanese universities 
under the Japanese university system, and graduates are not regarded as 
university graduates in Japan. For example, graduates from campuses in 
Japan established by foreign universities were not qualified for 
postgraduate study in Japan. 

mIt is interesting to note that universities of other countries, such as Australia, are even 
more commercial-minded than the United States universities (Marginson, 2002).  
nIn Japan, being admitted into a Japanese university (passing the entrance exam) is 
difficult, but once a student has been accepted, there is a high probability that he or she 
will graduate. In contrast, it is graduation from, rather than admission to university that is 
difficult in the case of a foreign university.  
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Table 5.3. Examples of United States universities that closed their campuses in the 1980s 
and 1990s (non-exhaustive) 

Universities League, Japan 
 Campus Kanagawa 520 1987 1993 
Tokyo American Community 
 College Tokyo 100 1988 1993 
Nevada State University Tokyo (…) 1988 1994 
Southern Illinois University 
 Niigata Niigata 586 1988 2007 
Seattle International Junior 
 College Osaka 235 1988 1993 
TIC Eureka College Tokyo (…) 1989 1991 
McKendree College Tokyo 60 1989 1994 
Phillips University, Japan   Kyoto 1606 1989 1996 
The United States International 
 University Osaka 320 1989 1991 
City University, Japan Campus Hokkaido 31 1990 1993 
Minnesota State University, 
 Akita Campus Akita 254 1990 2003 
Texas A&M University, 
 Koriyama Campus Fukushima 69 1990 1994 
Arizona State University, 
 ALCP, Japan Campus Tokyo 40 1990 1992 
Concordia University, Japan 
 Campus Tokyo 70 1990 1995 
University of Rio Grande, 
 Japan Tokyo 1250 1990 1996 
Oklahoma State University 
 Kyoto Campus Kyoto 154 1990 1995 
University of West Florida Hyogo 233 1990 1993 
Washington State Edmonds 
 Community College  Hyogo 450 1990 1997 
Oregon State Mount Hood 
 Community College  Okayama 154 1990 1993 
The City University of New 
 York, Hiroshima Hiroshima 343 1990 1994 

Source: Author’s compilation based on Torii (2003) and Sugihara (2009). 

The share of foreign faculty staff is greater than the share of 
foreign students. In other words, the faculty staff members in Japanese 
universities are more internationalized than their corresponding student 
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bodies.o  On average, more than 5% of faculty staff are foreigners (see 
Table 5.4). This is perhaps due to the multitude of foreign language training 
universities, which naturally have many foreign or native faculty staff. The 
degree of internationalization of faculty staff varies considerably, however, 
across (i) management and teaching or research staff; (ii) the “level” (rank) 
of staff; and (iii) national, public, and private universities.  

Table 5.4. Foreign faculty staff at Japanese universities, 2007  

President 0.0% 
(0/87) 

1.3% 
(1/76) 

0.9% 
(5/557) 

0.8%  
(6/720) 

Vice 
president 

0.0% 
(0/267) 

0.0% 
(0/43) 

1.0% 
(4/419) 

0.5%  
(4/729) 

Professor 1.2% 
(273/21,861) 

2.7% 
(112/4,110) 

3.2% 
(1,304/40,814) 

2.5%  
(1,689/66,785) 

Associate 
professor 

3.5% 
(616/17,643) 

5.3% 
(167/3,176) 

5.3% 
(994/18,827) 

4.5%  
(1,777/39,646) 

Lecturer 4.9% 
(237/4,884) 

4.6% 
(74/1,592) 

8.6% 
(1,198/13,884) 

7.4%  
(1,509/20,360) 

Assistant 
professor 

2.7% 
(417/15,306) 

1.0% 
(24/2,319) 

1.3% 
(195/15,158) 

1.9%  
(636/32,783) 

Assistant 3.8% 
(36/943) 

0.0% 
(0/470) 

2.0% 
(106/5,200) 

2.1%  
(142/6,613) 

Part-time 
position  

5.2% 
(1,801/34,571) 

5.2% 
(630/12,138) 

7.3% 
(8,885/121,509) 

6.7%  
(11,316/168,218) 

Total 3.5% 
(3,380/95,562) 

4.2% 
(1008/23,924) 

5.9% 
(12,691/216,368) 

5.1%  
(17,079/335,854) 

Source: http: //www.mext.go.jp/b_menu/shingi/chukyo/chukyo4/020/gijiroku/08041506/ 
003.htm 

Administration and/or management-level positions are less 
internationalized than teaching and/or research positions such as 
professorships. While it is rare for foreigners to hold executive positions in 

o The number of Japanese students in Japan is roughly 3 million while the number of 
foreign students studying in Japan is roughly 80,000 (see Section 2 for details).  
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Japanese universities, such a situation seems to be more common in many 
other countries, although international comparison is not easy due to data 
limitations. There is no foreign president or vice president at a national 
university in Japan, and quite a limited number of foreigner presidents at 
public and private universities in Japan. The degree of internationalization 
of teaching and/or research positions varies across levels as well as types 
of universities. In general, national universities are the least 
internationalized and private universities are most internationalized in 
terms of the number of foreign teaching and/or research staff. As for the 
level, associate professor and lecturer positions as well as part-time 
positions are more internationalized than professor positions. 

Japan’s commitments on education services under the Japan-Philippines 
Economic Partnership Agreement (JPEPA) provides a good example to 
assess actual limitations on market access and national treatment of 
services trade in tertiary education in Japan because of its standstill 
commitments in education services. Standstill commitments, called “SS” 
in the commitments, mean that the actual restrictions and commitments 
made are the same and that there is no policy space for tighter 
regulations in the future. Table 5.5p sets out Japan’s commitments in 
education services under the JPEPA (for comparison, primary and 
secondary education are included in the table).   

At a glance, the commitments are fairly liberal. Higher education 
services transactions through modes 1, 2, and 4 are unrestricted. The only 
restrictions are in mode 3. Mode 3 requires establishment of Formal 
Education Institutions only by school juridical persons. In addition, 
footnote 25 of the JPEPA indicates that only formal education 
institutions are allowed to supply higher education services. Although 

pThe entry of “SS**” means that standstill commitments shall apply only to mode 4 with 
respect to the sectors or subsectors in which the specific commitments are undertaken.  
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informal education institutions can be established, they are not allowed 
to supply formal education in Japan. The incorporation of school 
juridical persons and the establishment of schools, including universities, 
are subject to the approval by the Minister of Education, Culture, Sports, 
Science, and Technology (MEXT) (hereafter the Education Minister), 
which falls within the scope of domestic regulations, although national 
treatment is also guaranteed. 

Table 5.5. Japan’s standstill commitments in JPEPA

A. Primary 
Education 
Services 

    

Pre-school 
Education 
Services supplied 
by nursery schools 
(92110**) 
 
Child day-care 
services 
(93321) 

SS** 1) Unbound* 
2) None 
3) None 
4) Unbound  

1) Unbound* 
2) None 
3) None 
4) None 

 

Primary Education 
Services,1,2 
supplied as formal 
education 
(92110**, 9219) 

 1) Unbound 
2) Unbound 
3) None except that 
Formal Education 
Institutions must be 
established by school 
juridical persons 
4) Unbound 

1) Unbound 
2) Unbound 
3) None 
 
 
 
 
4) Unbound 

 

B. Secondary 
Education 
Services,1,2 
supplied as 
formal education 
(9221,9222,9223) 

 1) Unbound 
2) Unbound 
3) None except that 
Formal Education 
Institutions must be 
established by school 
juridical persons 
4) Unbound 

1) Unbound 
2) Unbound 
3) None 
 
 
 
 
4) Unbound 

 

 
 
 
 
 
 
 
 

(Continued) 
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C. Higher 
Education 
Services1,2 

(9231,9239) 

SS 1) None 
2) None 
3) None except that 
Formal Education 
Institutions must be 
established by school 
juridical persons 
4) None 

1) None 
2) None 
3) None 
 
 
 
 
4) None 

 

1These Educational Services supplied as formal education in Japan are supplied by 
Formal Educational Institutions. “Formal Education Institutions” mean elementary 
schools, lower secondary schools, secondary schools, upper secondary schools, 
universities, junior colleges, colleges of technology, schools for the blind, schools for the 
deaf, schools for the handicapped, and kindergartens. 
2Specific commitments on market access and national treatment through any mode of 
supply shall not be construed to apply to the recognition of credits, degrees, and other 
certificates in Formal Education. 

What is unique about the JPEPA is that Japan’s schedule of 
commitments does not have horizontal restrictions. The restrictions, 
however, that are commonly found in Japan’s services commitments are 
also included in the JPEPA with regard to Japan’s liberalization 
obligations. First, in the case of subsidies, Japan’s horizontal 
commitment always states that subsidies for research and development 
(R&D) in modes 3 and 4 are not under any restriction or regulations 
(governments have full discretion). In the JPEPA, Chapter 7, Trade in 
Services (Article 70: Scope and Coverage) stipulates that “This Chapter 
shall not apply to … subsidies provided by a Party or a state enterprise 
thereof, including grants, government supported loans, guarantees and 
insurance,” which has the same effects as the horizontal commitments 
that state that subsidies are excluded from the commitments. Second, in 
the case of the presence of natural persons, Annex 8 of the JPEPA 
includes commitments concerning business visitors, intra-corporate 
transferees (ICTs), and independent professionals, Contractual Service 
Suppliers (CSS) (natural persons), all of which are commonly included 
in the horizontal commitments of Japan’s other services schedules. 

In short, it is possible to summarize the status of actual restrictions in 
Japan’s tertiary education as follows. First, subsidies are not subject to 
any restrictions (the government has full discretion). Second, there is no 
restriction on the provision of education services in mode 1 (cross-border 
supply—e.g., studying online), mode 2 (consumption abroad—e.g., 
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Japanese students studying overseas), and mode 4 (presence of natural 
persons). Third, there is also no restriction on mode 3 and a commercial 
presence can be established in Japan to provide education services, but 
these services are regarded as “informal” education. Only school 
juridical persons may establish formal school institutions, and only these 
formal school institutions may supply formal education (the same 
treatment as Japanese services suppliers). The approval of the 
incorporation of a school juridical person and the establishment of 
schools, including universities, are under government regulation.   

The above findings are more or less consistent with the empirical 
results of existing studies. For example, Nguyen-Hong and Wells (2003) 
construct the restriction index for providing education services 
internationally, by analyzing the actual regulations in the education 
sectors of twenty economies (Table 5.6). Japan’s restriction index is 
particularly low for modes 1, 2, and 4 (the lower the index, the freer is 
the sector). The restriction in mode 3 is relatively high (although its 
absolute level is low). This is perhaps because the score for the 
recognition of qualifications is high (restrictive)—this section discusses 
this further on.q  

Japan has maintained a cautious position towards its services 
commitments at the GATS level as far as education services are 
concerned. This is especially true for its Uruguay commitments. The 
scope of the commitment was limited to formal education. Japan’s 
commitments for mode 1 was “unbound*,” which means that the 
government views that cross-border education services transaction was 
technically infeasible. The Japanese government (and Japanese people) 
may perceive that education should be provided face-to-face and services 

qNguyen-Hong and Wells (2003) does not provide the breakdown score to construct the 
aggregated restriction index for each sector. For example, mode 3 has seven components 
to construct the aggregate index: (i) numbers of foreign suppliers; (ii) foreign direct 
investment; (iii) joint venture requirement; (iv) local enrollment in international schools; 
(v) recognition of qualifications provided by foreign institutions; (vi) other restrictions 
such as repatriation of earnings; and (vii) lack of transparency. 
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provided through distance or online education fall short of the real rubric 
of “education.” Moreover, the government may have not even realized 
the possibility that education can be supplied internationally using the 
latest technological innovations in distance learning.  

Table 5.6. Restriction index of higher education services, various economies  

 
0.50 2.10 0.83 0.50 - 
0.50 2.05 0.25 1.30 0.50 
1.25 2.10 0.83 1.30 1.25 
0.50 2.35 0.50 1.45 0.50 
0.50 2.40 0.50 1.60 1.00 
2.50 1.90 2.17 4.00 3.00 

1.00 2.40 1.50 1.15 1.00 
0.75 3.00 1.33 0.60 0.50 

1.00 2.30 1.17 4.29 1.50 
1.50 1.90 1.83 3.76 1.00 
0.50 1.60 0.50 1.40 0.50 
1.25 1.30 1.83 0.80 0.50 

0.75 1.80 0.83 4.60 2.00 
0.25 1.40 0.50 0.61 0.25 
0.50 1.57 — 1.45 0.25 

1.50 2.35 1.50 2.45 1.50 
1.00 2.80 1.00 2.30 0.50 
— 1.30 0.25 0.60 1.00 

0.50 2.05 0.83 0.60 1.00 

1.50 2.60 3.67 3.10 2.00 
Note: The mode 1 index has a scale from 0 to 4; the mode 2 index, 0 to 6/5 
(inward/outward); the mode 3 index, 0 to 7; and the mode 4 index, 0 to 3. The lower the 
index, the freer the sector. 
Source: Nguyen-Hong and Wells (2003). 
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What is more interesting is that Japan’s Uruguay commitment for 
mode 2 was also “unbound*.” It is unclear why the government thought 
that study abroad is technically infeasible, but the likely explanation is 
that imposing restriction on study abroad will not be doable. If this were 
the case, however, “none” would have been a better inscription, because 
“unbound*” implies that supply of services, not restrictions on services 
is technically infeasible. The Uruguay commitments of Japan for 
modes 3 and 4 were also insubstantial. 

 

Table 5.7. Higher Education Services commitments in Japan’s revised GATS offer

C. Higher 
Educational 

Services,3,4

 
(9231, 9239) 

1) Unbound*  
 

2) Unbound*  

3) 
F ormal Education 
Institutions must be 
established by school 
juridical persons5 

4) Unbound 

 

1) Unbound
 

2) Unbound*  

3) None except as 
indicated in 
HORIZONTAL 
COMMITMENTS 

4) Unbound 

 

 

3These Educational Services supplied as formal education in Japan are supplied by 
Formal Education Institutions. “Formal Education Institutions” mean elementary schools, 
lower secondary schools, secondary schools, upper secondary schools, universities, junior 
colleges, colleges of technology, schools for the blind, schools for the deaf, schools for 
the handicapped, and kindergartens. 
4Specific commitments on market access and national treatment through any mode of 
supply shall not be construed to apply to the recognition of credits, degrees and other 
certificates in Formal Education Institutions, specialized training colleges (Senshu-
Gakko), and miscellaneous schools (Kakushu-Gakko) under Japanese law. 
5A school juridical person is a non-profit juridical person established for the purpose of 
supplying educational services under Japanese law. 
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Japan’s revised offer in education services improved compared to its 
Uruguay commitments, but is not as substantial as commitments under 
regional trade agreements (RTAs), including the JPEPA. Table 5.7 
shows the Revised Offer submitted by Japan in 2005 for the Doha Round 
negotiations (TN/S/O/JPN/Rev.1). First, the scope is still limited to 
higher education services supplied as formal education. Thus, 
establishment of an educational institution that provides informal 
education is allowed in Japan, but that is not reflected in Japan’s GATS 
schedule (not standstill commitments, unlike in the JPEPA). Second, 
mode 1 is unbound in the case of the GATS, although there is no actual 
restriction on the supply of education services under this mode (e.g., 
online study). The commitments of mode 2 and mode 3 are the same as 
in the JPEPA. Mode 4 is “unbound except horizontal commitments” in 
the case of the GATS, while it is “none” in the case of the JPEPA. It is 
important, however, to note that education is the sector in respect of 
which many countries, not just Japan, are reluctant to make a 
commitment, although the industry is highly internationalized in real 
terms (Lim & Saner, 2011).  

Market forces play an important role in disciplining the education sector, 
just as they do in other sectors. In fact, some tertiary education 
institutions go bankrupt because they fail to attract students. The purpose 
of the government’s domestic regulation is to ensure that tertiary 
education suppliers continue to stay in the markets (to avoid frequent 
bankruptcies) and maintain the minimum quality of tertiary education 
provided by each institution. The government pursues the first goal 
through the domestic regulation on school juridical persons and the 
second by the domestic regulations on establishing schools (universities).  

In order to supply formal education services, both a school juridical 
person and a university or junior college should be established subject to 
the approval of the Education Minister. The two submissions 
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(incorporation of school juridical person and establishment of university) 
are examined by different sub-councils under the University Council 
(Figure 5.3).  

When private entitiesr establish private universities, they first need to 
incorporate school juridical persons. Without a school juridical person, it 
is not possible to establish a formal school. Campuses in Japan opened 
by foreign universities are established either by a school juridical person 
incorporated by a foreign university or by a private entity incorporated 
by a foreign university. For example, the Japanese campus of Southern 
Illinois University in Niigata was established by a school juridical 
person. Thus, this campus may obtain university status under the 
Japanese university system. The Temple University Japan is an example 
of a campus established by a private entity incorporated by Temple 
University in the United States. As mentioned, this campus in Japan 
cannot be conferred university status. 

 

Fig. 5.3. Approval process of school juridical persons and universities in Japan
Source: http: //www.mext.go.jp/a_menu/koutou/ninka/seido.htm

r In Japan, the national government and local governments (mainly prefectures and cities) 
are allowed to establish national universities and public (prefecture/city) universities. 
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The financial basis of school juridical persons should be donations 
and school juridical persons should not seek a profit. Thus, in Japan, 
distributing profits to shareholders is not allowed and, in the services 
trade context, repatriating profits to the home country is ruled out from 
the beginning, as far as schools are formally incorporated by a school 
juridical person. Perhaps the most difficult requirement of establishing a 
school juridical person is that the parties who seek to establish a school 
juridical person should possess the land and building to donate. This is 
regarded by the Japanese authorities as critical in order to maintain a 
sound educational institution in terms of its financial basis. Under such a 
system, school juridical persons also do not need to be preoccupied with 
maximizing financial status. While school juridical persons should have  
more than five members in the board of directors, there is no nationality 
requirement. The procedures and requirements for establishing a school 
juridical person are common between Japanese and foreign private 
suppliers of education services (National Treatment). 

Establishment of school juridical persons is subject to the approval of 
the Education Minister. Before making a final decision, however, the 
Minister is required to hear the view of the University Council. The School 
Juridical Person Sub-Council examines the financial and administrative 
issues in terms of the donation criteria. The School Juridical Person Sub-
Council consists of 14 committee members. While the background of each 
committee member varies, most of them are presidents of universities or 
university professors. For example, among the 14 committee members 
who had terms from April 2010 to March 2012, 11 members were 
presidents of universities while a lawyer, an accountant, and one private 
company CEO filled the other three places. 

Establishment of school juridical persons does not, however, 
automatically allow the supply of formal education services, including 
formal university education. A university must be established according 
to relevant laws and regulations. In the example above, Southern Illinois 
University Niigata (and not Temple University Japan), which was 
established by a school juridical person, had the right to apply for 
university status in Japan, although it did not do so.  

Once the school juridical persons are established, in order to decide 
approval or rejection of establishing universities, the Minister is also 
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required to hear the views of the University Establishment Sub-Council 
under the University Council. The University Establishment Sub-Council 
currently consists of 15 committee members, of which ten members are 
university presidents or professors.s The University Establishment Sub-
Council examines the plan in terms of the “Standards of University 
Establishment,” which include provisions on the program, organization, 
land, and buildings. In 1956, the “Standards for Establishment of 
Universities” were established by the government based on the 
provisions of Article 3, Article 8, Article 63, and Article 88 of the School 
Education Act 1947. The Standards include eleven chapters that specify 
the detailed conditions to be met (Table 5.8).  

 

Table 5.8. “Standards for Establishment of Universities” 

Chapter I General Provisions Article 1 - Article 2 
Chapter II Basic Organization for Education 

 and Research 
Article 3 - Article 6 

Chapter III Teacher Organization Article 7 - Article 13 
Chapter IV Qualifications of Teachers Article 13–2 - Article 17 
Chapter V Admission Capacity Article 18 
Chapter VI Curricula Article 19 - Article 26 
Chapter VII Graduation Requirements, etc. Article 27 - Article 33 
Chapter VIII Facilities such as School Sites and 

 School Buildings and Equipment, 
 etc. 

Article 34 - Article 40–4 

Chapter IX Organization for Clerical Work, etc. Article 41 and Article 42 
Chapter X Special Provisions Concerning 

 Inter-University Curricula 
Article 43 - Article 49 

Chapter XI Miscellaneous Provisions Article 50 - Article 53 
Source: http: //www.japaneselawtranslation.go.jp/law/detail_main?vm=&id=1864  

While some campuses opened by foreign universities in Japan were 
established by a school juridical person incorporated by a foreign 
university, as mentioned above, none of them obtained formal university 
status in Japan.  

sThe five non-university-related members include two private company CEOs, two think 
tank staff, and the Executive Vice President of the National Consumer Affairs Center of 
Japan (NCAC).  
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It is unclear why foreign universities that set up campuses in Japan 
decided not to establish themselves as formal universities (as Japanese 
service providers) under the Japanese university system. National 
Treatment is guaranteed and the process itself does not seem to be overly 
burdensome. In fact, the increase in the number of universities in Japan is 
significant even compared to other developed countries such as the 
United States and United Kingdom.  

Perhaps one of the main reasons that foreign universities that have 
campuses in Japan have not obtained formal university status as 
approved by Japanese authorities is that they value the flexibility that the 
Japanese university system does not permit in terms of, for example, the 
curriculum of the education program and the number of credits required 
for graduation. It is unclear, however, which of the requirements are 
problematic.t In fact, one official of Temple University Japan asserts:  

… we studied the possibility of obtaining the university status 
formally approved by the Japanese Ministry of Education, Culture, 
Sports, Science and Technology (MEXT). However, we have so far 
not applied for such a status. If we became a Japanese university, our 
distinctive features would be lost. Most of Standards [sic] required 
by MEXT are not usually essential in the case of the US (cited in 
Torii, 2003, p. 204).  

Campuses of foreign universities in Japan also faced certain 
disadvantages unless they obtained the status of a formal education 
institution established by a school juridical person. According to 
Torii (2006), these disadvantages include(d):  

tAnother possibility is that foreign universities want to maintain the same educational 
system in campuses in Japan as their home campus because the ultimate goal is to attract 
Japanese students studying at the campuses in Japan to the main campus for further 
studies after they graduate from the courses in Japan.   
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(i) The unavailability of a student visa for foreign students 
studying at a Japanese campus of a foreign university;  

(ii) The unavailability of student discounts for travel tickets for 
commuting to school; 

(iii) Taxation of tuition fees (consumer tax); 
(iv) Taxation of the profits earned by the campuses in Japan;  
(v) Taxation of donations made to the campuses in Japan;  

(vi) Taxation of the income of teachers working at the campuses in 
Japan;  

(vii) Students in Japan pay a reduced amount of income tax 
compared to everyone else, but this reduction in tax was not 
available to students (foreign or otherwise) for campuses of 
foreign universities in Japan that did not obtain the status of a 
formal education institution established by a school juridicial 
person;  

(viii) Absence of a grace period for Japanese students in paying the 
national pension installment;  

(ix) Ineligibility of both foreign and domestic students for 
scholarships provided by local governments of Japan;   

(x) Japanese universities would not recognize degrees offered by 
campuses of foreign universities in Japan that did not obtain 
the status of a formal education institution established by a 
school juridicial person; and 

(xi) Japanese universities would not allow students from campuses 
of foreign universities in Japan that did not obtain the status of 
a formal education institution established by a school juridical 
person to do fewer courses to get their degrees by counting as 
credits subjects done at campuses of foreign universities in 
Japan that did not obtain the status of a formal education 
institution established by a school juridical person.  

In 2004, the MEXT introduced a new status called the “Japanese 
Campuses of Foreign Universities.” Given that many foreign university 
campuses in Japan are not interested in obtaining formal status as a 
university under the Japanese system, the only solution to overcome the 
disadvantages faced by those campuses was to introduce a new scheme 
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that would favor them without changing the government’s regulation of 
Japanese education services supplies. 

Requirements for obtaining status as “Japanese Campuses of Foreign 
Universities” are quite simple. Foreign universities need to demonstrate 
that the programs offered at the campuses in Japan are comparable to 
those provided at their main campus. With this new scheme, the listed 
problems (i), (ii), (viii), (ix), (x), and (xi) above are resolved. There has 
been, however, no improvement in respect of tax-related issues 
(problems (iii), (iv), (v), (vi), and (vii) above). In other words, the 
“Japanese Campuses of Foreign Universities” scheme tries to overcome 
the disadvantages faced by students (both foreign and Japanese) studying 
at the Japanese campus, rather than attempting to remove the obstacles to 
the “business” of foreign universities per se. It is important to note that 
the campuses in Japan face disadvantageous treatment in relation to 
taxation only when they are incorporated by a private firm, not by a 
school juridical person.  

In 2004, the regulations on offshore campuses of Japanese 
universities were also liberalized. Before 2004, education at offshore 
campuses of Japanese universities was not regarded as formal university 
education under the Japanese educational system. After the 2004 policy 
shift, as far as conditions in the “Standards for Establishment of 
Universities” are met, education supplied by offshore campuses of 
Japanese universities is considered as formal university education 
irrespective of the location where the services are provided. In fact, 
Waseda University established a Singapore campus in 2006 and started 
to offer a degree program that the Japanese government recognizes. In 
short, the 2004 reform brought both “Japanese extensions of foreign 
universities” and “foreign extensions of Japanese universities” into the 
“formal” type of university education (in what follows, “overseas 
extension” is used to refer to both “Japanese extensions of foreign 
universities” and “foreign extensions of Japanese universities”). 
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The Democratic Party of Japan (DPJ), established in 1998, came into 
power in 2009. Although the DPJ administration puts emphasis on 
minister-driven or politician-driven policy reform, it was not easy to 
change the regime in a timely manner, partly because there were many 
higher priority issues such as the recovery from the earthquake in 
March 2011. The first and second Prime Ministers (Hatoyama Yukio and 
Kan Naoto) stepped down in a relatively short time without making any 
landmark achievements. The third Prime Minister from the DPJ, Noda 
Yoshihiko, who assumed office in September 2011, made a desperate 
effort to conduct reform because it was widely thought that the DPJ 
would lose power if his administration could not make enormous 
achievements. The cabinet support rate, however, had been very low and 
Noda decided to reshuffle the cabinet in October 2012, which was the 
third time he had done so during his administration. Tanaka Makiko, 
who was popular amongst the public, but also known for her provocative 
words and contentious decisions, became the Minister for Education. 

Only one month after she assumed the Minister’s office on 
November 2, Tanaka expressed her view that the three submissions to 
establish universities for the next academic year starting from April 2013 
would be rejected. The Minister’s decision was surprising, given that the 
University Council’s advice was to approve the three universities. This 
was the first in Japan’s post-war history that the Minister rejected the 
proposed universities supported by the University Council. Tanaka 
mentioned two main reasons. First, she felt that the number of 
universities should not be increased given the deteriorating quality of 
existing universities. She took into account that some unqualified and 
incompetent universities have been unable to attract students and that 
therefore some reform to enhance the competitiveness and competence 
of universities was necessary to improve the quality of education. The 
disapproval of new entrants might, however, be counterproductive, 
preventing the spurring of competition among universities, especially 
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between old and new universities, which, in turn, may result in a low 
quality of education. Second, she argued that it is necessary that the 
University Council members have diverse backgrounds.  

Many commentators criticized her decision. While many acknowledge 
the urgent necessity of reforming the Japanese university system, the 
consensus among concerned parties, including the MEXT, was that the 
approval/rejection of applications should be made on a case-by-case basis 
by comparison against the criteria rather than by generalizing a decision 
based on a systemic problem such as the overall quality of university 
education. One of the three rejected applicants specifically mentioned that 
he would bring the issue to the court to correct the |Minister’s misuse of 
power. The suspension of the licenses of underperforming universities 
would have been a better alternative than the rejection of new applications 
if the quality of education supplied by incumbent universities was the 
central issue. If the reform of the University Council was the aim, the 
Minister should have addressed the problem directly, rather than indirectly 
by overturning the Council’s decision on a specific application.  

On November 6, 2012, she changed her position slightly by re-
wording her statements. She said that the new procedures to establish 
universities will be in place in a timely manner and the three university 
applications would be examined under the new procedures. The next day 
(November 7), however, she withdrew her remarks about the rejection of 
applications and finally decided to approve them on November 8. 

While the approach was wrong, what Tanaka wanted to do, which 
was to reform the Japanese university system including reform of the 
University Council, is necessary. Since the Noda administration decided 
to step down the following month, however, no concrete measure to 
change the decision making procedures of the establishment of new 
universities, including the composition of the University Council, has 
been adopted so far.   

In the post-war history of Japan until 2012, there had been only three 
instances when school juridical persons were dissolved by the decision of 
the MEXT. Those cases, however, did not have serious and immediate 
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social impacts because those school juridical persons were operating 
junior colleges and other non-higher education institutions. Moreover, 
those closed junior colleges did not then have students when the MEXT 
issued the order of closure because they failed to attract new students. 
Thus, the MEXT’s formal decision to dissolve those school juridical 
persons and to close schools they operate simply followed their de facto 
bankruptcy.   

In recent years, however, the situation has been changing rapidly. In 
early October 2012, the MEXT concluded that the dissolution of a school 
juridical person that ran Souzou Gakuen University in Gunma prefecture 
was necessary. The University Council also opined that the appropriate 
decision to be made by the Minister would be to dissolve the school 
juridical person, Horikoshi Gakuen, and the closure of schools operated 
by it, including Souzou Gakuen University. This was the first case in 
Japan’s education history that a school juridical person that ran a four-
year university was dissolved. In fact, there were around 500 students 
studying at the university and in other education institutions run by this 
juridical person as of October 2012.   

The MEXT made such a decision on the ground that the financial 
status of the school juridical persons was unstable and no appropriate 
action was made in order to correct the situation. In fact, the salaries for 
the university staff and the utility bills remained unsettled. It is important 
to note that the assessment of school juridical person should be made 
based on its financial status, while that of schools (including universities) 
should be based on the substance of education, including the quality of 
education services. Since schools can be established only by school 
juridical persons, except governments, dissolving school juridical 
persons inevitably entails the closure of schools. 

The MEXT’s decision to dissolve the school juridical person was 
made in order to avoid their sudden bankruptcy. Further, without such an 
order, a school juridical person and the school it runs may continue to 
make desperate efforts to attract new students to raise funds, sustaining 
the life of the school whose deteriorating services, given the financial 
status of its juridical person, would lead to a larger negative social 
impact. The decision was to dissolve the school juridical person and 
close its schools by the end of March 2013. The date of closure was 
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decided, taking into account the academic year cycle in Japan (new 
academic years start in April). Using the period between the time when 
the order is issued and actual closure of the school juridical persons, the 
MEXT attempts to find a soft landing scenario by finding schools that 
can accept the students who studied in the university and other related 
schools. Otherwise, the university may suddenly stop its operation at the 
middle of academic year, making the transfer of student to other 
universities even more difficult. It is unknown, however, if students of 
the university already transferred to other universities.  

Similar cases to Horikoshi Gakuen may happen in the near future. It 
is reasonable to assume that there will be a higher incidence of closure of 
universities in the future. Many universities stopped admitting new 
enrollees after 2010, mainly because of the declining university-age 
population in Japan. Moreover, many law schools (post-graduate) also 
recently stopped admitting new students. After the launch of the law 
school system in 2004, many universities established law schools, but the 
majority of them, especially the small ones, failed to attract students. Six 
law schools decided not to admit new students by April 2013. It is very 
likely that those schools that stopped accepting new students will be 
closed sooner or later. First, they may decide to close the operation by 
themselves by notifying the MEXT. Second, MEXT may issue an order 
to dissolve the school juridical persons (and schools), similar to the case 
of Horikoshi Gakuen. 

In the GATS context of services trade liberalization, attention has been 
paid to domestic regulations on license and qualification requirements 
and procedures. GATS Article VI clearly states that domestic regulations 
should not constitute unnecessary barriers to trade in services. While all 
countries have a right to regulate their services industries, transparency 
of domestic regulation is essential to provision of services both 
domestically and internationally.  
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One difficult issue regarding licenses and qualifications is that they 
are sometimes issued by nongovernment bodies, although policies or 
measures of nongovernmental bodies also fall under the jurisdiction of 
the GATS (GATS Article I:3). For example, in many (but not all) 
countries, a license is required to supply legal services. It is, however, 
usually not the government but rather the country’s bar association that 
actually conducts the bar examination and issues the bar license. What is 
important here is that it is the “incumbent” that assesses the applicants, 
even though the exercise of power is indirect. There is a possibility that a 
bar association consisting of lawyers (incumbents) may insist upon a 
reduction of number of newly issued licenses on the grounds that the 
quality of lawyers should be enhanced. 

In the case of Japan’s education services, the government sets the 
standards to be met by universities in a relatively clear and transparent 
manner. One could argue, however, that the decision-making process is 
not as transparent as the restrictions themselves. Although the Minister 
makes the final decision to approve or reject an application to establish a 
university (and a school juridical person), the role of the University 
Council should not be overlooked. Just like the example of lawyers 
above, it is the University Council, which mainly consists of presidents 
of incumbent universities, that assesses an application for a new 
university. Thus, there is a possibility that the University Council may 
prevent the establishment of a new university. One important difference 
between lawyers and universities is that while the country’s bar 
association is the (exclusive) authority in the exercise of power in the 
case of lawyers in terms of accepting new entrants to the profession, both 
the University Council and the Minister play an important role in 
examining an application for a new university. Thus, in the case of 
Japan’s education services, an “entangled” relationship between the two 
authorities (the government and the University Council) should be 
considered together in terms of exercise of power. The question 
regarding who has the authority is more nuanced in this regard. As 
policies and measures of nongovernmental bodies fall under the 
jurisdiction of the GATS, the uniqueness of education services in Japan 
is not in the regulatory framework of the industry, which involves a non-
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government regulator, but in rather in the fact that both the government 
and the nongovernment body are involved in exercising power.  

The central argument here is not to point out the relevance of a 
nuanced relationship between the government and the University 
Council. Rather, it is to note that this type of ambiguous demarcation 
between government and nongovernment bodies (such as the University 
Council) can be observed in many services industries in many countries. 
If either governments or nongovernmental bodies (but not both) establish 
or apply domestic regulation, the problem is rather straightforward. 
Given that many services industries are highly technical in terms of the 
nature of regulations applying to them, however, the involvement of 
nongovernment bodies such as associations is sometimes necessary. At 
the same time, in terms of accountability, the government often makes 
the final decision based on suggestions from nongovernment bodies. In 
short, it is not just the government or the association that assesses the 
capacity of new entrants, but the combination of governments and 
nongovernmental institutions with an ambiguous demarcation that is a 
common form of exercising power in services industries.  

An ambiguous demarcation between the government and 
nongovernment bodies in exercising power has important policy 
implications. Given that both parties play a critical role in approving the 
establishment of new universities, both parties should maintain 
transparency in decision-making processes. First, nongovernment bodies 
need to give detailed explanations of the technical assessment procedure 
they use to assess applications. Given the significance of their technical 
decisions in the overall decision-making process, they cannot simply 
insist that the government make the final decision. The transparency of a 
nongovernment body is critically important, especially when it consists 
of incumbents. Second, the government should explain what type of 
discretion it has and under what circumstances the final government 
decision differs from technical decisions by nongovernment bodies. The 
government should explain why the government’s decision should not 
depend solely on technical assessments made by non-government bodies. 
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6.2. Who Should Supervise “Overseas Extensions”? The Home or 
 Host Country Authority? 

The demarcation between home and host country authorities is 
ambiguous, especially in the case of supervision of “overseas extensions” 
of universities. In the case of Japan, neither the case of “Japanese 
extensions of foreign universities” nor the case of “foreign extensions of 
Japanese universities” was regarded as formal education until 2004. 
Furthermore, education at “Japanese extensions of foreign universities” 
was not even considered as foreign university education (see below). It 
can be said that there was a “loophole” in the supervision of overseas 
extension of universities.  

The question of who should supervise the overseas extension is a 
significant issue in the case of banking. Usually, when the subsidiaries 
are incorporated on the basis of the host country’s laws, host country 
authorities are responsible for their supervision. By contrast, home 
country authorities are usually responsible for their supervision if the 
establishment takes the form of a branch. Some developing countries 
prefer subsidiaries to branches because they can exercise power over the 
entities established by foreign banks within their territory. While such a 
demarcation is reasonable in terms of burden sharing (Fiechter et al. 
2011, p. 5), whether this can actually solve the problem is a different 
question. For example, the recent failure of Icelandic banks revealed that 
the Icelandic authorities did not have sufficient fiscal capacity to protect 
the depositors of overseas branches of Icelandic banks. Interestingly, the 
Japanese government recently started a discussion on protection of 
depositors of branches of foreign banks established in Japan (Nikkei 
Shinbun, 12 April 2012). This is because responsible foreign authorities 
may not have sufficient capacity to solve the problem in the occasion of 
economic crisis despite their established jurisdiction over overseas 
branches, but protecting those depositors is essential from the Japanese 
perspective (if such a scheme were in place, depositors of branches of 
Icelandic banks in Japan would have been protected not by the Icelandic 
but rather by the Japanese authorities).  

The Japanese government’s past policy was that campuses in Japan 
should be established based on the Japanese standards so that the 
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education they provided could be regarded as formal education under the 
Japanese system. This is similar to the case of the banking sector, in 
which some developing countries prefer subsidiaries to be established 
based on their local laws rather than branches that are based on home-
country laws. The difference between banks and universities is that the 
authority can easily restrict the establishment of bank branches, but 
branch campuses of foreign universities are allowed as far as Japan is 
concerned (this is because informal education is a fairly liberalized 
industry in Japan).  

Interestingly, the Japanese government did not even regard the 
education supplied by campuses in Japan established by foreign 
universities as equivalent to the program offered by the foreign 
university in the home country. For example, the graduates from Temple 
University’s campus in the United States were qualified for post-
graduate studies in Japan while the graduates of Temple University Japan 
were not. The intention of the government’s policy was to encourage 
those campuses in Japan to re-establish themselves under the Japanese 
legal system so that they could become a formal education institution. 
Foreign universities in Japan, however, were reluctant to change their 
status and the students continued to face the problem of recognition of 
their qualifications. In the analogy of banks, it is possible to interpret the 
introduction of the “Japanese Campuses of Foreign Universities” system 
in 2004 as a policy to formally accept “branches” of foreign universities 
rather than pursue the establishment of “subsidiaries” of foreign 
universities. This implies that the Japanese government accepts that the 
authority responsible for a foreign university campus in Japan (which is 
not based on Japanese laws and regulations) is a foreign authority, as in 
the case of the banking industry. 

It is possible to draw important policy implications for the education 
sector from the experience of banking sector regulations. As the 
experience of Icelandic banks suggests, the fact that countries allow the 
foreign authority’s jurisdiction over the overseas extension that takes the 
form of branches does not mean that the host authority is discharged from 
the obligation of consumer protection and other systemic problems. What 
if a foreign university suddenly closes a campus it has established in 
Japan? The Japanese government can insist that the closure of the foreign 
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university’s Japanese campus is beyond the Japanese government’s 
responsibility, because the primary regulator of the branch campus is the 
foreign authority. It is desirable, however, that the government has a clear 
policy regarding bankrupt branch campuses so that Japanese consumers 
(Japanese students) do not face any problems. Such a policy may include 
the establishment of a scheme to transfer the students to other universities 
in Japan in the case of bankruptcy and a scheme to merge bankrupted 
campuses with other education institutions in Japan. The establishment of 
the scheme to minimize the costs of bankruptcy seems to be more effective 
than imposing restrictions at the entry stage. 

On the one hand, trade in tertiary education services is highly regulated; on 
the other hand, it is a considerably liberalized area of services. This is 
especially true in the case of GATS mode 3 of international services trade, 
in the form of overseas campuses. Foreign universities are and have been 
free to open campuses in Japan to supply tertiary education services, but 
until 2004, the Japanese government regarded such campuses as informal 
education that it did not recognize. Moreover, programs at the campuses in 
Japan were not regarded as an equivalent to the programs provided at the 
home campuses abroad. Campuses established by foreign universities 
needed to satisfy the criteria set by the government to be examined by the 
University Council and the Minister so that they could supply formal 
education services in Japan. The intention of such policies was to 
encourage those campuses to be re-established under the Japanese legal 
system so that they come under the Japanese government’s jurisdiction. In 
reality, however, no foreign university campus in Japan obtained formal 
school status under the Japanese system.   

In 2004, the Japanese government introduced a new scheme called 
“Japanese Campuses of Foreign Universities.” Under this scheme, 
campuses in Japan established by foreign universities could be treated as 
formal Japanese universities except in relation to matters of taxation. The 
introduction of this scheme can be interpreted as a policy shift to 
formally admit a “branch” of a foreign university rather than pursue the 
establishment of “subsidiaries” of foreign universities. This implies that 
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the Japanese government acknowledges that foreign authorities are the 
responsible authorities of branches of foreign universities in Japan.   

The case study of education services of Japan in this chapter has 
interesting policy implications in relation to the regulatory aspect of 
education services as well as services policies in general. First, it is 
important to note that both the Education Minister and the University 
Council play important roles in assessing an application for establishment 
of a new university. The demarcation between the two entities in 
exercising power is ambiguous. Thus, both parties should maintain 
transparency in decision-making processes. In particular, the government 
should explain what type of discretion it has and under what circumstances 
the final government decision may differ from technical decisions of 
nongovernment bodies (e.g., the University Council in the case of the 
Japanese education industry). At the very least, the government should be 
very clear about why its decision should not depend solely on the technical 
assessment made by nongovernment bodies.  

The transparency of a nongovernment body is critically important, 
especially when it consists of incumbents, as does the University Council 
in Japan. Second, the fact that countries admit the foreign authority’s 
jurisdiction over an overseas extension in the form of branches does not 
mean that the host authority is discharged from the obligation of 
consumer protection and other systemic problems. The issue here is 
similar to the recent experience in the banking sector: the failure of 
Icelandic banks revealed that the Icelandic authorities did not have 
sufficient fiscal capacity to protect those who made deposits into 
overseas branches of Icelandic banks. This chapter posed the question of 
what would happen in the case of a sudden closure of a campus in Japan 
established by foreign university. It answered the question by stating that 
it is desirable for the government to have a clear policy regarding 
bankrupted branch campuses so as to protect Japanese consumers 
(Japanese students), such as through the establishment of a scheme to 
transfer students to other universities in Japan in the case of bankruptcy 
and a scheme to merge bankrupted campuses with other education 
institutions in Japan. Rather than restricting entry to solve the problem, 
regulations should emphasize creating effective solutions to bankruptcy, 
as far as the “business” of foreign universities in Japan is concerned. 
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The envisioning of Malaysia as a higher education hub can be traced 
back to 1991 when former Prime Minister Mahathir proposed his 
Vision 2020. In this vision, Malaysia is targeted to attain developed 
nation status by 2020. The vision required, among other things, an 
improvement in the human capital of the country. Specifically, the 
enrollment ratio in tertiary education in the 19–24 age group was 
targeted to increase to 40% by 2020. The private sector was included to 
accomplish this, as well as to stem the outflow of foreign exchange due 
to the outflow of students, as there was limited domestic capacity at 
that time. Consequently, the Mid-Term Review of the Sixth Malaysia 
Plan promoted development of the education sector as a potential 
export industry (Government of Malaysia, 1993). It is important to note 
that the economic rationale for making the higher education sector a 
regional hub based on its potential to contribute towards the export 
earnings of the country continues to this day.  

Since 1991, Malaysia has emerged as one of the contenders for the 
global higher education market, with a dynamic private sector leading 
the way in attracting international students to the country. It was ranked 
the 11th most-preferred study destination by international students in 
2009, and has captured 2% of the global higher education market (Lim,
2009; Tham, 2010). Domestically, the minister of higher education in 

a Professor and Deputy Director, Institute of Malaysian and International Studies 
(IKMAS), Universiti Kebangsaan Malaysia (National University of Malaysia). 
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Malaysia deems the higher education sector as an engine of growth in its 
own right, in addition to it cultivating human capital and creating social 
mobility (Government of Malaysia, 2010). More importantly, it is the 
private education sector that is identified as the catalyst for industry 
transformation and as an indispensable partner in raising quality 
standards and creating an international higher education brand for 
Malaysia. Transforming education, including higher education, as an 
engine of growth is an important element in the government’s Economic 
Transformation Plan (ETP) for shifting Malaysia to a high-income 
economy, with a targeted per capita income of US$15,000. 

The objectives of this chapter are threefold. First, it seeks to explain 
the growth and development of the tertiary education sector, especially 
private higher education, and the main features of trade in this sector. 
Second, it examines the trade commitments and domestic regulations 
governing this sector and their possible impact on the trade in higher 
education services in view of Malaysia’s aspirations of becoming a 
regional education hub. Finally, the chapter concludes by suggesting 
some policy implications for other developing countries in Asia, based 
on Malaysia’s experience in the development of the tertiary education 
sector and its strengths and weaknesses. 

Tertiary education in Malaysia consists of government-funded public 
institutions—universities, polytechnics, and community collegesb—and
private higher education institutions (PHEIs) that are not funded by the 
government. As of December 2010, there were 20 public universities and 
452 PHEIs in Malaysia (Tables 6.1 and 6.2). Although there was only  

bPolytechnics in Malaysia do not have permission to recruit international students, while 
community colleges require special permission to recruit them. There are, however, no 
published data on the presence of international students in community colleges in the 
country and hence both categories of institutions are excluded in this chapter.  
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one public university in 1962, a number have since been established by 
the government. The 20 public universities are categorized into three 
types: research, comprehensive, and focus universities. The main 
difference between these three types lies in the fields of study and the 
ratio of undergraduate students to graduate students. Research 
universities, like comprehensive universities, started out by offering all 
fields of study but have been encouraged to specialize based on their 
respective research focus. Focus universities offer specific fields of 
studies only. Research university status was first conferred on four public 
universities in 2006, with additional research funding. Subsequently, 
another public university has also received research university status. 
These universities have to shift their ratio of undergraduate to graduate 
students to 50:50, unlike the other two categories that have a ratio of 
70:30. Public universities are established by executive order based on the 
Universities and University College Act, 1971. There are two exceptions 
that were established by separate enabling acts of Parliament in 1962 (the 
University of Malaya) and 1967 (the Mara University of Technology). 

PHEIs have grown even faster, from 354 in 1996 to 704 in 2001, 
before falling to 452 in 2011. There are four main categories of private 
institutions (Table 6.2): private universities, university colleges, foreign 
university branch campuses, and colleges. There are no data on the equity 
ownership of the PHEIs in Table 6.2. Branch campuses as well as some of 
the listed institutions on Bursa Malaysia (formerly known as the Kuala 
Lumpur Stock Exchange) will have some degree of foreign ownership. 
Private colleges are not able to confer their own degrees, unlike the other 
three categories. University colleges are former private colleges that have 
shown a good track record in conducting transnational programs 
completely in Malaysia and have subsequently been allowed to confer 
their own degrees (like private universities). While the four older branch 
campuses operate several faculties in Malaysia, recent branch campuses 
tend to operate a single faculty, such as the medical faculty from the 
University of Newcastle (Newcastle University of Medicine), and the 
engineering faculty from the University of Southampton, located at 
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Educityc in Iskandar Malaysia (formerly known as Iskandar Development 
Region), in the southernmost part of Malaysia, close to Singapore. A 
Scottish university, Heriot-Watt University, opened a branch campus in 
Putrajaya in 2013, offering global MBA programs (http://www.hw.ac.uk/ 
malaysia.htm). The Netherlands Maritime Institute of Technology, 
Singapore-based Raffles Education Corporation, and the Management 
Development Institute of Singapore (Singapore’s oldest nonprofit 
professional institute for lifelong learning) are also reportedly setting up 
faculties at Educity (The Star, 2011). 

The size of PHEIs varies. In 2004, it was estimated that about 10% 
were large, with 2,000 or more students (Ismail, 2007), about 20% were 
medium-sized with 500–2,000 students, and the remaining 70% 
(especially at the college level) were small, with 500 or fewer students. 
In 2009, it was reported that approximately 36% of the 440 registered 
active PHEIs had a student population of fewer than 300 students 
(Government of Malaysia, 2010). As student fees are the main revenue 
source, the profitability of the different PHEIs also differs greatly. Some 
PHEIs are listed in Bursa Malaysia and some are struggling to survive 
financially (Government of Malaysia, 2010). They also vary in terms of 
types of business enterprise—for-profit institutions backed by large 
corporations, institutions backed by government-linked companies and 
political parties, and nonprofit institutions. The larger PHEIs are mostly 
members of the Malaysian Association of Private Colleges and 
Universities that represents the sector in consultations with the 
government.  
  

                                                           
cEducity is a new initiative to attract foreign direct investment in the education sector as 
part of Malaysia’s bid to become a regional education hub (Knight & Morshidi, 2011). 
The other initiative is the Kuala Lumpur Education City, which is more focused on 
international schools and specialized training programs.   
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Table 6.1. Public universities in Malaysia, 2011 

Universiti 
Malaya 

Kuala
Lumpur

Raffles College and 
King Edwards 
College of 
Medicine, 
Singapore which 
were merged into 
University of 
Malay in Singapore 
(October 1949) 

RU 2 January 1962 

Universiti 
Sains 
Malaysia 

Penang New RU 1969 

Universiti 
Kebangsaan
Malaysia  

Bangi,
Selangor 

New RU 18 May 1970 

Universiti 
Putra 
Malaysia 

Serdang,
Selangor 

Serdang College 
of Agriculture and 
Faculty of 
Agriculture 

RU 4 October 1971 

Universiti 
Teknologi
Malaysia  

Johor
Bahru

Technical College, 
KL

RU 1 April 1975 

Universiti 
Islam
Antarabangsa

Gombak, 
Selangor 

New CU 10 May 1983 

Universiti 
Utara
Malaysia 

Sintok,
Kedah

New FU 16 February 
1984

Universiti 
Malaysia 
Sarawak 

Kota
Samarahan
, Sarawak 

New CU 24 December 
1992

Universiti 
Malaysia 
Sabah

Kota Kina- 
balu,
Sabah

New CU 24 November 
1994

Universiti 
Pendidikan 
Sultan Idris 

Tg. Malim, 
Perak 

Maktab Perguruan 
Sultan Idris 

FU 24 February 
1997

(Continued) 
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Universiti 
Sains Islam 
Malaysia 

Nilai, 
Negeri
Sembilan 

Kolej Universiti 
Islam Malaysia  

FU 13 March 1998 

Universiti 
Teknologi
MARA

Shah 
Alam, 
Selangor 

Maktab MARA FU 28 June 1999 

Kuala
Terengganu 

Kolej
Universiti 
Sains & 
Teknologi

New CU 15 July 1999 

Universiti 
Tun Hussein 
Onn Malaysia 

Batu
Pahat,
Johor

Kolej Universiti 
Teknologi Tun 
Hussein Onn

FU 30 September 
2000

Universiti 
Teknikal 
Malaysia 
Melaka

Air Keroh, 
Melaka

Kolej Universiti 
Teknikal 
Kebangsaan 
Malaysia  

FU 1 December 
2000

Universiti 
Malaysia 
Pahang

Kuantan,
Pahang

Kolej Universiti 
Kejuruteraan and 
Teknologi
Malaysia  

FU 16 February 
2002

Universiti 
Malaysia 
Perlis

Arau, 
Perlis

Kolej Universiti 
Kejuruteraan 
Utara Malaysia 

FU 2 May 2002 

Universiti 
Darul Iman 
Malaysia  

Kuala
Trengganu 

Kolej Universiti 
Sultan Zainal 
Abidin

FU 1 January 2006 

Universiti 
Malaysia 
Kelantan

Kota
Bahru
Kelantan 

New FU 14 June 2006 

Universiti 
Pertahanan 
National 
Malaysia 

Sungai
Besi,
Selangor 

New FU 10 November 
2006

Notes: CU = comprehensive university. FU = focus university. RU = research university. 
Source: Azizah (2013). 
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The development of PHEIs was motivated by domestic factors, both 
political and economic.d Inter-ethnic riots in 1969 led to the promulgation 
of the New Economic Policy (NEP) with its twin objectives of poverty 
reduction and restructuring of Malaysian society by eliminating the 
identification of race with economic function. The second objective 
essentially requires a redistribution of income and wealth between the 
Bumiputerase and non-Bumiputeras in the country so as to correct for the 
economic imbalances between them. The NEP, however, is premised on a 
growing economy so that inter-ethnic redistribution is meant to be 
conducted within a framework of an expanding economic pie. 
Implementation of the NEP led to numerous initiatives, including, among 
others, preferential access to institutions of higher learning through ethnic 
quotas and increased financial sponsorship for the Bumiputeras (Sarjit 
Singh, 1993; Mukherjee et al., 2011). These quotas and a limited number 
of public universities in the 1970s, coupled with a growing population, 
created considerable excess demand as reflected in the large numbers of 
Malaysians studying overseas, especially in the case of the non-
Bumiputeras. Overseas study is, however, expensive and not all non-
Bumiputeras could afford it, including the working middle class and lower 
income groups. Private providers therefore emerged to meet the excess 
demand, thereby increasing overall access to higher education, albeit at 
significantly higher cost than the subsidized public institutions (Mukherjee 
et al., 2011). This increased access is politically important as it reduced the 
potential for ethnic conflicts over the restricted access for the non-
Bumiputeras in public universities (Tan & Santhiram, 2009).  

Economic rationales are based on the country’s human resource 
needs for development as well as the export potential of the sector and its 
implications for the perennial deficit in the services account prior to 2007 
(McBurnie & Ziguras, 2001). The overall emphasis on growth led by the 
private sector as the country’s development strategy after the first post-

dThis does not imply that domestic factors alone led to development of this sector. 
Rather, internal developments within Malaysia coincided with external developments in 
the main home countries of origin of transnational programs that contributed to the 
growth of this sector before government regulations were introduced in 1996 (Tham, 
2010).
eThis refers to the Malays and indigenous people of the land. 
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independence economic recession in 1985 lent further encouragement to 
the use of private institutions to supplement public provision.  

Subsequently, the government’s decision to officially recognize and 
regulate the private higher education sector came with the enactment of 
the Private Higher Education Institutions Act (PHEIA), 1996 (or 
Act 555). The act allowed PHEIs to confer degrees for the first time; 
prior to the act, PHEIs could only: (i) conduct transnational programs 
with degrees conferred by the parent institution of these programs; or 
(ii) prepare students for external examinations leading to foreign degrees 
or diplomas.  

The coming into force of Act 555 was accompanied by other acts to 
govern and facilitate a more orderly development of private provision; 
development of the sector had been unregulated since independence. The 
National Council of Higher Education Act, 1996 was formulated to 
enable the establishment of a council to determine policy and coordinate 
development of tertiary education. At the same time, the National 
Accreditation Act, 1996 provided for the setting up of a board (the 
National Accreditation Board [LAN]) to ensure that high academic 
standards, quality, and control were maintained. Quality assurance for 
public universities was governed by the Quality Assurance Division in 
the Ministry of Education. The LAN and Quality Assurance Division 
were subsequently unified to become the Malaysian Qualifications 
Agency (MQA) in 2007 to strengthen the quality assurance systems and 
unify quality assurance of both public and private institutions under one 
organization.

The rapid growth in the number of PHEIs led to the establishment of 
the Ministry of Higher Education (MOHE) to oversee the development 
and regulation of the education sector. Policies on higher education 
continue to emphasize the economic role this sector plays in terms of its 
ability to generate export revenue, as encapsulated in the envisioning of 
Malaysia as an education hub. Although this vision was first put forth by 
former Prime Minister Mahathir, it was maintained by former Prime 
Minister Abdullah and Prime Minister Najib. Consequently, the 
economic plans of Malaysia continue to reiterate the goal of being an 
education hub, as in the Ninth and Tenth Malaysia Plans, the Third 
Industrial Master Plan, and the Economic Transformation Plan (ETP). In 
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the ETP, the contribution of education, including higher education, to 
gross national income is expected to increase by RM33.6 billion from 
2009 to 2020, with growth driven by the private sector (Government of 
Malaysia, 2010). f  The increasing emphasis on private investment is 
prompted by the fact that the government has been running a fiscal 
deficit since the Asian financial crisis, and fiscal consolidation is 
becoming increasingly urgent for macroeconomic stability and the 
sustainability of future economic growth.  

Table 6.2. Number of private higher education institutions, 1996–2010 

U 0 0 5 6 7 11 11 11 

UC 0 0 0 0 0 1 1 5 

BC 0 0 1 2 3 4 4 4 

C 354 497 577 632 691 690 518 519 

Total 354 497 583 599 642 706 534 539 

U 11 10 12 18 18 21 23 

UC 10 11 15 15 18 23 21 

BC 5 5 5 4 4 5 5 

C 533 532 482 488 491 405 403 

Total 559 558 514 525 531 454 452 
BC = branch campus. C = college. U = university status. UC = university–college status.  
Source: Lee (2008) for 1996–2000. MOHE for 2001–2010. 

Higher education policies are aligned to support the overall economic 
policies of the country. Hence, the National Higher Education Strategic 
Plan supports the targeted 100,000 international students by 2010 defined 
in the Ninth Malaysia Plan (Government of Malaysia, 2006) by 
intensifying internationalization as one of its seven strategic thrusts 

fThe ETP does not provide any breakdown in terms of the contribution of exports to the 
expected increase in education.  
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(MOHE, 2007).g Although this target was not met in 2010 (Table 6.3), it 
has subsequently been revised to 200,000 in the ETP and reiterated in the 
recently launched Internationalization Policy document from the MOHE 
(MOHE, 2011), which gives an interim target of 150,000 by 2015. These 
targets, as well as the expected outcomes from the internationalization 
policy document,h indicate that Malaysia’s focus as a regional education 
hub is very much on students, especially inbound students, as opposed to 
the other types of education hubs discussed by Knight and Morshidi 
(2011).i

Table 6.3. Enrollment of international students in public and private higher education 
institutions, 2002–2010 

2002 5,045 22,827 

2003 5,239 25,158 

2004 5,735 25,939 

2005 6,622 33,903 

2006 7,941 36,449 

2007 14,324 33,604 

2008 18,486 50,679 

2009 22,456 58,294 

2010 24,214 62,705 
Source: Tham (2013). 

g The other six strategic thrusts are widening access and enhancing equity, improving the 
quality of teaching and learning, enhancing research and innovation, strengthening 
institutions of higher education, enculturation of lifelong learning, and reinforcing the 
delivery system of the Ministry of Higher Education (MOHE, 2007).  
h The three stated expected outcomes are increased growth of international students and 
staff, increased inbound and outbound mobility for students and staff, and increased 
positive experiences of international students in the country (MOHE, 2011).  
i The other two types of hubs are skilled workforce training hubs and knowledge and 
innovation hubs (Knight & Morshidi, 2011). 
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Student enrollment in tertiary education grew steadily from 1985 to 2010 
(Table 6.4). In 1985, 85% of students enrolled in Malaysia were in public 
institutions. By 2010, the share of students enrolled in public institutions had 
fallen to 46% while enrollments in private institutions had grown to 54%.j

This includes the enrollments of international students in both public and 
private institutions, of which a greater percentage is found in private 
institutions due to the quota of 5% imposed on undergraduate enrolment in 
public institutions (Table 6.3). This quota was imposed as tuition fees in 
public institutions are significantly subsidized. The quota, however, was 
largely underutilized until recently, due to excess demand at home as partly 
reflected in the large numbers of Malaysian students studying overseas, 
despite the growing number of higher education institutions in the country.k

Starting from 2007, international undergraduate student enrollments in 
public institutions increased significantly due to ranking requirements of 
public research universities.l This shift increased the competition between 
private and public providers for international undergraduate students (Oh,
2009). Prior to this, there was an implicit division of international students 
between the two groups of providers, with the private providers focusing on 
international students for undergraduate programs while their public 
counterparts recruited mainly postgraduate students based on their relative 
strength in research and postgraduate programs. 

jNote that this is not the first time that enrollments in PHEIs have exceeded enrollments 
in public universities. Tan (2002) found that enrollments in PHEIs exceeded those in 
public universities in 1999 due to the sharp escalation in the number of private colleges 
(to 599) in 1999, as opposed to 13 public universities.  
kIt should be noted that the factors influencing a student’s choice to study abroad are 
many, including perceived benefits in the job market of an overseas education, 
availability of scholarships, and parental influence on students’ choices, such as a 
preference to study in the alma mater of parents, especially from highly ranked 
universities in the West.  
lThe enrollment of international students is included as one of the factors used to compute 
the rank of a university in the ranking exercises.  
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Table 6.4. Students enrolled in tertiary education, 1985–2010 

Public institutions 86,330 124,340 189,020 304,628 

Overseas institutions 63,000 73,000 50,600 103,726 

Private institutions 15,000 35,600 127,594 270,904 

Total 164,330 230,940 367,214 679,258 

Public institutions 307,121 419,334 437,420 462,780 

Overseas institutions 56,609 59,107 58,963 79,254 

Private institutions 258,825 399,852 484,377 541,629 

Total 622,555 878,293 980,760 1,083,663 
Note: Overseas means students studying abroad. 
Source: Tham (2013). 

The total number of international students in both public and private 
HEIs grew rapidly from 27,872 in 2002 to 86,919 in 2010 due to 
Malaysia’s relative low-cost advantage and the use of English as a 
language of instruction. Program mobility has led to the emergence of a 
large variety of transnational programs that are imported mainly from the 
United Kingdom, Australia, and the United States. These programs, 
combined with the large and varied number of private providers, have 
served to provide multiple pathways and access to both local and 
international students. In particular, the availability of branch campuses 
that are semi-elite institutions from nations that are well-known for their 
higher education systems has also helped to raise the reputation of the 
higher education system in Malaysia (Lane, 2011). Cultural diversity, 
with the different ethnic groups in the country, has further enhanced the 
attractiveness of Malaysia as a destination country for international 
students. Studies on international students’ views of Malaysian higher 
education reveal that four out of the five criteria perceived to be 
important in choosing Malaysia are: (i) international recognition of 
qualifications; (ii) competitive program fees; (iii) the opportunity to 
make international contact; and (iv) the opportunity to experience 
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different cultures (MOHE, 2009; Rohana & Yong, 2010). The fifth 
criterion is an efficient system to assist with student visas.  

Several PHEIs have also ventured abroad, mainly to less-developed 
Asian countries. These include: the Asia Pacific University College of 
Technology in Sri Lanka and in India; Management and Science 
University in India; Al-Madinah International University (MEDIU) in 
Indonesia; and Limkokwing University in Africa, Indonesia, and the 
United Kingdom (Siti, 2011).m

In terms of source countries, Indonesia and the People’s Republic of 
China were the two largest up to 2005 (Table 6.5). Indonesia has strong 
historical, cultural, and social links with Malaysia. Indonesians generally 
feel comfortable in Malaysia due to similarities in language and religion, 
in addition to the other host-country factors mentioned earlier. Students 
from the People’s Republic of China choose Malaysia because of cultural 
proximity with ethnic Chinese in Malaysia and also as a stepping stone to 
the West or developed countries. In other words, a degree awarded by the 
parent institution of a transnational program in Malaysia is perceived to 
increase the opportunity to gain entry to further studies or jobs in the 
developed world. After the terrorist attacks of 11 September 2001 in the 
United States, the presence of students from West Asia has increased in 
Malaysia because of Malaysia’s status as an Islamic country and the 
perceived increase in difficulties for Muslim students to obtain a student 
visa for studies in the United States. In particular, Iran emerged as the 
single largest source country in 2010, with student numbers exceeding 
those from the People’s Republic of China and Indonesia. The number of 
African students—especially from Nigeria, Libya, and Sudan—has also 
increased. 

The share of international staff in private institutions has increased, 
especially in 2009 and 2010 (Table 6.6). Most foreign faculty members 
are recruited from other developing countries due to their relative 
affordability. 

mThere is no published study examining this relatively new phenomenon. Data 
are also sparse as these outward flows do not need to be reported to the Ministry 
of Higher Education.  
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Table 6.5. Top source countries for international students, 2003–2010 

(%) (%) (%) (%)  (%) 

People’s Republic of 
 China 

10,349 9,250 9,317 7,310 6,468 

–34.05 –29.20 –22.99 –16.47 –13.50 

Bangladesh 

2,136 1,635 5,712 6,517 2,506 

–7.03 –5.16 –14.10 –14.68 –5.23 

Iran 

374 703 1,181 1,784 3,678 

–1.23 –2.22 –2.91 –3.72 –7.67 

Nigeria

179 381 622 1,813 2,884 

–0.59 –1.20 –1.53 –4.08 –6.02 

Libya 

427 330 462 403 605 

–1.40 –1.04 –1.14 –0.91 –1.26 

Sudan

507 508 706 911 1,142 

–1.67 –1.60 –1.74 –2.05 –2.38 

Association of 
 Southeast Asian 
 Nations (ASEAN) 

8,350 9,312 10,150 11,099 12,317 

–27.47 –29.40 –25.05 –25.00 –25.70 

Brunei Darussalam 

241 234 218 241 325 

–0.79 –0.74 –0.54 –0.54 –0.68 

Cambodia

95 85 130 213 218 

–0.31 –0.27 –0.32 –0.48 –0.45 

Indonesia

5,634 6,520 6,866 7,541 8,454 

–18.53 –20.58 –16.94 –16.99 –17.64 

Lao People’s 
 Democratic 
 Republic 

29 14 19 27 27 

–0.10 –0.04 –0.05 –0.06 –0.06 

Myanmar 

458 495 566 503 500 

–1.51 –1.56 –1.40 –1.13 –1.04 

 (Continued) 
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 130 126 199 300 289

Philippines –0.43 –0.40 –0.49 –0.68 –0.60 

Singapore

462 537 550 618 725 

–1.52 –1.7 –1.36 –1.39 –1.51 

Thailand 

881 835 994 944 1148 

–2.90 –2.64 –2.45 –2.13 –2.40 

Viet Nam 

420 466 608 712 631 

–1.38 –1.47 –1.50 –1.60 –1.32 

(%) (%) (%) (%)

People’s Republic of 
 China 

7,977 9,177 10,214 70,062 

–11.53 –11.36 –11.75 –16.23 

Bangladesh 

2,021 1,957 2,041 24,525 

–2.92 –2.42 –2.35 –5.68 

Iran 

6,604 10,932 11,823 37,079 

–9.55 –13.54 –13.6 –8.59 

Nigeria

5,424 5,969 5,817 23,089 

–7.84 –7.39 –6.69 –5.35 

Libya 

1,788 4,021 3,930 11,966 

–2.59 –4.98 –4.52 –2.77 

Sudan

2,307 2,443 2,837 11,361 

–3.34 –3.03 –3.26 –2.63 

Association of 
 Southeast Asian 
 Nations (ASEAN) 

13,665 14,331 14,656 93,880 

–19.76 –17.75 –16.86 –21.74 

Brunei Darussalam 

330 361 328 2,278 

–0.48 –0.45 –0.38 –0.53 

Cambodia
233 254 283 1,511 

–0.34 –0.31 –0.33 –0.35 

Indonesia

9,358 9,812 9,889 64,074 

–13.53 –12.15 –11.38 –14.84 

(Continued) 
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Lao People’s 
 Democratic 
 Republic 

34 30 25 205 

–0.05 –0.04 –0.03 –0.05 

Myanmar 

424 439 464 3,849 

–0.61 –0.54 –0.53 –0.89 

Philippines 

349 345 401 2,139 

–0.50 –0.43 –0.46 –0.50 

Singapore

828 821 899 5,440 

–1.20 –1.02 –1.03 –1.26 

Thailand 

1,464 1,679 1,725 9,670 

–2.12 –2.08 –1.98 –2.24 

Viet Nam 

645 590 642 4,714 

–0.93 –0.73 –0.74 –1.09 
Source: Mahani, Tham, and Loke (2011), with data updated from the MOHE website: 
www.mohe.gov.my (accessed 25 November 2011). 

Available balance of payments data capture mode 2 exports and 
imports in education-related travel expenditure, while mode 3 is not 
captured (Bashir, 2007; Lim & Saner, 2011). Modes 1 and 4 are in 
principle captured in “other personal, cultural, and recreational services.” 
Figure 6.1 shows that the deficit in education-related travel expenditure 
has widened from 2000 to 2010, even though the number of inbound 
students has exceeded outbound students since 2008. It is possible that 
this is due to the cost differential between studying in Malaysia and in 
the developed world, since outbound students favor the developed world. 
Another possible reason is data aggregation, as the balance of payments 
data are not disaggregated by levels of education as it is not known 
whether the deficit is in higher education or other levels of education 
without disaggregated data. Disaggregated data by subsectors in the 
“other personal, cultural, and recreational services” are also not available 
from the Department of Statistics. 
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Table 6.6. Academic staff in private higher education institutions, according to 
qualifications, 2001–2010 

Qualification 2001 2002 2003 2004 2005 

Malaysian staff            

 Doctorate 235 540 589 679 1,059 

 Master’s degree 2,016 3,551 4,241 5,268 4,830 

 Bachelor’s degree 5,108 6,974 6,868 6,592 5,684 

 Diploma 1,050 2,211 1,525 1,051 852 

 Certificate 0  0 0 0 0 

 Others 0 0 0 0 0 

Total 8,409 13,276 13,223 13,590 12,425 

(%) –94.2 –92.2 –93.2 –91.8 –92.5 

International staff           

 Doctorate 127 227 279 351 279 

 Master’s degree 273 368 503 690 514 

 Bachelor’s degree 102 257 162 161 203 

 Diploma 17 264 14 19 15 

 Certificate  0 0 0 0 0 

 Others* 0 0 0 0 0 

Total 519 1,116 958 1,221 1,011 

(%) –5.8 –7.8 –6.8 –8.2 –7.5 

Qualification 2006 2007 2008 2009 2010 

Malaysian staff            

 Doctorate 1,112 1,173 1,688 1,839 1,937 

 Master’s degree 5,414 6,242 9,531 10,936 13,328 

 Bachelor’s degree 6,360 7,502 8,164 9,508 10,697 

 Diploma 861 1,788 2,309 1,205 1,193 

 Certificate 0 0 470 0 0 

 Others* 0 0 0 930 834 

Total 13,747 16,705 22,162 24,418 27,989 

(%) –91.5 –92.4 –93.1 –84.1 –84.8 

    (Continued) 
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International staff           

 Doctorate 352 497 428 521 512 

 Master’s degree 664 604 839 819 1,016 

 Bachelor’s degree 241 252 321 372 531 

 Diploma 16 23 33 34 78 

 Certificate 0 0 13 0 0 

 Others* 0 0 0 2,859 2,866 

Total 1,273 1,376 1,634 4,605 5,003 

(%) –8.5 –7.6 –6.9 –15.9 –15.2 

*The highest qualifications are certificates, advanced diplomas, and professional levels. 
Source: MOHE 2006, 2009. 

 
Fig. 6.1. Export and import of education-related travel, 2000–2010.  
Source: Department of Statistics, Malaysia. 

3. Malaysia’s Trade Commitments and Regulatory Regime for the 
Tertiary Sector 

3.1. Malaysia’s Trade Commitments for the Tertiary Sector 

Education services in trade agreements are defined according to the level 
of instruction, such as primary, secondary, higher education, adult, and 
other education services (Lim & Saner, 2011). As at June 2013, Malaysia 
had concluded six bilateral free trade agreements with Japan, Pakistan, 
Chile, New Zealand and Australia, and the Malaysia-India Comprehensive 
Economic Cooperation Agreement. Four of these agreements have a 
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chapter on services (see Appendix 6.1). Malaysia is also included in the 
four free trade agreements that have been concluded under the Association 
of Southeast Asian Nations (ASEAN): ASEAN-People’s Republic of 
China; ASEAN-Republic of Korea; ASEAN-Japan; and ASEAN-
Australia-New Zealand. Three of these have a service chapter (see 
Appendix 6.1). ASEAN itself has the Framework Agreement in Services 
that has concluded seven packages of commitments thus far. Malaysia is 
also a party to the General Agreement on Trade in Services (GATS) under 
the World Trade Organization (WTO). There are also ongoing negotiations 
with Turkey, Australia, and the European Union, among others, and the 
Trans-Pacific Partnership Agreement (see Appendix 6.1).  

Table 6.7 summarizes Malaysia’s commitments in higher education 
in the four GATS modes of delivery: mode 1, or cross-border supply; 
mode 2, or consumption abroad; mode 3, or commercial presence; and 
mode 4, or presence of natural persons. n  The commitments apply to 
higher education services provided by privately funded higher education 
institutions excluding private higher education institutions with 
government equity or that receive government assistance (CPC 92390).o

Mode 1 is mainly unbound (or without any binding commitments) 
with exceptions for market access and unbound for national treatment.  
In earlier agreements, p  the exception was for franchise and twinning 
arrangements, while in the more recent agreements the exception is for 
requirements of commercial presence, as the Private Higher Education 
Institutions Act (PHEI), 1996 requires all educational service providers 
to establish their respective institutions (commercial presence) in 
Malaysia, with the exception of franchise and twinning arrangements 

nNote that Table 6.7 includes Malaysia’s revised offer (in 2005) under the current Doha 
Round. It also excludes the most recent bilateral trade agreement with Australia, which 
was signed after the final draft of this chapter was written. 
oThe CPC code is the United Nations Central Product Classification (CPC) code used in 
the trade commitments. Although the focus in this chapter is on the higher education 
sector, it should be noted that Malaysia’s commitments are not confined to this sector; 
there are also commitments in other levels of education such as primary education 
services (CPC 921), and others.  
pFor example, in the Malaysia-Japan Economic Partnership Agreement, the exception in 
mode 1 is for franchise and twinning arrangements between foreign-based institutions 
and Malaysian-based educational institutions.  
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between foreign-based institutions and Malaysian-based educational 
institutions. Mode 2 was unbound except for Malaysian students moving 
abroad under franchise and twinning arrangements in the earlier 
agreements. In more recent agreements, there are no limitations on 
market access, while it is mainly unbound for national treatment. In 
mode 3, equity constraints are the main limitations, with foreign equity 
capped at 49% and the use of an economic needs test. It should be noted 
that the cap on foreign equity is higher than that permitted under the 
Foreign Investment Committee (FIC)q ruling before it was repealed in 
2009. The highest foreign equity exists in the Malaysia-New Zealand 
Free Trade Agreement, whereby a maximum of 70% foreign equity is 
permitted from 31 December 2015, with no economic needs test. This 
sector is one of the key reasons New Zealand signed a free trade 
agreement with Malaysia, based on its exporters’ interest in the 
Malaysian higher education sector (Adionna 2011). It is mainly unbound 
for national treatment. Mode 4 is mainly unbound except as indicated in 
the horizontal section for both market access and national treatment.   

Overall, the commitments in higher education have not changed 
significantly since the revised offers were submitted to the GATS in 
December 2005, with the exception of the Malaysia-New Zealand Free 
Trade Agreement for mode 3 in terms of the share of foreign equity that 
is bound.  

The domestic regulations outlined in this section cover the two main pieces 
of legislation that affect private providers for two main reasons. First,  
the trade commitments cover only the private providers, and second,  
more international students are found in private institutions than in public 
institutions (Table 6.3). The two main acts that will be discussed are  
the Private Higher Education Institutions Act, 1996 (Act 555) and the 
Malaysian Qualifications Agency (MQA) Act, promulgated in 2007 
(Act 679). 

qThe FIC was established in 1974 to ensure that equity participation in capital formation 
complied with the requirements of the redistributive policies in Malaysia’s New 
Economic Policy.  
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Table 6.7. Summary of Malaysia’s commitments for higher education 

AFAS7 U3  U N U
ACTIS U3  U U3 U
AKFTA U3  U N U
AANZFTA U3  U N U
GATS U3  U U3 U
MJEPA U3  U U3 U
MPCEPA U3  U N N
MNZFTA U3  U N U
MICECA U3  U N U

AFAS7 L U U3 U3

ACTIS   U3 U3

AKFTA L U U3 U3

AANZFTA L U U3 U3

GATS L U U3 U3

MJEPA L U U3 U3

MPCEPA L U U3 U3

MNZFTA L U U3 U3

MICECA L U U3 U3

Notes: L = with limitations. MA = market access. N = none or no limitations. NT = 
national treatment. U = unbound. 
2 Refer to Appendix 6.1.  
3 With exceptions. 
Source: MITI website: www.miti.gov.my 

3.2.1. Salient Features of the Private Higher Education Institutions 
 Act, 1996 (Act 555) 

Act 555 essentially seeks to regulate the establishment, registration, 
management, and supervision of private higher educational institutions, 
as well as control the quality of services provided by such institutions 
and any matter related to service quality. It is important to note that the 
act does not distinguish between local or foreign PHEIs and hence both 
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types of institutions are treated equally under the act. The 17 parts of the 
act and the relevant sections of each part are shown in Table 6.8. 

Table 6.8. Private Higher Educational Institutions Act, 1996 

Preliminary 1–2 
Administration 3–5 
Establishment of private higher educational institutions 6–20 
Establishment of a private higher educational institution with the 
 status of a university, university college and branch campus 21–23 
Registration of private higher educational institutions 24–29 
Management of private higher educational institutions 30–37 
Conduct of courses of study at private higher educational institutions 38–44 
Discipline and conduct of students 46–50 
Permits to teach 51–53 
Revocation of approval and cancellation of registration 54–57 
Closing down of private higher educational institutions  58–62
Inspection of private higher educational institutions 63–64
Enforcement and investigation 65–71
Offenses and penalties  73–87
Regulations 88 
General 89–95
Saving and transitional provisions 96–99

Source: Ministry of Higher Education, Malaysia. 

The act distinguishes between the establishment of a PHEI with the 
status of a university, university college, or a branch campus of a foreign 
university, and a PHEI without such a status. In the case of the former, 
there is an additional requirement to obtain a letter of invitation from the 
MOHE to establish a PHEI (section 22). The act itself does not list the 
criteria used for inviting a PHEI to operate in Malaysia; these are not 
generally in the public domain.  

When granted approval, the successful applicant must incorporate a 
company locally (section 12). Corporate involvement is believed to 
provide better financial backing to offer better facilities, better campuses, 
and ultimately a better quality of education (Tan, 2002). The section 
further states that the issued and paid-up capital shall be of an amount as 
determined by the minister, while its equity participation and composition 
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of the board of directors shall be as determined by the minister. There is, 
therefore, no stated limitation in terms of foreign equity ownership in the 
act. The higher education sector was, however, also subject to the 
guidelines provided by the Foreign Investment Committee (FIC) until it 
was repealed in 2009. Under the FIC, foreign equity ownership was 
capped at 30%, although the higher education sector had been allowed 
foreign equity of up to 49% (Tham & Kam, 2007). After the FIC ruling 
was abolished, the amount of foreign equity permitted for higher 
education increased to 51% from 31 December 2010 to 31 December 
2012 (MOHE, 2010). After that, foreign equity of up to 70% is permitted 
until 2015, from when 100% foreign equity ownership is allowed. Prior to 
2012, however, foreign equity of up to 51% could be considered, subject 
to an additional needs test which included, among other things, that the 
courses were deemed important to Malaysia attaining its educational 
objectives and would result in the ability to generate export revenues. The 
government also has the discretion to provide 100% foreign equity 
ownership before 2015 and has in fact exercised this discretion to 
liberalize autonomously on a selective basis.  

After approval, the PHEI must apply to register the institution within 
three years from the date of approval (section 24). This has to be 
accompanied by a comprehensive fee structure to be imposed on students 
with respect to each course of study. The fee structure is therefore 
controlled and ensures that a reasonable fee is charged to students 
without fee undercutting occurring among the private providers.  

Section 38 states that prior approval of the Registrar General on 
course of study and affiliation needs to be obtained before a PHEI can 
conduct: (i) a course of study or training program; or (ii) a course of 
study or training program jointly or in affiliation, association, or 
collaboration with any university, university college, higher education 
institution (whether public or private), or professional body, within or 
outside Malaysia. The quality assurance of the course or training 
program has to satisfy the Registrar General before he or she grants 
approval. Hence, PHEIs need to obtain a recommendation from the 
MQA before they conduct courses of study.r

rPreviously, accreditation was conducted by the National Accreditation Board (LAN).  
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Although the medium of instruction specified in the act is the 
national language of Bahasa Malaysia (section 41), the act also provides 
for the possibility of a provider conducting a course of study “in any 
other language as it deems appropriate subject to the approval of the 
Minister” (section 41[4]). In the case of Malaysian citizens, however, the 
student will have to achieve a certain level in the national language as a 
prerequisite to the award of a certificate, diploma, or degree of the PHEI. 
Section 42 of the act also vests the minister with power to direct the use 
of the national language as the medium of instruction for Malaysian 
citizens for the new intake of the PHEI who have yet to follow such a 
course of study (section 42[1a]), but this will not be applied to the other 
students following such a course of study “unless the Minister is satisfied 
that they will not be adversely affected.”  

Section 43 of the act also states that PHEIs have to teach compulsory 
subjects, as determined by the Registrar General, in addition to other 
subjects or courses of study taught in the PHEIs. Malaysian citizens have 
to obtain a pass in these subjects before they can be awarded their 
certificate, degree, or diploma. The compulsory subjects are Malaysian 
studies, Bahasa Malaysia, and Islamic studies for Muslim students and 
moral education for non-Muslim students. These are mandatory for 
domestic students only. Regulations on the discipline and conduct of 
students are covered in sections 46–49.  

A permit to teach is necessary before a person is allowed to teach in 
a PHEI (section 51). The permit also specifies the subject or subjects that 
may be taught by the approved person. Although the conditions for the 
issuance of the permit to teach are not stated in the act, section 52 
provides the basis for refusal and revocation of the permit, which is that 
the person:  

(i) is not qualified to teach or has made false and/or misleading 
statements in his or her application;  

(ii) is physically or mentally unfit;  
(iii) has been convicted of an offense involving fraud, dishonesty, 

or corruption;  
(iv) has received any punishment of two years’ imprisonment or 

more; or  
(v) is for any reason not a fit and proper person to teach.  
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The Registrar General has a duty to give notice and to state the 
reason for refusal or revocation. An appeal can be made to the minister 
within 21 days from the date of refusal or revocation. 

Although the act does not say anything about the recruitment of 
international students, the guidebook of the MOHE lays down the 
guidelines for application of recruitment of such students. The guidelines 
indicate the conditions for recruiting international students, i.e., evidence 
that the institution has complied with the requirements of Act 555 as well 
as accredited programs, proper premises, a financial report of the last 
three years, strategic marketing of the PHEI, a fees refund policy, and a 
handbook for students (MOHE, undated).  

It is important to note that the act also provides for the revocation of 
approval, closing down of private higher educational institutions, and 
enforcement and investigation for both domestic as well as foreign 
providers.  

Based on the above, two prominent features of the act stand out. 
Government legislation is used to protect consumers as well as to 
mandate compulsory curriculum content. Malaysia is the only country to 
do so in the study by McBurnie and Ziguras (2001) of the regulations in 
Australia; Hong Kong, China; and Malaysia. This perhaps explains why 
the minister is given absolute power to deal with various issues related to 
PHEI, including complete discretion to determine the types of private 
universities in Malaysia (Tan, 2002). According to Tan (2002), this is to 
ensure the preservation of the national ideology (as in the language and 
compulsory subject requirements), while the socioeconomic goals of the 
country, such as the redistribution policies, are not jeopardized. 

3.2.2. Salient Features of the Malaysian Qualifications Agency Act, 2007 
 (Act 679) 

The MQA comes under the purview of the MOHE and acts as the national 
body for: (i) implementing the Malaysian Qualifications Framework 
(MQF);s (ii) accrediting higher educational qualifications; (iii) regulating 

                                                           
sSee Appendix 6.2 for an explanation of the MQF. 
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the quality of higher education providers; and (iv) establishing and 
maintaining the Malaysian Qualifications Register (MQR). The register 
contains programs, qualifications, and higher education providers 
accredited under the Malaysian Qualifications Agency Act, 2007.  

The Malaysian Qualifications Agency Act, 2007 has 16 parts. It first 
provides for the establishment of the MQA as the regulatory agency for 
assuring the quality of all post-secondary programs and qualifications 
provided by higher education providers in Malaysia. It also provides for 
provisional accreditation,t accreditation of the diverse range of programs 
and qualifications offered in the country, registration of qualifications 
from self-accrediting institutions, recognition of prior learning and 
experience and credit transfers, and establishment of the MQR. 

While accreditation under the Malaysian Qualifications Agency
Act, 2007 is not mandatory, there are three advantages for students to 
study in accredited programs: (i) eligibility to apply for loans from  
the National Higher Education Higher Education Fund Corporation;u

(ii) credit transfer to some other higher education institutions at home 
and abroad; and (iii) employment in the public sector as the degrees 
awarded by accredited programs are recognized by this sector. All 
three advantages are important for attracting students to any given 
program and represent strong incentives for PHEIs to seek 
accreditation. Moreover, renewal of licenses, which are awarded for 
five years, require programs to be accredited within the time frame of 
the license.  

All providers seeking accreditation for their programs must adhere to 
MQF standards as stated in section 37 of the act (see also Appendix 6.2, 
Table A2). An institutional audit (section 80) is conducted to determine 
if the requirements are fulfilled. If it is, accreditation will be granted; 
reasons will be provided when accreditation is not granted.  

Specifically, programs and qualifications that are accredited by the act 
are professional programs and qualifications (chapter 2), foreign programs 

tProvisional accreditation is an assessment exercise to determine whether a program has 
met the minimum quality requirements prior to full accreditation. 
uThe fund was established in 1997 to provide subsidized loans to domestic students 
studying in accredited programs in public and private institutions of higher learning.  
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and qualifications (chapter 3), self-accrediting higher education providers 
(chapter 4), skills training programs and qualifications (chapter 5), 
programs and qualifications of a branch campus (chapter 6), prior learning 
and transfer (chapter 7), and evaluation of other qualifications (part IX). 
For each of these types of program and qualification, the act sets out the 
rules for application, power to grant or refuse accreditation, power to 
impose conditions, and the revocation of accreditation. In the case of 
professional programs and qualifications, a joint technical committee 
consisting of representatives of the relevant professional body and an 
officer of the MQA is to be established to assess the application.  

For self-accreditation, the minister has the power to invite selected 
higher education providers for this purpose. An institutional audit is 
required before the self-accreditation certificate can be issued. Self-
accrediting higher education providers are not subject to the possibility 
of imposition of additional conditions. The criteria used for selection are 
not listed in the act nor on the website of the MQA. In 2010, it was 
reported in a local daily newspaper that eight universities, comprising the 
four older research universities and the four older branch campuses 
(Monash University Sunway Campus, University of Nottingham 
Malaysia Campus, Curtin University of Technology Sarawak Campus, 
and Swinburne University of Technology Sarawak Campus) had been 
awarded self-accreditation status, although this excluded the professional 
programs, which will still need accreditation and recognition from the 
relevant professional bodies (The Star, 2010a). 

Sections 82–84 provide for appeals, while there is provision for 
enforcement and investigation in sections 85–94. Offenses and penalties 
are dealt with in sections 95–101. As in the case of Act 555, there is 
protection against suits and legal proceedings (section 110), and the 
minister has the power to exempt (section 113) as well as the power to 
make regulations (sections 113–114).  

Despite the good intentions to provide quality assurance, there is 
some duplication of efforts as some PHEIs offer transnational programs 
that are quality assured in the home country of the parent institution that 
is providing the program through a local institution. For example, many 
universities and colleges in the United Kingdom offer their higher 
education programs in Malaysia. Their provision overseas is monitored 
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and audited by the Quality Assurance Agency for Higher Education in 
the United Kingdom. It is in the interest of reputable parent institutions 
to ensure that there is adherence to the principle of offering the same 
degree as that offered in the parent institution. Case studies investigating 
the export of twinning programs and offshore degree programs from 
Australia to Malaysia have shown that this is so in the case of 
accountancy education (see, for example, Cooper and Adams, 1997). 
This duplication has cost implications for the providers because colleges 
usually offer several majors for each twinning program and are charged 
for each major that is accredited (Tan, 2002). This in turn will affect the 
affordability of the programs offered and the viability of PHEIs as they 
are completely dependent on fees for their income.  

Domestic capacity for forming review panels for quality assurance, 
with the requisite training and knowledge (especially for highly 
specialized courses), may not be readily available and this may lengthen 
the time needed to obtain the necessary accreditation. For PHEIs, 
however, a lengthy accreditation process constitutes a high opportunity 
cost and this may deter them from offering highly specialized courses 
that may be needed to meet the human capital needs of the country 
(Tham & Kam, 2007; Bashir, 2007). Bottlenecks in the accreditation 
process are one of the five challenges identified in the ETP for this sector 
(Government of Malaysia, 2010). Nevertheless, the processing time has 
improved significantly from the early days of accreditation under the 
LAN, and it has been shortened from six to 12 months to about four 
months (Tham & Kam, 2007; The Star, 2008).  

3.2.3. Comparing Trade Commitments with Policies, Especially as 
 Prescribed by the Domestic Regulations 

In the case of GATS mode 1, the requirement of commercial presence is 
to ensure providers of distance learning are placed under the jurisdiction 
of Act 555. Act 555 applies only to providers seeking to operate in the 
country and cannot control students who seek to enroll in offshore 
campuses, except in terms of recognition of their qualifications, as will 
be discussed later in this section. Based on the list of restrictions in 
Nguyen-Hong and Wells (2003), there are no restrictions on repatriation 
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of earnings in the country. For mode 2, based on the same list of 
restrictions, outbound students face no restrictions in terms of the 
numbers of students studying abroad, nor visa exit requirements, nor 
restrictions in terms of fund transfers. Hence, there are no limitations on 
mode 2 commitments. Inbound students, however, face visa 
requirements, including, among others, a letter of offer from a PHEI and 
paid fees. Policies governing commercial presence follow the limitations 
in mode 3 such as equity constraints and economic needs tests. Other 
policies governing mode 3 delivery follow the requirements of Act 555 
and Act 679 such as the establishment of a local company, language, 
compulsory subjects requirements, accreditation requirements, and 
others, as explained in the section above. The percentage of foreign 
equity allowed is implemented flexibly at the discretion of the minister, 
in accordance with the powers given in Act 555. While mode 4 is 
unbound, the policies governing the employment of both locals and 
foreigners are prescribed in section 51 of Act 555 under the heading 
“issuance of permit to teach.”  

The recognition of qualifications is deemed to be a restriction in all 
modes of delivery (see Dee, 2008). In Malaysia, the Public Services 
Department has a Recognition of Qualification Unit that validates the 
recognition of qualifications for the purpose of appointments in public 
services. This includes both higher education institutions inside and 
outside the country and the information is available from the website of 
the department (see http://www.jpa.gov.my). This list is also used by the 
private sector, including institutions of higher learning, to validate the 
qualifications of foreigners. While these measures can be trade 
restricting, they can also be interpreted as prudential measures. 

Overall, the trade restrictiveness by modes, as measured by Nguyen-
Hong and Wells (2003), indicates that Malaysia has the greatest number 
of restrictions in mode 3 and the lowest number of restrictions in 
modes 1 and 2, especially for outbound students. It is important to note 
however, that the restrictions as prescribed by Act 555 are also imposed 
on local providers as the act applies equally to both types of providers. 
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As explained in the earlier sections, Malaysia’s aspiration to be an 
education hub is very much student-centric, and hence the implications 
of domestic regulations need to be assessed in terms of the potential 
impact on trade as it is these regulations that prescribe the policies for the 
sector while the trade commitments at best adhere to some aspects of the 
policies alone due to unbound commitments.  

Program mobility has facilitated cross-border supply, widening the range 
of transnational programs conducted by PHEIs in Malaysia. These 
transnational programs can range from “pure” distance programs with no 
local presence to franchised and twinning programs.v In 2010, there were 
3,218 joint, double, or franchise programs in Malaysia that had received 
provisional or full accreditation (Knight & Morshidi, 2011).w

The impact of both acts on inbound franchised and twinning programs 
can be inferred by comparing the number of establishments before and 
after the enactment of the two acts, as there are no published data on the 
number of transnational programs conducted in the country. More 

vSome of the twinning programs allow for student mobility, as in the case of the “1+2” 
and “2+1” programs in which students were allowed to do one or two years of their 
studies in the home country, and one or two years overseas in the parent institution that is 
awarding the degree. This type of program mobility thus includes some form of student 
mobility (mode 2) as well and may be considered as a hybrid mode rather than strictly 
mode 1 alone. In contrast, students in “3+0” programs do not need to go overseas as these 
programs can be conducted completely in Malaysia. These 3+0 programs were first 
approved in 1998 for 10 private colleges (Tan, 2002, p. 205), and may also include some 
form of staff mobility as well, although there are no data to ascertain the extent of mode 4 
involvement.
wIt should be noted that the actual number of programs offered is far greater than the 
number of programs accredited, since accreditation is not compulsory and programs can 
be approved and offered as long as they satisfy the minimum standard requirements (see 
Nair, undated). There is no published list of the programs and foreign partners of these 
programs, which is not surprising given the extremely large number available. 
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establishments would, however, imply more programs.x The enactment did 
not reduce the number of PHEIs in the country (Table 6.2). On the 
contrary, the number increased significantly, almost doubling from 1996 to 
2001. Lee (1999) reported that there was no intention then for the 
government to restrict the number of private providers; this was left to be 
determined by market forces. 

This made monitoring and implementation difficult, however, due to 
staff constraints in the ministry and the accreditation agencies 
(Fernandez-Chung, 2009; Tham, 2010). This, together with increasing 
pressures from some stakeholders to consolidate the sector as well as the 
need to enhance its export competitiveness by improving quality, led to 
increasing efforts by the government to safeguard the reputation of the 
industry by increasing audits and inspections as well as following 
through on complaints received from the public. The number of 
institutions issued with fines for noncompliance with registration 
regulations reportedly increased from nine in 2009 to 48 in 2010 and to 
47 in the first half of 2011 (Gooch, 2011). The ministry also reportedly 
cancelled the setting up of 59 private colleges and deregistered 28 others 
between 2009 and 2010 over quality issues. Hence, the number of 
establishments has fallen progressively since 2001. Act 555, therefore, 
enabled the government to monitor and enforce compliance and has 
served to rationalize the industry in the interest of preserving quality.  

The decision to rate the providers is also another move by the 
government to increase effectiveness in implementation (Tham, Nik & 
Rokiah, 2013). The idea behind the rating is to encourage continuous 
improvement. Specific incentives are given to public and private 
institutions to achieve an excellent rating, such as: (i) entitlement to local 
and foreign government sponsored students; (ii) government research 
grants; (iii) enrollment of more postgraduate students; (iv) flexibility and 
exemptions in applying for teaching permits; (v) seeking approval for 
setting the salaries of foreign lecturers; (vi) exemptions from obtaining 
approval for setting tuition fees; and (vii) automatic enrollment of 
international students (MQA 12 July 2010). In the 2009 Rating System 

xMore institutions also imply a more crowded domestic market, thereby forcing PHEIs to 
seek international students aggressively.  
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for Malaysian Higher Education (or the Setara rating exercise) that was 
announced in 2010, seven out of the 20 public higher education 
institutions and 11 private institutions achieved an excellent rating, 
including the four branch campuses that were in existence then. 
Subsequently, the Malaysian Quality Evaluation System for Private 
Colleges (MyQuest) audited 210 of the private colleges in 2011 and 
found 60% could be rated satisfactory (The Sun, 2011).  

In terms of quality assurance, the decision to establish LAN in 1996 
was designed to shift quality assurance from an internal to an external 
process, whereby both providers and programs can be scrutinized by the 
regulator. This proved to be a learning process for both the regulated and 
the regulator, as there were teething problems on both sides (Tham, Nik 
& Rokiah, 2013). Subsequently, it would appear that quality assurance 
by the MQF and the establishment of the MQR, which can be accessed 
online by the public, have improved consumer confidence in the private 
higher education system by increasing transparency, developing 
standards and codes of practice, and facilitating public access to 
information.y In general, the establishment of the MQA and the broad 
objectives of accreditation are viewed positively by stakeholders, 
parents, and students, as the market has grown to be more discerning 
over time (Oh, 2009; Keating, 2010). Large providers are generally 
supportive of measures to strengthen standards and quality, even though 
the providers are profit oriented; some PHEIs are also concerned with the 
impact of quality improvements on the cost and affordability of their 
programs (Keating, 2010; Zaharin, 2009). While compliance with MQF 
requirements may have standardized and strengthened processes and 
documentation, thereby strengthening the management of quality, it is 
unclear whether the quality of education—especially the quality of 
teaching—has actually improved (Fernandez-Chung, 2009).  

More importantly, quality assurance by the MQA does not imply 
recognition by the home country of the student, and lack of recognition is 
the main barrier to online and distance education (Lim & Saner, 2011). 
The MQA is working toward facilitating recognition through 

yThese are part of the six strategies to counter academic fraud and corrupt practices in 
quality assurance and accreditation processes (see Hallak & Poisson, undated). 
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memberships in accreditation bodies such as the International Network 
for Quality Assurance Agencies in Higher Education, the Asia Pacific 
Quality Network, and the Asia Pacific Qualifications Framework. The 
government is also working towards establishing mutual recognition 
agreements (MRAs) with several countries. Within ASEAN, seven 
MRAs have been signed, specifically for engineering, nursing, 
architectural, surveying, and accountancy services, and for medical and 
dental practitioners. These agreements, in principle, enable certified or 
registered professional service providers in one signatory country to be 
mutually recognized by other signatory member countries, thereby 
facilitating the mobility of these workers within ASEAN countries.  

In the case of distance education courses,z neither act restricts foreign 
universities from offering them. There are, in fact, several local PHEIs 
that offer distance learning programs from established overseas 
providers, such as the University of London International Programs 
(formerly known as external degree programs) (see http://www 
.londoninternational.ac.uk/mly/index.shtml). These programs are audited 
by the Quality Assurance Agency, the United Kingdom’s independent 
body for safeguarding the quality and standards of higher education. 
Both accreditation in the United Kingdom and brand recognition of the 
degree have continued to draw local and international students to specific 
programs offered by the University of London, such as law or degrees in 
computing and information systems. Courses developed by the London 
School of Economics and Political Science are also popular in Malaysia. 
These programs are conducted in Malaysia, without a branch campus but 
through a local intermediary. Similarly, Australia has also developed 
distance learning arrangements with local intermediaries (Morshidi & 
Sarjit, 2007).  

It is also possible, however, to conduct distance learning without a 
local presence, and these inbound programs might not be accredited by 

zDistance education is defined in Act 555 to mean instruction or training on or teaching of 
higher education exclusively through the medium of electronics, through correspondence, or 
partly through the medium of electronics and partly through correspondence and other 
methods of instruction, training, or teaching. Hence, it covers “pure” distance education and 
other forms of blended learning as well.  
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the MQA or from the program home country, as neither act can prevent 
such lack of accreditation. Moreover, broadband and internet availability 
in Malaysia further enables online provision. It is, therefore, not 
surprising that the limitation of commercial presence is placed in 
Malaysia’s trade commitments, although the enforcement of this 
limitation is questionable since students can still enroll in offshore 
courses (Table 6.7) because, from the regulator’s point of view, unless 
there is some form of local presence, suppliers of fully online distance 
education programs are effectively invisible and difficult to track (Lim & 
Saner, 2011). 

In terms of outbound distance education (a hybrid mode with internet 
content combined with local tutorials), there are also no restrictions in 
either act. There are several local universities offering distance learning, 
such as the Open University Malaysia,aa which was established in 2001 
as a private university, and other private and public universities. These 
provisions offer blended learning, combining distance with face-to-face 
learning so that it is a hybrid mode rather than a pure mode 1 delivery. 
The base for the learning is in a local university with a learning centre at 
a host country. These learning centers are not considered as branch 
campuses as the full program is not conducted at the learning centers. 
For example, Open University Malaysia reportedly has learning centers 
in Bahrain, Yemen, and the Maldives in collaboration with local 
universities or colleges. Postgraduate programs are conducted in Bahrain 
and Yemen, while undergraduate programs are conducted in the 
Maldives (Anuwar, undated). In particular, AsiaeUniversity was 
established in 2007 with a stated goal of becoming the e-learning hub for 
Asia (Government of Malaysia, 2010). Its programs are accredited in all 
Asia Cooperation Dialoguebb countries, with collaborative agreements in 
14 countries. According to Government of Malaysia (2010), 70% of its 

aa Open University Malaysia utilizes all public universities’ programs, experts, and 
resources to offer its academic and professional development programs. It is managed by 
a consortium, Meteor Sdn. Bhd., whose board of directors comprises the vice chancellors 
and rectors from 11 public universities in Malaysia. 
bbThe Asia Cooperation Dialogue is a forum of Asian Foreign Ministers to discuss and 
cooperate on specific projects that will strengthen and enhance the voice of Asia in the 
international arena.  
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3,500 students are from other countries. It is, therefore, poised for 
outbound provision or providing services to other countries in the region 
from a base in Malaysia. It should be noted that the ETP of Malaysia has 
targeted building one or more strong regional players in distance learning 
in the planned move to transform education as a growth engine for the 
country (Government of Malaysia, 2010). 

The infrastructure and regulations in receiving countries of 
Malaysian PHEIs that are venturing overseas, however, can also affect 
the viability of their investment. In the case of distance learning, 
Malaysia’s experience may be useful for other less-developed countries, 
but these countries may not have the broadband infrastructure that can 
support distance education. Hence, market access obtained in Malaysia’s 
bilateral agreements, e.g., with other ASEAN members, may not be 
realized due to infrastructure constraints.  

Domestic regulations affect inbound international students inasmuch as 
they affect the delivery of higher education in the other three modes as 
there are no restrictions on outbound students, with the exception of the 
recognition of qualifications as explained in section 3.2.3. It should be 
noted that Malaysia’s early foray into and timing in offering twinning 
(and other forms of transnational programs even before the enactments of 
Act 555 and Act 679) has become part of the comparative advantage of 
this sector. Moreover, the impact of domestic regulations on the other 
three modes of delivery does not just serve to increase exports; it also 
gives rise to import substitution as it diverts Malaysian students from the 
overseas market, especially in times of economic or financial crises in 
Malaysia. Unfortunately, there are no data to indicate this latter point. 
The restrictions facing inbound students are as explained in section 3.2.3.  

The more controversial aspect of domestic regulations is that, for a PHEI 
to be established in Malaysia, it needs to be invited by the minister, and 
this violates the Most Favored Nation clause in the WTO. This is further 
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compounded by a lack of information on the criteria used for selection. It 
also means that trade commitments in mode 3 may not be realized by the 
partners of the agreements with Malaysia.  

The requirement of compulsory subjects is deemed to be a 
burdensome approval arrangement by some (Observatory on Borderless 
Higher Education [OBHE] 2004). Furthermore, local incorporation and 
the requirement of a local partner in terms of equity constraints do not 
guarantee that branch campuses will not fail. Two branch campuses have 
closed down in Malaysia. The first branch campus of a foreign university 
(RMIT University from Australia) opened in 1996 and closed in 1999 
due to massive losses suffered by its local Malaysian partner as a result 
of the Asian financial crisis in 1998. Another branch campus, De 
Montfort University from the United Kingdom, which opened in 2000, 
has also closed down. 

The requirement for accreditation in the early days of LAN also 
subjected some branch campuses to double accreditation, as some of 
them or some of their programs are accredited in their home countries. 
This created a large bureaucratic burden initially for these branch 
campuses (Tham & Kam, 2007). Awarding self-accreditation to four 
branch campuses in 2010 has reduced this bureaucratic burden for them.  

Apart from regulatory restrictions, there are other factors that can 
affect the decisions of potential foreign branch campus entrants. These 
include incentives provided by the host government seeking foreign 
investment in this sector, early entrant advantage, scale (especially in 
unmet domestic demand), and existing domestic capacity (OBHE, 2004). 
In this regard, Malaysia may not have the potential of large markets 
(such as in India and the People’s Republic of China) to attract elite 
institutions. Its strategic positioning lies in inviting semi-elite institutions 
that can enhance the existing system in the country. These institutions are 
not mere demand absorbers but serve to create demand (Lane, 2011) and 
complement the supply from neighboring competitors such as Singapore 
(Mahani, Tham & Loke, 2012).  

Apart from in branch campuses, there is also foreign equity in some 
of the institutions that are not branch campuses of their parent 



Trade Liberalization and Domestic Regulations 249

institution. cc  Notably, Laureate Education bought 78% of a private 
Malaysian-owned university, INTI International University College, in 
2008 (personal communication). Manipal University has a 70% equity 
share in Manipal International University, which is a private university in 
Malaysia with a local partner, but the degrees are awarded by its own 
institution in Malaysia and not by the parent institution (personal 
communication). 

The requirement for a permit to teach is not discriminatory as it is not 
imposed on foreign lecturers only. Although the conditions for granting 
the permit are not stated in the act, the grounds for refusal and revocation 
of the permit to teach are clearly spelt out in Act 555. There is, however, 
some ambiguity as to who is qualified to teach and the determination of 
the recognition of the qualifications of applicants. Since most foreign 
faculty members are from other developing countries, their English 
proficiency and academic credentials should be the main factors in 
determining whether or not they are qualified to teach.  

While the regulations increase the bureaucratic burden, they are not 
the main barrier. Cost is the main factor, since PHEIs have to minimize 
costs to maximize profits. Local availability is another factor and this is 
made possible by accepting minimum qualifications rather than seeking 
out the best. Table 6.6 shows that most of the lecturers have only a basic 
degree or a master’s degree. 

The Malaysian experience demonstrates that private provision can be 
harnessed to supplement, and increasingly to compete with, public 

ccAs noted in Lane (2011), there are many definitions for branch campuses. There is, 
however, a consensus that international branch campuses must have a physical presence on 
foreign soil, the students studying there must earn a degree from the home campus, and the 
campus must be fully or jointly owned by the institution from which the degree is awarded.  
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provision for domestic and international students. The large number and 
availability of different types of providers, as well as an even greater 
variety of programs, has made the higher education system comparable 
to a large supermarket that provides domestic and international students 
(or consumers) with a wide array of choices in terms of prices and 
products. These choices aim at absorbing as well as creating demand by 
providing many alternative pathways for access.  

The private higher education industry is growing rapidly and the 
regulatory system is evolving as it tries to respond to changes in the 
industry. Domestic regulations aimed at consumer protection, as well as 
state control over providers and programs, have progressively moved 
towards standardizing and improving quality management in private 
institutions and increasing transparency. Capacity constraints in 
monitoring and implementation, however, which are still developmental 
as the MQA is relatively new, inevitably imply that there is a wide 
variation in quality and therefore an onus of caveat emptor (buyer 
beware) on the prospective student. Difficulties in monitoring and 
implementation have also led to an increasing problem of fraudulent 
international students,dd and with this comes increasing social problems.  

Hence, while Malaysia has gained strength in terms of attracting 
international students and moving closer towards its aspiration to be a 
student hub, the future challenge is to reduce the wide variation in quality 
and improve implementation, as well as continue enhancing transparency 
since there are also ambiguities in the existing rules and regulations.  

An issue related to the wide variation in quality is the competition 
between local programs, transnational programs, and branch campuses. 
Current regulation appears to take care of this problem, as the minister has 
the authority to invite and therefore select branch campuses that 
complement domestic supply. The challenge, however, is whether this 
regulatory provision can continue to be used in the future as it violates the 
Most Favored National clause. The current system also accommodates 
different types of provision, namely local private, transnational programs, 
and branch campuses, through price and product differentiation. It is likely 

dd These are foreigners who enter Malaysia on a student visa but have no intention to 
study in the country.  
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that a shift towards reducing the wide variation in quality and an 
increasing number of branch campuses will intensify competition, leading 
to the exit and rationalization of smaller domestic providers that do not 
have the capital to invest in upgrading their institutions. 

The current comparative advantage of the private higher education 
system is strongly based on its transnational programs that can be provided 
at a lower cost than at the parent institution. In this regard, the 
accreditation process should work towards reducing duplication of 
accreditation to reduce the bureaucratic burden as well as the cost of these 
programs. PHEIs that have been awarded university status, however, have 
to phase out their transnational programs, and instead move progressively 
towards home-grown programs as these programs are supposed to 
contribute towards the reputation of Malaysia as a higher education 
provider, rather than as a provider of transnational programs. Moreover, 
transnational programs also contribute towards the outflows of funds in 
terms of franchise fees. While some of these programs are attracting 
international students, the challenge for the future is the recognition of 
these programs outside the country, since the Malaysian brand name for 
higher education is still relatively new compared with the more mature and 
established transnational providers (Tham & Kam, 2007).  

Most PHEIs are focused on teaching as this is the core of their 
business. Although this fits the current objective of a student hub, there are 
two issues to consider for the future. First, there is increasing competition 
for international students from other existing and aspiring hubs. Second, 
there is a need to shift beyond mere student numbers to better student 
quality. The challenge is to upgrade the quality of education (and not just 
the management of quality) in terms of teaching quality and the quality of 
academics in PHEIs. This will require increasing the number of PhD 
holders in these institutions and to progressively increase research 
capabilities and capacities. Moving beyond teaching requires, however, 
more investment in infrastructure and staff capabilities and development, 
as well as the provision of funding for research, which will require 
medium- and long-term investments that do not necessarily translate into 
immediate revenues. The ETP has targeted four discipline clusters for 
PHEIs to develop their research: Islamic finance; health sciences; 
advanced engineering, science, and innovation; and hospitality and tourism 
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(Government of Malaysia, 2010). While this will facilitate the shift from a 
student hub to a technology and innovation hub, it is important to have the 
necessary human capital to enable Malaysia to make the leap forward. The 
current human capital constraints in the country need to be overcome for 
this to be possible. 

Malaysia is generally cautious about making binding trade 
commitments for fear of losing flexibility in policy formulation, and 
especially in implementation. Trade policies have to satisfy the need to 
have open markets while at the same time meet the socioeconomic 
development agenda of the country. Binding trade commitments, however, 
offer predictable market access that attracts investors and consumers alike. 
The challenge is to increase bound commitments as well as to ensure that 
domestic regulations do not counteract such commitments. 

As increasing numbers of PHEIs move outside the country, there is a 
need to reconsider the principles used for regulating the system, such as a 
shift from mere consumer protection and the advancement of nationalist 
goals, to one that is based on the protection of the local system 
(McBurnie & Ziguras, 2001). The experience of developed countries 
such as the United States, the United Kingdom, and Australia in overseas 
audits, whereby accrediting agencies carry out documentary audits and 
site visits to the overseas partner, are invaluable experiences for 
Malaysia to consider as outward flows of Malaysian investments in other 
developing countries’ higher education sectors accelerate over time, lest 
the name of Malaysian higher education is tarnished by a few 
substandard institutions.  

A key policy implication for other developing countries in terms of a 
regulatory system in higher education is the importance of using 
transparent legislation that can protect consumers if private provision is 
to be harnessed to supplement public supply. The accreditation system 
must emphasize the quality of education and not just the management of 
systems and processes in terms of documentation. While curriculum 
development and content are important, successful delivery depends on 
good quality teaching, which is in turn tied to the academic credentials of 
faculty members, be they local or foreign. Recognition tools are equally 
important in the accreditation system, as accreditation does not 
automatically lead to recognition in other countries and recognition is the 
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main criterion used by international students when selecting destination 
countries and institutions of study. While establishing a student hub can 
be built on transnational programs, it may not be sustainable as there is 
increasing and intensifying competition from other existing or aspiring 
hubs that have larger domestic economies and economies of scale. 
Building domestic capacities and attracting reputable branch campuses 
can help to facilitate the shift beyond being a mere student hub based on 
cost advantages to a more sustainable hub that is based on quality, good 
teaching, learning, and research and knowledge generation. 

Table A1. List of Malaysia’s free trade agreements with specific commitments to 
liberalize services 

ASEAN
member 
countries

ASEAN
Framework 
Agreement in 
Services 

15 December 
1995

26 February 2009 

Malaysia-Japan Malaysia Japan 
Economic
Partnership
Agreement 

13 December 
2005

13 July 2006 

ASEAN-PRC
(first package) 

ASEAN-China
Agreement on 
Trade in Services  

14 January 
2007

1 July 2007 

Malaysia-
Pakistan 

Malaysia Pakistan 
Closer Economic 
Partnership
Agreement 

8 November 
2007

1 January 2008 

ASEAN-
Republic of 
Korea (first 
package) 

ASEAN-Republic
of Korea Free 
Trade Area 

21 November 
2007

ASEAN-
Australia-New 
Zealand 

ASEAN-Australia 
New Zealand 
Free Trade Area 

27 February 
2009

1 January 2010 

Malaysia-New 
Zealand 

Malaysia-New 
Zealand Free 
Trade Agreement 

26 October 
2009

1 August 2010 

(Continued) 
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Malaysia-India Malaysia-India 
Comprehensive
Economic
Cooperation
Agreement 

24 September 
2010

1 July 2011 

Malaysia-
Australia 

Malaysia-
Australia Free 
Trade Agreement 
(MAFTA) 

30 March 2012 1 January 2013 

TPP countries 
(US, Australia, 
Brunei
Darussalam, 
Chile, New 
Zealand, Peru, 
Singapore, Viet 
Nam, Malaysia) 

Trans-Pacific 
Partnership
Agreement 

Malaysia-EU Malaysia-EU Free 
Trade Agreement 

Malaysia-
Turkey 

Malaysia-Turkey 
Free Trade 
Agreement 

Malaysia-Chile 
(for services) 

Malaysia Chile Free 
Trade Agreement 

ASEAN-Japan ASEAN-Japan 
Comprehensive
Economic
Partnership
Agreement 

ASEAN-India ASEAN-India Free 
Trade Area 

Notes: ASEAN = Association of Southeast Asian Nations. PRC = People’s Republic of 
China. EU = European Union. TPP = Trans-Pacific Partnership. US = United States.  
Source: Aidonna (2011). 

Qualifications accredited under the Malaysian Qualifications Framework 
are given for three fields of higher education and are classified into eight 
levels. The three fields are vocational, specialized techniques, and higher 
education. The eight levels and minimum credits required to earn each 
level are shown in Table A2. 
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Table A2. Malaysian qualifications framework: minimum number of credits 

8 PhD Credit evaluation is not prescribed 
7 Research master’s degree Credit evaluation is not prescribed 
 Coursework master’s degree 40 
 Quasi-master’s degree 30 

6 Bachelor’s degree 120 
 Quasi-bachelor’s degree 60 
 Certificate of completion of 

bachelor’s 
30

5 Upper diploma 40 
4 Diploma 90 

1–3 Certificate of completion 60 
 Certificate of vocational 

skills
Depending on the skills and levels 

Source: Malaysia Qualifications Agency. 
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Mun-Heng Toha

This chapter traces the development of the Singaporean education sector 
from its nascent stage of serving economic development needs to the 
internationalization stage of fulfilling Singapore’s aspiration to be a 
global education hub. The state plays an important role in guiding and 
fostering development of the education sector to create human capital for 
domestic production in the local population, to facilitate cross-border 
trading to generate income and employment, and to attract overseas 
talent to the economy. Regional trade agreements can play a facilitating 
role for internationalization of higher education services, especially when 
commitments under the General Agreement on Trade in Services 
(GATS) are weak. Private education enterprises need no fewer and no 
less stringent regulatory measures than other economic sectors to 
function properly in the market economy (i.e., to add value, assure 
quality services, and yield benefits for education services purchasers). 

The development history of Singapore’s economy is not long. Before 
1960, Singapore was simply a trading post in Southeast Asia for the 
British Colonial Administration. With the waning of the British Empire, 
and rising fervor for self-government and independence by inhabitants of 
the island, Singapore was granted self-government in 1959. Following a 
brief period of amalgamation with Malaysia in 1963, Singapore became 
an independent sovereign nation on 9 August 1965. Its earlier aspiration 

aDepartment of Strategy and Policy, National University of Singapore. This chapter is 
based upon a paper presented at the ADBI-OECD Conference on Trade in Selected 
Service Sectors. New Delhi, India. 18–19 January 2012. 
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for economic emancipation lay in the adoption of an import substitution 
strategy supported by a Pan-Malayan market. When Singapore separated 
from Malaysia, the development strategy had to switch to export-oriented 
industrialization dependent on foreign investment and the world as the 
hinterland for markets, management expertise, and technological know-
how. Capitalizing on its strategic geographical location, linking major 
markets of the Eastern and Western hemispheres, transportation 
infrastructure (seaports and airports) was built and continuously 
upgraded to attract shipping lines and airlines, generating excellent 
connectivity that continues to facilitate trade and investment today. 
Singapore’s economy has evolved from an entrepôt economy in the early 
1960s to one that is powered by modern industries such as electronics, 
chemicals, and pharmaceuticals, and sophisticated service industries in 
the areas of finance, business consultancies, and medical and education 
services. It is now a hub for many types of economic activities—
financial, information technology (IT), medical, electronics, aviation, and 
education services. Over four decades, from 1970 to 2010, the country’s 
gross domestic product (GDP) at constant prices increased 17 times from 
S$16,567 million to S$284,561 million. Its per capita GDP on a 
purchasing power parity (PPP) basis was US$59,711 in 2011, and this 
ranked Singapore third in the International Monetary Fund (IMF) list of 
countries (IMF, WEO Database, 2012). 

This chapter begins with an overview of the policy changes 
associated with the development of the education sector in Singapore. 
The education system is of critical importance to the development of the 
economy as it is the primary conduit through which the country’s human 
resources are honed and nurtured. Education is an equalizer; attainment 
of qualifications provides opportunities to fulfill aspirations and achieve 
emancipation from poverty. This builds cohesiveness in the community, 
which is essential for national survival. The commoditization of 
education services forms the basis of an industry that can then become an 
engine of growth, generating income and employment for the economy. 
This forms the basis of discussion for the internationalization of 
education services, in particular tertiary education services. The rationale 
and proposition of the internationalization of the education sector and the 
establishment of Singapore as a Global Schoolhouse are also considered. 
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Following from this, the functions of the General Agreement on Trade in 
Services (GATS) framework in promoting liberalization of trade in 
services, especially higher education services, is evaluated. Barriers to 
trade in education services are also considered in this section. The same 
section considers the role of regional trading agreements in fostering 
trade in education services. The chapter concludes with discussion of the 
implications of and lessons learned from the internationalization of 
education services in Singapore. 

To address the problem of inadequate education facilities in the 1960s 
and to cater to the labor force needs of an industrializing economy, 
human resource development (HRD) efforts in Singapore focused on 
education and training. In addition to academic schools, vocational, 
technical, and commercial schools and vocational institutes were created 
at the secondary level. In 1968, the National Industrial Training Council 
was formed and tasked with the responsibility for providing technical 
education and training.  

Vocational schools were phased out in 1969. After this time, all 
secondary school students studied a common curriculum in the first two 
years of their secondary school education, with either a technical course 
or a home economics course with workshop practice once a week outside 
normal school time. A policy of having one-third of all students in the 
technical stream and the remainder in the academic stream in the upper 
secondary classes was phased in in 1969 after the formation of the 
Technical Education Department in the Ministry Of Education (MOE) a 
year earlier. Singapore Polytechnic, established in 1954, focused on 
craft, technician, and professional courses in accountancy, architecture, 
and building—leading to award of its own diplomas in 1959. In 1962, the 
division of the University of Malaya (founded in 1905) in Singapore 
became a separate entity and was re-designated the University of 
Singapore. This was the second university in Singapore after the 
establishment of Nanyang University in 1956. 
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By giving greater emphasis to professional and technical education at 
the tertiary level, in 1965 the University of Singapore agreed to award 
degrees to Singapore Polytechnic’s professional engineering, architecture, 
and accountancy graduates. In late 1968, however, the government decided 
that Singapore Polytechnic should concentrate on technician training. All 
the professional courses were then transferred to the University of 
Singapore. With the restructuring involving Singapore Polytechnic 
concentrating on technician training and transferring its professional 
courses to the University of Singapore in 1968, the Technical Education 
Department of the MOE oversaw technical education and training. The 
objective of having one-third of the students in the technical stream and 
the remainder in the academic stream in the upper secondary classes was 
achieved by 1972. Student enrollments were expanded, rising from 3,198 
in 1969 to 7,546 in 1979. By 1975, Singapore Polytechnic had produced 
2,057 Industrial Technician Certificate (ITC) graduates. In 1970, Ngee 
Ann College (which subsequently became a polytechnic) commenced with 
three departments—mechanical engineering, industrial electronics, and 
commerce. Student enrollments expanded from 754 in October 1970 to 
2,103 in October 1979 (Goh & Gopinathan, 2008). 

In a move by the Government of Singapore to encourage a more 
capital- and skill-intensive mode of production and to improve the 
management and development of human resources, in 1979, the Council 
for Professional and Technical Education was formed to coordinate all 
government agencies involved in education and training. Chaired by the 
minister for trade and industry, its members included the minister for 
education, the chairperson of the Economic Development Board (EDB), 
the civil service head of the MOE, and the heads of the two universities. 
The Council for Professional and Technical Education’s overall objective 
was to ensure that there was an adequate supply of professional, 
technician, and skilled labor to meet the needs of industry. It now makes 
projections and recommends enrollment targets and the corresponding 
staffing and financial requirements for universities, polytechnics, and 
vocational and training institutes of the Vocational and Industrial 
Training Board and the EDB (Goh & Gopinathan, 2008). 

In the reform of industrial training, Singapore Technical Institute 
was set up in 1969 to provide two-year, full-time technician courses to 
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bridge the gap between the trade courses offered by the vocational 
institutes and the three-year technician courses offered by Singapore 
Polytechnic and Ngee Ann Technical College. To add flexibility and suit 
the urgent needs of industry, a module system of craft training replaced 
the two-year full-time training system for all students from 1970. 
Courses ranged from six months to two years, depending on the type and 
level of skills. Skills could be acquired in the minimum of time and 
progression from one stage to another was made possible. 

The infrastructure in tertiary institutions for training technicians and 
engineers was greatly expanded to support the economic restructuring 
program aimed at more capital- and technology-intensive manufacturing. 
At the tertiary level, both Singapore Polytechnic and Ngee Ann 
Technical College (renamed Ngee Ann Polytechnic in 1981) expanded 
their staff and physical facilities such as laboratories and workshops, and 
made changes to their courses. Thus, Singapore Polytechnic incorporated 
computer technology in its regular courses and made a computer literacy 
course and a program in supervisory studies compulsory for all students. 
In Ngee Ann Polytechnic, a Centre for Computer Studies was set up in 
July 1982 and diploma courses in computer studies were started. Both 
polytechnics opened their courses to GCE “A” level holdersb and holders 
of the Vocational and Industrial Training Board certificates. As a result 
of these developments, student enrollments rose dramatically in both 
polytechnics from 11,105 in 1980 to 27,106 in 1989. The number of 
engineering students rose from 2,754 in 1978 to 6,519 in 1988. A third 
polytechnic, Temasek Polytechnic, was established in 1990 to 
complement existing programs and broaden the range of options offered. 

Changes were made to the two universities and university 
enrollments, including enrollments in engineering, were expanded 
significantly. In 1980, the National University of Singapore (NUS) was 
formed with the merger of the University of Singapore and Nanyang 
University. The National Technological Institute was set up in 1981 to 
conduct more practice-oriented engineering courses, leading to degrees 

b Advanced Level General Certificate of Education or GCE “A” level is the usual 
prerequisite qualification attainment for admission to universities in Singapore and other 
Anglo-Saxon countries. 
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awarded by the NUS. Nanyang Technological Institute first offered 
degree programs in civil, electrical, and mechanical engineering. 
Computer engineering programs were introduced in 1989 and material 
engineering degree programs in 1991. Nanyang Technological Institute 
was renamed Nanyang Technological University in 1991 to facilitate the 
introduction of other disciplines that were complementary to its 
programs in engineering, technology, and business. Total university 
enrollments rose from 9,200 in 1980 to 22,095 in 1989. The number of 
engineering students rose from 386 in 1978 to 2,418 in 1988. 

The number of polytechnics was increased to five—Singapore 
Polytechnic, Ngee Ann Polytechnic, Temasek Polytechnic, Republic 
Polytechnic, and Nanyang Polytechnic. They are also now significant 
providers of continuing education and post-employment professional 
development programs and services. Meanwhile, the two universities 
reviewed their development strategies in tandem with changes in the 
economic structure of Singapore. They have initiated a number of 
innovative programs, including the broadening of undergraduate 
education, the introduction of a core curriculum, collaborations with top 
foreign universities, and the establishment of interdisciplinary centers. 
Between 1980 and 2000, the percentage of primary school children in 
each year who subsequently enrolled successfully at the local universities 
increased from 5% to 21%. The enrollment rate of the polytechnic sector 
was increased from 5% to 38% over the same period. The higher 
education sector is comprised of both universities and polytechnics; the 
total enrollment rate in both types of institutions increased from 10% in 
1980 to 59% in 2000 (Goh & Tan, 2008). 

The Asian financial crisis in 1997 and the recent knowledge revolution 
prompted the government to focus its resources on transforming 
Singapore into a knowledge-based economy. A program launched in 
June 1998, Manpower 21 (M21), delineated an overall plan for the long-
term development of Singapore’s workforce as an essential component 
of the nation’s economic development strategy. The explicit objective 
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was and is to “…develop a globally competitive workforce to power 
Singapore into a knowledge based economy” (Ministry of Manpower, 
1999, p. 3). 

The plan includes a comprehensive blueprint covering worker 
training and upgrading to meet the demands for new skills in an 
environment of rapid technological change and a constantly evolving and 
extremely competitive global economy. M21 was complemented by the 
World Class Universities program of the EDB launched in 1998. This 
program was designed to attract at least ten world class universities to 
Singapore within ten years via a variety of linkage mechanisms including 
joint ventures, twinning arrangements, and setting up of autonomous 
campuses. A series of higher education reforms was initiated, including 
integrated reviews of university governance and funding and the 
establishment of an International Academic Advisory Panel (Olds, 2007).  

 The pace of reform was hastened when the Economic Review 
Committee (ERC), comprised of members from the private and public 
sectors, was formed in 2001 to evaluate and chart a new direction for the 
economy in the new millennium. The ERC report (Ministry of Trade and 
Industry, 2003) establishes Singapore’s aim to become a globalized, 
entrepreneurial, and diversified economy, with economic growth of 3%–
5% per year over the medium term. The key strategies include:  

Expanding external ties—embracing globalization through the 
multilateral trading framework of the World Trade 
Organization (WTO), regional cooperation, and bilateral free 
trade agreements.  
Maintaining competitiveness and flexibility—keeping the 
burden of taxes and the Central Provident Fund on the 
economy as low as possible, reviewing the labor market and 
wage system to make them more flexible, and pricing factors of 
production competitively.  
Promoting entrepreneurship and domestic companies—
encouraging people to be innovative and improving the ability 
of firms to develop new ideas and businesses, tap new export 
markets, and broaden the economic base.  
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Growing manufacturing and services—upgrading these sectors 
by improving cost competitiveness, equipping the labor force 
with relevant skills, and developing new capabilities and 
industries.
Developing human capital—investing in education, helping 
workers train and upgrade, and welcoming global talent to 
augment the indigenous talent pool. 

To create a diversified economy, the government embarked on 
identifying new key engines of growth for the economy in the 21st century. 
The education services industry is one of the promising industries 
identified and targeted for development. 

Following the Global Schoolhouse concept recommended by the 
Education Workgroup of the ERC, the government made a concerted 
effort to develop Singapore as a global hub of education excellence. The 
global education market is estimated to be worth US$2.2 trillion. 
Singapore, with its strong academic reputation, excellent infrastructure, 
business hub standing, and cosmopolitan society, is well poised to tap the 
growing education market. The chairperson of the Education Workgroup 
considered that: 

Singapore has strong publicly funded institutions and an emerging 
pool of private sector providers. Helping private providers to grow, 
facilitating partnerships between institutions and attracting new 
players into the market would create a ‘Global Schoolhouse’ that 
offers a comprehensive continuum of learning experiences, from 
culinary courses, to postgraduate design programmes, to online adult 
education (cited in Ministry of Trade and Industry, 2003b (1)). 

This diversity of educational offerings aims to attract substantial 
numbers of full-fee-paying international students and corporate 
executives to Singapore for corporate training. Currently, over 50,000 
international students are in Singapore in private and public institutions.  

As indicated in Table 7.1, the education sector contributes about 3% 
of Singapore’s GDP and provides jobs for more than 57,000 workers. Its 
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GDP contribution is projected by the Economic Development Board 
(EDB) to reach 5% and employment in the sector to exceed 70,000 by 
2015. The education market—especially those institutions offering 
vocational training at the diploma, degree, and postgraduate levels, 
professional and executive training, and early childhood programs—is 
poised for expansion, given growing emphasis on continual training for 
existing professionals and rising worldwide attention on quality head-
start programs for students.c

Table 7.1. Indicators for the education sector in Singapore 

Number of 
 establish-
 ments 3,088 3,173 3,369 3,458 3,824 3583 
Number of 
 workers 51,665 54,758 55,608 56,481 57,760 57,441 
Operating 
 receipts 
 (S$ million) 2,251 2,473 2,824 3,298 3,732 3,983 
Value added  
 (S$ million) 3,685 3,889 5,241 6,389 7,215 7,706 
GDP
contribution
 (%) 1.9 1.9 2.3 2.4 2.7 2.9 

Note: GDP = gross domestic product. 
Source: Department of Statistics, Ministry of Trade and Industry and SPRING, Singapore. 

The public tertiary education institutions in Singapore are: the four local 
Autonomous Universities (the NUS, Nanyang Technological University, 
Singapore Management University (SMU), and the Singapore University 

cThis includes catch-up programs to enable students with some disadvantage (especially 
in language proficiency) to acquire necessary knowledge or to attain a prerequisite 
qualification for admission to tertiary level training at the polytechnics or universities in 
Singapore or other countries. 
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of Technology and Design); Singapore Institute of Technology (SIT);d

five polytechnics (Nanyang Polytechnic, Ngee Ann Polytechnic, 
Republic Polytechnic, Singapore Polytechnic, and Temasek 
Polytechnic); and the Institute of Technical Education. With much of the 
major physical infrastructure completed by 2000, education development 
expenditure in 2010 was only about 55% of that in 2000. Total student 
enrollments in the public tertiary education institutions grew annually 
by 4% since 2000 to reach 138,000 in 2010 (Table 7.2). International 
students are estimated to account for 18% of the intake of the local 
universities,e or around 10,000 students. In 2012, this share was reported 
to be 16% (and, in addition, 5% of students were permanent residents).f

From 2008 to 2010, about 21,000 students graduated from the 
polytechnics and 12,000 from the universities. Tertiary education in 
Singapore is heavily subsidized by the government. Students pay about 
30% of the actual cost of education. The proportion of the labor force 
with tertiary educational qualification increased significantly from 26% 
in 2000 to 36% in 2010.  

A third university, SMU, was established in 2000. It offers a broad-
based business curriculum modeled after that of the Wharton School of 
the University of Pennsylvania. Singapore University of Technology and 
Design (SUTD) is the newest addition to the university landscape, with 
its first intake of 400 students occurring in 2012. SUTD aims to nurture 
technically grounded leaders and innovators for society and was 

dSIT, established in 2009, offers publicly funded degree programs to meet the upgrading 
needs of polytechnic graduates in collaboration with seven reputable overseas 
universities, across 17 degree programs (e.g., in the United Kingdom, the University of 
Manchester for Nursing, and Newcastle University for Engineering and for Food and 
Human Nutrition). As of the end of 2012, the total number of programs had increased to 
24, and the number of overseas university partners had also increased by three to include 
The Glasgow School of Arts, Wheelock College, and Trinity College Dublin. 
e http://sprs.parl.gov.sg/search/topic.jsp?currentTopicID=00075918-WA&currentPubID 
=00075911-WA&topicKey=00075911-WA.00075918-
WA_5%2BhansardContent43a675dd-5000-42da-9fd5-40978d79310f%2B  
f http://sprs.parl.gov.sg/search/topic.jsp?currentTopicID=00000104-WA&currentPubID 
=00000021-WA&topicKey=00000021-WA.00000104-WA_1%2BhansardContent43a 
675dd-5000-42da-9fd5-40978d79310f%2B  
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established in collaboration with the Massachusetts Institute of 
Technology and Zhejiang University.g

The country’s public education system has won several international 
accolades. Singapore emerged among the top performers in the 
Programme for International Student Assessment (PISA) of the 
Organisation for Economic Co-operation and Development (OECD) in 
2009. Out of 65 countries, Singapore was ranked second in mathematics, 
fourth in science, and fifth in reading. 

Table 7.2. Basic statistics on the economy and education sector in Singapore 

 Polytechnics 56,044 63,124 70,983 74,762 
 Universities 37,648 45,353 50,563 52,598 

 Polytechnics 15,073 18,071 18,553 20,341 
 Universities 9,406 10,309 11,493 11,772 

1,298 1,303 995 1,152 
3,614 5,250 5,568 5,935 

 (S$m) 5,868 6,082 7,528 8,230 
 Government expenditure 
on education as % of GDP 3.6 2.9 2.8 3.1 
 % of government 
expenditure on education in 
tertiary education 25.7 29.0 32.0 34.8 

($) 9,546 10,843 12,482 13,479 

 ($) 15,384 17,793 19,011 19,664 

(S$m) 1,591 867 742 753 

   (Continued) 

g SUTD and ZJU signed an agreement in August 2010 to collaborate in areas such as 
education, research, student exchanges, and joint undergraduate design competitions. 
SUTD hopes to offer a unique curriculum and interdisciplinary approach that includes 
best practices and values of the East and the West. 
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 (S$m) 162,584 208,764 267,630 268,772 
165,245 208,764 247,170 251,374 

(thousands) 1,596 1,733 1,878 1,928 
 % of labor force with 
tertiary qualification 26.8 36.4 39.3 42.6 

(%)

 Polytechnics 78,454 80,900 82,058 3.8 
 Universities 55,358 57,117 58,239 4.4 

 Polytechnics 21,159 22,214 24,028 4.7 
 Universities 12,258 12,796 13,674 3.7 

1,765 1,766 2,258 5.5 
6,371 6,794 6,977 6.6 

(S$m) 8,685 9,875 10,790 6.1 
 Government 
expenditure on 
education as % of GDP 3.2 3.2 3.3 –0.9 
 % of government 
expenditure on 
education in tertiary 
education 35.4 36.0 39.3 4.3 

($) 12,598 14,552 14,608 4.3 

($) 18,868 20,630 20,805 3.0 

 (S$m) 762 841 934 –5.3 

(S$m) 270,013 310,037 326,832 7.0 
248,911 285,659 299,625 6.0 

 (thousands) 1,986 2,047 2,080 2.6 
 % of labor force with 
tertiary qualification 43.7 45.7 45.4 (…) 

Notes: ( ) = negative, GDP = gross domestic product. 
Source: Government of Singapore, Department of Statistics. Various years. Yearbook of 
Statistics. Singapore. 
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The state is the principal provider of primary, secondary, and tertiary 
education. In the case of nonformal education, the private sector plays 
the complementary role of running continuing and supplementary 
education classes in business studies, computers, languages, fine arts, 
and tuition, among others. 

The rapid growth of the private education sector is driven by the 
rising demand for lifelong learning and upgrading of knowledge and 
skills. Private education institutions help to develop human capital, 
provide opportunities for Singaporeans who wish to upgrade their skills, 
contribute to the growth of Singapore’s talent pool, support Singapore’s 
economy, and strengthen Singapore’s position as a global education hub. 
They serve local needs and cater to a large and growing number of 
international students who wish to pursue an education in Singapore. 
There are over 1,200 local and foreign private education organizations in 
Singapore, including 30 pre-tertiary schools, enrolling more than 
100,000 students (EDB, 2012). Two notable private institutions provide 
post-secondary education in the arts: LASALLE College of the Arts and 
Nanyang Academy of Fine Arts (NAFA). The two schools are nonprofit 
arts institutions, operating autonomously with financial support from the 
MOE, in the form of polytechnic level funding for the respective diploma 
programs. h  They also offer offshore or externally accredited degree 
programs that are privately funded.  

hFor instance, as part of its new partnership with Goldsmiths, University of London, 
LASALLE College of the Arts launched 14 publicly funded undergraduate arts degree 
programs. The BA(Hons) programs cover a full range of contemporary arts disciplines, 
from fine arts, media arts, and performing arts to design and arts management. NAFA 
partners with: the University of East London to offer BA(Hons) programs in fashion, 
design, and fashion marketing; the University of Essex to offer a BA(Hons) in creative 
industry management; Loughborough University to offer a BA(Hons) in fine arts and 
graphic communication; and the University of Central Lancashire to offer a BA(Hons) in 
spatial design. NAFA has also partnered with the Royal College of Music to offer a 
publicly subsidized degree program. When a program is declared as publicly funded, 
subsidies for tuition fees are provided by the MOE for eligible citizens and permanent 
residents enrolled in the program. 
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Rapid growth of the private education sector in Singapore has led to 
uneven quality of provision across the sector. To maintain its position as 
one of the leading education hubs in the world, Singapore is committed 
to achieving the highest standards across the private education industry 
to build a strong Singapore Education brand name internationally. In 
2009, the MOE introduced the Private Education Act to enhance 
regulation in the private education sector and to strengthen the 
registration framework and enforcement provisions. The act provided for 
setting up of a statutory board, the Council for Private Education (CPE), 
to oversee the Enhanced Registration Framework (ERF) and promote 
best practices among private education institutions to raise standards in 
the private education sector over time. 

With effect from 21 December 2009, private education institutions 
that fall under the following categories are required to register with the 
CPE under the new Private Education Act: 

Private education institutions offering education leading to the 
award of a diploma or degree, or full-time post-secondary 
education leading to the award of a certificate; 
Private education institutions offering full-time preparatory 
courses for entrance or placement tests for joining MOE 
mainstream schools or for external examinations; 
Foreign system schools offering full-time primary or secondary 
education wholly or substantially in accordance with a foreign 
or international curriculum; and 
Privately-funded special education schools. 

The ERF, administered by the CPE, spells out the mandatory 
registration requirements and legislative obligations that all private 
education institutions, operating in and from Singapore, must meet. The 
ERF aims to ensure that private education institutions in Singapore are of 
an acceptable standard to protect the interests of their students. 

Accreditation is another means to ensure quality of education 
services. In 2009, concurrently with the Private Education Act, the MOE 
introduced the EduTrust Certification Scheme, which aims to enhance 
the quality of private education providers in Singapore to achieve an 
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education hub internationally renowned for its educational service 
qualities. EduTrust is a certification scheme that helps to distinguish 
higher quality players in Singapore’s private education industry. Private 
education institutions need to be EduTrust-certified before being able to 
offer placement for international students who require a student’s pass 
from the Immigration and Checkpoints Authority. Furthermore, the 
scheme provides for protection of the tuition fees paid by all local and 
international students via an escrow bank account or insurance scheme 
provided by appointed service providers. EduTrust is not compulsory for 
private institutions catering only to local students. 

Waring’s (2013) interpretation was that the ERF, combined with 
EduTrust, was designed to “achieve a smaller number of larger and 
higher quality provides that have the capacity to offer places to those 
Singaporeans unable to access the public system and to attract large 
numbers of international students” (p. 6). Waring also observes that the 
focus of this regulatory system was on the quality of governance and 
administration of the institutions but that it did not “touch on the quality 
of the degree programmes themselves” (p. 6).  

To implement the task of industry development and the boosting of 
the capabilities of private education institutions, in 2009, concurrently 
with the introduction of the Private Education Act, the CPE established 
the Industry Development Centre. This center also engages in the 
formation of industry partnerships and promotes collaboration with 
government and private agencies to develop initiatives for enhancing the 
professionalism and quality of the private education sector. 

With the framework for the development and regulation of private 
education in place, Singapore is ready for internationalization of the 
education sector. Singapore has several competitive advantages that 
position it well as a global education hub. These include: a strategic 
geographical location; a reputation for educational excellence; a vibrant 
business hub, which presents opportunities for institutional-industry 
collaboration; and a safe and cosmopolitan environment. Constraints, 
however, include regulation at various educational levels, lack of a 
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quality assurance system for private commercial schools, high land and 
building costs, lack of a central agency to market Singapore’s 
educational services overseas, and onerous student visa requirements. By 
overcoming these constraints, Singapore can capture a larger share of the 
global educational market. Growth in the education sector would come 
from the increases in institutional and student spending, particularly from 
full-fee-paying international students. 

The establishment of Singapore’s polytechnics and universities has 
been pivotal in building on the nation’s engagement with international 
education. The polytechnics and universities have provided Singaporeans 
with opportunities to study abroad and are host to a sizeable population 
of international students. Given the nation’s focus on developing the 
economy, the academic programs at all universities and polytechnics are 
heavily biased toward technology and business. These programs are also 
easier to benchmark and sell to international students. 

Following the Global Schoolhouse initiative, Singapore Education 
was launched in 2003. It is a multi-government agency initiative led by 
the EDB and supported by the Singapore Tourism Board, SPRING 
Singapore, International Enterprise Singapore, and the MOE. An official 
website for Singapore Education was set up for potential international 
students to visit and source relevant information about studying in 
Singapore. The EDB is responsible for attracting internationally 
renowned educational institutions to set up campuses in Singapore, the 
Singapore Tourism Board is tasked with overseas promotion and 
marketing of Singaporean education, and SPRING and International 
Enterprise Singapore are in charge of helping quality local education 
institutions to develop their businesses and set up overseas campuses 
(Mok, 2008). 

Since 2002, 10 foreign institutions have established branch campuses 
in Singapore under the EDB’s Global Schoolhouse initiative, to expand 
the offerings of high-quality academic programs. These include highly 
respected names such as INSEAD, the Tisch School of the Arts, and the 
University of Nevada, Las Vegas, which have set up their first overseas 
campuses in Singapore. Others such as Duke University’s School of 
Medicine have collaborations with local universities offering joint 
academic programs. The most recently established is EDHEC Risk 
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Institute–Asia by EDHEC Business School, France in 2010. These 10 
institutions (Table 7.3) offer undergraduate, postgraduate, and executive 
education programs. 

The University of New South Wales (UNSW), Australia would have 
been included in the list but it closed down less than half a year after 
opening in January 2007. It was arguably a “ doomed” venture from the 
very beginning, because it appears to have overestimated the number of 
students likely to enroll at the institution. It also appears that UNSW has 
miscalculated the level of risk involved in setting up a comprehensive 
(teaching as well as research) university aiming to enroll 10,000 students. 
UNSW argues that financial instability resulting from a lack of student 
demand ultimately left it with little choice but to close its Singapore 
campus. Financial issues and the allocation of risks in international 
projects are paramount for any foreign institution undertaking 
international operations (Sidhu, 2008). 

Foreign universities sited in Singapore are treated with no less 
respect than private enterprises in any other line of business. The foreign 
entity is expected to do its own sums and due diligence about 
enrollments and viability amidst the incentives, grants, and rental rebates 
provided by the Singapore government. Singaporean government policy 
regarding foreign universities is not such that local universities are being 
disadvantaged in order to support foreign startups.  

In any sort of business, it is useful to have failures from which lessons 
can be learned, and higher education is no exception. The closure of one 
institution does not scuttle the overall thrust and aim of internationalization 
of higher education. It may have slowed the pace of internationalization 
when the local coordinator, the EDB, reviews its procedures and strategies. 
The EDB does not treat the setting up of a foreign university differently 
from the way it treats the setting up of a foreign manufacturing plant in 
Singapore. Multinational manufacturers in Singapore typically bring along 
their network of markets and clients. Foreign universities establishing 
campuses need to follow the same practices as do manufacturers given the 
small domestic market. They cannot be relied on to generate sufficient 
revenue. Moreover, local tertiary institutions, many of them internationally 
recognized, are also geared up for competition, filling their enrollment 
targets with local and foreign students. 
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Rather than developing comprehensive foreign institutions, therefore, 
Singapore could potentially become a highly specialized center of higher 
education and research. The success of INSEAD’s Singapore-based 
institution seems to suggest more specialist overseas facilities can be 
economically viable. Moreover, starting with modest capacity seems to 
have greater likelihood of success. For instance, Australia’s Curtin 
University, which started with only an office presence in Singapore in 1986 
delivering a few undergraduate programs in collaboration with private 
professional institutions, has developed to the present state-of-art Curtin 
Singapore campus offering both undergraduate and postgraduate programs. 
Appropriate strategies and collaboration between host and source countries 
matter in securing successful internationalization of higher education.i

At the end of 2011, 31 universities were collaborating with local 
universities (the NUS, SMU, and Nanyang Technological University) to 
provide joint programs from bachelor degree level programs to PhDs in 
areas such as business management, law, economics, liberal arts, social 
administration, medical science, and engineering subdisciplines (Table 7.4).

Table 7.3. International institutions with Asian campuses located in Singapore

INSEAD  France 

University of Chicago Booth School of Business  United States 

S P Jain School of Global Management  India 

ESSEC Business School France 

DigiPen Institute of Technology  Canada

University of Nevada, Las Vegas  United States 

New York University Tisch School of the Arts Asia  United States 

German Institute of Science and Technology  Germany 

Curtin University Australia 

EDHEC–Risk Institute  France 
Source: Singapore Education. http://www.singaporeedu.gov.sg/htm/stu/stu0107.htm 

iFor more discussion on choice of strategies for internationalization of education, see 
APRU-PECC (2009). 
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Cross-border degree education programs and online courses that do 
not have a local presence do not require approval from the government 
authority. The government does, however, issue licenses to local partner 
institutions to retain a relationship with foreign universities (Ziguras, 
2003). j  The government has deliberately targeted high-end providers 
such as John Hopkins University, INSEAD, and the University of 
Chicago Booth School of Business to establish a local presence using 
incentives such as reduced land values for campus sites, monetary and 
in-kind support for research projects, seminars, and scholarships. Foreign 
universities that established presence in Singapore before 2000 are also 
encouraged to upgrade and deepen involvement in Singapore. For 
example, Curtin University has transformed its Singaporean presence 
since 1986 from an agreement with professional bodies to a branch 
campus presence in 2008. In reaction to this and in line with Singapore’s 
tradition of allowing market forces to dictate the development of sectors, 
Singaporean institutions are corporatized and operate autonomously as 
not-for-profit public companies predominantly owned by the government 
(Li, 2006). From a development perspective, Singapore is adamant that 
the returns on tertiary education investment far outstrip returns on any 
other education (Ministry of Manpower, 2007), embracing tertiary 
education as a driving force for strengthening Singapore as a knowledge 
and value-adding economy. Simultaneously, there is realism in 
maintaining a sufficiently flexible system to cater for differences in 
preferences and maintain education agility. 

The education market in Singapore is somewhat segmented, with 
demand perceived to come from both consumers (international students) 
and transnational corporations located in Singapore and around the 
region. Singapore hosts some 7,000 multinational corporations and 
1,000 foreign small and medium-sized enterprises. It is positioned to be 
home to many institutions that offer executive education and corporate 
training to professionals and executives from various industries. Among 
these institutions are internationally acclaimed universities renowned in 

jThis does not constitute a trade barrier as the Private Education Act requires education 
service providers to be registered to ensure quality of programs offered and to increase 
vigilance about possible financial malfeasance. 
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their specialized fields of education, including INSEAD in business 
management, NYU Tisch Asia in the arts, and Cornell-Nanyang Institute 
of Hospitality Management in tourism and hospitality. These institutions 
provide a varied selection of executive education courses, including 
executive MBAs, postgraduate studies, open enrollment courses, and 
customized programs. A list of the institutions providing executive 
programs and corporate training is provided in the Appendix (Table A.3). 

Table 7.4. List of universities having joint programs or partnerships with local 
universities

1 Cornell University  US NTU 

2 Duke University US NUS 

3 Georgia Institute of Technology  US NUS

4 John Hopkins University US NUS

5 Massachusetts Institute of Technology 
(MIT)

US NUS and
NTU

6 New York University School of Law  US NUS 

7 Stanford University  US NTU 

8 The Wharton School of the University of 
Pennsylvania  

US SMU 

9 UCLA Anderson School of Management US NUS

10 University of Illinois Urbana-Champaign   US NUS

11 Yale University US NUS 

12 King’s College London UK NUS 

13 Universitat Basel Switzerland NUS 

14 University of St. Gallen  Switzerland SMU 

15 Karolinska Institutet Sweden NUS 

16 Design Technology Institute in Eindhoven The 
Netherlands

NUS 

17 WASEDA University  Japan NTU 

18 Indian Institute of Technology, Bombay  India NUS 

19 German Institute of Science and 
Technology  

Germany NUS 

(Continued) 
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20 Ecole Supérieure d’Electricité (Supélec)   France NUS 

21 ESIEE Paris France NTU 

22 École Polytechnique France NUS 

23 Université Paris Sud   France NUS 

24 Université Pierre et Marie Curie France NUS 

25 Technical University of Denmark Denmark NUS 

26 Beijing University of Chinese Medicine People’s 
Republic of 
China

NTU

27 Peking University  People’s
Republic of 
China

NUS 

28 Shanghai Jiao Tong University  People’s
Republic of 
China

NTU

29 Tsinghua University People’s
Republic of 
China

NUS 

30 Australian National University Australia NUS 

31 University of Melbourne  Australia NUS 

Notes: NTU = Nanyang Technological University. NUS = National University of 
Singapore. SMU = Singapore Management University. 
Source: Adapted from Singapore Education. http://www.singaporeedu.gov.sg/htm/stu/ 
stu0107.htm

Three features of the international student program are most striking. 
The first is that international students pay double the tuition fees that 
Singaporeans pay at the polytechnics and about 60% more than 
Singaporeans at the universities. For example, at Singapore Polytechnic, 
a Singaporean pays S$2,299 per year while an international student pays 
S$4,539. The recurrent government expenditure per annum, reported by 
the MOE, is S$14,641 for a polytechnic student. The current government 
subsidy for international students at the polytechnics is 69% or S$10,102. 
At the NUS, a Singaporean pays S$6,890 per year and an international 
student pays S$11,030. The government subsidy for international 
students is 46% or S$9,554 for non-laboratory-based degree programs. 
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Although tuition fees vary slightly between institutions, a calculation of 
the estimated number of international students in Singapore multiplied 
by the amount of government subsidy per student suggests that the 
international student program is being supported by at least S$190 
million per year—not an insignificant investment.  

The second striking feature of Singapore’s international student 
program is that all students who take advantage of the government 
subsidy (called a tuition grant) are bonded to stay and work in Singapore 
for three years after completing their study (students can also opt to pay 
the full fee and avoid this obligation).

The third salient feature relates to the quality of the educational 
products paid for by the international students. The government does not 
govern quality assurance centrally; the individual higher education 
institutions manage it. Improvement of quality and academic standards is 
a central goal of universities if they are to achieve a competitive edge in 
the global market. With the rising prevalence of and enrollments in 
tertiary education, universities have become huge, complex, and costly 
enterprises dealing with demands of teaching, research, and public 
service. Quality assurance is seen as a means to ensure that universities 
are well managed in response to pressure for accountability and 
efficiency in a country dominated by a market philosophy. Management 
concepts, theories, and practices in the private sector have been adopted 
by universities in Singapore (Lee & Gopinathan, 2008). Discussion of 
mutual recognition of degrees and diplomas among countries in the 
negotiation of a regional trade agreement is another way to test the 
standard and quality of higher education programs. 

The MOE does not provide a list of accredited overseas universities 
and no central authority in Singapore assesses or grants recognition for 
degrees obtained from overseas universities. The MOE considers that the 
employer should decide whether a degree-holder has the qualities desired 
for the job and the qualification most relevant to the employer’s needs 
(Ministry of Education, 2012). An international student has to apply for a 
student visa if he or she has been accepted by an educational institution 
to pursue full-time studies in Singapore. The government has reviewed 
the system, making it more flexible, expeditious, and transparent. One 
possibility is to introduce a differentiated student visa system whereby 
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different visa categories correspond to different types of education 
programs (similar to the system used by the Government of Australia). 
This would allow better monitoring of potential immigration offences 
and expedite visa processing for genuine students. 

To attract foreign education institutions, the Singaporean 
government has adopted competitive institutional land pricing for the 
tertiary, prep, and boarding schools segment. Some 90 hectares of land 
has been set aside for this purpose. An Edu-Mall concept to cluster 
commercial schools, corporate institutes, and related companies by 
industry type at a centralized location has been considered. This could 
enable educational enterprises in different segments to enjoy 
agglomeration economies. 

Singaporean students are also studying abroad. British Council data 
for 2009 show an outbound mobility ratio of about 10%k and UNESCO 
data show 19,633 Singaporeans studying abroad in 2009, compared to 
40,401 inbound.l

More recently, there have been shifts in the application of the Global 
Schoolhouse policy. Waring (2013) describes this as a recalibration 
rather than a retreat. There had been debate about the access by foreign 
students to university places in Singapore. The national election of 
May 2011 saw a fall in support for the government and, reflecting on that 
result, the Prime Minister referred to concern about foreign students 
displacing local students (Waring, 2013, p. 8). The response was to make 
available more places in Singaporean universities and to raise the 
participation rate from 26% to 30% by 2015 and to cap the enrollment of 
international students. The government, after establishing the Committee 
on University Education Pathways Beyond 2015 (CEUP) to review 
options, announced in 2012 the establishment of two new universities, 
SIT and UniSIM.m SIT is a public institution that partners with foreign 
universities to provide its own degrees. UniSIM would be funded to offer 

khttp://ihe.britishcouncil.org/sites/default/files/going_global/session_attachments/GG 
2012%2012.1%20Janet%20Illieva.pdf 
lhttp://www.uis.unesco.org/Library/Documents/global_education_digest_2011_en.pdf 
(Table 12) 
m The final report of the Committee is at http://www.moe.gov.sg/media/press/files/ 
2012/08/cuep-report-greater-diversity-more-opportunities.pdf  
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full time programs. The committee also discussed but did not 
recommend subsidies for private providers. The committee stressed the 
value of “work integrated learning.” 

Waring comments that further discussion of the benefits of the 
presence of international students, including a focus on the benefits in 
terms of immigration, may have reduced the domestic concern about 
their numbers. Waring’s assessment is that international students will 
continue to be recruited, that great attention will be given to provide 
places for local students to continue to raise the participation rate, that a 
variety of providers will emerge (including some with a focus on 
students moving between classrooms and workplaces), that at least two 
universities will continue to focus on producing research of global 
quality, that the private sector may emerge with fewer but larger 
providers, and that the boundary between public and private providers 
will become blurred.  

Singapore is an ardent participant in multilateral trade liberalization by 
virtue of its heavy dependence on trade for economic survival. Total 
trade is more than three times Singapore’s GDP. The WTO, an 
international organization with 154 members, deals with the rules of 
trade between nations. Its main tasks include increasing trade 
liberalization internationally, serving as a forum for trade negotiations, 
and arbitrating and facilitating settlement of trade disputes among 
members. At the heart of the WTO are the WTO agreements, negotiated 
and signed by the majority of the world’s trading nations and ratified by 
their parliaments. The GATS is a multilateral agreement under the WTO 
that was negotiated in the Uruguay Round and came into effect in 1995. 
The aim of the GATS is to increase trade in services through progressive 
liberalization. In other words, its aim is the removal of barriers to trade in 
services (Knight, 2002). Singapore, however, has made no commitments 
on education in its GATS schedule. Its view has been that such 
commitments would significantly reduce the degree of government 
control over the sector (Bashir, 2007). 
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A number of barriers are specific to trade in higher education services, 
and most of them can be termed as soft or invisible barriers 
(Raychaudhuri & Dee, 2007). Dee (2010) notes that the GATS 
framework appears relatively poorly placed to deal with barriers to the 
growing trade in higher education delivered via the mobility of programs, 
providers, or projects, rather than students. The GATS framework 
encourages negotiators to negotiate mode by mode, but many of the new 
ways of delivering higher education services involve two or more of the 
GATS modes at once. Table 7.5 highlights major barriers to trade in 
education services by mode and the presence of such barriers in the case 
of Singapore. It appears that mode 3 (commercial presence) attracts the 
highest number of barriers identified, compared with trade in other 
modes. Given that the bulk of trade in education services takes place 
through mode 2 (consumption abroad), however, measures restricting the 
mobility of students and mutual recognition of degrees may warrant 
particular attention. Generally, Singapore has imposed very little 
restriction on trade in higher education services. It has obviated the need 
to do so because of the good reputation built up over the years with 
regard to its public education sector, which yields respectable graduate 
outputs and research contributions. At the same time, effective regulatory 
measures have been put in place to monitor and develop the private 
education sector. When domestic institutions are equipped with 
comparable capabilities and marketable propositions, the concern about 
adverse effects brought about by internationalization of the education 
sector is diminished. 

Quality assurance and recognition of qualifications are central to the 
growth of cross-border education. Owing to the growing mobility of 
students and professionals within and between countries, mutual 
recognition of qualifications has become very important. There are many 
initiatives—at the national, bilateral and regional levels—to improve 
quality assurance, accreditation, and recognition of qualifications of 
cross-border provision in higher education. 
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Table 7.5. Trade barriers in higher education1

Mode 1: 
Cross-border
supply 

Imports
Restrictions on downloading educational 
material from foreign internet sites 

None

Restrictions on which courses foreign 
suppliers of distance education can provide 

None

Restrictions on the import and distribution 
of educational materials or software from 
foreign institutions providing distance 
education 

None

Restrictions on the local accreditation of 
foreign distance education suppliers, or on 
the recognition of qualifications obtained 
from a foreign distance education supplier 

None, left to market 
forces 

Restrictions on cross-border payment or 
credit card transactions 

None

Mode 2: 
Consumptio
n abroad 

Imports

Restrictions on foreign education 
institutions advertising locally or 
recruiting local students 

None

Quotas on the number of local students 
going overseas to study 

None

Foreign currency restrictions on local 
students studying abroad 

None

Restrictions on the recognition of overseas 
qualifications for institutional credit 

None

Restrictions on the recognition of overseas 
qualifications for professional licensing 
and accreditation 

Yes, in law and 
medicine

Exports
Numerical limits on the entry of foreign 
students

Yes, no more than 
30% foreign students 
in local universities 

Limits on what courses foreign students 
can enroll in 

None

 Discriminatory enrolment criteria for 
foreign students 

None

 (Continued) 
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Restrictions on local institutions recruiting 
foreign students 

None

Restrictions on foreign students gaining 
access to local employment while 
studying 

Yes, but internship 
is allowed 

Restrictions on foreign students gaining 
access to tuition or other (e.g., transport) 
subsidies while studying 

None, but local 
students enjoy 
higher subsidies 
than foreign 
students

Mode 3: 
Commercial 
presence 

Imports

An economic needs test attached to 
registration, authorization or licensing of 
foreign education providers 

No economic needs 
test, but all private 
education providers 
need to register 
with CPE 

A restriction that prevents foreign tertiary 
institutions from using the term 
‘university’ in the title of their local 
campus

None

Restrictions on the scope of services that 
the local campus of a foreign institution 
can provide 

None

Restrictions on the number of students 
that the local campus of a foreign 
institution can service 

None

A residency requirement on the 
management of the local campuses of 
foreign institutions 

None

Discriminatory quality assurance 
requirements on the local campuses of 
foreign institutions 

None

Restrictions on the ability of the local 
campuses of foreign institutions to grant 
degrees, or restrictions on the recognition 
of those degrees 

None

Restrictions on the ability of the local 
campuses of foreign institutions to charge 
fees 

None

 (Continued) 
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Restrictions on the ability of the local 
campuses of foreign institutions to gain 
access to producer subsidies 

Foreign institutions 
invited by the 
foreign investment 
promotion agency 
may enjoy tax 
concession, land 
space allocation, 
and access to 
research grants 

Restrictions on the ability of the students 
of local campuses of foreign institutions to 
gain access to consumer subsidies 

Some (e.g., La 
Salle College of the 
Arts) do have 
Singaporeans;
Singapore
permanent residents 
and international 
students are eligible 
for subsidized fees 
for diploma 
programs under the 
Ministry of 
Education’s Tuition 
Grant Scheme 

Mode 4: 
Presence of 
natural 
persons

Imports

Nationality of citizenship requirements to 
teach locally 

None

A prior residency requirement to teach 
locally  

None

Restrictions on the recognition of the 
qualifications of foreign teachers 

Jurisdiction 
exercised by the 
employing entities 

Exports
Exit restrictions on domestic teachers None 

Education or employment bond requiring 
teachers to serve a minimum term of 
employment locally before they can go 
overseas 

None

Restrictions on funds transfers overseas 
by domestic teachers 

None

1Classification of barriers as in Table 1 and Table 2 of Dee (2010). 
Source: Collated and updated by author. 
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In spite of the lack of official commitments to the GATS with 
respect to educational services, Singapore has a liberal environment for 
foreign participation in its education sector. The reliance on market 
forces rather than rules means that profitability (rather than subsidies) 
provides the basis for foreign participation in the local education market. 
There is no official list of universities naming institutions providing 
recognized qualification. Recognition of qualification is left to market 
forces. If employers believe that a graduate from Hartford University is 
as good as one from Harvard University, there is no restriction on his or 
her offer of employment. 

Commercial presence (mode 3) is exemplified by the presence of 
10 foreign university campuses, more than 30 partnerships and 
collaborations between foreign and local universities offering joint 
programs, and a plethora of foreign institutions offering corporate 
training and executive programs. The percentage of foreign lecturers and 
instructors at local universities is well above 50%. The expansion of 
tertiary education, as in the establishment of the fourth university and the 
setting up of many research institutes in both the private and public 
sectors, would have not materialized in a relatively short time span if it 
were not supported by a relatively liberal policy in attracting foreign 
talent into Singapore. 

Singapore has a network of eight regional free trade agreements (FTAs) 
and 10 bilateral FTAs with 24 trading partners. n  It has followed a 
positive list approacho with the People’s Republic of China, the European 
Free Trade Area (EFTA), India, Japan, Jordan, and New Zealand. It has 
followed a negative list approach in its preferential trade agreements 
(PTAs) with Australia, the Republic of Korea, Peru, Panama, and the 

n For more information about Singapore’s PTA strategy, see Thangavelu and Toh (2005) 
and Toh (2006). 
o In the positive list approach, a country agrees to give preferences to the FTA trading 
partner only in those industries listed in the positive list. In the negative list approach, 
preferences are given to FTA partners in all industries except those in the negative list. A 
hybrid of both approaches may be found in an FTA. 
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United States. The commitments it has taken in the negative list approach 
PTAs tend to go further than the others, especially the PTA with the 
United States and, to a lesser extent, that with Australia. Overall, there is 
much diversity in the commitments undertaken by Singapore in its PTAs. 

Most of the FTAs are passive in expanding their commitments on 
trade in educational services beyond what had been made under the 
GATS (Raychaudhuri & Dee, 2007). The education sector remains a 
sensitive sector in most countries, saddled with many other domestic 
priorities, including economic sustainability. Nonetheless, FTAs play a 
facilitating role in Singapore. They help to increase the awareness of 
investment opportunities for Singaporean educational institutions and 
entrepreneurs to participate in joint ventures and make investment forays 
into the FTA partners when the time is right. FTAs are also being used as 
platforms to increase interaction and exchanges among education 
institutions in FTA members. Such activities may lead to greater 
confidence in formulating and implementing mutual recognition 
agreements (MRAs) and structuring of joint ventures and collaborative 
investments in the professional services and education industries. 

The Association of Southeast Asian Nationsp (ASEAN) FTA signed 
in 1993 is the oldest FTA in Singapore’s FTA network. ASEAN is an 
important market for trade in services, as it is sizeable (40%–50%) and 
constitutes a continuously expanding component of the GDP in ASEAN 
countries. Recognizing the growing importance of trade in services, the 
ASEAN Framework Agreement on Services was signed by the ASEAN 
economic ministers in 1995. The agreement’s rules are consistent with 
the WTO–GATS mechanism. An MRA was also signed by the ASEAN 
labour ministers to enable the qualifications of professional service 
suppliers to be mutually recognized to facilitate easier flow of 
professional service providers in the ASEAN region. A significant 
initiative in increasing collaboration among tertiary education institutions 
in ASEAN is the establishment of the ASEAN University Network in 

pASEAN is a geopolitical and economic organization of 10 countries located in Southeast 
Asia, which was formed on 8 August 1967. Its members are Brunei Darussalam, 
Cambodia, Indonesia, the Lao People’s Democratic Republic, Malaysia, Myanmar, the 
Philippines, Singapore, Thailand, and Viet Nam. 
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1995. The network, comprising 17 leading universities from 10 ASEAN 
member countries, aims to further and enhance awareness of the ASEAN 
among the people of the region through the expansion of ASEAN studies 
as part of the Southeast Asian studies curricula. It also facilitates the 
introduction of ASEAN student and staff exchange programs, joint 
research, and information networking (Madugula, 2005). 

Worthy of note is Singapore’s FTA with Australia in 2003. In the 
area of legal services, the agreement meant that Singapore would 
recognize eight Australian law schools (up from the previous four)q and 
would expand the choice of institutions for aspiring Singaporean lawyers 
to obtain their tuition and training. At the same time, it made it easier for 
Australian law firms or schools to enter into joint law ventures and 
formal law alliances with Singapore law firms and schools. 

An outstanding example of the use of FTAs to promulgate the 
interaction of higher education institutions is the India-Singapore FTA, 
also known as the India-Singapore Comprehensive Economic 
Cooperation Agreement (CECA). This has facilitated joint postgraduate 
programs between the world-renowned Indian Institutes of Technology 
(IIT) and Institute of Science (IISc) and Singapore universities. These 
programs focus on research and education, with clear industrial linkages 
to companies from both countries. Arising from this, in 2006, the NUS 
and IIT Bombay signed a memorandum of understanding to establish a 
joint graduate engineering program. S P Jain Institute of Management 
and Research, an Indian private university, has set up a campus in 
Singapore offering management courses. In addition, under the CECA, it 
is agreed that degrees specified by the University Grants Commission of 
India or an Institution of National Importance of India, and by 

qPrior to the FTA, the four law schools  recognized are Monash University, the 
University of Melbourne, the University of New South Wales, and the 
University of Sydney. Four additional law schools were recognized when the 
agreement comes into force in 2003. They are Australian National University, 
Flinders University, the University of Queensland, and the University of 
Western Australia. In the 2008 quinquennial review of the list of approved 
overseas universities offering law degrees, University of Murdoch and 
University of Tasmania are added to the list. 
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universities in Singapore, shall be recognized for the purposes of 
admission into the universities of both countries. 

In the case of the Japan-Singapore FTA (JSEPA) signed in 2000, 
there is no commitment on higher education services. Under the section 
on Trade in Service in the JSEPA, however, Japan has commitments in 
child daycare services and other education services, which will allow 
Singapore companies to venture into the Japanese market providing 
education services in areas like early childhood education, information 
technology, corporate training, and industry-related training such as 
packaging design centers. Similarly, under the Republic of Korea-
Singapore FTA (KSFTA) signed in 2006, Singapore companies are 
allowed to establish enterprises to provide language education, certified 
language programs like TOEFL and TOEIC, r  corporate training, and 
service quality programs. 

Transnational education and internationalization of education is one of 
the aims of most countries’ higher education institutions because of the 
benefits that emanate directly to such institutes and to the nation or 
region indirectly by way of human resource development at the 
macroeconomic level. 

Singapore is broadening and deepening its educational offerings to 
become a world-class education destination that is global both in 
institutional composition and student mix. Onshore international 
education in Singapore is considered a catalyst to prepare local 
institutions for the next wave of the nation’s economic development—
establishing a knowledge-based economy (Sanderson, 2002). Singapore 
is home to many distinguished foreign tertiary institutions including 
INSEAD, DigiPen Institute of Technology, and the German Institute of 
Science and Technology (TUM Asia). An increasing diversity of schools 

rTOEFL, an acronym for Test of English as a Foreign Language, is one of the most 
widely respected English language tests in the world. TOEIC, an acronym for Test of 
English for International Communication, is an English language test designed to 
measure the everyday English skills of people working in an international environment. 
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and programs will give students a wider selection of quality education 
options that range from business, wealth management, and digital 
animation to arts and fashion, culinary arts, luxury brand management, 
and hospitality. Singapore’s efforts to develop the Global Schoolhouse 
initiative have also strengthened its reputation as a talent hub in 
attracting and retaining people. 

The integration of an economic development strategy with 
internationalization of the education sector is useful. Tertiary education 
remains at the center of economic well-being. It is necessary for growth, 
through its direct contribution to skills and workforce quality. As 
education encompasses other aspects relating to social, cultural, and 
linguistic facets of society, pursuing internationalization based solely on 
economic gains and GDP enhancement can be perilous. Early 
commitments by countries to the GATS in their liberalization of trade in 
services may restrict the flexibility of economies in meeting changing 
needs in different stages of development. When the basic education 
system providing primary and secondary levels of education is in place, 
launching and expanding the system to include the tertiary education 
sector has a greater chance of success. Inviting foreign tertiary education 
institutions to assist in upgrading the local tertiary education 
environment could expedite the selection of appropriate curriculum, 
setting up of important institutes and faculties, and charting of research 
programs.  

Regional trade agreements have a role in fostering 
internationalization of higher education services. To some extent, they 
encourage countries in FTAs to add to the list of commitments made in 
educational services under the GATS, with a smaller group of trading 
partners. In some cases, FTAs promulgate interaction of institutions of 
higher learning among member countries, leading to signing of MRAs 
and setting up of joint ventures in the provision of tertiary education, 
corporate training, and executive programs. 

Nonetheless, the influx of foreign educational institutions should not 
be viewed too differently from the entry of profit-making transnational 
corporations. Their presence is not likely to be motivated based purely on 
philanthropic endeavors. The case of the UNSW venture in Singapore 
exemplifies the merits of a cautionary approach. Despite many incentives 
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(tax concessions and a land space allocation) given by Singapore, the 
UNSW did not seem to have a feasible business plan to be financially 
viable in the longer run. It terminated its operation barely five months 
after its opening in 2007. Many staff and students who had made 
commitments to the new institution were left in the lurch, although 
alternative arrangements and compensation were made by the UNSW.

Tertiary education engenders critical thinking, creativity, teamwork, 
and self-learning; these contribute to entrepreneurship, mobility, and the 
capacity to process information and new ideas. The waves of 
globalization affect the ways in which the education sector makes these 
contributions. Governments and institutions must act quickly to adapt to 
the new wave and capture its advantages (Findlay & Tierney, 2010). The 
first wave of the globalization of tertiary education mostly meant the 
movement of students across borders. The new wave of globalization 
includes the movement of teachers and whole institutions into overseas 
markets, joint degree programs offered by institutions in different 
economies, and distance learning programs. The issues relating to 
Singapore’s internationalization of the tertiary education remain 
challenging. 
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Table A.1. Inward and outward foreign equity investment for Singapore as of year-end 
(S$ million) 

Manufacturing 69,078 103,666 130,841 

Construction 2,079 925 2,160 

Wholesale and retail trade 27,448 54,548 109,852 

Transport and storage 2,016 2,044 3,888 

Hotels and restaurants 8,446 17,652 37,515 

Information and communication 1,191 3,693 6,749 

Financial and insurance services 68,440 121,659 263,884 

Real estate, rental, and leasing 6,382 6,680 19,717 

Business services 6,186 12,533 35,575 

Others 188 422 8,396 

Total 191,453 323,821 618,576 

Manufacturing 24,954 46,501 97,518 

Construction 780 881 1,477 

Wholesale and retail trade 6,249 11,215 16,895 

Transport and storage 1,873 2,230 3,641 

Hotels and restaurants 4,749 9,335 10,209 

Information and communication 1,767 10,365 20,923 

Financial and insurance services 47,437 105,129 196,502 

Real estate, rental, and leasing 7,019 8,482 33,135 

Business services 1,915 4,125 8,230 

Others 1,529 3,757 18,623 

Total 98,272 202,021 407,152 

Sources: Government of Singapore, Ministry of Trade and Industry, Department of 
Statistics. 
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Table A.2. Export and import trade in services, Singapore, 2002–2011 (S$ million) 

Maintenance and repair 
 services 2,989 5,701 9,496 222 471 755 
Transport 21,344 36,127 53,850 19,263 38,134 44,177 
 Freight 12,588 25,163 42,193 10,565 26,284 26,719 
 Others 8,757 10,964 11,658 8,698 11,851 17,459 
Travel 7,981 11,973 22,627 14,692 17,905 26,543 
Insurance 1,427 2,292 3,731 2,752 3,465 4,244 
Government goods and 
 services 247 322 363 218 310 262 
Construction 543 882 1,700 237 298 692 
Financial 4,449 10,470 16,152 1,060 2,286 3,269 
Telecommunications, 
 computer & 
 information 1,366 2,496 4,758 1,519 2,455 4,027 
Charges for the use of 
 intellectual property 133 842 1,544 8,561 14,203 20,591 
Personal, cultural and 
 recreational 227 323 732 475 415 645 
Other business services 9,267 22,242 27,915 11,962 25,252 35,343 
 Accounting 106 294 365 45 134 225 
 Advertising and market 
  research 538 794 1,129 606 1,376 2,228 
 Architectural 61 257 275 14 49 63 
 Business management 5,288 8,791 14,224 4,483 8,210 11,445 
 Engineering and 
technical 772 2,080 2,926 477 1,407 1,975 
 Legal 172 367 543 86 109 821 
 Research and  
  development 172 289 614 1,790 3,328 3,567 
 Trade-related and others 2,159 9,369 7,839 4,460 10,641 15,021 

Total 49,973 93,670 142,868 60,961 105,194 140,548 
Sources: Government of Singapore, Ministry of Trade and Industry, Department of 
Statistics. 
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Table A.3. List of institutions providing executive and corporate training in Singapore in 
2010

Asian Center For Professional Excellence Business Management 

Association of Aerospace Industries Aviation 

At-Sunrice Global Chef Academy Hospitality 

Aventis School of Management Business Management 

British Council Education, Languages, Business Management  

Building and Construction (BCA) 
Academy 

Urban Management and Civil Engineering 

Centre for Liveable Cities, Singapore Urban Management and Civil Engineering 

Centre for Urban Greenery and 
Ecology (CUGE) 

Urban Management and Civil Engineering 

Civil Service College Accounting and Finance, Urban 
Management and Civil Engineering, 
Languages, Business Management 

Cornell-Nanyang Institute of 
Hospitality Management 

Accounting and Finance, Hospitality, 
Business Management 

DigiPen Institute of Technology Arts and Digital Media 

Digiworkz Asia-Pac Broadcast 
Training Centre 

Arts and Digital Media 

ESSEC Business Management 

Financial Training Institute (FTI),  
Singapore Management University 

Accounting and Finance 

HMI Institute of Health Sciences Healthcare 

Human Capital Leadership Institute,  
Singapore Management University  

Business Management 

IBC Asia Accounting and Finance, Business 
Management

INSEAD Accounting and Finance, Business 
Management

Institute of Chartered Public 
Accountants of Singapore (ICPAS) 
Accountancy Academy 

Accounting and Finance, CPA training and 
certification 

 (Continued) 



296 M.-H. Toh 

Kaplan Higher Education  Accounting and Finance, Languages, 
Logistics, Business Management 

LASALLE College of the Arts Languages, Arts, Digital Media, Design, 
Management and short courses 

Lithan Hall Academy Enterprise Resource Planning 

LTA Academy Singapore Urban Management and Civil Engineering 

Management Development Institute of 
Singapore (MDIS) 

Business and Management, Engineering, 
Fashion Design, Information Technology, 
Life Sciences, Mass Communications, 
Psychology, Travel, Tourism and 
Hospitality Management 

Marketing Institute of Singapore (MIS) Languages, Business Management 

Mercer College Business Management 

Southeast Asian Ministers of Education 
Organization Regional English 
Language Centre (SEAMEO RELC) 

Education, Languages 

National Healthcare Group College Healthcare 

National Institute of Education (NIE) Education 

Nanyang Technological University, 
Centre for Continuing Education 

Education, Business Management 

NanyangTechnological University,  
Nanyang Executive Education  

Accounting and Finance, Business 
Management

National Trade Union Congress 
(NTUC) Learning Hub 

Service Excellence, Professional 
development, Industry skills 

National University of Singapore 
(NUS) Executive Education 

Logistics, Business Management 

National University of Singapore 
(NUS) NUS Extension 

Business Management 

National University of Singapore 
(NUS) Professional Activities Centre 

Urban Management and Civil Engineering 

Parkway College Healthcare 

PMC School of Logistics Logistics 

Principals Academy (PA) Education 

PSB College Accounting and Finance, Logistics, 
Business Management 

 (Continued) 
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Raffles International Training Centre 
(RITC)

Hospitality 

Risk Management Institute, National 
University of Singapore  

Accounting and Finance 

S P Jain School of Global Management Accounting and Finance, Business 
Management 

SGP International Management 
Academy 

Healthcare, Business Management 

Shatec Institutes Hospitality 

Singapore Aviation Academy Aviation 

Singapore Chinese Chamber Institute 
of Business 

Languages, Business Management 

Singapore First Aid Training Centre Healthcare 

Singapore Human Resources Institute 
(SHRI) 

Business Management 

Singapore Institute of Management 
(SIM) 

Logistics, Business Management 

Singapore Management University 
Executive Education 

Accounting and Finance, Business 
Management

SingHealth Academy Healthcare 

Temasek Poly Professional 
Development Centre 

Urban Management and Civil Engineering, 
Education, Hospitality, Business Management 

The Chartered Institute of Logistics 
and Transport, Singapore (CILT) 

Logistics 

The Logistics Institute - Asia Pacific 
(TLIAP) 

Logistics 

The University of Chicago Booth 
School of Business 

Accounting and Finance, Business 
Management

Times Educational Services (TES)  Business Management 

Tourism Management Institute of 
Singapore (TMIS) 

Hospitality 

Unicon Management & Consultants  Urban Management and Civil Engineering 

Wealth Management Institute Accounting and Finance

Source: Adapted from Singapore Education. http://app.singaporeedu.gov.sg/asp/edu/ 
edu0405a.asp and http://en.wikipedia.org/wiki/List_of_universities_and_colleges_in 
_Singapore
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Gillian Doylea

The audiovisual sector covers a range of areas of economic activity. It is 
a significant component of the economy in terms of wealth creation and 
employment. Audiovisual industries also play an important cultural role. 
The focus here is mainly on the film and television industries. Because of 
the socio-political and cultural dimensions of audiovisual provision, 
special regulatory measures and policy interventions are designed to 
stimulate and support local content production in audiovisual industries. 
International trade in audiovisual services is affected by such measures 
but it is also driven by a range of underlying economic and market 
factors and by changing technologies.  

This chapter identifies the main drivers of patterns of trade in 
audiovisual services and the key issues affecting trade liberalization and 
more open markets. It also considers how open markets can best be 
reconciled with cultural objectives, which are an intrinsic aspect of the 
audiovisual sector. This chapter analyzes the economic aspects of the 
audiovisual sector and how economic factors influence patterns of 
international trade. It focuses particularly on the regulatory environment 
and cultural issues and interventions that may affect trade in audiovisual 

a Centre for Cultural Policy Research, University of Glasgow. The Organisation for 
Economic Co-operation and Development (OECD), which commissioned the study 
presented in this chapter, has a long-standing interest in reviewing potential restrictions to 
market access in Member countries and in major emerging economies. The purpose of 
this chapter is to provide background ahead of the incorporation of the audiovisual 
services sector within the OECD’s Services Trade Restrictiveness Index (STRI). 
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services. It goes on to discuss the role of intellectual property rights in 
shaping trade and highlights new challenges in relation to ensuring that 
existing frameworks for transnational coordination of copyright are 
adjusted to a changing technological environment. The chapter concludes 
with a summary of the main issues that may hinder trade in audiovisual 
services and consideration of how the impetus to achieve further 
liberalization must be balanced against the need to protect cultural 
diversity. 

The audiovisual sector—for current purposes, comprising the film and 
television industries—is significant in terms of its contribution to 
economic wealth creation and employment but, at the same time, it is 
widely recognized that audiovisual industries play an important cultural 
role. The role of conveying ideas and entertainment to usually large 
audiences involves significant cultural and welfare implications. This 
marks audiovisual out as a sector in which state authorities are inclined 
to take considerable interest in regulating and policing. Film and 
television industries are frequently subject to special interventions 
designed, for example, to support indigenous content production.  
International trade in audiovisual services is affected by such measures 
but it is also driven by a range of underlying economic and market 
factors and by changing technologies.  

The focus of this chapter is film and television. The business of 
supplying film and television services is somewhat unusual in economic 
terms in that broadcasters operate in what are sometimes called “dual 
product” or two-sided markets. Two sorts of output are created—content
(i.e., television programs, news stories, etc., arranged into a schedule) and 
media audiences. Audience attention is routinely packaged, traded, and 
sold to advertisers and the commercial income it currently generates 
accounts for more than 40% of the revenues of the global television 
industry (Ofcom, 2012, p. 132). The other output—content—exhibits 
some interesting economic characteristics (Collins et al., 1988; Blumler & 
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Nossiter, 1991). The way that consumers derive value from audiovisual 
content depends on the information or the messages being conveyed, 
rather than on the material carrier (the digital file, the airwaves, etc.) of 
that information or message. Audiovisual services have characteristics like 
those of public goods, insofar as the act of consumption by one individual 
does not reduce its supply to others (Withers, 2006, p. 5). The main value 
within the content is generally to do with attributes that are immaterial 
(i.e., the content’s messages or meanings) and these attributes are not 
eliminated or depleted in the act of consumption. 

It follows that once the “first copy” of, say, a video or television 
program has been created, it then costs little or nothing to reproduce and 
supply it to extra customers. As a result, the audiovisual sector is 
characterized by economies of scale and economies of scope (Doyle, 
2002a). Initial production costs are typically high but then, because the 
content or intellectual property can be re-used again and again without 
additional expense, replication costs tend to be low. The wider the 
audience, the more profitable replication will become. Extending 
consumption across national frontiers may well involve marginal outlays 
on marketing and distribution—e.g., costs of attendance at international 
content markets such as MIPCOM. In markets that have their own 
distinctive languages, dubbing or subtitling may be an additional cost, 
although how this cost is shared between rights owners and distributors 
varies. In the case of large-budget feature films, marketing and 
advertising costs can be very significant. Even so, because of the public 
good attributes of audiovisual content, economies of scale and scope are 
widely available, and therefore there are great natural incentives for the 
makers and suppliers of audiovisual content to extend or spread the 
consumption of their output as widely as possible, including across 
national frontiers where this is feasible. 

Uncertainty about likely demand for an as-yet unproduced item of 
content is a fact of life in audiovisual industries. As an “experience” 
good, the extent to which the item will please and satisfy is a subjective 
matter and “nobody knows” what will work (Caves, 2000, p. 3). Because 
of the high costs and uncertainties involved in audiovisual production, 
television companies and filmmakers are obliged to take on major risks. 
This encourages use of strategies aimed at risk reduction. For example, 
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processes of repetition and imitation that capitalize on characters or 
storylines or formats that have already worked successfully with 
audiences are routinely deployed in order to enhance the chances of 
creating “hit” content (Hoskins, McFadyen & Finn, 1997). Another 
approach towards risk reduction is to adopt a corporate structure 
(including, for example, a vertically integrated structure) that is 
conducive to financial success.   

The activities of the film and television industries are spread across a 
number of key stages that can be conceptualized in terms of the notion of 
the vertical supply chain or the “value chain” concept as pioneered by 
Michael Porter (1985). In the television industry, even though some 
companies are involved in all stages along the vertical supply chain, it is 
possible to draw a distinction between the business of making content 
(i.e., production) and the later stages of packaging content into a 
schedule and distributing it to viewers. Likewise, the business of 
supplying films involves several distinguishable phases ranging from, at 
the outset, script development and production, through to distribution 
and then finally exhibition, when film content is “sold” to audiences via 
cinemas or other delivery windows including video on demand (VOD), 
television, and DVDs. As demonstrated by the success of the Hollywood 
“majors,” the size (or scale of operations) and the vertical structure 
adopted by a film company can play a very decisive role in its success 
(Doyle, 2002a, pp. 106–110). 

Factors favoring the United States majors—Disney, 20th Century 
Fox, Paramount Pictures, Sony/Columbia Pictures, Universal Pictures, 
and Warner Brothers—are their size and vertical structure. Size follows 
from the scale of the domestic United States market plus the English-
speaking portion of the international market available to support the 
output of the majors. The fact that each major then has a large production 
slate enables it to adopt a portfolio approach to investment in film 
production. Structure is the other area in which the United States majors, 
whose activities span both production and distribution, have a great 
advantage over would-be rivals (Lewis & Marris, 1991). Assured 
distribution reduces risks and enables the majors to commit significant 
resources to production and marketing so as to build audience awareness 
for their output. Vertical integration enables them to use their own 
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distribution networks to disseminate films to exhibition outlets and to 
reinvest a proportion of profits back into production. Extensive vertical 
integration from production into distribution around the globe has been 
crucial in ensuring the high levels of market access and the success 
enjoyed by the Hollywood majors over many years. Such success is 
reflected in the range of data—discussed further below—which confirms 
the predominance of films distributed by the majors both internationally 
as well as at the domestic United States box office.  

These factors contribute to concerns about the market power of the 
United States majors in audiovisual services markets around the world. This 
concern is one of the drivers for regulation in this sector. Others, discussed 
further below, include the externalities associated with cultural elements of 
audiovisual services and the problems of under-provision due to piracy.

In the early days of broadcasting, television systems tended to develop 
very much within national territories and were shaped by national 
circumstances and regulations. Even into the twenty-first century, 
television broadcasting remains a surprisingly national phenomenon 
(Morris & Waisbord, 2001) but, thanks to advances in distribution 
technology, the television industry has become somewhat more 
internationalized over time. A major force for change has been the arrival 
of extra delivery channels. With the advent of cable and satellite and, 
more recently, with growing use of digital compression techniques and 
the development of the internet, a situation of spectrum scarcity, which 
had previously constrained market entry into broadcasting, has now been 
transformed and replaced by one of relative abundance. 

As channels have proliferated, many more services aimed at specific 
audience groups and niches have developed over the last 25 years, often 
supported by direct viewer payments or subscriptions. More channels 
and greater resources to support segmentation strategies combined with 
the spread of transfrontier delivery platforms have served to encourage 
growth in the number of thematic services aimed at transnational 
audience groups (e.g., CNN, MTV, Eurosport, Discovery, Al Jazeera, 
etc.). The launch of “international” channels is thus one route through 
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which television has begun to expand across national frontiers. 
International language versions of news services provided by public 
service broadcasters (e.g., BBC World) have grown in recent years. In 
addition, commercial services (e.g., Globo Internacional offered on 
United States pay television) have been seeking to extend their audiences 
by launching international versions aimed at diasporas (Ofcom, 2010).   

Another factor that has contributed towards internationalization 
within the television industry has been the development of international 
co-production deals in which partners (usually broadcasters in different 
territories) share production costs. One example would be the Wonders 
of the Universe series of science programs transmitted both in the United 
Kingdom and in the United States in 2011, which was a co-production 
between the BBC and Discovery Channel. Another is the co-production 
deal agreed between Beijing Zhongbie TV Arts Centre and Russian 
broadcaster REN TV in 2010 (Ofcom, 2010, p. 64). International co-
productions have increased in popularity in recent years as broadcasters 
have embraced opportunities to spread high “first copy” production costs 
and share economies of scale (Hoskins, McFadyen & Finn, 2004). 

Globalization has mostly been driven by international trade in 
finished programs and formats—broadcasters acquiring transmission 
rights to programs or purchasing the right to use existing tried-and-tested 
formats from overseas television companies, in some (though certainly 
not all) cases from neighboring countries or countries that share a 
common language. The volume of international trade in audiovisual 
services is large and growing. According to World Trade Organization 
(WTO) estimates based on balance-of-payments data, global exports 
grew annually from 2,000 at an average rate of 8% and by 2007 had 
reached US$35 billion (WTO, 2010, p. 3). 

International traffic in audiovisual services has increased, partly 
because channel proliferation has triggered an explosion in demand for 
attractive television content over the last 20 years (Messerlin, Cocq & 
Siwek, 2004, p. 1). In the United Kingdom, for example, data from 
regulator Ofcom suggests that there were some 500 licensed television 
channels in operation in 2011 compared to just four in the early 1980s. 
Within the European Union, an estimated 9,800 licensed channels had 
been established by 2010 compared with just 47 television channels in 
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1989.b  Although the penetration of multi-channel television has been 
slower in developing countries, the phenomenon of channel proliferation 
has been a global trend, driven by changing technology and usually 
accompanied by an opening up of the airwaves as state broadcasting 
authorities have loosened regulation and issued more licenses.  

Data on international trade in audiovisual services are not always 
possible to obtain. In a few markets, particularly North America, some of 
the territories of Europe, and a handful of other emerging markets, 
statistical data covering trade in television programs and feature films 
(gathered by, for example, government departments, trade associations, 
broadcasting regulators, publicly funded research agencies, academics, 
and consultancy firms) are relatively plentiful. In many territories, 
however, sources of statistical data are limited. A further problem is that 
the methodologies deployed in compiling and presenting statistical data 
can differ from one territory to another and over time, thus making 
comparisons difficult. For example, in some cases film and television 
revenues are disaggregated whereas in others outputs from both 
industries are included within the category “audiovisual.” 

Despite limitations in the available data, a variety of statistical 
sources makes it very clear that the United States is far and away the 
largest exporter of television and film content (WTO, 2010; USITC, 
2011). Growth in demand for television content has particularly 
benefited United States exporters but it has also contributed to the 
development of strong regional markets for television content in Latin 
America, Arab countries, and the countries of East Asia, including the 
People’s Republic of China, the Republic of Korea, and Japan. In some 
territories (e.g., the Republic of Korea), the emphasis of policy and 
regulation governing the cultural sector has moved away from control 
and protection towards support for the development of indigenous 
creative industries, including broadcasting, and this has facilitated more 
trade and growth in regional audiovisual content markets in recent years. 
The term “Korean wave” (“Hallyu”) describes the phenomenon of an 
upsurge in Korean cultural exports, which came into existence around 
1997 following transmission of the drama What Is Love All About by 

bFigures, which draw on sources including the EAO and IDATE, are cited at the website 
of the Association of Commercial Television in Europe (ACTE). See: www.acte.be/ 
EPUB/easnet.dll/execreq/page?eas:dat_im=025B1B&eas:template_im=025AE9 
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China Central Television, which then became a hit in the People’s 
Republic of China and beyond (Shim, 2006, p. 28). A combination of 
strengthened demand in regional and international markets, improved 
quality of output, and government promotional policy led to a situation in 
which, in the early years of the 21st century, exports of Korean television 
programs maintained “an average increase of 40 percent each year” 
(Kim, 2007, p. 123; Shim, 2008). 

While a number of popular television formats created in the United 
States and Northern Europe have found their way into markets around 
the globe (e.g., production company Endemol’s Big Brother), it remains 
the case that local cultural dynamics encourage the production and 
exchange of locally favored forms of content in specific regional 
markets, such as in East Asia (Keane, Fung and Moran, 2007). Despite 
the widespread appeal of United States-made television content for most 
international audiences, preference for content to which audiences 
experience closer “cultural proximity” remains a factor influencing trade 
(Straubhaar, 2007). The benefits of cultural proximity are reflected, for 
example, in the aforementioned upsurge in the value of television and 
film exports from the Republic of Korea to neighboring regional markets 
such as Japan and the People’s Republic of China from the mid-1990s 
onwards, making the Republic of Korea the so-called “Hollywood of the 
East” (CMM-I, 2007; Farrar, 2010). Likewise, the success achieved by 
Brazil and Argentina in exporting to regional markets in South America 
reflects advantages of cultural proximity (WTO, 2010, p. 13). 

Television markets in developing countries, including India, the 
People’s Republic of China, and Colombia, are growing rapidly (WTO, 
2010, p. 13; CMM-I, 2007). In the case of India, industry growth has 
encouraged processes of market segmentation with more niche channels 
and has spurred the rapid development of indigenous television 
production (Awal, 2011; FICCI-KPMG, 2011). Likewise, growth in the 
television broadcasting industry in the People’s Republic of China has 
supported growth in the domestic production sector, even though the 
industry remains subject to relatively tight state regulation (CMM-I, 
2007). The Russian Federation is another growing market for television 
programs and especially formats (Westcott, 2011).   

International trade tends, however, to be dominated by English-
language content and by the output of one country, the United States, and 
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this pattern is consistent over time. The United Kingdom has also 
achieved a notable level of success in international sales of television 
programs and formats in recent years (Westcott, 2011). In 2008, United 
Kingdom exports reached £980 million (US$1.6 billion) (Pact, 2010) and 
included such popular formats as the BBC’s Strictly Come Dancing and
ITV’s Who Wants to be a Millionaire? The Latin America countries of 
Venezuela and Argentina have also enjoyed increased television exports 
to the United States in recent years (USITC, 2011, pp. 31–4). As is 
suggested by the data in Table 8.1, however, the success of the United 
States as an exporter of audiovisual is unparalleled.  

A number of factors account for this. One very important issue is the 
size and wealth of the domestic television market in the United States. 
The United States is home to an audience of 116 million “television 
households” who all speak the same language. In addition, per capita 
revenue generated by the television industry in the United States, at £320 
in 2011, is far higher than in any other country (Ofcom, 2010, p. 132). 
The prospect of high returns from the home market makes it feasible for 
large United States producers to invest in expensive scriptwriters, stars, 
and special effects. Most production costs may be recouped at home in 
the United States and so programs can be made available to importing 
broadcasters at a relatively low cost. 

Table 8.1. WTO estimates of major exporters and importers of audiovisual and related 
services, 2007 

(US$
million) (%) (%)

1 United States 15,043 51.5 23 
2 European Union (27) 9,962 34.1 14 

Extra-European Union (27) exports 4,063 13.9 6 
3 Canada 2,021 6.9 –3 
4 People’s Republic of China 316 1.1 130 
5 Mexico 308 1.1 –19 
6 Argentina 294 1.0 21 
7 Norway 272 0.9 18 

 (Continued) 



310 G. Doyle 

8 Hong Kong, China 249 0.9 –3 

9 Russian Federation 196 0.7 28 

10 Republic of Korea 183 0.6 8 

11 Australia 139 0.5 –8 

12 Japan 126 0.4 22 

13 Albania 61 0.2 59 

14 Ecuador 44 0.1 7 

15 Colombia 21 0.1 –24 

(US$
million) (%) (%)

1 European Union (27) 13,893 63.7 1 

Extra_European Union (27) imports 6,315 29.0 –16 

2 Canada 2,001 9.2 6 

3 United States 1,440 6.6 32 

4 Japan 1,044 4.8 6 

5 Australia 798 3.7 13 

6 Russian Federation 624 2.9 36 

7 Brazil 456 2.1 18 

8 Republic of Korea 381 1.7 66 

9 Norway 300 1.4 –21 

10 Mexico 259 1.2 –21 

11 Argentina 212 1.0 24 

12 People’s Republic of China 154 0.7 27 

13 Ecuador 126 0.6 9 

14 Albania 59 0.3 83 

15 Croatia 55 0.3 64 

Source: WTO Secretariat estimates from 2009 based on available trade statistics (WTO, 
2010, p. 4).  
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Drawing on advantages of scale, wealth, and language, the United 
States television industry generates a ready supply both of broad-appeal 
mass entertainment programming and also of the niche content needed to 
attract subscriptions to pay television (such as feature films, dramas, and 
children’s programs). As the data in Table 8.1 suggest, this material is 
attractive and competitive from the point of view of importing 
broadcasters elsewhere and so the United States has sustained a position 
of exceptional predominance as an exporter of audiovisual content over 
many years. According to the European Commission, the European 
Union has an annual trade deficit in audiovisual services with the United 
States of between €6 billion and €7 billion c  and television content 
accounts for around half of this.  

The statistics related to trade flows for film (as opposed to television) 
indicate an even stronger predominance of United States-made content in 
international markets. The success of the United States as an exporter of 
film contrasts with the case of India. Although India’s prolific film 
industry generates a very significantly larger number of films than the 
United States or any other country every year (Screen Digest, 2011, 
p. 324), total annual revenues in the order of US$2 billion to US$2.5 
billion are small compared with approximately US$60 billion for the 
Hollywood majors (Kazmin, 2011). The majors account for the bulk of 
the success of the United States movie industry in international exports. 
According to recent estimates, over 62% of global box office revenues 
were accounted for by the six majors alone in 2009 (USITC, 2011,  
pp. 3–6). In the United Kingdom and Ireland, for example, in 2010, some 
90% of box office receipts were accounted for by films partly or wholly 
made by United States film companies (BFI, 2011, p. 14). A similar 
situation exists across Europe where, in 2009, United States studios 
accounted for 64% of the box-office revenues generated by the top 100 
distributors (Hancock & Zhang, 2010). 

These data indicate that “diversity” is not a natural outcome in 
industries characterized by widespread economies of scale. It is typical 

c The scale of the European Union deficit is referred to at the homepages for the 
Audiovisual Media Services Directive, 2007. See: ec.europa.eu/avpolicy/reg/tvwf/ 
promotion/index_en.htm 
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for such industries to gravitate towards concentrated ownership 
structures and a small number of providers. This is very true of the 
audiovisual sector, in which advantages of scale are highly prevalent and 
influential in terms of industry structures and patterns of trade. The 
economics of the audiovisual industries—involving high initial 
production costs and the widespread availability of economies of scale—
are such that content suppliers in large and wealthy markets who succeed 
in developing their capital bases will be at an advantage relative to less 
well-resourced rivals in smaller, minority-language markets when it 
comes to exports and international trade. As a consequence, any wish to 
sustain a level of diversity and fragmentation over and above what free 
and open markets will support will require use of special policy 
interventions.

The nature of television broadcasting is such that, traditionally, it has 
been regulated quite differently from other sectors. One reason for the 
special treatment relates to the reach and influence of broadcasting and 
its acknowledged cultural importance. Another stems from perceived 
market failures, such as those stemming from the public good 
characteristics of audiovisual services (Sauve & Steinfatt, 2000, pp. 329–
31). Technological advances have addressed some of the historic sources 
of market failure in television broadcasting (e.g., the introduction of 
encryption technologies has addressed problems of non-excludability) 
but others remain, such as the presence of “externalities” or 
misalignments between the private costs of and benefits to the 
broadcaster and social costs and benefits associated with certain forms of 
output (Ofcom, 2008).   

It is therefore widely (although not universally) accepted that, where 
audiovisual services are concerned, interventions are still needed to 
counteract deficiencies arising from the free operation of markets. 
Intervention is required on economic grounds to tackle market failures 
like the presence of externalities and the exercise of monopoly power. In 
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addition, governments often intervene on socio-cultural grounds because 
they deem encouraging and sustaining indigenous content production—
ensuring “in home countries, a vigorous industrial base for the 
production of cultural goods” (Mas-Colell, 1999, p. 89)—necessary in 
ensuring diversity and pluralism. Preservation of access to diverse 
audiovisual outputs, including indigenously made content, is regarded as 
essential in promoting social cohesion and integration, maintaining 
plurality and democracy, and sustaining regional and national identities 
and, in some cases, languages (UNESCO, 2002, pp. 5–6).  

The trends discussed in Section 1.2, whereby domestic television and 
film markets are prone to a predominance of imported material, often 
from the United States, have engendered concerns about both the balance 
of trade and also about the impact on diversity, local cultures, and 
languages (Acheson & Maule, 2006; Guerrieri, Iapadre & Koopman, 
2004). In the European Union, for example, the former European 
Commissioner for Audiovisual and Cultural Affairs, Viviane Reding, 
expressed concern both about the need to preserve cultural diversity and 
also about “[t]he EU trade balance on audiovisual services [which] 
remains a worrying issue” (CEC, 2006).   

To preserve diversity and plurality, one response is to impose upper 
limits on ownership that prevent excessive control over media and 
broadcasting by individuals and companies. Sometimes such curbs on 
media ownership apply equally to all owners, irrespective of nationality. 
In the United Kingdom, for example, such restrictions on ownership of 
broadcasting and cross-media interests that exist to protect pluralism do 
not discriminate against ownership by foreigners per se. Likewise, 
Denmark and Luxembourg impose no restrictions on foreign ownership 
of broadcasting (Ofcom, 2006, pp. 53–4). In many other countries (e.g., 
the United States, Australia, and the People’s Republic of China), 
however, ownership of television and radio interests by foreigners is 
subject to specific restraints. In France and some other European Union 
countries, ownership of licenses for television or radio services by non-
European Economic Area companies or individuals is restricted (Ofcom, 
2006, p. 52). National frameworks of regulation of ownership designed 
to promote diversity and plurality therefore can favor domestic over 
foreign audiovisual suppliers. 
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Another sort of intervention commonly found in the television 
industry is content regulation. Licenses to provide broadcast services are 
often subject to restrictions that prevent transmission of material deemed 
harmful and to stipulations requiring compliance with “positive” 
obligations, such as the need to include regular, impartial news bulletins 
or material aimed at children. Many forms of content regulation do not 
impinge on foreign suppliers (e.g., rules on impartiality or that protect 
minors). A few measures, however, are very specifically intended to 
promote access to locally made content. These too, therefore, involve 
favorable treatment for local suppliers. 

For example, compulsory quotas are a common feature in 
broadcasting. Typically, they restrict the level of time that can be given 
over to transmission of imported works, especially during peak times or 
primetime, or else they require broadcasters to ensure that a certain 
minimum proportion of transmitted content is made locally. Quotas 
attempt to redistribute demand in favor of local television content 
producers but, to the extent that domestic prices may be higher than 
import prices (for the same performance characteristics), are criticized 
because of their impact on broadcasters’ operating costs (Doyle, 2002a, 
p. 95). 

In some cases, the existence of compulsory quotas for indigenous 
audiovisual content has relatively little distorting impact on international 
trade because compliance is not necessarily strictly enforced. The general 
failure of a loosely phrased “compulsory” quota for European-made 
content contained in the Television Without Frontiers Directive, 1989 
(now the Audiovisual Media Services Directive, 2007) to re-shape 
patterns of trade in television content across Europe provides a good case 
in point (Cocq & Messerlin, 2004, pp. 22–3). The relatively few 
instances that very tight compulsory content quotas exist and cut across 
local demand preferences and are properly implemented, however, will 
certainly influence trade. For example, the People’s Republic of China 
operates a quota system that curbs the number of foreign feature films 
permitted access to the domestic market to 20 per year and this is highly 
effective in restricting the inflow of films into the People’s Republic of 
China (Screen Digest, 2010). The fact that the 20 foreign titles allowed 
into the market, despite competing with some 500 locally made Chinese 
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films, have accounted for around 45% of Chinese box-office revenues 
(Jaffe, 2011) suggests that without a strictly enforced quota trade flows 
in film might look very different.  

Some Hollywood studios have attempted to work around this trade 
restriction by investing in joint production in partnership with local 
filmmakers. For example, Fox has recently struck co-production deals 
with partners including Huayi Brothers (Screen Digest, 2010; Edgecliffe-
Johnson, 2011). Carrying out joint production with a local partner offers 
a potential route not only into the rapidly growing Chinese market but 
also into neighboring markets in the region. Inward investment in the 
People’s Republic of China, however, is beset by a variety of risks and 
constraints.

One potential area of constraint relates to movement of natural 
persons. Entry into the People’s Republic of China, as with many other 
countries, is subject to visa restrictions, but when joint film production 
has been agreed, then entry for key creative individuals to work on film 
productions will be facilitated. Inward investment in feature film 
production in the People’s Republic of China is subject to requirements 
to employ local Chinese production personnel, but requirements and 
incentives to employ local crew and actors is a common feature in joint 
production and inward investment schemes for feature film around the 
globe (Daley, 2011). Inward investment in film production in the 
People’s Republic of China is beset by other risks, including 
unpredictability as to whether a finished film will then be permitted a 
release by the authorities and restrictions on the amount of profit that can 
be recouped by foreign investors (Daley, 2011). A major concern is that, 
having invested heavily in production, filmmakers may find they have 
fallen foul of “the Communist party’s strict censorship regime, which 
bans anything considered politically sensitive, making many topics off-
limits for moviemakers and distributors” (Anderlini, 2011, p. 23). 

Another form of intervention commonly found in the audiovisual 
sector is the provision of public subsidies or special tax concessions that 
aim to boost levels of diversity of provision and/or levels of indigenous 
production activity over and above what the market would otherwise 
support. In order to counter a predominance of imports and/or to promote 
greater diversity, grants and subsidies are sometimes made available to 
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local program and filmmakers. Definitions of what constitutes a “local” 
producer or product (e.g., a United Kingdom film versus a French film) 
vary from one territory to another but often include criteria related to, for 
instance, where production activity is located or the nationality and/or 
residency of key personnel. 

In the United Kingdom, for example, lottery grants are provided to 
domestic filmmakers by the British Film Institute and by regional screen 
agencies in order to encourage higher levels of indigenous film 
production in the hope of bringing about an economically sustainable 
United Kingdom film production industry (Mansfield, 2009). United 
Kingdom tax relief schemes that help defray production costs are also 
available for “British Qualifying Films” that pass a cultural test or 
qualify as an official co-production (Magor & Schlesinger, 2009). While 
aiming to promote the national and international success of British 
filmmakers, a further espoused objective underlying United Kingdom 
public support for film is that of ensuring audience access to a wide and 
diverse range of film content. 

In France, the use of public support for film, although sometimes 
criticized as lacking effectiveness (Messerlin, 2000, p. 303), is, 
comparatively speaking, more visibly predicated on promoting cultural 
diversity. The Centre national du cinéma et de l'image animée (CNC) 
supports new releases of French and foreign films and art-house cinemas 
and selected VOD services, provides grants to makers of film and 
television, and provides tax credits to video game producers in situations 
when this adds cultural diversity and diversity of representation of 
culture, including “better representation of French cultural diversity” 
(CNC, 2011, p. 147). 

Another approach often used to promote diversity in national 
broadcasting markets and to encourage provision of indigenous 
audiovisual content is support for state-owned “public service 
broadcasting” (PSB) entities such as the BBC in the United Kingdom or 
NRK in Norway. PSBs benefit from funding through state grants or 
compulsory license fee payments imposed on viewers and sometimes 
from preferential access to infrastructure and coverage of public events. 
The potential for state aid to broadcasters to distort market competition 
has often been a subject for complaint and controversy at national and 
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European levels (Donders & Pauwels, 2008) but a consensus remains 
that the unique socio-cultural importance of public service content 
provision justifies exceptional treatment.   

As well as providing support for national PSBs, some countries and 
regions give special grants to support minority language broadcast 
services in order to promote linguistic and cultural diversity. In Ireland, 
for example, state support helped with the founding of Irish language 
television station TG4 (previously Telifís na Gaeilge) in 1996 and state 
support still contributes substantially to its operating costs.   

The landscape of regulation for audiovisual industries is complicated 
and, at times, subject to conflicting cross-currents because, at the same 
time as wanting to promote and protect cultural diversity, many countries 
are also keen to foster the circumstances in which their own indigenous 
television and film production companies will become more 
commercially successful and more competitive in international markets. 
This section reviews the European Union experience. The various 
ambitions expressed by the European Union in relation to the audiovisual 
sector provide a good demonstration of how multi-faceted the nature of 
policy agendas in this area tends to be and the scope for conflict between 
liberalizing versus protective impulses (Schlesinger, 1997).  

One abiding concern in European policy documents and speeches 
has been the competitiveness of European audiovisual industries and the 
need for a legislative framework that maximizes “economic growth and 
the potential creation of jobs” (Europa, 2005). The cultural and social 
dimensions of audiovisual services are, however, also very strongly 
recognized. Culture is regarded as a vital asset and so, as argued by the 
European Commission Vice-President for the Digital Agenda, it is 
“essential that our cultural diversity must be defended tooth and claw 
(‘bec et ongles’) (Kroes, 2010).  

Another concern strongly evident in European policy documents and 
statements is also a wish to foster the development of strong European 
players that can compete more effectively against the strength of 
audiovisual suppliers from the United States and elsewhere. Audiovisual 



318 G. Doyle 

services, as a component of what is now termed the “digital economy,” 
are imbued with high hopes of how they may contribute to the “Europe 
2020” strategy of economic revitalization and growth (Barber, 2010, 
CEC, 2010a; 2010b). The audiovisual sector “directly employs over one 
million people in the EU” (CEC, 2011) and so is seen as very important 
in terms of opportunities for future employment and wealth creation, etc. 

As well as creating prosperity, however, the role that cultural sectors 
such as film and television play in sustaining identities and promoting 
tolerance and social cohesiveness is well recognized in Europe (CEC, 
2007a, p. 2). One of the aspirations that surfaces frequently in policy 
documents is that of safeguarding indigenous European languages and 
cultures. There is also a desire to promote pluralism and diversity. 
Audiovisual media are key to these policy aims too.  

Another powerful cross-current helping to shape audiovisual policies 
is awareness of the ways that technology is changing the television 
industry and a desire to avoid over-weaning or excessive regulation that 
might stifle local players or prevent them from adjusting and 
capitalizing. A pro-liberal stance was exemplified when, ahead of the last 
set of revisions to what is now known as the Audiovisual Media Services 
Directive, 2007 (previously the Television Without Frontiers Directive, 
1989), former European Commissioner Viviane Reding declared that her 
aim was “for Europe’s audiovisual content industry to flourish under one 
of the most modern and flexible set of rules in the world” (Reding, cited 
in CEC, 2005, p. 1). The prospect of an enlarged collective market for 
audiovisual products and services across Europe is seen as holding out 
the promise of greater economies of scale for indigenous content 
producers:

National boundaries must … be crossed if Europe’s digital content industry is to 
benefit from single market economies of scale (CEC, 2007a, p. 2). 

Despite growth of the internet and the removal of legislative barriers 
to the free circulation of television across Europe, however, the 
development of a pan-European audience seems as unlikely now as it 
ever was. Cultural and linguistic variations across Europe provide a 
major part of the explanation for this. Further, as new technologies have 
multiplied, the available avenues for distribution, far from moving 
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towards a “single” market, European audiences have tended to fragment 
and splinter further. All the available trade data clearly suggest that 
United States-made rather than European works have predominated in 
cross-border circulation of audiovisual content across Europe in recent 
years (EAO, 2009). 

In many European countries including, notably, France, therefore, 
the perception prevails that local producers simply cannot compete on 
equal terms with United States exporters who, typically, will have 
recouped most of their costs in their own home market and can therefore 
sell single transmission rights to importing broadcasters at a relatively 
low cost. A protective policy stance is therefore justified and, in many 
instances, is actually needed as a corrective to prevent excessive market 
dominance and to widen market access so as to add to diversity of voices 
and content. 

It is sometimes argued that any problems related to sustaining 
diversity and pluralism will be resolved by new technologies and by the 
arrival and growth of the internet. It is true that audiences, especially 
those in developed media economies, now have access to vastly 
increased volumes of content across multiple digital platforms compared 
to the old analogue era of predominantly linear broadcast television. 
Whether more distribution platforms and extended opportunities for 
access to content are, however, conducive to greater diversity in 
audiovisual consumption patterns is highly questionable.   

Recent research on the restructuring of the television industry from 
linear broadcasting to multi-platform distribution tends to suggests that 
much of the additional volume of content circulating on digital platforms 
is effectively recycled or reflects multiple versions of narratives being 
generated out of the same individual stories and content properties 
(Doyle, 2010). Indeed, rather than contributing positively towards greater 
diversity and choice, distribution across multiple digital platforms is in 
some senses liable to encourage standardization around safe and popular 
entertainment themes and brands that are most likely to resonate 
immediately with audiences (Doyle, 2010). 

Despite technological changes, the same economic imperatives apply 
as before. As avenues for distribution multiply, high-profile audiovisual 
content and service brands that can achieve impact and visibility across 
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platforms are more, not less, likely to predominate. Accordingly, from 
the point of view of regulation, the need to intervene on grounds of 
protecting diversity—if that is what is desired politically—is not 
necessarily going to be eradicated by new technologies. As more 
distribution and greater interactivity on digital platforms continue, 
however, to transform patterns of audiovisual supply and consumption, 
the challenge of adjusting policy to the newly emerging competitive 
market circumstances may prove increasingly difficult. 

Intellectual property rights play a role in shaping international trade. As 
global infrastructures for transfrontier distribution of audiovisual 
material continue to improve, the adequacy of existing frameworks for 
transnational coordination of copyright has become subject to many 
challenges. The development of online piracy, which has accompanied 
growth of the internet, has caused particular concern. In the digital era, 
making copies of audiovisual works and/or distributing them widely is 
relatively easy. Unrestricted copying, however, impairs the ability of 
owners and authors to earn revenue and so digital piracy is seen as 
impeding industry growth and hampering international trade in the 
audiovisual industry (USITC, 2001, p. xvii). 

One key challenge is that recent changes in technology have made it 
very much more difficult for regulators to enforce copyright. 
Unauthorized copying has always existed but digital technology has, in 
many cases, reduced the costs of copying and redistributing copies to 
virtually zero. In the internet era, the opportunities and temptations to 
make and pass on copies of protected works through digital file sharing 
have increased vastly. As copying and transnational exchange of content 
has become almost effortless, it is increasingly difficult for content 
suppliers to retain control over unauthorized usage of their work. Tracing 
and tracking down online copyright infringers can be quite difficult 
because of the amount of detailed information that needs to be secured 
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from internet service providers (Freeman, 2008, p. 122) and because of 
the porous and borderless nature of the internet.

From the point of view of the creators and owners of rights to 
audiovisual works, the relative ease of digital copying and redistribution 
has amplified the need for an effective copyright regime (Levine, 2011). 
For rights owners, the need for a tough and effective regime, and for a 
regime that is coordinated and enforced internationally, is stronger than 
ever. The challenges and costs involved in enforcement are, however, 
significant, particularly at the international level. 

Aside from growing doubts about the technical feasibility of 
enforcing copyright in a more globalized digital future, a second 
difficulty is differing attitudes on the part of national governments with 
regard to the need for and desirability of full and proper enforcement of 
rights protection. Despite international agreements, the will to actually 
implement and uphold copyright at ground level is not shared with equal 
enthusiasm in all countries. Countries such as, for example, the People’s 
Republic of China and the Philippines have been characterized by weak 
enforcement of copyright related to audiovisual works and by high levels 
of piracy in recent years (Cocq & Levy, 2006, p. 79; Edgecliffe-Johnson, 
2011). Digital piracy has also been prevalent in the Republic of Korea, 
where levels of connection to an exceptionally well-advanced internet 
infrastructure are high (Cocq & Levy, 2006, p. 79; Edgecliffe-Johnson, 
2011). Internet piracy is also growing in other territories including 
Europe, North America, and South Africa (MPAA, 2010). 

Work on trade agreements has been important in addressing 
inconsistencies in approach but, even so, the fate of transnational 
coordination of copyright is uncertain because, against a background of 
ongoing technological change, copyright is increasingly a site for divided 
opinions. Tensions exist between differing ideological positions and 
interest groups whose interpretations of the implications of changing 
technology are markedly different. A key battleground here is between 
those who believe that, whatever the nature of new delivery platforms, 
what is required is strict enforcement of copyright measures in order to 
protect the interests of content owners and to support audiovisual 
production industries versus, on the other hand, those who think that 
because of the radically different nature of digital platforms, copyright is 
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perhaps no longer a feasible way to incentivize and reward content 
creation (Brown, 2009).   

It is well recognized that copyright involves a trade-off between 
underproduction and underconsumption of creative outputs (Handke, 
2010). For some, including the Motion Picture Association of America 
(MPAA), continued and strengthened protection for copyright is seen as 
vital to the successful development of audiovisual content supply 
industries, notwithstanding digital platforms (USITC, 2011, pp. 3–11). 
Others, however, take the view that adjustment and liberalization of 
current approaches are necessary because the assumptions underlying 
traditional copyright law are now out-of-date and apt to stifle innovation 
(Lessig, 2005; Hargreaves, 2011, p. 1). The potentially stifling effect that 
copyright can have on follow-up creations has long been recognized as a 
costly drawback (Landes & Posner, 1989). While digitization has 
brought greater emphasis on integration and mixing of existing copyright 
material within new works, an emerging concern is that the prevailing 
approach tilts the balance of interests too far in favor of “first generation” 
creators at the expense of new forms of innovation (Lilley, 2006; Lessig, 
2009). The fact remains, however, that creation of original audiovisual 
works is an expensive business and, in the absence of effective copyright 
protection, it is not obvious how producers could recoup the expenses 
involved. Digitization has therefore caused a reassessment of the costs 
and benefits involved in allowing owners to monopolize their works and 
has made it more challenging for national and international regulators to 
build consensus around what constitutes the correct balance between 
incentivizing and rewarding creative production and ensuring that 
consumers can extract maximum value from protected works.  

The transition to more porous international markets raises new questions 
in relation to the policing of transfrontier overspill of copyright protected 
works. Recent debate in Australia concerning removal of parallel import 
restrictions affecting books provides an example of how protections 
based on territorial demarcations have become increasingly contentious 
(Australian Government, Productivity Commission, 2009). One 
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particular difficulty that stands in the way of a more effective 
international approach towards copyright is that regulators operating at 
different levels have, on occasion, adopted conflicting positions about 
what stance ought to be taken in relation to transfrontier overspill of 
content. Does unauthorized cross-frontier spillage need to be stamped out 
because it constitutes a threat to the livelihoods of owners of intellectual 
property rights, or should re-transmission across national frontiers be 
embraced as part and parcel of the growth of international trade from 
which industry at large and consumers stand to gain? These are 
troublesome questions in the context of collective free trade areas such as 
the European Union, as was demonstrated by the recent so-called “pub 
landlady” case. 

The “pub landlady” case centers around United Kingdom-based 
publican Karen Murphy who, rather than paying high tariffs to local 
broadcaster BSkyB, instead chose to show English Premier League 
football games using an imported satellite card from a Greek broadcaster. 
Because BSkyB had bought the rights to screen league matches in the 
United Kingdom, however, a United Kingdom court in 2006 fined Ms 
Murphy £8,000 for breach of copyright. When the case was appealed at 
the European level, however, the European Court of Justice (ECJ), rather 
than upholding the national position, instead ruled in favor of Ms 
Murphy (Blitz & Fenton, 2011). The ECJ held that “national legislation 
which prohibits the import, sale or use of foreign decoder cards is 
contrary to the freedom to provide services and cannot be justified” 
(EJC, 2011). The ECJ’s position is that European broadcasters should be 
allowed to offer their content across Europe regardless of existing 
exclusivity deals and viewers should be free to choose to watch 
whichever European broadcast service is offering access to football 
games at the cheapest price. 

The ECJ ruling makes it clear that protection of copyright does not 
provide a sufficient justification to impede the free movement of goods 
and services across Europe. From the point of view of promoting the free 
market, the ECJ’s reluctance to penalize re-transmission of services 
across European frontiers is understandable. On the other hand, the 
prospect that audiovisual content owners may find it difficult in future to 
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market their rights on a territory-by-territory basis has quite far-reaching 
commercial implications. 

Market demarcations across Europe historically may have been 
shaped at least partly by culture and language, but the logic driving 
contemporary strategies of territorial segmentation on the part of 
television rights owners is economic, the aim being to extract as much 
consumer surplus as possible in each national market. The accepted 
convention over many years has been that, in order to maximize revenue 
from exploitation of content assets, rights owners can and will market 
their wares on an exclusive, territory-by-territory basis, with differential 
pricing based on local demand and other market conditions. The United 
Kingdom, Norway, France, or Greece are all separate territories for the 
purposes of licensing television rights and the acquisition of rights by a 
broadcaster in one country is always accompanied by an obligation to 
ensure compliance with territorial limitations. Therefore, the notion that 
such obligations are incompatible with European Union law raises a 
potentially serious threat to the revenue strategies of content creation 
industries (Fenton, 2011). Territoriality is “the linchpin for making 
money from intellectual property rights”—the strategy of selling rights 
on an exclusive territory-by-territory basis is essential to maximizing 
revenues from, and therefore encouraging re-investment in, content 
production (Garrett, 2011). Outlawing territoriality will make it more 
difficult for rights owners to unlock the full value of their intellectual 
property assets. One possible response on the part of rights owners would 
be, in order to protect against diminution of revenues from the larger and 
more lucrative pay television markets in the European Union, to simply 
stop selling in smaller European markets that yield a relatively low 
commercial return but a high risk of transfrontier leakage. Accordingly, 
to the extent that transnational efforts to sustain open markets make it 
untenable to market rights on a territory-by-territory basis across Europe 
or in other free trade zones then, paradoxically, this could diminish the 
commercial incentives towards expansion of international trade in 
audiovisual services.    
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Although television broadcasting remains a surprisingly national 
phenomenon, internationalization has occurred, driven by increasing 
global demand for finished feature films, television programs, and 
formats. Much of the available data for exports and imports of film and 
television confirms a predominantly one-way outflow of traffic from the 
United States to other territories worldwide. In addition, however, a 
number of regional markets have developed in which indigenous content 
may predominate. The vibrancy and success of production and 
distribution of domestic film products within India provides one 
example. Growing levels of exports of Korean audiovisual products into 
neighboring regional markets including Japan and the People’s Republic 
of China in recent years provides another example. Some regional 
markets, e.g., the People’s Republic of China, are growing rapidly and, 
as the physical infrastructure of the internet improves, it is likely that 
cross-border flows of audiovisual content will increase. 

The dominance of United States suppliers in international trade in 
audiovisual services is accounted for by a number of historic, market, 
and economic factors. As discussed in Part 1 of this chapter, the 
economics of audiovisual industries are such that content suppliers in 
large and wealthy markets who succeed in developing their capital bases 
will be at an advantage relative to less well-resourced rivals in smaller, 
less affluent and/or minority-language markets when it comes to exports 
and international trade. In television, United States suppliers benefit from 
producing for a large and wealthy domestic market and from making 
content in English, the dominant language in international markets for 
audiovisual services. In the film industry, size and vertically integrated 
structure are key explanatory factors in the success of the Hollywood 
majors. Although production and trade in indigenous audiovisual output 
has been increasing in some regional markets over recent years, there is 
little prospect that the unique circumstances that have given rise to the 
predominance currently enjoyed by United States exporters will be 
repeated elsewhere—say, in the film or television production sector of an 
emerging economy. Nor will advancing technology dramatically alter 
current trends because, as discussed above, wider distribution and choice 
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is likely to magnify the advantages enjoyed by predominant suppliers of 
high-profile audiovisual content properties and brands. 

To some extent, existing positions of dominance within audiovisual 
markets can be seen as the greatest impediment to more fluid 
international trade flows.   It is difficult to escape the conclusion that the 
consistent success of a handful of vertically -integrated film studios in 
ensuring that their own output dominates exhibition in worldwide 
markets makes it more difficult for other, “‘independent’” film suppliers 
to gain comparable access to domestic and international markets. This 
factor is generally much more influential in shaping international trade in 
audiovisual services than tariffs or quotas imposed locally. 

It is important that the ambition of sustaining open markets be 
reconciled with cultural policy objectives. Because of the perceived 
cultural and economic importance of audiovisual provision, many 
countries choose to instigate special policy initiatives to counter the risk 
of market dominance, particularly by overseas suppliers. As discussed in 
Part 2 of this chapter, structural interventions that limit the permitted 
extent of ownership (of television broadcasting in particular) are not 
uncommon. Curbs on ownership of audiovisual media do sometimes 
specifically exclude non-domestic companies and individuals and so 
these measures can and do sometimes act to restrict market participation 
and flows of international trade. Another sort of potentially 
discriminatory intervention commonly found in television broadcasting 
is the imposition of compulsory domestic content quotas. In addition, 
across Europe, as elsewhere, the use of subsidies and tax incentives to 
promote more production, distribution, and exhibition of indigenous 
audiovisual content is relatively commonplace. 

All such policy measures that favor local producers and discriminate 
against non-domestic suppliers have the potential to restrict and distort 
trade and, in some cases at least, will do exactly that. For example, 
properly enforced quotas that limit the number of foreign films permitted 
entry to a national market may well impede trade and prevent local 
exhibitors from matching supply to underlying market demand. Because 
of lax enforcement, however, the barriers to trade represented by 
measures such as tariffs and content quotas may, on occasion, be 
somewhat illusory. Accordingly, in assessing the impact of 
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discriminatory measures on audiovisual trade, it is not simply the 
presence of measures that counts but also the extent of enforcement 
(Andreano & Iapadre, 2004, p. 111). 

The question of whether, in practice, measures that support local 
producers tend to choke off or widen access needs, however, to be 
judged carefully and on a case-by-case basis. Evidence emerging from 
the available data on international trade in audiovisual services as to the 
extent of any cause-and-effect relationship between special support 
measures and hindrances to trade is far from conclusive. For example, as 
Lange has argued (2011), United States audiovisual markets are 
relatively free of regulations and special support measures but this does 
not appear to have stimulated or been accompanied by especially high 
levels of import penetration in the United States. Conversely, a 
preponderance of special regulations, subsidies, and support measures for 
indigenous audiovisual content production across Europe has done little 
to impede large inflows of film and television outputs from the United 
States to the European Union each year (Andreano & Iapadre, 2004, 
p. 111).  

Weighing up the different measures commonly used to protect 
cultural diversity, it appears that some are better suited than others for 
the simultaneous objective of sustaining open markets. Restrictions that 
prevent excessive concentrations of ownership (whether in foreign or 
domestic hands) are well attuned to achieving both ends. Restraints on 
concentrated ownership of media are frequently used by national 
governments as a means of promoting diversity and a plurality of voices 
in the media which, in turn, are recognized as important for socio-
political and cultural reasons. At the same time, competition-based 
interventions that restrict levels of ownership and cross-ownership of 
media can play a vital economic role in avoiding market dominance and 
preserving more accessible and competitive markets (Doyle, 2002b). 
Accordingly, in the context of reconciling the promotion of cultural 
diversity with preserving open markets, ownership policies can be a 
highly apposite instrument. 

With regard to other measures commonly used to promote and 
protect cultural diversity, subsidies are often viewed as a less trade-
distorting instrument than quotas (Voon, 2007, p. 20). Unlike quotas or 
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special tariffs on imports, subsidies to protect and promote culture (e.g., 
subsidies for local audiovisual production or special grants for public 
service broadcasters and/or minority language services) will extend the 
range and variety of indigenous provision but without erecting trade 
barriers.  Again, therefore, subsidies might be regarded as a particularly 
appropriate measure in the context of balancing “trade and culture” 
(Burri, 2011).  

As discussed above, copyright is another factor that shapes 
international trade in audiovisual services. Although work on trade 
agreements has helped to address inconsistencies in approaches to 
enforcement from one territory to another, some disparities remain and 
audiovisual exporters have pointed to the prevalence of piracy in some 
territories as a deterrent to trade flows. Digitization has added to the 
challenges involved in calibrating international restrictions in such a way 
as to forge greater consensus and, in turn, support for implementation of 
transnational copyright protection. Despite a conviction in some quarters 
that, irrespective of changes in distribution technology, strict and 
effective enforcement of copyright is necessary to protect the interests of 
rights holders, the view that the radically different nature of digital 
platforms means that copyright is no longer a feasible way to incentivize 
and reward creation has gained ground. Protections for copyright remain 
vital in sustaining the development of audiovisual content supply 
industries, but the view that the assumptions underlying traditional 
copyright law are out-of-date and apt to stifle innovation has garnered 
increasing popular and political support in recent years. Accordingly, 
digitization and growth of the internet have encouraged divided positions 
and, at the same time, have made enforcement of copyright more 
difficult and costly. 

While copyright needs to be tackled and coordinated internationally 
to facilitate greater trade flows, it is also an area in which—because of 
tensions between differing ideological positions and interest groups, 
uncertainties caused by changing technologies, and other inherent 
complexities—achieving consensus, particularly international consensus, 
is exceptionally difficult. A further example of a problem has been the 
emergence in Europe of conflict between protection of copyright and 
promotion of free movement of goods and services within the “single” 
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market. The suggestion, raised by a recent ECJ ruling, that territoriality 
may be incompatible with European Union law implies that rights 
owners may be obliged to market their wares differently in future. While 
the intention is to support greater cross-border trade, however, one 
possible outcome of the EJC ruling is that future sales of television rights 
into smaller European markets will be curtailed. A key lesson here is that 
the impetus to liberalize trade in audiovisual needs to be matched by care 
in assessment of how this can best be achieved and taking account of the 
particular circumstances of specific local and national markets. 

Although measures to promote cultural diversity may sometimes be 
at odds with the ambition of sustaining open markets, it is by no means 
obvious that these two aims will always be difficult to reconcile. Indeed, 
the objectives of promoting diversity and of promoting more fluid trade 
in audiovisual content are at times highly compatible. Given the 
tendencies towards market dominance and monopolization in audiovisual 
industries discussed earlier in this chapter, it follows that policy 
interventions that support greater production and distribution of 
indigenous content may sometimes serve to promote wider market access 
and therefore may facilitate rather than hamper trade. There is a risk that 
removal of discriminatory measures that, at face value, threaten to 
restrict trade may, in effect, serve to diminish competition and trade 
flows. Where frictions do occur between sustaining diversity and 
promoting more open trade—and it may be argued that, given the 
economic characteristics of audiovisual industries, such frictions are 
inevitable—processes of reconciliation can draw on long-standing and 
widespread international recognition for the legitimacy of deploying 
appropriate policy instruments when cultural policy objectives are at 
stake. 
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Arpita Mukherjee  

India is a large, multi-religion, multilingual, secular democracy with 
wide cultural diversity. The Indian government acknowledges that a key 
role of the audiovisual sectorb is to preserve and promote the rich and 
diverse cultural heritage of the country, protect democracy, and shape 
public opinion. For this, the audiovisual sector has a quasi-federal 
governance structure, with audiovisual services being regulated by 
central and state governments. The central government regulates general 
policies, and state governments promote state-specific culture and the 
development of audiovisual content in local languages.  

With liberalization of the Indian economy in the 1990s and 
technological developments in audiovisual services globally, the Indian 
audiovisual sector has changed significantly. Liberalization has led to the 
entry of private and foreign companies, and technological developments 
have increased linkages between audiovisual services and other services 
such as telecommunications and information technology. The increasing 
use of computer-generated production and special effects technologies 
has boosted the growth of entertainment software-producing industries. 

aArpita Mukherjee, who is a professor at the Indian Council for Research on International 
Economic Relations (ICRIER), a New Delhi based think-tank, would like to thank Ramneet 
Goswami, ICRIER, for her assistance.  
bThe audiovisual sector encompasses a wide range of services including motion pictures and 
videotape production, projection, distribution, and exhibition; radio and television program 
production, distribution, transmission, and broadcasting; postproduction services; sound 
recording services; and the services of artists, and technicians, among others. This chapter 
broadly includes films, television, radio, music, animation, and postproduction.  
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The emergence of new business models and revenue streams, such as 
television rights, re-make rights, and movie merchandise, has facilitated 
growth and an increase in revenues.  

Today, audiovisual services make up one of the fastest growing 
sectors in India, registering double-digit growth in the past decade. India 
is the world’s largest film-producing country, producing an average of 
1,000 feature films annually in 27 different languages. It is the world’s 
third largest television market, and the radio and terrestrial broadcasting 
network is one of the largest in the world. Due to the availability of low-
cost, skilled human resources, the country has emerged as an important 
outsourcing destination for animation and postproduction services. The 
international market for Indian films, music, and entertainment software 
is increasing quickly. In the past, Indian audiovisual products largely 
catered to non-resident Indians and other South Asians, but in recent 
years, the international audience base has shown a visible increase. Thus, 
India has the potential to become a major exporter of audiovisual 
services.  

After the economic liberalization in the 1990s, private and foreign 
participants entered into the previously state-owned radio and television 
segments. The film industry has been privately owned since its inception, 
with the government as a facilitator that provides support to such areas as 
quality film production and training. With economic liberalization, 
foreign investment has been gradually allowed in different segments of 
audiovisual services. Today, they are mostly privatized and the 
government’s direct presence is limited to only a few areas such as 
terrestrial broadcasting. In some segments such as broadcasting, private 
investments are largely from the corporate sector, while in others, such 
as films and cable television, there are a few corporate and a large 
number of small non-corporate entities. The non-corporate entities 
operate as sole proprietorships or partnerships.  
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The government does not have a mechanism for recording 
audiovisual services revenue. Therefore, no official estimates of the size 
of the Indian audiovisual industry or its contribution to gross domestic 
product or employment are available. Most segments do not have a 
centralized agency to track data and most companies are not willing to 
share their financial information. Some industry associations and 
consultancy organizations have tried to estimate the size of the industry 
and its growth potential (Table 9.1).  

Table 9.1. Estimates of the current and projected size of the Indian audiovisual industry 

(US$ 
billion)

(US$ 
billion)

Pricewaterhouse-
Coopers 

2011 Film, 
television, 
radio, music, 
animation, 
gaming, and 
VFX 

2010–
2015 

9.7 18.9 

Federation of 
Indian Chambers 
of Commerce and 
Industry and 
KPMG India 

2013 Film, 
television, 
radio, music, 
animation 
and VFX, 
and gaming 

2012–
2017 

10.3 21.6 

Federation of 
Indian Chambers 
of Commerce and 
Industry and 
KPMG India 

2011 Film, 
television, 
radio, music, 
animation 
and VFX, 
and gaming 

2007–
2015 

8.1 19.5 

Notes: VFX = visual effects. The values are converted from Rs billion to US$ billion. 
The exchange rate for 2007: Re1.00 = US$0.0242 (average), 2010: Re1.00 = US$0.0218; 
2012: Re1.00 = US$0.0186 (average), http://www.oanda.com 
Sources: Compiled by the author from PricewaterhouseCoopers (2011), Federation of 
Indian Chambers of Commerce and Industry and KPMG (2013), and Federation of Indian 
Chambers of Commerce and Industry and KPMG (2011). 
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As shown in Table 9.1, the coverage and future growth projections of 
these studies vary widely. Although the estimates vary, they all indicate 
an increase in the size of the Indian audiovisual sector. According to the 
latest report of the Federation of Indian Chambers of Commerce and 
Industry (FICCI) and KPMG India (KPMG) (2013), the audiovisual 
industry was valued at US$10.3 billion in 2012. From 2005 to 2012, 
revenue almost doubled, with the television and film segments as the 
major revenue generators. In 2012, they contributed around 87% of total 
revenue. The industry is projected to grow at a rate of 13.9% annually 
from 2012 to 2017, and to reach US$21.6 billion in 2017. The report 
forecasts that the television segment will continue to be the major 
contributor to revenue, followed by films, during 2012–2017. The 
growth rate is expected, however, to be higher for other segments 
(Table 9.2). 

Advertising is a major component of audiovisual sector revenue. In 
2008, advertising revenues for all segments (including television, print, 
radio, and digital advertising) were valued at US$5.1 billion; they grew 
to US$6.1 billion in 2012, with advertising revenues contributing over 
60%. According to a FICCI and KPMG (2013) study, advertising 
revenues are projected to reach US$11.3 billion in 2017, with print and 
television as the major contributors.  

The audiovisual sector is labor-intensive. The National Skill 
Development Corporation (2009), a nonprofit organization, estimated 
that employment in the industry is expected to increase to 2.7 million by 
2018 and four million by 2022 from one million people in 2008. In 2008, 
the industry employed about one million people (directly); this is 
expected to increase to 2.7 million by 2018 and four million by 2022. 
The sector also generates significant employment indirectly in allied 
industries. The Film Federation of India estimates indirect employment 
generation as 1:4, i.e., for one person directly employed in the film 
sector, four indirect employment positions are generated.  
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Table 9.2. Segment size and growth projections for the audiovisual sector (US$ billion) 

Film 1.5 1.8 2.1 2.2 2.5 

Television 3.6 6.5 6.9 7.5 9.0 

Radio 0.1 0.2 0.2 0.3 0.3 

Music 0.2 0.2 0.2 0.2 0.2 
Animation 
and VFX (...) 0.5 0.7 0.7 0.8 

Gaming (...) 0.2 0.3 0.4 0.4 

Total 5.4 9.4 10.3 11.3 13.2 

(%)

Film 2.7 3.1 3.5 11.5 

Television 10.9 13.0 15.2 18.0 

Radio 0.3 0.4 0.5 16.6 

Music 0.3 0.3 0.4 16.2 
Animation 
and VFX 1.0 1.1 1.3 15.8 

Gaming 0.6 0.6 0.8 22.4 

Total 15.8 18.6 21.6 13.9 
Notes: CAGR = compound annual growth rate. VFX = visual effects. The values are 
converted from Rs billion to US$ billion. The exchange rate for 2005: Re1.00 = 
US$0.0227 (average); 2010: Re1.00 = US$0.0218 (average); 2012: Re1.00 = US$0.0186 
(average); 2011 (Jan–Oct): Re1.00 = US$0.0217 (average), and for 2013–2017 the 
exchange rate of 2013 (1 Jan–6 August 2013) Re1.00 = US$0.0179 (average) 
(http://www.oanda.com). P indicates projection for the specified year. 
Source: Compiled by the author from the Federation of Indian Chambers of Commerce 
and Industry and PricewaterhouseCoopers (2008, Table 1, p. 9) and the Federation of 
Indian Chambers of Commerce and Industry and KPMG (2013, Table 1, p. 9). 

Technological developments, such as digitization and the emergence of 
multiple delivery platforms, have been key contributors to sector growth. In 
the past few years, there has been a rapid convergence of technology with an 
increased use of mobile phones and personal computers, and internet 
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connectivity.c The Indian mobile market is growing at a fast pace and more 
than 15 million mobile connections are being added every month. Mobile 
teledensity has increased at a higher rate than fixed line teledensity. In 2010, 
mobiles accounted for 96%d of the total telephone subscribers in India. 
These have become important modes of delivery of audiovisual services. Of 
late, tablets have become a popular delivery platform for news and 
entertainment. The launch of 3rd generation (3G) technology, emerging 
gaming platforms, and innovation in technological devices such as tablets 
has changed the consumption pattern of audiovisual services. A FICCI and 
KPMG (2011) report pointed out that India has become the seventh largest 
global market for social mediae consumption (after the United States, the 
People’s Republic of China, Germany, the Russian Federation, Brazil, and 
the United Kingdom). The digitization of television platforms has led to 
better picture and sound quality for viewers; more transparent distribution of 
revenues for stakeholders in the value chain; and more bandwidth 
availability for broadcasters, giving them the opportunity to provide value-
added services. Digital production in films has reduced film processing and 
storage costs. Digital distribution and exhibition has led to enhanced picture 
quality, reduced costs, shortened release windows, and a wider reach.  

2.1.1. Films 

Films are the most popular form of entertainment in India. The industry 
is privatized and dominated by a few large companies and a number of 
small participants. The global market for motion picture production and 
distribution has an oligopolistic structure, dominated by a few large 
companies. In contrast, the Indian industry is highly fragmented and only 

cFor example, mobile subscribers increased from 13 million in 2002 to 865 million in 2012 
(ICT Statistical Database. http://www.itu.int/en/ITU-D/Statistics/Pages/stat/default.aspx). 
dCalculated by the author from data extracted from ICT Statistics Database, International 
Telecommunication Union (accessed 16 April 2012). 
e Social media refers to the use of web-based and mobile technologies to turn 
communication into interactive and/or public dialogue, for example, internet forums, 
weblogs, and social networking sites.  
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a few large producers distribute their own productions. There are many 
small and medium-sized producers. With only a few pan-India 
distributors, most distributors tend to concentrate in specific regions and 
own distribution rights for such regions. A large number of films are 
produced in India, which has around 400 production houses (FICCI & 
KPMG, 2011). In 2010, about 75 foreign films were released, with 
revenues of US$87 million (PwC, 2011).f The average cost of making a 
film in India (including marketing and distribution) is around US$5 
million, compared with US$60 million in the United States.g  

In 2010, India was the largest film-producing country, with a 
production of 1,274 films followed by the United States (754), the 
People’s Republic of China (526), and Japan (408).h In the same year, 
India had the highest number of cinema admissions (2,706 million) 
followed by the United States (1,237 million) and the People’s Republic 
of China (378 million), and the highest box office revenue of 
US$1.4 billion.i The number of multiplex screens in India is increasing 
rapidly—from 340 in 2005 to 1,000 in 2010 (Deloitte & ASSOCHAM, 
2011).  

The technological developments have resulted in increased quality of 
production, distribution, and exhibition; greater numbers of cinema 
viewers; and higher box office revenues. Multiplexes have led to an 
increase in the number of screens, allowing more films to be exhibited 
simultaneously. At present, the country has about 3,000 digital screens. 
With an increase in the number of digital screens, a film can be exhibited 
in more centers. For instance, in the past, on average, a film was released 
in approximately 250 centers; now it is released in 700 to 800 centers 
(FICCI & KPMG, 2011). Most movies are now shot entirely in digital 
format. The use of 2D (two-dimensional) and 3D (three-dimensional) 

                                                           
fThe 2010 exchange rate: Re1.00 = US$0.0218 (average) (http://www.oanda.com). 
g CelebMirror. http://www.celebmirror.com/2011/10/27/hollywood-vs-bollywood.html 
(accessed 5 August 2013). 
hInternational Comparisons Data, Screen Australia, Table 1. http://www.screenaustralia 
.gov.au/research/statistics/acompfilms.asp (accessed 5 August 2013). 
i International Comparisons Data, Screen Australia, Government of Australia, Table 8. 
http://www.screenaustralia.gov.au/research/statistics/acompadmissions.asp 
(accessed 5 August 2013). 
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graphics and different software packages in film production and 
postproduction is extensive. The time span between the release of a 
movie in cinemas and other mediums has reduced. Movies are released 
through the internet and on direct-to-home (DTH) and cable platforms 
soon after the theatrical release, compared with the earlier practice of 
maintaining a gap of a minimum of 90 days.j 

2.1.2. Television 

The Indian television broadcasting industry comprises the public 
broadcaster (Doordarshan) and private participants (both domestic and 
foreign). India is among the fastest growing cable and satellite market in 
the world. The country has the third largest number of cable and satellite 
subscribers in the world after the People’s Republic of China and the 
United States. The number of households owning a television set 
increased from 146 million in 2011 to 154 million in 2012. In 2012, the 
number of cable and satellite households reached 130 million, accounting 
for 79% of total TV households (FICCI & KPMG, 2013). Prior to the 
liberalization of the 1990s, Doordarshan transmitted a few channels 
through free-to-air terrestrial signals. Post liberalization, with the 
emergence of digitization, CAS, DTH, and internet protocol television 
(IPTV), transmission quality has improved and the number of channels 
and value-added services increased. The number of channels increased 
from 130 in 2000 to 845 in 2012. Today, India has one of the world’s 
highest numbers of news channels (141 channels in 2010) compared with 
36 in the United Kingdom and 51 in the United States (FICCI & KPMG, 
2011). This permits consumers to see a variety of programs in regional 
and local languages, and creates demand for content in local languages. 
The number of digital cable and DTH subscribers increased from five 
million and 28 million in 2010 to 19 million and 44 million respectively 
in 2012. The IPTV subscriber base increased from none in 2009 to 0.5 
million in 2010. In spite of these developments, the distribution market is 
highly fragmented as more than 50,000 local cable operators control 
about 74% of the market (FICCI & KPMG, 2013). 

j Information provided by the Film Federation of India. 
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Indian consumers have become more content conscious and are 
willing to pay a premium price for niche content and platforms that offer 
a better viewing experience. Prior to 1985, the Indian television industry 
was dominated by Hindi movies; the screening of movie-based 
programming and other programs of fictional content was very limited. 
Now, fictional content is popular and dominates the industry. Nonfiction, 
genre-like reality shows are, however, also gaining popularity.  

In the past, many satellite channels were in analogue format and 
free-to-air, and were financed by advertising revenue and subscriptions. 
With digitization and multiplication of channels, competition has 
increased and many channels are now paid channels. Most television 
content-producing companies specialize in a particular type of content. 
UTV (formerly Ulster Television), Balaji, Sri Adikari Brothers 
Television Network, and Creative Eye are some of the key content 
providers in India.  

2.1.3. Radio 

Radio has been the most cost-effective source of entertainment, reaching 
around 99% of the population. With increasing private and foreign 
investment in FM (frequency modulation) channels and the advent of 
satellite radio and community radio, the industry is expected to grow at a 
compound annual growth rate of 16.6% over the next five years 
(Table 9.2). Advertising is one of the major sources of revenue. 
Approximately 60% of revenue comes from private FM broadcasters and 
the balance from AIR (All India Radio), which is the public broadcaster. 
Technological developments have facilitated linkages between the music 
industry, radio, and mobile phones. FM-enabled mobile phones have led 
to an increase in the number of radio listeners. In 2010, the number of 
FM listeners was 55 million (in 91 towns); this is expected to increase to 
122 million by 2015 (FICCI & KPMG, 2011). 

2.1.4. Music 

The Indian music industry is over a century old and has traditionally 
been dominated by film songs and devotional music. With the advent of 
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satellite television, consumers have been increasingly exposed to nonfilm 
albums and remixes, supporting growth of the music industry. The 
industry is also transforming from physical to digital platforms. Sales of 
digital platforms increased from US$43.7 million in 2008 to US$112 
million in 2012 and the share increased from 26% to 57% in the same 
period (FICCI & KPMG, 2013).k The implementation of third generation 
services, increased mobile and broadband penetration, technological 
advancement, and availability of low-cost smart and/or mobile phones 
have been the main drivers behind the growth of the music industry in 
recent years.  

2.1.5. Animation  

With the availability of a large pool of skilled human resources at 
competitive prices, India has emerged as an important outsourcing hub 
for animation and postproduction services. India accounts for around 
10% of the global animation outsourcing market (Deloitte, 2010). In 
India, the cost of animation is lower than in many developed countries. 
For instance, the cost for flash animation content for 30 minutes is 
around US$20,000 in India compared with US$80,000 in the United 
States. Similarly, the cost for 3D animated content for 30 minutes in 
India is estimated to be US$90,000 compared with US$360,000 in the 
United States (FICCI & KPMG, 2010). Cities such as Bengaluru, 
Chennai, Hyderabad, Mumbai, and Thiruvananthapuram have emerged 
as animation hubs. About 70%–80% of the animation revenues of the 
animation industry are from outsourcing; the United States and Europe 
are the major markets.l  

In the past few years, the animation industry has seen certain 
changes. New business models have evolved. With the entry of global 
companies, the creation of original intellectual property, and the ability 
to deliver end-to-end postproduction services have contributed to the 

kThe values are converted from Rs billion to US$ billion. The average exchange rate for 
2008: Re1.00 = US$0.023 and for 2012: Re1.00 = US$0.0186 (http://www.oanda 
.com). 
lLink no longer available. 
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growth of the industry. Earlier, foreign companies outsourced only the 
most basic functions or postproduction work to Indian studios. Now, 
however, Indian studios are capable of doing end-to-end production.m 
This segment has benefited from the well-developed computer services 
sector in India. The country is a leading exporter of computer services in 
the world and has an abundance of skilled human resources. India has 
developed state-of-the-art computer software and hardware platforms 
and a number of software companies have invested in animation. For 
example, the computer software development company, Accel 
Transmatic, has a subsidiary, Accel Animation Studios, to provide 
animation and postproduction services.n 

The World Trade Organization’s (WTO) International Trade Statistics 
categorize audiovisual services as a part of commercial services and 
provide data only for the top 15 audiovisual exporting and importing 
countries. In 2010, the United States, the European Union, and Canada 
were the major exporters of audiovisual services; India was not among 
the world’s top 10 exporters or importers (WTO 2012). A United Nations 
Conference on Trade and Development (UNCTAD) study (2008) 
showed that in 2005 India was the 14th largest importer of films, 
accounting for 0.6% of the world’s total film exports. In the same year, 
India was the sixth largest exporter of films after Canada, the United 
States, and some European Union countries such as Italy, the United 
Kingdom, and France, accounting for 2.5% of the world’s total exports 
of films (UNCTAD, 2008). 

Given the presence of a large non-resident Indian population abroad 
and growing demand for Indian films, India has the potential for greater 
film exports. Currently, Indian films are exported to around 

mFor example Warner Brothers hired Prime Focus, the Indian animation studio with offices 
in North America and the United Kingdom, to convert Clash of the Titans to 3D format. 
n Accel Transmatic. http://acceltransmatic.com/investors_press.html (accessed 5 August 
2013). 
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95 countries.o The United States and the United Kingdom are the major 
markets, followed by Canada, the Middle East, and neighboring South 
and East Asian countries. In recent years, new markets for Indian films 
have been developing in countries such as the People’s Republic of 
China, Israel, and Poland. Many Indian film distribution companies have 
started setting up offices in foreign countries to facilitate film exports. 
For instance, Yash Raj, UTV, Adlabs, and Eros have distribution offices 
in countries such as Australia, the United Arab Emirates (in Dubai), the 
United Kingdom, and the United States. They are also collaborating with 
foreign companies for film distribution. For instance, Palador Pictures, 
an Indian company, is collaborating with KNULP, a French company, to 
distribute films in France. Indian companies are entering into technical 
collaborations with foreign companies to improve production quality. 
Fever 104, an FM channel in India, has a technical collaboration with 
Virgin Radio, Australia.  

Today, leading Indian broadcasters such as Zee, Sony, NDTV Group, 
and UTV Global Broadcasting (UGBL) have established a presence in 
foreign markets through distribution tie-ups. Zee Entertainment 
Enterprises has a presence in Africa, Europe, North America, the Middle 
East, and Southeast Asia. It has targeted programs for international 
audiences, even in local languages. For instance, Zee Network has Zee 
Astro, which is broadcast in Southeast Asia in Bahasa. Indian music 
channels have started to expand internationally. For instance, B4U 
(Bollywood for you) Music, the Hindi film music channel, is available in 
Africa on the digital satellite television platform. This is the only Asian 
music channel in Africa. Universal Music India distributes music around 
the world through the internet by selling music rights. 

Indian production houses are slowly moving up the value chain. In the 
past they mainly did postproduction work outsourced from Hollywood 
studios. They are now, however, aiming to create their own intellectual 
property by collaborating with foreign studios. With the increase in 
popularity of 3D, Indian studios are undertaking a large amount of 2D-to-3D 

o Ministry of Commerce, People’s Republic of China. http://tradeinservices.mofcom. 
gov.cn/upload/2010/10/21/1287645616750_169320.pdf (accessed 5 August 2013). 
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conversion.p Indian production houses such as Prime Focus are providing 
integrated end-to-end postproduction and visual effects services. Prime 
Focus has acquired four companies in the United Kingdom and two in the 
United States. 

In terms of imports, Indian box office revenue is dominated by domestic 
releases; foreign films only generate about 7% of total box office revenue 
(FICCI & KPMG, 2013). Among foreign films, American films dominate 
the Indian market. Indian filmmakers import the latest technology and 
production and postproduction equipment, including movie cameras, camera 
dollies, sound recording equipment, video equipment, and camera lenses, 
from economies such as the United States, the United Kingdom, Singapore, 
Germany, Hong Kong, China, and Japan. About 50 foreign channels, 
including BBC (British Broadcasting Corporation) World, CNN (Cable 
News Network), and Fashion TV, are broadcasting in India.  

Post-liberalization, inward investment in the services sector as a whole 
in India has increased. Currently, the services sector accounts for about 
55% of total foreign direct investment (FDI) inflows. The share of 
audiovisual services in total FDI received by the services sector is small. 
From April 2000 to April 2013, FDI inflows into the information and 
broadcasting sector (including print media) were US$3.4 billion—1.7% of 
the total FDI inflows (DIPP 2013). Companies from the European Union 
and the United States are the major investors in the audiovisual sector. For 
example, Endemol, a United Kingdom-based company, has set up a 
subsidiary in India to produce programs. The United Kingdom-based 
company, 3i, has invested US$45 million in Nimbus Communications, one 
of India’s leading media companies, which provides end-to-end media 
services focusing on broadcasting, advertising, and sports. q  Universal 
Music Group, an American-based music company, has a subsidiary, 
Universal Music India, for distributing recorded music.r Technicolor SA 

pFor instance, Lucasfilm and Prime Focus collaborated for the 3D conversion of Star Wars: 
Episode I—The Phantom Menace for theatrical release. 
qSiliconIndia. http://www.siliconindia.com/shownews/3i_invests_45_M_in_Nimbus 
_Communications-nid-29076-cid-3.html (accessed 5 August 2013). 
rUniversal Music India. http://www.umusicindia.com/faqs.php (accessed 12 December 
2011). 
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(formerly Thomson Multimedia), a French company, has established an 
office in Bengaluru to provide animation and postproduction services. In 
2012 Walt Disney Company, a US company, acquired a majority stake of 
50.4% in UTV Software Communications, an Indian media and 
entertainment company, which is engaged in all activities including 
broadcasting, film production and distribution, television content, gaming, 
and interactive television.s  

Information on India’s outward investment in audiovisual services is 
limited as the Reserve Bank of India, which collects data on outward 
investments, does not publish disaggregated data for audiovisual services. 
The data are often included or aggregated under communications or social 
services. Information collected from individual companies shows that 
some are making outward investments. For instance, Reliance 
MediaWorks, which is involved in film distribution and provides 
animation and postproduction services, has established a presence in 
Japan, the United Kingdom, and the United States.t The company has set 
up Nepal’s first multiplex in Kathmandu. Zee TV has offices in France, 
Germany, and the United Kingdom, while Sony has an office in the United 
Kingdom for telecasting television channels. An Indian music company, 
Saregama India, has established an office in the United Kingdom for music 
distribution. 

India has a quasi-federal governance structure. The audiovisual sector comes 
under the concurrent list in the Indian Constitution, which means that the 
sector can be regulated by both central and state governments. The sector is 
governed by multiple ministries and departments at the central and state 
levels. At the center, the Ministry of Information and Broadcasting is the 
nodal ministry for domestic regulations and for international cooperation in 

shttp://www.livemint.com/Companies/LChPuf2sRfbVNk5n68EXjI/Walt-Disney 
-acquires-controlling-stake-in-UTV.html (accessed 5 August 2013). 
tReliance MediaWorks. http://www.reliancemediaworks.com/AboutUs.aspx.  
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fields such as mass media, film, and broadcasting. The ministry has three 
wings: broadcasting, film, and information, each handling different aspects 
of audiovisual services. In 2004, the government nominated the Telecom 
Regulatory Authority of India (TRAI) as the regulator for the cable, 
broadcast, and telecommunications subsectors. The responsibilities of the 
TRAI include making recommendations to the government on cable and 
broadcasting issues such as increases in the foreign direct investment (FDI) 
limits in the broadcasting subsector and issuing tariff orders and 
amendments in the current regulations. Although the TRAI has a limited 
role in the cable and broadcasting sectors, the nomination of TRAI was 
made on the assumption that there is a convergence of technology between 
the broadcasting and telecommunication sectors and the TRAI can make 
recommendations on technology neutral policies.  

The Department of Culture, under the Ministry of Tourism and 
Culture, is responsible for promoting art and culture and implements 
bilateral cultural agreements for India. Copyright issues are under the 
aegis of the Department of Education, Ministry of Human Resource 
Development; work permits and visas are under the authority of the 
Ministry of External Affairs, which is also involved in signing 
coproduction agreements with foreign countries. With convergence of 
technology, ensuring competition is a key issue in the audiovisual sector. 
The Competition Commission of India was set up in October 2003 under 
the Competition Act, 2002. The responsibility of the Commission is to 
address anticompetitive measures and promote competition. 

The state governments are responsible for exhibitions of 
entertainment products and have flexibility to charge an entertainment 
tax on films, theaters, cable service providers, and other forms of live 
entertainment. The state governments also provide incentives and 
subsidies to promote local culture and language.  

Some of the important regulations governing the audiovisual sector 
include the Cinematograph Act, 1952, which led to the establishment of 
the Central Board of Film Certification, which certifies films for public 
viewing; the Prasar Bharati (Broadcasting Corporation of India) Act, 
1990, which led to the establishment of Prasar Bharati (Doordarshan and 
AIR); the Cable Television Networks (Regulation) Act 1995 and its 
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notifications, which list items such as advertising rules and downlinking 
conditions; and the Copyright Act, 1957 and its various amendments 
relating to copyright issues.  

Liberalization and reforms in the audiovisual sector were a part of the 
overall liberalization and reform process in India that began in the early 
1990s. Prior to the 1990s, the television and radio segments were under 
government monopoly and these sectors were closed for private and 
foreign investments. After liberalization, private and foreign players 
were allowed to invest in television and radio. To facilitate private and 
foreign investment, in 2002, the government removed the ban on 
reception and distribution of television signals on the Ku-band and 
allowed operation of DTH services. On 1 January 2007, the government 
introduced the conditional access system (CAS) in selected cities to 
facilitate the digitization of cable services in India. The government also 
laid down timelines for digitalization and the digitalization process is 
expected to be completed by 31 March 2015.  

From time to time, the government amends and updates guidelines 
related to policy on providing “uplinking” services (from ground stations 
to satellites) introduced in 1998. u It amended the guidelines in 2000, 2005 
and in 2011.  

Private sector participants have been allowed into the radio segment 
in a phased manner. In 1993, the government allowed them to buy 
airtime blocks on All India Radio’s FM channels in selected cities, 
develop program content, and sell advertising time for these blocks to 
advertisers. In March 2000, the government introduced the first phase of 
the FM Radio Policy. In 2005, to attract more private investment, the 
government announced the phase-II policy, and in July 2011, it 
announced the phase-III policy. In the third phase, about 800 licences 
were given for 294 cities, with a total of 839 new FM radio channels 
(Ministry of Information and Broadcasting, 2011).  

u Ministry of Information and Broadcasting. http://mib.nic.in/ShowContent.aspx?uid1 
=2&uid2=84&uid3=0&uid4=0&uid5=0&uid6=0&uid7=0 (accessed 5 August 2013). 
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In India, private players have historically dominated the film sector. 
The sector was, however, closed to foreign investment and there were 
quotas on foreign film imports. In 1992, the government removed the 
quantitative restrictions on film imports. The private film producers used 
to face problems in accessing finance through institutions like banks. To 
facilitate access to finance, the government corporatized the film industry 
and gave it “industry” status in 2000. This enabled producers to list in 
stock markets and secure loans from banks.  

The FDI regime has been progressively liberalized since the 1990s 
and, at present, India has one of the most liberalized FDI audiovisual 
sector regimes in the world. FDI of up to 100% is allowed in films 
(financing, production, distribution, exhibition, and marketing and 
associated services) advertising, television software production, 
animation and graphics and studios.v FDI of up to 74% is allowed in 
headendw-in-the-Sky (HITS), the cable network (multi system operators), 
DTH, mobile television and setting up of up-linking HUB and/or 
teleports through the government route. x  In uplinking of news and 
current affairs television channels, and in terrestrial broadcasting (FM 
radio), FDI of up to 26% is allowed.y Overall, the purpose of the reforms 
and liberalization in the audiovisual sector has been to facilitate 
modernization and encourage the inflow of technology and management 
best practices into this sector.   

The Indian government also provides some subsidies, incentives, and 
benefits to the audiovisual sector. Some of these are only for the public 
broadcaster, while others are applicable to domestic or Indian companies 
and the rest are for all companies, including foreign companies, in the 
specific segment. The purpose of the subsidy is to protect and promote 

vThe automatic route of entry implies that no prior approval is needed from the Reserve 
Bank of India or the government. 
wHeadend refers to a node at which television signals are collected for distribution in 
another network. 
xThe government route of entry means that prior approval is needed from the Foreign 
Investment Promotion Board under the Department of Economic Affairs, Ministry of 
Finance. 
yDepartment of Industrial Policy and Promotion. 2013. Consolidated FDI Policy (Effective 
from 5 April 2013). Government of India, Delhi. 
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culture, to promote technological upgrading, to enable production of 
quality films, to generate skills, and to develop India as an outsourcing 
hub for audiovisual services. 

A significant part of the government budgetary grant is directed to 
television, followed in size by film. In the Eleventh Five Year 
Plan (2007–2012), US$1,093 million was allocated to the Ministry of 
Information & Broadcasting (MIB), out of which US$935 million was 
allocated to broadcasting (AIR and Doordarshan) for digitization and 
modernization of transmission facilities, etc., US$90 million to film for 
digitalization and cultural protection, and the remaining to the 
information sector.z The public broadcaster is partly funded by an annual 
grant voted by Parliament. Preferences are given to the public 
broadcaster for the telecast of important events such as the 
2010 Commonwealth Games. Cable operators must carry two 
Doordarshan channels and one regional language channel in their prime 
band. Prasar Bharati has a monopoly in terrestrial broadcasting.  

Various incentives are offered for skill development. For instance, 
MIB supports two training institutes, the Film and Television Institute of 
India and Satyajit Ray Film and Television Institute, which provide 
training in the art and techniques of filmmaking and television 
production. India is one of the few countries with government-funded 
training institutes. The National Film Development Corporation, which 
the government set up to support low-budget films, provides financing of 
up to US$0.1 millionaa for small-budget feature films, which are usually 
given to Indian/domestic producers or directors, but it also has provisions 
for supporting small budget films coproduced by Indian and foreign 
partners on a public–private partnership basis Every year, the 
government organizes film festivals to provide a platform through which 
Indian filmmakers can interact with their global counterparts and 
showcase their creations. State governments provide incentives to 

zMinistry of Information and Broadcasting. http://mib.nic.in/writereaddata/html_en_files/ 
cca/planning/midtermappraisal.pdf (accessed 5 August 2013). Exchange rate: Re1.00 = 
US$0.0201 (average) (from 3/11/11 to 9/11/11). http://www.oanda.com 
aa Exchange rate is Re1.00 = US$0.0201 (average) (from 3/11/11 to 9/11/11). 
http://www.oanda.com 
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support the growth of the regional film industry. Some states have set up 
state film development corporations to support the production of films in 
local languages. For instance, Maharashtra gives a subsidy for films 
produced in the Marathi language.  

Indian film producers can avail themselves of financial support from 
banks. The Industrial Development Bank of India provides financial 
assistance of not less than US$0.4 million bb  and up to 50% of the 
estimated cost of a film.cc The Export and Import Bank of India provides 
financial support to Indian films that have the potential to generate 
international revenue. 

From time to time, the government provides customs duty 
concessions or exemptions for items such as imported equipment for 
studios and shooting. These can be received by both domestic and 
foreign companies operating in the audiovisual segment. To promote and 
encourage film exports, the revenue earned from exports of film software 
is exempt from income tax. Indian and foreign companies in the 
animation and gaming industry benefit from tax exemptions under the 
Software Technology Parks Scheme, which offers tax and import duty 
concessions and space to 100% export-oriented firms, and “single 
window clearance” for projects. The government grants a tax exemption 
to Indian films that have received national and international awards. 

Some state governments provide concessions for the development of 
infrastructure. For instance, the Gujarat government has provided a 
seven-year tax holiday for the construction of multiplexes, while states 
such as Andhra Pradesh and Maharashtra provide concessional land for 
such development as studio construction and development of film cities. 
These benefits can be taken advantage of by both Indian and foreign 
companies. 

bbExchange rate is Re1.00 = US$0.0201 (average) (from 3/11/11 to 9/11/11). http://www. 
oanda.com 
ccIDBI Bank. http://www.idbi.com/FilmFinancing.asp (accessed 5 August 2013). 
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Copyright protection is essential for the growth of creative industries. In 
India, the Copyright Act, enacted in 1957, was amended in 1983, 1984, 
1992, 1994, 1999, and May 2012 to take into account technological 
changes and to bring domestic regulation up to par with international 
regulations. For instance, the May 1994 amendment reflected the 
provisions of the Berne Convention for the Protection of Literary and 
Artistic Works of 1886 on copyright.dd The 1994 amendment was in 
response to technological changes in communication media, like 
broadcasting and telecasting, and the emergence of new technologies like 
computer software. The 1999 amendment made the Copyright Act, 1957 
fully compatible with trade-related aspects of intellectual property rights 
(TRIPS).ee The 1999 amended law has provisions to protect performers’ 
rights as envisaged in the Rome Convention for the Protection of 
Performers, Producers of Phonograms and Broadcasting Organizations of 
1961.ff In June 2012, India enacted the Copyright (Amendment) Act, 
2012,gg which gives rights to lyricists, composers, and singers as the 
“authors” of literary and musical works in film and to ensure their 
royalties and other benefits from music companies and producers.  

India is a founding member of the World Intellectual Property 
Organization (WIPO),hh established in 1967, and is signatory to its treaties 
such as the Berne Convention for the Protection of Literary and Artistic 

ddThe treaty was adopted on 9 September 1886 and completed on 4 May 1896 in Paris. 
Currently, it has 164 members. http://www.wipo.int/treaties/en/ip/berne/ (accessed 5 August 
2013). 
eeWorld Trade Organization. http://www.wto.org/english/thewto_e/whatis_e/tif_e/agrm7 
_e.htm (accessed 5 August 2013). 
ff World Intellectual Property Organization. http://www.wipo.int/treaties/en/ip/rome/ 
(accessed 5 August 2013). 
gg The full text of the Act is available at http://copyright.gov.in/Documents/CRACT 
_AMNDMNT_2012.pdf (accessed 5 August 2013). 
hhThe World Intellectual Property Organization, a specialized agency of the United Nations, 
is responsible for developing balanced and accessible international intellectual property 
systems. http://www.wipo.int/about-wipo/en/what_is_wipo.html (accessed 5 August 2013). 
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Works of 1886 on copyright.ii On several occasions, WIPO has invited 
India to sign its two internet treaties: the WIPO Copyrights Treaty and the 
WIPO Performances and Phonograms Treaty, jj  which will provide for 
global protection of the rights of copyright holders, performers, and 
producers of phonograms. India has not yet signed these two treaties since 
the domestic regime is evolving. India is trying to bring domestic 
regulations up to par with international regulations. The piracy rate, 
however, is high and this is a major barrier to the growth of the audiovisual 
sector in India. 

In spite of the liberalization and reforms that have occurred, the Indian 
audiovisual sector faces various restrictions and impediments. Some 
impact both domestic private companies and foreign companies, while 
others impact only foreign companies (see Table 9.3).  

As shown in Table 9.3, the FDI restrictions are only applicable to 
foreign companies. Moreover, as shown in Table 9.4, since the FDI 
limitations vary across different segments of audiovisual services, it is 
difficult for foreign companies to have an integrated operation or use the 
best technology. For certain segments such as the cable network and 
DTH, the foreign company has to receive prior approval from the 
Foreign Investment Promotion Board under the Department of Economic 
Affairs, Ministry of Finance.  

 

ii India signed the Berne Convention on 1 April 1928. http://www.wipo.int/treaties/en/ 
ShowResults.jsp?search_what=C&country_id=80C (accessed 5 August 2013). 
jjThe treaties were adopted on 20 December 1996 in Geneva. Currently they have 89 
members including Australia, the People’s Republic of China, the European Union, 
Indonesia, Singapore, and the United States. http://www.wipo.int/treaties/en/ip/wppt/ 
(accessed 5 August 2013).  
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Table 9.3. Restrictions and impediments on domestic and foreign companies in 
audiovisual services 

1 FDI limitations in various 
subsectors 

×  

2 Slow process of implementation 
of regulations 

  

3 High and varied entertainment 
taxes 

  

4 Weak copyright enforcement   
5 Piracy   
6 Certification from the Central 

Board of Film Certification to 
display or release a film 

  

7 Permission and security 
clearance in sensitive 
areas of states such as 
northeastern India, etc. 
for shooting 

  

8 Licence requirements for 
broadcasting 

  

9 Criteria and requirements for 
uplinking of  Indian television 
channels: 

(a) Minimum or mandatory 
capital requirement 

(b) Mandatory commercial 
presence 

(c) Nationality requirement 

×  

10 Criteria and requirements for 
downlinking of Indian television 
channels: 

(a) Minimum or mandatory 
capital requirement 

(b) Mandatory commercial 
presence 

×  

11 Advertisement restrictions on 
certain products 

  

Note: The symbol ‘ ’ means “the restriction is applicable” and the symbol ‘×’ means “the 
restriction is not applicable.” 
Source: Compiled by the author. 
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Table 9.4. Current foreign direct investment in the audiovisual sector 

(%)
Films  100 Automatic 
Advertising 100 Automatic 
Television software production 100 Automatic 
Uplinking of non-news and current affairs 

television channels/down linking of TV 
channels 

100 Government 

Headend-In-The-Sky (HITS)  74 Automatic:  
up to 49%  

 
Government: 
<49%–74% 

Cable network (MSOs operating at national or 
state or district level and undertaking 
upgradation of networks towards 
digitalisation and addressability) 

74 Automatic:  
up to 49%  

 
Government: 
<49%–74% 

Direct-to-home (DTH) 74 Automatic:  
up to 49%  

 
Government: 
<49%–74% 

Mobile Television 74 Automatic:  
up to 49%  

 
Government: 
<49%–74% 

Setting up up-linking HUB and/or/teleports 74 Automatic:  
up to 49%  

 
Government: 
<49%–74% 

Cable network (MSOs not undertaking 
upgradation of networks towards 
digitalisation and addressability and local 
cable operators) 

49 Automatic 

Uplinking of news and current affairs 
television channel 

26 Government 

Terrestrial broadcasting FM (FM radio) 26 Government 
Notes: FM = frequency modulation. MSO = multi-system operator. The automatic route 
of entry implies that no approval is needed from the Reserve Bank of India or the 
government. The government route of entry means that prior approval is needed from the 
Foreign Investment Promotion Board under the Department of Economic Affairs, 
Ministry of Finance.  
Source: Compiled by the author from DIPP (2013). 
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Due to India’s quasi-federal governance structure, sometimes 
regulations and taxes vary across states. The entertainment tax in India 
varies across different states and ranges from 15% to 110% (see 
Table 9.5). This is because the entertainment tax is regulated by the state 
governments and each state has its own policy. Some states, such as 
Punjab and Himachal Pradesh do not charge entertainment taxes. 
At the request of their local film industries, some states have 
imposed higher tax rates on dubbed films while others give tax 
concessions to films in local/regional languages. 

India also has one of the world’s highest corporate tax rates. The 
corporate tax is 30% compared to countries like Singapore, which has a 
tax limit of 17%. This affects both domestic and foreign companies.  

Piracy is a key problem. India is among the top five countries in 
terms of piracy. Piracy in the form of physical CD (compact disk) sales 
and online downloads is high; it is estimated that around 40% to 50% of 
all sales of CDs and online downloads are sales of pirated materials 
(Deloitte & ASSOCHAM, 2011). Although the Copyright Act has been 
amended many times, it is not enforced properly. 

Before a film may be exhibited in India, it has to be certified by the 
Central Board of Film Certification (CBFC). The CBFC sometimes 
creates problems in giving clearances and at times films have to be edited 
to meet its requirements. The film importing company has to provide a 
declaration on stamped paper to the Central Board of Film Certification 
that the imported film does not contain any illegal or pornographic 
material; a synopsis of the film is also required.kk For reprints of foreign 
films, prior permission is needed from the MIB.  

kk Reserve Bank of India. http://www.rbi.org.in/scripts/ECMUserView.aspx?Id=32& 
CatID=10 and Central Board of Film Certification. http://cbfcindia.gov.in/html/uniquepage. 
aspx?unique_page_id=21 (accessed 5 August 2013).  
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Table 9.5. Entertainment tax across different states 

(%)
Tamil Nadu 15 for other films, no tax for Tamil films 

Madhya Pradesh 20 

Kerala 30

Delhi 30

Chhattisgarh 30

Rajasthan 35

Uttaranchal 40

Maharashtra 45 (no tax for Marathi films) 

Karnataka 40 (no tax for local films) 

Andhra Pradesh 21 for films produced outside the state 

8 for low budget films produced in the state 

16 for big budget films produced in the state 

Chandigarh 50

Uttar Pradesh 60 

Bihar 110

West Bengal 10 for Bengali and Nepali films, 30 for other films 

Source: Compiled from the Film Federation of India (http://www.filmfed.org/e-tax.html). 

In India, no major restrictions are placed on the entry of international 
artists, producers, directors, or technicians. There are no special visa 
requirements; they can enter the country with a business visa. 
Permission and security clearances are, however, needed for shooting in 
selected sites and in sensitive areas, such as in northeastern India, or in 
border areas of the country. 

There are several restrictions in the broadcasting subsector. A 
broadcaster is required to have a license to set up operations in the 
country. To provide broadcasting services, a foreign company has to 
establish its commercial presence in India.  
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In most developed countries, uplinking is allowed without 
restrictive conditions, and broadcasters, private companies, or satellite 
management companies can set up their own uplinking stations or hubs 
and provide uplinking services. Although India has significantly 
liberalized its uplinking policy, certain restrictions remain. The 
applicant seeking permission to set up an uplinking hub or teleport or 
wishing to uplink a television channel or to uplink a news agency 
facility must be a company registered in India under the Indian 
Companies Act, 1956 (MIB, 2011a). The company must have a 
minimum net worth of US$0.6 million for the first teleport and US$0.2 
millionll for every additional teleport. To set up an uplinking hub or 
teleports, the foreign equity holding cannot exceed 74%. For uplinking 
of a non-news and current affairs television channel, a foreign company 
must have a minimum net worth of US$1 million for the first television 
channel and US$0.5 millionmm for every additional television channel. 
For uplinking of a news and current affairs television channel, a foreign 
company must have a minimum worth of US$4 million for the first 
news and current affairs television channels and US$1 millionnn for 
every additional television channel. In news channels and current 
affairs television channels, three-quarters of the directors on the board 
of directors of the company and all key executives and editorial staff 
must be Indian nationals (MIB, 2011b).  

MIB’s Downlinking Guidelines (2011b) state that a foreign 
broadcaster must be a registered company in India under the Indian 
Companies Act, 1956. The company must have a commercial presence in 
India and have a minimum net worth of US$1 million in the case of a 
downlinking of the first (non-news or news and current affairs) television 
channel and US$0.5 millionoo for every additional television channel. All 

llExchange rate is Re1.00 = US$0.0201 (average) (from 3/11/11 to 9/11/11). http://www. 
oanda.com 
mmExchange rate is Re1.00 = US$0.0201 (average) (from 3/11/11 to 9/11/11). http://www. 
oanda.com 
nnExchange rate is Re1.00 = US$0.0201 (average) (from 3/11/11 to 9/11/11). http://www. 
oanda.com 
ooExchange rate is Re1.00 = US$0.0201 (average) (from 3/11/11 to 9/11/11). http://www. 
oanda.com 
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sport events must be shared with the local Indian public broadcaster and 
the television rights vary according the sports or the importance of the 
event. The guidelines mandate that news and current affairs channel 
downlinking into India cannot carry advertisements aimed at Indian 
viewers. All channels downlinking into India must subscribe to the 
Program and Advertising Code prescribed under the Cable Television 
Networks (Regulation) Act, 1995. There are some restrictions on 
advertising of certain products such as tobacco products (the advertising 
of tobacco products was banned in 2000).  

As a WTO member, India has been actively participating in the WTO’s 
General Agreement on Trade in Services (GATS) negotiations, which 
include audiovisual services. In recent years, India has signed and is 
engaged in negotiating a number of free trade agreements (FTAs) and 
regional trade agreements (RTAs), which include audiovisual services. 
The country has entered into various bilateral cultural agreements and 
coproduction agreements.  

In the Uruguay Round, India was among the few countries to make 
commitments in audiovisual services. The commitments were restrictive 
and the country only made commitments in motion picture or videotape 
distribution services (see Table 9.6). In this subsector, India did not 
undertake commitments in modes 1 and 2. It made a partial commitment 
to mode 3, and imposed quantitative and qualitative restrictions on film 
imports. The import of foreign films was restricted to 100 titles per year. 
Foreign distributors were only allowed to set up representative offices. 
The national treatment limitation stated that foreign films should be 
certified before display in Indian theaters. Conditions for such 
certification included that the film should have either won an award or 
have participated in any international film festival notified by the MIB. 
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India also took a most-favored nation exemption that allowed it to accord 
preferential treatment to motion pictures and television programs from 
countries with which it has coproduction agreements. This exemption 
was taken to promote cultural exchange; the period of the exemption was 
not specified. 

In spite of their restrictiveness, the commitments did benefit India’s 
trading partners. For instance, since India removed the 100 films per year 
quota on foreign films and the restrictions on dubbing of foreign films in 
1992 after the Uruguay Round commitments, foreign films can be made 
available to the large Indian audience in local languages.  

In the Doha Round, India has been a major proponent of services 
liberalization. Most of the services sectors, including audiovisual 
services, had witnessed significant autonomous liberalization since the 
Uruguay Round. Unlike other services sectors, however, the liberal 
domestic regime was not reflected in India’s Doha Round Revised Offer 
of August 2005pp in audiovisual services. As shown in Table 9.6, India 
did not offer to improve upon its Uruguay Round commitments in 
market access. This is also unlike other sectors such as 
telecommunications, in which India’s offers are more liberal than the 
Uruguay Round commitments. In its Revised Offers, however, India 
offered to remove the restrictions on mode 3 for national treatment. Due 
to the autonomous liberalization, the gap between India’s Doha Round 
offer and the existing regime is noticeable (see Table 9.7). The Indian 
government defended its conservative approach on the grounds that the 
audiovisual sector is a sensitive sector and the country’s rich and wide 
variety of cultures needs to be protected and preserved.  

 

pp National Informatics Centre. http://www.commerce.nic.in/trade/revised_offer1.pdf 
(accessed 5 August 2013). 
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Table 9.6. Market access commitments of India in selected services sectors in the 
Uruguay round and the revised offer 

CPC 
Service sector 
(CPC number) 

Mode 
1 

Mode 
2 

Mode 
3 

Mode 
1 

Mode 
2 

Mode 
3 

 Consultancy 
services related 
to the installation 
of computer 
hardware (1.B.a) 

NC NC PC FC FC FC 

 Software 
implementation 
services (1.B.b) 

NC NC PC FC FC FC 

 Data processing 
services (1.B.c) 

NC NC PC FC FC FC 

 Database 
services (1.B.d) 

NC NC PC FC FC FC 

 Maintenance and 
repair of services 
of office 
machinery and 
equipment 
including 
computers 
(1.B.e) 

NC NC PC FC FC FC 

 Voice Telephone 
Services, wire-
based (i.e., for 
fixed network of 
subscribers) 
(2.C.a) 

NC NC PC NC FC PC 

 Packet-switched 
data 
transmission 
services (2.C.b) 

NC NC NC NC FC PC 

 Circuit-switched 
data transmission 
services (2.C.c) 

NC NC PC NC FC PC 

 Facsimile 
services (2.C.f) 

NC NC PC NC FC PC 

 Private leased 
circuit services 
(2.C.g) 

NC NC PC NC FC PC 

    (Continued) 
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 Electronic mail 
(2.C.h) 

FC NC PC FC FC PC 

 Voice mail 
(2.C.i) 

FC NC PC FC FC PC 

 On-line 
information and 
data base 
retrieval (2.C.j) 

FC NC PC FC FC PC 

 Enhanced/value-
added facsimile 
services, 
including store 
and forward, 
store and retrieve 
(2.C.l) 

FC NC PC FC FC PC 

 On-line 
information 
and/or data 
processing 
(2.C.n) 

FC NC PC FC FC PC 

 Other 
telecommuni-
cations services 
(2.C.o) 

NC NC NC NC FC PC 

 Motion picture 
and videotape 
production and 
distribution 
services (2.D.a) 

NC NC PC NC NC PC 

 Motion picture 
projection 
services (2.D.b) 

NC NC NC NC NC NC 

 Radio and 
television 
services (2.D.c) 

NC NC NC NC NC NC 

 Radio and 
television 
transmission 
services (2.D.d) 

NC NC NC NC NC NC 

 Sound recording 
services (2.D.e) 

NC NC NC NC NC NC 

 Other audiovisual 
services (2.D.f) 

NC NC NC NC NC NC 

Note: CPC = central product classification; FC = full commitment; PC = partial 
commitment (which means commitment with certain restrictions); NC = no commitment. 
Source: Compiled by the author from WTO (1994; 2005). 
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The Doha Round was initially based on a request-offer qq  process. 
Plurilateral negotiationsrr began after the Hong Kong Ministerial Conference 
(December 2005). India, along with 28 other countries, received a 
plurilateral request from Hong Kong, China, Japan, Mexico, Singapore, 
Taipei,China, and the United States to undertake commitments in different 
subsectors of audiovisual services, including motion picture production and 
projection services, videotape production and distribution services, and 
sound recording services.ss The request focused on liberal commitments in 
modes 1 and 2. The mode 3 requests highlighted the need to remove existing 
restrictions like content quotas, foreign equity restrictions, and nationality or 
residency requirements; and to allow greater flexibility in the type of legal 
entity. Those who made plurilateral requests (the demanders) also asked the 
recipients to remove most-favored nation exemptions.  

Since India’s domestic regime is fairly liberal, India is in a position 
to adhere to these requests (see Table 9.7). In fact, it can make 
commitments in modes 1, 2, and 3 in subsectors such as motion picture 
and videotape production and distribution services, advertising services, 
and postproduction services such as visual effects services, animation 
services, and sound recording services, subject to the existing 
regulations. 

As the audiovisual sector is closely interlinked with other sectors 
such as telecommunications and software services, there should be 
synergies in commitments across these sectors. In the Revised Offer, 
India has improved its commitments in computer software and 
telecommunications services, but its commitments in audiovisual 
services are restrictive. Given that the audiovisual sector is undergoing 
rapid changes with technological developments and given that, often, 
service providers have integrated services, there should be synergies in 

qqGeneral Agreement on Trade in Services negotiations are based on a request-offer process 
under which a country makes a bilateral request to its trading partners, which, after taking 
into account the requests from all countries, make an offer. The offers are multilateral—that 
is, all WTO members, whether a country has made a request or not, benefit from them. 
rrIn the plurilateral request-offer process, a group of countries—the demanders—make a 
request to another group—the target countries. 
ss National Informatics Centre. http://commerce.nic.in/trade/Plurilateral%20Requests% 
20in%20Audiovisual%20services.pdf (accessed 5 August 2013). 
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commitments across telecommunications, software, and the audiovisual 
sectors for a secured market access. Also, commitments within and 
across sectors have to be technology neutral so that the service provider 
can select the most suitable technology. This is at present difficult in 
India since the FDI regime is different for different services in the 
audiovisual sector (see Table 9.4).   

To date, India has signed comprehensive FTAs with Japan, Malaysia, 
Singapore, and the Republic of Korea. They cover liberalization of trade 
in goods, services, investment, trade facilitation issues, and cooperation, 
among other things. India is negotiating comprehensive agreements with 
regional blocks such as the European Union and countries such as 
Australia, New Zealand, and Thailand. The existing agreements and 
those being negotiated include audiovisual services.  

In its bilateral agreements, India has given similar commitments in 
motion picture or video distribution services as has been given in the 
Revised Offer submitted to the WTO in August 2005. All the agreements 
(except the agreement with Malaysia) have a separate chapter on 
cooperation in different fields of audiovisual services. For instance, the 
India–Singapore Comprehensive Economic Cooperation Agreement 
(CECA),tt which was signed in June 2005 and which became operational 
in August 2005, has a chapter on cooperation in media, which covers 
cooperation in print media, film, and broadcasting. It includes an 
exchange of views and information between the regulatory authorities of 
both countries. It also focuses on leveraging each other’s competitive 
strengths to develop content and services for the global market, 
encourages the marketing of each other’s media content globally, focuses 
on education and training of media executives, and facilitates 
coproduction of television content and films, among other things. 

ttNational Informatics Centre. http://commerce.nic.in/ceca/toc.htm (accessed 5 August 2013). 
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Table 9.7. Comparison of market access commitments in mode 3 in India’s WTO revised 
offer and autonomous regime 

Motion 
picture and 
videotape 
production 
and 
distribution 
services 

Partial commitment 

(a) Only through 
representative 
offices, which will 
be allowed to 
function as 
branches of 
companies 
incorporated 
outside India. 

(b) Import of titles 
restricted to 100 per 
year. 

100% FDI is allowed in film financing, 
production, distribution, exhibition, 
marketing, and associated services through 
the automatic route. There are no 
quantitative restrictions.  

Motion 
picture 
projection 
services 

No commitment 100% FDI is allowed through the automatic 
route. 

Radio and 
television 
services 

No commitment TV software production:  
100% FDI is allowed through the 
automatic route.  

Cable network:  
MSOs operating at national or state or 
district level and undertaking upgradation 
of networks towards digitalisation and 
addressability: 74% (49% through the 
automatic route, and <49%–74% through 
the government route subject to existing 
regulations, i.e., the Cable Television 
Network (Regulations) Amendment Act, 
2011 and Rules).  

MSOs not undertaking upgradation of 
networks towards digitalisation and 
addressability and local cable operators: 
49% through automatic route subject to 
existing regulations, i.e., the Cable 
Television Network (Regulations) 
Amendment Act, 2011 and Rules.  

(Continued) 
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  DTH:  
74% (49% through the automatic route, 
and <49%–74% through the government 
route subject to existing regulations, i.e., 
the Network (Regulations) Amendment 
Act, 2011 and Rules).  

FM radio:  
26% is allowed through the government 
route subject to prior permission from 
the MIB. 

Radio and 
television 
transmission 
services 

No commitment Uplinking of a non-news and current affairs 
TV channel:  
100% FDI is allowed through the 
government  route subject to certain 
regulations, i.e., the Uplinking  
Policy.  

Downlinking of TV channels:  
100% FDI is allowed through the 
government route subject to certain 
regulations, i.e. the Downlinking Policy. 

Mobile TV:  
74% (49% through the automatic route, 
and <49%–74% through the 
government route subject to existing 
regulations). 

Uplinking of news and current affairs 
television channel:  
26% through the government route 
subject to certain regulations, i.e., the 
Uplinking Policy.

HITS:  
74% (49% through the automatic route, 
and <49%–74% through the 
government route subject to existing 
regulations). 

Sound 
recording 
services 

No commitment Studios:  
100% FDI is allowed through the 
automatic route. 

Other 
audiovisual 
services 

No commitment Advertising:  
100% FDI is allowed through the 
automatic route. 

(Continued) 
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  Setting up up-linking HUB and/or teleports: 
74% FDI is allowed through the 
government route subject to existing 
regulations. 

Animation and graphic services:  
100% FDI is allowed through the 
automatic route.

Notes: FDI = foreign direct investment; MSO = multi-system operator. The automatic 
route of entry implies that no approval is needed from the Reserve Bank of India or the 
government. The government route of entry means that prior approval is needed from the 
Foreign Investment Promotion Board under the Department of Economic Affairs, 
Ministry of Finance. 
Source: Compiled by the author from WTO (2005) and DIPP (2013). 

The India–Republic of Korea Comprehensive Economic Cooperation 
Agreement (CEPA), uu  which was signed in August 2009 and which 
became operational in January 2010, describes cooperation in audiovisual 
content in Article 13.7 under chapter 13: Bilateral Cooperation. Both 
countries agreed to cooperate in the field of audiovisual content such as 
broadcasting programs, film, animation, games, and visual effects. The 
agreement includes exchange programs. The countries agreed to sign a 
coproduction agreement (chapter 9), which will include film, broadcasting 
programs, games, visual effects, and animation for exploitation in theaters 
and on television and digital devices. 

Overall, commitments in audiovisual services in India’s bilateral 
agreements are not WTO-Plus and the country has not been keen to make 
market access commitments, even in subsectors that have been 
autonomously liberalized. Overall, although the autonomous regime is 
quite liberal, the country has a conservative approach to liberalization (or 
opening up the domestic market) in its multilateral, bilateral, and 
regional negotiations. In its FTAs and RTAs, India has a separate chapter 
on cooperation in different subsectors of audiovisual services, which is 
taken here as an indication that India is willing to enter into international 
collaborations in audiovisual services. 

uuNational Informatics Centre. http://commerce.nic.in/trade/india%20korea%20cepa%202009. 
pdf (accessed 5 August 2013). 
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To facilitate the promotion of Indian culture and audiovisual services 
internationally, India has bilateral cultural agreements with 121 countries 
including Brazil, France, Germany, Indonesia, and Singapore.vv These 
agreements are to strengthen cultural links with the objective of 
promoting India’s cultural image internationally.  

At present, India has coproduction agreements for films with 
countries such as Brazil, France, Germany, Italy, New Zealand,ww and 
the United Kingdom (PwC, 2011), and is in the process of signing 
agreements with Australia and Canada. The agreements are to promote 
more coproduction of films and allow national benefits like access to 
funding, incentives, and tax relief for jointly produced films. The 
agreement also allows both countries to avail themselves of the 
advantage of other coproduction treaties of the respective countries. For 
instance, according to the India–United Kingdom coproduction treaty, 
Indian film producers can take advantage of coproduction treaties signed 
by the United Kingdom with six countries (Australia, Canada, France, 
Jamaica, New Zealand, and South Africa), while the United Kingdom 
can similarly leverage India’s agreements with Brazil, Germany, and 
Italy. The other advantage of the agreement is that one country can use 
good filming locations in the other country.  

Strengths of the sector in India include the size of the domestic market 
and its prospects for growth, the scope for exports to Indian communities 
in the rest of the world, the shift in the role of government from 
provision to addressing market failures, and availability of labor 

vvNational Informatics Centre. http://indiaculture.nic.in/indiaculture/cultural-agreement.asp 
(accessed 5 August 2013). 
wwOnfilm Magazine. http://www.onfilm.co.nz/2011/07/01/film-co-production-agreement-
signed-with-india/ (accessed 5 August 2013). 
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resources which has helped in developing the country as an outsourcing 
destination for post-production. One of the key advantages for the 
audiovisual sector is that India is one of the world’s fastest growing 
economies and the fourth-largest economy by purchasing power parity. 
According to the 2011 Census of India report, it has a young population 
(54% of the population is below the age of 25) and a growing middle 
class population, which is shifting from consumption of necessities to 
discretionary consumption.xx This is generating a continuous demand for 
audiovisual services and is enabling the sector to have continuous 
double-digit growth. The Indian market is still unsaturated. India is 
among the few countries in the world to still have a significant number of 
households (about 53% of total households) that do not own a television 
(Census of India, 2011).yy As the country is growing and as per capita 
income is rising, these households will have access to audiovisual 
services. This will in turn contribute to growth of the audiovisual sector.  

India has wide cultural diversity. The strong demand for India-
specific audiovisual production has given the domestic industry a niche 
and secure market. Indian films, music, and television programs are 
appreciated in South and East Asian countries (Bangladesh, Malaysia, 
Pakistan, Singapore, Sri Lanka, and Thailand), in the Middle East and 
Africa, and in countries with large non-resident Indian and South Asian 
populations (such as the United Kingdom and the United States). This 
has provided the industry with a potentially large export market that can 
be exploited.  

Over the years, the audiovisual sector has been significantly 
liberalized, with only a few entry barriers remaining. Government policy 
has focused on maintaining cultural diversity, and on increasing the 
productivity and global competitiveness of the sector. The role of the 
government has shifted from a direct provider of services to that of a 
facilitator—removing barriers faced by the sector and implementing 

xxAt present, more than 40% of consumer spending is on food, but this is expected to 
decline, while spending on nondiscretionary items like wellness products is expected to rise 
(McKinsey & Company, 2007). 
yyFor details, see http://www.censusindia.gov.in/2011census/hlo/hlo_highlights.html (accessed 
8 August 2013). 
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complementary regulations to support its growth. Today, the Indian 
private sector is capable of facing competition. Foreign investors 
consider India to be a lucrative investment destination. This has led to 
the inflow of foreign investment, technical expertise, and global best 
management practices.  

India has inherent advantages in outsourcing. Apart from technical 
expertise, the country has a large pool of talented, English-speaking 
people and the cost of production is lower than in developed countries. 
Technological development and easier access to technology have 
increased demand for services such as music-on-mobile or games in 
mobile phones. Indian consumers are experimenting with different 
technology and this has generated demand for content.  

In spite of these benefits, the audiovisual sector has certain weaknesses 
and faces challenges that may provide a case for policy action. These 
weaknesses and challenges include piracy, lack of consistency in policy 
across agencies, state-level restrictions, and infrastructure and skilled 
labor constraints. 

Piracy is a significant problem. India ranks amongst the top five 
countries in terms of piracy. Piracy through physical CD sales and online 
downloading is suggested to be approximately 40% to 50% (Deloitte and 
ASSOCHAM 2011). Even though the Copyright Act, 1957 has been 
amended on several occasions, it is not enforced adequately. Since 
copyright is under the purview of the Ministry of Human Resource 
Development and the audiovisual sector is under the auspices of the 
MIB, both ministries will have to work in close coordination on issues 
related to copyright violations. The two ministries together should set up 
a nodal agency to deal with matters related to copyright piracy. Laws are 
passed by the central government, but their enforcement is with state 
governments. Therefore, central and state governments need to work in 
close coordination to fight piracy. The central government should also 
sign the WIPO Copyrights Treaty and the WIPO Performances and 
Phonograms Treaty, which will provide for global protection of the 
rights of copyright holders, performers, and producers of phonograms.  
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Because the audiovisual sector is regulated by multiple agencies, 
policy lacks consistency. Although the TRAI regulates broadcasting 
(television and radio) and cable, its role is very restrictive. It can only 
make recommendations but does not have the authority to implement 
them. The multiplicity of regulators has led to multiple clearances, which 
is time-consuming. Given the convergence of technology, a single 
regulatory agency is needed for the sector. To encourage diversified 
content, no restrictions should be placed on the outsourcing of content 
production or leasing of content development equipment.  

State restrictions need to be addressed urgently. While India has one 
of the highest entertainment rates in Asia, this varies across states. 
Moreover, at various stages of production, a service tax is levied, which 
adversely affects the profitability of producers. A reduction in tax rates 
will lower theater ticket prices and thus encourage more people to watch 
films in theaters. Currently, foreign investors are not keen to invest in 
theater construction. Multiple taxes,zz together with high property prices 
in metropolitan areas such as Delhi and Mumbai, act as disincentives for 
foreign investment in multiplexes. Different tax rates across states have 
to be rationalized, and the multiple taxes within each state streamlined 
into a single-point levy. This will ease the burden of tax implementation 
and collection.  

Infrastructure facilities are poor in India and the cost of infrastructure 
such as power is higher than in countries like the People’s Republic of 
China. The number of studios is far lower in India than in competing 
countries such as the Republic of Korea. No Indian studio has so far 
successfully integrated all segments of the value chain to offer large-scale, 
end-to-end services.aaa To support the growth of audiovisual services and 
develop India as an outsourcing hub for production and postproduction 
services, the government needs to provide support for the creation of high-
quality infrastructure. The government should consider setting up 
animation and/or gaming parks that can provide the industry with the 

zzThese include new release taxes, show taxes, service taxes, and other incidental taxes such 
as municipal and property taxes. 
aaahttp://www.techno-preneur.net/information-desk/sciencetech-magazine/2009/July09/ 
Animation.pdf (accessed 5 August 2013). 
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requisite infrastructure and visibility that will fuel growth and enhance the 
quality of Indian animated films. Through appropriate taxes and other 
incentives (for instance, concessional land for studio construction), Indian 
programming and content-providing companies should be encouraged to 
invest in infrastructure (such as studios and sound recording facilities) that 
meets international standards. Concessionary customs duties on imports of 
studio equipment and software would also enable the sector to become 
globally competitive.  

To address the shortage of skilled human resources in audiovisual 
services, the government could work with the industry and academic 
institutes under a public-private partnership model for skill development. 
In India, there are no specialized, full-time, government-recognized 
accredited courses on such subjects as animation and gaming. Hence, 
students pursuing such programs have a sense of insecurity. The 
government needs to recognize degree, diploma, and certificate courses 
that are of international standards. This will help to attract talent.  

The audiovisual services sector is one of the fastest growing sectors in 
India. This chapter shows that the sector has witnessed several changes 
with the liberalization of the Indian economy in the 1990s and 
technological developments. India is an example of a country in which 
liberalization of audiovisual services has not only led to its growth but 
has also increased consumer choice and access to services. There is no 
adverse impact of liberalization and there is a strong demand for Indian 
audiovisual services both in India and abroad. It is expected that the 
industry will continue to grow at a fast pace in the future.  

The discussion also highlights that by playing a role of a facilitator 
rather than imposing direct control over the sector, the government has 
supported the growth of audiovisual services. There are, however, certain 
concerns such as high piracy rates, multiplicity of regulations, and high 
and multiple taxes. Addressing these will not only support growth of the 
sector but also enhance its productivity, efficiency, and global 
competitiveness.  
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India’s liberal autonomous regime is not reflected in its negotiations 
in the WTO and FTAs. India’s commitments in this sector are restrictive 
both in terms of subsectors covered and modes of delivery. Since the 
Indian audiovisual sector is growing quickly, has a niche domestic 
market, has undergone autonomous liberalization, and is internationally 
competitive, the government should change its negotiating strategy in the 
WTO and the FTAs. It should be willing to bind the autonomous regime 
and in return bargain for removal of market access and national treatment 
barriers in markets of export interest. Moreover, there should be 
synergies in commitments across the telecommunications, software, and 
the audiovisual sectors for secured market access. Commitments within 
and across sectors have to be technology neutral so that the service 
provider can select the most suitable technology. The Indian government 
should also aggressively market the potential of this sector in 
international events. This will further enable the sector to grow and 
enhance India’s trade and investment.  
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Yeongkwan Songa

This chapter reviews the economic development and the regulatory 
environment of audiovisual services in the Republic of Korea (hereafter, 
Korea). The chapter specifically examines motion pictures and 
broadcasting, and discusses what drives or hinders the sector’s trade 
potential. Korean motion pictures have benefited greatly from the 
elimination of government censorship, substantial investment capital 
(especially from the 1990s), and frequent invitations from prestigious 
international movie festivals. The trade potential of Korean audiovisual 
services depends on whether Korean audiovisual services providers 
create high quality content that can be shared locally and/or universally. 
As Korea’s film industry has proved in recent times, Korean content does 
have trade potential. The most important prerequisite for high quality 
content is undoubtedly the existence of creative ideas, which would 
certainly be hindered by strong government censorship and controls. The 
restrictive Korean broadcasting sector should learn from the success of 
the Korean film industry in this regard. 

a Fellow, Department of Industry and Service Economy at the Korea Development 
Institute (KDI). This chapter is based upon a paper that was prepared for the ADBI-
OECD Conference on Trade Selected Service Sectors: Tertiary Education, Financial 
Services, and Audio-visual Services, 18–19 January 2012, New Delhi, India. I thank both 
HyunKyung Lee and MinJu Kim, former research associates at KDI, for aiding in the 
collection of the data and in the preparation of tables in this chapter. I am also grateful to 
Douglas H. Brooks and other participants of the ADBI-OECD Conference for their 
helpful comments. 
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According to the World Trade Organization’s (WTO) Services 
Sectorial Classification List, audiovisual services include motion picture 
and video tape production and distribution services, motion picture 
projection services, radio and television services, radio and television 
transmission services, and sound recording (WTO, 1991). The 
development of this sector crucially relies on the quality of content that 
audiovisual services provide to diverse audiences. Technological 
advances, among other things, have affected and transformed the nature 
of this sector; they make it possible for content to be distributed on a 
variety of platforms and devices by diverse operators. They also give 
greater control to consumers over what they want to watch or listen to: 
when, where, and how. The widespread use of telecommunication 
technology allows a greater amount of content to be transmitted within 
and across borders quickly and cheaply. 

Under the General Agreement on Trade in Services (GATS), a 
relatively small number of Members of the WTO have undertaken 
specific commitments in the audiovisual sector (WTO 2010). b  This 
reflects the sensitivity of this sector, which has both economic 
components as well as social and cultural ones. Due to its importance in 
the areas of social cohesion and cultural identity, as well as cultural 
diversity and economic development, audiovisual services are typically 
subject to a wide array of government regulations, which may relate to 
the protection of intellectual property, competition, protection against 
illicit or offensive content, advertising, language requirements as regards 
subtitling and dubbing or, more traditionally, management of the 
broadcast radio spectrum. The WTO acknowledges the complex nature 
of this sector and treats cultural goods and services differently to other 
traded goods and services because of the intrinsic differences of such 
goods and services. 

Government policies play a significant role in the sector. 
Governments may take measures to attain certain cultural objectives, 
including the protection and promotion of domestic cultural content or 
diversity and pluralism and/or the protection and promotion of 

In the WTO, the audiovisual sector has also attracted many “most-favored-nation” 
exemptions.
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intellectual property rights. Nonetheless, various data indicate a rapid 
expansion of international trade in audiovisual services. Although the 
WTO (WTO, 2010) estimates that, when measured on a balance-of-
payments basis, trade in audiovisual and related services represents 
approximately 1% of total commercial services trade, it acknowledges 
that the relative importance varies from country to country. 

The purpose of this chapter is to review the economic development 
and regulatory environment of Korean audiovisual services, specifically 
motion pictures and broadcasting, and to discuss what drives or hinders 
the trade potential of Korean audiovisual services. This chapter first 
reviews Korean market development in the areas of motion pictures and 
broadcasting, including recent economic trends and trade in each sector. 
It then discusses current regulations in these sectors as well as the 
General Agreement on Trade in Services (GATS) and free trade 
agreement (FTA) commitments. It concludes by discussing what drives 
or hinders the trade potential of Korean audiovisual services. 

Korea ranked eighth in the world in terms of the number of motion 
pictures produced in 2008 (WTO, 2010). As for the values of exports and 
imports in 2009, WTO (2011) shows that the country ranked eighth in 
both exports (worth US$198 million) and imports (worth 
US$321 million). Korean films have garnered serious international 
recognition recently, but the development of Korea’s film industry went 
through a very long and bumpy road. For instance, it was hampered by 
Japanese colonization, national division, civil war, authoritative military 
governments, strict censorship, high restrictions, and distorting film 
regulations. The industry appears to have come into being some time 
during the early 1900s, but it was only in the 1990s that Korean cinema 
finally enjoyed a supportive government, a stable economic environment, 
and a sensible film policy. 
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2.1.1. Brief Historyc

The first time a movie was screened in Korea is thought to be in the late 
1890s.d Korea’s first movie theater, Dongdaemun Motion Picture Studio 
in Seoul, was opened in 1903 and began with the showing of short films 
(James et al., 2002). From 1909 to 1920, a series of theaters were built in 
regional cities, such as Seoul, Busan, and Pyongyang. The first Korean-
made silent features were produced in 1923, but most of the films that 
Korean theaters showed were imported from Europe and the United 
States. Over the following years, several Korean film companies were 
created and gained increasing popularity. Despite this, however, 
Japanese censorship and oppression limited the growth of Korean 
movies. The colonial government censorship board insisted that all 
foreign and domestic feature films be submitted for approval before 
being screened, and police officers were present at theaters for 
screenings. 

After the end of the Japanese colonization in 1945, the Korean War 
broke out on 25 June 1950. Even though the war ended officially on 
27 July 1953, it destroyed much of the country’s film infrastructure. The 
1950s and early 1960s, however, saw the emergence of some of Korea’s 
most talented directors and Korean films enjoyed a golden age during 
this period. With the Armistice of 1953, (then) Republic of Korea 
President Syngman Rhee exempted the country’s film industry from 
taxation in an attempt to rejuvenate the industry. The number of domestic 
productions increased from eight in 1954 to 108 in 1959 and the 
domestic film industry enjoyed an unprecedented surge in box office 
receipts as the public returned to theaters. 

This golden age receded as the new authoritative military 
government substantially increased its control over all aspects of the film 

cThis summary is mainly based on Paquet (2010). 
dAccording to the 19 October 1897 issue of The Times, “Motion pictures have finally 
been introduced into Joseon, a country located in the Far East. In October 1897, motion 
pictures were screened for the public in Jingogae, Bukchon, in a shabby barrack that was 
borrowed from a Chinese owner for three days. The works screened included short films 
and documentary films produced by France’s Pathe Pictures” (see Wikipedia: 
http://en.wikipedia.org/wiki/Cinema_of_Korea#cite_note-6). 
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industry. The Motion Picture Law, 1963 limited the number of films 
produced and imported under a strict quota system, and cut down the 
number of domestic film-production companies from 71 to 16 within a 
year. Government censorship became very strict, focusing mainly on any 
hint of pro-communist messages or obscenity. Such restrictive policies 
would ultimately have a severe effect on the industry’s creativity. 
Increased levels of government control and censorship of the film 
industry continued in the 1970s. In addition, the sudden growth of 
television ownership in the late 1960s created extra competition for 
Korean filmmakers: movie-theater attendance dropped by about one-
third in the 1970s. The Korean film industry entered a long period of 
declining admissions, producing low quality movies with limited 
subjects, ideas, and budgets.e

The 1980s saw a major transformation of the Korean film industry, 
with several important developments. Though theater attendance 
remained low throughout the 1980s, the film industry won increasing 
recognition from the international film community and there was a 
gradual easing of government control and political censorship. The 
Republic of Korea’s films reached an international audience for the first 
time when the Korean movie Mandala, directed by Kwon-Taek Im, won 
the Grand Prix at the Hawaii Film Festival in 1981.f A revision to the 
Motion Picture Law in 1984 also permitted, under certain circumstances, 
independent production, which had formerly been illegal. In the late 
1980s, the newly elected president, Tae-woo Roh, began the gradual 
elimination of government censorship of political expression in films. 
The result of these changes was that, by the late 1980s, a new generation 

eThe military government established the Korean Motion Picture Promotion Corporation 
(the precursor to the Korean Film Council) in 1973 and the Korean Film Archive in the 
following year in an effort to revive the industry. The Korean Motion Picture Promotion 
Corporation, however, was primarily created to control the film industry and to support 
censorship and the government’s ideals, so Korean cinema did not reverse its commercial 
slide until the mid-1990s. 
fAfter this award, director Im became the first Korean director in years to have his films 
shown at European film festivals. His films have won numerous awards at international 
film festivals. He was awarded the Best Director award at the Cannes Film Festival in 
2002 and an honorary Golden Bear award at the Berlin Film Festival in 2005. 



382 Y. Song 

 

of young movie producers had entered the film industry, and their new 
approaches to filmmaking enabled the production of more diverse 
Korean movies. 

All these transformations had a positive effect on the Korean film 
industry. There was also, however, a gradual loss of audiences from the 
late 1980s. In 1988, a change in policy lifted import restrictions on 
foreign films and also allowed Hollywood companies to set up branch 
offices in Korea. This policy change led to the Screen Quota System, 
which obliged theaters to screen Korean features for at least 146 days a 
year. At that time, it was the only protection measure against foreign 
competition for the indigenous film industry.g Over the next few years, 
domestic films would gradually lose their market share, reaching a low 
point in 1993 when Korean cinema made up only 16% of overall 
attendance figures. 

Korean cinema entered a new era in the 1990s when Korea’s major 
conglomerates entered the film industry. In 1992, Samsung, one of the 
Republic of Korea’s five major conglomerates, the so-called chaebols, 
became the first chaebol to finance a movie production. The 
conglomerates helped to transform the structure of the business by 
introducing a vertically integrated system, in which the financing, 
production, exhibition, distribution, and video release of films were all 
controlled by a single company. Although many chaebols, including 
Samsung, dropped out of the industry after the 1997 financial crisis, 
several major conglomerates remain as the industry’s most powerful 
players to the present day. After the 1990s, Korean movies improved 
drastically in terms of quality and diversity of themes, and began to 
produce a string of box office hits. 

2.1.2. Recent Market Trends 

The Motion Picture Association of America (MPAA, 2013) reports that 
global box office receipts for films reached US$34.7 billion in 2012, up 
over 6% from the 2011 level. This increase was boosted by box office 

                                                           
gThe screen quota system has been highly controversial in Korea. Several studies, however, 
including Lee and Bae (2004) and Lee et al. (2008), cast doubt upon its efficiency. 
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increases in markets outside the United States and Canada that reached 
US$23.9 billion, which made up 69% of the worldwide total. In terms of 
United States dollars, international box office receipts outside the United 
States and Canada were up 32% over five year ago, mainly due to growth 
in China, Russia and Brazil. Box office receipts in the Asia Pacific 
region increased annually by 15% in 2012. Although all major markets in 
the Asia Pacific region grew in 2012 in United States dollar terms, the 
largest increase in overall box office value for all films occurred in the 
People’s Republic of China, which became the largest international 
market ahead of Japan. 

Even though the Korean movie industry was not able to dodge the 
negative impacts of the global financial crisis of 2007–2008, it 
underwent a renaissance of sorts in the 2000s. The number of first-run 
releases increased continuously until 2007, when it reached 392. The 
number fell to 361 in 2009, but surged to 631 in 2012. The year 2012 
was the year that saw the most film releases in the 2000s. After falling 
for the first time in many years in 2008, Korean production levels 
reached a new record high of 229 films in 2012. Domestic film 
accounted for 28% of total films released in 2010. 

Box office receipts in Korea reached around US$1.3 billion in 2012. 
Receipts were over US$1 billion in 2007, but slumped downwards in 
2008 and 2009. In terms of admissions, the year 2010 marked a 
downturn for the Korean film market, but the trend has reversed after 
that. After bouncing back in 2009, with total admissions rising to 
157 million viewers, the market experienced a setback in 2010, with total 
admissions dropping to around 147 million: a 6.6% decrease compared 
with the previous year. The discrepancy between increasing box office 
receipts and decreasing admissions in 2010 resulted from an increase in 
the average cinema ticket price, which was around US$6 in 2009, but 
around US$7 in 2010. This increase was due to the dramatic success of 
James Cameron’s three-dimensional (3D) film Avatar. The weekend 
ticket price for 3D movies in 2010 was around US$14 and the market 
share of 3D movies in terms of revenue increased from 2.2% in 2009 to 
16.5% in 2010. 
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Table 10.1. Number of films produced, imported and released by year, 2003–2012 

80 82 87 110 124 

65 74 83 108 112 

271 285 253 289 404 

175 194 215 237 280 

240 268 298 345 392 

113 158 152 216 229 

108 118 140 150 175 

360 311 381 551 773 

272 243 286 289 456 

380 361 426 439 631 
Source: The annual Korean Film Yearbook and http://www.kobis.or.kr 

Table 10.2. Korean box office receipts and admissions, 2001–2012 

(million) 405.7 505.9 601.7 743.0 877.0 969.2 

32.6 24.7 18.9 23.5 18.0 10.5 

(million) 89.4 105.1 119.5 135.2 145.5 153.4 

38.3 17.7 13.6 13.1 7.7 5.4 

(million) 1,067.5 887.7 857.2 994.9 1,115.6 1,291.3 

10.1 –16.8 –3.4 16.1 12.0 15.7 

(million) 158.8 150.8 157.0 146.8 159.7 194.9 

3.5 –5.0 4.1 –6.5 8.8 22.0 
Source: The annual Korean Film Yearbook and http://www.kobis.or.kr 
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Table 10.3. 3D films released in Korea, 2001–2012 

280 274 240 268 298 345

N/A N/A N/A N/A N/A N/A 

392 380 361 426 439 631 

N/A N/A 7 25 40 49 
Source: The annual Korean Film Yearbook and http://www.kobix.or.kr 

2.1.3. Technological Developments 

In 2010, 3D technology had a huge impact on theaters in Korea. Early in 
the year, the 3D film Avatar became the film with the highest number of 
admissions sold in Korea’s film history. It attracted a viewing audience 
of more than 13.4 million in 2009 and 2010. With this film, Korean 
audiences enthusiastically embraced the advent of 3D technology despite 
the fact that a typical weekend ticket price of a 3D title was almost 
double the price of a regular admission. The unprecedented success of 
Avatar led to a wave of further 3D films in 2010. The number of 3D 
films released in 2010 totaled 25, which represented more than a 350% 
annual increase. Korean film producers are trying to exploit this 
technological advance. The first two Korean 3D films were released in 
2010, but failed to attract significant audience levels. Nonetheless, a 
Korean 3D film, Sector 7, attracted more than two million viewers in 
2011 and 49 3D Korean films was released in 2012. 

With the advent of digital films, theaters in Korea have been 
investing in more tech-savvy facilities. The total number of digital 
screens doubled in the 2000s, while the number of analog screens 
decreased during the same period. Meanwhile, it is easy to notice the 
rapid increase in digital screens. Until 2003, no data were available on 
the number of digital screens in Korea. In 2004, official data show that 
there were four digital screens. In 2010, the total number of digital 
screens was 627 and there was a massive increase in the number of 
digital 3D screens. 
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2.1.4. Exports and Imports 

Exports of Korean motion pictures experienced turbulent fluctuations in 
the 2000s. They reached a peak in 2005 with exports valued at 
US$76 million, but subsequently dropped suddenly in 2006 and only 
amounted to US$20.2 million in 2012. The main cause of this fall in 
2006 was a steep decrease in Korean movie exports to Japan. In 2005, 
Korean cinema exports to Japan amounted to US$60.3 million, which 
was 80% of total exports. This only translates, however, to 
US$10.4 million, which was 43% of total exports in 2006. The 83% 
decline in Korean cinema exports to Japan largely accounted for the huge 
drop in total Korean movie exports in 2006. The total exports declined 
slightly in 2010, but there was a difference between regions. The 
proportion of the total exports that went to Asia decreased by 72.4% in 
2009 to 49.4% in 2010. Meanwhile, exports to Europe rose from 
US$2.3 million in 2009 to US$4.5 million in 2010. 

Table 10.4. Cinema screens by format, 2001–2010 

818 977 1,132 1,451 1,648 

N/A N/A N/A 1,447 1,602 

N/A N/A N/A 4 46 

N/A N/A N/A 0 0 

1,880 1,975 2,004 1,996 2,003 

1,785 1,814 1,836 1,430 870 

95 161 123 437 627 

0 0 45 129 506 
Sources: Korean Film Yearbook 2011. KOFIC. 

Until 1999, foreign films dominated Korean theater and the market 
share of Korean films in terms of admissions was less than 30% for most 
of the 1990s. The share surged, however, to more than 50% in 2001 and 
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has remained over 40% since then. The dominance of Korean film was 
mostly noticeable in 2006, when 64% of theater audiences enjoyed films 
made by Korean producers. Since then, the market share of Korean films 
has reduced and has fluctuated around 50%. It was 58.8% in 2012. 

Table 10.5. Exports of Korean motion pictures (US$), 2001–2012 

11,249,573 14,952,089 30,979,000 58,284,600 

8,271,865 10,499,979 19,024,000 45,327,500 

1,234,600 695,500 4,486,000 2,900,000 

1,566,412 2,365,500 5,724,000 8,245,250 

75,994,580 24,514,728 24,396,215 21,036,540 

66,143,686 17,029,759 9,011,114 12,972,878 

2,014,500 1,959,200 8,775,791 3,134,805 

7,315,970 4,902,054 4,696,326 4,139,480 

14,122,143 13,582,850 15,828,662 20,174,950 

10,228,838 6,712,061 9,012,061 14,439,757 

891,555 1,421,297 1,672,677 2,872,752 

2,372,870 4,518,034 3,522,333 2,455,745 
Source: The annual Korean Film Yearbook and http://www.kobix.or.kr 

The market share of imported movies was over 50% in 2010, but 
slightly more than 40% in 2012. Hollywood movies still dominate 
Korean movie imports. From January to August in 2013, cinema made in 
the United States accounted for more than 38% of the Korean movie 
market, in which the market share of foreign cinema was around 42%. 
Other than Hollywood movies, foreign movies have not attracted much 
attention from Korean audiences. They accounted for less than 4% of the 
Korean film market in this period. 
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Table 10.6. Korean and foreign film box office admissions by year, 1999–2012 

(unit 10,000) 2,172 2,271 4,481 5,082 6,391 

39.70% 35.10% 50.10% 48.30% 53.49% 

(unit 10,000) 3,300 4,191 4,455 5,431 5,556 

60.30% 64.90% 49.90% 51.70% 46.51% 

5,472 6,462 8,936 10,513 11,947 

(unit 10,000) 8,019 8,544 9,791 7,939 6,354 

59.33% 58.71% 63.80% 50.00% 42.13% 

(unit 10,000) 5,498 6,008 5,549 7,938 8,729 

40.67% 41.29% 36.20% 50.00% 57.87% 

13,517 14,552 15,341 15,877 15,083 

(unit 10,000) 7,641 6,940 8,287 11,461 

48.68% 46.52% 51.86% 58.80% 

(unit 10,000) 8,055 7,978 7,686 8,027 

51.32% 53.48% 48.14% 41.20% 

15,696 14,918 15,972 19,489 
Source: The annual Korean Film Yearbook and www.kobis.or.kr 
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Table 10.7. January–August 2013 market share by country 

465 41.4% 42.3% 
183 37.7% 38.9% 
19 0.3% 0.3% 

120 1.7% 1.7% 

107 1.0% 0.9% 

36 0.7% 0.5% 
Source: The annual Korean Film Yearbook and http://www.kobix.or.kr 

The broadcasting industry in Korea consists of radio and television 
stations, cable television stations, satellite television, digital multimedia 
broadcasting (DMB), internet protocol television (IPTV), and program 
providers (PPs) that create content or have acquired the right to broadcast 
taped television and radio programs.h

2.2.1. Brief Historyi

Korean television broadcasting began with channel HLKZ-TV in 1956 (Cho 
et al., 2011). The first full-scale television station, KBS-TV, however, was 
established and began operating on 31 December 1961 (Choi, 2010). The 
second commercial television station, MBC-TV, followed the debut of the 
first commercial television, TBC-TV, in 1969. After 1969, the television 
industry was characterized by furious competition between the three 
networks. 

hSometimes television transmission services are defined to include only terrestrial analog 
broadcasting, while cable and satellite television services are considered to belong to the 
telecommunications sector. This chapter, however, follows the definition of broadcasting 
in Korea’s Broadcasting Act, 2012 and defines all of these services as broadcasting. 
iThis summary is mainly based on Choi (2010). 
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The 1970s were dominated by government intervention in the 
country’s media system. In 1972, the Park Chung-hee administration 
imposed censorship upon media through a martial law decree. The 
government revised the Broadcasting Law, after which the government 
expanded its control on media content by requiring all television and 
radio stations to review programming before and after transmission.  

The 1980s were the golden years for Korea’s television industry. 
Growth was phenomenal in every dimension, including the number of 
programming hours per week, number of television stations, and number 
of television sets. The year 1981 also saw the introduction of color 
television transmissions. After decades of state control and heavy 
censorship, the repressive Basic Press Law was repealed in 1987, and, 
since 1990, the television market has expanded significantly. With the 
enactment of the Broadcasting Law in 1987, the Korean Broadcasting 
Committee was established to oversee all broadcasting in the country. 
The most important feature of this law was that it guaranteed freedom of 
broadcasting. It imposed, however, a strict quota system in which 
television stations were required to allocate at least 10% of their 
broadcasting hours to news programming, 40% to cultural and/or 
educational programming, and 20% to entertainment programming. 

In 1990, the government ended a 27-year-long freeze on new 
commercial licenses and granted a license to SBS-TV. This breakthrough 
paved the way for competition between the public and private networks. 
Another technological breakthrough took place at the beginning of the 
1990s with the introduction of cable television. Also in 1990, the 
government initiated an experimental multi-channel and multi-purpose 
cable television service. In addition, Korea launched its first 
broadcasting/communication satellite in 1995 and its first satellite 
television services in 2002.

New technology continued to bring new broadcasting services in 
Korea. In 2005, Korea became the first country in the world to start 
DMB services. IPTV services took off in 2010. The government set 
31 December 2012 as the deadline for the switchover to digital  
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transmission in Korea. In 2013, Korea converted from analog 
broadcasting to digital broadcasting. 

2.2.2. Recent Market Trends 

The broadcasting industry in Korea experienced substantial growth in the 
2000s. Total revenue grew from less than US$5 billion in 2001 to more 
than US$18 billion in 2011. Much of the revenue increase came from 
PPs and cable television operators. The revenue of PPs increased from 
around US$2 billion in 2001 to more than US$10.3 billion in 2011, while 
that of cable television jumped from US$568 million to US$2.5 billion 
over the same period. More than half of the PP revenue came from home 
shopping channels. Even though the revenue of terrestrial broadcasting, 
including television, radio, and DMB, increased by 15% in 2011 
compared to the previous year, this sector did not experience a 
significant boost over the 2000s. The relative revenue share of satellite 
television and IPTV is still small, but their growth rates were significant 
in 2010. 

Korea embraced new technology and became the first country in the 
world to start Satellite Digital Multimedia Broadcasting (S-DMB) on 1 
May 2005 and Terrestrial Digital Multimedia Broadcasting (T-DMB) 
services on 1 December 2005. IPTV was also starting to take off by mid-
2010. As of 31 March 2012, there were around 500,000 subscribers for 
S-DMB and 5.25 million subscribers for IPTV (KCC, 2012).j After the 
launching of IPTV S-DMB subscribers have declined significantly. 

The broadcasting industry employed 32,444 workers in 2011. Total 
employment in this sector had decreased continuously since 2003, but 
increased by 2.6% in 2008. It increased by 8.6% in 2011. Terrestrial 
broadcasting has been the largest employer, with a 42.5% share of total 
employment, and PPs have been the second largest employers. The 
employment share of cable TV continued to decline over the 2000s. 

jThe Korea Communications Commission does not provide data for T-DMB subscribers. 
T-DMB services providers have shown a sizable deficit since their inception. 
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Table 10.8. Revenue of Korean broadcasting, 2001–2011 

(million) 4,775 7,615 5,988 6,796 

N/A 59.5 –21.4 13.5 

(million) 2,302 2,908 2,977 3,099 

N/A 26.3 2.4 4.1 

(million) 568 717 954 1,211 

N/A 26.2 33.0 27.0 

(million) N/A 51 126 223 

N/A N/A 147.1 77.6 

(million) 1,905 3,939 1,932 2,263 

N/A 106.8 –51.0 17.2 

(million) N/A N/A N/A N/A 

N/A N/A N/A N/A 

  (Continued) 
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(million) 8,432 10,177 11,338 14,496 

24.1 20.7 11.4 27.9 

(million) 3,459 3,880 4,187 3,476 

11.6 12.2 7.9 –17.0 

(million) 1,560 1,950 2,317 2,192 

28.8 25.0 18.8 –5.4 

(million) 360 505 546 459 

61.5 40.3 8.0 –15.9 

(million) 3,053 3,841 4,288 8,370 

34.9 25.8 11.6 95.2 

(million) N/A N/A N/A N/A 

N/A N/A N/A N/A 

  (Continued) 
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(million) 13,817 15,214 18,359 

–4.7 10.1 20.7 

(million) 2,852 3,535 4,053 

–17.9 23.9 15.2 

(million) 1,991 2,293 2,550 

–9.2 15.2 11.2 

(million) 416 758 789 

–9.3 82.1 4.1 

(million) 8,385 8,278 10,392 

0.2 –1.3 2.6 

(million) 173 350 556 

N/A 102.5 5.9 
Note: SO = system operation. RO = retransmission operator. 
Source: Korea Communications Commission (2012).
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Table 10.9. Employment in Korean broadcasting, 2001–2011 

29,107 N/A 31,934 31,645 

N/A N/A N/A –0.9 

13,408 N/A 14,029 14,135 

N/A N/A N/A 0.8 

7,836 N/A 7,924 7,536 

N/A N/A N/A –4.9 

277 N/A 296 296 

N/A N/A N/A 0.0 

7,586 N/A 9,685 9,678 

N/A N/A N/A –0.1 

0 N/A 0 0 

N/A N/A N/A N/A 

  (Continued) 
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30,530 29,308 28,913 29,669 

–3.5 –4.0 –1.3 2.6 

14,024 13,785 13,897 14,013 

–0.8 –1.7 0.8 0.8 

7,537 5,885 5,401 5,695 

0.0 –21.9 –8.2 5.4 

436 459 513 451 

47.3 5.3 11.8 –12.1 

8,533 9,179 9,102 9,510 

–11.8 7.6 –0.8 4.5 
0 0 0 0 

N/A N/A N/A N/A 

  (Continued) 



 Audiovisual Services in the Republic of Korea 397

29,966 29,878 32,443 

1.0 –0.3 8.6 

13,757 13,508 13,809 

–1.8 –1.8 2.2 

5,642 5,160 5,106 

–0.9 –8.5 –1.0 

443 406 354 

–1.8 –8.4 –12.8 

9,718 10,334 12,654 

2.2 6.3 22.5 

406 470 520 

N/A 15.8 10.6 
Source: KCC (2012). 
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2.2.3. Exports and Imports 

Total exports of Korean broadcasting programs enjoyed a surge in 2010, 
amounting to US$215 million, 26.3% more than 2009. In 2011, however, 
they were US$203 million. In 2010 exports of terrestrial broadcasting 
programs increased by 20% and reached US$122 million, while those of 
PPs reported US$5.3 million, which was an 85.1% increase compared to 
the previous year. While Japan was the most important export market for 
Korean programs, the export market shares of Taipei,China, the People’s 
Republic of China, and South-East Asian countries increased significantly 
in 2011.k Program exports to the United States and European countries 
remained minimal in this year. 

Total imports of foreign broadcasting programs were more than half 
of the total exports of Korean programs in 2011. They totaled 
US$128 million and were 20% more than those of 2010. Program 
imports from Korean terrestrial broadcasting stations reduced 
dramatically from US$17.3 million in 2001 to US$4.2 million in 2011. 
This reduction was parallel to a significant increase in their exports of 
programs, which amounted to US$10.9 million in 2001, rising to 
US$158 million in 2011 (Table 10). Meanwhile, PPs were big importers 
of foreign programs: they bought US$123.7 million worth of foreign 
programs but sold only US$5.5 million worth (KCC, 2012). In contrast 
to the export destinations, most imports have come from the United 
States and European countries, such as the United Kingdom. PPs bought 
most of their foreign programs from the United States: imports from the 
United States accounted for US$110 million of the US$123.7 million of 
total PP imports in 2011. 

kSeveral studies examined various aspects of the success of Korean television dramas. 
See, for example, Han et al. (2008), Huang (2011), and Kim et al. (2007). 
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Table 10.10. Exports of Korean terrestrial broadcasting programs (US$1000), 2001–2011 

10,906 18,020 27,267 55,516 
–100.0 –100.0 –100.0 –100.0 

1,157 2,101 5,556 34,937 
–10.6 –11.7 –20.4 –62.9 

2,700 2,398 4,755 5,495 
–24.8 –13.3 –17.4 –9.9 

1,117 1,909 939 991 
–10.2 –10.6 –3.4 –1.8 

2,232 6,452 9,748 8,490 
–20.5 –35.8 –35.7 –15.3 

318 N/A 468 754 
–2.9 –1.7 –1.4 
N/A N/A 1,019 712 

–3.7 –1.3 
N/A N/A 597 540 

  –2.2 –1.0 
N/A N/A 779 784 

    –2.9 –1.4 
N/A N/A N/A 89 

      –0.2 
1,061 N/A 3,225 1,255 
–9.7   –11.8 –2.3 

184 1,051 108 359 
–1.7 –5.8 –0.4 –0.6 

0 N/A 0 0 
0.0   0.0 0.0 

0 85 19 0 
0.0 –0.5 –0.1 0.0 

3 9 0 8 
0.0 0.0 0.0 0.0 

988 0 0 16 
–9.1 0.0 0.0 0.0 

 (Continued) 
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141 N/A 55 302
–1.3 –0.2 –0.5

1,006 N/A 0 784 
–9.2  0.0 –1.4 

102,626 95,379 89,336 91,131 
–100.0 –100.0 –100.0 –100.0 
63,543 45,113 51,259 64,175 

–61.9 –47.3 –57.4 –70.4 

9,238 7,914 5,252 4,491 
–9.0 –8.3 –5.9 –4.9 

3,232 4,057 2,654 3,287 
–3.1 –4.3 –3.0 –3.6 

11,872 20,423 17,113 6,996 
–11.6 –21.4 –19.2 –7.7 

962 831 1,052 838 
–0.9 –0.9 –1.2 –0.9 

1,336 2,541 1,456 1,150 
–1.3 –2.7 –1.6 –1.3 

2,327 3,860 2,465 2,676 
–2.3 –4.0 –2.8 –2.9 

3,996 3,298 1,662 1,695 
–3.9 –3.5 –1.9 –1.9 

N/A 387 349 741 
  –0.4 –0.4 –0.8 

2,628 3,583 3,355 4,025 
–2.6 –3.8 –3.8 –4.4 

1,751 477 10 448 
–1.7 –0.5 0.0 –0.5 

0 9 567 20 
0.0 0.0 –0.6 0.0 

 (Continued) 
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0 20 18 3 
0.0 0.0 0.0 0.0 

0 117 2 29 
0.0 –0.1 0.0 0.0 

8 10 16 2 
0.0 0.0 0.0 0.0 

176 113 317 487 
–0.2 –0.1 –0.4 –0.5 

1,557 2,627 1,791 68 
–1.5 –2.8 –2.0 –0.1 

101,379 121,769 158,070 
–100.0 –100.0 –100.0 

64,309 46,754 94.731 
–63.4 –38.4 –59.9 

6,284 15,517 16,999 
–6.2 –12.7 –10.8 

4,019 4,636 3,806 
–4.0 –3.8 –2.4 

11,565 28,240 20,504 
–11.4 –23.2 –13.0 

1,957 4,565 2,747 
–1.9 –3.7 –1.7 

809 5,629 1,719 
–0.8 –4.6 –1.1 

3,325 2,571 2,585 
–3.3 –2.1 –1.6 

1,757 2,633 3,550 
–1.7 –2.2 –2.2 

715 2,426 1,265 
–0.7 –2.0 –0.8 

4,108 4,282 5,970 
–4.1 –3.5 –3.8 

 (Continued) 
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782 2,024 2,556 
–0.8 –1.7 –1.6 

33 85 167 
0.0 –0.1 –0.1 

34 38 202 
0.0 0.0 –0.1 

5 0 0 
0.0 0.0 0.0 

132 0 0 
–0.1 0.0 0.0 

989 2,271 1,210 
–1.0 –1.9 –0.8 

556 98 51 
–0.5 –0.1 0.0 

1US and Canada in 2008. 
Source: KCC (2012). 

2.2.4. Inward and Outward Foreign Direct Investment (FDI) 

Korea has various restrictions on foreign ownership of broadcasting 
services providers. As a result, this sector has not attracted a large 
volume of foreign direct investment (FDI). As of 31 December 2010, 
total FDI into Korean broadcasting was around US$412 million. Of this, 
almost 77% was invested in system operators: PPs have attracted only 
US$34.7 million from overseas. For the FDI origin countries, the United 
States was the largest investor in this sector, followed by Japan. 
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Table 10.11. Imports of foreign terrestrial broadcasting programs (US$1000), 2001–2011 

2001 2002 2003 2004 

Total imports 17,266 16,980 22,060 15,277 

(share) –100.0 –100.0 –100.0 –100.0 

Asia 

Japan 1,544 540 1,090 549 
(share) –8.9 –3.2 –4.9 –3.6 

People’s 
Republic of 
China 0 718 821 70 
(share) 0 –4.2 –3.7 –0.5 

Singapore 0 N/A 0 0 
(share) 0   0 0 

Others 491 N/A 506 139 
(share) –2.8   –2.3 –0.9 

America 

United States 12,503 10,565 16,334 12,281 
(share) –72.4 –62.2 –74.0 –80.4 

Others 55 N/A 469 92 
(share) –0.3   –2.1 –0.6 

Europe 

France 489 850 731 309 
(share) –2.8 –5.0 –3.3 –2.0 
United 
Kingdom 1,579 2,089 1,327 987 
(share) –9.1 –12.3 –6.0 –6.5 

Germany 76 355 323 90 
(share) –0.4 –2.1 –1.5 –0.6 

Others 423 N/A 138 595 
(share) –2.4   –0.6 –3.9 

Others 106 N/A 322 165 
(share) –0.6   –1.5 –1.1 
  (Continued) 
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12,657 15,586 9,311 5,620 
–100.0 –100.0 –100.0 –100.0 

195 293 395 442 
–1.5 –1.9 –4.2 –7.9 

287 1,312 374 12 
–2.3 –8.4 –4 –0.2 

0 0 0 6 
0.0 0.0 0.0 –0.1 

397 624 160 0 
–3.1 –4.0 –1.7 0.0 

8,560 9,035 5,603 2,145 
–67.6 –58.0 –60.2 –38.2 

266 254 65 92 
–2.1 –1.6 –0.7 –1.6 

554 592 544 240 
–4.4 –3.8 –5.8 –4.3 

1,384 1,502 1,362 1,802 
–10.9 –9.6 –14.6 –32.1 

358 557 318 50 
–2.8 –3.6 –3.4 –0.9 

616 1,369 326 752 
–4.9 –8.8 –3.5 –13.4 

40 49 165 80 
–0.3 –0.3 –1.8 –1.4 

 (Continued) 
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3,611 4,359 4,249 
–100.0 –100.0 –100.0 

263 295 262 
–7.3 –6.8 –6.2 

174 52 3 
–4.8 –1.2 –0.1 

0 93 49 
0.0 –2.1 –1.2 

0 2 9 
0.0 0.0 –0.3 

1,632 1,426 1,891 
–45.2 –32.7 –44.5 

9 88 19 
–0.2 –2.0 –0.5 

147 161 136 
–4.1 –3.7 –3.2 

842 1,549 1,498 
–23.3 –35.5 –35.2 

58 129 59 
–1.6 –3.0 –1.4 

485 538 214 
–13.4 –12.3 –7.5 

2 27 10 
–0.1 –0.6 –0.2 

Source: KCC (2012). 
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Table 10.12. Inward foreign direct investment (FDI), as of 31 December 2011 

(US$)

System 
operator 

Malta 1 29,517,828 

Netherlands 1 15,074,316 

United States 3 144,595,821 

Europe 2 8,007 

Satellite 
television 

United States 1 9,679,337 

Program
provider 

Japan 6 29,897,754 

United States 8 75,883,261 

Singapore 1 1,474,583 

Norway 2 22,631,327 

Others 4 1,816,607 

Source: KCC (2012). 

Audiovisual services in the WTO Services Sectoral Classification List, 
on which the services market opening negotiations in the Uruguay Round 
were based, consist of: 

(i) Motion picture and video tape production and distribution 
services (CPC 9611); 

(ii) Motion picture projection services (CPC 9612);  
(iii) Radio and television services (CPC 9613);
(iv) Radio and television transmission services (CPC 7524);  
(v) Sound recording; and  

(vi) Others.

lThis section borrows some language from the United States–Korea FTA and the Korean 
Broadcasting Act, 2012. 
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Among them, Korea made commitments on 1) motion pictures, 
video production, and distribution services excluding those for cable 
television broadcasting; and 2) record production and distribution 
services of sound recording under the GATS. The sectors to which Korea 
made commitments exclude broadcasting sectors. By making 
commitments to these sectors, Korea promised to keep these sectors open 
to foreign investment. Therefore, there is no restriction such as capping 
foreign ownership in these services. In sum, Korea has not made any 
commitments to the GATS on broadcasting, nor has it maintained any 
restrictions on trade in motion picture services, except for the screen 
quota and the movement of service providers across the border. 

Currently, with the exception of the screen quota system, the motion 
picture industry in Korea is fully open to foreign investment and films. 
Foreigners are free to set up a production studio and/or a distribution 
company in Korea without discrimination. The screen quota system is 
the only rule that discriminates against foreign films and protects 
domestic films. Korea, however, has maintained a high level of 
government control over broadcasting. 

Korea made significant commitments to the audiovisual sector in the 
United States-Korea FTA. The affected areas include screen quotas, 
broadcasting quotas, and foreign ownership of broadcasting. The United 
States-Korea FTA increases the United States quota applicable to single-
country sources of foreign content broadcast in Korea. More than that, no 
later than three years after March 15, 2012, which was the date when the 
United States-Korea FTA entered into force, Korea will permit 100% 
foreign ownership of PPs that are not engaged in multi-genre 
programming, news reporting, or home shopping. The European Union-
Korea FTA does not have any provisions on audiovisual services. 

The screen quota system has been enforced in Korea since 1967 under 
the Act on Promotion of Motion Pictures and Video Products. Before 
entering FTA negotiations with the United States, Korea significantly 
reduced its screen quota by half to 73 days per year on each cinema 
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screen. Hence, cinema operators must show Korean motion pictures for 
at least 73 days per year on each screen in Korea. 

Pursuant to the Broadcasting Act, 2012, a terrestrial broadcaster, PP, 
cable system operator, or satellite broadcasting operator must include the 
following percentages of Korean content in its quarterly programming:  

(i) 60–80% of the quarterly programming hours of a terrestrial 
broadcaster or PP that uses terrestrial broadcasting to provide 
its programming;  

(ii) 40–70% of the quarterly programming hours of a cable system 
operator or a satellite broadcasting operator; and  

(iii) 20–50% of the quarterly programming hours per channel of a 
PP that does not use terrestrial broadcasting to provide its 
programming.

Under the same legislation, a terrestrial broadcaster providing 
programming in the following genres must include the following 
percentages of Korean content in its annual programming:  

(i) Animation: 30–50% of the broadcaster’s annual animation 
programming hours;  

(ii) Movies: 20–40% of the broadcaster’s annual movie programming 
hours; and  

(iii) Music: 50–80% of the broadcaster’s annual music programming 
hours.

Certain separate content quota requirements apply to a broadcaster 
specializing in religious programming or education programming or to a 
terrestrial DMB operator under the legislation. A satellite DMB operator is 

m See the Broadcasting Act, 2012 and Annex I in the United States–Korea FTA, 
Communication Services–Broadcasting Services sector in Korean commitments. 
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subject to content quota requirements applied to a satellite broadcasting 
operator.  

Also pursuant to the Broadcasting Act, 2012, Korea shall permit no 
less than 60% of quarterly programming hours of terrestrial broadcasters, 
cable system operators, satellite broadcasting operators, or PPs of foreign 
content per genre to be the foreign content of a single country (single-
country content ceiling). 

Under the Broadcasting Act, 2012, the Korea Broadcasting 
Commission (KBC) may require that a specific percentage, no greater 
than 1.5%, of a terrestrial broadcaster’s annual programming hours be 
newly produced Korean animation. As of 30 April 2007, KBC requires 
that 1% of the annual programming hours of Korea Broadcasting System 
(KBS), Mun-hwa Broadcasting Corporation (MBC), and Seoul 
Broadcasting System (SBS) and 0.3% of the annual programming hours 
of Educational Broadcasting System (EBS) be newly produced Korean 
animation. 

The Broadcasting Act, 2012 specifies that one provider (person or 
corporation) can only own one business in terrestrial broadcasting and 
satellite broadcasting. Cable system operators and PPs can own more 
than one broadcasting and transmission line. They can, however, be 
restricted by the government with regard to market share and the number 
of providers. In cable broadcasting, one provider can serve as a system 
operator, network operator, and PP, but it can be restricted with regard to 
market share and the number of providers. According to the recent 
Broadcasting Act, 2012 and the Internet Multimedia Broadcasting 
Business Law, 2007 enforced by President Lee’s administration, the 
trend is changing. Newspapers and large companies can hold a 10% 
stake in terrestrial broadcasting, a 30% stake in cable broadcasting, and a 
49% stake in IPTV or a news channel. 

nSee the Broadcasting Act, 2012 and Annex I of the United States–Korea FTA, News 
Agency (News-tong-sin-sa) Services and Communication Services–Broadcasting Services 
sectors in Korean commitments. 
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A news agency organized under foreign law may supply news in 
Korea only under a contract with a news agency organized under Korean 
law that has a radio station license, such as Yonhap News. Pursuant to 
the Broadcasting Act, 2013, a foreign government, foreign person, or 
deemed foreign person may not hold:  

(i) An equity interest in a terrestrial broadcasting and relay-only 
cable operator;

(ii) In aggregate more than 20% of the total issued stocks or equity 
interest in a PP that is engaged in multi-genre programming; 

(iii) In aggregate more than 10% of the total issued stocks or equity 
interest in a PP that is engaged in news reporting; 

(iv) In aggregate more than 33% of the total issued stocks or equity 
interest in a satellite broadcasting operator; or 

(v) In aggregate more than 49% of the total issued stocks or equity 
interest in a cable system operator, a signal transmission 
network business operator, or a PP that is not engaged in multi-
genre programming or news reporting. 

No later than three years after the United States–Korea FTA enters 
into force, which was March 15, 2012, according to the agreement, 
Korea shall permit a foreign person to hold up to 100% of the equity 
interest in a PP that is not engaged in multi-genre programming, news 
reporting, or home shopping. 

Pursuant to the Broadcasting Act, 2012, the following persons may not 
serve as chief executive officer, president, or similar principal senior 
officer, editor of a news agency, or a member of the board of directors of 
Yonhap News or the News Agency Promotion Committee:  

(i) A foreign national; or 
(ii) A Korean national not domiciled in Korea. 
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Neither a foreign national nor a Korean national who serves as chief 
executive officer, president, or similar principal senior officer of a 
foreign enterprise may serve as chief executive officer, president, or 
similar principal senior officer or chief programmer of a terrestrial 
broadcaster, satellite broadcasting operator, cable system operator, PP, 
signal transmission network business operator, audio cable operator, or 
relay-only cable operator. All members of the boards of directors of the 
Korea Broadcasting System (KBS) and the Korea Educational 
Broadcasting System (EBS) must be Korean nationals. 

According to the Broadcasting Act, 2012, a license for terrestrial 
broadcasting, a cable system operator, a satellite broadcasting operator, a 
signal transmission network business operator, or a PP may only be 
granted to or held by the Government of Korea, a local government, or a 
juridical person recognized by Korean law. A license for a relay-only 
cable operator or an audio cable operator may only be granted to or held 
by the Government of Korea, a local government, or a Korean person. A 
license for terrestrial broadcasting, a relay-only cable operator, cable 
system operator, satellite broadcasting operator, or a PP that is engaged 
in multi-genre programming, home shopping, or news reporting is 
granted through permission from the Government of Korea, whereas a 
license for a signal transmission network business operator, audio cable 
operator or a PP that is not engaged in multi-genre programming, home 
shopping, or news reporting is granted through registration made by 
applicants and granted by the Government of Korea. A foreign news 
agency may establish a branch or office in Korea for the sole purpose of 
collecting news, but such branch or office may not distribute news 
communications in Korea. 

The trade potential of Korean audiovisual services depends on whether 
Korean audiovisual service providers create high quality content that can 
be shared locally and/or universally. The most important prerequisite for 
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high quality content is undoubtedly the materialization of creative ideas. 
Producing content, however, is a highly risky business and subject to 
increasing returns to scale. That means large pools of financing as well 
as creative ideas are needed. That leaves the last point for the 
globalization of Korean audiovisual services: global demand for Korean 
content that requires international recognition of Korean brand values for 
content. 

Before the 1990s, it was hard to imagine that Korean films would 
enjoy international recognition. Every year from 1996 onwards, Korea 
has hosted the Busan International Film Festival, which has become the 
top film festival in Asia. Three factors may be identified for this sudden 
change in the status of Korean film: enhanced creativity due to the 
elimination of government censorship and cumbersome regulations in the 
1980s; the entry of major conglomerates to the film industry in the 
1990s; and frequent appearances in prestigious international movie 
festivals. All of these have contributed to the renaissance of Korean 
movies. It should be emphasized, however, that the elimination of 
unnecessary government intervention in the Korean film industry 
preceded the materialization of the three factors.  

The importance of market-friendly government regulation for the 
development of an industry can be seen in the history of the Korean film 
industry. As noted in this chapter, the golden age of Korean film in the 
early 1960s suddenly receded as the new authoritative military 
government substantially increased its control over all aspects of the film 
industry, including limiting the subjects that could be treated by movie 
producers. Such restrictive policies had a severe effect on the industry’s 
creativity, which was revealed by the low quality of movies in the 1970s. 
The Korean film industry underwent a major transformation in the 
1980s, the most noticeable feature of which was the gradual reduction in 
government censorship that surely contributed to the diversification of 
Korean film. 

At first glance, it seems that the Korean broadcasting sector has 
enjoyed the same success as the Korean film industry. Its total revenue 
increased threefold and exports increased tenfold in the 2000s. A closer 
look into the sector, however, reveals its weakness. For example, most of 
its exports rely on a specific genre, drama, and a specific region, Asia. In 
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order to emulate the success of the film industry, Korea’s broadcasting 
sector needs more efficient regulations that balance the public interest, 
including the development of domestic content and cultural diversity, 
with the industrial aspects of this sector. As we explained in this chapter, 
the broadcasting sector has been mired in heavy government regulations 
that have unclear objectives. It is hard to find, for example, the rationale 
for the strict limitation of foreign participation in the field of news 
reporting and multi-genre programming. Even dubbing of foreign news 
is not allowed. If the objective of the government regulations is to 
enhance the development of domestic content or cultural diversity, an 
appropriately set broadcasting quota alone would be enough to achieve 
these policy goals. Since the business of content production is inherently 
risky, the government should rather encourage substantial capital 
investment, including foreign capital investment, in this sector. More 
market-friendly regulation reform that does not sacrifice the public 
interest would be a useful first step towards making the Korean 
broadcasting sector more globally competitive. 
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