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In thinking about services contribute to competitiveness, one point we at CSI always highlight is how
closely services are linked with manufacturing.

Services really do double duty. They’re important not just in their own right, but in the way they enable
more sophisticated and higher-value goods trade.

You can probably imagine some of the conventional ways that manufacturers use services to make
overseas sales or maintain customer relationships. Think about services like research and development,
financing, insurance, or logistics.

But what’s new is that more and more exporters are also selling services that are integrated into the
hardware itself.

In the US, manufacturers are now the second biggest exporter of services, just after financial firms.
And services content makes up nearly a third of the value of US manufacturing exports.

What does that look like in practice? Some of the ways that exporters use digital services are to make
the manufacturing process more efficient, including greater use of software and robotics, to monitor
equipment and improve worker safety in real time.

For example, the earthmoving equipment company Caterpillar uses software in its generators to identify
potential equipment failures.

The energy firm Halliburton exports drilling equipment with 3D software that can detect existing wells to
avoid collisions.

And Boeing uses cloud-based tools for training, to allow for realistic airplane simulations.

Innovations like this are scrambling old notions of where a good ends and a service begins.
And that’s all about to get turbocharged by the adoption of Al.
But if policymakers want to tap the potential of Al, it’s essential to have the right cloud policies in place.

That’s because cloud provides the computing power to generate foundational models, the powerful Al
models trained on huge amounts of data. That’s the supply side. From the demand side, the cloud also
provides access to Al services — a way for businesses to use however much Al they want, without buying
the underlying infrastructure for it.

The bottom line is that any barriers to cloud are going to disrupt access to Al tools too, making it harder
to realize the potential of Al.



Because Al is so important, and many governments are prioritizing it as a point of strategic
competitiveness, it's worth noting those obstacles.

First, regulatory fragmentation. It's important for policymakers to prioritize the adoption of
international standards in cloud as well as other digital services. Any time governments try to roll out
domestic standards or specialized security frameworks, such as those that regulate cloud use in specific
sectors, it will be much harder for providers to get certified and comply.

A company exporting to different markets may have to deal with multiple different cybersecurity
standards, for example. That can take a lot of money and people, which is likely to raise costs and slow
adoption.

Another risk is that more governments are pursuing complex Al regulations. In fact, the EU’s Al Act
presents such a compliance challenge that, under pressure from European companies, the Union
recently pushed back the date for those provisions to go in force.

Tech sovereignty — especially for cloud services —is an emerging challenge. Governments are adopting
measures that restrict access to services, especially cloud, depending on criteria like where providers are
headquartered. We see this in the form of cloud cybersecurity certifications, or legislation like the EU’s
Cloud and Al Development Act.

Data localization is another big problem — not just for Al, but for all digitally enabled services.

Service providers are constantly transferring digital data across borders on everything from basic details
for billing to complex information like digital instructions to allow remote Al use.

Yet the number of countries that require data to be processed or stored locally has nearly doubled in
the last decade. This forces companies to invest in redundant hardware. It also makes it harder to
monitor at a global level for emerging anomalies that could signal cyber threats or other problems.

The last above outlines what we at CSI don’t want.

What we proactively do want are binding disciplines for services and digital trade and investment to
help ensure these and other protections. This currently exists in the form of the US Mexico Canada
Agreement, which we see as the gold standard for these commitments. So we want it to be renewed in
trilateral form.

We also hope there can be a pathway to eventually restore the multilateral moratorium on duties on e-
transmissions at the WTO. And even if the US isn’t currently a signatory, we’re supporters of the WTO E-
Commerce Agreement and hope the US will end up joining.

In conclusion, stronger trade disciplines for services and digital trade will provide a valuable boost for US
manufacturing.
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