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Growth with employment is the basic objective of any economy. As per Economic Survey (2010-11),
services sector of Indian economy is contributing 55.2 percent in Gross Domestic Product (GDP). It is
generating only one quarter of total employment for country. So this paper is an attempt to analyse,
whether growing GDP from the services sector is percolating in employment opportunities through
employment elasticity, one of the strongest indicators of employment growth. The employment
elasticity of different components of services sector has been calculated for the time period 1991-92 to
2010-11.

INTRODUCTION
The services sector is an important component of any economy. It makes a direct

and significant contribution in GDP and job creation and provides crucial inputs for the
rest of economy, thus having a significant effect on the overall investment climate, which
is an essential determinant of growth and development. Some services such as health,
education, water and sanitation sectors are also directly relevant to achieving social
development. It accounts for a significant proportion of GDP in most countries including
low income countries to high income countries. The process of development usually
coincides with a growing role of services in GDP and employment. The share of services
sector in total GDP is 47 percent in low income countries, 53 percent in middle income
countries and 73 percent in high income countries (World Bank, 2010). In case of India,
the shares of services are increasing in all sectors of economy. It increased from 33.5
percent in 1950-51 to 55.1 percent in 2010-11 and 56.3 percent in 2011-12. If construction
is also included, it increases from 63.3 percent to 64.4 percent in the same period. In fact,
growth of services sector is higher than the growth of agricultural and industrial sector.

The country’s high growth path in the post- reform period since 1991 paved the path
for consistent and the robust growth of tertiary sector i.e services sector. This is
particularly so as both the primary and secondary sectors remained substantially subdued,
and the services sector has emerged as an indisputably important component of the
country’s overall gross domestic product. Although the share of agriculture in GDP has
come down drastically, it still remains the largest employer. The share of agriculture in
total employment has come down from 68.6 percent in 1983 to 56.4 percent in 2010 and it
again came down to 52 percent in 2012. Industry has shown a modest increase in the total
employment from 13.8 percent to 18.8 percent in the same period. However the services
sector which now contributes a major share of over 60 percent in GDP has employed only
24.8 percent in 2004-05 up from 17.6 percent in 1983, reflecting an increase of 7.2 percent.
One reason for slow growth in employment creation in the services could be drastic
increase in productivity and another reason is drop in employment elasticity of growth
from 0.40 to 0.15 during 1993-94 to 1990-2000, indicating a period of jobless growth
(Banga, 2005). So this paper is an attempt to calculate employment elasticity of different
components of services sector and tries to find out, what is reason behind that this sector
is contributing only one third of its to employment creation for country and at what rate? It
is general observation that, increase in the quantity of employment without productivity
gains can lead to only a rise in the number of working poor.
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REVIEW OF LITERATURE
There is no doubt that vast literature is available on growth rate of services sector in

Indian economy but few studies present the paradoxical situation of growth and
employment of services sector. So, the present study is an attempt to support the
controversy of services sector in terms of high GDP growth and low employment creation.
Golder (2000) analyzed the employment generation in India’s services sector for a period
1981 to 1998. The study found that, the share of services sector in total organised
employment is much higher in public sector as compared to private sector. During the
period 1981 to 1998, the total employment in public sector increased from 154.84 lakh to
194.18 lakh while in private sector it increased from 73.95 lakh to 87.48 lakh only. The
study recommended that, privatization in future expected to generate more employment
opportunities related to services activities and it will be possible through provision of easy
availability of finance and liberal approach of law and regulation. Similarly aggregate
employment intensity declined from 0.52 to 0.16 during the period 1993-94 to 1999-2000,
and most of other sectors such as trade, hotels, transport communication, real estate and
business services also showed similar trend.

Bhattacharya and Sakthivel (1990) explored that aggregate employment elasticity at
all India level for the period 1983-84 to 1993-94 was around 0.51. It collapsed to 0.15
(more than threefold) during the post reforms period between 1993-94 and 1999-2000.
Similar decline was witnessed across all broad sectors but output growth has accelerated to
some extent during 1980 to 1990.

Papola (2004) showed that overall employment elasticity has declined in India from
0.52 in 1993-94 to 0.16 in 1999-2000. The main cause of decline in employment elasticity
of agriculture was green revolution in which output became more inputs, technology and
capital intensive.

Joshi (2004) also indicated disproportional growth of services sector in terms of
GDP share and employment. Study showed that services sector output increased at the
growth rate of 6.63 percent per annum as compared to 7.71 per annum in the period 1990-
91 to 1999-2000, but disproportionate growth of the tertiary sector brought out low pattern
of employment in the same period. Study also showed except some sectors (i.e transport,
storage, communication and financing) all other sub sectors exhibited a declining trend in
overall elasticity of employment in services sector from 0.62 to 0.16.

Banga (2005) argued that, the services sector has acted as an engine of growth for
India. The sector grew by almost 8 percent a year in the past decade of 1993-2004, where
agriculture grew at an annual rate of 3 percent and manufacturing sector by 5.2 percent.
But employment elasticity in the services sector as a whole decline from 0.41 to 0.15 in
the same period.

Ghosh and Chandrasekhar (2000) also analyzed the employment trends based on 61st

Round of National Sample Survey Organisation (NSSO). The findings of the study
revealed that, there have been notable changes in the employment patterns and conditions
in India. The employment elasticity of rural output growth was only 0.13 in 1993-94 to
1999-2000 as compared to 0.38 in 1987-88. The share of trade, hotels and restaurant has
also declined in the same period. Similarly Rath and Rajesh (2006) also examined some
critical issues related to growth and employment generation of services sector. The results
found that, the rising share of services sector in GDP has not contributed in employment
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generation opportunities at the same rate.
Gaur (2006) analyzed the changing employment scenario in services sector of India

for the period 1989 to 2001. The study tested the hypotheses that whether there exist any
correlation between growth of GDP and employment trend. The analysis showed that, the
public sector provided more employment in comparison to private sector. Out of sub-
sectors of services sector, the highest increasing trend in total employment was observed
in finance, insurance and real estate and sub- sectors transport, storage and communication
showed lowest growth.

Singh (2012) also supported the doubts of sustainability of service- led economic
development in India. Low employment elasticity of services and non uniform growth of
disaggregated services has been a cause of concern to economy. The results of study
concluded that, synergies from service-led growth pattern can be built through expansion
of services in Micro, Small and Medium Enterprises (MSMEs) and Rural Non-farm
Economy by promotion of entrepreneurship. Financial and software services can grow
through attraction of FDI.

OBJECTIVES OF THE STUDY
The following objectives have been framed:

1. To identify and classify the category of services sector with their growth.
2. To calculate employment elasticity of different sub-sectors at aggregated and

disaggregated level.
3. To provide reasons for lack of employment opportunities and future challenges of

services sector growth.

CLASSIFICATION AND GROWTH TREND IN SERVICES SECTOR
Central statistical organisation has classify services sector into four broad categories

via (1) trade, hotels and restaurants; (2) transport, storage and communication; (3)
financing, insurance, real estate and business services and (4) community, social and
personal services. Among these financial, insurance, real estate and business services,
trade, hotels and restaurants remain by far the largest groups accounting for 16.7 percent
and 16.3 percent respectively in the national GDP of country during 2009-10 (Economic
Survey 2010-11). The community, social and personal services category accounts for a
14.4 percent share, while transport storage and communications accounts for a 7.8 percent
share. Construction, industry which is a borderline services category has a share of 8.2
percent service sector in India, witnessed a phenomenal growth in the decade of 1990s.
During 1980s, its output grew at the rate of 6.6 percent per annum. While during 1990s the
growth rate was 7.5 per annum, in the last years (1994-95) the service sector has grown on
an average by 7.9 percent per annum, a head of, agriculture with growth of 3 percent per
annum and manufacturing sector with growth of 5.2 percent per annum ( Banga, 2005).
Following table shows the share of different sub-sector from 1981-82 to 2006-07.

TABLE 1
Share of Different Sub –Sectors within Services

Sub- Sectors 1981-82 1986-87 1991-92 1996-97 2001-02 2006-07
Trade 28.3 27.0 25.1 27.3 26.6 26.7
Hotels and Restaurant 2.0 2.0 2.0 2.4 2.6 2.5
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Railways 4.4 4.0 3.5 2.7 2.6 2.2
Other Transport 9.5 9.4 9.5 10.0 2.3 10.1
Storage 0.4 0.3 0.3 0.2 0.2 0.1
Communications 1.8 1.7 1.7 2.3 0.2 7.5
Banking and Insurance 6.5 8.1 10.2 10.7 0.2 11.3
Real estate and
Business services

13.8 14.8 16.0 15.1 4.3 14.1

Public Administration 14.7 15.3 14.5 12.4 11.2 10.6
Other Services 18.8 17.5 17.1 16.8 14.7 14.9
Total 100 100 100 100 16.2 100

Source: National Accounts Statistics; Government of India, several years.

Table 1 reveals that trade, transport, banking and insurance, real estate and business
services have larger share in GDP of India from 1981-2006-07. Banking and insurance
share has almost doubled in last 25 years. Communication services share also increased
four times from 1.8 percent to 7.5 percent in the same period. It is pointed out in official
reports that, ratcheting up of the country’s overall growth rate from 5.7 percent in the
1990s to 8.6 percent during the period 2004-05 to 2009-10 was to large extent due to the
acceleration of the growth rate in the services sector from 7.5 percent in the 1990s to 10.3
percent in 2004-05 to 2009-10. The services sector growth was markedly faster than the
6.6 percent for the combined agriculture and industry sectors. In 2009-10, services growth
was 10.1 percent and in 2010-11 it was 9.6. Growth rates within services can also be seen
in Table 2 from sixth five year plan.

TABLE 2
Growth Rates within Services Sub- Sectors

Sub- Sectors Sixth
Plan

Seventh
Plan

Eighth
Pan

Ninth
Plan

Tenth
Plan

Trade 5.3 6.5 9.1 7.3 9.3
Hotels & Restaurants 5.4 6.9 11.2 9.3 9.0
Railways 2.8 5.7 1.9 4.7 7.7
Other Transport 6.9 7.0 8.4 6.0 11.4
Storage 3.5 1.8 2.4 2.2 5.6
Communication 6.7 5.3 14.1 21.8 22.1
Banking and Insurance 7.5 13.4 8.2 9.0 9.3
Real Estate and Business Services 7.3 8.1 6.1 7.2 8.3
Public Administration 6.1 7.9 3.9 8.5 5.2
Other services 3.9 6.0 7.0 7.0 7.6

Source: National Account Statistics; Government of India, several years.

In the National Account Statistics, computer related services and other business
services comprising legal services, accounting, research and development, engineering
services, market research services and all like fall under real estate and share of growth is
falling since 1991-92. Communication, restaurant services show a tremendous increase in
their growth rate, from 6.7 to 22.1, and 2.8 to 7.7 respectively, more than three times in
tenth five year plan. All services show upward trend in their growth except public
administration in five years plans of Indian history.
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MEASUREMENT AND SIGNIFICANCE OF EMPLOYMENT ELASTICITY
Employment

Before we go to employment intensity, meaning of employment should be clear.
Following the National Sample Survey Organisation (NSSO) classification, employment is
captured in terms of usual Principle and Subsidiary Status, Currently Daily Status and
Currently Weekly Status (CWS). A person is included as employed in a Usual Principal
Subsidiary Status (UPSS) approach if he/she has pursued gainful economic activity for a
relatively longer time span in the period immediately preceding one year prior to the date of
NSSO Survey. If he/she has spent relatively shorter time span in the period preceding one
year prior to the date of the NSSO Survey accounted under the head of usual subsidiary
activity status. A person is considered under currently weekly status, if he/she pursued one
or more gainful economic activity for at least one hour during preceding week and in
currently daily status approach, a person is considered to be employed if he/she has spent
four hours or more on economic activity during previous day of survey.
Employment Intensity and its Significance

Employment elasticity provides a numerical measure of how employment growth
varies with growth of the economic output. The most basic definition of employment
elasticity is the percentage change in the number of employed persons in an economy,
measured by gross domestic product (Kapsos, 2005). It shows the responsiveness change
observed in the employment due to responsiveness change in GDP of a country and can be
calculated from many methods according to its definition. An elasticity of one implies that,
every one percentage point of GDP growth is associated with a one percentage point
increase in employment. This method is no doubt simple and useful but has lack of accuracy
because of prerequisite that the other factors of economic growth remain unchanged which
is often not meet (Wang and Wang, 2008). We can also calculate it by economic growth
model where cause effect relationship is not clear and most reliable method is logarithmic
model where GDP act as an independent variable and seeking employment as a dependent
variable. Keeping the accuracy and reliability issue, last method has been used in this paper.
There is no universally accepted ideal figure to which a country’s historical elasticity’s can
be compared. The degree of employment intensity required by a country depends upon
several variables including county’s rate of economic growth, the amount of surplus labour,
labour force growth rate, unemployment rate, labour force participation rates and growth
rate of labour productivity and poverty rates. All else being equal, the countries
experiencing relatively high economic growth rate do not require an employment elasticity
that is as high as those in countries experiencing lower rate of economic growth. Countries
with high labour force growth or with large reserves of workers require higher employment
elasticity and it is also found that developing countries often require higher employment
elasticity for a given rate of economic growth than developed economies.

DATA SOURCES
In order to achieve the objectives of the paper, a pooled data on the relevant

variables have been collected from 1991-92 to 2010-11. The data have been collected from
various issues of Economic Survey of India, Statistical Abstract of India and Finance. Other
sources include the Directorate General of Employment and Training (DGET) which
publishes data on the organised sector of the economy under its employment makes
information (EMI) programme. The Annual Survey of Industry (ASI) conducted by Central
Statistical Organization (CSO) is another source of data. The employment elasticity has
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been calculated by using simple ratio and exponential regression model.

Exponential Regression Model is
Yi= β1 Xi β2 e ui

Taking natural log both sides we get
Log Yi= Log β1+ β2Log Xi + ui

Yi= Employment in lakh Person
Xi= Total GDP in Rupees Crore
β1= Intercept term represents level of employment when GDP is Nil.
β2= slope parameter/ regression coefficient which shows how per unit change in GDP is
related to employment.
Ui is error term, assumed to satisfy all the basic assumptions of classical linear regression
model. After regression each value of GDP on employment un standardised coefficients
provide employment intensity of different components of services sector.

FINDINGS AND DISCUSSION
Trade and Hotels, Transport and Communication
Trade is one of the largest contributors of growth of services sector. In hotel restaurant
services rendered by hotel and other lodging places, restaurant, cafes and other such places
are included. Transport contains railway and other mean of transport as road, water, air
transport and services incidental to transport. Postal, money order, telegrams, telephones
overseas communication services are part of communication.

TABLE 3
Employment Elasticity in Trade, Hotels, Transport and Communication (1991-2010)

Years Public Sector Private Sector Combined Public and Private Sector
Sub Period
(1991-2000)

0.33*(.000) 0.16*(.000) 0.046*(.005)

Sub- Period
(2001-2010)

-0.198(.002) 0.58(.009) -0.065(.002)

Total Period
(1991-2010)

-0.104(.001) 0.35*(.000) -0.38(0.010)

Note: * Indicates significance of parameter estimated at 5% level and figure in parenthesis is calculated
standard error of estimates.

Information provided in Table 3 reveals the employment elasticity of trade, hotels,
transport and communication sector in both public and private domain for two sub-periods
and total period (1991-2010). In first sub period (1991-2000) of public sector, employment
elasticity is 0.33, positive and statistically significant at 5 percent level. In the second sub-
period (2001-2010) and for whole period (1991-2010), it has reached to negative i.e. -
0.198 and -0.104 respectively, which is statistically insignificant. For private sector it has
increased from 0.16 to 0.58 in second sub period but for total period, it is again declined to
0.35 but positive. The combined result of both sectors show that, in the first sub-period it
is very low 0.04 but more than second sub-period -0.06 and turns out negative -0.38 for
whole period (1991-2010) and statistically insignificant.

Financing, Insurance, Real Estate and Business Services
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This sub-sector contains banks, banking department of Reserve Bank of India (RBI),
post office saving bank, Non Banking Financial Institutions (NBFI), employment
providend funds. In insurance life, postal life and non life are included.

TABLE 4
Employment Elasticity in Financing, Insurance, Real Estate and Business Services

(1991-2010)

Years Public Sector Private Sector Combined Public and Private Sector
Sub-period 1
(1991-2000)

0.129 *(.000) 0.535*(.000) 0.02(.005)

Sub-period 2
(2001-2010)

0.071 *(.014) 1.690*(.000) 0.65*(.002)

Total Period
(1991-2010)

0.091 *(.028) 1.062*(.000) 0.40 *(.000)

Note: * Indicates significance of parameter estimated at 5% level and figure in parenthesis is calculated
standard error of estimates.

Table 4 shows the employment elasticity for financing, insurance, real estate and
business services in two sub periods from 1991-2000 and 2001-2010 and for period 1991-
2010 in public and private sector separately. In public sector it has decreased from 0.12 to
0.071 in the second sub period but positive. For the total period (1991-2010), it is 0.091
statistically significant at 5 percent level of significance. Private sector shows employment
elasticity has increased in the second sub-period from 0.535 to 1.690 and for the total
period it is 1.06 positive and statistically significant. Both public and private sector
combined reveal that it has increased in latter sub period (2001-2010) and is 0.39 and for
whole period 0.40 positive and low but statistically significant.

Defence, Public Administration and Other Services
Domestic laundry, barber, beauty shops, tailoring and other services are part of

personal services. Community services contain education, research, scientific medical,
health, religious and other community services. Other services include recreation,
entertainment, radio, television broadcast, and sanitary services.

TABLE 5
Employment Elasticity in Defence, Public Administration and Other Services

(1991-2010)

Years Public Sector Private Sector Combined Public and Private Sector
Sub- period
(1991-2000)

0.017*(.005) 0.036*(.005) 0.018(.007)

Sub-period
(2001-2010)

-0.123(.002) 0.392*(.000) -0.144(.005)

Total Period
(1991-2010)

.001(.005) 0.090(.013) 0.008(.005)

Note: * Indicates significance of parameter estimated at 5% level and figure in parenthesis is calculated
standard error of estimates.

Table 5 represents the employment elasticity for defence, public administration and
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other services for two sub-periods i.e. 1991-2000 and 2001-2010 and for whole period
(1991-2010) in public and private sector. In the first sub-period employment elasticity for
public sector is 0.017 which is low but positive and statistically significant at 5 percent
level of significant. But it turned out to negative in second sub period i.e. -0.12 and very
low 0.001 for whole period (1991-2010) and insignificant. Private sector shows some
good hope with positive employment elasticity for both sub-periods and total period. It has
increased from 0.36 to 0.39 in second sub period and 0.09 for whole period. If we see
combined result for both private and public then it is positive 0.01 in the first sub period
although low but statically significant and negative - 0.144 in second sub period (2001-
2010). For whole period it comes out 0.008 very low but positive.

Lack of Employment Opportunities and Future Challenges
Growth in the share of services sector in GDP is often followed by a corresponding

growth in the share of service sector in total employment in the economy. However, in
India we find that, although there has been rapid growth in the services sector but this
growth has not trickled down in employment opportunities. The rise in the share of
services in employment has been much slower than decline in the share of agriculture and
manufacturing in total employment. Share of services in employment has not risen at the
same pace as the share in GDP. For instance employment elasticity of the government
services fell from 0.018 to -0.144 during 1991-2000 to 2001-2010 and it is 0.008 for
whole period 1991-2010. Business services as finance, real estate and insurance have
shown highest employment elasticity (1.062) especially in private sector for the same
period. But in public sector it has reduced to 0.091. Combined effect of both sector have
some good result (0.39) for the period 1991 to 2010. Trade, hotels and restaurants have
positive employment elasticity 0.46 for first sub period. In second period it has reached to
negative -0.065. Private sector is performing well in both sub periods and for whole in
some account.

Although this dominant sector in terms of both shares and growth is a growth engine
for nation but it faces many challenges. The first challenge is not only to maintain the
present growth tempo in the services sector but also to accelerate it. This task although
tough yet is not impossible. The software-telecom combination can be a high growth
propelling force for many more years to come with positive spill over to other sectors. The
tourism sector which is another mine of opportunity for India can play important role to
exceed growth of service sector. Shipping is another major service which can step up
growth by tapping the opportunities provided by India’s own merchandise. Business
services which consist of many dynamic services are a sun shine sector with financial
services. The second challenge is to make some of the fair- weather services like business
and financial services more stable and less vulnerable to external shock

CONCLUSIONS OF THE STUDY
It is a general view spurts in economic growth and employment are two sides of a

coin. Higher growth leads to more employment but the crucial question is at what rate?
There is no doubt that, economic reforms have given a boost to industrial productivity and
brought foreign investment in capital investment areas, but the boom has not created jobs
as were expected. Economic reforms through programmes of technological upgradation
have promoted capital intensive technology and as a result employment opportunities in
terms of employment elasticity has decreased. The services sector of India has shown a
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consistent rise in share in GDP and growth rate since the development and especially after
the reform period but it could not meet the hope of growing unemployment of the country.
So there is a need to take steps for the development of the sub-sectors which have strong
employment opportunities. On the basis of the results, it can be concluded that India
deregulated key services sub sectors as retail, financing and real estate with an attempt to
foster entrepreneurship skills, financing of entrepreneurial efforts and promotion of
network among the potential entrepreneurs. On the other hand, there is a need to
strengthen manufacturing sector as it will not only provide backward and forward linkages
to service sector but also decrease the burden of agriculture sector.
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