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INTRODUCTION

"The economics of tertiary industry remaeins to be
written. Meny as yet feel uncomfortable about even
admitting thelir existence", wrote Colin Clerk in 1940,

The comment, by and large, rings true even now. ‘

There was a time when the tertiary industry (1.e.
the Sérvioe Sector) was not considered 'productive' at all,
In Chaepter I, it 1s proposed to make gn.historioal'overview
of the place accorded to the Service sector, in the economic
literature, The Service sector now is being'increasingly
integrated with the other sectors, in its analytiocal
aspects, Eut still, there remains a certain emount of
enigma attached to it, Tﬁe reason being that the Service
sector has certain peculiarities, which are diffiocult to
comprehend. Therefore, the next step would be to examine
the characteristies and peculiarities of the servige
industries. )

The peoculiarities of the Service Sector lead to
great meany problems in the measurement of output., In
Chapter II, it is proposed to explore this aspect; A brier
review will also be made of the method of measurement of
Serviee sector activities in the Indian economy.

India has been on the path of Planned economie
development since 1950, Service Sector pleys an important

role in the developmental prosess because it provides the



infrestruoturel facilities, In Chepter IIT, we would
concern ourselves with the contribution of the Service
Seotor in the Indian economy. This would express itself

in many facets., It is proposed to examine the contribution
of Serviece sector to the Net Domestioc product for the last
thirty years, Connected with it is the rate of growth of
Service sector as compared to oﬁher sectors.

More over, how has the employment of Labour and
Capitsal changed ovef last thirty years in the economy and
espécially in the Service sector? These changes would
have an important bearing upon the Labour and Cepltal
Productivities, which ‘would also be examined. Other
~ pertinent questions which would be explored are the
Linkages of the Service sector with the rest of the economy,
The public services play en important redistributive part

in an economy and these would also be serutinized.



CHAPTER T
HISTORICAL OVERVIEW

1.1 An economy is generally divided into three sectors,
which are, the Primary, the Secondary, and the Service
Sector. The Primary sector consists of the Agricultural
and allied actlvitiés, These activities have a common
characteristic that the role of naturallresourees is very
importent in thelr }unotioning. The Secondary sector
consists of the manufacturing activity, where the material
inputs are reproducible. The Service sector consists of
the rest ot the economy. This inecludes Trading, Banking,
Professional services, Administrative services, defence
ete, o

It may be pointed out that the importance 6f each
of the sector In the economy has varied overrihe last four
centuries, In the 17th Century, the mercantilists thought
that the forelgn trade sector had a central role to play
in the economic progress of the country. Then this role
was bestowed on the Agricultural sector., With the
advancement of the Industrial Revolution, the Secondary
seotor was also included in the determinants of eeconomic
progress, Servlice sector was, by and large, considered
as & drain on the economic progress. But Adam Smith
included Trade and Transportation in his conoept of the

productive activities, Marx defined the productive



activities in an entirely different way, depending on
the organization in which the activity 1s carried out.

In what follows, it 1s proposed to take a brief
historical overview of the attitudes of different schools
regarding the different sectors.

1.1.1 Historical overview

Mercantilists, of the 17th Century gave tremendous
importance to the foreign trade sector. They belleved
that a favourable balénce of trade 1s desirable because
it leads to national prosperity, which was thought of in
terms of gold. A favourasble balance of trade was supposed
to be a source of stimulus to other sectors and that it
was capable of solving the economlc problems like
unemployment, existing in that period. Industrial sector
was important, not for its own sake but for the purpose
of inereasing exports and hence, as.a way to favourable
balance of Trade., Therefore, industry was promoted by
induelng cheap raw materials 1mports and exporting at
prohibitive prices. Agriculturé was important because it
provided subsistence to the labour, but service sector was
considered a dependent and non-productive sector.

Physiocrats, believed, that only Agriculture yleldea
'net product'. Net Product 1s defined as the excess of
wealth produéed over and above what is required to produce

it,

In Commerce, they said, we produce nothing but only



transfer the already produced commodity from 6ne hand to
enother. In Industiy,‘the artisans simply combine of.
rearrange the raw materials and hence produce no surplus
wealth i.e. wealth produced is equal to wealth consumed
in Industry and commerce,

Quesney said that the rest of the economy, except
agriculture, belonged to the "Sterile Class", Turgot
called it the 'Stipendilary Class', But this does not mean
that they thouéht of the rest of the economy, except
agriculture as useless, The necessity of the other sectors
was realized. Bardea has written, "far from being useless,
these are the arts that supply the luxuries as well as the
necessities of 1ife and upon these, manking is dependent
both for its preservation and for its well-being".

Nevertheless, they 4id think of the 1ndus£ry and
service sestor, as not contributing any net additions to
the wealth, which ocoured due to the eircularity of the
production process in them,

Adem Smith, the first of the great classical
Economists realized that the Physiocratic notion of Net
Produet is too limited., He came forward with the idea of
'produc tive labour! which resulted in the 'productive
activity'. But he was not very clear with the idea of
productive labour and used three criteria for defining 1t,

The first was that the produective labour produced

a marketable, material product. That 1s, the productive



labour should produce tangible and vendible good, He

sald that the goods“are superior to service because goods
are durable vwhile services perish. But this 1s clearly
incorrect because some services have a lasting lmpact

like medical and educational services, According to this
criterion, only Agriculture and Industry became produqtive
activities, ,

The second criterion which he used was that the
produc tive labour produced a oommodity,wﬁose price could
command a guantity of lgbour equal to the 1abour necessary
to produce 1it, Tpis_view was ﬁainly advanced to attack
the Fhyslocratic position regarding productive labour.
Smith argued that industry is productive because its
recelpts are sufficient to pay‘waées and to replace the
worn-out capital. Thus as long as the labour and capitel
were capable of replacing themselves, the activity was
productive, _ ) ,

The third criterion, given by Smith is the same as
Marx's 'Surplus velue' eriteria and will be deait with
latef. A

It can be observed that according to the first
criterion, the Service sector is unproduc tive, though
'useful’, But Smith was willing to mske an exception in
the case of Trade and Transportation. His argument was
that since these two activities make utilization of material

product possible, they should be included in the productive



activity.
Malthus haad éimilar views as Smith's first

oriterion. His position can be summed up as "that the
labourer and a menial servant are two instruments ...

used for purposes distinotly different, one to asslst 1n
obtaining wealth, and the other to assist in consuming it".

_ Merx has written elaborately on the nature of
Productive labour end his analysis is markedly different
from his predecessors,

It can be observed that the pre-Marxian economists
were not willing to call the service sector as 'Prqduetive',
though they called it 'useful'. The dlfference between |
these two 1s vitel for the unde:standing of the elassical
position. This has been brought out very well by Marx,

Before explaining his own ideas, Marx has eriticized
the Physlocrats and Adeam Smith for their poslitions regarding
the Productive labour. He says that, "Physioerats maintained
the correct view that only labour which can produce surplus
value is productive; they were wrong in saying that only
Agricultural labour creates surplus value", Physiocrats
believed that Agrioultuial labour is prodﬁctive because
farmers produce grain which is over and above of what they
can consume, but then, questioned Marx, a clothmaker
produces cloth which 1s over sand above his needs, but he
is not considered as productive labour.

Marx oriticizes Adsm Smith for holding a two sided
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approasch on the problem of Produective labour. The first
approach is the coréect approach,‘which is the same as
Marx's espproach, The second and the mistaken view
(according to Marx) is that the unproductive labour® does
not fix or realize itself in any partioular subject or
vendible commodity" (Smith)., On the contrary, "his
services generally perish in the very instant of thelr
performance, esnd seldom leave any trace or velue behind
them for which an equal guantity of service could
afterwards be produced" (Smith)._

Now it is proposed to elaborate on the Marx's
position, Marx distinguishes between the Productiée and
Unproduetive labour, from the point of view of the
Capitalist, He says that the labour which is capable of
producing !surplus value' for the cepltalist is the
Produotive‘lqbour. |

- To explain 1% further, in the Capitalist mode of .
production, the Capitalist buys the labour power in
exchange for cepital (1.e, money), and he applies this
labour power to the raw materials, machinery ete., to
obtain capital which is greater than what he originally
had, If originally, he had capitel with the value (C+V),
after the applications of labour power, he will have
(c+vws)*, where S is the surplus value. Surplus value is

* C - oonstant capital, V - Variable capital,
S - surplus velue,



created by the labour power, but it is appropriated by
the Capitalist, Th;t is, the labour power produces value
equivalent to V+3, but it is paid only V end S is kept by
the capitalist, |

Marx says that, all types of labour which do not
produce 'surplus velues', are nqn-productive labour,
Aocordiné to him, there 1s no particular 'Kind' of
activity which 1s either prodﬁctive or noﬁ so.- Rather,
this nature is defined by the organisation of production
whioh exists in it., Therefore, there is a lot of
difference between a tailor working under an enterpreneur,
and a self-employed tailor, even if both of them are
earning the same amount of money. A tailér working under
enterpreneur is selling his labour power for particular
wages, The enterpreneur ié applying this labour power to
get surplus value for himself., Therefore, in such a case
both variaeble capitel and surplus capital are created,

When a self-employed tallor is engaged by a eclient,
he charges for his labour power eand that is all, No
surplus value is created. In Marxian terminology, in the
earlier case, a 'commodity' is creasted, and in the latter
ocase, 'use value' 1is creatéd.

‘But one rails to see, as to why the same logic is
not applied to the independent handicraftsmen or peasants
who employ no worker, Wlth respeot to this category of

labour, Marx seems to have changed his position., First of
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all, he declares that this‘type of production does not
belong to the capitalist mode of production (without glving
adequate reasons). Then he says that, in the case of
peasents or handioraftsmen who are not employing any labour,
éﬁrplus value is nevertheless created. Thils is because,
the peasant cen be split up into two parts - one when he

1s a capitelist and second, when he is a labourer., The
cepitelist in him exploits the labourer in him. The
surplus velue is kept by the capitelist and the labourer

is paid only the variable capital. ‘In,this way, the
peasant turns out to be productive labour.

It looks that the Marxian position is logioally
inconsistent, Clearly, the above mentioned argument of
tgplitting up', cen be applied toAthe already mentioned,
éelf-employed‘tailor. In thaf case, he too would become
productive labour. 7

Marx seems to be suffering from the Smithiqn
hangover of 'vendible commodlty' criteria, It must have
been too mneﬁ for him to say thét a self employed peasant
producing grains, is unprodﬁctive labour. Thus, he seems
to have made this compromise.

- The Marxian position ultimately boils down to this -
All material production, whether under capitelist system
or not, leads to productive labour. In case of 'immaterial
produetion', the existence of productive labour wbuld

depend on the type of organization. In case of capitalist
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organisations, where en enterpreneur and workers exist,
since !'surplus valué' i{s ocreated, the labour of workers
is productive,

In‘cases where surplus value is not created, the
worker 1s unproductive, |

The unproductive labour 1s creating 'use-values'
and 1t 1s useful, The productive labour oreates ' V
teommodities'!, which is something, over and above'of fuse
ialues'. | '

Economic and Non-Economie activities

In the present period dominated by the Neo-
olassicalg, no longer 1s the Service sector called as
unproductive, In fact, the whole criteria of differentiation
has changed. We have the Economic and the Non-Economie
activities in an economy. ,Eebnomic aotivities lead to the
production of goods and services, with the help of limitead
resources, which have a definite 'economic value'. A good
or service has a 'economle value'.when Someone ié paying
for 1t. Thereroré, Government services also have an
'economic value' because the taxpayers are paying for it.
Similerly for the activities of the Philantrophic
Institutions, the donars are peying for 1it.

Non-economic activities consists of production of
goods end services, whioch though setisfy humen wents, do
not possess 'economic velue'. Therefore, the work done

by femily members for each other, hobbies ete. come under
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non-economic production.

It would not be fair to attribute the differences
amongst economists, at different points in timé, to their
naivety. It is more sppropriate to treat each of the
above mentioned views asAréflecting the economic reality
of that time.

- The fact 1s that in a predominantly agricultural
soclety, with the standard of living low, where most of
the consumption consists of foodgralns end in such an
economy with narrow resource base, the serviees do look
to be a drsin on the economy. It 1s only when the resource
base of the economy widens, chiefly due to industrialization,
there is surplus which 1s ereated. In the initial stages
of industrialization, the surplus i1s not large and most
of it 1s spent in buying the industrial output itself,
while the remainihg small amount 1s spent on service sector
goods, Therefore, in the Agridultural economies and in
the economies in the initial stages of industrialization;
the demand for service sector goods is very low, because
people cannot reallyrafford to buy these goods, Only in
the advanced stages of industrializetion where sizeable
smount of surplus is dreated, the consumption of service
sector goods rises tremendously. In a backward economy,
a chair cannot mean enything more then rearrangement of
wood, It is only under prosperous conditions thet the

quality, comfort and beauty of a chair matter, Congcepts
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like *'usefulness’, fnecessity' ete, are held commonly in
a society and ecénoﬁists being members of the soclety are
subject to them. Thus the importance given to service
sector changed, as the economic reality of the times
changed. _

1.2 It is now proposed to examine the chief
characteristics of the service sector.

(a) The rirsﬁ characteristic of the Serviee sector 1is

that it 1s glose to_the consumer (Fisher, Clark). What

they had in mind were the professional services like
lawyers, doctors, teachers where the buyer and the sellqr
come into physicel contact with each other. These are the
ceses of highly personalized services, where the services
hgve to be consumed as soon as they are produced., In such
sltuations, a better participation by the consumer can
improve the quality of the output. For example, if a
student pays more attention in the elass, the quality of "
teaching In the class will improve 1,e. the output of the
teacher will improve. (G.B. Thomas);

But this 'closeness' is not a characteristic of all
the activities bélonging té the Service Sectof. In faet,
we cen divide the Service sector activities into
Intermediary and Finasl activities., A4s a qlassificatory
device the 'Type of Buyer' can be used (Stiglef (1)).
Intermediary activities would be those serving chiefly

business, Therefore, it would ineclude advertisement
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activities, transpor@ation of goods, ete, Final activities
would be those serving the £inal consumer i.e. hotels,
professional services ete.

(v) Labour intensity is supposed to be another
characteristic of the Service sector.

Though most of the Service sector activities are
labour intensive, there are some which are not eg Tramsport -
and Public utilities, For the purpose of homeogeneity,
many economists prefer to leave out either one or both the
activities from their study. For example; B.M. Deakin and
K.D. George, Vietor Fuchs (1) and Stigler (1) have not
included these activities in the service sector. Stigler
says that he has excluded these activities because their
"characteristics are sufficiently pecullar so that 1ﬁ any
event they deserve separate analysis",

(e¢) Intangibility is en important characteristiec of the
activities belonging to the service sector., This means

that the output of the service sector does not have a
physleel existence, Due to this, thé output can't be
stored, It is consumed as it 1s produced. Theré is a

sense of immedlacy about the services, 'This is an important
characteristic of the service industries (V. Fuchs (2)).

(4) Generally, it is observed that the physical strength
is less important in the service industries. fﬁis can be

& reason for the hlgh proportion of employment of women in

service industries. (Barkins, Kuznets (1)).
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(e) In case of certain activities there is a special
relationship between the seller and the buyer. For example,
in case of a doctor, the seller (i.e. the doctor) himself
tells the buyer (i.e. the patlent), what he should buy

(G.B. Thomas),

(£) Due to the personal nature of many of the service
sector'activities, there 1s andisproportionately large
number of self-employed in it, = Therefore, many services
are provided by small organizations‘(Stigler (2)).

But on the other hand, there 1s a tendency for
small 1pd1v1dﬁal family enterprise giving way to large and
modern bﬁsine;s units., For example, retailing which is
usually managed by a family, is giving way to Departmental
stores (Barkins, L.). _ 7
(g) There is.a large number of non-profit making
organizations which belong to the service sector (G.B.
Thomas, Fuchs V (2)). _

(h) Usually, the minimum level of education that is
required in-the gservice sector 1isg gréater than that required
in other sectors (Stigler (3), Barkin, S.).

1.2.2 TInspite of these characteristiecs, theré continues

to exist a certain amount of haziness assoclated with the
scope of the Service seotor. Stigler (4) wrote, "There
exists no authoritetive consensus on elther thé boundaries
or the classification of the service industries®™, There

is no hard and fast division of the sectors and different
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economists meke use of different definitions, depending

on their own philosophies.

Some of the non-controvertial activities which are
included in the service sector are Trade - wholesale and
retail; finance, insursnce, regl estate, professional,
personal, business, repair services, Activities vhich are
controvertial i,e., scmetimes included and sometimes

excluded are Transportatlion, Public utilities,
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CHAPTER II
MEASUREMENT OF THE OUTPUT IN THE SERVICE SECTOR

2,1  There are two purposes for the estimation of output
originating in the service sector. The first purpose is
to find out the contribution of the service sector in the
economic welfare of a country. Secondly, estimation of
output helps us in finding the productivity and utilization
of resources in that sector. (J.L. Nicholson (1)).
Therefore, to understand the role of the service
sector in the economy, the output of the service sector
has to be quantified. There are two ooneepts;of output;
one is the end product of the production acti?ity, usuelly
termed simply as 'output' and the other 1s the 'net output'
i.e. value added arising out of the Service sector. In
this chapter we examine the difficulties in measurement
. of the output and how net output is estimated in India for
National Income purposes.
2,2 It is proposed to deal with the difficulties in
defining the end product of the Service sector, in genersl,
and later on deael with the specific sectors, |
2,2,1 One of the peculiarities of service sector output
1s 1ts intengibility (Marimont M). The output of service
sector does not consist of tenglble goods like wheat, 7.V,
sets, watches, ete, As there is no tangible end product,

it becomes difficult to define the unit of output, in meny
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service industries. While in sectors like Transport and
Communicetions a measure of output can be devised, in
sectors like Health, Education etoc, it becomes extremely
- @ifficult. In case of Service sectors which are in the
nature of collective consumption like Government
Administration and Defence 1t almost becomes impossible
to define the end-product.

Moreover, it can be noticed that many services like
defence, voluntary orgenizations, Administration ete. do
not enter the market-mechenism at all, In such a situation,
it 1s difficult to measure output by velue, since the value
1s not known.

Changes in Quality are generally difficult to
incorporate in output even in the case of tangible goods
and the problem gets compounded in the case of Service
sector., For example, would it be correect to say that one
unit of a doctor's service is one visit to the doctor by
the patient? Ir'we essume that it is so then 1t is likely
that due to medical advances, for the same illness, a
patient has to go fewer number of times to the doetor.

In such a oase,.it would lead to underestimation of the-
dooctor's services, when there has been no such thing in
reallty.

Then there are chances that the output 6f a Service
gsector industry is affected by certain extraneous factors,

For example, the output of education is highly influenced
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by the general avellability of books, audio-visual
equipment etc. Similarly, the output of medical cere
industry i.e. Health, is influenced by environmental
factors. It is not possible to separate out these fagtors
vhile measuring the output.

2.3 Five service sector industries have been selected
for examining the specific problems of measurement of
output. Two of them belong to the pe;sonaliéed services
{.e. Meaical care Ihdustry and Education Industry, to give
us a feel of the problems perteining té such servlces,

The other two industries are deaiing with commerce i.e.
Banking\serviées and Retailing‘services. The last one
pertains tp‘collectivé consumption 1,e, the Govérnment
Services, whose importance is und;sputed. beeéver,kthe
Government services have a peculiaf characteriétic that
they do not enter the market mechenism, For esch of the
industries, first of sll, the attempts st identifying the
output will be examined. Such an exercise will bring home
the difficulties in identifying the intangible output.

The next step would be to examine the dilfficulties in the
measurement of the output, This would be foliowed by a
note on the estimation of'nqt output of these industries

in the Indian context.

2,4.,1 Medical Care Indﬁstrz
Identification of the Output

What does Medical care 1ndnstry produce? It cen be
said that it produces Health., Heslth has been defined in
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many ways., The world ﬁealth Organisation has defined
Heelth as "A state of complete physicel and mentel and
social well-being" (Constitution of the World Health
Orgenization, Annex I, 1958). Efragcon Roberts (1) defines
it as "the absence of, or the abllity to resist disease

and death™. _

There is one greet difficulty in defining 'Health'
as an output of Medical Care Industry. It is thaﬁ the
general environmental factors and consumption patterns
also affect the 'health' in the society. Factors like
dlet, pollution,'olean drinking‘water ete, have tremendous
1mpa;t on heaith, but they are not provided by medical
care industry as such, S. fabrioant (1) is of the view
that there is a danéer of bypassing e lot of real costs,
which are incurred by the public in meintaining a given
state of Health, The real costs would consist of othef
preventivé'and meintenance activities. Furthermore, he
adds, it 1s impossible to measure the oohtribution of
households in creation of health, but which is bound to
be substantial,

Therefore, 'Health' as an output of Medicél Care
industry poses manj probléms.

Vietor Euchs (3) has defined the output of Medical
Care industry, in enother way, He says that tﬁé types of
output which are produced by the Medical Care Industry

are as follows -



(a)
()

(c)

of the
2.4,2

3.
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Contribution made in creating health,
Physicians provide a 'Valldation Service' i,e.
an evaluation of a person's health by the
doctors which is usually needed by some third
party,

Consumer services provided along medical care

'j.e, hotelling aspect of hospitalization.

This happens to be the most compréhensive definktion
output of the Medlcal care Industry.

Difficulties in the measurement of output

Victor Fuchs (4) says that the Medicel Cere Services
defined as the services rendered By

Labour - personnel engaged in Medical occupations,
such as doctors, nurses, werdboys, ete,

Physical Capitel - Equipment used by the labour e.g.
surgical equipment, X-ray machines ete.

Intermediate goods and services like drugs,
purchased laundry services ete,

But certain aifficulties arisé-out of this

definition, There are chances of some health related

activities belng left out e,g. better sewage éystem ete.,

Moreover, a part of the activities of the health personnel

consists of 'hotel services' like staylng in the hospital

because adequate rest may not be available at ﬁome.

Strictly speeking, such asctivities do not belong to the

health services and should be subtracted from it. Another
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problem is added because in case of oertain illnesses

the duration of hospitalization could have decreased due
to advencement in the medical science, but in certain
other cases it could have increased due to environmental
factorsw(M.W. Reder (1)). It can also be observed that
the Medical care industry has certain peculiarities angd
these tend to tamper with the operation of market mechenism.
For exsmple, the quality and qnantity of the product whieh
should be bought by the buyer (i.e. the patient) is '
suggested by the seller (i.e. the doctor) himself, The
consumer is usually terribly 1ghorant ebout what he 1is
buying (M, W, ﬁeder (2)).

Secondly, in some 1ndustries where there 1s a danger
of consumer ignorance; the consumer 1s protected through
the competetive behaviour of the producers, In case of
Medical Care Industry, the competetion is very low because,
first of sll, the entry is severely restricted in the form
of admission to medical school. Secondly, Advertisement
1s forbidden due to code of ethical éondugt (M. W, Reder
(2)). |

Thirdly, Medical Care is one of the industries
which people believe should be distributed according to
need rather than demand (i.e, apility and willingness to
pay). Therefore, on one hand, there are privaéé
individuals and institutions which supply Medieal Care,

on the other hand Government also supplies it. The
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Government supplied Medical care is usually subsidized
(ofer (1)). _

Therefore, because of these qbstaeles in the
functioning of market mechanism, it is not correct to
equate, the output of the Medlcal care ingustry, with the
expenditures made in it, which is what is done.

‘Another importent difficulty in the measurement of
the output of Medical care industry 1s that the qualitative
changes are hard to incorporate in the output. Improvement
in quality would mean that for the same smount of input,
the quality of output is better. But the output of
Medicel Care fhdustry is estimatéd ou the basis of cost
itself (i.e, the expenditure made in 1t). Therefore, in
the cases where the input has not changed, but whefe there
have been changes in the quality, the output of the industry
would be the same as before (Klarman (1)).

2.4.3 Measurement of the Net output of Medical'c Care
Industry in the.Indien Foonomy *

Fér measﬁring the contribution of Medical Care
Industry to the Nationel Income, the method of factor
payment 1s adopted. The value added is estimated separately
for Public end Private counterparts. In case of Publiec

Sector medlcal and heal th sefvices, the expenditure on

* Source: For the exposltions regarding the Measurement

. of Net output in the Indien Egonomy, we rely
heavily on National Accounts Statistics :
Sources and Methods, April 1980,
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wages aend salaries of doctors and other medical staff as
‘obtained from the budgets of the Central & State Governments,‘
and these are taken to be the Value Added estimates.

For the Private Sestor the following method is used.
The contributions to gross produc% per worker ere determined
on the basis of data contained in the N.S.S; Report, "Tables
with Notes on surveys of self employed households in Non-
Agricultural Enterprises, 1974-75", for rural and urbaﬁ
areas separately and adjustments are made for depriciation.
To obtaln estimatésifor other years, the base year estimates
of the value Added are teken forward to other years, with
the help of an index number of oonsumer prices for urban
non-manual employees and an index of wages of rural
skilled workers for urban and rurel areas respectively,
2.5 Educetion _

~ Education is a many-faceted activity, consisting

of different types like'school edqcation, higher-education,.
vocational training, Research ete.
2,5.1 Identification of the Output '

Wagner (1) has defined the output of Education as
"the furtherance of civilization" i.e, eneouraging the
rediscovery of man's highest creative achievements, making
new dlscoveries and Questioning the old ones, Related
activity is that of Research i.e., dilscovery of ﬁew knowledge
Plus restricting end application of existing knowledge,

Atkinson (1) says that the most obvious function
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of educational institutions is to provlde teaching and
this gives rise to several outputs. The first is that it
helps select people for subsequent employment. Higher
education acts as a filter. Secondly, knowledge is the
main output of teaching.

2,5.2 Dpifficulties in the meagurement of output

‘The end product of education can be conceived as
the 'knowledge' which is being imparted to the students,
“How does one méasure the tknowledge'? It 1s suggested
that tests should be giveﬁ at the eﬁd of every acadenic
year to measure the knowledge. (Veizey J, (1)), But
this has two ﬁ}oblems. First, the performance of a student
in the test would depend on his own capacity and also on
the teaching given. How can we separate these two effeots.
Secondly, how can the results of tests given in two
different faculties be added?

Another method for measuring the output of
educatlon is to 1link education with the earnings of a
person receiving it. (Blaug M,). Génerally, it is
observed that the more highly educated a person, his
earnings will be higher, cet, par. The argumeﬁt i8 that
the more educated a person, the more will be his
productivity and therefore he will earn more. Therefore,
the output of education is the rise in pfoducti}ity coming
about due to 1t.

But this argument has been questioned ang the
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tsereening hypothesis' has been put forward (AxkinSon'(1)).
It says that the output of education is that it has
provided the employees with a tgelection oriteria', 1l.e.
education helps employers in rejecting and sccepting
people on the basis of their education.

Another problem arises because a large percentage
of the'output of education is not sold in the market
because the Government supplies it. Hence the market
values are not known. Therefope,rthe output has to be
valued at ecost., This assumes that the education system
is adding nothing to the inputs thet it recelves. This
1s obviously ﬁ;t true (Vaizey J. (2)). Furthermore, how
do we measure the education that is imparted at the family
level, Family plays an important role in the education
of children, not only in the semnse of time of the parents
but also the expenditure like books, penecils ete,
(Atkinson (2)).

There is also a problem regarding the 'In-service’
tralning which 18 imparted in the firms. Thié is an |
important output of education which is difficult to measure
(Atkinson (2)).

2.5.3 Measurement of the Net output of Education
Industry in the Indien Economy

For this sector the value Added 1s taken to be the
sum of total wages and salaries of teachers and other staff
employed in educationel institutions and the secondary

income arising from educational services. For the
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recognized enucationai tnstitutions, this information
(except for the secondary occupations) is available in the
"Egucation in India", published annually by the Ministry'
of Educatlon, B ‘

Tt has been assumed that the contributions of the
- people working in unrecogrized institution, end those
heving secondery ococupation in the educational services
forms 2% of the Gross Value added fromvrecognizedv
institutions,
2,6 ‘ Banking -sector *¥

2.6.1 Identifieation of the output
The main activities of the Banks conslists of ~

accepting -savings from households .and Institutions, making
loans to them, investing their;own funds in different ways,
transferring money from one account to another, as snd
when instructed, Banks are,’in the true sense of the term,
an intermediary between the lenders or the savers-and the
borrowers, Thus the Banks_pfovide services for the
depositors as well as debters. To define tne"end product
of the Banking sector 1s beyond our comprehension. ZEven

defining the net output is beset with aiffioulties.

** For this exposition we rely heavily on -

1, Gormen J.A. (1969)
2, Ynteme D.R. (1948) ‘
3. Speagle & Silvermen (1953),
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2,6.2 Difficulties in the messurement of Net Output

Benking sector creates peculiar difficulties in the
measurement of even the Net output.

When the ususl procedures of National Income
accounting are applied to the Banking Sector, 1t creates
certaln difficulties. It 1s known that under the usual-
procedure, the interest, is a part of the output of the
paying firm and not of receiving firm, When this procedure
is epplied to the Banking sector, the output of Banking
Sector becoﬁes zero or negatlve, This_ls because when we
caloulate the Value Added of the Banks, we have to take the
Net Payments made by 1t (or othérw@se it would lead to
double counting). Therefore, first we celculate the 'Net
Interest Pald', by substracting the Interest Recgivedz
from Interest'Paid. We see that Nef Interest Paid comes
to be negative for the Banking Sector because the Banks
do not pay whole of the interest received to the depositors.
To this negative Net Interest Paid, we add the wages ana
Profits paid out by the Banks. Now, the sum of wages and
profits pald by the Banks will be less than the Net
Interest pald, to the extent of the material iﬁput

consumption, as casn be illustrated by the following example,
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. Recelpts i Expenditure
Interest Recelved 150 Interest Pald 40
Raw Materials, other
services ete, used up 30
Wages | 30
Profits 50
150 150

From this table we see that the Net Interest paid
1s 4O - 150 = - 110, a negative flgure. The_expenditure
side should add up to 150 i.e, equivalent to the Receipts
side., The sum of wages and profits cennot be equal to the
Net Interest pgid, because of the Raw Material ete, used
up by the Bank, Therefore, the output of the Bank, in
this case turns out to be Net Interest paild plus wages _
plus profits i,e, - 110 + 30 + 50 = - 30 i.e. a negative
figure. If the Raw Materials etc, used up by the Banks
are zero then the output of the Bank would also become zero.
Therefore, under this system of keeping the interest
with the paying firm, the output of the Banking sector
would be negative of at best zero; but never positive.‘

- Now this seems rather unacceptable, The Banking
Sector is certainly performing useful functions and adding
to the services enjoyed by the people. We can simply argue
that 1f Benking were a drain on the economy, 1p~should
venish in the Long Run (in absence of Permanent Governmental
Subsidy). Therefore, the method that is applicable to the

other sectors, cannot be applied to the Banking Sector.
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A new method for caleulating the output of the
Banking Sector is used, which imputes explicitly, the
service charges levied by the Banks, for the services it
has rehdered. This is called imputation method.

Imputation Method

This method assumes that the services of the Banking
Sector areAmade for the depositors and not the borrowers.
The validity of this assumption is, of course, questionable,
because an important part of the Banks' activitles does
consist of lending money. |

The 'imputation method' is as follows, We fing
the difference.between the inﬁeresp Received and Interest
' Paid and ocell it the 'Imputed Service Charges!'. This is
because though the Baﬁks provide services to ﬁhe depositors,
it does noﬁ charge them explicitly for its services, -What
it does is that, it keeps a part of the Interest Recelved
with it self, 1pstead of explicitly charging the depositors
with service charges, Therefore, instead of first paying
the depositors, the full amount of Inﬁerest Recelved and
then taking a frection of i1t as service charges, the Banks
adopt a short-cut method, The imputed service charges are
reallocated between the different sectors according to the
propbrtion of deposits held. Ultimately, it means that
only the income imputed on deposits of 1ndividugls gets
inocluded in the Netionel Inoome. The Income fimputed on

private business deposits will cancel in all industry
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summation, because the Service Charges will be on the
debit side for the private business but oﬁ the oredit
side for the Banking Sector. Therefore, they will get
cancelled, Therefore, we see tﬁat the Banking sector has
certein very pecullar difficulties in the measurement of
its output, These difficulties are overcome by deriving
an entirely new method of measuremént of output.

2,6,3 Measurement of the output of Benking Sector
in the Indien Feonomy"

To caléulate the velue added in Banks and similar

financial institutions, the service charges are imputed
and added to the charges actually received. The imputed
service charges is measured as an excess of interest
received by Banks on loans-and other investments made.from
the deposits they hold over the interest they pay out to
the depositors, For the Commercial Banks, the source of
data is the "Statistical Tables Relating to Banks in
India®, TFor the Banking Department of RBI, the source of
data is the "Reserve Bank of India Annual Report",

The 1mputed service charges in case of enterprises
are to be deducted from the value added of enterpri ses
and in case of Households who are depositors, thelrifinal
expenditure is to be increased by the emount of imputed i
charges, |
2,7 Retall Trade -

2.7.1 Identification of the output
The Retalling activity provides a vital link between
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the wholeseller and the final consumer, The Retailing
trade provides the services of getting the product
geographicelly near to the consumer, packaging it,
providing after sales services ete, The goods delivered
by the reteller ean not be considered as the output of
retall activity as most_goods produced in the economy have
to pasé through retailers and the end product of retalling
activity i1s really intangible, _ |
2.7.2 Difficulties in the Measurement of output

The real output of retatl trading is sought to be
measured by measuring the real quantity of goods sold by
the retailers.. The first step in meesuring the output is
the grouping of stores into dirférent store types, like

telothing stores', medicine stores ete. Then we find the

Gross Margln percentage . rotel sales - Cost of Goods sold
Total sales

This 1s the service per unit of money of seles of a 'store
type!'. If we multiply the Gross margin percentage of a
firm}with 1ts Total sales, we will get the output of the
firm (Schwartzman (1)). This method assumes that the
quality and the quantity of the services sold by‘the firms
remains the same over a period of time or oross-sectionsally,
But certaln aspects of retalling would vary over a period
of time and also’cross-sectionally. They are -~

1. There can be a change in the terms of sales like

 gredit terms, replacement of parts, repairs ete,

2. There can be changes in the sales personnel and



33

sales techniques like more efficiency, courtsey

eto.
3. Demands made on consumer mey change, like time

and effort required to aeegmplish purchase by

the consumer ete, (Fuchs (5)).

These changes may not lead to changes in the costs
| and henée may not affect the output of the retalling shops.
But in reality, the quality of output has changed and it
will not be refleeted in the output.

It 18 known that supermarkets usually have lower
mergins and small shops have higher margins, In such a
case, can lower marglns be 1nterpreted as an evigence of
greater efficiency or as an indication of 1ess services
offered and hence less output produced by the shop (Fuehs
(6)). '

, Usually it is observed, that there is a redivision
of services provided by the retailers and by the
menufecturers, as there‘}s rise in thg 1ncome.oann
economy, When the incomes rise, the retallers starf
providing better and more services like the general get-up
of the store improves, more shops are alrconditioned ete.
But then-they do less and less of prepackaging, labelling
which is now done by the manufacturers, This redivision
may not be ssccounted for in the costs (Fushs V(7)).
Another conceptual problem is that of treetment of changes

in the size of transactions. Suppose thaet the number of
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trensactions and everything else remeins the ssme, except
that each consumer buys twice as much in each transactions
then before. Then acocording to an earlier method, the
reel output of the retelling has doubled. But some
economists* have argued thet the increase in the size of
transactions, normally does not proportionately increase
the inpﬁt. Therefore, if input increases at less thantrade
proportionate rate then the output of the getail mede /will
increase by more then twice. Therefore, it is argued that
the number of transactions should be teken into account,

in some way, to get a better estimate_or the output.

2.7.3 Measurement of the Net Output of Retail Trade
Industgz in the Indian'Economxv

Retall Trade can be divided into Registered and

Unreglstered Trade.

1. Registered Trade

The estimates for retall trade are prepared i.e,
the velue Added per worker (efter allowlng for Secondary
workers) by obtaining the results of the dlstributive
trade surveys, carried out in the eight states.*# These

surveys are carried out under the perview of the Sales

¥ Margaret Hall and Don Knapp "Produs tivity &
Distrlbution vith Partloulss Refume to the

Measurement of Output", in Produetivity Measurement
Review, 1957,

*% AP, (1971-72), Delhi (1969-70), Gujarat (1968-69),
. Haryena (1969-70), Meharashtra (1968-69), Orissa
(1969'70)’ ToNo (19614'65)) UOP' (1971'72)0
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Tax Acf; but they do not have the same reference period.
Therefore, the estimate per worker as aveileble from these
reports have to be brought backward dr forward to the base
yeer. The weighted average of the value added per worker
is found for tﬁe elght states and it is used for the Al
_India estimates,
| For finding the employment, we use the method of
using the average proportion of the workers engaged in
registered trade and total number of workers in the
sector (1,e, Trade, Hotels, Restaurants) for the states
of Haryana an& AP, and use it for all India estimation.
2. Uhregis;e:ed Trade ' ' _
N.S.S. data are avallable for the year 1969-70 in
the NSS report No. 221, "The Tables with Notes on some
Features of Household Non-Reglstered Trade!. The Velue .
Added 1s brought forward for rural and urban areas
separately, The number of workers in unrégistered trade
is obtained as a residual using the corresponding number
in registered trade and the total available from the

census data,

2,8 Measurement of the output of the Govt. Services

2,8,1 Identification of the Output and difficultiesv
in the measurement of the output

Government services refer to the various - _
administrative and other public agencies, which are not
engaged in commodity productions. Their greatest

peculiarity is that they are not exchanged in the market,
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The relationship between the portion of the production
which is reflected in money transactions through the
market and the portion which 1s not so reflected, changes
from time to time and from country to country (Colm).
Ther efore, if intertemporal and intercountry comparisons
of National Income have to be made, then it would be quite
misleading to exclude fhe gservices which are not bought
in the mﬁrket. Hence it is essential to make an estimate
of the contribution of Government services, to the
Nationel Income of any country.

~ Some of.the services like Public Utilitles etc.
are provided by the Government because by and large it is
accepted that the Government can render them in the most
efflcient way. More over, for some services the private
enterprise may not be willing to underteke them because
of the peculiar nature of costs,

As slready mentioned, the Government services
usually are not exchanged in the market. Therefore, the
velue of the output of the Government services is
calculated at 1ts cost, This assumes that the Government
gservices are not adding any value over and above the costs,
to their services, which is a questionable proposition.

. The faot that the Govt. does not charge explicitly for 1its
services leaves no option but to celoulate the value of
output at cost (Ezekiel H(1)).

Another problem, related to the above mentioned,
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is that of the identification of the Intermediate and Final
output of the Government. Tt is essential to separate the
both 1n order to avold duplication. This aifficulty led

to the historic debate between Hlcks and Khznets;

H:lcksl suggested that the whole of the Government,
product should be velued at cost and be included in
Naticnal'Income.' The justification he gave was that 1t
is impossible to separate the final and the int ermediate
Government product., He urged that the duplicationlarising
out of it has to be accepted.

Khznetsz_ argues that such an’'ineclusion is possible
only under the assumptions "elther that all Govemment
activities are devoted to providing goods to ultimate
consumers qua consumers" or "that the Government 1s somshow
conceived as an ultimate consumer itself". We know that
the first is wrong end the second 1s unacceptable,
Therefore, Kuznets conecludes that the inecluslon of the
whole of the Government product leads to double counting,
But this need not be so, This 1is because, if the
int ermediate products of the Government are not entering

the costs of the business firms, then there will be no

double counting. The value of the Government intermediate

1, Hicks J,R. - 'The Valuations of the Social Income!
Economica 1940, page 118,

2, Kuznets - 'National Inocome : A New Version', Rev,
of Econ. & Statistiocs, 1948, page 156,
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products do not enter-the costs of the business firms,

1 ralses an objection at

when they are sold free., Kuznets
this point., He argues that suppose a good A 1s purchased
by the Government and then it is passed on gratis to the
business firms, who do not have to pay anything for 1t.
But it is just likely that somebody else is paying for it,
say B, C, D end including the cost of A, ig the price of
the commodity which they (B, C, D) are producing. "Hence,
so far as A 1s a product absorbed in uses other thaﬁ
ultimate consumption, the fact that it was purchased by
the Government not for_resale does not prevent duplication
if it 1s included along with B, C, D*, - annetsl._ The
way in which somebody else pays for A is via taxes,

It 1s surprising that Kuznets should put forward
this argument, because it contradicts with his saspproech
towards National Income, According to him, National
income excluded all indirect texes. The payment for A
made by the producers B, C, D, would be excluded from the
National Income at that end., Therefore, there is no
reason for duplication.

Kuznets> hes given three criteria for identifying

Governmental services to the ultimate consumers,

1. Kuznets - "Government Product and National Income™
Income and Wealth Series I, 1951,
Page 182,

2, Kuznets - "Government Product and National Income",
Income & Wealth Series I, page 192-200.
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1. The first oriterion is that there should be no
price or only a token price for the final product of the
Government., If there is 'quid proquo' then that Government
sctivity shouid be dealt in the same way as any business
enterprise,

2. The seoond criterion is that the Government serviee
should be available to an individual only on his 'overt
initiative', for it to be-a final product. This means
that some éervices like those of army, judileciary ete. are
intermediary services, Kuznets argues that the economie
activity of any country is expected to be carried on under
a particular social framework,  Now this soclal framework
itself should not be a part of economic activity; even
though it contributes to the welfare of the society. A
partiocular social framework is something which 1s to be
assumed and the economic activity should be something over
and above 1t, ) _

The second argument is that the Government services
of internal and external peace, social regulation eta.
ere of the nature of costs, rather than net product. Thus
if the cost of maintaining the same level of internal

reace rises can we say that the net produotvof the economy

- has increased?

3. The third criterion says that the services of the
Government sector to become final products, should also

have &n analogue in the private markets, This analogue
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should be on a 'substantiael scale'.

Following this, Hicks' chenged his attitude and
accepted that the Government gservices can be meaningfully
divided into final end 1ntermediate products,

We shall now explain* the division between the
Finel and the Intermediate output, as given by COFOG
(classification of the Functions of Government")

COFOG has divided the Government Production into
three parts - )

1. General Government Services - This includes those
activities, wh;ph eannot be assooiated with services to
persons or business, -

2. Community end soclial services - ﬁhis includes the
services supplied to the community and heuseh@1¢83and
persons, in a direct way. |

3. Economic Services - This includes the services
supplied to the business, for 1its more efficient operation

and regulation,

1. Hicks - "The Veluation of Sooiel Tnoome - A
Comment of Prof., Kuznets' Reflections "Economlca
19‘?8, Page 16’4'.

¥ This exposition 1s based on the article "Dividging
Government Product between Intermediate and Final
Uses™ by K. Hoiz & U.P., Reich in "Review of Income
& Wealth"™, 1982, Vol, 23, page 325.

2. COFOG - United Nations, Department of International
%ggngic ang 2goial Affairs, Classification of the
ons o vernment Statistical Papers Series
M, No: 70 (New York, 1980). P
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COFOG has made-use of the Input - output teble in
seﬁarating the final from the intermediate output. We
see that the General services have an impesct on many
agents, and not on eny one in e specific way. COFOG
says that a function can be assigned either to a specifioc
use or none at all, In the latter case,_instead of
spoiling the Input-oﬁtput structure by distributing
inputs unspecificsally to all agents, it is preferable
to keep a speecific function undistfibuted. Theref&re, on
the basis of thls principle we see that, the Economie
gservices becomg intermediate goods as they are consumed
by the business, The community and sociel services
become the final goods, because the househdids and .
individuels consume them directly. There existsva
theoretical debate regarding the 'general government
services'., One can classify thesé as intermediate,
because indirectly they help the prqduction of goods and
services, On the other hand, we can consider general
government services as final beceause that is what the
soclety has prodused over and above keeping the capital
intact, COFOG taekes the second view into consideration,
end includes the General Government Services into the

_ Pinal output,

Furthermore, it cemn be noticed that some of the
Economic services are used by the public also, as final

consumption. TFor example, Road services encourage the
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expansion of business -getivities, but they are very much
consumed by the households also. Tt is impossible to
split-up the roed services according to the share of
business consumption and household consumption.

The logic behind ssying that the Economic servieces
are intermediate consumption of the business services 1s
that it -1s believed that the Economic Services are paid
out of Indirect Taxes; on the other hend, 1t 1s believed
that the Community and Sociel Services are paid out of
the Direct Taxes, by the Government. -Indirect Taxes are
supposed to fall on the .busineés services and the Direct
Taxes on the ‘consumers.

It cen be seen that the above loglc does not seem
to be correct, TFirst of gll, the Government does not keep
the Direct and Indirect taxes in separate 'hoxes',
Therefore, there 18 no way of finding out from wﬁere the
resources have come. Secohdly, it i1s not correct to say
that the Indireet Taxes are peid by the vbusiness community.
The Incidence and Impact of Indirect Taxes can be different
and it is Quite likely that ultimetely it 1s the consumer
who 1s paylng the Indirect Tex.

In view of this, oui earlier argument of calling
_Foonomic services as Intermediate consumpti on and community
and social servises as Final consumption, crumbles,

2,8.,2 Measurement of the Net Output of Government
Services in the Indien Economy

The Government Services, ocan be divided into three
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parts (1) Public Administration, (2) Defence, (3) Other
Services. 7

(1) Public Administration end Defence covers services
rendered by the administrative department of the General
Government i,e. Central, State Governments, Union

Teri tories, Municipal Corporations, district and loceal’
bodles etc, These services relate to the organs of State,
collection of taxes, administrative services, defence
services, sociel security, relief on naturel calgmities,
activities of Issue Department of RBI ete. Other services
of the Government consists of Education, Research, Medical
Services, saﬁitary services, |

(2) For Public Administration and Defence, the Value
Added consists of compensation of employees (wages,
salaries and pension payments). These expenditures are
obtained by analysing the budget documents of the Central,
State Government and Union Teritories, In case of locsl
bodies, the data ere not avallable. In such cases, the
estimates are prepared by utilising the information on
grants to various local bodies under different‘ae;ount
heads availeble in the State budgset,

(3) As for other services, we have already studled the

. Medical and Education services.

Senitary Services -
Estimates for Sanitary services are prepared
separately for Urban and rural areas, The information is

collected from municipalities for the number of workers
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engeged in sanitary services and their wages and salaries,
Since the datasre not available from all the
municipelities, it is necessary to use these results
jointly with the ecensus data on population by towns to
prepare the estimates for the urbean area, The same
methodology 1s used for the rural aresas.

Research and Scientific Services -

In this subsector, the Value Added is equivalent
to the wages and salaries of the employed personnel,
2,9 Conelusion

In the .above discussion, the gifficulties of
defining the end product end hence the output and elso of
net output have been discussed in deteil, While service
sector, in view of its intangibility poses innumerable
problems in defining the endproduct, one may define the
output as the sum of the value of Inputs plus the value
of factor services, as in the case with commodity sectors,
Even this broad definitlion needs chenge as far as trading
sector 1s concerned as inputs in this ecase would include
all goods sold.

From the latest Input-output Table avai;able for
the Indian economy, for the year 1973-74, output has been
_caloulated for the 4ifferent subsectors of the Service
Sector (Appendix I) and is presented in Appendix II of
this Chapter, Column 8 gives the ratio of‘Material Inputs
to the Total output, It can be observed that the ‘Railways',



L5

tOther Transport Services', 'Hotels and Restaurants',
iEducation and Research! éﬁd .'Medical and Heal th' sérvices
have a high material input rafio. For the remai.riing
sectors very little of material inputs is used.

For the Service sector as a whole, the ratio of
Materiel inputs to Total output is 0.19235. (We have
excluded Public Administrations and Defence from the
service sector as they have no materisl inputs). If we
exclude the above mentioned five sectors, then the ratio
fells down to 0.032%?; which 1s certainly very low.

With this as a background, we move on to analyse
the quantitat‘:lve dimensions of the Service sector in the

Indian Economy.
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. Appendix T .

In our study the Service sector consists of

Trade end Commerce which ineludes

(a) Trade, Hotels and Restaurents

(b) Banking end Tnsureance

(c) Real Estate, ownership of dwellings and
business servicés. ,

Transport, Storage, Communicatlons

Other services ineclude

(a) Publio Administration and Defence

(b) Other services.

The Primary Sector consists of

Agrioulture

Forestry and logging
Mining and querrying.
The Secondary Sector consists of

Manufecturing

(a) Registered
(b) Unregistered.
Construction

Electricity, Gas and Water Supply.



Appendix IT

(Figures in Lakhs)

Sectors Service sector Material Total
inputs inputs
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3.

5.
6.
7.
8.
2.
10.
11,
12,

Railways A 16,106
Other Transport

Services L, 954
Storage & Warehousing 791
Commanications 24350
Trade ) 76,027
Hotels & Restaurants 20,471
Banking ‘ 12,029
Insurance 1,655
Education & Research 13,782
Medical & Health 18,106
Other services 3,829

Public Administra-
tion & Defence -

34,237

83,924
267
2,405
20, 881
98,590
3, 000
784
43,895
61,728
2,673

1,28,873

Indireet Gross value Total
1nput§ taxes

5,162

33,426

Ly 755
96,908
1,19,061
15,029
2,439
57,677
79,834
6,504

124
531
5,145
L,247
689
188
2,002
8,392
1,343

added

58, 4,08

1,60,502
4,326
31,339
5,58,055
bhy 417
72,783
37,655
1,16,077
28, 564
96,088

2,22,082

output

1,13,913

3,gg,803
5,508
36,625
6,60, 108
1,67,725
88,501
40, 282

1,75,756
1,16,788

1,03,933

2,22,082

0.0194

0. 2497
. 0.5285L4

0. 02571

Source: Input-output Taeble, 1973-74.

L
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CHAPTER TIT
ROLE OF SERVICE SECTGR IN THE INDTAN ECONOMY
- 3.1 It is proposed to examine the role of Serviee sector
in the Indian Economy, in this chapter. Certain basle
issues perteining to the Service sector like, the
contribﬁtion of Serviee sector output to the total outpnt
of the economy, the rate of growth of Service sector
output in comparison with the rates of growth of other
gectors, employment in Service sector, the capital structure
and productivity ete., would be examined,
3.1.1. It is sometimes argued (Colin Clerk, Kuznets) that
in the early stages of economic development, the service
sector grows more repidly then commodity produection, to
meet the accelerated demand for infrastructural facilitles.
We exemine this proposition with respect to India by using
the date of Net Domestic Product over the period'1950-51
to 1980-81.

Table 1,1: Distribution of Net Domestic Product
(in crores) (et 1970-71 prices) :

Yeer Total Commodity produc- Service 2 as % of 1
in 1) sectors Sector(2)
1950-51 16798 12007 4791 39.9%
- 1960-61 24360 16825 7535 . kb 7%
1970-71 34519 22244, - 12275 55.1%
1980-81 L7193 27995 19198 68.8%

* Source: "National Accounts Information System" by Roy
Choudhury and M, Mukherjee, 1984, page 153
Commodity producing sector includes Primery and
Secondary sectors, exocluding Construction activity
which is included in the Service sector.
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Tt ocan be observed that the Net Product of Services which
was around 39.9% of the commodity production, in 1950-51,
{nereased to 68.8% in 1980-81. Looking at the figures in
the last column, it is seen that the contribution of
Service sector has not only inereased, but inoreased at en
increasing rate, over the period.

The absolute figures show that the Net Product of
the Service sector increased four times, while the
qommodity product only doubled, over the period. Therefore,
the Serviece sector is becoming increasingly important in
the economy. o
3.1.2 This essentiaslly ralses questions regarding the
contribution of the Government in this change of scene,

As is widely known, the Government has actively
participated in the economic growth of this country under
its Five-Year Plans., Therefore, we lookvinto the
organizational pattern of the Service sector.

The Service sector is often divided into the .
orgenized and the unorganized seotorsf. Organized sector
can be further divided into the Public and Private. A4ll

the unorganized sector is under Private ownershlp,

* While in the case of manufacturing the factory sector
1s treated as orgenized, in the case of services, the
definition of organized sector is not clearly spelt
out, We infer from DGET and NSS reports that the

establishment s having 10 or more warkers comprise of
the orgsnilzed sector,
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*
Distribution of NDP between organized and
uncrganized sectors (at current prices,
percent )

Teble 1,2:

Service sector:

Organized Unorgenized Total
Year Publie Private Total
1960-61  30.3  10.8  41.1 58.9 100
1970-71  36.3 8.0  Lh.3 55.7 100

* Source: "National Accounts Information System",
) Mukherjee, Roychoudhury, 198L, pg. 155.

It oen be easily seen that the contribution of
public sector in the NDP has increased substantielly. But
it 1s important to remember that the growth in Publle sector
is not always because of the establishment of new
enterprises but also due to nationalization of services
like Banking, Transport.

Second ly, it 1s observed that the unorganized
sector contributes more than half of the Product of the
Service sector. Though the unorgenized sector is less
importent in the Service sector, than in the Primsary
sector, 1t's importence is mach more in the Service sector
~than in thé Secondary sector. It is noticed thai__:, over
the years the contributlion of unorganized sector has
diminished only slightly., Predominance of the unorganized

sector 1s, therefore, an important feature of the Servioce
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sector.

3.1.3 As mentioned earlier, with economic development,
there is an accelerated demand for the infrastructural
facilities. For India, we have the Growth rates for the
G.D.P. (at constant prices), in Public Sector infrastruoture
for the period 1961 to 1980 (K. Krishnamurty) It has
been found that for the period 1961 to 1970, the growth
rate for Publiec Sector infrastructure was 6.2%, for 1971-80
it was 6% and for the entire period 1961-1980, it was 5.4%.
The growth rates have been very high, as expected. In fact,
these growth rates are much higher than the growth rates
attalned by oth;; sectors, as will be seen later.
Therefore, the economic development seems to have
manifested itself in higher demand for infrastructural
facilities in India,
3.2 With this as background, we look into the output
of Service sector, with reference to other sectors. We
are interested in seeing, how thevoutpgt of the Service
sector has behaved in the last thirty years of economiec
growth, _
3,2.1 1In the first instance, we study the Net Domestic
Product at factor cost, at current prices, for the year

1950-51 to 1980-81, The figures are presented in

* K, Krishnamurty : "Inflation end Growth : A Model for
Indie" in 'The Indian Economic Review' Vol, 19,
Jan, June, 1984, No. 1, pg. 62, Publio Sector
Infrastructure includes electricity eto, transport
and communications.
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Appendix I (For the years 1950-51 to 1959-60, the NDP for
Mining and Quarrying has been substracted from the
Secondary sector and added to the Primary gsector, making
the data comparable).

We see that from 1950-51 to 1980-81 the Total NDP
and the NDP of all the Sectors has increased in absolute
terms., in 1950-51, the percentage share of Primary sector
was 52%, that of the Secondary sector was 15.4% and that
for the Service sector was 32.6%. We see that in 1980-81,
the share of Primary sector decreased to 39.9%, the share
of Service sectgr inecreased to 37.1% and the share of
Sesondary sector increased to 23%. It can be noticed that
over this period, though there have been ups and downs for
all the three sectors, there is a definite trend towards
the falling share of Primary sector and the rising share
of Secondary end Service sector.

The absolute figures show that the NDP at current
prices for the Service sector, sharply rises to Bs. 5,239
erores in 1959-60 from Rs. 4,012 orores in 1958-59, and
“then there is a steep fall to Bs, 3,821 orores in 1960-61,
So much of swing looks to be too large to be plausible.
While large changes in Primary sector output can be
_attributed to thefvagarieé of weather, such large changes
in Service sector cannot be explained, Therefore, the NDP
for Service seotor for the years 1959-60 and 1960-61 as

given in the National Accounts Statistics are suspect and
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are not in tune with the rest of the serles.

We know that the estimates at current'priees do not
give us a correct picture, This is because they confound
the changes in prices with those of changes in output.
That is, a rise in the velue of NDP cen be due to either
a rise in the production of output or due to rise in the’
prices oi' due to both. Therefore, when we are interested
in £inding out the inorease in output, we need to use the
constant Price Serles. A _

Tn Appendix II, we give the NDP at factor cost,
with 1970-71 as_the base year. We constructed the sectoral
breakdown for the period 1950-51 to 1969-70, beceuse the
same is not available in @he National Accounts statisties,
The Arithmetic Traensformation Method was used.ik For the
period 1970-71 to 1980-81, the breskdown is avallable in
the NAS.

If we look at the percentage share of each sector,
then we see that the trend observed earlier, is confirmed
here. The percentage share of Primary sector has been
falling and that of Secondary and Service sector has been
rising. With respect to Service sector, one observation
needs to be made, We see that in the current prices
. serles, the rise in the percentage share of Service ;eotor

was from 32,6 to 37.1 from 1950-51 to 1980-81, While in

* The procedufe by which it was done is explain
the Appendix II itself. xpleined in
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the constant prise series (with 1970-71 prices), the share
of service sector has 1ncréased from 24,1 to 36.l4 for the
séme period. Therefofe, in real terms, the rise iIn the
out put share of service sector has been much more than in
the nominel terms,

3,2,2 (a) It has slready been observed that all the
sectors énd the Total economy have been expanding over
last thirty years in abéolute terms, Now we seek to finad
out the rate of growth‘of each of the sectors and that of
the entlre economy.

In the f}rst instence, we look into the growth rate*
of NTP at current prices, Though the Price and Quantity
changes get mixed up in the growth rates at ourrent prices,
it is_not proper to neglect them, as current prices reflect

the equilibrium prices at that point of time.

Table IT,1: Growth Rate.of NDP at Current Pricesk
{per annum)

Period Totel NDP Primary Secondary Servie;
1950-51 to
1960-61 L.6 334 5¢4 h.53
1960-61 to
1970-71 10.17 10.08 10.06 10. 4
1970-71 to

_1980-81 11 8.2 13,14 13.39
1950=-51 to
1980-81 8. 7 80 27 9. 07 80 8

* Growth rates have been found out by fltting a semilog
regression function, and have been aennually compounded.
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During the period 1950-51 to 1980-81, the growth
rate of the economy has been 8.7%. The rate of growth for
the Service sector, for the same period, has been almost
the same., The secondary sector heas sﬁown a slightly higher
rate of growth at 9,07%, and the Primary sector has shown
a slightly lower rate of growth.

(B) To teke account of the Price changes, 1t is
necessary to look into the growth rates of the NDP at
constent prices,

Table II,2: Growth Rates of NDP (in constant prioces)
(1970-71, per annum)

Period Total NDP Primary Secondary Service
1950-51 to
1960-61 3. 59 3.09 3.7 k. 69
1960-61 to
1970-71 3.18 1. 77 4.9 k.5
1970-71 to
1980-81 3. 51 1,82 LoL5 5023
1950-51 to
1980-81 3.43 2,21 Le55 4, 85

It can be observed that the rate of growth of the
Totel N.D.P. has been around 3 to 3.5 per annum. The
. service sector has had a very high rate of growth. TFor
the overall period 1950-51 to 1980-81, it enjoyed a growth
rate of 4,85, which is more than that of the Secon dary

sector,
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We cen compare these growth rates with those of
*
M., Mukherjee and Roychoudhuri given bel ow.

Table II,3: Growth rates for NDP in Constant Prices
(1970-71, per ennum)

Period Total NDP Primary Secondary Service
1961 -71 3. 63 2,57 5.12 5,14
1971 =81 3.28 -~ 1.86 L, 02 5,12

These growth rates do not completely tally with our growth
rates., While in the decade of fifties our estimate of
growth rate for Segondary sector is”3.7, Mukherjee and
Choudhuri's estimate 1is 5.51.\ In sixties, our estimate

of Primary sector's growth rate 1,77 as ageinst 2,57 of
Mukherjee and-Choﬁdhuri. For the other two sectors also
the growth rates of Mukherjee et.el, are higher compared

to our estimates, TFor the decade of seventles overall
growth rate in our calculations turns out to be 3,51 _
compared to 3,28 by Mukherjee et.al, These are significant

di fferences,

* National Accounts Information system", 1984,
page 150,
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*

K. Krishnamurty has estimated the growth rates
for the decades of sixties and seventies in G.D.P. His
estimates are given below.

- Table II,L4: Growth rates for GIP (in constent prices)
(1970-71, per annum)

G.D.P. 3.2 3.6 3.5
G.D.P. in Agriculture 1.3 1.8 2,2
G.D.,P. in Industry 49 5 0 L.4
G.DsP. in Publie

sector infrastructure 6.2 6.0 5.4
G.D.P. in Tertiary 5.0 48 W6

Though these estimates cannot be strictly compared
with our estimates as K, Krishnamurty hes used G.D.P.
figures while our estimates are in NDP and also because
of slight differences in the period. However these
differences are unlikely to affect the trends of decadal
growth rates. We ﬁresent below some of the growth rates
where-there are major differences emongst different

estimates,

* K, Krishnamurty: "Inflation end Growth: A model for
India™, in 'The Indisan Economiec Review', Vol., 19,
Jan-June, 1984, No. 1, page 62. Agriculture includes
agriculture and allled activities, Industries include
Mining and Manufascturing., Public Sector Infrastructure
inoludes electricity ete, transport and communication.
Tertiary includes the rest of the economy.
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Growth rates (p.8.)

Periocd & Sector Ours  Mukherjee et,al  K,Krishnamurty

Fifties -
Secondary 3.7 5.51 - N. A,

Sixties - ) | |
Overall | 3.18 3.63 3.2
Primary 1.77 2.57 1.3
Service ' L.5 5,14 - 5 t0 6

Seventies - _
Overell 3,51 3. 28 3.6
Emary = (=5 .
Secondary L.L5 L, 02 . ‘ 5.0

It can be seen from the above table that our estimates
while significeantly different from that of Mukherjee et.al,
are nearer to that of XK, Krishnesmurty's, As already
mentioned, some adjustments need to bé done for the filgures
from NAS, to arrive at a constant Pi’ioe gserles, sectorwise;
The above dif ferences in estimates could be due to
differences in the method of adjustments.

Obtaining growth rates in constent Prices naturally
depends on the base year in which constant prices are
worked out., They could: be néutrall to the base year only
1t th.e relative prices remain the same throughout the

*
perlod which is hardly ever true, V.K.R.V. Rao has worked

* "Natlonal Income of India: 1950-1980%", 1983, p&.32.
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out the growth rates with 1960-61 prices.
Here too, it can be observed that the Service sector
has enjoyed a very high rate of growth,

Table IJ,5: Growth rates for NDP in constant Prices
(1960-61 prices, per annum)

Peri od Totel N,D.P. Primary Secondary Serviece
1950-51 t :
1908 3.77 2. 66 5,81 - L. 63
1960-61 to |
1370--71 3.39 1,78 L, 9% L, 76
1970-71 ¢ '
1os0ar 3. 1,69 Lo 8l 5,27
1950-51 to '

1979'80 30 63 R 20 09 50 19 lh 95

One very impartant similarity which exists in all
the estimates mentioned above is that in the decade 1970-71
to 1980-81, the Growth rate of the Service sector has been
substentially higher then that of the Secondary sector,
This could be a trend which would lead to a hlgher rate
of growth for service sector in, the elghties elso, .

(¢) Another way of looking at the same problem
would be to measure the contributl on of each of the sectors
_1in the overall growth of the economy. _

We have estimated the composition of the overall

growth for the Indian economy, method being givem in
Appendix IIT,
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Table IT,6: Composition of overall growth
- (1970-71 prices in %)

Perilod Primary Secondary Service Toteal
1951-1961 51.3 16,6 32.1 100
1961 -1971 33.9 27.1 39.0 100
1971 -1981 22,3 2l 9 52.8 100
1951-1981 33.3 23,6 L3.1 100

puring the period 1951-1981, the Primary Sector accounted
for 33.3% of the entire growth rate and the Service sector
accounted for l;3.1%, while the Secondary sector accounted
for 23, 6%. _

Over the thirty yeaer period, if can be noticed that
the contritution of the Primary sector has fellen severely
and that of the Service sector has increased enormously.
The Secondery sector showed an increase In the sixtles and
fell down in the seventies. | _

Mukherjeg and 'Roy Choudhury# al.so glve the
composltion of overall growth, glven in Table II,7.

* MNational Accounts information system", 1984,

page 151, A
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Table II,7: Composition of overall growth
(1970-71 Prices in %)

Peri od Primary Secondary Service Totel
1951-61 49.34 21 29,66 100
1961 -71 40,06 2L, 03 35,91 100
1951-81 45.1 19.3 35 6 100

It can be seen’thét though there are discrepancies
in our estimates and these estimates, both of these point
out the 1ncre'as;ng share of Service sector in fhe overall
composi tion of growth from the decades of fifties to
seventies, Our estimates of the contributl on of Service
sector in the overall composition of growth are higher
than those of Mukherjee et.sal. _

Therefore, we cen conclude that there is a trend
towards a high rate of growth of the Service sector, which
became higher than the Secondary sector in the seventles.,
This has also manifested 1tself in the composition of the
overall growth, where Service sector takes a lion's share.

In some way, it 1s a matter of concern because the
_oontribution of the commodity produeing sector (i.e, the
Primary and Secondary) has been declining over the period.
With high level of poverty, as in India, whether this

represents real growth is debatable., Of course, the growth
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Jof infrastrusc tursl facilities is a prerequisite for
development as slready mentioned, But the rest of the
Service sector (i.e, exclusive of 1nrréstructurai
facilities) also has grown at a very high rate, as is
evident ;?rom K, Krishnemurty's estimtes, This 1s &
cause 61’ concern in a subsistence economy like India.

Moreover, as will be observed in the next section,
there has not been much change in the pattern of employment
between the- éeé.toré. Therefc;ré, though the Service sectdr
has grown at a very high rate, it has continued to employ
the same percentage of the working population., Therefore,
increase in output of Service sector hés not resulted out

of the shift in population towards it,

3.3 Employment and Labour Productivity
in the Service Sector

It 1s generdlly believed that the Service sector
1s a Labour-intensive sector and that the Labour
Prodquctivity is quite low in it, Victor Fuchs (8) has
shown that the real output per mesn grew at 0,74 p.a. for
the Service Sector, while for the goods sector the rate of
growth was 2,4% p.a., for the period 1929 to 1961 , for the
U.S. Economy. ("Productivity Trends in the Goods and
Service sectors, 1'929-61 "),

' Similarly Viector Fuchs (9) has also shown that the
employment in service industries rose from LO% to 55% while
the output remeined at 48%, in constant dollars, for the
U.S. Economy, from 1929 to 1965 ("Service Economy"),
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We shall exemine these propositions with respect

to India,
3.3.1 Table IIT,1(a) gives the overall employment figures

in the TIndian Economy.
Tgble 111,“3)*: Employment of Labour (in lakhs)

—--------—------—-----——-—----

Sector 1950-51 1960-61 1970-71 1980-8
’ (BEstimated)

1. Agriculture 1029 1183 1289 1507
2., Forestry & - ‘

logging 2,52 2,68 3,61 k.53
3, Fisheries 4. 21 5¢ by 5,86 7.10
4e Mining & - : :

Quarrying 7.80 8.48 9.23 9. 48
5, Registered

Menuf acturing 29,69 36,67 50. 45 66.97
6. Unregistered : :

Menuf ac tur ing 115,5 121.1 118.6 207.3
7. Electricity, Gas ,

& Water supply- 1.36 2.03 5.14 6.93
8, Construction 15,65 18,01 32.47 40.80
9. Reilways 8.99 9.79 11,67  15.72

10, Non-Railway
Transport &

Storage 14,11 16.7 7.7 36,3
11, Road transport 8.93 14,23 17.31 31.33
12, Air transport. 0.13 0.19 0.28 0. 57
13, Communicati mns 1.95 2,73 L. 56 | LoTh
14, Trade Hotels and
Restaurants 72.80 77. 50 90.28 158,2

¥ Source: Brahmenanda: "Productivit
. y in the Indian E "
Rising Inputs for Falling OUtputs",'gggg. conomy
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Table IIT.1(a) - Continued

-51 1960-61 1970-71 1980-81
Sectar 1950-3 ? ° (Estimeted)

15, Banking &
? Iggurgﬁge 1.47 2. 57 5.61 8.87

16, Real Egtate,
ownership of
dwellings &

223%?222 0.60 1.38 3.07 b, 50
17, Public adminis~
32?2122 e 32.6 33.7 h8.7 62.8
18. Other services  123,0  128.0  103.0  125.0
Total~  1470.31 1664.16 1826.54  2298.14

The estimsted figures for 1980-81 seem to be too high in
certaln cases like Unreglstered Menufacturing, Road
transport ete., _

To understand the'importance‘qf each in percentage
terms, we have Table III.?(b).
Table TIT,1(b): Employment of Lebour (in lakhs)

Sector 1950-~51 1960-61 1970-71 1980-81
| (Estimated)
Primary sector 1043.53 1199, 61 1307.7 1528, 11
(1+2+3+4) (70.97) (72,08) (71.59) (66.5)
Secondary sector 162,2 177.81 206, 66 322
_(5+6+7+8) (11,0) (10,.68) (11.31)  (14.,01)
Service sector 264, 58 286,714 312,18 L48.032
(5 5" 76} G Gnad dnd) (199)
Total 1470. 31 1664, 16 1826, 54 2298, 142

(100) (100) (to0)  (100)
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It is known that the employment figures, as they
are available from the Indiaﬁ Census are not comparable.
There has been a change in the definition of the 'worker'.
But this change in the definition 4id not much affect the
figures for male workers. Therefore V,K,R,V, Rao* has
made use of the Distribution of Sectoral Male workers.
In Teble III.1(c) it can be observed that the employment
between the sectors has not changed significantly over the
period and that the service sector has continued to employ
around 18% of the Meale workers. It can also be observed
that this result is more or less in tune with the result
which we cbtein-from the Table IIT.1(b)., In Table III.1(Db)
it cen be observe& that the Service sector has continued
to employ around 18% of the 'working' population.We realize,

Table ITT.1(c): Percentage Distribution of
Sectorel Male Workers

Sector 1951 1961 1971
Primary 69. 1 68.0 - 70. 4
Secondary 12,6 12,7 11,2
Tertiary 18,3 19,3 18.3

Tot al 100.0 ;06:6 ;66:6

* V,K.R, ¥, Reo : Indigés National Income : 1950-1980,
P&, .
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on the other hand, that the share of Service sector in the
NDP has risen (see Appendix I and II). This inevitably
brings us to the question of Labour Produstivity.

3.3.2 Labour Productivity

. "Produw tivity refers to a comparison between the
quanti ty of goods or services produced end the quantity
of Tesources employed, in turning out these goods end
services" (Fabricant).

Tha-efore, Labour Produec tivity can be defined as
the output of a sector dlvided by the employment in that
sector, R

Labour P':'mduc tivity for the entire economy and for '
the sectors will be found out now,

" The first step is to find the NDP at constant prices
for di;'ferent sectars and for the total economy. This we
have already csloulated and presemted in Appendix IT,
These flgures are to be divided by employment flgures
given in Table III,1(b). The Labour Productivity figures
so attained are presented in Table III,2.

Table ITT,2: Labour Produs tivity (in 1970-71 Prj.ces)

N, D.P. 1950-51  1960-61  1970-71  1980-81

Primary sector 957.93 1156,55 1323.46. 1319,54
Seoondary sector 1707.76  2264.9  3286.54  3107.45
Service seotor 1524,38  2252,87 3339.31  384L7.09
Total Economy 142,48 1463.85 1889.89 2062.79

Foot Note: NDP 1s given in erores end employment in lakhs,
Both of them are comverted into millions.
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In sbsolute temms, the Service sector eﬁjoyed a
higher Labour Produc tiﬁty then the Secondary sector, for
the years 1970-71 end 1980-81. The Labour Productivity
in Primary Séotor has always been the lowest,

The rate of growth of Labour Produc tivity is given
in Table TII.3.

Table TII,3: Rate of Growth of Labour Productivity
(% per annum)

1950-51 to 1960-61 to 1970-71 to

1960-61 1970-71 1980-81
Primary sector 1.9 1.35 ' - 0.1
Secondéry sector 2.8 . 3.7 - 0.6
Service sector 3,98 L 1.4
Total Economy 2.5 2.5 0.87

The Service sector has had a higher rate of growth
of Labour Productivity then other sectors, 1n each of the
periods, It can be further noticed that the rate of
growth of the Labour Productivity for ell the sectors has
fellen in seventies as compared to sixtles; end that the
fall has been much more in Secondary sector then in the
Service sector. The reason for thls sort of result cem be
that the msthod of measurement of Service sector is such
thet in constant prices there 1s an upward bias in the
estimation of Value Added. While for the Primary engd .
Secondary sectors the output being tanglble, the Value



69

Table ITI.5: Net Domestic Product (in Bs. Millions,
. at 1970-71 prices)

Sectors 1960-61 1970-71 1980:81 )
1., Trade & Commerce 31196 55630 101407
2 oembenisations.. 9688 15ThO 2348
3. Other services 23706 32850 48290
L., Service sector éh590 104220 173145

For 1960-61 Service sector figures, we have applied the
deflétors to get the estimates for the subéectors. The
rest of the figures are available from the'N.A.S.

On the basis of Table ITT.% and III.5 Labour
produstivity cen be found out.
Table III,6: Labour Productivity (1970-71 prices)

i Sectors 1960-6 1970-71 1980-81
1, Trade & commerce 3832, 4 5624. 8 5912,9
2, Transport, storage

& oommunications . 2227.1 2559,3 2646, 3
3, Other services 1466, 04 2165, 4 .2571.3
L. Service sector 2253, 6 3339.3 3864.,8

The  Labour Productivity has been rising for the
Service Sector as a whole and for each of the subsectors.

In absolute terms, the highest place has always gone to
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the subsector, 1Trade and Commerce'.
The next step is to look into the rate of growth
of Labour Productivity.

Table IIT,7: Rate of Growth of Labour Productivity
(per annum %)

Sectors - ;gggzgl to ;ggg_g: to
1. Trade & Commerce 3.91 ' 0.5
2 emtsattons £ ¢ 1.4 0.33
3, Other services 3.97 1.7
4, Service sector A 1.4

The Service sector had a rate of growth of around 4% in
the sixties and in the seventies the rate of growth.of
Lebour Productivity fell down to 1.4%. In ell the
subsectors, there has been a fall in the rate of growth
of Labour Productivity. '

Therefore, it can be concluded that the employment
pattern has remained more or less the same for over last
thirty years, which 1s a cause for concern, It is
generally belleved that with the economiec development of

a country, there is a shift in the working population from
Primary sector to Secondary sector and then to tﬂe Service
sector, It has apparently not happened in India.

Moreover, the rate of growth of labour productivity
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has fellen drasticelly in the seventies as compared to
sixties. The fall has been much more prominent in the
oomﬁodity prdduoing sector than in the service sector.
3ot Rurel -Urban Lebour Productlvity for Service Sector
It 1s well known that in India, 70% of the
population lives in the rural areas, Therefore, it 1s
Interesting to find out, as to how mueh of the Service
sector income arises in Rural areas and how much in the
Urban areas.
3.4.1 Table IV.1 gilves the Rural-ﬁrban income distribution
of Service sector.\ As the figures for 1980-81 are still
not available the comparison is linked to the decade of
slxties,

Table IV,1. Rurel -Urban Income distribution of the :
- Service Sector (in 1970-71 prices, in millions)-

Year Servioe Rural Urban Rural sector Urban sector
sector sector sector in % terms in % terms

1960-61 64,590 22735 L1855 35.2% 64 8%

1970-71 104220 29911 74309 28.77% 71.23%

Source: Monthly Statistiosl Abstract - July, 1981.

The urban sector contributes about two times the
-contribution of rurel sector in the Service incomes,
Further the sharg of Rural sector in NDP, has fallen from
35.2% to 28.77% in the 10 year period as far as the Service

sector is oconcerned,
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3,4.,2 Table IV,2 gives the employment in Service sector.
Teble IV,2: Employment in Service Sector (1in millions)

Year Rural Urban
1971 12,6 17.6

*Source: Monthly Statistical Abstract - July, 1981,

Tt cen be noticed that the employment in Service sector

in Urban ereas has increased by 3.1 millions} while
surprisingly in the rurel areas it has decreased iﬁ
absolute numbers by 3.09 millions. |

3.4.3 TUsling the earlier definition of Labour Productivity,
Rural and Urben Productivities have been found out.

Table IV,3: Rural Urben Labour Productivity
and their Rates of Growth.

Labour Productivity Rate of growth (p.sa.)
Rural Urban Rural Urban

1961 1449 2886.5 ;
1971 2373.8  L222.1 )

The Labour Productivity in Urben areas is much
-higher (nearly twice) than in Rural areas, Surpfisingly,
the rate of growth of Labour Productivity is higher in
Rural areas (5,06%) than in Urban areas (3.87%).
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But Labour is not the only factor of production,
rather it is used with others like the éapital. Therefore,
in the next seotion, the Capitel Productivity in the
service sector will be looked into.

3.5 Capital structure of the Service Economy

In this section, an exemination of the ceapital
struetui'e of the service sector will be made. The first
step would be to find out, as to how much of the Total
Capital is employed in the Service economy. The estimation
of Capltal stock 1s quite complex and 1s beset with many
difficulties. Fortunately, a study by Uma Datta Roy
Choudhury provi&es estimates of Reproducible Tangible
Wealth (RIW), in various sectors of the Indian economy.
The RIW is deflned as "RTW eomprisés all such assets which
have been produced or can be produced within the economic
system, such as bulldings, other oonsfruction works,
improvement s of land and irrigation projects, livestook,
plant and machinery, transport and other equipment and
inventories of raw materials, finished and semiﬁnisheﬁ
goods. " -
3.5.1 It can be observed that the percentage sﬁare of
Service sector, in the RTW, has been steadily rising} from
_25.8% in 1950 to 36.7% in 1971. On the other hand, the
share of the Primary seoctor has fallen by almost 9 per
cent point for the seme period. The estimetes of RTW in
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*
Teble V.1: Reproducible Tangible Wealth - % distribution
(at current prices, in Rs, croreg)

Sectors 1950 1961 1 ?71 .
1. Primary 28. L 21.9 19, 4
2. Secondary 13.1 20.1 1 9.3
3. House Property 32,7 27.§ 24. 6_
L. Service sector 25,8 30.2 36.7
(a) Railways _ . 8.4 9.2 7.9
(0) nTlg::::port by other .2 5.1 L7
(¢) Communications 0.5 | 0.7 0.9
(d) Trade, Hotels &
Restaurants 9.0 5.5 k.1
(e) Banking & Insurance 0.4 0.5 0.8
(f) Public Administration 3.3 7.6 9.3
(g) Other services :IL\T:glgvai- | 1.6 5.0

* Source: Uma Datta Roy Choudhuri - "Industriel
Breakdown of Capltsl stoek", Journal of
Income & Wealth, Vol. I, 1976-77, pg. 14k.

abspliute terms, for the service sector are given below,
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3.5.2

% : :
Table V,2: RTW, as on March (in current prices, in
Bs. erores) ,

1950- 1961- 1971~ Rates of growth
62 (p.2a.)

1950-51 1961-62

1961-62 1971-72

1. Service sector 4866 16828 33488 11,9 7.1

a) Rallways 1574 3290 8092 6.9 9 b

b) Transport by
other means 799 1835 4862 7.8 10.2

'd) Communications 93 254, 920 9.5 13.7
d) Trade, Hotels '
& Restaurants 1704 1962 4175 1.2 7.8
e) Banking &
Insurence 68 197 820 10.1 15,3
f) Public Adminis- .
tration 628 8726 9475 27 0.8
g) Other services Not 564 5144 - 24.7
a{aila—
ble

¥ Source: Uma Datta Roy Choudhury Ibig,

The Capital stock of the service sector has inoreased
from Bs, 4866 crores in 1950-51 to Rs, 33,488 crores in
1971-72 (at current prices). The Capital stock has grown
‘et a rate of 11,9% p.a. in the fifties and the rate fell
down to 7.1% p.a, in the sixties, In real terms, the
deocline in the rate of growth would be much higher as
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prices have increased faster in the sixties then in the
fifties, Each of the éectors other than Public
Administrai:ion; gives altogether a different picture
showl ng higher rate of growth' of Capital stock, in sixties
compared to fiftles,

The figures show that the capital stoek in publiec
Administration had a quantum jump of 13 times from 1950-51
to 1961-62 and showed only & marginal increase in the
sixties, While bullding up and strengthening the combat
forces of Defence, after Independence, might explain some
inecrease, such large increase 1s somewhat Inexplicable,

On the basis of RTW in current prices end NDP at
current prices for the same years, Uma Datta Roy Choudhury
has found out the Average Capital output Ratio glven below,
30503

Table V,3: Average Capital-Output Ratio
(at current prices, as on March)

Lo metors. |77 iososi | iski-ez _ io7iore
1, Agriculture 1.16 1,13 1,15
2. Manﬁfac:uring 1,54 2,99 3. 81
3. Service 1,68 L,072 2,92
a) Rallways 8.33 12,19 14,15
b) Transport by other meens 5,47 6. 51 5,57
¢) Communications 3,10 3, 68 3,69
d) Trade, Hotelé & - ;
Restaurant 1, 36 1, 42 1.11
e) Banking & Insursnce 1,13 1,08 1,15
T) Public Administration 1.46 477 5.15
g) Other services - 0.36 1,24

* We have csaloulated the Average Cepitel Outputs ratio -
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. By and large, there has been a trend towards capitalization

of the economy. ‘More particularly, the capital output

“ratio increased drasticelly for Service sector in the
period 1950-51 to 1961-62 from 1,68 to 4.072 respectively.
As observed earlier, part of this increaée might be due
to strengthening of Defence, Then for the period 1961-62
to 1971-72 it fell down by almost half, Rallways and
Public Amministration have shown a pronounced trend _
tcwards using more oapital per unit of its output. It is
only with respect to Trade, . Hotels and Restaurants that _
the Average Cépitai-output ratio has_falleﬁ, in the period
1961-62 to 1971‘272. 7 |

3.5.4 If the relatlive priceé of Capltel goods and output
vary differently, the comparison of. Cepitel output ratios
at'current prices, as was done previoﬁsly, would be
misleading. To take adcount of the changes in relative

- prices the capital output ratios need to be exeamined at

'constant prices.

% -~ for the Service Sector as a Whole, on the basis
of Table V,2 and Appendix I (which gives NDP at
current prices, for the three sectors),
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&
In Table V.4 , RTW at 1970-71 prices is glven.
Table V,4: RTW in ecrores (1970-71 prices)

Sectors 1961 1977

1, Trade & Commerce 6599 11904
2. Transport, storage & :

commi%ica%ions 9259 18138

3. IOthér services 7352 . 17298

4., Service sector 23210 47340

NDP &t 1970-71 prices 1s givenrbelow.
Table V.5: NDP in Crores (1970-71 prices)

Sector 1960-61 197677
1. Trade & Commerce 3119,6 7131
2. Trensport, storage &
commﬁ%ioa%ions 968, 8 2329
3, Other services 2370.6 L271
L, Service sector 6459 13731

% Sourcei P, Narain and R,P. Katyal, "Long Term Trends
. In Cepital-output Ratios", Journal of Income
& Wealth, Vol. 4, July 1980, pg. 82.

On the basis of these two tables, we can find out the

Vcapital'output ratio, at constant prices,
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Pable V,6: Caspital output Ratios (1970-71 prices)

Sectors 1960-61 1976-77
1. . Trade & comme roe 2,11 " 1,66
2. Transport, storage &
communic a%i ons : 9.55 7.78
3. Other services 3.10 | L.05
b Service sector 3. 59' i 3.44

The eapital-output ratio for the Service sector has

. gellen between the perlod 1960-61 to 1976-77, from 3.59
to 3.44, TFor the same period, the ratio rose for the
sub-sector, 'Qﬁher Services'!, while for 'Trade aﬁd Commerce'
and"fl‘ran'spox"t, storage and 'Vcomm-unications', it fell.
3.5.5& In Appendix IV, we have given the Gross Domestic
Capital Formation, for all the three sectors, at 1970-71
prices.We observe that the Service sector accounted for a
very high percentage of the Gross Domestic Capitel
Formation, in 1950-51., It was around 45_% in the fifties.
But over last thirty 6ne years, the percentage share in
Gross Domestle capltal formation, of the Service seotor
has fellen to around 35% and that of the Secondary sector
hes risen, V

b. In Table \f.é, we see the growth rates of the Gross
Domestic Cepitsl Formation, at '1970-71 prices,
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Table V,6: Growth rates of GDCP (at 1970-71 prices)

Period Primsr Second ary Service
1950-51 to 1960-61 - 3,07 12. 51 6.98
1960-61 to 1970-71 5,61 5,1 L2
1970-71 to 1980-81 7.27 6.79 3

1950-51 to 1980-81 5.03 7.67 L.59
As expeocted, it can bve observed that the Secondary sector
has enjoyed the highest rate of growth, in the period
1950-51 to 1980-81, It is interesting to note that, though
the rate of growth of the Secondary segtor' hes been much
higher than that of the Service sectc;r; in absolute terms
the GDCF has either been gquite comparable for both the
sectors or the GDCF of the Service- sector has been higher
then that of the Secondary sector. Only efter 1978-79 has
the trend been reversed,

In absolute terms the GDCF of the Primary sector
falls far behind that of the other two sectors, though its
‘overallg.'t"ate of growth is higher than that of the Serviece

gector,

Therefc;re, it can be comluded that the Serv_ice
sector was using an amount of Capitel which was meny times
that of the cepitel used in the other two sectors, way
back in fifties, Over the thirty year period, its share

has gone down, though it remains a cepital intensive sector.
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e. Conneocted with the conc ept of GDCF, is the concept
of Incremental oapital. output ratios (ICOR)., ICOR gives
the ratio bet;veen change in the capital and the change in
the Net output.

Table V,*z: Inoremental Capital output Ratios
(1970-71 prices)

Sectors 1950-60 1960-20 1?70-80_
1. Agriculture 1,00 2,00 5. 00
2. Reglistered manuf ecturing 5 72 5.2 =, 9ull
3. Real Estate & Housing 23,68 18,78 13,81
k. Rellways 16.53 29,06  10.42
5, Road tran'sp;rt 3.03 2,34 1,45
6. Air Transport 11.2 7.65 6.47
7. Communic atlions 3,85 kT8 b3l
8. Trad;e, Hotels & Restaurants 1,08 0.97 3.77
9. Public Administratién 16,18 6,84 8.45
10. Other services | 0.96 6.19 2, 61,

* Source: Brehmanandae: "Produc tivity in the Indlan
‘ economy - Rising inputs for falling outputs"
- pg. 219, 1982,
It can be noticed that some of the sub-sectors of
the Service sector, have shown very high IC(R, e.g,
“Rel lways, Air Transport and Public Administration. It can
be sefely sald that the ICOR of the Service Sector is very

high, confiming our earlier proposition of a high capital
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intensity of the servilge gector.
As conoluding remarks, it can be sald that to generate

one Re income, the Service sector required Rs, 1,68,
Bs, 4,072 and Bs, 2,92 worth of cepital, for the years
1950-51, 1961-62 end 1971-72 respectively. At 1970-71
prices, the capitel requirement was Rs. 3.59 in 1960-61 and
Bs. 3.4k in 1976-77.

-The popular notion that the Service sector does
not require much capital is not borne out by the above
analysis. Even the ICR reveals a similar tendency. We
see that many of the subsectors of the Service sector have
a higher IC(R then those of the Reglstered Menufacturing.
Tt comes as a surprise that the public administration has
had such a high ICR of 16.18, 6.85 and 8,45 for the years
1950-60, 1960-70 and 1970-80, respectively. |

Labour and cepital productivities have been looked
into in the last two sections, After this en attempt is
made to exainine as to how the Service sector is linked
with the other sectors in the economy.

3,6.1 Linkages of the Service sector

In this section we exemine the linkages 6f the
Service sector with the rest of the economy. The input-
output framework is the most convenient way to examine
_this aspect, The latest input-output table avaiiable for
the Indien economy perteins to 1973-74, which was worked
out by the C.S,0. The C.S.0. table has been aggregated
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into Primary, Secondary end Service sectors and the
abridged Table is presented bel ow.

Pable III,6: Inter Injustry Transactlons: 1973-74
(Figures in crores)

f’r;m;r; _S;oondary Service Total Total
Interme- Final
d_iate use use

Primary | 5885 6317 1066 13268 22521
Secondary 1729 96LL 2609 13982 18631
Service 64,0 4125 2101 6866 15576
Totel Input 8254 20086 - 5776 . 34116

Gross Value 27259 10409 16054 53721

Added .

It cen be seen that the total gross velue added for 1973~
74, was Bs, 53,721 crores, out of which Service sector
contri but ed around 30%, the Secondary sector contributed
19.3% end the Primary sector contributed 50.7%.

Further we see that out of the totel output of the
Service sector (i.e. Bs, 22,442 crores), around 30.5% (i.e. '
Bs, 15,576 crores) is used for final consumption, _

. From the above Table, we have a 3x3 Transactions
matrix, with Pﬂma;‘y, SBecondary and Service sectors, It
‘cen be noticed from the Service sectar column that the
Secondary sector happens to be en important source of

inputs for the service sector. Comparatively, the Service
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sector's dependence on the Primary sector is quite less,
Similarly, it cen be noticed that the Primary sector

makes use of the Service sector output to a very small

extent 1,e. Bs, 640 crores, Secondary sector uses Rs, 4125

erores worth of Service sector inputs.

3,6.,2 We propose to caloulate the Backward Linkage sand

Forward Linkage for the Service sector.

Backward Linkage for the Service sector (B.L.)

Inputs of other sectors used by the Service Sector:
. 1066 crores + s, 2609 crores = Rs, 3675 crores,

Total output of Service sector = Bs.22442 orores,

B,L, = 0.16375.

Forward Linkage of the Service Sector (F. L, )

Output of the Service sector, used as inputs in the

rest of the economy = .

Bs, 640 crores + Rs, 4125 crorés = Bs, 4765 orores.

Total Output of Service sector ='Bs, 22442 crores,

F.L., = 0.21232,
The Backward Linkage of the Service sector shows that to
generate an Income of Re, 1 in the Serviece sesctor, 16
paise worth of inputs from the Primary and Seoon'dary sector
are required. From the Forward Linkage we 1nfer that about
21 paise worth of Service sector 1s used by the other

‘sectors as 1t's inputs.

The above represents only the Direct Linkages, To
unjerstand the Indirect Linkages one has to consider the
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=1
elements of Leontief Inverse ((I-A) ). The coefficient

matrix is as follows:

g 0. 16455 0.1935k 0. 04750 ;
A= 2 0. 04834 0.29548 0.11625 ;

( 0.01789 0.12638 0.09396 )

The ((I-4)7') 1s

E 1,219829 0.354738 0. 109466 ;

E 0.089737 1. 478941 0. 194461 ;

( 0.036602 0.213296 1, 132990 )

From the above matrix it can be inferred that to have 1
unit of Primary sector good available for final
consumption, we'need 0.036602 unit of Service sector good
as input, directly end indirectly, Similarly to have 1
unit of Secondary sector good avaeilable for final
consumption, 0.213296 unit of Service good is required as
an input,While the direct requirements of Service sector
in Primary and Secondary sectors are 0.01789 and 0,12638
respectively; the direct and indirect requirements work
out to be 0.036602 =nd 0,213296 respectively, Clearly,
the dependence of Secondary sector is greater than that
of the Primary sector, on the Service sector.

‘ To have one unit of Service sector good available
for final cdnsumpyi on, 0,109466 is needed from the Primary
"sector, 0,194461 is needed from the Secondary sector and
0.132990 1s needed from the Service sector itself,

It is proposed to find out the percentege share of
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Direct Linkages, in the ‘Direct and Tndirect Linkages, For
that we need to divide“ each of the element in coefflcient
matrix by the corresponding element in the (.(I-A)'1) and
multi ply by 100.

( 7h.85 5he 55 43,39 ;
§ 53,86 61.69 59.78 ;
( 48.87 59.25 70,65 )

Direct Linkaée component 1is quite higl for each of the
sectors, in its Totel Linkage with itself (around 75% for
Primary, 61% for Secondary and 70% for Service).

Direct Linkage for Service sector with the Primsry
seotor is around 43% of the Total Linkage and the indirect
linkages amount to 57%. For the Secondary sector the
direct linkage 1s around 59% of the Total Linkage.

While the Direof and Indirect B,L. can be worked
out from the Leontief Inverse, it does not become
meanlingful to work out the F.,L, from the same, as the
coefficlents of a Leontief matrix are worked out by using
column totels and not the row totals,

3.6.2 Now each of the subsector of the Service sector
will be looked into separately. Each of the suﬁsector
should be teken as a separate entity, because their

linkages with each other are also included in the BL and
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3.

5-

196869

B. L. * 1]
Reai lways 0.354 0.418
Other transport
services 0.396 0.337
Storage and
warehousing 0. 240 0.972
Communic atl ons 0,152 0. 421
Trade 0.1902 0. 494
Hotels &
Restaurents 0.5106  0.027
Banking - 0.2006 . 0.523
Insuranc e 0.0734  G.097
Other services 0.1107 0.523

1973=-74

Bu » [ B 4
0. L1 0.524
0.399 0. 407
0.192 0.996
0.129 0.314
0.146 0.512
0.706 0.024
0.169 0.739
0. 060 0.346
0.0625 0.536

The se linkages have been found out on the basis of

input-output Tebles for 1968-69 and 1973-7k4.

It can be observed from the table that the subsector

'Hotels and Restaurant s' have had the highest B.,L. in both

the

period. Similarly, 'Railways' and 'Other Transport'

services show a very strong B.,L., while 'Insurence' shows

very small B,L,

On the other hand, as far as F.L. is oonocerned, it

“een be seen thet 'Storage and Warehousing! have a very,

very high ¥, L., which is around 0.9, in both the periods.

Then we observe that the F,L. effect of 'Insursnce’
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imo reased tremendously between the period i,e. from 0.097
to 0.346.

During the period 1968-69 to 1973-7h the Forward
Links ges of most of the Service sectors heve shown an
inerease indic ating thereby that the other sectors of the
economy have increased the use of Service sector inputs.
The Backward Linkages have shown a decrease except in case
of Transport end Hotel Sectors. A decline in the Beckward
Linkage shows that the input usage for the same level of
output has decl ined which points out towards increasing
efficlency. )
3.7 Publis Services in the Indian Economy

In the above section we have exsmined how the
Service sector is linked with the other sectors in
Producti on activity., Service sector is lesrgely consumed
by the Final Demand sector of the economy consisting mainly
of the Households, |

We examine below how the pattern of Consumption of
services in the Household sector has chenged over the
pert od., The discussion is confined largely to Public
sector services as the data on Consumption of Pi'ivate
sector services is not available in the required frame.

Public services refer to the various administrative
" &and other public agencles, ﬁhich are not engaged in the
commodity producti on. Public services heve varied

components like defence, collection of revenue, health
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services, educational gervices ete, Clearly, all these
heve differentiasl impact on the level qf welfare of the
society. Uslng this as a ecriterion we cen divige the
public services into three components, They are

(a)  Direct Benefit services -

These benefit the community directly like health,

education ete.

(v) Indirect Benefit services =~

These help the community indirectly through increased
production of goods and services and these beneflts are
in disguised form e.g. defence, general'ﬁdministration ete.
(¢)  Input-like services - |

These are produced and consumed by the Government
e.g. tax collection activity, training facllities for the
Government employees ete. . ‘ |

It csn be seen that only Direct Benefit services
are likely to have a counterpart in the Private economic
sctivity. ‘
3.7.1a In Table VII.1 Total consumption of the population
consists of Private Final consumption expenditure end
‘Direct Public services, Direct Private serviceé are a
component of the Private Final consumption expenditure.

Publie services heve three components - Direct,
'Indireet and Input-like services, It can be observed that
the share of Direct Public Services has risen slightly
from 25.8% in 1950-51 to 28,3% in 1980-81, Direct Public
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Services have a redistributive effect on the level of
Tncome., Hence, from w‘.el,fare point of view it is better
i¢ the share of Direct Public Services rises. The share
of Indirect Publ.ic services has remained slmost the same,
while that of input-like services has fellen.

b, The percentage share of Direct Publie services
to Total consumption hes risen from 2.5% in 1960-61 to 3.9%
in 1980-81, which would hsve a positive effect on the
welfare conditions, |
3,7.2 The next step is to look into the Public services
in detall, For input-like services, only tax collecting
activity is counted. - Therefore, we restriet our study
to Director and Indirect Public services.

a) In Table VII,2, Expenditure on Direct Benefit
services is given. The bracketed figures give the
percentege share, It can be seen that the most importent
direct bensfit is Edqucation, which accounts for arouhd
54% of the tdtal\expenditure. The second plsce goes to
Health, which is around 22%. By and large, 1t can be |
sald that the composltion of the Director Benefit services
has not changed much over the thirty year period,

In Teble VII,3, we have found out the perocentage
share of each of the subsectors of Directcr Public Benefit
‘with respect to the Totel consumption of the populationm,
for the glven years, Sinoe'the figures for 1950-51 for

Total consumption are not available, we cannot do the seme



Table VIT,1:

1950-51
1960-61
1970-71

1980-81

(in Bs, crores at current prices)

Totel consump- Direct Public services Total of % share of % share of
tion of  the private Direct Indireet Input-like Publie Direct Pub- Direct
populatien Beneflts services lic services private
to total benefit
consumption to total
consump-
tion
Not avellable Not sveilable 144 382 33 559 - -
(25.8) (68.3) (5.9) (100)
12275 561, 307 706 73 1086 2. 5% b 5%
(664) (28.3) (65) (6.7) (100)
30838 1710 1000 2617 184 3801 3.2% : 5¢5%
(1883) (26.3)  (68.8) (4.9) {100)
B357 1,888 3684 8841 50k 13029 3. 9% 5.2%
(5243) (28.3) (67.8) (3.9) (100)

Footnote: 1, Miscellaneous services have not been included in Private Direct Benef:lt

services because of thelr non-availability.

2. The bracketed figures in Private Direct Benefits are inclusive of
domestic services, which are not included in the non-bracketed figures,
to make the data comparable with Direet Public services,

16
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for 1950-51,

Table VII,2: Expenditure of Direct Public Beneflts
(at current prices) in crores.

Subsectors 1950-51 1960-61 1970~-71 1980-81
Eduecatl 80 171 569 1979
posthen (55.5)  (55.7)  (36.9) - (33.5)
Health 33 70 212 861
= (2209)  (22.8)  (21.2)  (23.3)
Soclal security & 13 27 88 299
‘ngfire aggiviiies (9) - (8.7) (8.8) (8.1)
Housing & other 9 20 67 326
cogmu?gty amenities (6. 2) (6.5) (6._7) (8.8)
Cultursl, recreational 6 12 41 130
& religious services (Le1) (3.9) (4.1) (3.5)
Relief on calamities 3 7 23
(2) (2.2) (2.3) (2.5)
Total 144 307 1000 3684
(100) (100) (100) (100)

Table VII,3: Share of Direct Public Benefits in Total
consumption of the Population
(in percentage terms)

Subsectors 1960-61 1970-71 1980-81
Education 1.3 1.8, 2. 11
Health ' 0.57 0. 68 0.922
Soc ial security & welfare
activities ‘ 0.21 0.28 0.32

" Houst ng and other community
amenities 0.16 0. 21 0.34
Culturel, recreationsl end |
religi ous services 0.09 0.13 0,13
Relief on calamities 0.057 0.074 0.1
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The share of Totsl Direct Public Benefits has
inoreased from 2,5% irll. 1960-61 to 3.9% in 1980-81, The
Shares of Education and of Health have shown an Increase
of 60% in the period 1960-61 to 1980-81., The share of
Housing etec. has more then doubled in the Totel, Relief
on calamities showed an increase from 0.05% in 1960-61 to
0.1% 1n 1980-81.

b. Téble VII.L4 shows the expenditure on Indirect

benefit services.

Table VII,4: Expemiitur e on Indirect Benefit Services
_ (at ourrent prices, in crores)

Subsectors 1950=51 1960-61 1970-71 1980-81
Defence 188 | 297 1231 4015
- (49.2) (42.1) (47) (45. &)
General Public . 124 263 903 2966
services (32.5) (37.2) (34.5) {33.6)
Economic serviees - 70 146 L83 1860

, (18.3) (20.7) (18.5) (21)
Total 382 706 2617 T8841

(100) (100) (100) (100)

In ebsolute terms, the expenditure on indirect services

has always been n_xuch higher than that on the Direct services,
Defence ocoupies a very importent position in the
expenditure on indirect Benefits services, It's share has
remained around 45% for the entire period. 4s in the

earlier Table, the composition of the Indireoct Benefits
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has not changed much over the lest thirty years.

For this exposition we have relied on

1., "Public Services in National Consumption : Concepts,
Evaluati on ani Measurement™ - seminar report, in the
Journal of Income snd Wealth, Vol., 6, No. 1, Jen. 1982.

2. '"Public Services 1n Nati.onal consumption®, by Jegdish
Kumar end H.R, Bhatnagar in the Journal of Income and

Weelth, Vol, 6, No. 1, Jen, 1982,
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CONCLUSION

Tn this chapter we have exemined the role of the
Serviece Sector in the Indian economy during the last thirty
years. The important conolusions which follow are given
below,

The first one relates to the changing composition
of the MNDP over the period., The percentage share of the
Service Sector in NDP has risen in both the current and
constant prices, In 1950-51, the percentage share of the
Service Sector was 32,6 end in 1980-81 it was 37.1, at
current prices.,~ On the other hand, at constant prices,
the share of Service Sector has increesed from 24,1 1in
1950-51 to 36.4 in 1980-81. Therefore, the rise has been
much more pronounced in the constant prices, lmplying that
the output of the Service Sector has increased more in
real terms than in the nominal terms,

It follows from this that the Service Sector has
enjoyed a very high rate of growth over the perlod, We
have estimated the rate of growth for each of the sectors,
for the glven period. Thgre are differences between our
estimates of the growth rates ami those glven by
M, Mukherjee end Boy Choudhuri. The discrepancies could
" heve arisen due to the differences in the methods of

adjustments which have to be made to arrive at oconstant

price series.
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Our estimates of the growth rates are nearer to
those given by K, Kriéhnamurty. From K, Krishnamurty's
study, we can infer that there has been a sizesble growth
of the infrastructural facilities. For the period 1961
to 1980, the Public Sector infrastructure enjoyed the
highest rate of growth at 5,4%.

The next importent conclusion which can be drawn
is regarding the capital-output ratio. We have observed
ﬁhat in 1950-51 and 1961-62, the Average Capital-output
ratio af current prices, for the Service Sector was higher
than that of Manufacturing. The most disturbing trend is
that of the 'Public Administration'., This subsector has
had & high cepitel-output ratio of 4 77 in 1961-62 and 5.15
in 1971-72, For both the years it is much higher than that
of the Manufacturing. We heve also estimated the Capital-
output ratio at constant prices (1970-71). Here too, it
has been observed that the ratio for l'other services!
(vhich 43 inclusive of Public Adminisfration hers) 1§ very
high at 3.10 in 1960-61 end 4. 05 in 1976-77. While a high
Capital -output ratio for Transport services is expected,
the same for 'Other Services' oomes as a surprise,

Victor Fuchs' hypothesis of a l'ow Labour Productivity
in Service Sector aﬁd high Laebour Productivity in goods
- sector is not borne out by our study. We have observed
that in each of the decadsl period under study, the Service
sectar has hed a much higher rate of growth of Labour
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Productivity, then other sectors.

We have also observed that the Labour: Productivity
in Urban areas has been much higher than in Rural areas,
though the rate of growth of Labour Prodwe tivity in Rural
areas has been much higher, While the employment in Rural
areas in .Service sector has fallen, it has risen in the
Urban areas.

On the other hand, though there is no adequate data -
regarding the employment of labour, there is some evidence
that the percentage employment in the Service sector has
not changed much. Shifts in the share of income in favour
of Service sector without correspondihg shifts of labour
force is a disturbing aspect.

A study of the Llnkages of the Serviece sector,
shows that the Forwerd Linkages of the subsectors have
risen in the period 1968-69 to 1973-74, reflecting a
increased dependence of other sectors on Service sectors.
On the other hand, there has been a fall in the Backward
Linkages of most of the Service sector subsectors,
indicating improvement in efficiency.

We have also noticed that the percentage share of
Direct Public. Services to Totel Consumption has been rising,
but in view of the dbject poverty in India, 1t neéds to be

- stressed that it should increase even more,
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Appendix T .
Net Domestio.Product At Factor Cost -

Current Prices (in orares)

Percentage distribution

1 2 3 b . N A
1950-51 8853 4603 1363 2887 52 15.4 32.6
1951-52 9176 4707 14,68 3001 51.3 16 32.7
1952553- 728945 4463 1466 3016 19,9 16,4 33.7
1953-5L 9601 4963 1526 3112 51.7 15,9 32.4
1954-55 8745  LOLO 1556 3149 46,2 17.8 36
1955-56 9272 4292 1622 3358 W6.3 17.5 36. 2
1956-57 10713 5345 1778 3590 9.9 16,6 33.5
1957-58 10711 5098 1863 3750 47.6 17.4 35
1958-59 12043 6093 1938 L012 50.6 16,1 33.3
1959-60 12459 5120 2105 5239 41,1 16,0 L2
1960-61 13335 6965 2549 3821 52,2 19,1 28.7
1961-62 14085 7202 2751 4132 - 51,1 19,6 29.3
1962-63 14903 7369 ~.3007 4527 9.4 0,2 30.4
1963-64 17089 8543 3478 50 68 50 20, 4 L7.6
1964-65 20148 10410 3898 5840 51.7 19.3 29
1965-66 20801 10194 | 4218 €389 L9 20.3 30.7
1966-67 24078 12142 1,692 T214 50, b 19.5  30.1
1967-68 28312 15013 5132 8164 53 18,2 28,8
1968-69 28862 14635 5548 8674 50,7 19.2 30.1
1969-70 31877 16049 6392 9436 50. 3 20,1 29.6

1970-71 34519 17307 6790 10422 50,1 19,7 30,2
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Appendix I - (oontd, )

1 2 3 L 5 6 7 8‘
1971-72 36863 17935 7461, 11465 18.7 20,2 31,1
1972-73 40572 19750 8220 12602 18.7 20.3 31
1973-Th 50749 26579 9470 14700 52.4 18,7 28,9
1974-75 59737 28889 12008 18840  48.4 20,1 31,5
1975-76 6634 27132 13170 21413 445 21.1 34l
1976-77 66987 28395 15029 23563 b2 b 22. 4 35.2
1977-78 75769 32550 16953 26260  43.0  22.4 34. 6
1978-79 81279 33368 18988 . 28923 11,0 23,0 35,6
1979-80 88219 34225 21130 32864  38.8 24, 0 37.2

1980-81 106209 42425 24430 39351 39.9 23 37.1
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Appendix II

Net Dome sj:ic. Produet At Factor Cost -
at 1970-71 Prices (in crores

Percentage distribution

1 2 3 b 3

1950-51 16798 9996 2770 4032 59.56  16,4%  24.1%
1951-52 17128 10125 2820 4183 59,1 16.4 24. 5
1952-53 17733 10580 2891 h262 59.6 16,3 | 24,1
1953-51, 18882 11387 3038 L4457 60 16 2L
1954-55 1937 11528 3167 1676 595 16,3 24,2
1955-56 19969 11697 3326 4946 58.5 16,6 24. 9
1956-57 21071 12322 ) 3498 5251 58,4 16.6 25
1957-58 20625 11707 3521 5397 56.7 17 26,3
1958-59 22381 13087 3585 5709 58,4 16 25,6
1959-60 22768 13012 377 5982 57 1 16,5 26, b
1960-61 24,360 1387 4,027 6459 56.9 16,5 26,6
1961-62 25186 14008 L334 684, 55.6 17.2 27,2
1962-63 25583 13651 L619 7313 55.3 18 26,7
1963-64 26916 14061 5088 7767 52,2 18,9 28,9
1964,-65 29026 15303 5477 8246 52,7 18,8 28,5
1965-66 27335 13255 5623 8L57 8.4 éO. 5  31.1
1966-67 27524 13117 5660 8747 L7.6 20.5 31.9
1967-68 29993 15092 . 5844 9057 50. 3 19,4 30.3
1968-69 30778 15156 6114 9504 §9.2 1§.8 31
1969-70 32692 16080 6636 9976 L9.1 20,2 30.7

1970-71 34519 17307 6790 10422 50. 1 19.7 30,2
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Appendix II - (contd, )

- e e ER M W MR N e AN MR M W up S E W) AR W D G G A SN G @ am W s un e em W = W

1 2 3 A 5 6 7 8
1971-72 35028 17199 6961 10868 £9.1 19,9 31
1972-73 34502 16129 7212 11161 16,7 20.9 32,4
1973-7% 36203 17317 7362 11524 L7.8 20,4 31,8
1974-75 36624 4 16998 7541 12085 L6, & 20,6 33
1975-76 40155 19195 7930 13030 ¥7.8 - 19,7 32,5
1976-77 40355 17924 8700 13731 INNN 21,6 3L
1977-78  LLOL5 20075 9359 14611 45,6 21,2 33.2
1978-79 LO6LL6 20598 _ 10039 15809 bleo b 21,6 34
1979-80 143880 = 17921 9743 16216  40.8 22,2 37

1980-81 4L7LO5 2016, 10006 17235 2.5 21,1 36, L



102

Appendix IT-B

Method used for gétting the Sectoral Distribution
at 1970-71 Prices

For the years 19 50-51 to 1980-81, the figures for
Total NDP at 1970-71 prices are available in the NAS.

We have tried to find out the sectoral distribution
at 1970-71 prices 1in the following way.
{a) For the years 1970-71 to 1980-81, the sectoral
distributions af 1970-71 prices is available in the NAS,
(b) For the years 1960—61 to 1969-70 we take the
sectoral distri Pution for 1970-71 at 1970-71 prices, angd .
at 1960-61 pr’ices, and divided the former by the latter to
get the ratio., Thus we have,

Sectoral Distribution for 1970-71, at 1G670-71 prices

as Primary sector 17307 erores

Secondary seector = 6790 ®

Tertiary sector = 10422 v
and at 1960-61 prices as
Primary sector = 8752 crores

Secondery sector = 4319 "
Tertiary sector = 6211 w
For esch sector, we divige the former by the latter and
. &et the ratio to be
1.98 for the Primary sectar
1,57 for the Secondary sector

1.68 for the Service sector,
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Using fhese ratios for the appropriate sectors, we convert
the sectoral distribution for the year 1960-61 to 1969-70
at 1960-61 prices, into a series at 1970-71 prices. If we
add the NDP of all the sectors we get the Total NDP, In
case of difference between our Total NDP and the one given
by NAS, tﬁe difference has been distributed on a prorafa
basis,
(e) For the year 1950-51 to 1959-60 we take the sectoral
distribution for the year 1960-61 at 1960-61 prices, and
this we divide by the sectoral distribution for 1960-61 at
1948-49 prices., The ratios which we get are as

Primary sector - 1.18

Seoondary sector - 1.22

Service sector - 5:08
We use these ratios on the series 1950-51 to 1959-60 at
1948-49 prices. Thus we get a series at 1960-61 prices,
This we convert into 1970-71 prices, by the method
mentioned in (b). As following the above method, in case
of difference between our Totel NDP and the Total NDP given
by the NAS, the difference is distributed on a prorata

basis,
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Appendix TIT

Method for calculating the Composition
of growth in Tndia

(a) We take the NDP gseries at 1970—71 prices. As a
first‘ step, we teke the years from 1950-51 to 1960-61

The Incremental NBP is found out for each of the sectors
separateiy. The sectoral incremental NDP is added to give
the Totel Incremental NDP,

The peroentage_shére of each of the sectors is
found out. This gives us the composltion of Growth for
the decade, Thg same exercise is repeated for 1960-61 to
1970-71 and 1970-71 to 1980-81.

(b) . To find out the composition of growth for the
entire peri od, Sectoral Incremental ANDPs are found out
for the entire period, as the above mentioned procedure

is adopted,
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Appendix IV

Gross Domestic Cepitasl Formation -
(1970-71 prices, Bs, crores)

Percentage distribution

1 2 3 L . f __________
1950-51 548 . 383 1,48 2379 24% 16% 60
1951-52 757 - 1753 1294 2804  28% 26% 46%
1952-53 624 492 722 1838 34% 27% 39%
1953-54 72l 369 1034 2127  35% 17% 48%
1954-55 592 L75 1296 2363  25% 20% 55%
1955-56 845 971 1507 3323 26% 29%  45%
1956-57 862 1477 1932 4271 20% 35% L5%
1957-58 889 1263 1936 4115 22% 31% L%
1958-59 839 710 1833 3382 25% 21% 54%
1959-60 665 1239 1837 3741 18% 336 L9%
1960-61 856 1579 2088 4523  19% 35% L6%
1961-62 775 1503 1862 K1L0  19% 36% 5%
1962-63 891 1805 2112 4808  19% 37% LL%
1963-64 - 943 1851 2286 5080 ig% ' 36% L5%
1661, -65 11,8 2067 2366 5581 214 37% 42%
1965-66 1267 2390 2513 6170  21% .38% IR
1966-67 1136 2746 2793 6675 17% NS L2%
1967-68 1111 22,7 2781 6139  19% 36% L5%
1968-69 1194 1925 2639 5758 214 33% L6%
1969-70 1385 2479 2813 6677 219 37% L2%

1970-71 1457 2735 2985 7177 21% 38% g
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Appendix IV - (contd, )

1 2 3 A .5 6 7 o § )
1971-72 1534 2814 3199 T5k1 1% 37% L2%
1972-73 1630 2417 3028 7075  23% 34% k3%
1973-74 1779 3185 4108 9072  20% 35% b5%
1974-75 1530 3610 3403 8543  18%  42% 10%
1975-76 1685 3375 3594 8654  20% 39% W%
1976-77 2385 3093 LOL2 9520 26% 32% L2%
1977-78 2706 4059 4025 10790  26% 37% 37%
1978-79 2787 w776 4526 12089 2% 39% 37%
1979-80 2383 L827 3604 10814  23% hi% 33%

1980-81 2845 4927 4118 11890  24% M% 358
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