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This paper explains some praetitathces on service see®mgibathits contribution to

the economy throughout tHe wdrldountries, service contributions are comparatively higher
than that in poor countries. But servicahseates grenwhigheéhanpoor countries in
comparison to the rich counterparts. Thgosiiavitisess to service sector’'s supremacy in the
present era. This paper igdrygagh a decision — weather high sectoral difference make
disturbance to economic growth or ndtth#t iifiiuservice Steaterin the economy is a

cause of slower economiblgnetitbless, in the lorglomer growth rates cannot make
noteworthy disturbancestmwihg.d®ecause, serviceaselbcbasctidiventhrough the

income effect. Some polionsaggestliuded hm@ntge short and mid term effects of high
sectoral difference (high service contribution in the economy).
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During the last decade Bangladesh sgpédioamteskrvice geotth and many new
branches of service seaen lestablished and floMastesignificant improvement
occurred in telecommunid¢atiol ssector, banks amtitwhanstitutes, real estate
services and some other rental servittes sbihegroices daveéalien institutional

form. Government serviceehadaerbased also in lmaasgIn 2005service sector
growth (value added) wadedc663%, which was asimgcteend with respect to
previous rates. Other developing ctnohiasdikehina hawstbd up their economy
through service sector (besides mariafaciDewvelogexd countries are, where service
sector is already in renowned posistagn@cin@Jnited States, United Kingdome,
Japan, Germany, France etc.) situatcensectamngrowth. In this context, we are in
question, what will be and what alreadysheppasequencecefsaatar growth. Are
there any favorable or unfavorable ei$ecteothatigh differentials in productive and
unproductive growth rates? The serviae gpctoniag dominant sector is claiming
enough attention to be examalld This study is a mefeution in response to that
claim.

Insufficient provision of datatarsdburces is a well #distawvhance to the econometric
analysis. Lacks of data proveketdmit my analysisitearae particular countries.
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|. Introduction

At the beginning of the process of development, most of the countries start shifting their
factors toward manufacturing sector fromriegltural sector. Growth rates of those
countries are favored by manufacturing growth at the very first dates of their development
process. Finally, after a particular pericduntries go through the deindustrialization
process. Deindustrialization is the tenderfoy the industrial sector to account for a
decreasing proportion of GDP and employment. It is typically conceptualized as a decline
in manufacturing as a share of total emplogtn€lassical economists advocate in favor of

full employment equilibrium in the economy. It is also empirically evident that full
employment, more or less, exists around the natural unemployment rate in developed
economies. Then what will be the new address of those laborers who become workless as a
result of deindustrialization? Sectoral comfioa has to be moved toward some other area

to absorb those laborers who were engaged in the industrial sector before
deindustrialization. This sector, obviously, is not the stagnant agricultural sector. It is
industrial sector. Developed countries (Aus&raFrance, Germany, Japan, USA, UK, etc.)
started gathering their remaining potentials into service sector when deindustrialization was
in progress. This supply side explanation cat accord all reasons behind establishment

of large service sector. Service demand increases with the increase in per capita GDP and
per capita consumption. There are many developing nations which are (i.e. Bangladesh,
China, India etc.) boosting their economy in the early ages of development through service
sector growth. There are several examp(Barbados, Djibouti, Dominica, Jamaica,
Vanuatu etc.) of small countries whose economies are building on the base of service
sector growth and service export. Generally, this sector establishes as the third (agriculture,
industry then service) sector in the economy. tha reason this sector is also labeled as
‘the tertiary sector of industry’.

It is clearly viewed that service sector shar both developing and developed countries are
growing over time. The countries, which have higher per capita income, contain larger
share of service sector and which have low per capita income contain smaller share of

service sector in the economy. In the year 2004 United Kingdom (UK), Australia, France,



Japan, United States of America (USA) accounted 72%, 71%, 73%, 68% and 75% service
contribution in the economy respectively. Whereas, developing countries like China (35%),
India (52%), Sri Lanka (58%) and Banglate(48%) were facing comparatively less
service share in the economy. It is obvious; in general, service sector grows and expands
by time. UK, Australia, France, Japan, USA, Singapore, Hong Kong, China, India and Sri
Lanka all had relatively smaller service share in 1960 (53%, 51%, 52%, 42%, 58%, 78%,
62%, 20%, 30% and 48% respectively) in comparison to the service share of those
countries in the year 2004. Pattern of service sector growth rate exhibits that service sector
grows relatively faster in those areas where service sector share is relatively low and the
degree to which the country is developingeTieatures of service sector growth pattern

and service sector share illustrate that service share and growth are linked with per capita
income which create demand for services in the market. The higher the income the higher

the income elasticity of demand for services.

Why and how service sector is growing and becoming the major part in the economy has
already been a major concern of many economists. Many researches have been
accomplished concerning this topic. Although, our major concern is not to find out how
service sector is emerging as a mammotmesextension of previous works about this
matter has been included here. Our major concern is to discuss about — is the mammoth

helping the economy to carry on effectively otherwise making disturbances?

There are some complexities that are tightgd with service sector which make the
question difficult to be solved. At first, service measurement problem in the national
account is a very regular problem. Service production is underestimated in national
account. It is difficult as well to establigldequate quantitative variables against service
activities which could estimate the productvif service sector. To find some effective
solutions to measure services many researchers have already devoted themselves. Here, for
convenience, the problem is ignored. Productive service growth and unproductive service
growth is not distinguished as well, although there may have different outcome of its

effect. To avoid complication, indirect effects of services are overlooked as well.

This paper tries to find some specific attributes of service sector growth and its
contribution to the economy. At the very aeitst is tried to find out either sectoral

differences hamper economic growth or notemdifferent conditions. In primary section,



this paper shows relationship between per adpitome and service sector share as well as
service sector share and service sector growth through current empirical evidences.
Through some functional relationships @ed section intends to see weather service
dominancy in the economy is appreciable or not. Third section evaluates the findings of the
second section critically. At the end, some suggestions are placed to manage the problem

of tertiary sector.



[1l. Literature review

Definitions and roles of goods and services Hzeen a matter of debate for many years. It

is argued by some economists that serviagpetion is immaterial. It is also argued that
service productions diverges resources fronremealuable activities to less valuable
activities. In fact, the debate starts with tiassification of output as either "services" or
"goods". This classification implies that siees are somehow "non-goods” or "bads". But
recent researches are rapidly changing that view. All advanced economies are moving
toward service productior(Riddle, 1986) Growth in service sector is continued

throughout the world in almost every developed and developing cd@&mugan, 1993)

Service sector is becoming complicated ceasile— especially in developing countries.
This sector constitutes a vengterogeneous economic catggdervice sectors are adding
fresh sectors. New patterns, shapes andldabt this sector are responsible for its
increasing significance and complication. Oldefinitions of service tend to rest on the
fact that it was difficult to separate from service provider and recifi&mandrasekhar

and Ghosh, 1999) Complexities in measuring output of service sectors have been well
documentedWolff, 1997).

BA famous definition of services is provided by Adam Smith. He notes that, contrary to
commodities, services renders “generally perish in the very instant of their performance,
and seldom leave any trace or value behind them for which an equal quality of service
could afterwards be procure@@mith, 1776) According toMohr (1999), “A service is a
change in the condition of a person, or a good belonging to some economic entity, brought
about as the result of the activity of soother economic entity, with the approval of the

first person or economic entity.”

BAccording toKutscher and Mark (1983), service sector circumscribes every industry
except those in goods producing sector. Under this definition services include
transportation, communication, public utilities, wholesale and retail trade, finance, real

estate, insurance, other personal and bssiservices and government services. Another



definition of service sector looks narrower l)ging exclusion of government activities at

all levels and taking into account only priegiersonal and business services which erase
some other sectors like wholesale and retail trade, finance ,insurance and real estate.
Elfring (1989) divides services into four categorieBroducer ServicesDistributive
Services Personal Servicesind Social ServicesAnother similar significant and well
established classification is derived I8ingelmann (1978)and followed by many
economists. He classifies this tertiary secttw fiour sub sectors, each of which is assigned
as ISIC (International Standard Industrial Glfisation) category. It is one of the most
frequently used methods to classify service@edinder ISIC serviceector is classified

into four categoriesDistribution servicesare mainly made up of the following activities:
sale, maintenance and repair of motor vehieled motorcycles, retail sale of automotive
fuels, wholesale trade and commission trade, retail trade, repair of personal and household
goods, inland, water and air transport, suppgrand auxiliary transport activities except
the activities of travel agencies, communicatioBsisiness servicegclude financial
intermediation, insurance and pension funding (except compulsory social security),
activities auxiliary to financial intermediation, real estate activities, renting of machinery
and equipment, computer and related acésitiresearch and development (R&D), legal,
technical, advertising and other business activitegial servicexomprise activities in

the areas of public administration, defensengolsory social security, education, health
and social workPersonal serviceare divided into the segments of hotels and catering and
private households with employed persons. &utgan (1993argues — personal services

are not representative of the service sector.

The first two sub sectors, distribution and business services, can be further aggregated into
production-oriented services as inputs @& groduction of goods and services. Social and
personal services together constitute anlomed category of consumption-oriented

services, destined for final consumption.

Bln the late 1980s and early 199Bsijly andGordon (1988)andGriliches (1992, 1994)
demonstrated that output in most servicet@eindustries was not measured very well.
“Measurement of productivity in the service sector has always been represented as a

challenge for economists(Diewert, 2005) Information of the quantities produced in any
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economic activity is required to measureoguictivity. For several services, there are
certainly some basic production indicatorsrteasure productivity (the number of haircuts
given, the number of cheques processed, the number of telephone calls made) but these
indicators are not always comparable because of the variation in qualitative measurement.
Even, for a whole range of other services such indicators are not available.
(Chandrasekhar and Ghosh, 1999) Measure of productivity in service industries has
been aimed at improving the output meas(Wolff, 1997). Measuring the output of
service sectors is far more difficult than tneasurement of input in service sector. Labor,
capital, and material inputs are easilyentifiable and assessable in services. The
estimation of output and value-added at conspaites for service products is generally
recognized as being more difficuttan estimation of goods producti(fant and Blades,

1997) Giriliches (1994) accentuates that economic activities have been shifted toward
the sectors into which output is intrinsically hard to measBoedon (1996) points out

that ‘hard-to-measure hypothesis Gfiliches (1994) should not apply equally to all
nations. Gordon (1996) also demonstrates and classifies some sectors which are
measurable (agriculture, mining, manufactuyitignsportation and utilities) and which are
hard to measure (construction, wholesale trade, retail trade, finance, insurance, real

estates and government services) — on the consideration of US data.

BService sectors growing all over the world. Without some exceptions, growth rate of

service sector is higher in under developed @eveloping countries than service sector of
developed countries but share of service sector is comparatively high in high income
countries(The world and Russia, 1995) The demand for services increases when the
income level rises and when the population df@sapathy, 2003) Several thesisgg.g.
Kuznets, 1971 and Bell, 1973have evaluated the hypothesis that consumers buy more
services as average income level increa&isven M. Shuganputs an important
contribution to this hypothesis “This hypbeisis assumes a causal relationship between
income and services. Certainly, servicerammies thrive in developed countries and
developed countries have greater average income. But the relationship between the
consumption of services and income levels is complex. Service growth often leads to

enhanced productivity in other sectors and enhanced incomes. Service growth precedes or
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accompanies increased income. As income increases, the use of many infrastructure
services increases. The use of other services remains constant or declines. Occasionally,
increasing incomes lead to higher prices for servicgsuigan (1993)shows, the highest

share of services being found in the industrial countries, and the lowest in the least
developed countries, is a basic argatmgeem to be quite plausibléhandrasekhar and

Ghosh (1999)say, a rise in the share of services in national income is viewed as being
positively associated with both economic growth and quality of life. Service sector has
become an extremely large part of the modern economy. Its contribution cannot be
overlooked(Lee, 1994) Most economists argue that the composition of people's demand
for goods and services changes over time. This means that people's preferences have
merely shifted toward services. It is now, ftample, more socially acceptable to leave
children in daycare, have others cater your parties and lease your automatiiletter

(1987) demonstrates that this changing demand for services is translated less than 2% of
the growth by producer services. Expansiors@ivices is related to expansion of private
sector’s intermediate services and related to increased demand in manufacturing for service
inputs. This growth of demand for servicesnranufacturing is more closely related to
changes in the structure of production rather than to outsourcing or splintering process
(Francois and Reinert, 1995) Russoand Schettkat (2001)found some evidences of a
significant increase in final demand. They found an increase in the demand for services in
the manufacturing industries and an increaséendemand for intermediate services in the
production of services. Service sector grovwgtlaccounted positively by many researches.
Growth in service sectors is marked as an important aspect of economic development and
strongly associated with income growth and economic moderniz&#rapathy (2003)

states that several domestic and international developments in the new millennium prompt
policy makers to re-engineer the economy, focusing on the development of the service

sector and service trade, and to chart a new sustainable growth path.

Mellor (1976, 1999)is one of the staunchest supporters of the importance of agricultural
growth, in underdeveloped countries, considering the view that agriculture employs the
majority of the population in develog countries. Using cross section datasan and
Quibria (2004) demonstrate that development as well as poverty reduction is determined
by service sector in East Asia and, in Latin America. CriticiZibgilor (1999) they
(Hasan & Quibria) state that contribution @ich sector to poverty reduction is country

specific.Kanapathy (2003)disagrees with the traditional view that services are important
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to an economy only when it reaches a relatively advanced stage of econornopmevs.
This view is being challenged by more recent evidences that services are prerequisite for

economic development rather just its final demand.

BBaumol's (1967)growth model divides the economy into two sectors, one productive

(manufacturing/agriculture) sector and amen-productive sector (services). A definition
describes service as “a transformationtlod user or the use goods, as a voluntary
intervention by the producer of servicg#lill, 1977). This does not infer an acquisition
which is transferable, but rather a modification of the characteristics of the recipient. Over
two hundred years ago, economists have divided firms’ outputs into material products
(tangibles) and services (intangibles). Adam Smith himself viewed services as a hindrance
to the production of material goods, and so classified the labor that went into the
production of services as “unproductive” labor, whereas the labor that helped to produce
tangible things was productiyBelaunay and Gadrey, 1992)

A main feature of service sector, pointed out throw different issues, is its unproductive
nature. Historically, the service sector sveiewed as having little or no productivity
growth and was unable to innovate. The intalegnature of service products makes it
difficult to distinguish between product andopess. For this reason, industries in the
service sector have traditionally been viewed as “laggards” or static, technology
consuming, non innovative companies that provide non technical prodetter and
Metcalfe, 2002; Tether, Hipp, and Miles, 2001; Sundbo, 1997) Chand (1983)
examined the productivity performance of the goods and service sectors and assessed the
implication of low productivity growth in service industries on the overall productivity
performance of the economy. The general peéi@embout the service sector is that it
exists entirely in industries with low growth in productivity. Comparison of growth rates
for output and employment by industry over the last two decades might seem to lend
support to this beligfkutscher and Mark, 1983). Kaldor (1966) develops an explanation

of economic growth that is driven from the characteristics of manufacturing productivity.
He subsequently identifies slow growth of the United Kingdom as a function of the
excessively large service sector which retains labor when it is in short supply. Thus service
sector starves manufacturing sector andsequently inhibits economic growtBervice

productivity (Mark, 1988) depends on the service industarl Marx points out that some
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services (transport, communication, and rtemance and repairs) are productive, since
they alters the material form of things, butaher services (including commercial labor,
engaged in wholesale and retail trade; fimankabor, engaged in finance, insurance, and
real estate; and government labor, involwesthe maintenance of law and order) are
unproductive in his view and the labor employs in these activities are therefore
unproductive togMarks, 1999).

The unproductive appearance of the serviceosexdten was just a consequence of biased
economic literature against service sector. Accordinge® (1996)“Neither economic
historians nor economists have accorded the service industries much credit in their
accounts and explanations of economic dhowhe thesis developed by the classical
economists in the nineteenth century relied heavily on the notion of capital accumulation in
terms of tangible goods. Economists then largely ignored growth for almost a century until
the 1950s.”Nielsen (2005)argues that traditional classification of the sectors into a
productive manufacturing industry and an unproductive service sector can be disputed. Due
to the increased use of ICT in financialbwsiness services have shown strong productivity
growths; especially in the second half of the 199D0is.Wang and Zhai (2003) treats
service sector as an engine of economic growth. Production efficiency in agriculture and
manufacturing sector and promotion of technical progress is highly related to the integrated
services. Services are directly satisfying consumer needs. More rapid development of
producer servicess connected with deepening division of labor and specialization, which
are sources of productivity growtBhugan (1993)states that service specialization ensure
producer services to be more effective. This allows manufacturer to improve output.
Hence, services growth and manufacturing growth can be occurred todeifneg

(1989) shows that, in all OECH countries employment growth jroducer servicess

about two times high than average employmerihéentire service sector. The society is
widely benefited through rapid development of service sectovwang and Zhai (2003)
suggest that through “contracting out” indudtfiams could lessen the cost of a production
that formerly was produced internally. The introduction of low-cost and high-quality
producer servicesauses an economy-wide transformation of production, distribution and
consumption patterns. They also adds, intotidn of the market to small and medium
sized firms occurs as a consequence of Specializatiopraducer serviceswhich
previously were unable to obtain these sawiavithout great cosfnother influential

opportunity is associated with service sector. It is less sensitive to recessions than the

3.1 Organization for Economic Cooperation and Development
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industrial sector. The service itself may notaide to gain in productivity term over time,

it may be able to contribute to productivityimgm in other sectors either immediately or
over time (Chandrasekhar and Ghosh 1999)Riddle (1986) in his work, adds that
productivity in the service sector is higher than it was previously believed by most
researchers. He also shows that the service sector's productivity is higher than the

productivity of the economy as a whole.

Oulton (2003) finds that a shift of primary inputs such as labor or raw materials from
industry to intermediate service productiorregases the economy’s productivity rate as
long as the service sector has someitpes productivity growth. An interesting
contradictory effect of difference of thegaluctivities of service and manufacturing sector

in the economy is shown bgaumol (1967) On the one hand, for a given output mix
slower productivity in services relative to manufacturing augments the service employment
share in the economy. Slower productivitytie service sector increases relative service
sector price, thereby induce congers to substitute servicesthvgoods. This last effect is
reflected by an increase in the demandvimrkers in manufacturing sectors relative to

service sectors.

It was tried to estimate labor productivity $ervices during nineteenth century in United
Kingdom, United States, France and Japan. All estimates revealed that some services not
only generated productivity gain but actually had a relatively high level of productivity.
Among these, transport and communication, notably railways were the major sectors for
accumulation of capital investment in all countri€@emmell and Wardley, 1990)
Service industries are responsible for the different courses of productivity development.
Breitenfellner and Hildebrandt (2006) showed that labor productivity growth of the
service sector of some newly joiféd European countries was supported by
communication activities. Contribution of othbusiness activities in service sector was
negative. Wholesale trade and commission trade had positive effects on productivity
growth in all countries. But the Slovak BRéblic was reflecting the strong rise in
employment in this segment. The parallel course of development in Hungary's and
Poland’s employment structure was partially reflected in labor productivity. In both
countries, contribution of business servicesrigployment growth was high, but it was low

or even negative for labor productivity growth. The fact is, distributive services made a

substantial contribution to labor productivilyowth in the Czech Republic and in Poland

3.2 Slovak Republic, Czech Republic, Hungary and Poland
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— can be attributed to the positive devel@minof wholesale and commission trade, as
well as in retail trade. Consumption services (personal and social servidesbgative

effect on labor productivity growth in the Czech Republic while Poland, Hungary and
particularly the Slovak Republic recordegasitive contribution from this sub sectd@he
phenomena of labor-dynamic business services and productivity-driving consumption
services in Hungary, Poland and the Slovak Republic appeared somewhat counterintuitive.
This puzzle may be explained by the role of direct investments in business services such as
marketing, designing or accounting, which were newly established at a relatively high
productivity level during the transformation process. At the same time, the demand for
these services continued unabated and consequently affected employment growth.
Inversely, distribution services and socgdrvices seemed to overcome the legacy of

underemployment and inefficiencies inherited in the (Btsthrer, 2005)

Blt is evident that the service sector has ability to create jobs progressively. Because a
significant number of sub sectors service sector are labor-intensiye, Wang and

Zhai, 2003) Sirilli and Evangelista (1998)also characterizes the service industries as
labor intensive sector “Service-sector indigstrare characterized by a close interaction
between production and consumption, high information content, the intangible nature of
their output, and a heavy emphasis on latepital in the delivery of their outputAs
service sector is labor intensivéring (2003) suggests promotiomf human capital
development anthnovative ideas which could play a central role in the model of managed
tertiarization.Nielsen (2005)also treats service sector as a labor intensive séGioe.
labor-intensive nature of many businesstezlaservices, the high degree of interaction
with customers, the knowledge intensity of many services and the importance of tacit
knowledge are all factors implying the importance of a sufficient supply of skilled human
capital and the vulnerability of the sector in a future labor market confronted with

emerging skills gaps.”

It is frequently argued that service sector has become more capital intensive and it is
occurred at a faster rate than other sedtoithe economy. lllustration of Indian service
sector suggests that share of capital stockereconomy which is accounted by the service

sector has actually been falling continuously since 1980. It has fallen from nearly 50 per
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cent in 1980 to just under 45 per cent in 19960@RAandrasekhar and Ghosh, 1999)
Kanapathy (2003)agrees wittChandrasekhar andGhosh (1999) Many service related
activities are typically skill-based and not investment intensive. These activities are ideal
sources of growth for countries with scarce capital and an increasingly educated workforce.
From the early theories of Allan Fisher and Colin Clark many researchers questioned the
idea of enhancing service productivity. At thiate, most researcherslieved that services

are, by definition, labor intensive. Personal services such as haircuts, taxi cab rides, shoe
shines and domestic work all require humamk&cs. Human worker is difficult to remove.
Therefore, it is difficult to increase quit per worker. This argument suggests that
employment in the service sector will be increased when other sectors eb@cora
productive. Services are doomed to be lahtansive and should eventually employ most
workers(Shugan, 1993)In recent years, service sector is viewed as a dynamic component
of the economy that is characterized by the large consumption of new technologies and
human capital. Observable growth in Inefrand web-based services and high-technology
based environmental services indicates Kmmwledge-intensive services are taking on a
more active economic rolgiowells, 2001) Observing the changing trend in the structure

of China’s service sector it is also found that, growth of employment share of labor-
intensive service industries is likely to be constrained by the slowing-down in the demand
for services. In recent years, there has been a stagnant and even declining employment
share of the labor-intensive service sext@much as transport, storage, posts and
telecommunications as well as wholesale, retail and catering services. Since, labor-
intensive service sectors do not require special skills a considerable part of the decline in
employment could be explained by insufficient demand for these seflic&¥ang and

Zhai, 2003)

B Fisher (1935) and Clark (1940) established their first literature on the sectoral

distribution of employment. Transformation of labor from agriculture to manufacturing and
from manufacturing to commerce and seegicare regarded as the most important
concomitant of economic progress. More precisely it can be said, growth in service sector
is mainly elucidated as the result of shifting income elasticities of dei#gmelbaum

and Schettkat, 2001)“As economies grow richer, tastes switch away from the basic needs

of food and shelter towards non material goods, including services. In other words, the
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increasing service employment share reconthegdost-industrial economies could be the
result of rising per capita income level®’Agostino, Serafini andWarmedinger (2006)
Advocates of positive income effect on service sector growth compared output of richer
and poorer countries. They have found a pasitelationship between wealth and the share

of services in GDP. However, it has beeguad that this effect become extinct if one
allows the higher relative prices of servidasiicher economies. Then the poor countries
might have been able to sell their servicesith countries. Then the share of services to
GDP would have been increased in poor coastwith respect to richer countries. Along
this line, a number of studies found that the share of services in real output remains
constant as per cdpiincome rises(Summers, 1985; Baumol, Blackman and Wolff,
1989)

Baumol (1967)identified the main causes of the expansion of service sector employment.
The reason is: slower productivity growth in services compared to manufacturing. It is
known as “Baumol’'s disease”. The expansion of employment share in service sector
relative to industrial sector is the direxinsequence of lower productivity performance of
servicesNgai andPissarides (2004)put same argument along the balanced growth path.
Labor employed in the production of consumption goods gradually moves to the sector
with the lower TFP (Total Factor Productivityjhe theory depicts that as a result of this
productivity differential in service sector andlustrial sector, if the relative level of output

in industry and services is maintained, easing percentage of the labor force must be
linked into service activities. The existence of this effect leads to a “paradox” of the service
sector. The model odBaumol (1967)is regarded as one of the fundamental theories on
service sector employment. An interestexjension of this work is provided ulton

(2003) where supply of intermediate se@i goods is taken into account. Another
explanation for escalation in service sector employment may be found in pragmatic
literature by Fuchgruchs (1980)educes that a considerable proportion of the increase in
service sector employment is due to theeased labor market participation of women.
The effect being driven by both incomadasubstitution effects of the choice between
home and market activitieBrdem andGlyn (2001)found that since 1973, in both US and
Europe, female labor supply was most impdrtan service employment. In particular, the
analysis ofOECD (2000),based on a sample of OECD countries from 1984 to 1998 in
four sub-sectors of services, found that employment share in services is mainly affected by

per-capita income, the size of the welfare state and by female participation. Whereas
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Messina (2004 ¥ocused on a sample of 27 OECD countries from 1970 to 1998 (five-years
averages). Lik®©OECD (2000) Messina found a positive impact of per-capita income and
size of the public sector on service employment, together with productivity gap between
services and manufacturing, the rate of investment, the degree of urbanization, and the
administrative burden on the creation of new firms. In contra®BGD (2000) Messina

found that female participation does not play a significant role in service sector

employment.

D’Agostino, Serafini, Warmedinger (2006)states “Ay discussion of the determinants of
employment within the European context needs to consider the role played by the
institutional settings. A number of studies of European labor markets have identified a
significant effect of labor market institutions - such as the generosity of the unemployment
benefit systems, the Employment Protection Legislation (EPL), the degree of unionisation,
the level of taxation — on aggregate unemployment”. Accordinddedola (2001),
institutional constraints — such as high non-employment benefits, legal minimum wages,
centrally negotiated employment contracts, Hmthwedges — may prevent the creation of
low-wage jobs. Other economists have found a positive effect of the interaction between
labor market institutions and economic shocks on the European unemployment rate; a
survey of a number of the key hypothesed davelopments in this field is provided in
Bertola (2001) Erdem andGlyn (2001) argue that service sector employment acts like a

“sponge” — persistently expanding maviere labor supply is plentiful.

BLiberalization in service tradaill generate sizable gairfsl, Wang and Zhai, 2003).In

support of service trade and service trade impact on service Bedtibe (1986) speaks

out that rapid expansion of the service seds a natural part of deepening trade,
specialization, and marketization. Conversehe expansion of trade also facilitates the
development of the service sectoFrancois and Spinanger (2002)and Dominique
(2001)suggest that the reduction of the barrier of service trade should be done by reducing
huge trading cost. They are non revenue generating costs in service trade. Trade can be
expanded if these costs are redu(&ern, 2002)
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Historically, service industries have beertha heart of economic growth, stimulating and
facilitating production for the market rather than simply for self sufficiency. It is argued by
Li, Wang and Zhai (2003) that gains from trade, including specialization, developing
countries have clear comparative advantages in many labor-intensive sectors such as
tourism and construction. Liberalization of teaith services allows more specialization and
scale economy due to expanded market size. Service liberalization expands the market for
intermediate services (such as transportadiod telecom), lessen prices and improve the

quality of services.

Hodge (2002)andMattoo (2002)also advocate in favor of service trade either in the form
of export or import. Gains from F¥Foreign Direct Investmengre considered as gains
from trade. In many cases, imports of servide the form of commercial presence, i.e.,
foreign direct investment. This import, tlugh FDI, causes inflow of physical capital,
human capital and technology factors — which are important for development and growth.
“The liberalized, production-oriented service eecivhich is marked by strong cross-links

to the modernized and export-oriented manufacturing sector, remains the main source of
employment growth.{Aring, 2003). Export of services is viewed as an optimistic deal for
the domestic economy. Some tourism basedr wountries export tourism services and
import capital goods from rich economies. Specialization in this sector can thrust the
growth rate of small countriegAlbelo and Martin 1997). The embodied service
component of export is strongly linked to the level of developifieaincois and Reinert

1995) Liberalization of service trade creates oppoities for the service sector (including
service export) to be expanded rapidly, vahvaill facilitate growth and poverty reduction

(Li, Wang and Zhai, 2003)

Recent experiences of regulatory reformQECD countries show that liberalization in
service industries and utilities results imgreficant gains in sectoral productivity, cost
reductions and growth of output