Emerging Services
Sector and
Inclusiveness






Emerging Services
Sector and
Inclusiveness:

FEvidence from India

Edited by

Pralok Gupta

Cambridge
Scholars
Publishing



Emerging Services Sector and Inclusiveness: Evidence from India
Edited by Pralok Gupta

This book first published 2015

Cambridge Scholars Publishing

Lady Stephenson Library, Newcastle upon Tyne, NE6 2PA, UK

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

Copyright © 2015 by Pralok Gupta and contributors

All rights for this book reserved. No part of this book may be reproduced,
stored in a retrieval system, or transmitted, in any form or by any means,
electronic, mechanical, photocopying, recording or otherwise, without
the prior permission of the copyright owner.

ISBN (10):1-4438-7614-3
ISBN (13): 978-1-4438-7614-8



Dedicated to my parents

The Late Smt. Krishna Devi
and

The Late Sh. Surya Prakash Gupta






TABLE OF CONTENTS

LiSt Of TADIES.....coeeee e e iX
LISt Of FIQUIES.....eeie e e e e Xi
ACKNOWIEAGMENLS ...ttt e e Xii
PrEfACE..... it xiii
(O3 47 1011 g @ ] 1TSS 1

Services Sector Liberalization, Unemployment and Trade-Related
Adjustment Policiesin India
Pralok Gupta

(@107 1011 g ATV o H USRS 13
The Relationship between Services Trade, Economic Growth and External
Stabilisation: Evidence from India

Mini P. Thomas

(O 7= 1011 g I 01T 38
Structural Change and Cyclesin Trade in Services. Evidence from India
C.T. Vidya

CNEPLEN FOUN ...ttt e 58
Managing Migration and Trade in Services: An Overview of Multilateral
and Regional Trade Agreements

Surabhi Singh

Chapter FIVE ... et 78
An Analysis of Patternsand Trendsin FDI and its Impact on India’'s
Services Sector during the Pre- and Post-Global Crisis Period

Aditi Sawant

(017 101 G G 98
FDI in the Aviation Sector: Challenges and the Road Ahead
Ruchi Bhandari



viii Table of Contents

Chapter SEVEN.....ccui e e 118
FDI in Retail — The Bane of the Indian Economy: A Reference to Global
Impact

Sazzad Parwez and Neha Shivani

Chapter BIght.......cccciiiieiresecse s 129

The Business Process Management Industry in India:
Reviewing its Nature, Size and Direction
Hastimal G. Sagara

(Ot 7= 1010 g N1 1SS 163
An Analysis of the Insurance Sector: Penetration Perspective in India
Priyanka Gupta and Vani Aggarwal

List Of ADDIreviations........cccov i 188

(@00 011 41 o U1 (0] =3NS 192



LIST OF TABLES

Table 1.1: Share of Employment per Sector in India (%), 1993-94, 2004-05,

2007-08 and 2009-10 .......ceeueeriererereeresiereseesesessesesseessesesessessssesessesssessessssesssseses 3
Table 1.2: State-wise Employment in Different Sectorsin Rural

and Urban Indiain 2009-10 (per 1000 employed people).........ccccvvvvrevveeererenn 5
Table 2.1: Comparing the Contributions of Private Transfers and Net Services

Exports towards External StabiliSation ............coeoeieerenieneneneeeesese e 22
Table 2.2: Percentage Shares of Different Componentsin India s GDP

A MAKEE PrICES ...t s 24
Table 2.3: DECOMPOSIION ANAIYSIS ....c.eiveiieireirieesiee e 26
Table 2.4: ARDL (3,1,2) Model Estimation ReSUILS..........cccceviveneneeinene e 30
Table 3.1: Annua Average Growth Rate of Services, Exports and Imports........... 40
Table 3.2: Composition of India's Services Exports (ReCEIPLS) .......covevverereeneenene 42
Table 3.3: Unit-Root Tests for Trade in Services Variables, India, 1950-2010....... 44
Table 3.4: Two Break Minimum LM Unit ROOt TESt.........ccoverirenieieeinesie e
Table 3.5: Critical Valuesfor LM TSt ....cccoiiiieeieeeeese e
Table 3.6: Cyclesin Tradein SErVICES......ccooeererirerere e

Table 4.1: World Tradein Commercial Services by Category, 2011
Table 5.1: Rate of Growth of Services Sector GDP at Factor Cost at 2004-2005

Prices (INPEF CENE) c.voveieiceeice ettt e 79
Table 5.2: Largest FDI-attracting Services Sector (2005-2013) (Rs. crore)............. 81
Table 5.3: Development Ratios of Finance, Insurance, Real Estate & Business

SEIVICES (RS, CIOME) ...ttt sttt e e ene 84
Table 5.4: Development Ratios of Construction at Factor Cost (in Rs. Crore) ....... 85
Table 5.5: Development Ratios of Trade, Hotels, Transport and Communication

(RS. CrOFE) .ttt ettt 86
Table 5.6: Development Ratios of Community, Social and Personal Services

(RS. CrOFE) .ttt bttt
Table 5.7: Econometric Analysis of Services sector
Table 5.8: Pair-wise Granger Causality Te€St.......ccovveveevevenrennnn
Table 5.9: Co-integration TeSt RESUIL..........cccoiiiiiriecieee e
Table 6.1: Prices of ATF charged by Indian Oil Marketing Companies (OMCs)

in Metro Citiesas of August 01, 2013...........oooeierrerereneereeeeee e 102
Table 6.2: Prices of ATF charged by Indian OMCs in Metro Cities as applicable

from midnight of May 31, 2014 and June 01, 2014 .........ccccceerrrenereecineanene 102
Table 6.3: ADF and UDF Charges levied at various Airportsin India (in Indian

NatioNal RUPEES)......ceiuiiiiiteiiiieieeei ettt sttt st ne e 105
Table 6.4: Financial Results of Listed Airline Companies..........ccccceevivvvvnieeennnne. 107
Table 7.1: List of Top Countries with Organised Retail...........ccooeeeienineienieenne. 126

Table 8.1: Tholons Top 100 Outsourcing Destinations; Ranking for 2013
BN 2014t 138



X Table of Contents

Table 8.2: State-wise Software Exports made by STPI Registered Units
FOr Last YIS (INCI) woouiiiiicesieieieee sttt eneas
Table 9.1: Important Developments in the History of the Indian Insurance
TNAUSETY <.ttt a e ene s
Table 9.2: India’'s GATS Commitments in Insurance and Insurance-rel ated

Table 9.3: International Comparison of Insurance Penetration
(IN PEF CENL) ...ttt
Table 9.4: International Comparison of Insurance Density (in USD)....................



LIST OF FIGURES

Figure 3.1: Cyclesin Trade in Services.
Figure 3.2: Cyclesin Dis-aggregated Components of the Services Trade............... 48
Figure 3.3: Irregular Shocksto Trade in Services (Deviation from Trend)............. 50
Figure 3.4: Shocks to Services Exports and Imports (Deviation from Trend)......... 51
Figure 6.1: Consecutive Action Plan for the direct import of ATF by Indian

ATrliNE COMPANIES .......eeeieeieieeeeeie ettt see e e enas 110
Figure 8.1: IT-BPO SeCtor iN INGi@........cceoviveirieiriniiesieree e 131
Figure 8.2: IT-BPO Services Revenues and Exports, (2011-12) ........ccccccveernenene. 132

Figure 8.3: Share of IT/ITeS Sector in GDP for various Y ears
Figure 8.4: Revenue Of IT/ITES SECLON .....cccvviieieieeeieseceseee e
Figure 8.5: Employment in India(in millions) ..........ccocooeiiniinininineeeeree
Figure 8.6 No. of firms registered with NASSCOM as on January 27", 2013.....142

Figure 8.7: Structure of IT Firms/Call Centre Businessin Gujarat ............ccoueuee. 144
Figure 8.8: Types of BPO Firmsin Ahmedabad........................ ....145
Figure 8.9: IT-BPO Sector Organization Hierarchy ............ccceeuenne ..147

Figure 8.10: Earnings of BPO Employeesin Ahmedabad (in RS).................. ....148

Figure 8.11: Composition of International BPO Workersin Ahmedabad...... ....149
Figure 8.12: Software EXportsfrom STP ........c.cccevevieinieiiieseeeeee e ....154
Figure 8.13: Direction of IT-BPO Export from India................ ....158
Figure 9.1: Insurance Penetration in India (in per cent) .........cceeeoevveneneicccnnene 171
Figure 9.2: Financial and Physical Saving as % of GDS.........ccccoieivineieincennne 172
Figure 9.3: Per Capita GDP and Insurance Penetration in India..........c.cccceeenee 173
Figure 9.4: Insurance Penetration of New Businesses and Per Capita NSDP

of Low, Middle and High INCOME StateS .......ccceovveriiinieieine e 177

Figure 9.5: Insurance Density in INdia(in USD)........ccccovvevieniecieieni e 178



ACKNOWLEDGMENTS

At the outset, I would like to thank Prof. Abhijit Das, Head of the
Centre for WTO Studies, IIFT, New Delhi, for his guidance and constant
support during the writing of this manuscript. I would also like to express
my gratitude towards all faculty members and staff of the Centre for WTO
Studies for their invaluable help. Last but not least, I thank my family,
Vaishali (my wife) and Arshabh (my son), for their support and for
bearing with me while I devoted my time to working on this manuscript at
home.

Pralok Gupta



PREFACE

The services sector consists of a wide range of activities including
transportation, communication, financial, business and professional
services, community, social and personal services and government
services. Many services act as important inputs to the production of other
goods and services. As an economy progresses, the contribution of the
services sector becomes more and more important. The world over, the
services sector has emerged as one of the largest and fastest-growing
sectors and made significant contributions to globa output. The Indian
story is no different and this sector has emerged as the most dynamic and
important sector in the post-liberaization era. It has increased its
contribution to the Indian economy not only in terms of GDP, but also in
exports. However, one area where the services sector has not yet
contributed significantly is employment creation. Thus, critics have raised
guestions on the inclusivity of India’s services sector-led growth story.

Against this backdrop, this book is a compilation of selected papers
devoted to understanding and analyzing the role of the services sector in
GDP, trade and inclusive growth in the Indian economy. Most of these
papers were presented during the National Conference on “Trade in
Servicesin India and Inclusive Growth Paradigm: Emerging Opportunities
and Future Challenges’, held on August 22™-23" 2013, in New Delhi,
organized by the Centre for WTO Studies, Indian Ingtitute of Foreign
Trade, New Delhi. The conference was aimed at discussing research on
the emerging role of servicesin India's foreign trade and the opportunities
and challenges created by the services sector boom in the Indian economy.
The papers presented during the conference examined specific issues
related to the growth of and trade in the services sector in India, such as
outsourcing, foreign direct investment, migration, employment, etc., and
also analyzed sector specific issuesin various services.

The first three chapters of this book are devoted to understanding the
role of the services sector in the Indian economy within the broad
parameters of growth, employment, balance of payment, trade cycles etc.
These are followed by a chapter on linking the services trade with
migration, which has attracted the attention of policy makers recently. The
next three chapters discuss FDI in the services sector, with sector specific
case studies dealing with retail and aviation. The last two chapters are
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devoted to sectoral case studies of two important service sectors in India,
namely I T-BPO services and insurance services.

The first chapter of the book discusses the unemployment aspect of
India's liberalization of the services sector and the related adjustment
policies that India has adopted to minimize the adverse effects of such
liberalization on the employment scenario in India It highlights how the
employment scenario has changed over the years in India without any
significant increase in the share of the services sector in job creation,
despite its significant contribution to India’s GDP. It explains the possible
reasons for the paradox and discusses the mitigating measures adopted by
Indiato counter this situation.

Chapter Two anayzes the relationship between the services trade,
economic growth and external stabilization based on the Indian experience.
It states that the quantum, quality and financing of the current account deficit
(CAD) have recently emerged as a major concern for Indian policy makers,
faced with a gloomy macro-economic scenario of decelerating growth,
large-scale capital exit from stock markets and massive rupee depreciation.
This paper finds that private transfers have been more crisis-prone as
compared to net services exports in the case of the Indian economy. It
suggests that adopting policies that promote Indias services exports,
diversify its export markets, and raise its export competitiveness globally is
amuch better recipe for India s external stabilization.

Chapter Three empiricaly analyzes the growth and cycles of India's
trade in services for the period 1950-2010. Using Lee and Strazicich's
structural break test, the study tests whether the growth in services trade has
evolved gradually over a period of time or whether it was a response to
policy changes. The structural break test does not reveal a significant break
in services exports and imports. Hence, the study finds that the growth in
services trade evolved gradually over the years. Further, the study also
addresses the question of whether the integration of the sector with the rest
of the world has paved the way for the transmission of externa cyclical
upturns and downturns to India. The study identifies three cycles during the
period 1950-2010; the first one from 1963-64 to 1981-82; the second from
1981-82 to 1999-2000 and the third with a short peak in the post-2000
period. Moreover, it finds that services exports propel cycles, as the shocks
in exports exhibit a higher intensity than those in imports.

Chapter Four attempts to explore the growing links between trade and
migration by looking at the trade in services and linking it with the
migration question. It analyzes the only multilateral agreement governing
the temporary movement of workers — the World Trade Organization’s
General Agreement on Trade in Services. It also analyzes regional trade
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agreements; however, it confines itself to only those regional trade
agreements that have been entered into by aregional organization.

In Chapter Five, an attempt has been made to evaluate the performance
of the services sector in the pre- and post-global crisis period in terms of
FDI and its corresponding contribution to the economy. For empirical
analysis, the variables selected are GDP, FDI and Gross Capital Formation
Rate (GCFR) during 1991-2012. The analysis is done on the basis of the
panel unit root test, panel regression analysis, the Granger causality test
and the co-integration test. The services sector is segregated into financial
and non-financial services, construction, trade, hotel, transportation and
telecommunication, insurance, real estate, and community, social and
personal services for better understanding of the sector at the micro level.
An attempt has also been made to assess the expected impact of global
recession on the Indian economy at large and the services sector in
particular. This paper argues that an economy that is growing only on the
basis of services sector growth is like building a castle in the air without
strong foundations.

Chapter Six gives an understanding of the conditions laid down in the
2013 FDI Policy for FDI in the aviation sector in India. It analyzes the
impact of the 2013 policy on, and highlights the determinants of, FDI in the
airline industry. The objective isto analyze the challenges in the path of FDI
in the airline industry, identify gaps and analyze them, and draw up an
action plan. The paper argues that there is urgent need for more reformsin
the Indian aviation sector to maximize FDI inflows and the consequent
benefits to passengers, the ailing airline industry, and the economy at large.

Chapter Seven examines the case of FDI in retail in India, which has
been avery hotly debated issue in recent times. The retail industry in India
is gtill at a nascent and developing stage in the economy. It has attracted
attention from foreign investors, but the adverse effects of FDI in retail
have been neglected by the government. Foreign direct investment (FDI)
in retail — given the current economic realities of India and the lack of
equitable distribution of the Gross National Product (GNP) — might do
more harm than good. The paper argues that although large format
retailing and the entry of FDI will bring many good things with it, policy
makers must also be cognizant of the harm it may do. The paper further
argues that while large format retailing is inevitable, we must not hasten it.
Rather, the task right now should be to change the composition of GNP
and create jobs so that the rush into self-employed retailing slows down.

Chapter Eight presents the case study of an important service sector in
India—the IT-BPO sector. Indiais at the forefront of the rapidly evolving
global IT Business Process Outsourcing (BPO), now known as Business
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Process Management, market and is well established as a ‘destination of
choice'. Today, the superlatives such as ‘ Soft Superpower’, ‘IT Hub’ and
‘World's IT Capital’ have become synonymous with India. This research
paper examines the transformation of the IT/ITeS sector since 1991 in
general and since 2008, after the sub-prime crisisin the USA, in particular.
The focus of the paper is to re-examine the composition, size and direction
of business outsourcing over the past two and a half decades. The paper
recommends that to strengthen its global competitiveness, India should
increasingly diversify its IT/ITeS business to move higher in the value
chain, explore business opportunities in Asian and African countries to
reduce over-dependence on the West, and build up its infrastructure for a
wider spread across the nation.

Chapter Nine presents a case study of the insurance sector in India. The
insurance sector, as a branch of financial services, occupies an important
place in the economy, since risk, which can be hedged, has increased
enormoudly in every sphere. The life insurance market has played an
increasingly substantial role within the insurance industry. The paper
endeavors to show the relationship between the level of insurance
penetration and Gross Domestic Product (GDP) in India. In addition, a
state-wise analysis of insurance penetration and per capita net state
domestic product has also been taken into consideration. The chapter
observes that lack of financial awareness causes lower savings in financial
instruments, which has contributed to the low level of insurance
penetration. It argues that in order to capitalize on growth in the economy
and improve penetration, the insurance industry will need to tap not only
public investment but also private and foreign investment.



CHAPTER ONE

SERVICES SECTOR LIBERALIZATION,
UNEMPLOYMENT AND TRADE-RELATED
ADJUSTMENT POLICIESIN INDIA*

PRALOK GUPTA

I ntroduction

The rapid growth of India's services sector in the post-reform era (1991
onwards) has contributed to the country’s recent emergence as one of the
fastest-growing economies in the world. India's services sector not only
remained resilient during and after the global financia crisis but aso
provided significant support to overall GDP growth. As a result, India was
ranked 10" and 12" in the world in terms of overall gross domestic product
(GDP) and services GDP respectively in 2012. The compound annual
growth rate (CAGR) of services for the period 2001-14 in Indiawas 8.5 per
cent, second in the world only to China. Given its growth performance, the
contribution of the services sector (including construction) to overall GDP
has increased sharply, from 41 per cent in 1990-91 to 64.8 per cent in 2013-
14 (Government of India 2014, 175). The CAGR of services sector GDP for
the period 2000-01 to 2013-14 was higher than the CAGR of overall GDP.
The emerging services sector in India consists of sophisticated and
technology-driven services like IT and telecommunications, infrastructural
services like ports and railways, business services like consultancy and
professional services, traditional services like barbers and plumbers and
many other varieties of service.

! This chapter is based on Gupta, P. (2013a) “Paradox of High Growth and Low
Employment”, Y ojana, Govt. of India, Vol. 57 (October); pp 41-44 and Gupta P.
(2013b), ‘Chapter on Services Sector in Indid in the Mid-Year Review of Indian
Economy by National Council for Applied Economic Research, New Delhi.
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The services sector has also facilitated India’s integration with the
world economy through trade and investment. Services exports have
grown significantly, from less than USD 7 billion in 1995 to over USD
141 billion by 2012. India’s share in global services exports has risen from
0.5 per cent in 1995 to over 3 per cent in 2012. The sector’s share in the
country’s exports rose from around 18 per cent in 1995 to over 39 per cent
in 2011 (UNCTAD 2013).

The current dynamism of India’s services sector is largely a reflection
of domestic liberalization and growing links with external markets.
However, there has been debate in India over the implications of
liberalization on the services sector and of services-led growth on
employment creation. It is interesting to note that, whereas some services
like tourism services are labor intensive and have high employment
elasticity, some others, such as IT and telecom, are less labor intensive and
have low employment elasticity. As a consequence, in spite of a
significant jump in services’ share in GDP, services’ contribution to
employment increased only marginally over the liberalization period in
India. Due to this phenomenon, many economists have criticized India’s
growth story as “jobless growth”, i.e. there is high growth in the Indian
economy but jobs are not being created. This has compelled the
government to start focusing on policies and programmes that not only
mitigate the adverse effects of such liberalization but also help in creating
additional employment opportunities.

Against this backdrop, this paper focuses on the unemployment aspect
of India’s services liberalization. It discusses the adjustment policies that
India has adopted to minimize the adverse effects of this liberalization on
the employment scenario in India and to increase services sector
employment.

Services Liberalization and Employment in India

Services liberalization has been actively pursued in India by adopting
relaxed and liberal regulatory policies from time to time. Apart from
fulfilling the obligations resulting from multilateral commitments and
offers made in its regional trade agreements (RTAs), India has undertaken
significant liberalization in many services unilaterally. As a result, the
level of autonomous services liberalization (unilateral liberalization) is
much higher than the committed level in either the WTO or the RTAs. The
equity limit for foreign direct investment (FDI) has been progressively
increased in various services and, in many services, 100 per cent FDI is
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allowed, either through the automatic approval route or the prior approval
route.

The liberalization of India’s services sector and a continuous rise in its
share in India’s GDP over the years have not resulted in corresponding
employment generation in this sector. Table 1.1 shows the share of
employment per sector in India for the years 1993-94, 2004-05, 2007-08
and 2009-10. The data reveals that, while the share of employment in the
tertiary sector (predominantly services) has increased over the years, the
primary sector (predominantly agriculture) is still the dominant employer.
The share of the primary sector in employment fell sharply between 1993-
94 and 2004-05. The consequent rise in the share of employment in the
secondary (predominantly industry) and tertiary sectors was fairly
balanced between the two.

Table 1.1: Share of Employment per Sector in India (%), 1993-94,
2004-05, 2007-08 and 2009-10*

Year Primary Secondary Tertiary
1993-94 64.5 14.3 21.2
2004-05 57.0 18.2 24.8
2007-08 55.9 18.7 25.4
2009-10 53.2 21.5 25.3

Source: Government of India, Ministry of Finance, Economic Survey, 2010-11
and 2012-13

This observed trend for India is in contrast to the trend in developed
and some developing countries, in which not only has the contribution of
the services sector to employment increased over time with the process of
development, but services have also become the dominant player in
employing human resources in these economies. For instance, by the
beginning of 2000, in several OECD countries, about three quarters of
employees were working in services (D’Agostino, Serafini and Ward-
Warmedinger 2006, 7). Many Asian countries, such as Korea, also have a
significantly higher share of services in their overall employment. Barring
China and India, all the top 15 countries (in terms of services GDP) have
high shares of both services GDP and services employment. Although
neither India nor China has a high share of services employment, they are

2 The sectoral contribution of services does not include the construction sector. If
we include construction within services, the employment contribution of services
becomes around 36 per cent in 2009-10.
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different from each other. Whereas China has low shares of both services
income and employment, in India, on the other hand, the services sector
has a high share in income but a lower share in employment. The gap
between the shares of services income and employment in India is also
widening, from 27.3 percentage points in 2001 to 28.8 percentage points in
2012 (Government of India 2014, 174).

If we analyze employment data at the state level, it is observed that
there are widespread differences in employment in various sectors across
India. While some states, such as Kerala, have a high share of employment
in the services sector, states like Chhattisgarh, Madhya Pradesh and
Gujarat have relatively low shares of people employed in services. Some
north-eastern states like Sikkim, Tripura, and Manipur have a high share
of employment in the services sector. Construction, trade, hotels, and
restaurants and public administration, education, and community services
are the three major employment-providing services in different states
(Government of India 2012, 231).

There are also big differences between the shares of the services sector
in employment in rural and urban India. The share is very high in urban
areas in most states compared to rural areas. This implies that services
liberalization and services-led growth have been limited more or less to
urban India and the fruits of such liberalization and growth have not
percolated to rural India. A natural corollary to this imbalance is that, of
late, there has been a lot of internal migration in India from rural to urban
areas due to the absence or lack of employment opportunities in rural
areas. This migration has increased the challenges faced by urban civic
bodies, which already find it difficult to meet the growing demands posed
by rapid urbanization in India. Table 1.2 shows sector-wise rural and
urban employment per 1,000 employed people for various Indian states.



6vS ledl €89 0t S1¢ 8 €01 9.9 eysIpO
739 002 ShL 1T ¢ L1 61¢ L pue[eseN
66% 81 L8S 081 €s a 09¢ 908 WEIOZIA
08L 8LI LLS 9¢T S9 96 86 LOL eAe[eySoN
09 0veC LLY LLE 811 06 S0T ves induey
8¢9 911 91L ¥S1 9¢T 43 Ly v6L BIYSEIBUEIA
695 9 00L 81 €0z 8t 86 ¥8 ysapeld eAYpeN
0LS LS€ 11L 116 8LI €l 011 LS€ BRI
86¢ 43 989 9L1 144 L9 6 LSL eYejeuIRY]
709 Syl L8L 19¢ 091 76 43 8§ pueppeyf
78S 31C 799 91¢ LTT 3 011 L6S Inuysey] 7 nuwwef
9.9 L91 L9L 0z¢ 6v1 €S S8 679 ysopeld [eydewIH
116 S61 L79 Y0€ 61¢ 86 39 865 eueAIeyq
9LS 41 19 961 90¢ 79 39 €8L jereno
7S¢ €5¢ 969 L6€ 68C S9¢ vl 6€C ES)
789 s TIL 6L8 S8¢ 0Tl I 0 (e
€56 €8 999 41 78¢ 6€ €S 6t8 yressnieyyD
609 vLI €L 6LT 121 €S 91 699 Ieyqrg
LSL (444 €€8 LST LET 8¢ LT STL wessy
L 81 LT8 €17 It 43 ov1 LSL ysopeld [BYOBUNIY
€8¢ 0S1 SOL L1T 1T L6 39 L89 ysapeid eIypuy
ueqJan [eanyy uequan reanyy ueq.an reanyy uequan Teanyy
uondnnsuo) uondnnsuo) %.H-m:muﬁﬂ PV LN/39Ye)S
INOYIIM SADIAIRS YA SIIIAIIS pue ®.~=a—=em.~w<

(ordoad

pakorduwd (o1 19d) (0T-600T UI BIPUJ UBQI() PUE [BINY UI S10)I3S JUIII( Ul judwikojdury 9s1m-93e)S :7°T d[qe ],

S Sa101]0 Juounsn(py poje[ay-opel] pue juswkojdwoun ‘uonezijeraqr




Z1-110T ‘A9AIng o1ouody ‘doueur Jo ANSIUIA ‘BIPU] JO JUQWILIDAOL) :9JIN0S

8¢S Lyl £89 |34 wi 08 SL 6L9 BIpu] [IV
LY9 8¢€T 0LL 96¢ 10T 144! 6C 9% Awsdydrpuog
€8y 19¢ 866 Loy P91 LS LLT 434 doampeysye]
86¢ 901 0¢y 01T LL1 0re Y6€ 8¥¢ niqg % uveweq
SI¢ S¢Sl [433 16¢ (4% 091 8¢ 168 1[oABH JeSEN % BIpe(
8LL 679 968 978 14! Syl [44 53 yresipuey)
99L 0€¢ €L8 LLY 86 16 0¢ 134 SPUBSIN® V
129 90¢ €89 §9¢C 6LC €L1 9¢ £€9¢ [eSuag 1SOM
IS¢ pel €59 LST LST 9L 16 699 ysopeld Ienn
629 1€l LyL €9¢ 661 |14 125 S69 puByyEIEn)
9IL Y¥e 168 £€9 68 €9 1T 90¢ eandu
[4:14 4! 98¢ ¢ 9LT L11 9¢l LE9 NpeN [lwe]
vL8 8¢ 106 1484 66 8¥ 0 6¢S WBIS
S6S 0TIl evL (453 981 14 0L £€9 ueyyseley
4355 891 699 86¢C 6¥¢ 18 €8 819 qelung

ouQ 1dey) 9




Liberalization, Unemployment and Trade-Related Adjustment Policies 7

Trade-Related Adjustment Policies

Trade-related adjustment policies are common in many developed
countries. For instance, the USA established the Trade Adjustment
Assistant (TAA) Program in 1974, which aimed to assist workers and
enterprises negatively affected by trade reforms or changes in trade flows.
The TAA Program is a federally funded programme, with no cost to
employers. It aims to help workers adversely affected by foreign imports
or job shifts to a foreign country. It provides assistance to eligible workers
in the form of re-employment services, training, job searches, relocation,
and support benefits in the form of Trade Readjustment Allowances
(TRA) and/or Alternative/Re-employment Trade Adjustment Assistance
(ATAA/RTAA) for older workers (United States Department of Labor
2012).

Similarly, the EU introduced the European Globalization Adjustment
Fund in 2006 (Francois, Jansen and Peters 2011, 213). The fund provides
support to people who lose their jobs as a result of major structural
changes in world trade patterns due to globalization. For instance, the fund
provides appropriate support when workers are laid off because a large
company shuts down or production is moved outside the EU or as a result
of a global financial or economic crisis. The fund has a maximum annual
budget of EUR 150 million for the period 2014-2020 and can fund up to
60 per cent of the cost of projects designed to help workers made
redundant find others job or set up their own businesses (European
Commission 2014).

However, such adjustment programmes and policies are not very
common in developing countries. As far as trade-related adjustment
policies in India with specific reference to services liberalization and
unemployment are concerned, the policies and programmes of the
government are not specifically designed to cater to trade-related
adjustments. Rather, they are designed to solve the underlying problem of
unemployment and related issues, which have been intensified because of
the liberalization of the economy in general and the services sector in
particular. Thus, such policies de facto become trade-related adjustment
policies in a broader sense. The definition of trade-related adjustment
policies needs to consider both de jure and de facto cases of such
adjustment policies and programmes, i.e. it should consider not only those
policies that are specifically designed for trade-related adjustments (de
jure cases) but also those that are not primarily formulated for such
adjustments but assist in adjusting the adverse effects that either occur
purely as a consequence of trade liberalization or are intensified by this
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liberalization (de facto cases). It also needs to be understood that trade-
related adjustment policies need not be corrective in nature. Rather, they
may include proactive policies and programs that the government initiates
in order to overcome the likely negative effects of liberalization.

In this context, it is worth mentioning a few policies and programs of
the Government of India that were intended to solve the employment
generation problem in the services sector during the liberalization period.
First, in order to tackle the “jobless” growth phenomenon associated with
services sector liberalization, the Government of India has started focusing
on services that are more labor intensive, such as tourism, retail
distribution, construction, health services etc. The government, both at the
federal and state level, has initiated various programs for capacity building
in these service sectors. For example, in the tourism sector, the State
Government of Gujarat has set up a Centre for Tourism and Hospitality
Management as a public private partnership (PPP) initiative to train
service providers, guides and tourism personnel, targeting specifically the
weaker sections of society. The Ministry of Tourism of the Government of
India implemented various schemes, such as Product Infrastructure
Development for Destination and Circuits (PIDDC), Overseas Promotion
and Publicity including market development assistance, assistance for
academic institutions for capacity building for service providers,
assistance with large revenue generating projects, etc. during the period of
2007-12. The Approach Paper to the 12" Five-year Plan of the
Government of India recommended a “pro-poor tourism” approach to
increase the net benefits to the poor from tourism and to ensure that
tourism growth contributes to employment and poverty reduction
(Government of India 2011).

An important step taken by the government to mitigate the adverse
effects of liberalization is to set up specialized funds for workers in the
unorganized sector, as they are the most vulnerable section of society and
are prone to being side-lined in the process of development. The Ministry
of Labour has set up welfare funds for various categories and sub-
categories of workers in the unorganized sector, including the services
sector. For instance, the government has enacted central legislation for
builders and other construction workers to create welfare funds at the state
level. There are around 20 million construction workers in the country. A
small levy is collected on the basis of the cost of a construction project,
which makes up the corpus of the welfare fund for construction workers.
The welfare fund model has successfully been implemented by various
states for various categories of workers. For example, the state of Tamil
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Nadu runs 11 welfare boards for workers including construction workers,
truck drivers, footwear workers, handloom and silk weaving workers.

Another relevant issue related to the unorganized sector in India is that
so far, most of the education and skill development has been geared
toward the needs of the organized sector, and the unorganized sector has
remained untouched. This has resulted in unfavorable and sometimes
extremely miserable conditions for people working in the unorganized
sector, which includes primarily labor intensive services such as
construction work, midwifery, domestic work, barbering, vegetable and
fruit vending, newspaper vending etc. However, the government has
started focusing on employment-related issues in the unorganized sector,
including social security measures. According to the National Sample
Survey Organization (NSSO) survey conducted in 2004-05, there were
433 million workers in the unorganized sector, constituting about 94 per
cent of the total labor force in India. Recognizing the need to provide
social security to unorganized workers, the government enacted the
Unorganized Workers’ Social Security Act in 2008.

The Act provides for the constitution of a Nation Social Security Board
to recommend social security schemes viz. life and disability cover,
maternity health benefits, old age protection and any other benefit as may
be determined by the government for unorganized workers. The
government also launched the ‘“Rashtriya Swasthya Bima Yojana”
(National Health Insurance Policy) for “Below Poverty Line” (BPL)
families in the unorganized sector in 2007. The scheme, providing for
smartcard-based cashless health insurance cover of INR 30,000 per family
per annum on a family floater basis, has been in operation since 2008. The
scheme has been effective in terms of its coverage, as more than 25 million
families have been covered under the scheme as of October 31, 2011.% It is
to be noted that although these schemes are generic in nature and not
specifically focused on trade reforms in services, they also work as trade
adjustment policies (de facto cases) as unorganized workers, many of whom
are in the services sector, are the ones most affected by the adverse
consequences of trade, particularly during the initial years of liberalization.

The government has also imparted skill upgrade training to those who
may get adversely affected by services sector reforms, including

? Unorganized Sector in India: Social Security and Welfare Funds,
http://labour.nic.in/ss/yUNORGANISEDSECTORININDIA-SocialSecurityand
WelfareFunds.pdf

* Social Security Schemes for Workers in Unorganized Sector,
http://equalityindia.wordpress.com/2011/11/23/social-security-schemes-for-
workers-in-unorganized-sector/
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increasing computerization, in India. The Director General of Employment
and Training, Ministry of Labour, initiated the Skill Development
Initiative Scheme (SDIS) based on Modular Employable Skills (MES) in
May 2007. An important feature of this scheme is that it focuses on
providing short-term courses to poor and less educated people, as they
cannot afford long-term training programmes due to higher entry
qualification requirements, opportunity costs, etc. (DGE&T 2014). The
government also formulated the “National Policy on Skill Development”
in 2009. The policy is a guiding document for the implementation of
various skill development programs in the country. The policy has set a
target of skilling 500 million people by the year 2022 (Sharma 2010, 5).

The government has also proactively included conditions that will
assist in generating employment in India while further liberalizing its
services sector. For instance, in retail distribution services, the government
has increased the foreign equity limit from 51 per cent to 100 per cent in
single brand retail and up to 51 per cent in multi-brand retail. In order to
ensure employment generation in this sector, the government has imposed
conditions such as mandatory sourcing of at least 30 per cent of the value
of products sold from small and medium industries/village and cottage
industries, artisans and craftsmen for proposals involving FDI in multi-
brand retail and over 51 per cent in single brand retail (DIPP 2014).

Thus, the Government of India has taken steps, both reactively and
proactively, to solve the unemployment problem, which arose out of the
structural deficiencies of the economy but has been intensified by the
liberalization of the economy over the past two decades. As services are
becoming more and more important in the Indian economy, policies are
being adjusted to create enough employment opportunities in the services
sector so that the liberalization and reforms in India’s services sector can
also be associated with high employment generation.

Conclusion

There has been no significant increase in the service sector’s share in
employment considering the very large increase in its share in GDP during
the last two decades. Broader based growth within the sector is required to
ensure balanced, equitable and employment-oriented growth that is linked
to the rest of the economy. Although the government has started focusing
on the issues of “jobless growth” related to services liberalization, no
government policies or programs have been designed specifically to tackle
this problem. More government intervention and targeted adjustment
policies are required to generate employment in India’s services sector.
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Further reforms in infrastructure, the regulatory environment and FDI
liberalization will also be required to diversify the sources of growth and
hence increase employment opportunities and provide the required
momentum for further growth.
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CHAPTER TWO

THE RELATIONSHIP BETWEEN THE SERVICES
TRADE, ECONOMIC GROWTH
AND EXTERNAL STABILISATION:
EVIDENCE FROM INDIA'

MINI P. THOMAS

Introduction

International trade in services started expanding rapidly in the last
decades of the twentieth century, growing much faster than both world
output and world merchandise trade. Global trade in services increased
from USD 1798.9 billion in 1991 to USD 8699.8 billion by 2012
(UNCTAD 2013). International trade in services gained importance in
policy circles after the General Agreement on Trade in Services (GATS)
came into being in 1995. Developing countries now account for a quarter
of the world trade in services. In spite of a rising contribution to services
trade by developing countries, developed countries accounted for 67 per
cent of world services exports and 59 per cent of world services imports in
2012 (UNCTAD 2013). Services trade brings along technology, which is a
source of endogenous growth. New economy services, i.e. services that are
increasingly tradable internationally on account of advances in Information
and Communication Technology and raise productivity growth, have
emerged as a powerful force contributing to the economic growth and
external stabilisation of many countries in recent years.

The emergence of service sector-led growth in India is in consensus
with the growing importance of services trade globally. The economic

! This paper is a part of the author’s ongoing doctoral dissertation. The author is very
grateful to her PhD supervisor Prof. M. R. Narayana for his invaluable suggestions
and comments at various stages of development of this paper. However, the usual
disclaimers apply.



14 Chapter Two

reforms initiated in India after the emergence of the balance of payments
(BoP) crisis in 1990-91 resulted in the Government of India reversing its
policy of import substitution, followed since independence. A policy of
export-oriented growth was adopted, following the footsteps of East Asian
countries. India’s international trade in services benefited immensely from
this change in policy stance, and received a further boost when India
became a signatory to the WTO in 1995. As per GOI (2012), the share of
services in India’s total GDP rose from 43 per cent in 1990-91 to 59 per
cent in 2011-12. The service sector’s annual GDP growth rate has been
higher than the country’s overall GDP since 1997-98. Services exports
have been growing even faster than services GDP in the post-reform
period, reflecting the export-oriented nature of India’s service sector
growth. India exhibits a strong advantage in services compared to goods.
India’s share in global services exports stood at 3.2 per cent in 2011,
whereas its share in global merchandise exports was only 1.66 per cent for
the same year (WTO 2012).

Services exports also have the potential to bring about the external
stabilisation of the Indian economy. Since the advent of the global
economic recession in 2008-09, India’s external sector has been under
growing pressure, as is evident from the widening current account deficit
(CAD). The CAD in 2011-12 was 4.2 per cent of GDP, historically the
highest ever (even higher than the CAD of 3 per cent of GDP during the
peak of the 1991 BoP crisis). The current account balance, which averaged
nil over the Tenth Plan period, deteriorated during the Eleventh Plan to an
average CAD of 2.4 per cent. The Approach Paper to the Twelfth Five-
year Plan (GOI 2011, 21) stated that for prudent management of the
external account, it is desirable to restrict the CAD to an average below
2.5 per cent of India’s GDP over the plan period. This is the CAD that
would be commensurate with the 12th Plan growth target of 9-9.5 per cent.
Excessive CAD tends to make an economy vulnerable to external debt and
currency crisis, and brings in its wake financial instability, substantial
output and welfare losses. An RBI study (R. Goyal 2012, 1) has concluded
that a CAD of between 2.4 and 2.8 per cent of GDP is sustainable over the
medium term, on the assumptions that GDP growth ranges between 6-8
per cent, inflation hovers around the 5 per cent level, and the interest rate
and size of capital flows broadly follow their recent trends.

There are three different perspectives on current account balance: a
domestic perspective based on national income and product accounts; an
international perspective based on trade flows in goods and services, and
another international perspective based on the flows and holdings of
financial assets. Each perspective involves a decision to focus on certain



