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The services powerhouse

Services dominate in output,
value added, and employment

It took centuries for the world’s economies to shift from agriculture to manu-
facturing, but the rise of the services sector is occurring more quickly. The
world is in the midst of a radical shift, with the share of total output—world
GDP—accounted for by services experiencing a sharp increase in almost all
countries.” Indeed, a few countries, such as India and Sri Lanka, have broken
the historical convention by heading straight to services without developing a
significant manufacturing sector at all.2 This growth in services has likely trans-
formed not only the composition of the world's economic production and
employment, but potentially global trading patterns over the past few decades.

overall economic growth has become stronger

in the past two decades as services’ average
contribution to GDP and value added has increased.
In 2015, services’ value added accounted for 74 per-
cent of GDP in high-income countries, up from 69
percent in 1997. The contribution of services’ value
added to GDP was higher in the United States than
among its peer high-income nations. The increase
in services’ share of GDP was even more promi-

THE relationship between services growth and

nent in low- and middle-income countries, where

it jumped to 57 percent in 2015 from 48 percent in
1997 (figure 1). With services contributing more to
output, the corresponding contributions of industry
and agriculture to GDP declined; the share of manu-
facturing fell the most during this period.3

A country-wise analysis of services’ contribution
to total value added yields similar findings. Except
in a few major developing nations such as Indonesia,
China, and India, the services sector contributed
over 60 percent of total value added in 2017 in all
major economies (figure 2). With the Asia Pacific




FIGURE 1
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Services’ share of GDP has grown while industry’s has declined
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Note: The World Bank’s definition of “industry” includes sectors such as mining, manufacturing (also reported as a separate

subgroup), construction, electricity, water, and gas.

Source: World Bank national accounts data, OECD national accounts data files, 2017, https://data.worldbank.org/indicator/.

Economic Cooperation (APEC) forum#* and the As-
sociation of South East Asian Nations (ASEAN)>
renewing their focus on the importance of a com-
petitive services agenda to realize overall growth
and development across their respective regions,
the services sector in these economies too will likely
join the 60-plus-percent club soon.

The growth of the services sector’s output has
led to employment growth. In fact, for a majority
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of the world’s economies, the services sector is by
far the biggest employer.® In all Organisation for
Economic Co-operation and Development (OECD)
member countries, more than 70 percent of the
employed labor force worked in the services sector
in 2017; among high-income industrialized OECD
member countries, except for Greece, this propor-
tion exceeded 80 percent (figure 2).
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FIGURE 2

Services account for much of the value added and most of the employment in
OECD countries

Contribution of services to value added and employment, OECD and other selected
countries (percent, 2017)
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Sources: OECD database, 2016; Center of Statistical Organization, India, 2016; Federal State Statistical Services, Russia,
2016; Statistics, South Africa, 2015; Instituto Nacional de Estadistica Geografia e Inform Tica, Mexico, 2016; Instituto
Brasileiro de Geografia e Estatistica (IBGE), Brazil, 2016; Haver Analytics.

Deloitte Insights | deloitte.com/insights




Increasingly vital to world economic growth

SERVICES: GROWING IN IMPORTANCE IN THE UNITED STATES AS WELL

In the United States, in 2017, value added in the services-producing industries accounted for
78.9 percent of total value added, amounting to US$13.1 trillion, and 86.3 percent of total private
employment, representing 124 million employees.” As shown in figure 3, the categories of service
activities are wide-ranging, including everything from education and health care services to
professional business services.*

FIGURE 3

Services contributed 79 percent of total value added in the United States
in 2017

Contribution of services to value added
(percent of total, 2017)

3% Other services except government
3% Transportation and warehousing
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Private Private etail trade
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industries industries Finance and insurance

21 0/0 79 /o Educational services, health care, and social assistance

Professional and business services

Real estate rental and leasing

Note: The pie chart on the left represents the distribution of sub-categories of services, all adding up to
services' 79 percent share of total value added.
Source: US Bureau of Economic Analysis, sourced from Haver Analytics.
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*For more details on US services trade, refer to the forthcoming publication: Dr. Patricia Buckley and Dr. Rumki Majumdar,
From cargo containers to bytes: Unpacking US services trade, Deloitte Insights, July 2018.
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Trade in services, gross flows:
Services exports are

accelerating

ITH the rise of the services sector across
economies, the world’s trade structure
too has been changing.® Services today

comprise a growing proportion of nations’ trade
baskets, with varying impacts on their current ac-
count balance. Considering the dollar value of ex-
ports, manufactured goods exports remain the
largest category at US$11.6 trillion, but agricultural
products and services have been the fastest-growing

FIGURE 4

(5.3 percent and 5.1 percent per year, respectively)
between 2006 and 2016 (figure 4). Manufacturing
exports grew by only 3.2 percent per year over the
same period. Due to lower fuel prices in the later
part of the period—an average of US$43.29 per
barrel in 2016 compared to US$66.05 per barrel in
2006—the dollar value of fuels and mining exports
dropped between 2006 and 2016.°

Services exports grew faster than manufacturing exports worldwide from 2006-2016

World exports by type
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Source: World Trade Organization, “Chapter 2,” World Trade Statistical Review 2017,
https://www.wto.org/en-glish/res_e/statis_e/wts2017_e/wts17_toc_e.htm.
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The share of services exports in the world’s total
goods and services exports increased from 17 per-
cent in 1980 to more than 24 percent by 2016, while
its share in world GDP increased from 3.7 percent
to 6.5 percent during the same period (figure 5). A
surplus in services trade is the reason that a few
countries, such as Iceland, Lithuania, and New Zea-
land, have a current account surplus (New Zealand
has a surplus in the current account net of primary
income)—their services surplus is larger than their
goods deficit.’® In other countries, such as the Unit-
ed States, the trade surplus in services helps partial-
ly offset the trade deficit in goods, even though the
overall balance remains negative."* Of course, not
all countries are running a trade surplus in services.
Singapore and Germany are examples of countries
that have a negative trade in services balance, even
as their trade in goods balance is positive.?

FIGURE 5
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This transition toward trade in services may be
reaching its maximum in high-income countries
other than the United States, although it is continu-
ing among emerging nations (figure 6). According
to World Bank data, the globalization of services
has been more significant for developing countries,
where services exports are growing much faster
than in developed countries; developing countries’
share in world services exports has increased from
12 percent in 1980 to 21 percent in 2016. China is
a notable example—a manufacturing powerhouse
that has transformed dramatically between 2005
and 2015 to move into services, which contributed
over 50 percent of GDP in 2015, up from 40 percent
in 2005.%3

The composition of trade within the services sec-
tor has changed as well since the early 1980s.14 The
share of travel and transport in services exports has
come down over the past 35 years across countries

Services exports’ share in both total global exports and GDP has grown since 1980

World services exports
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Source: World Bank national accounts data, OECD national accounts data files, 2017, https://data.worldbank.org/indicator/.
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FIGURE 6

Low- and middle-income countries account for a growing proportion of the world’s

services exports

Services exports by country income group, percent of total world services exports
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Note: Values are measured in current US dollars in balance of payment accounts.
Source: World Bank national accounts data, OECD national accounts data files, 2017, https://data.worldbank.org/indicator/.

in all income groups (figure 7). At the same time,
high-income nations have been exporting more
insurance and financial services, while low- and
middle-income countries have focused more on
exporting communications and computer services
over time. High-income nations have continued to
be the largest recipient of the world’s intellectual
property (more than 98 percent), even as the mar-
ginal share of low- and middle-income countries
has fallen since 1982.

The set of charts in figure 8, which gives coun-
try/area details on several major services categories,
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chronicles 14 years of substantial change, including
the lessening of US dominance in several categories
of services exports. For example, the share of IT ser-
vices exports contributed by the United States fell
from 45 percent in 1990 to 8 percent in 2014, with
the United States now behind the Euro area, India,
and Ireland in this category. China, not in the top
10 in any category in 1990, broke into the top tier
of service exports in transport, travel, information
technology, and the “other” category. France fell
from being the top financial services exporter in
1990 to eighth place by 2014.
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FIGURE 7
The composition of the world's services exports is changing

Share of services' components across country income groups
(percentage of services exports)*
1982 W 2016

High-income countries Low- and middle-income countries
100
90
80
70
60
50
40
30
20
i .
0 | —
S S S & N & > o > s
&{%Q @é\@ N & &@&\\ Q@Q @9@ S < \&g&‘
<& O NS & FP S AT S RO 5
S NS F RN RN S R
N S PN & N S AT
S @ N S o &
¥ N
N &

*The share of charges for use of intellectual property is given as a percentage of world receipts rather than as a percentage

of services exports.
Source: World Bank national accounts data, OECD national accounts data files, 2017, https://data.worldbank.org/indicator/.
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FIGURE 8
The global services exports picture has changed substantially since 1990
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Source: Prakash Loungani et al., World trade in services: Evidence from a new dataset, International Monetary Fund, working
paper, March 29, 2017.
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FIGURE 8
The global services exports picture has changed substantially since 1990
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Source: Prakash Loungani et al., World trade in services: Evidence from a new dataset, International Monetary Fund, working
paper, March 29, 2017.
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FIGURE 8
The global services exports picture has changed substantially since 1990
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FIGURE 8
The global services exports picture has changed substantially since 1990
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Source: Prakash Loungani et al., World trade in services: Evidence from a new dataset, International Monetary Fund, working
paper, March 29, 2017.
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FIGURE 8
The global services exports picture has changed substantially since 1990
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FIGURE 8
The global services exports picture has changed substantially since 1990

Top other business exporters

% of total

20
18
16
14
12
10

o N~ oo
Euroarea .

United States IR

3 g = E = B8 = < = = £ ] = 2 E 3B 5 e
s 5 2 5 = 2 ® g§& & B s £ = £ 2 £ 2 S
S & = = S & 3 £ > & £ S 5 = = &
E = S S5 E - = =

= = = o o0 =< 5] R = D K oo
2 = O = £ = = o = £
= = =2 2 = = &

pun) = =

= =

oD oD

Source: Prakash Loungani et al., World trade in services: Evidence from a new dataset, International Monetary Fund, working
paper, March 29, 2017.

Deloitte Insights | deloitte.com/insights

12



Increasingly vital to world economic growth

Services trade’s share of value
added: Nearly 40 percent of

world trade

HAT services trade accounted for a quarter

of total world exports on a gross basis un-

derstates the services sector’s importance to
trade. In fact, when considered on a value-added
basis, services trade made up 39.2 percent of world
trade in 2011.%

To understand why services trade’s value-added
share differs from its gross share in world trade,
consider that many traded goods and services are
created by combining intermediate inputs of com-
ponent goods and services, some of which may be
imported. As a simple example, a pharmaceutical
product produced in country X is a manufactured
good that may incorporate intellectual property
from country Y (a service) and a plastic bottle from
country Z (a good), in addition to the value added in
country X itself. However, the standard internation-

al system of accounts tracks the flow of both inter-
mediate and final goods and services each time they
cross a national border, based on the characteriza-
tion of the good or service at the time. Therefore,
when a good or service crosses a national border for
the last time, its total value is attributed to a single
industry within that country’s goods or services sec-
tor, even though its “production” was a combination
of domestic and imported intermediate inputs and a
combination of goods and services inputs.

As shown in figure 9, the domestic content of
manufactured exports is much lower than the do-
mestic content of services exports. For example, the
German value added to German manufacturing ex-
ports was 69.3 percent in 2011, while the German
content of German services exports was 88.2 per-
cent.
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FIGURE 9

Services exports include more domestic content than manufacturing exports

Domestic value-added share of gross exports (percent, 2011)
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Source: OECD/World Trade Organization, Trade in Value Added database, https://stats.oecd.org/index.aspx?queryid=75537.
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Looking forward: Services in an
increasingly digital economy

NCREASINGLY, services are being delivered—that
is, traded, both within borders and across bor-
ders—digitally. This trend will likely continue
to increase as more people connect to the internet
and trade digitally with the rest of the world. With
their increasing tradability and rising importance
as inputs to traded goods and services, services are

poised to play an increasingly vital role in many
countries’ economic growth. We do not minimize
the importance of manufacturing to the overall
health of the economy, but priorities should also
recognize services’ essential role. A healthy services
sector is no less necessary for a strong economy
than a healthy manufacturing sector.
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