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Why services trade so important?
• Technological advancement facilitating new means of 

services trade to grow faster across borders (Mattoo 2006, 
2008). 

• An efficient services sector is crucial for the growth and 
competitiveness of an economy, provided it is appropriately 
liberalised and implemented (Copeland and Mattoo 2008). 

• Services provides bulk of employment, income, vital input 
for producing other goods and services, etc. in India 
(Rakshit 2005, Govt. of India, 2010). 

• Service sector in India (e.g. IT-driven business services or 
communications sector) grown due to ‘splintering’ (Gordon 
and Gupta, 2004). 

• India’s ‘services revolution’ has been supported by 
deregulation of services sectors (Ghani and Kharas, 2010).

• Growing openness and integration helped rise in services 
export in India (Ghani, 2010).



India’s services export
• Services sector in India contributes 57.2% of 

GDP in 2009-10, up from 46.1% a decade 
earlier.

• India’s services export increased by 80.43% per 
annum from a low level of US$ 11 billion in 1991 
to US$ 160 billion in 2008; 36.68% of country’s 
total export. 

• India’s share in global services export is around 
2.67%, compared with 1.11% share in world 
merchandise trade (2009-10).

• A large part of India’s services sector is 
untapped and rarely explored in the international 
market. 



Services trade growing faster than 
merchandise trade in India

Export Volume* (US$ billion) CAGR** (%)

1991 2001 2008
1991-
1998

2001-
2008

1991-
2008

World 3494.03 6141.93 16031.30 5.59 12.74 8.83

India
17.87

(0.512)
45.43

(0.740)
177.70
(1.108) 8.24 18.59 13.61

World 853.16 1522.19 3858.58 6.37 12.33 8.75

India
4.93

(0.577)
17.34

(1.139)
102.95
(2.668) 11.41 24.94 18.39

Export of 
services

Export of 
goods

Notes: *Numbers in parentheses are India’s share in global export (%). **Compound annual growth rate.
Source: Calculated based on Direction of Trade Statistics Online, IMF.



India’s services exports growing faster 
than services import

Export Import Total
(US$ billion)

1991 4.925 5.945 10.871
1998 11.691 14.540 26.231
2001 17.337 14.483 31.820
2002 19.478 15.034 34.512
2003 23.902 17.425 41.326
2004 38.281 25.205 63.486
2005 52.527 32.549 85.076
2006 69.730 40.324 110.054
2007 86.965 47.592 134.558
2008 102.949 56.554 159.503
Average annual growth rate (%)
1991-1998 19.62 20.65 20.19
2001-2008 70.54 41.50 57.32
1991-2008 117.067 50.075 80.429

Year

Note: *Taken at current price 
Source: Calculated based on Direction of Trade Statistics Online, IMF.



Higher concentration in selected 
services export and import

Computer and 
information, 49.38, 

47%

Personal, cultural and 
recreational, 0.71, 1%

Transportation, 11.32, 
11%

Travel, 11.83, 11%

Miscellaneous , 0.54, 
1%

Communication, 2.42, 
2%

Financial, 4.06, 4%

Construction, 0.72, 1%Insurance, 1.55, 2%

Other business, 20.43, 
20%

Services Export of India, 2008

Other business, 21.06, 
24%

Transportation, 41.88, 
48%

Travel, 9.60, 11%

Miscellaneous , 2.08, 
2%

Personal, cultural and 
recreational, 0.30, 0%

Construction, 0.76, 1%
Financial, 3.55, 4%

Computer and 
information, 3.42, 4%

Communication, 1.00, 
1%

Insurance, 4.25, 5%

Services Import of India, 2008

Note: *Taken at current price 
Source: Calculated based on Direction of Trade Statistics Online, IMF.



Two important services sectors

• Transportation (import) and computer and 
information technology (export) services are two 
prominent sectors in India’s services trade. 

• Computer and information technology services in 
export side, increased from US$ 4.73 billion in 2000 
to US$ 49.38 billion in 2008, grew by over 118% per 
annum 
– Contributed about 47% of India’s total services 

export in 2008
• Transportation in import side contributes about 48% 

of India’s total import (US$ 41.88 billion) in 2008.
• Services competitiveness would depend how India 

successfully manages these two sectors.



Changing pattern of export competitiveness 
of India’s services trade

• Countries gain comparative advantage along with their 
level of development 
– Initial years: labour-intensive services (construction 

services, tourism, data processing etc.) 
– Developing years: higher-skilled and technologically 

advanced services (software, financial, etc.). 
• India is no exception 

– It is gaining revealed comparative advantage in financial 
services, and information and communication 
technology, but losing advantages in traditional areas 
such as transport, travel and tourism services. 



Estimated RCA scores of services 
exports from India

Sector 1991 2001 2007
Transport services 1.68 1.25 0.98
Travel services 2.24 1.40 1.42

Communications services 6.37 7.35

Construction services 0.56 0.78

Computer and information services* 28.19 31.66
Financial services 0.99 1.11 1.34

Total services 0.15 0.21

* Includes software services.

Source: Raychaudhuri and De (2010)



Some lessons 

1. Services export from India has been growing faster 
than imports in the last decade

• export has grown more rapidly in liberalised sectors
2. The challenge for India is quality expansion of 

services export 
• Being traded invisible, it faces many complicated 

barriers.
• Removal of these barriers through liberalisation, 

and complementary policy reforms can lead to both 
sectoral and economy-wide improvements in 
performance and generate pro-poor growth. 

• This motivates us to assess the barriers to India’s 
services export in this study.



Dealing services trade barriers: 
stylized facts

• Services trade competitiveness relies more on substantial 
liberalisation carried out through the removal of trade and 
investment barriers. 

• Removal of barriers to trade in services is likely to result in 
lower prices, improved quality and higher competitiveness. 

• Restrictions on trade in services reduce welfare because they 
create a wedge between domestic and foreign prices, thereby 
squeezing the consumer surplus.

• Non-price factors, such as the quality of services, play a 
pivotal role in determining the bilateral trade in services.

• Trade liberalization has to be actively supported by trade 
facilitation in order to maximize the welfare gain. 

• Falling short of adequate trade facilitation would lead to 
suboptimal trade, or, in other words, the trade potential would 
remain unlocked.

• Properly estimated services trade barriers help support 
countries to take necessary policy measures. 



Gravity model

σ−

⎟
⎟
⎠

⎞
⎜
⎜
⎝

⎛

∏
=

1

ji

ij
w

ji
ij P

t
Y
YY

X

• Panel data: 2000 – 2006
• Services trade data sourced from OECD
• 32 trade partners
• 75% of services export coverage
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Methodology 
• OLS with country and year fixed effects
• HTM to check endogeneity

– Cheng and Wall (2005), OLS suffers from heterogeneity bias in gravity 
model context. 

• Trade between any pair of countries is likely to be influenced by certain 
country-specific unobserved information (country effects). 

• These country effects are appeared to be correlated with explanatory 
variables, thus making the OLS biased. 

• The explanatory variables are considered to be endogenous as they 
are correlated with the error term. 

• To overcome these shortcoming, according to Egger (2002, 2005), 
HTM is the most appropriate estimator for trade in goods and 
services. 

• The HTM employs an instrumental variable approach that uses 
information solely from within the dataset to eliminate the correlation 
between explanatory variables and the unobserved individual effects 
that undermines the appropriateness of the random effects model in 
the gravity model context. 
– The HTM is increasingly applied in gravity models of trade in goods and 

services. This also resolves the endogeneity problem. 



Diagnostics tests
• Our methodological approach imposes the assumption 

that the error terms are normally distributed. However this 
assumption is often violated in large datasets where the 
error term is heteroskedastic. 
– We use robust standard errors without specifying a cluster group

in all the regressions. 
– We also use Cameron and Trivedi’s decomposition of IM-test to 

check heteroscedasticity.
• Ramsey test is done to check model specification;
• Multicollinearity problems are checked by looking at 

variance inflation factor (VIF); 
• D-W stat was used to check any presence of serial 

correlation. 
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Conclusions
• The size of importing countries income strongly determines export of 

services from India. 
• Exporting country’s services trade infrastructure is more important 

than that of importing countries. 
• The stock of India’s services trade facilitation positively affects India’s 

services exports. 
• The estimated results show that 1 percent improvement in services 

trade facilitation measures would lead to 2 percent rise in services 
export in India.

• Bilateral distance has strong negative influence on services export. 
• Sectoral analysis is needed in order to understand the intensity of 

trade barriers, particularly a services sector which serves as vital 
input for producing other goods and services, and crucial for the 
overall growth of the Indian economy. 

• Future study options:
– Studies are needed to understand the relationship between 

disaggregated services trade facilitation indicators and services 
trade sectors.

– An analysis of the causality between services export and services 
trade barriers would also be worthwhile. 

– One can make an attempt to estimate tariff equivalent of STFI.
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