India’s Services Exports
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Exports of services are an important source of demand for the Indian economy and account for a
larger share of output than in most major economies. The importance of India’s services exports
mirrors that of the broader services sector in India, which is large compared with other countries
at a similar stage of development. This article provides an overview of India’s services exports,
focusing on their composition and destination, and discusses some of the reasons why services
exports are so important to the Indian economy.

Introduction Consistent with the expansion in the services sector,
India’s services exports have grown rapidly over
the past two decades (Graph 1). As services tend
to be more labour intensive than manufacturing
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India’s services exports accounted for 8 per cent
of GDP in 2011 and for a relatively high share of
total exports (Table 1). This is higher than in most
advanced economies, the notable exceptions being
South Korea — with a handful of large South Korean
shipping companies making that country a major
exporter of transport services — and the United
Kingdom, whose services exports are boosted
by its large financial sector. Elsewhere in Asia,
Singapore’s services exports are very large relative
to the size of its economy, with services exports
accounting for around 45 per cent of GDP. A large
share of Singapore’s services exports are travel and
transport services, consistent with Singapore’s role
as a transit hub (for both passengers and freight).
The Philippines’ services exports are broadly similar
to India’s in terms of their importance for the overall
economy, and both countries are exposed to ITS
exports.

India’s services imports are relatively small, at around
4% per cent of GDP in 2011, with business services,

travel and transportation services accounting for
more than 70 per cent of total services imports.
Accordingly, India has a surplus in its services trade.
While this surplus has been expanding over the
past decade, the current account deficit has been
widening, driven by India’s growing merchandise
trade deficit (Graph 2).

Graph 2
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Table 1: Services Exports in 2011

Per cent

Services share

Services exports

Services exports share of total

Economy of output® share of output exports
Advanced economies

Australia 69 3 16
Euro area 73 6 24
Japan 71 2 12
Singapore 73 44 21
South Korea 58 9 15
United Kingdom 77 13 40
United States 80 4 29
Emerging economies

India 56 8 30
Brazil 57 2 13
China 43 3 9
Indonesia 38 2 8
Pakistan 54 3 19
Philippines 56 7 25

(a) Services output is defined as total gross value added less gross value added in agriculture, forestry & fishing; mining; manufacturing;
electricity, gas, water and waste services; and construction industries
Sources: ABS; CEIC; IMF; Office for National Statistics; Thomson Reuters; World Bank
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Components of Services Exports

The ITS sector is the largest and one of the fastest yggp

growing services exporting sectors of the Indian
economy; over the past 15 years, the value of ITS
services exports has grown at an average annual
rate of almost 30 per cent (Graph 3). The ITS sector
is also predominantly export oriented, with exports
accounting for around two-thirds of its revenue
(NASSCOM 2011). The rapid growth in ITS exports
has resulted in the sector’s share of total services
exports rising from less than 20 per cent in 1997/98
to around 45 per cent in the 2011/12 fiscal year.’
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The ITS sector can be divided into three broad
industries: information technology, business process
outsourcing and engineering design & product
development. The exports of all of these industries
have grown rapidly in recent years, though growth
rates slowed in 2009/10, with depressed global
resulting in a softening
in demand for information services, particularly
from the advanced economies (Graph 4). Since
2010, growth in ITS exports has picked up again as
economic conditions in some advanced economies

economic conditions

have improved.

1 References to fiscal year in this article are to the Indian fiscal year,
which begins on 1 April and ends on 31 March of the following
calendar year.
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A common misconception is that a large share
of India's services exports are call centre-related
services. However, business process outsourcing,
which includes call centre-related services, only
represents around one-quarter of total ITS exports.
In fact, more than half of India’s ITS export revenue
technology exports,
which include consulting, system integration and

comes from information

management.

Nonetheless, business process outsourcing is still an
important source of export revenue, accounting for
around 10 per cent of India’s total services exports
revenue in 2011. ‘Customer interaction” exports
(which include call centres) is the largest component
of business process outsourcing, making up around
one-third of the category (Graph 5). Other business
process outsourcing activities include ‘finance &
accounting, which covers services such as account
keeping statutory reporting;
services, which refers to outsourcing of functions

and ‘knowledge
such as business research and data management;
and specialised and vertically integrated services,
sometimes referred as'verticals, which require a high
level of knowledge about the client industry (such
as medical transcription and processing of mortgage
and credit card applications).

As
competitive advantage in delivering such services

discussed above, India has a substantial
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Graph 5
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and this explains why advanced economies tend
to import ITS services from India. According to
NASSCOM (2011), the average operating cost per
full-time employee in India can be up to 80 per
cent lower than in the United States.? In addition,
labour costs in India are low relative to those of
potential regional competitors such as Malaysia
and the Philippines (NASSCOM 2011). Many large
multinational firms have established bases in India
to take advantage of these lower costs.

Services exports from most other major sectors of
the economy have grown at a slower pace than ITS
exports over the past decade and as a result, the
share of total services exports has declined for these
sectors. Nevertheless, growth in non-ITS services
exports has been strong. Over the past decade,
transportation exports — namely freight services,
passenger transport and postal & courier services —
grew by more than 20 per cent per year, while travel
exports (spending by foreign residents visiting India)
grew by around 20 per cent per year. Rapid growth
in travel exports is consistent with a sharp increase
in tourist arrivals, which have more than doubled
over the past decade (Graph 6). This period of rapid
growth was preceded by the announcement of
the second National Tourism Policy, which called

2 This wage gap may partly reflect differences in labour productivity.
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for faster processing of tourism visas and identified
the need for more effective marketing in order for
India to differentiate itself from other destinations
(Ministry of Tourism 2002). The global ‘Incredible
India" advertising campaign was launched shortly
after the announcement of the policy and is likely
to have contributed to the strong growth in India’s
tourism in the subsequent decade.

Graph 6
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Destination of Exports

There is no detailed breakdown of India’s services
trade by country. However, as cheap labour costs and
English language skills have been some of the key
drivers of the expansion in ITS and services exports,
it would seem likely that a large share of these
exports are to advanced economies, particularly
those where English is spoken. Surprisingly, data
for advanced economies suggest that their services
imports from India account for only a relatively
small share of India’s total services exports. Services
imports originating from India and imported by the
United States, euro area and the United Kingdom
together account for only around one-fifth of India’s
total services exports. It is possible that this low share
reflects difficulties that statisticians face in identifying
the source country for services imports.

Alternative data sources suggest that, at least for
certain types of services exports, the advanced
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economies are indeed important trading partners
for India. According to DeitY (2010), over 90 per
cent of India’s ITS services exports in 2007/08 were
destined for Europe and the Americas. Also, data
on visitor arrivals into India can be used to provide
a breakdown of travel services exports by country.
In 2010, around 30 per cent of India’s visitors arrived
from Western Europe, 20 per cent from North
America and 20 per cent from south Asia, indicating
that these regions are important destinations for
India’s travel services exports (Table 2).

Conclusion

India’s services exports have grown strongly over
the past two decades, aided by a combination of
less regulation relative to other sectors of the Indian
economy, the widespread English language skills of
the populace, and lower labour and other operating
costs compared with those in advanced economies.
Services exports now account for a relatively large
share of India’s economy, mirroring the large share
of the broader services sector in India’s GDP. India
is likely to maintain its cost advantage in providing
services into the foreseeable future, which suggests
that the medium-term outlook for its services exports
is positive, though weak growth in the advanced
economies could temper the rate of expansion in
the near term. w
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Table 2: India — Tourist Arrivals by Origin

2000 2010

Arrivals Share of total Arrivals Share of total

Origin ‘000s Per cent ‘000s Per cent
Western Europe 810 31 1750 30
North America 408 15 1174 20
South Asia 645 24 1047 18
East Asia 275 13 851 15
China 8 0 120 2
Australia 90 3 170 3
Rest of the world 421 13 783 14
Total® 2649 100 5776 100

(a) Arrivals and shares may not sum to totals due to rounding
Sources: CEIC; RBA

BULLETIN | DECEMBER QUARTER 2012

37



38 RESERVE BANK OF AUSTRALIA



