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INTRODUCTION 

1. Over the past decade, there has been a clear thrust on the manufacturing sector for 
ensuring sustainable growth and employment creation in India. Recent initiatives 
such as Make in India and Skill India, platforms such as the National Manufacturing 
Competitiveness Council and the efforts of institutions such as the National Skills 
Development Corporation highlight this concerted focus on manufacturing and on 
addressing the many challenges that plague this sector.  

2. The vision, as declared under the Make in India programme, is to  
a. raise the contribution of manufacturing to 25% of GDP from its stagnant and 

low share of around 16%-17% of GDP,  
b. to increase the [manufacturing] sector’s growth to 12%-14% per annum over 

the medium term and  
c. to create 100 million additional manufacturing jobs by 2022.  

3. The government also aims to increase domestic value addition and technological 
depth in manufacturing as well as increase the global competitiveness of India's 
manufacturing. 

4. While the significance of the manufacturing sector in terms of – GDP growth, 
employment creation, trade and investment flows, and skilling cannot be 
questioned, thereby warranting focused attention on this sector, a point that is not 
sufficiently highlighted in policy discussions is that  

a. manufacturing is not independent of other segments of the economy. In 
particular, the value added contribution of services in manufacturing output 
and exportsis often not adequately recognized or valued and  

b. rather the manufacturing sector is seen as competing for resources with the 
services sector. 

5. However, according to Rupa Chandra such a view is very narrow as 
a. Individual manufacturers typically require a full spectrum of services 
b. Services constitute an integral part of the production and delivery process in 

the manufacturing sector, 
c. From R & D and product design in the initial stages to transport and 

distribution following production to retailing, repair, andmaintenance in the 
final stages while services such as telecommunications and finance are 
required at every stage. 

BACKGROUND AND MOTIVATION 

6. With growing global demand for more sophisticated products and business offers, 
with a global production and business environment that is characterized by 



a. outsourcing, production sharing, fragmentation, off-shoring and 
specialization,  

b. and with growing pressure to cut costs, improve efficiency and deepen 
customer relationships, manufacturing companies have become more and 
more reliant on access to cheap, reliable, and quality services.  

7. As a result, manufacturing companies worldwide are increasingly using and also 
providing a growing and more diverse mix of services, either in-house or through 
offshore or on-shore outsourcing arrangements.  

a. In some sectors such as computer and electronic products, intermediate 
services inputs may constitute close to 50% of expenses.  

b. Business services such as legal, accounting, advisory, data processing, and ICT 
services in particular have come to constitute a growing share of 
intermediate inputs for manufacturing firms.  

8. According to the WTO Annual Report 2014 and several recent studies by the OECD 
and governments, this trend can be termed as the 'servicification' or 'servicizing' of 
manufacturing. 

9. The corollary to this growing interdependence between services and manufacturing 
is the fact that restrictions on the ability to deliver or buy services and the lack of a 
competitive service sector may ultimately restrict manufacturing production and 
trade by raising costs, reducing efficiency, and hurting competitiveness. directly and 
indirectly.  

a. Hence. the existing regulatory and business environment in the service 
sector, issues of skilling and standards in services, and technological and 
infrastructural conditions in services can significantly impact the growth and 
competitiveness of the manufacturing sector.  

b. Trade and investment liberalization of services and steps to enhance 
productivity in services are thus ofimportance to manufacturing firms as 
consumers and procurers of services and increasingly as providers of services 
along-side products.  

10. It, therefore, follows that any policy to boost manufacturing must necessarily look 
beyond this sector and,  

a. First, recognize its existing and potential linkages with services; and  
b. Second, identify and address the bottlenecks, which prevent effective 

realization of these linkages.  
c. In the context of India's Make in India initiative and the recent focus on 

manufacturing, an understanding of these linkages assumes importance, 
particularly because services have been the main driver of growth in the 
Indian economy in recent decades, constitute around 60% of India's GDP, and 
make a significant direct contribution to India's exports.  

d. India is also recognized globally for its competitiveness in certain services 
such as information technology and business process outsourcing, it is thus 
imperative to examine to what extent, in which areas, and in what manner 
Indian manufacturing has drawn upon India's services sector, particularly 
with respect to manufacturing exports. 

11. This chapter is motivated by need to focus attention on this interdependence 
between services and manufacturing exports in India and to assess how both these 
sectors, not any one alone, can serve as twin pillars for growth and development. 



The discussion is primarily based on trade in value added terms, that is, how much 
domestic value added is generated by the exports of a good or service in a country. 
Such a perspective is useful as conventional gross trade statistics do not reveal the 
value added content of exports and to what extent this value added is foreign or 
domestic in origin.  

12. In the context of services, this is particularly important as gross trade statistics 
significantly underrepresent the value added share of services content in a country's 
exports as goods industries require significant intermediate inputs of both domestic 
and foreign services.  

13. An analysis based on trade in value added terms can help highlight the role of 
services trade and FDI policies as well as measures to improve service sector 
efficiency in enhancing export competitiveness in goods industries. Such an analysis 
can also enable identification of weak links in the services to manufacturing value 
chain, where policy support may be needed. 

SERVICIFICATION: BRIEF OVERVIEW OF THE EVIDENCE 

1. Global value chains (GVCs)facilitate the integration of countries into the global 
economy by 

a. enabling them to join at any point of the production value chain based on 
their competitive advantage,  

b. rather than building a whole value chain within the country.  
c. Capturing value in GVCs requires competitiveness, skills, and innovation.  

2. However, what is the role of services in this participation?  
a. Services are found through the manufacturing value chain.  
b. Services play a critical role in ensuring a seamless operation of GVCs by 

providing business and infrastructure support to production processes.  
i. For instance, logistics services, which include a variety of services such 

as cargo handling, storage, warehousing, and packaging are critical for 
the functioning of supply chains and the final delivery to the 
distribution sector. 

ii. Communication services are a basic requirement for participation in 
GVCs as information and communication flows among 
interdependent stakeholders in value chains help reduce transactions 
costs, enable coordination and facilitate the off shoring and 
fragmentation of production across distant geographies.  

3. Most value- and knowledge-intensive services are found at the beginning and end of 
the value chain. The famous Smiley Curve of services value added in the global value 
chain shows how services contribute across the production process, from R&D and 
conceptualization of a manufactured product to the final sales, marketing, and 
branding of the product. 

4. Services are also important in manufacturing trade. Not only do they directly enable 
trade in goods in the form of transport, storage, and distribution services, they also 
indirectly enable trade in the form of embodied intermediate inputs in goods. 
According to the WTO, services value added accounts for about 33% of 
manufacturing exports in developed countries and for 26% in developing countries.  



5. India shows very high services content in manufacturing exports, at 36%, comparable 
to that in the most developed countries. Within this,  

a. the share of foreign services value added in manufacturing exports for both 
developed and developing countries is lower than that for domestic services 
at around 11% to 12%, 

b. indicating that at present, domestic services inputs are more important for 
manufacturing export competitiveness and also the fact that  

c. there is scope to increase the international backward linkage of 
manufacturing with services through services reforms and liberalization 
(WTO, 2014). 

6. Table 12.1 illustrates the range of contributions made by services in the 
manufacturing value chain.  
 

 
 

7. Analysis of the embodied value of services in manufacturing exports based on the 
OECD's Trade in Value Added (TiVA) database shows that  

a. the services content in manufacturing exports has increased over the 1995-
2011 period for most developed and developing countries and that 
distribution and transport services contribute the bulk of this value.  

b. Segments such as ICT and business services, however, show a much greater 
contribution in developed countries, most likely indicating the greater value 
addition embodied in the latter's manufacturing exports.  

c. Further, for most countries, while domestic services content remains more 
important, the contribution of foreign services content has increased over 
this period indicating the likely opening up of services around the world in 
the last two decades and greater integration of countries with world markets 
through trade and FDI flows (OECD, 2015:203).  

8. The implications of such 'servicification' are many for manufacturing firms. These 
spill-overs have been discussed in several cross-country and country-specific studies.  

a. Evidence suggests that productivity gains are generally larger for those 
manufacturing industries which use business services more intensively and 
that  

b. access to a wide range of high quality services promotes manufacturing 
competitiveness. For example, business services such as ICT give 
manufacturers the flexibility to specialize in certain activities and to 
outsource less productive tasks.  



c. Studies by the OECD indicate that liberalization of services trade can boost 
manufacturing competitiveness by lowering costs and increasing the variety 
of services available to manufacturers, with beneficial effects in industries 
such as automotives, which are well integrated into international production 
networks, where parts and components cross borders multiple times and are 
subject to numerous border and behind-the-border restrictions.  

9. Although the literature on GVCs and specifically on servicification is rather new and 
is still evolving, it is clear that factors beyond the conventional sources of 
comparative advantage matter if we consider a country's participation in global 
manufacturing production networks and such interdependencies between sectors. 
Factors affecting the services sector and especially those services that are used 
intensively by manufacturing companies are also critical determinants of a 
manufacturing firm's competitive advantage in the domestic and global market.  

SERVICIFICATION TRENDS IN INDIAN MANUFACTURING  

1. In order to understand whether India can leverage its service sector to participate 
more effectively in global manufacturing value chains and enhance manufacturing 
competitiveness, we need to understand the visible as well as the invisible, that is, 
the direct as well as indirect or embedded contribution of services in the Indian 
economy.  

2. As is well known, the share of services in India's GDP and exports has increased 
significantly over the past two decades.  

a. Inclusive of construction services, its share in output has risen from around 
50% in 1995 to over 60% in 2012 and  

b. its contribution to exports has risen from a little less than 20% to around 33% 
over this same period (although its share in total imports has remained 
almost the same).  

3. Furthermore, the composition of services exports has changed considerably, with a 
declining share of traditional segments such as travel and transport and a growing 
contribution of 'other commercial services', which include segments such as IT 
business process outsourcing (BPO), and various business services.  

a. The share of other commercial services exports in India's GDP, which is 
indicative of the trade orientation of these segments, has risen from around 
1% in 1990 to 8% in 2012,  

b. India’s share [of commercial service export] is much above the developing 
country average of 4.5%and even the developed country average share of 
7%. 

4. But beyond this direct and visible role is the embedded contribution of services to 
India's exports, which is much greater than that revealed by conventional balance of 
payments statistics. The following discussion highlights this embedded role of 
services in economy-wide exports and its salient characteristics. It then delves into 
the nature of this contribution with regard to manufacturing exports. 

SERVICES CONTRIBUTION IN OVERALL EXPORTS  



5. As discussed earlier, production and trade of manufactured goods increasingly 
requires a combination of domestic and foreign intermediate inputs, including 
services such as transportation, communications, insurance, finance, distribution, 
and business support activities.  

 

6. Figures 12.1, 12.2, and 12.3 highlight some important features regarding the role of 
services in overall exports.  

a. As seen in Figure 12.1, the share of services value added contribution in 
India's gross exports across all sectors was close to 50% in 2011, significantly 
greater than the BOP based share of services exports in total exports.  

b. This is also much greater than in other emerging countries and is comparable 
to the value added share for service sector-oriented economies such as 
Singapore and Hong Kong as well as developed countries such as the UK and 
the USA. 

 

 



 

7. Figures 12.2 and 12.3 further show that over the 1995-2011 period, modern services 
and in particular business support services have come to contribute more than 
traditional segments such as transport and distribution services in India's gross 
exports.  

8. This is consistent with the shift in the pattern of India's services exports towards 
modern segments noted earlier but may also be indicative of differences in 

a. competitiveness between modern and traditional services,  
b. changes in production formats which require greater use of business support 

services, and  
c. differences in the nature of linkage between other parts of the economy and 

different service segments.  
9. What is interesting to note is that computer and related services, which occupy the 

major share of India's services exports, account for a much smaller share in value 
added terms in gross exports.  

a. This would indicate that these services are mostly directly exported as 
opposed to being embedded in exports of other parts of the economy and 
thus the scope to leverage certain services far more in the country's exports 
in other sectors.  

b. The very low level of contribution of R&D and other business activities is also 
striking and may be indicative of the likely presence of Indian manufacturing 
exports at the lower end of the value chain where the scope for the 
integration of services may be more limited.  

c. Further analysis of the origin of this services value added contribution based 
on the OECD TiVA database reveals that across all services, around 90% was 
of domestic origin in 2011 (comparable to that seen in most developing 
countries) and much higher than the roughly 60% share in the case of 
manufacturing value added contribution to overall exports.  

d. The latter would suggest that the competitiveness of domestic services is 
particularly important for overall export competitiveness, given the sector's 
sizeable contribution to gross exports.  

10. Figure 12.4 shows the domestic versus foreign value added shares for selected 
services in overall exports. 
 



 

 
 

11. From the observed trends, we find that  
a. although there has been some increase in the foreign value added share of 

services in gross exports, this remains low at less than 20%across all services, 
while the share of foreign manufacturing value added has risen much more 
sharply.  

b. The difference between the sourcing pattern in manufacturing and services is 
likely to indicate 

i. the difference in the degree of openness and  
ii. the degree of competitiveness between the two sectors.  

c. Further, differences in the share of foreign value added contribution within 
the service sector also suggests a similar mix of reasons, with competitive 
segments like computer and related services and less liberalized segments 
such as financial and distribution services showing a continued high share of 
domestic content. 

12. The rising foreign share of R&D and other business services and the almost non-
existent domestic contribution of this segmentin overall exports is also noteworthy. 
Another way of interpreting these trends is to recognize the scope for increased 
participation of foreign service suppliers in India’s exports through further 
liberalization and deregulation, with possible spill-over benefits to the economy. 

SERVICES CONTRIBUTION TO MANUFACTURING EXPORTS  

13. The trends highlighted only capture services contribution to overall exports and final 
demand in the economy. From a Make in India perspective, we need to understand 
the extent to which it [Make in India] contributes to manufacturing exports and final 
demand and which are the services segments primarily involved in this linkage.  

14. The latter would enable us to assess whether the 50% or so value added share of 
services in India's gross exports largely reflects its use within the service sector or 
whether there is a strong and growing relationship with manufacturing exports over 
time. Figures 12.5 and 12.6, respectively, show the services—manufacturing linkage 
in exports and final demand and the domestic versus foreign origin of this linkage. 



 
  

 
 

15. According to Figure 12.8 and Figure 12.9,  
a. services value added constituted around 34% of gross manufacturing exports 

in 2011, with 66% being of domestic origin and accounted for around 18% of 
domestic final manufacturing demand (after netting out exports from total 
final manufacturing demand).  

b. It is worth noting that the foreign component of this contribution in both 
manufacturing exports and manufacturing final demand has been rising over 
the 1995-2011 period, possibly reflecting issues of quality, standards, 
liberalization, regulatory changes, competitiveness, and the scope for 
integration of services in the manufacturing export basket.  

16. These trends compare with a manufacturing value added share of  
a. around 38% in manufacturing exports and  
b. 29% in manufacturing domestic final demand (after netting out exports) in 

2011, as shown in Figures 12.7 and 12.8, respectively.  
 
 



 
 

 
 

17. Thus, services contribute a comparable share of value added as the manufacturing 
sector in India's manufacturing exports.  

a. It is also interesting to note that with regard to the foreign versus domestic 
sourcing of this value added content of services, China is different in the 
pattern of its services use in manufacturing exports. It exhibits a higher 
foreign as opposed to domestic services value added contribution in its 
manufacturing exports, while all other developing countries shown earlier 
exhibit the reverse.  

b. However, it shows a similar pattern in the sourcing of services value added as 
other developing countries in the case of final demand.  

18. This latter feature raises an interesting question. Is the higher intensity of services 
use of foreign origin related to China's highly export-oriented strategy in 
manufacturing and the need to be competitive in the global market? What might this 
suggest in terms of a strategy for the service sector for India, which is seeking to 
increase its participation in global manufacturing value chains? The Chinese case 
may be indicative of the importance of a competitive services sector in areas which 
directly support manufacturing exports and the need to simultaneously focus 
alongside manufacturing on issues of services quality, efficiency, availability and 
variety and associated regulations and policies to boost manufacturing 
competitiveness in international markets.  



DECOMPOSING SERVICES CONTRIBUTIONS TO MANUFACTURING EXPORTS  

1. From the services-manufacturing linkage at the aggregate level, we next turn to 
examine the relationship between the two sectors at the sub-sectoral level to see 
which services contribute to manufacturing exports, to what extent some of the key 
Make in India manufacturing industries rely on services and the domestic versus 
foreign nature of this linkage. 

2. If one examines these disaggregated linkages, then some interesting observations 
arise which raise concerns about the nature of ourservice sector's contribution to 
other parts of the Indian economy and its competitiveness.  

3. Analysis of OECD TiVA data reveals that services value added in manufacturing 
exports accounted for 29.4% of services value added in total exports in 2011. Hence, 
the bulk of services VAD in India's exports was embodied in services exports. At the 
sub-sectoral level, this pattern is stronger.  

a. For example, the value added content from a competitive service sub-sector 
such as computer and related services in manufacturing exports was a mere 
12.8% of the segment's total contribution to exports in 2011, that is, 87% 
contribution to India's exports was to services exports. 

b. Moreover, 94.6% of this contribution to services exports was accounted for 
by the subsector itself, that is, computer services value added content within 
the same subsector.  

c. Likewise, the value added contribution of R&D and business services to 
manufacturing exports constituted only 15% of the segment's total 
contribution to exports and thus the bulk 85% contribution was to the service 
sector. Again, within services, business services value added contribution to 
the segment itself was 97%.  

d. In the case of transportation and storage services, the contribution to 
manufacturing exports was higher than for the other [aforementioned] 
services at around 30%, but this contribution has declined over the 1995-
2011 period.  

4. Figure 12.9 highlights the much greater within services linkage in gross exports than 
between services and manufacturing exports. Within services value added shares 
were a little under 80% in 2011 and across all service subsectors, the shares were 
70% or more, with this contribution being largely domestic in nature.  

 



 

5. However,  
a. What is the origin of this services value added? 
b. How broad-based is services contribution to manufacturing exports?  
c. How does it compare with the manufacturing sector's value added 

contribution to its own exports?  
6. Figure 12.10 shows the source of value added in India's gross manufacturing exports 

by origin and by industries and services. The industries chosen are groupings based 
on the OECD TiVA database andhave been selected keeping in mind their relevance 
to the Make in India programme (even though the groupings are broader and do not 
correspond one-to-one with the Make in India categories). 

 

7. The picture that emerges is that  
a. The individual value added contribution of the selected manufacturing 

industries in India's gross manufacturing exports is quite low.  
b. Even in the case of textiles, textile products. and leather and footwear 

products, the contribution has come down over time.  
c. It is also worth noting that emerging manufacturing industries such as 

transport equipment and electrical equipment show very little value added 
contribution, indicating that they rely heavily on imported parts and 
intermediates.  



8. This itself is quite informative as it suggests that domestically generated 
manufacturing content in India's manufacturing exports is low, which has 
implications for policies concerning FDI, scale and quality in Indian manufacturing.  

9. However, if we examine the contribution of the service sector to overall 
manufacturing exports, we find that it is concentrated in trade and distribution 
services and to a lesser extent in transport and storage and financial intermediation 
services.  

10. The service sector's linkage to manufacturing exports is thus dominated by 
traditional services, only exception to this is thegrowing role of financial 
intermediation services which is noteworthy as it signifies the importance of access 
to financial services and the quality of the financial sector in supporting 
manufacturing activity.  

11. However, the main point of concern is that emerging areas such as R&D and 
business services and IT services, which can potentially create more value, increase 
business sophistication and raise technological depth in production—some of the 
stated goals of the Make in India programme—show very low levels of contribution 
to manufacturing exports. 

12. Several inferences can be drawn from these subsectoral trends in value added 
contributions and associated with these inferences some related questions can be 
raised.  

a. First, we find that globally competitive segments like IT services are not 
contributing in any significant way to India's manufacturing exports and 
further that India's IT services exports are largely directly exported (given the 
high share of within segment exports).  

b. What would this imply about the leveraging of IT in improving manufacturing 
processes, raising efficiency, increasing productivity and automation, issues, 
which would certainly be important if India is to play a bigger role in 
international production networks?  

c. Does this reflect on the nature of Indian manufacturing which perhaps due to 
issues of scale, infrastructural and regulatory hurdles shows a low IT intensity 
in its exports?  

d. Does it reflect on the pattern of our manufacturing export basket and might 
this change going forward with greater emphasis on value added 
manufacturing?  

e. Clearly, there is a need to examine how to leverage India's strength in IT 
services in order to add value to its manufacturing sector.  

f. Second, the very low contribution of R&D and business services indicates the 
inadequate utilization of business support activities in India's manufacturing 
exports.  

i. This is noteworthy as a number of studies highlight the efficiency and 
competitiveness-enhancing role played by business services. Might 
this indicate lack of globally competitive business services in India, 
which can add value to its manufacturing exports?  

ii. Might this be due to regulatory barriers and standards and quality 
related issues in various business services in India, which may be 
weakening this relationship with manufacturing exports?  



iii. Might this be due to the less business services-intensive nature of our 
manufacturing exports to begin with?  

iv. Thenumbers also suggest the relatively low R&D services intensity in 
India's manufacturing exports.  

v. What does this imply about the role of innovation and the unrealized 
potential to move up the value chain into more intensive 
manufacturing?  

g. Third, the declining contribution of domestic transport and storage services 
value added in manufacturing exports suggests a weakening link between the 
two. This may suggest high costs of domestic services, inefficiencies, 
regulatory barriers, and changes in the structure and dispersion of 
production that reduce the dependence on transport and storage services.  

13. The reason for highlighting the three aforementioned services subsectors with 
regard to their links to manufacturing exports is because they capture different kinds 
of issues and concerns in the context of a Make in India initiative. They raise 
concerns about whether manufacturing exports in India are sufficiently integrating 
successful services such as IT, whether they are focusing enough on innovation and 
value creation, and whether they are being hindered by high logistics costs.  

14. However, if one examines the contribution of individual service subsectors in the 
exports of specific manufacturing industries that are important for the Make in India 
programme, within overall manufacturing exports, the picture is different.  

15. There is an upward trend in the contribution of services as a whole and of specific 
services such as distribution, transport. business and IT services to exports of 
transport equipment, electrical equipment and textile and textile products - 3 
important Make in India industries within the manufacturing sector.  

a. For instance, the share of R&D and business services value added in the 
exports of the transport equipment and the electrical equipment industries 
has risen 1.4% to 5.8% and from 1.1% to 4.4%, respectively between 1995 
and 2011. 

b. Similarly, the value added contribution of computer and related services in 
the exports of these same industries has risen from less than 1% to around 
4%, and 3%, respectively. This contribution, however, is significantly smaller 
than the sub-sector's value added contribution to its own exports, which 
stood at over 80%in 2011.  

16. On the other hand, the value added contribution of traditional services such as 
transport and storage services and in particular trade and distribution services far 
exceeds that of emerging services such as R&D, business, and IT services.  

a. These traditional services have also experienced a significant increase in their 
contribution to the exports of all 3 manufacturing industries over the 1995—
2011 period, particularly in the case of the textile and footwear industry.  

b. Thus, while the contribution of new services in manufacturing exports is on 
the rise, their value added shares are very low indicating that their link with 
key manufacturing industries remains weak, that is, services which relate to 
adoption of new technologies, business practices and innovation continue to 
play a small role in manufacturing exports. The intra-services as opposed to 
services-manufacturing linkage and the traditional services-manufacturing 
linkage are much stronger. 



17. Of course, with the changing pattern of India's manufacturing export basket and the 
government's thrust on more skill-and technology-intensive emerging industries like 
automotives and electronics, the scope for integrating services in manufacturing 
production and exports can be expected to increase.  

EXPLAINING THE TRENDS: SOME INFERENCES AND CONCLUSIONS  

1. The key insight that emerges from the trends is that there is potential to create value 
in India's exports through the integration of services. This unexploited potential may 
be due to various reasons. The weak linkage between manufacturing and services 
may indicate constraints in the manufacturing sector, which hinder its ability to draw 
upon the service sector.  

a. Theseconstraints are likely to be the usual ones that are discussed in the 
context of Indian manufacturing, such as issues of scale and fragmentation, 
which may make it difficult to integrate IT, R&D, and business services in 
production and exports, or issues of infrastructure.  

b. However, the low embedded contribution of services in manufacturing may 
also reflect challenges affecting the service sector as a whole and individual 
services, an issue that doesnot receive adequate attention in debates over 
how to boost Indian manufacturing. These challenges confronting services 
may be related to issues of capacity, quality, regulation, and the degree of 
liberalization and modernization in services.  

2. While our preceding analysis does not allow us to pinpoint specific challenges in 
servicessuch an inference is in line with existing evidence and literature which 
suggests thatwhat can benefit manufacturing and also the economy as a whole are –  

a. trade and FDI policies that shape the regulatory environment in services and 
the degree of contestability in services markets  

b. and policies which facilitate improvements in quality, productivity, efficiency, 
and capacity in the services sector  

3. Drawing upon various competitiveness and regulatory indices which are relevant to 
gauging the service sector's efficiency and capacity to contribute effectively to other 
parts of the economy, we find that India does not perform very well on several 
aspects which are important for enabling servicification of manufacturing. This is 
notwithstanding the fact that services have grown more rapidly than other sectors 
and some services segments are globally very competitive and have grown in 
importance in the export basket.  

4. India's rankings in the Enabling Trade Index where one of the sub-indices on 
transport and communication infrastructure, which is directly a reflection of the 
quality of such services, rank stood at 52 in 2008 and declined to 67 in 2014 
compared to China's rank at 36 in both these years, out of 108 and 114 countries in 
these two years, respectively. Thus, India ranks in the middle for the quality of 
transport and communications infrastructure.  

5. Another relevant indicator for assessing trade efficiency that is dependent on 
services quality and capacity is the logistics performance index. 

a. In 2014, India's ranking in the sub-index for logistics services was 52 among 
160 countries, and on the infrastructure sub-index, its rank was 58.  



b. There has also been deterioration in both these sub-indices between 2007 
and 2014. India's overall ranking on logistics performance declined from 39 to 
54 over this period.  

6. On the innovation and sophistication sub-index, another indicator which in part 
captures the country's capacity and quality in R&D services, India shows a decline in 
its rank, from 27 to 41 to 52 between 2008, 2013 and 2014, out of around 140—150 
countries over this period.The latter suggests that the ecosystem for innovation is 
not particularly strong and has deteriorated in recent years.  

a. Altogether, although these various indices are not always specific to the 
service sector, they are broadly indicative of constraints that exist in various 
services segments, such as in producer services like transport and 
communications that are key inputs to trade in manufactured goods.  

b. Indices which capture the incidence of regulatory barriers in India's services 
sector highlight the likely policy-induced constraints to exploiting the linkages 
between services and manufacturing.  

 

7. Figure 12.11 shows the FDI regulatory restrictiveness indices for the secondary, 
manufacturing, and tertiary sectors as well as for overall FDI in India, in selected 
developed and developing countries. This index is relevant to the discussion on the 
services-manufacturing linkage as the internationalization of many services requires 
FDI presence and hence the efficiency and competitiveness of the services sector 
and a country's participation in the global manufacturing value chain can be shaped 
by FDI activity in important areas such as transport, communication, and business 
services.  

8. The indices presented in Figure 12.11 suggest that services FDI in India is more 
restricted than FDI in manufacturing and the economy as a whole and although the 
incidence of these restrictions has declined over the 2006-14 period, the overall 
lewel of protection still remains quite high.  

9. Figure 12.12 provides a disaggregated overview of the regulatory environment 
affecting different services. Clearly, in sub-sectors such as transport and logistics, 
legal, accounting, and distribution services, all of which are key enablers to 
participation in manufacturing GVCs and for enhancing manufacturing 
competitiveness, India is much more restrictive than other countries. 

 



 

WAY FORWARD  

1. As India embarks on a range of initiatives to boost its manufacturing sector. it is 
important to recognize that a singular focus on manufacturing alone would not be 
appropriate.  

2. Any holistic policy framework must recognize the interdependence between 
manufacturing and other sectors of the economy.  

3. The trends in servicification discussed in this chapter indicate the scope to increase 
services content in Indian manufacturing output and exports. However, in order to 
realize this, apart from  

a. focusing on issues of skilling,  
b. land acquisition,  
c. taxes, and other measures pertaining directly to the operating environment 

in the manufacturing sector,  
d. the government will also need to focus on increasing efficiency in India’s 

services sector as an input to the manufacturing sector.  
4. If India is to move into higher value added manufacturing for the global market, the 

government must pay attention to developing capacity across two broad clusters of 
services,  

a. First, those services such as transport and logistics which directly enhance 
connectivity and efficiency in trade; and  

b. Second, those services such as R&D and business support services which add 
value to manufacturing and enable product differentiation and 
internationalization.  

5. Such a focus would require  
a. investment in transport and digital infrastructure.  
b. It would require measures aimed at reducing regulatory restrictions that 

affect services at both the border and behind the border and which hurt the 
quality of services.  

c. It would also require steps to strengthen and sustain India's advantage in 
knowledge and skill-intensive business and professional services (where 
India's competitiveness has declined in recent years), through the following 
steps 

i. the opening of some of these segments to foreign providers,  



ii. the harmonization and internationalization of domestic standards, 
and  

iii. greater emphasis on innovation and intellectual property.  
6. In sum, 

a. India needs to leverage its growing services sector more effectively than it 
has done so far. Its development strategy should adopt a services-cum-
manufacturing rather than a services-versus-manufacturing approach, where 
the two-way linkages between the sectors are strengthened.  

b. This integrated, twin-pillar approach to development is unfortunately not 
evident in the current policy discourse on Indian manufacturing and Make in 
India.  

c. Each sector tends to be viewed as a silo, as if the growth of one is at the 
expense of the other. The earlier paradigm of development, from primary to 
manufacturing to services still prevails.  

7. The time is right to change this perspective and to recognize that a competitive and 
vibrant services sector would be an enabler for the manufacturing sector and would 
facilitate its movement up the value ladder. In fact, sectors such as IT services, 
whose growth has till date been driven by external demand, will be better able to 
buffer the effects of global downturns, external shocks and growing competition 
overseas if they become more integrated with domestic manufacturing and are 
boosted by domestic demand drivers. 

8. A growing, competitive, and vibrant manufacturing sector would create demand for 
a wide range of services and would strengthen India's service sector overall. Such a 
philosophy should underpin any initiative to bolster Indian manufacturing.  


