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INTRODUCTION

Media commentators frequently assert that OECD countries are becoming
service economies. The vision that this conjures up — steel mills and car factories
being replaced by fast-food stands and video arcades — is a disquieting one for
policy-makersand the general public alike. The purpose of this articleisto give some
perspectiveto the place of services in OECD economies. To do this, use is made of
OECD's national accounts data bank which contains comparable statistics for
Member countries covering a period —for most of them — of more than
20 years.

The first section of the paper examines the relative importance of goods and
service activitiesin terms of their contributionto GDP. Sectionll reviewsthe growth
of constant price value added in these various activities since the early 1960s;
because of the special problems involved, this section begins with a review of the
methods commonly used for measuring the value added of service activities at
constant prices. Sections lil and IV repeatthe same kind of analysisfor employment,
and SectionV draws some tentative conclusions about labour productivity. Finally
there is a summary of the main results.

All the tables below are based on the OECD's file of nationalaccounts statistics
compiled according to the UN-OECD System of National Accounts. These data are
published in the OECD annual publication National Accounts: Volume 2. Detailed
Tables. Where appropriate the last two rows of each table give means and standard
deviations of the country statistics. The means are "unweighted" (i.e. equal-
weighted) arithmetic averages; neither means nor standard deviations are shown
when there are fewer than five observations.

. SHARES OF GOODS AND SERVICES ACTIVITIES IN GDP

Tables 1 and 2 give the information available for OECD countries on the
proportionate breakdown of GDP according to kind of activity, averaged over the
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period 1980to 1984. Table 1 shows the composition of value added according to
activities defined at the 1-digit level of the International Standard Industrial
Classification (ISIC), while Table 2 gives more detailed information on the
contribution of various "market services," i.e.those produced by business
enterprises. Both tables show each activity's value added as a proportion of "total
value added at factor cost." This differs from GDP because it includesimputed bank
services and excludes net indirect taxes; the former are deducted and the latter are
added to obtain GDP at market prices. By using total value added as the
denominator, the percentagesfor all goods and services add to 100 per cent. If GDP
were used there would be (usually small) discrepancies for most countries.

Table 1showsthat manufacturingisthe mostimportant activity inall countries
except Norway where mining activities — mainly North Sea oil — contributed slightly
more to total value added. After this, three service activities — trade, hotels and
restaurants, financial and business services and government services — each provide
on average about 14 or 15 per cent of the total, and together with manufacturing
account for two-thirds of total value added. Transport and ,communications,
community, social and personal services, agriculture and construction each
contribute around 7 per cent to the total, while mining and quarrying and utilities
provide only about 3 per cent each.

Atfirst sight, Table 1 confirms that OECD countries are "service economies”, in
the sense that most value added originates in service activities as defined in this
table. The unweighted averages for the 22 countries are 57 per cent for "services"
against 43 per cent for "goods," and Turkey is the only country where goods
production accounts for more than half of total value added. Inan important sense,
however, these figures may be considered to be misleading. In Table 1, "services"
are defined very broadly to cover all activities in divisions 6 through 9 of the ISIC, so
that government and non-profit institutions are combined with private service
producers. An alternative split, and one which probably corresponds more closely to
common parlance, would be a three-way breakdown into "goods", "services", and
"government" or, using the terminology of Table 1, goods, market services, and
non-market services.

Leaving aside the latter — government plus the quantitatively trivial non-profit
institutions — Table 1 shows that on average goods and (market) services
contribute about equal amounts to total value added — 43 per cent and 44 per cent
respectively. Intwelve countries goods actually contributed more than services, and
in the Netherlands and the United Kingdom they contributed about equal amounts.
Only eight countries can be unambiguously defined as service economies according
to this narrower definition — Canada, the United States, Japan, Australia, New
Zealand, Denmark, France and Luxembourg.

161



29t

GOODS SEAVICES
Transportable goods Market services Non-market services
i ini Electricity, i Total Wholesale, Transport  Finance. Community, Private
foul Totat A?gce;\tt;lyre. M;rrm]lgg f:::‘ta:r:g gas and Constructon Total retail hotels anqac:;;u- real gstate‘ social. v Total Gmcr::m non—groﬁt
and fishing quarrying . water ete. nications business  personal services
Canada 38 33 4 6 19 4 6 62 42 - 8 13 s 20 17 2
United States 35 31 2 4 22 3 4 65 53 17 6 21 8 13 13 -
Japan 43 35 3 ° 28 3 8 57 47 6 14 - 10 8 2
Australia 39 33 5 6 16 3 6 58 7 21 .. ..
New Zealand 41 36 9 1 23 3 5 59 46 21 8 14 3 13 12 1
Austria 444 36 4 1 29 3 8 56 41 17 6 14 3 15 14 1
Belgium 36 29 2 1 23 3 6 64 49 8 13 . 15 14 1
Denmark 34 27 6 1 19 1 6 66 43 14 8 16 5 24 23 1
Finland 46 38 9 * 26 3 8 54 37 11 8 14 4 17 15 2
France 41 34 4 1 27 2 7 59 45 13 6 18 9 14 13 1
Germany 45 39 2 1 33 3 6 55 41 11 6 14 12 2
Greece 48 40 18 2 19 2 7 52 42 13 8 10 10
Italy 46 38 6 28 8 54 40 15 6 e - 14 13 1
Luxembourg 39 33 3 e 27 . 7 61 48 16 5 12 14 13 12 1
Netherlands 39 32 4 7 18 2 7 61 47 13 6 15 12 15 14 1
Norway 46 39 4 17 15 4 7 54 40 14 10 12 5 14 14
Portugal 48 40 10 1 28 2 7 53 41 21 5 8 . 12 11 1
Spain 47 39 9 2 26 2 8 53 43 17 7 9 10 10 9 1
Sweden 39 31 4 ° 24 3 8 61 36 12 7 13 4 26 25 1
Turkey 53 49 20 2 24 2 4 47 39 16 10 7 6 8 8
United Kingdom 42 36 2 7 24 3 6 58 42 12 7 18 5 16 15 1
Mean 43 36 6 3 24 3 7 57 44 15 7 14 7 15 14
Standard deviation 5 5 5 4 4 1 1 5 5 3 1 4 4 4 4 *

Symbols: ® less than 0.5.
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Table 2. Share in total value added of detailed market service activities: 1980-84 average

Per cent
Whalesale and retail
trade, hotels and res- mr;oseno;t;nsgrsognesand Finance. insurance, real estate and business services Community, social and personal services
taurants
Wholesale |, Real estate and business services Sanitary Social and community services Rec:‘eg.d Pers?jnal
. Communi- | Financial Real estate X and ional an an
::::2 ,%(:ngs TaNSPOrt " ations | msttutions "R Total d:;;l?ﬁgt;s Dwellings Ez:::::: sim Total  Educaion  Health Other :‘:ﬁ; hg::[e:;c;ld

Canada 11 . .. . .. . .. .. .. .
United States 16 1 4 3 3 2 17 8 9 6 1 4 1 1 2
Japan 15
Australia 15 . .. .
New Zealand .. .. 5 3 o 3 s o .. .. .. ..
Austria 14 4 4 2 5 1 8 5 2 2 . 1 1
Denmark 13 1 7 1 2 * 13 9 4 .. 1 * 1 1 3
Finland 10 2 6 2 4 " 4 6 . 1 . . 1 2
France 10 2 4 1 .. - .. .. -
Germany 10 1 4 2 4 1 6 2
Creece 13 . .. . . .. . . . .
Iceland 10 1 6 1 4 * 9 1 1 3
ltaly 13 3 5 1
Luxembourg 14 2 3 2 RN .. - .. .. ..
Netherlands 12 2 5 2 4 1 10 . . . .. 6 . . 1 5
Norway 13 1 7 2 4 * 8 1 4 4 * 2 4 1 4 1 2
Portugal 18 3 4 2 5 1 2 e . .. .
Spain 13 4 5 1 4 1 A .. .. . .. 3 1 2 . e
Sweden 11 1 5 2 1 13 1 9 3 1 1 + 1 1
Turkey 16 ..
Mean 13 2 5 2 4 1 10 9 3 1 2 1 2
Standard deviation 2 1 1 1 1 1 4 4 2 4 1 0 1

* less than 0.5.
, . not available.

Symbols:




The most striking aspect of Table 2, which shows the greatest detail available
on market services, is the number of missing observations. In defence of
statisticians, however, it should be noted that the empty cells refer generally to
activities that are relatively insignificant in quantitative terms. Missing observations
do not, of course, mean that no estimate is made for the activity concerned, but
rather that the statisticians consider their estimates to be too unreliable to be
separately published, so that they give only figures at a higher level of aggregation
— usually at the I-digit ISIC levels used in Table 1.

The two mostimportant market services are wholesale andretail tradeand real
estate and business services. Together these account, on average, for 23 per cent
of total value added, or more than half of all value added in market services.
Transportis the next most important activity, followed by financial institutions and
social and community services. Other service activities — hotels and restaurants,
communications, insurance, recreational and cultural services, and personal and
household services are quantitatively trivial activities contributing only 1 or 2 per
cent to total value added.

"Services" are a heterogeneous group of activities which have defied most
attempts at classification. In what follows a simplistic, but it is hoped revealing,
classification is proposed between services "directly linked to goods production”
and "free-standing" services. "Directly linked" means service activities that are a
necessaryadjunctto the process of producing goods. Many of these were, and often
still are, provided by the goods producers themselves. Indeed, it is only when they
are provided by specialist producers that they are recorded as service activities.
When they are produced within a goods-producing establishment their value added
is included as part of goods production.

It has frequently been noted that part of the "decline” of manufacturing, as
measured by its falling share in total value added or employment, is due to formerly
"in-house services" — security, cleaning, recruitment, and data processing for
example — being contracted out to specialist service producers. The value added of
these activities, when they are provided by specialist producers, swells the recorded
contribution of services to total value added and diminishes that of the
manufacturers who previously provided these services for themselves. Itis argued
that the apparent decline in "goods" output and employment, and the concomitant
increase in "services", is a statistical illusion which reflects merely greater
specialisation rather than a fundamental change in the mix of output.

While this argumentis valid, itwould be a mistake to conclude that this is a new
trend affecting the interpretation of national accounts statistics only in the recent
past. Specialisation is a fundamental characteristic of economic development: a
century ago farmers and manufacturers commonly transported their goods to
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market, sold them to final consumers, and raised their own capital funds, as well as
providing auxiliary services such as cleaning, security and data processing. These
activities have been gradually taken over by specialist producers in retail and
wholesale trade, transport, finance, real estate and business services.

Separating out services that are directly linkedto goods production— i.e. those
that are a necessary adjunct to goods production — leaves a group of what are here
termed "free-standing services". These are services bought by households in
their capacity as final consumers. Free-standing services may of course involve
the consumption of goods; restaurant meals are based mainly on agricultural or
fishery products and many recreational services need manufactured goods such as
bats and balls to make them feasible. But their connectionwith the goods producing
sector is clearly of a different nature from that of services "directly linked to
production™.

Classifying services into these two groups - "directly linked to goods
production™ and "free standing" services —canbe done only approximately usingthe
ISIC classification in Table 2 because, for example, the classification does not

Table 3. Average share of market services in total value added broken down by whether
"directly linked to goods production™ or "free-standing”

Per cent
Directly linked
Service activity to goods Freestanding Total
production

Wholesale and retail trade 13 0 13
Hotels and restaurants? % 1% 2
Transport? 2% 2% 5
Communications® 1 1 2
Financial institutions® 2 2 4
Insurance® th h 1
Real estate, except dwellingsd 3 0 9
Dwellings® 0 6 }
Business services 3 0 3
Social and community services 0 3 3
Recreational and cultural services 0 1 1
Personal and household services 0 2 2

Total 25% 19% 45

al  Itis assumed that three-quartersof expenditure on restaurantsand hotels is by households for leisure purposes, and the remaining quarter for
business entertainment.

b} Informationis not available on the relative proportions betweengoods and passenger transport. Road transport is assumed to be mainly freight, air
transport mainly passengers, and other transport evenly divided between merchandise and passengers.

¢/ Arbitrarily divided 50/50 in the absence of other information.

d] The scattered observations in Table 2 suggest that dwellings (including 'ownership of dwellings’) is generally the largest part of total real
estate.

Source:  The total column contains the {unweighted) averages given at the bottom of Table 2
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distinguish between financial services provided to goods producers on the one hand
and those provided to households or free-standing service producers on the other.
Nor does it break down transport into goods and people, and the latter into
"work-related" and "recreational” transport. Arbitrary (usually fifty-fifty) decisions
have been made in compiling Table 3, which shows the average proportionate
contribution of service activities to total value added divided between sevices
"directly linked to goods production” and "free standing" services. The footnotes
specify the assumptions made in dividing mixed service activities that cannot be
unambiguously divided into the two categories.

Table 3 suggests that the majority aF service activities are directly linkedto the
production of goods. On average, they contribute 25 per cent to total value added,
comparedwith 20 per cent for "free standing” services. Inview of the arbitrary way
in which several service activities had to be divided into the two categories, the
safest conclusionwould probably be that about half of market services are directly
linked to goods production. Table 1 showed that goods producing industries
accountfor about 43 per cent of total value added and if the value added of "directly
linked" services is added to this, goods production appears to be currently
generating — directly and indirectly — around two-thirds of GDP. Far from being
"service economies", OECD economies remain firmly anchored in the production of
goods.

. LONG-TERM GROWTH RATES OF REAL VALUE ADDED IN SERVICES

Measures of real value added in service activities are generally regarded as
being less reliable than for goods producing industries. This is mainly because
statistical offices have historically paid more attention to statistics on goods
production, so that service statistics are relatively under-developed, but there are
also conceptual difficulties in defining the output of certain types of services — most
notably those provided by government agencies. The Economic Statistics and
National Accounts Division of the OECD has recently carried out a survey of the
methods used by Member countries for estimating constant price value added for
service acitvities, and before looking at the long-term changes in service value
added, it is useful to summarise the main findings and conclusions from this
enquiry.

"Double-deflation" is generally accepted as the proper method of estimating
value added at constant prices. This involvesrevaluingintermediate inputs and gross
output at the prices of some base year, and constant price value added is then
obtained as the difference between the two, i.e. inthe same way as nominal value
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added is calculated. However, while double deflation is the theoretically correct
procedure, it should be noted that there may be legitimate doubts about the results
obtained from double deflation as it is applied in practice.

The main problem with double deflationis that in many countries relatively little
information is available on the composition of inputs. Often detailed statistics on
inputs are collected only every five or ten years when input-output matrices or other
bench-mark tables are compiled. In these circumstances it is usually necessary to
assume that the composition of inputs does not alter in the years between
bench-marksurveys, butthis isadangerousassumption because changesin relative
prices will in general lead to substitution. When producers substitute cheaper for
more expensive inputs, the assumption of an unchanged input mix will tend to
overstate the value of inputs at constant prices, and hence to understate real value
added.

Double-deflation is extensively used for market services by seven countries
— Canada, Denmark, France, Germany, Japan, Netherlands and Norway. Other
countries mainly use "single indicator" methods for estimating constant price value
added for services. Two single-indicator methods that are widely used for market
services are the deflation of current value added by a price index relating to gross
output, and the extrapolation of base-year value added by a volume index of gross
output. A large majority of the fifteen countries not using double deflation use one or
other of these single indicator methods for the following services: wholesale and
retail trade, hotels and restaurants, transport, communications, recreational,
cultural, personal and household services.

There are at leasttwo problems with single indicator methods. The first is that
they assume, respectively, that prices and quantities of intermediate consumption
change in the same way as those of gross output. This assumption is clearly
guestionable, although it should be noted that the errors arising from this source
may be trivial in the case of services because for many of these activities
intermediate consumption is small in relation to gross output. The second probem
— which appliesequally to double deflation —arises from the difficulties of measuring
changes in the quality of service output. Quality improvements should be treated as
increases in the volume of output and deteriorations in quality as decreases, but itis
clear that many, perhaps most, of the indicators used to measure the volume of
service output do not properly capture quality changes. Some examples will serveto
demonstrate the problem. For retail and wholesale trade, most countries meausure
changes in the volume of output by referenceto the quantity of goods traded. Inthe
last two decades, however, there has been a marked trend for shops in most OECD
countries to relocate in peri-urban commercial centres. The conveniences of free
parking, longer shopping hours, and uncongested surroundings represent a genuine
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improvement in the quality of the output of retail trade which is not reflected in an
output measure based merely on the volume of merchandise sold. Inthe passenger
transport industry, the introduction of computerised booking systems has greatly
reduced the time and effort needed to reserve seats in trains and aeroplanes. This
evident improvement in the quality of transport services will not be reflected inthe
measured volume of transport output if, as is almost universally the case, the real
value added of these services is measured by reference to passenger-
kilometres.

Of course, not all quality changes can be regarded as improvements. When the
number of letters and parcels delivered is used to extrapolate the base-year value
added of the postal services, the resulting volume measure will overstate real output
if, as may be the case in several countries, reliability and delivery times are
deteriorating. The most plausible hypothesis, however, isthat servicequality has, on
balance, tended to improve over the last two decades, and that many of these
guality improvements are not properly reflected as quantity increases in the volume
measures recorded in the nation accounts.

Despite difficulties in their application, double-deflation and the single indicator
methods described above may both be described as acceptable on theoretical
grounds. Another, and much less acceptable, type of single indicator method is
almost universally used for government services. It is also quite widely used for
financial services, real estate and business services, and social and community
services. This method consists of extrapolating base year value added by an index of
the number of employees. The problem here is that the indices do not properly take
account of changesinlabour productivity. Forgovernment services all countries take
account of one potential source of productivity changes, namely changes in the skill
composition of the labour force, and four countries, Belgium, Germany, ltaly and
Luxembourg, make a further adjustment by assuming an additional productivity
increase —usually about 0.5 per cent per year. On the assumption that labour
productivity in government services has beenrising during the last two decadesfrom
such influences as office automation, computerisation, or advances in management
techniques, estimates of the growth of real value added in government services will
be understated for most countries. The alternative assumption of declining labour
productivity in government is also tenable, but on balance seems less reason-
able.

For those market servicesfor which constant price value added is estimated by
employment indices, five countries make productivity adjustments of around 1 or
2 percent per annum. The countries concernedare Austria, Germany, Nertherlands,
Sweden, and United Kingdom.
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It will be clear from the above that there are special problems in the
measurementof value added in service activities. To a large extent these stem from
statisticians' traditional neglect of activities that do not involve the production of
goods; in most OECD countries relatively few basic data are available on the inputs
into service production or on the different types and qualities of services produced.
Lacking adequate information in these areas, statisticians inevitably fall back on
simplistic assumptions such as no change in input mix, no change in output quality,
and no change inlabour productivity. Itcan plausibly be arguedthat all three of these
assumptions will tend to produce a downwards bias in estimates of the growth of
value added at constant prices. This should be kept in mind, when considering the
results in the remainder of this section.

In Tables 4 and 5 below, growth rates for real value added are divided by the
growth rate of total GDP, i.e. they are expressed as "GDP elasticities". A value of
unity means that real value added of a particular activity was growing at the same
rate as GDP as a whole; values of less or more than unity indicate lower or higher
growth rates respectively than that of GDP.

Relatingthe growth rates for value added in each kind of activity to the growth
rate of GDP facilitates comparisons between countries which have had widely
different growth rates throughout the period —Japan and the United Kingdom, for
example. It also helpsto correct for the fact that the data refer to different periods
with different cyclical variations, and with different underlying growth tendencies
—such as the high real growth 1960s and the high inflation 1970s. The exact
periods covered for each country are given in Table 4; for fourteen countries the
period covered exceeds twenty years, and more than thirteen years for a further five
countries. For New Zealand, however, the data cover only five years. New Zealand is
includedinthe tables below because it publishes estimates of current and constant
price value addedfor detailed kinds of activities, but, giventhe limited length of the
reporting period, the data cannot properly be compared with those shown for the
other nineteen countries.

As regardsthe basic split between goods and services, Table 4 shows that the
growth of real value added in goods-producing activities taken as a whole has been
less than for total GDP, while the opposite is true for the total of service activities
—the arithmetic averages of the respective elasticities for the 20 countries
being 0.89 and 1.15, respectively, and the true difference may well be greater in
view of the measurement problem discussed above. These figures do, however,
conceal some important differences not only between countries but also between
the different kinds of activities within the two main sectors. Within the
goods-producing industries the growth of real value added in constructionhas been
particularly low, and when this activity is eliminated the rate of growth for the
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Table 4. Annual growth rates of value added at constant prices compared to growth of GDP: goods and services

Per cent
GOODS SERVICES
Transportablegoods Market services Nonmarket services

Agriculture, Electricity, | onstruc- Whole- Transport  Finance, .~ Govern-  Private | iod covered

R m;e:;ry h::a'":y;';d Mfu':‘“:;"’ b don | T | g :;l:i'l — es’f::e nity, socia | Total  mentser- non-profi

fishing water — hotels etc.  cations busines's personzl vices services
Canada 081 | 093 062 061 09 155 | 062 | 106 | 117 .. 129 129 .. 079 079 080 | 1960-83
United States 081 [ 090 02 065 100 127 | 013 | 113 | 126 116 129 149 106 .. 068 .« | 1960-83
Japan 110 { 113 007 042 156 094 | 043 | 098 108 .. 103 106 .. | 068 061 126 | 1960-83
Australia 065 | 0.74 104 141 025 189 | 007 .| 123 .. 174 135 . . .. .. | 1962-83
New Zealand 124 | 159 223 -111 132 244 |-116 | 075 | 076 000 171 135 124 | 069 082 -0.96 | 1977-82
Austria 095 | 097 046 -0.02 107 140 | 094 | 106 | 148 111 132 15 097 | 073 079 -0.02 | 1960-83
Belgum 094 | 109 016 -093 119 149 | 100 | 106 | 106 .. 074 120 111 | 105 123 -0.15 | 1960-83
Denmark 0.72 112 057 679 118 168 | 4.52 129 | 100 083 040 172 064 | 191 208 -0.96 | 1966-83
Finland 08 | 090 012 103 126 155 | 062, 111 | 115 105 110 135 090 | 102 120 019 | 1960-83
France 098 102 035 -101 09 205 | 082 | 108 | 115 093 122 139 110 | 061 063 0.27 | 1960-83
Germany 0.88 | 094 051 -066 101 18 | 050 | 117 | 124 091 130 . .. | 099 109 050 | 1960-83
Greece @9 | .60 053 108 127 208 | 054 | 109 | 109 .. 136 109 e .. 092 .. | 1960-83
ltaly 095 105 050 oo 112 .. [ -0.08 | 101 | 113 124 124 - ..| 067 068 032 | 1960-83
Luxembourg 035 | 027 024 .. 048 .,| 078 | 263 | 304 215 18 612 169 | 121 119 129 | 1970-82
Norway & | 12 037 467 060 114 | 08 | 093 | 0.78 061 085 093 085 .. 139 .. | 1962-83
Portugal 094 | 089 005 118 125 147 | 097 116 | 100 098 120 107 .. | 155 189 -0.82 | 1960-76
Spain 101 | 105 035 058 140 147 | 085 | 098 103 089 161 . .. | 082 09 -0.08 | 1964-81
Sweden &65 | 076 027 -18 061 327 | 035 | 113 | 096 081 200 09 135 | 134 144 -0.44 | 1970-83
Turkey 091 ( 089 050 104 148 173 | 102 | 119 | 121 .. 125 098 - R N .. | 1960-83
United Kingdom 104 177 117 781 -100 092 |-123 | 096 | 116 -0.12 055 232 195 .. 061 .. | 1960-83

Mean 089 101 052 1.20 095 168 | 0.38 115 | 120 090 125 160 117 | 100 106 0.09

Standard deviation 020 | 030 050 263 057 05 | 067 | 038 | 046 054 041 121 038 | ®3% 042 0.73

Symbols: .. not available




Table 5. Annual growth rates of value added at constant prices compared to growth of GDP: detailed service activities

Wholesale and retail d
trade, hotels and ranmsz‘o;‘t;:gfg: san Finance, insurance. 1eEd estate and business services Community. social and personal services
restaurants
Wholesale Real estate and business services ) Social and community services Recrea-  Personal
Hotel : o anitary & A

| I T e | R e Bt | S - i pasarol

ey restaurants otal d»ev);%ierf);s wellings <o vices | Services Total Education ~ Health Other services  semvices
Canada 1.05 . . e . ‘s .. A .. e . - .. . . -
United States 1.16 106 | 0.65 2.29 129 1.00 145 145 148 . . 142 084 171 087 110 0.26
Japan 117 . o - . . .. . -
Australia 0.84 . . o A .
New Zealand - .. | 0.65 353 1.76 1.06 . . .. - . e . . .. .
Austria 119 058 126 216 | 239 177 123 145 .. 079 .. | 094 . . .. | 106 0.90
Denmark 084 056 | 008 280 | 096 -136 2.00 o212 224 .. | 09 -0.32 1.08 .. | 120 0.28
Finland 1.03 1.18 | 0.90 1.75 1.35 .. | 138 173 1.18 .. | 065 | 0.70 153 0.55 , 175 073
France 103 051 .. - .. - . . .. . . . .. .
Germany 097 026 0.82 194 197 203 1.06 . .. .. . o oo 124
Creece 1.09 . .. . - - ..
Italy 1.26 121 117 243 . .. . . .. .. o . .. .. .. . -
Norway 066 027 0.73 146 | 068 -1.22 107 149 093 123 151 | 059 034 061 0.75 151 0.88
Portugal 0.88 1.68 .. . .. .. .. .. . .. . .. .. .. .. .. ..
Spain 0.76  0.90 150 286 - .. . .. 088 - .. | 147 071 1.98 - .. 082
Sweden 100 -100 | 218 153 oo 147 135 359 088 210 188 | 2.24 .. 100 .. | 312 -0.18
Turkey 1.40 - . .. .. .. .. 085 .. . . .
United Kingdom . .. | 051 138 . .. - .. . - .. .. .. . ..
Mean 102 066 | 095 2.19 149 0.68 1.36 - 119 . .. 119 s 117 . 162 0.53
Standard deviation 019 070 | 056 0.68 | 0.59 1.39 | 032 .. 047 - .. | 057 .. 053 .. | 078 041
Symbols: .. not available. The periods covered are same as shown in Table4.




remaining "transportable"” goods industries has beenabout the same, on average, as
for GDP as awhole. Inthe services sector, real value added of non-market services
has been growing at the same rate, on average, as for total GDP, while the growth
rates for wholesale and retail trade, hotels and restaurants are generally lower.

The inter-country differences in Table 4 call for some comments. The growth
elasticity for agriculture in the United Kingdom is substantially higher than those for
other European countries because of the modest growth of the denominator (GDP);
the absolute growth rate of real value added in agriculture in the United Kingdom is
broadly in line with growth rates in other EEC countries. The high elasticities
recorded for mining and quarrying are due to the exploitation of North Sea oil and
gas, while the high elasticities for utilities shown for Sweden and France possibly
reflect a switch from oil to electricity and gas for heating and industrial purposes. For
manufacturing, the highest elasticities are, not surprisingly, recorded for Japan,
Spain and Turkey, with boththe latter two countries having started the period with a
small manufacturing base, while the lowest elasticities are recordedfor Australia and
the United Kingdom, the negative elasticity for the latter indicating an absolute
decline in real value added. In Luxembourg, the growth of the real value added in
finance, real estate and business services has been more than six times as high as
that for GDP. This is mainly due to the rapid growth —from a small initial base — of
the banking sector.

Table 5 brings together the somewhat scattered information on the growth of
real-value added in services at the 2-digit level of the ISIC. The growth rate for
wholesale and retail trade, hotels and restaurants which, on average, is the lowest
for any service activity, is accounted for by low growth rates for hotels and
restaurants, the growth rate for the trade sector being about the same as for total
GDP in most countries. This latter, somewhat surprising, result may in partbedueto
measurement errors: for hotels several countries use simple indices of hotel-nights
to extrapolate base-year value added, and this may not capture improvements inthe
quality of hotel accommodation. The average elasticity of 1.25 given in Table 4 for
transport and communications is shown, in Table 5, to be composed of
below-average growth rates for transport and very high rates of growth for
communications. In several countries, real value added in communications activities
— which includes satellite and related telecommunications —hasbeengrowing more
than twice as fast as the economy as a whole.

Table 4 shows that in almost all countries the growth of real value added in
finance, real estate and business services has been faster than in any other major
activity. Unfortunately, few countries publish estimates of realvalue addedfor allthe
detailed ISIC activities included in this group, but the data available in Table 5
suggest that the growth of real value added in financial services, real estate (other
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than home ownership)and business services, such as legal, accounting, design and
data processing services, has been particularly rapid. Real value added in
community, social andpersonalservices has also been growing more rapidly in most
countries than for the.economy as awhole. Although there are againfew data onthe
six detailed activities includedinthis group, it appears from Table 5 that the growth
of real value added in education and personal and household service has been below
that for GDP, while real value added has been growing in the other four activities at
above-average rates.

lll. SHARES OF GOODS AND SERVICES IN TOTAL EMPLOYMENT

The disaggregated employment data in this and the following section are
consistent with the value added data considered above. They refer to the input of
labour into production rather than the number of people with jobs: a person who
works eight hours in a car factory and four hours as a cinema attendant is counted
here as one unit of employment in manufacturing and half a unit in recreationaland
cultural services. These statistics are supplied by Member countries intheir repliesto
the annual questionnaire on standardised national accounts.

Tables 6 and 7 show the proportionate breakdown of employment according
to kind of activity, averaged over the period 1980-1984. Table 6 shows the basic
split between goods and services. For the sixteen countries covered, goods
producing industries account, on average, for 4 1 per cent of employment compared
with 59 per cent for "services" on the broadest definition. When only the market
sector is considered, however, goods and services have virtually identical
employment shares — 4 1 per cent and 40 per cent respectively. As is the case with
value added, manufacturing is the most important sub-sector, accounting on
average for nearly a quarter of total employment. Trade, restaurants and hotels and
government services each employ about 17 per cent of the working population, and
together with manufacturing account for about two-thirds of total employment.
Community, social and personal services are the next most important source of
employment, followed by agriculture, forestry and fishing, construction, transport
and communications, and finance, real estate and business services. Mining and
quarrying and gas, water and electricity account, on average, for only about 1 per
cent of employment.

For most activities the employment shares are rather stable between countries.
Agriculture is one exception, with employment shares varying from 3 per centinthe
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Table 6. Share in total employment of activities defined at 1-digit level of ISIC: 1980-1984 average

Per cent
600DS | SERVICES
Transportable goods Market services Nonmarket services
Total A?;g‘:;’ ” Mining and  Manufac- E‘EC;:: " Construction|  Total Whole§ale, Tm::dpo " Fmr:z::e' 00me nity, Government Private non-
Total and quarrying turing and Total retal, communi-  estate, socia, Total services prqﬁt
fishing water | hotels o1, “cotons  business PO services
United States 30 25 4 1 19 1 5 70 53 23 4 11 15 17 17 e
Japan 47 37 12 * 24 1 10 53 44 18 5 4 17 9 7 2
Australia 35 28 6 1 19 2 7 65 60 20 8 9 23 5 5
Belgium 35 28 3 1 23 1 7 65 43 19 7 e 22 19 3
Denmark 36 29 8 M 20 1 7 64 33 13 7 8 5 31 30 1
Finland 46 38 13 * 24 1 8 54 31 14 7 6 4 23 19 4
France 41 33 8 1 23 1 8 59 40 16 6 7 11 19 19
Germany 48 40 5 1 33 1 8 51 33 16 6 3 8 18 15 3
icetand 47 37 12 0 24 1 1D 53 33 13 7 6 7 20 17 3
Italy 47 39 12 * 26 1 "8 52 35 20 6 .. 17 15 2
Luxembourg 42 32 5 26 10 58 45 7 5 . 13 11 2
Netherlands 35 27 6 20 1 8 66 49 18 7 8 16 17 16 1
Norway 39 31 8 1 21 1 8 61 38 15 10 5 8 23 23 e
Portugal 54 44 23 20 .. 10 45 33 12 4 2 15 12 9 3
Sweden 35 28 5 * 22 1 7 65 32 14 7 5 6 33 32 1
United Kingdom 37 31 3 3 6 64 42 6 22 22
Mean 41 33 8 1 23 1 8 59 40 17 7 6 11 19 17 2
Standard deviation 7 6 5 * 4 1 1 7 8 3 1 2 6 7 7 1
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Table 7. Share in total employment of detailed market service activities: 1980-1984average

Per cent
restaurants and hoteis Tranes::‘: :a“%: e Fm:cnd .méerrev?::ee: e Communiy, social and personalservices
Restaurants Communi- Financial Real esAtate ianit_ar_y and Sacial and community services lecreationa | Personal &

m;:e& and hotels Transport cations institutions Insurance an:ewbuiscl:seﬂ sim Total Education Health other msd e:\zg:;a hSU :;?Dgsld
United States 21 1 3 1 3 2 7 10 1 6 3 1 4
Australia . . 6 2 . .. . - .
Denmark 12 2 5 2 3 1 5 . 1 * 1 1 3
Finland 12 3 5 2 3 - 3 1 1 . 1 1 2
France 13 3 4 2 2 1 4 * 7 1 2
Germany 13 3 4 2 2 1 . . . -
Iceland 11 2 6 1 3 1 2 1 1 5
Italy 16 3 5 1
Luxembourg . .. 5 1 .. . - . - AN
Netherlands 16 2 5 2 2 1 4 . 7 s - - 1 .
Norway 13 2 7 3 2 1 3 ® 3 1 1 1 1 4
Portugal 9 2 3 1 1 * 1 .. . .. .. .
Sweden 12 2 5 2 1 1 4 1 2 1 1 2
Mean 13 2 5 2 2 1 4 8 1 3 1 3
Standard deviation 3 1 2 1 1 1 2 4 . 3 0 1

Symbols: ® lessthan 0.5
. not available.




United Kingdom and Belgium to 23 per cent in Portugal. Governmentservices also
display considerable differences in employment shares. This is due partly to
differences inthe size of armedforces, but the main explanation lies in differences in
the relativeimportance of government versus private health and education services.
Table 6 shows that countries with low employment shares in government tend to
have high employment shares in community, social and personal services where
private healthand educationworkers are recorded. Japan, Australia and Portugal are
striking examples. The employment shares shown for Denmark and Sweden show
that the converse is also true.

Table 7, which gives the most detailed informationavailable on employment in
market services, contains even fewer data than the corresponding table for value
added, and can support only a few general conclusions. In all countries, wholesale
and retail trade is by far the most important source of service employment; in most
countriestransportand real estate and business services are next inimportance. Itis
interestingthat several service activities that are commonly assumedto be growth
points, either because they have high income elasticities of demand or because they
are "information-based", are relatively unimportant in terms of current employment
shares. These include communications, financial institutions, insurance, hotels and
restaurants and recreational and cultural services; in most countries each employs
no more than 1or 2 per cent of the working population.

Table 8. Awverage share of market services in total employment, broken down by whether
"directly linked to goods production” or "free-standing"

Per cent
Directly linked
Service activity to goods Freestanding Total
production

Wholesale and retail trade 13 0 13
Hotels and restaurants 1% 1'% 2
Transport 2% 2% 5
Communications 1 1 2
Financial institutions 1 1 2
Insurance Y 1 1
Real estate and business services 2 2 4
Sanitary and similar services 0 1 1
Social and community services 0 6 6
Recreationaland cultural services 0 1 1
Personal and household services 0 3 3

Total 20" 19'% 40

Note:  See Table 3 for an explanation of the split between ‘freestanding’ services and those 'linked to goods production'
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Table 8 shows the distribution of employment between "free standing
services and those "directly linked to goods production”. As was the case in Table 3,
which gives the same break-downfor value added, "free standing" services account
for slightly less employment than services "linked to goods production”. In view of
the arbitrary way in which some activities have had to be split between the two
categories, the safest conclusion would be that employment is about equally divided
between the two.

IV. LONG-TERM GROWTH RATES OF EMPLOYMENT IN SERVICES

Tables 9 and 10 show the growth of employment in various activities
comparedwith the growth of total employment. The figures inthese tables show the
annual percentage growth of employmentina given activity that is associatedwith a
one per cent increase in total employment. The standardized growth rates are
averaged over the periods shown in the right-hand column of Table 9. The periods
range from thirteen years for Luxembourg to 25 years for Finland and Italy, the
average period being eighteen years. Although the periods are generally somewhat
shorter than those available for value added, they are nevertheless long enough to
capture underlying trends in employment.

Table 9 shows the basic split betweengoods-producingand service activities.
Inall countries employment in service activities has been growing more rapidly, and
ingoods-producingactivities less rapidly, than total employment. The average of the
sectoral employment elasticities for the fifteen countries in Table 9 are 1.27
and 0.75 for services and goods-producing activities respectively, and this
difference in relative growth rates is remarkably consistent both across countries
and across the activities distinguished in the table. Electricity, gas and water is
almost the only goods-producing activity where employment has been growing
faster than in the economy as a whole, and private non-profit institutions are almost
the only service producers where employment has been growing more slowly than
total employment.

Table 10 provides some scattered observations on sectoral employment
elasticitiesin market services at the 2-digit level of the ISIC. Values of less than unity
are common in two activities — transport and personal and household services. The
highest elasticities are recorded for financial institutions, health services, recrea-
tional and cultural services and, especially, real estate and business services.
Unfortunately no data are available on the rather differenttype of services includedin
this last category, but it seems probable that most of the employment growth is
concentrated in business services.

177



pyTjenT v g

190 6¥'0 S0 | LZO WO L0 L0 €10 | ZVO | LO | €20 #1°0  Z¥0 910 L0 | G010 UOREIASP PIEPUEIS

90'k 681 ¥l | €L 9L vOoy 6071 6L°L | 821 | /80 | 611 ¥80 180 890 ELO SL°0 ueajy
$8-0L61 | *° L o o ¥60 ¢y | TTL | 960 | 080 o 80 L0 | ¥LO wopBury payuf
v8-0L6L | £9°0 091 z§L | ¥60 0L 90L €60 107h | TTL L OLO | LIt 80 90 090 SLO | ¥ Uspame
¥8-2961 | T gL YTl 82T ¥80 LML €11 'TeL | 960 ) 81L 180 991 O¥O 990 | OLC Aeanon
$8-696L | 890 €81 9Z'1 | 05L 0§ £L0L 860 0L | TTL | OLO | €L ELD OvO €80 SLO | ¥LO Spuepistiap
78-0L61 | S€'L 8L 0TL | 77 o €y ocL | 9TL {00 | T 8Lo 160 2,0 | LLO Banoquiaxn™
$8-0961 | 96" 8L €9l | 7 o 161 Sy'L g§L | 991 | 88°0 | e t LE0 LSO | 690 A
¥8-0L6L | vP'T LE1L LvL | 960 9%'1 T80 €0l 10 | SL'L- | 9670 | SE°L 111} SEE €9'0 680 | (80 puefad
$8-0961 | SL't 86l 9LV f o 0L 60 gZL | 8eL | zeo | wwl (80 €0 O0vO  ¥LO | LLO Auewsag
¥8-0L61 | °° o 6Ly | 91 eyt 11y 60V ST | €T | LL0 | STL 980 ¥50 650 8L0 | 8L0 8oueJ;
¥8-0961 | ¥9°0 [S7 691 | §S°L IS Ly LTV 9Tl | E¥L | €80 | OLL 0L TTL  SE0 890 [ OLO puejul;
$8:G96L | ¥€0 ©0£Z Z61 | 960 891 00l €80 €04 | TEL | 690 | 60h LLO 290 050 90 | 890 Seuiua(
¥8-0L61 | 840 T¥L  OEL | 77 o o oL €Tl | sTL | 690 | SO0 TLO  ¥S0  T9O  LLO | ILO wniBjag
$8-6961 | - ot o t ger o ot o €80 | 77 oo L1L Lo o eljessny
¥8-0L61 | G581 vt TCL | T WL 60 L ey st { Tt 160 10 850 T80 | LLO uede|
£€8-8961 | - 160 7 gl (51 60 vi't 6l L'l | 860 | GOt ¥LO VT WLO  9L0 | 6L°0 Salels pany(

suones . Jajem Bugsy

uwwo_._h._cwp. ..owewpw& ®0), ._“”.omwﬂ_eh_: %MMM_MHE -unuiics éu.“o___mu_w_ felo] oy pug Buun Bukuend pug 04

semug  -Auerod muwey  ‘evewy | PU® o gessjoup jesoL ' seB  -opwepy pue Bump  Ansasj oL
PaseA0D poLiay g 8 podsue)| -OARSUGY | *hypouraary “wimnopby

SIAIBS JOHIEW-UON Sa0IAIBS JOIEWN spoof ajqeLIodsuRlY
S30IAHIS SQ009
Ju80 Jod

$a01A19S pue spoob :JuawAojdwa [e101 JO Yamoih 03 paiedwod Juawihojdwa Jo sajel ymoib jenuuy ‘g sjget

178



€Ll

Table 10. Annual growth rates of employment compared to total employment: detailed service activities

Per cent
Wholesale and retail trade. Finar:r: :lssl:’:aelzes‘ state Community, sotial and personal services
Ty | st | Tongon | Commun | il e | (eS| e clland oo | mty sorves mcuture | povaero

wade and hotels cations ttutions services vices Total Education Health Other services services
United States 114 117 0.85 112 145 115 179 1.46 1.08 177 1.36 0.77
Denmark 0.81 0.98 0.95 1.18 205 111 1.95 - 128 0.58 134 1.46 0.82
Finland 119 183 1.09 147 242 . 2.57 164 2.28 240 2.26 2.34 1.27
France 104 112 1.03 119 116 118 137 1.49 151 - 0.80 1.05
Germany 104 141 0.90 133 2.16 1.82 . .. . .
Iceland 100 123 0.84 0.78 147 0.90 171 1.40 126 0.84
Italy 143 155 - ..
Luxembourg .. . 0.99 122 - - .. ..
Netherlands 0.97 1.06 100 132 - - 1.59 171 A .. 1.70 132
Norway 1.09 123 0.72 1.40 1.95 137 2.93 .. 144 132 123 1.81 1.03
Sweden 0.91 104 1.03 113 124 0.99 1.37 137 119 1.30 117 132 0.62
Mean - 1 126 0.94 121 1.74 122 1.91 153 1.46 155 151 097
Standard deviation 017 026 | 011 | 019 047 | 030 | 056 034 | 047 0.46 045 | 025

Symbols: .. not available. The periods covered are the same as shown in Table 9




V. LABOUR PRODUCTIVITY

The statistics given above on real value added and employment can be usedto
illustrate differences in labour productivity as between goods producingand service
activities. Table 11 bringstogether data onthe shares and growth rates inrealvalue
added and employment.

Thefirst blockinthe table givesthe shares inreal value added and employment,
and the ratio between them. The shares are averaged over the fourteen countries
common to both Tables 1 and 6. Ratios of more or less than unity mean that the
value added per employee is greater or less than value added per employee in the
economy as a whole. Ratios greatly in excess of unity are recorded for mining and
quarrying, electricity,gas and water, and finance, real estate and business services.
This is because in these activities an exceptionally large part of value added is
generated by factor inputs other than labour — subsoil deposit in the case of mining,
capital equipment for electricity generation, and perhaps "human capital” {i.e. spe-
cial skills} in the case of financial and business services. Conversely, ratios below
unity indicate that labour generates by far the greater part of value added — as in
government services, trade, restaurants and hotels, and community, social and
personal services.

The lower panel of Table 11 gives the annual growth rates of real value added
and employment averaged over the twelve countries common to Tables 4 and 9.
The ratio of these growth rates differs in two ways from the more usual statistics
describing the growth of labour productivity. First, both growth rates have been
standardised by referenceto the growth of total value added and employment, and,
secondly, they are ratios of (standardized)growth rates rather than growth rates of
ratios.

Labour productivity in goods producing activities has been growing slightly
more rapidly (ratio 1.1} than inthe economy as a whole, while productivity growth in
services (ratio 0.9) has been slightly below average. The above average productivity
growth in the goods sector is attributable to the very high rate of growth in mining
and quarrying. The value added generated by this activity is of a peculiar nature in
that it comes from using up exhaustible resources —North Sea oil, for example.
Ignoringthis activity, productivity growth for the goods sector would be at about the
national average. The below average productivity growth in the service sector is
attributable to relatively low growth recorded for government services. As noted
above, the growth of real value added in government may well be understated
because of measurement problems, and if value added in government was measured
in the same way as in other activities, productivity growth in services as a whole
might well be also around the national average.
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Table 11. Relative labour productivity in goods-producing and service activities

Percentage share in:
Real value added
Employment

Ratio

Annual relative growth

rates of
Real value added
Employment

Ratio

GOODS SERVICES
Transportablegoods ) Market services Non-market services
Agriculture, - Electricity, Wholesale. T it Fi ;: . .
Total Total ?onlzlrt:e M:::g Mam:da& g::l § Constructio Total Total r(;t:u?\ée ra;sgo . Ir:::;:g Cor:or:il;Tty, Total G::nrr- Pn\;art:ﬁnon-
and . turing and hotels communi- estate . .
fishing quarrying water etc. cations business persorial Services services
41 34 4 4 24 3 7 D 44 14 7 15 8 16 14 1
41 33 8 1 23 1 8 D 41 17 7 6 11 D 17 2
10 10 05 4.0 10 30 09 10 11 0.8 10 25 0.7 038 08 05"
0.85 0.99 0.43 167 0.79 148 0.29 121 125 0.96 118 189 118 1.06 1.07 0.25
0.74 0.72 0.56 0.85 0.82 1.15 0.87 128 121 111 105 172 124 149 1.63 0.93
11 14 08 20 10 13 03 0.9 10 09 11 11 10 07 0.7 03

Source: The data ON per cent shares are de




SUMMARY

With the exception of Turkey, in all countries for which data are available,
"services" broadly defined to include government activities now account for a
greater share of total value added than goods producing activities such as
agriculture, mining, manufacturing, construction and utilities. However, when
government activities are removed the remaining "market services" account for
about the same proportion of total value added as goods production and, in sixteen
out of 22 QECD countries, goods producers contribute at least as much to total
value added as do market service producers. This narrower definintion of services,
i.e. excluding government activities, may more closely correspond to what most
members of the general public mean when they talk about the "service sector".

Services can usefully be divided into two groups according to whether or not
they are directly linked to the production of goods. "Directly-linked" services are
those which goods producers have inthe past provided for themselves within their
own establishments, but which are increasingly being contracted out to specialist
producers who are classified in the services sector. Data available to the QECD are
not sufficiently detailed to distinguish accurately between services directly linked to
goods productionandthe remainder which are here termed "free standing" services,
but an approximate breakdown suggests that "directly linked" services account for
25 per cent of total value added, compared with about 20 per cent for
"free-standing" services.

Inthe light of these observations, claimsthat what have hitherto beenregarded
as industrialised countries have now become "serviceeconomies" needto be treated
with some scepticism. Inthe first place the definition of servicesusedto supportthis
claim seems unacceptably broad because it includesgovernment activities which are
qualitatively different from private business services. More important perhapsisthe
fact that many services such as trade and freight transport exist only because goods
are being produced. Value added in goods production plus directly related services
account on average for more than two thirds of GDP.

In appraising growth of real value added in service activities it is important to
bear in mind that price and quantity measures are in general of lower quality than
corresponding measures for the goods producing sector. Lack of detailed
information on inputs makes it difficult to produce reliable estimates of real value
added using double-deflation; changes in the quality of service output are not
adequately reflected by many of the output indicators in common use; for services
whose output is difficult to define — notably those produced by government — real
output growthis usually equatedto labour input growth with no attempt to measure
changes in labour productivity. These various problems will all tend to lead to
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understatement of the real value added of service activities, and of total GDP of
which they form a large part.

Service activities where real growth has been particularly high during the last
two decades include communications, recreational and cultural services, financial
institutions, real estate except dwellings, and business services. On the other hand
real growth rates have generally been below those for GDP in personal and
household services, insurance, and restaurants and hotels. Growth rates for
wholesale and retail trade and transport have mostly beeninlinewith growthratesin
the goods industries.

The service sector is the main source of employment, accounting for about
60 per cent of employment in the sixteen countries for which data are available.
Employment in market services, however, is about equal to employment in the
goods producingsector and about half of the employmentin market services — equal
to 20 per cent of total employment — is directly linked to the production of goods.
Thus goods production directly and indirectly employs around 60 per cent of the
working population in the OECD area.

Employment in almost all service activities — market and non-market alike —
has been growing more rapidly than In the economy as a whole, while in all goods
producing activities, except for utilities, employment growth has been below
average. Financial, health, recreational and especially business services, have
recorded particularly rapid growth in employment, although their share in total
employment is still very low in most countries.

The ratios of the value added and employment shares provide a measure of
labour productivity in a given activity relative to overall labour producticity. There is
considerable variation between activities depending on the relative importance of
non-labour inputs. Mining, utilities, and financial services have very high ratios of
value added to employment, while the ratios for most services are close to the
national average. There is somewhat less variation between activities in the growth
of relative labour productivity, measuredhere as the ratio of the standardized growth
of real value added to that of employment.

NOTE

1. The distinction between goods-related and free-standing services is similar to the Marxist’s
distinction between, respectively, material and non-material services. There is, however, an
important differencein that material services exclude financial and most business services. In
their book The New Service Economy {Frances Pinter, London, 1983) Gershuny and Miles
classify services into producerand consumer services. This is again a similar distinctionto the
one made in this paper but they include all government activities in producer services.
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