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ABSTRACT

The study examines the relationship between sectorial growth and GDP of India. The study involved
different sectors of economy. The data were subjected to statistical analysis. The cause and effect
relationship was checked by regression model using PASW-18. Since, normality of residuals was
checked in order to avoid spurious regression. The Shapiro-wilk test was used for normality testing.
The result of the study revealed that Industrial sector and service sector have significant impact on
GDP of India.
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INTRODUCTION

The gross domestic product (GDP) is one of the primary indicators used to gauge the health of a
country's economy. It represents the total dollar value of all goods and services produced over a
specific time period; you can think of it as the size of the economy. Usually, GDP is expressed as a
comparison to the previous quarter or year. For example, if the year-to-year GDP is up 3%, this is
thought to mean that the economy has grown by 3% over the last year. Measuring GDP is complicated
(which is why we leave it to the economists), but at its most basic, the calculation can be done in one of
two ways: either by adding up what everyone earned in a year (income approach), or by adding up
what everyone spent (expenditure method). Logically, both measures should arrive at roughly the same
total.

The income approach, which is sometimes referred to as GDP is calculated by adding up total
compensation to employees, gross profits for incorporated and non-incorporated firms, and taxes less
any subsidies. The expenditure method is the more common approach and is calculated by adding total
consumption, investment, government spending and net exports.

11


http://www.investopedia.com/terms/g/gdp.asp
http://www.investopedia.com/terms/i/indicator.asp
http://www.investopedia.com/terms/e/economy.asp
http://www.investopedia.com/terms/g/grossprofit.asp
http://www.investopedia.com/terms/s/subsidy.asp
http://www.investopedia.com/terms/e/expenditure-method.asp
http://www.investopedia.com/terms/n/netexports.asp

International Journal of Applied Finance and Accounting -Ijafa, Vol. 3, Issue - 1, pp. 11-19

Service Sector

An industry made up of companies that primarily earn revenue through providing intangible products
and services. Service industry companies are involved in retail, transport, distribution, food services, as
well as other service-dominated businesses. It also called service sector, tertiary sector of industry.

Agricultural and allied sector

The under-developed countries have low level of per capita income. Further, the share of secondary
and tertiary sector in developed countries is greater than the share of the agricultural sector and allied
sector.

There is a negative correlation between the rise in national income and the percentage share of
agricultural sector and allied sector. As a economy progresses and there is a rise in the per capita
income , it has been observed that the share of agriculture and allied sector in the national income

declines. The percentage contribution of national income of tertiary sector also changes when
economic growth takes place.

Industrial sector

Industrialization has a major role to play in the economic development of the under-developed
countries . thus, industrialization is the only effective solution to overcome the twin problem of over-
population and low per capita income.

The net value of output per man is higher in industry than in agriculture. In addition, the industrial
sector possesses a relatively high marginal propensity to save i.e. creation of surplus.

Agriculture sector

Agriculture Sector of Indian Economy is one of the most significant part of India. Agriculture is the
only means of living for almost two-thirds of the employed class in India. As being stated by the
economic data of financial year 2006-07, agriculture has acquired 18 percent of India's GDP. The
agriculture sector of India has occupied almost 43 percent of India's geographical area. Agriculture is
still the only largest contributor to India's GDP even after a decline in the same in the agriculture share
of India. Agriculture also plays a significant role in the growth of socio-economic sector in India.

Gross domestic product (GDP)

GDP is a monetary measure of the market value of all final goods and services produced in a period
(quarterly or yearly). Nominal GDP estimates are commonly used to determine the economic
performance of a whole country or region, and to make international comparisons. Nominal GDP per
capita does not, however, reflect differences in the cost of living and the inflation rates of the countries;
therefore using a basis of GDP at purchasing power parity (PPP) is arguably more useful when
comparing differences in living standards between nations.

REVIEW OF LITERATURE

Dasgupta, (2005) studied the role of manufacturing and service sector growth towards economic
development in the light of a number of new phenomena: a faster growth of services than of
manufacturing in many developing countries; the emergence of ‘de-industrialization’ in several
developing countries, at low levels of per capita income; jobless growth in the formal sector, even in
fast-growing countries such as India; and a large expansion of the informal sector in developing
countries. Although they examined the phenomena in the specific context of the Indian economy, the
analysis had a much wider application and implications, both for economic policy and for theories of
growth and structural change.
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Basu et.al.(2015) investigated the impact of liberalization on the dynamics of the FDI and GDP
relationship. A long-run co-integrating relationship was found between FDI and GDP after allowing for
heterogeneous country effects. The co-integrating vectors revealed bidirectional causality between
GDP and FDI for more open economies. For relatively closed economies, long-run causality appeared
unidirectional and runs from GDP to FDI, implying that growth and FDI were not mutually reinforcing
under restrictive trade and investment regimes

Srinivasan (2010)said that India’s dynamic services sector has grown rapidly in the last decade with
almost 72.4 per cent of the growth in India’s GDP in 2014-15 coming from this sector. Unlike other
developing economies, the Indian growth story has been led byservices-sector growth which is now in
double digits

P.K. et.al.(2010)Services in India are emerging as a prominent sector in terms of contribution to
national Foreign Direct Investment, Domestic Investment and Economic Growth in China: A Time

Series Analysis. The World Economy, 31(10),1292-1309and states’ incomes, trade flows, FDI inflows,
and employment.

Joshi and seema 2008 ,service sector will be able to contribute to inclusive growth by enhancing
investment, creating employment and human capital, and developing infrastructure. It is important for a
developing country like India with a large, young population to generate quality employment and to
move up the value chain. India needs private investments in key infrastructure services such as
transport, energy, and telecommunications.

Ninan et.al.(2010) It can attract FDI and private investment only with a stable, transparent, non-
discriminatory, competitive policy environment. If the reforms suggested here are implemented, they
will enhance the productivity and efficiency of the service sector and lead to inclusive growth and
private investment only with a stable, transparent, non-discriminatory, competitive policy environment.
If the reforms suggested here are implemented, they will enhance the productivity.

and efficiency of the service sector and lead to inclusive growth.

Giri (2007) said that pOroductivity or labour productivity gives as estimate of the average economic
value generated by an average worker. Labour productivity levels in a way determine the quality of
employment. High levels of labour productivity by themselves do not ensure high wage levels and
better conditions of work. However, high levels of labour productivity are one of the necessary
conditions to achieve high wage levels and better conditions of work.

Barry et.al.(2010) said that high productivity sector are likely to provide better quality employment. It
can be also said, with a few caveats that highproductivity employment is also likely to be more
sustainable and stable. Productivity difference across different service activities also has implications
for equity.

Chenery (1961) & Kasper (1978) found the secular view as the resources reallocate because the change
in income and taste of society, as the income increased the primary goods demand fall so that the
percentage of spending of income fall on primary products. However the secondary and tertiary sector
developed in this stage at the cost of primary sector. In fact after reaching primary sector into its
minimum, growth in tertiary sector occurs at the cost of secondary sector for the reason of high growth
in income. The structural change in Bacon-Eltis appeared for the reason that rapid growth of public
sector and the resources are shifted from services sector because government biasness toward services.
Simultaneously government spending refused to paid by public in terms of high taxes. Therefore the
government spending is paid by consumption of national saving, reduction in investment and net
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exports. Consequently, manufacturing sector set under pressure because of high demand of wage
through trade union

Fuchs et.al.(1980) was designed the relevant macro-variables that include share of services in GDP
(SER) as explained variable, and explanatory variables such that, population size, external as well as
internal factors. It is anticipated total population would positively connect. The control variables are
further divided into two sets; external factors and domestic factors. The external factors contain
external total debt (TD), foreign direct investment (FDI) and the trade liberalization (TL) measured by
import plus export divided by GDP. Further second set of control variable comprises aggregate
consumption (LC) ratio to GDP, gross f GDP growth rate (GDPR). The study has taken log of all
proposed variables to remove the problem of heteroskacidcy. Although in literature the effect of debt to
the GDP is negative on services growth, foreign direct investment and trade liberalization has positive
impact on services growth. In case of domestic factors which comprise household and government
consumption, gross fixed capital formation, labor p .

Colin and clark said civilization progresses human desires increase leading to the evolution of
education activities. The expansion of both health and education sectors have made the advancement of
service sector. The service sector can be ganged by its contribution to different aspect of the economy.
In the decade period between 2000-01 and 2010-15. Was highly increased in compare1950-51 to 2000-
01. This period service sector and other services have been increased.

Clark et.al.(2011) The Indian economy has contributed to the services sector of about 55.2 per cent
share in G.D.P its growing by 10 per cent annually, contributing to the total employment, a high share
in foreign direct investment and one-third of total exports and recording very fast at 27.4 per cent in
export growth of the first half of 2010-11. While latest available data has been taken from the national
and international sources. Some services, such as infrastructure include the roads, railways, civil
aviation, financial services and social services. The social services including the health and education
play a major role in enhancing the contribution of service sector to its Indian economy. In India the
contribution of service sector to the Indian G.D.P ( Gross Domestic Product) is classified in three
heads. In the first head Trade, Hotles, Transport and Communication. In the second head Financing,
Insurance, Real estate and Business services. In third head Other services along with Public
Administration and defense and Health and Education sectors have been incorporated articipation,
growth rate and literacy rate has positive effect in literature.

Jansen(2006) The service sector makes an important contribution to gross domestic product (GDP) in
most countries, providing jobs, inputs and public services for the economy. Trade in services can
improve economic performance and provide a range of traditional and new export opportunities.
However, services liberalisation also carries risks, and appropriate regulation and other complementary
policies help to ensure that liberalisation delivers the expected benefits. We have reviewed the
literature on these issues for six service sectors (tourism, financial services, energy services,
information and communications technology and Mode 1V).

Jenkins et.al.(2000) said the services to development makes a direct significant contribution to GDP
and job creation, and provides crucial inputs for the rest of the economy, thus having a significant
effect on the overall investment climate, which is an essential determinant of growth and development.
Some service sectors, such as the health, education, water and sanitation sectors, are also directly
relevant to achieving social development objectives.

Kumar (2007) The Services sector accounts over one half of India’s GDP. The examination of the
Services sector at a reasonably disaggregated level is necessary because the services sector (tertiary
sector) is very highly heterogeneous in nature than the primary and the secondary sectors. Further
technological advance, the process of globalisation and increased reliance of outsourcing have led to
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rapid changes in the economic structures of many economies including India. And these changes have
resulted in the relatively higher levels of growth of the services sector.

Layton et.al.(1989) This study attempts to understand the growth and structure of the services sector in
India through the analysis of the sub- sectors within the services sector at a level of disaggregation that
has so far not been adequately analysed in the literature. It identifies sub- sectors within services that
have contributed mainly to GDP growth. It also identifies sub- sectors that have contributed mainly to
employment growth. The quality of employment in the services sector is examined through the
analysis of the productivity contributed mainly to GDP growth. It also identifies sub- sectors that have
contributed mainly to employment growth.

OBJECTIVES OF THE STUDY

e To check the impact of sectorial growth on economic growth (GDP).
e To open new avenues for further researches.

RESEARCH AND METHODOLOGY

The study is causal in nature. It is aimed to find out the impact of sectorial growth on GDP. The study
is done to analyze the relationship in Indian context. For the same various indicators have been
considered to define the Sectorial growth specifically Industrial sector, Agriculture sector, service
sector, Agriculture and allied sector were taken . The data have taken for the last 21 years (1995-96 to
2015-16). Non probability purposive sampling technique was used for selecting the sample.

RESULT AND DISCUSSION

Multiple Regression test -
Ho - There is no significant impact of sectorial growth on GDP.

Model Summary

Model | R R Square [ Adjusted R Square | Std. Error of the Estimate | Durbin-Watson
1 .973%(.947 .934 49893 1.902

a.Predictors: (Constants),SG, AAG, IG, AG
b. Dependent Variable: GDP

In above model summary table the R, R? , adjusted R? and the standard error of the estimate are found
which are used to determine how well a regression model fits the data. The R column represents the
value of “R”(the multiple correlation coefficient).Here, R can be considered to be one measure of the
quality of prediction of the dependent variable(GDP).A value of 0.973 indicates a good level of
prediction. The value of D-W statistics (1.902) is close to ideal value (2) which reveals there is no auto
co-relation among the variables. The “R Square” column represents the R? value (coefficient of
determination) which is the proportion of variance in the dependent variable GDP, which is explained
by the independent variables (IG, AG, AAG and SG ).In above table we have adjusted R? value of
0.934 that are independent variability of our dependent variable GDP.
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ANOVA
Model Sum of Squares Df Mean Square F Sig.
1 | Regression 71.455 4 17.864 71.763 .000?
Residual 3.983 16 249
Total 75.438 20

a.Predictors: (Constants),SG, AAG, IG, AG
b. Dependent Variable: GDP

The F ratio in the Anova table test whether the overall Anova table is good fit for the data .The table
shows that independent variables (SG, AAG, AG and IG) statistically significantly predict the
dependent variable (GDP). The value of F statistics is 71.763 with probability value (.000) means our
independent variables SG, AAG, IG, AG are jointly explaining our dependent variable GDP because

the P value (.000) is less than standard value (0.05) which is desirable. Hence, Hy is rejected. As a
result we can say that, “there is a significant impact of sectorial growth on GDP

Coefficients?

Model Unstandardized Standardized | T Sig.
Coefficients Coefficients
B Std. Error | Beta

1 (Constant) .099 .0592 .166 .870
IG 288 044 510 6.551 | .000
AAG 116 142 243 817 426
AG 107 124 257 .866 399
SG 480 072 442 6.687 | .000

a.Dependent Variable : GDP

The t statistics of our independent variable AAG (agriculture and allied sector growth) and AG
(agriculture growth) is not explaining our dependent variable GDP because the p value, 0.426 and
0.399 > .05 (standard value) but, our other independent variable IG(industrial growth) and SG(service
sector growth) is explaining our dependent variable (GDP) because the p value, 0.000 < .05
(standard value).

Regression Equation

Y=a+ bix + boXo+ baxz+ baxa+€
Here,

y = dependent variable (GDP)
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a= the "’y intercept”

b;= the change in y for each 1 increment change in x;(1G).

b,=the change in y for each 1 increment change in X,(AAG).

bs=the change in y for each 1 increment change in x3(AG).

bs=the change in y for each 1 increment change in x4(SG).

X1=An X score on first independent variable (1G) for which we tried to predict a value of y.
X,=An X score on second independent variable (AAG) for which we tried to predict a value of y.
X3=An X score on third independent variable (AG) for which we tried to predict a value of y.
X4=An X score on fourth independent variable (SG) for which we tried to predict a value of y.
E =error

a +(.288)x1+ (.116)x,+ (.107) x3+ (.480) x4+ €

Tests of Normality
Ho : Residuals are normally distributed

Shapiro-wilk

Statistics Df Sig.

915 21 .069

The significant value of residuals normality is (.069) more than the standard value 0.05 , thus Ho is not
rejected . so, residuals are normally distributed refers the validity of regression model.

LIMITATION AND SUGGESTION

The purpose study is an attempt to analyze the impact of Industrial sector, Agriculture sector,
Agriculture and allied sector And Service sector on GDP of India. It is suggested that some parameters
may be considered to analyze the overall economic growth of the country and growth of different
sectors.

This study is based on specifically in Indian context. It may be carried on comparative analysis
between different sectors.

This study is focused on cause and effect relationship only so it is suggested that co-relation can be
checked individually between the (Industrial sector and GDP), (Agriculture sector and GDP),
(Agriculture and allied sector and GDP), and (Service sector and GDP).

CONCLUSIONS

In the outcome of proposed study supported the above phenomenon that Industrial sector and Service
sector have a significant impact over GDP and there is no significant impact of Agriculture sector and
agriculture and allied sector on GDP.
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