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Introduction. It is no secret that states are developing and implementing policies
that will ultimately contribute to the welfare of their residents and the development of
the economy. One of the most important indicators characterizing the economic
development of the state is the indicator of economic growth or GDP growth rate. In
fact, economic growth is the result of an increase in production volumes, an improvement
in the welfare of the population, an increase in private individuals and government
revenues.

In these conditions of the global crisis and in the context of wars intensifying every
day, it becomes necessary to look at the economic growth and development of countries
from a different point of view. Theories and models describing economic growth reveal
various ways in which current activities can affect economic development. Theories of
economic growth have changed over time depending on new and improved tools of
statistical and mathematical analysis.

According to Smith's definition, one of the main characteristics of economic
growth is the division of labor!, and according to the definition of the World Bank,
“economic growth is measured by changes in the volume of production or the actual
incomes of residents.?”

For many years, the traditional model of economic development of countries has
been the development of production, which contributed to the creation of jobs and
welfare. Nevertheless, as G. Nayyar notes, over the past three decades, especially in
developing countries, the service sector has grown more than the production.
According to him, the service sector is increasingly becoming the driving force of
economic transformation, even though the policy is focused on production. Most of the
workers in low- and middle-income countries are currently employed in the service
sector, and since the 1990s they have become more productive, which has increased
income.

“This service-based economic transformation is possible thanks to new scaling
opportunities, innovations and spin-offs that have made manufacturing more efficient
in the past.” Delivery capabilities, as well as branching and franchising, increase the
chances of service providers to enter larger markets. The use of digital technologies in
business processes and the associated expansion of intangible capital can stimulate
innovation by complementing the workforce. Services also benefit other sectors, for
example by facilitating the development of production and complementing the

1 Adam Smith's Theory of Growth, Marginal Revolution University,
https://www.youtube.com/watch?v=DevD4b7HQ7U
2 https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?view=chart
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production of manufactured goods.!

The relevance of the article. The economic development of any country directly
depends on the progress of three sectors of the economy, namely: the primary sector,
the secondary sector and the tertiary sector. For quite a long time, the main direction
ensuring the development of the economy was production and industry. Since the
middle of the last century, the service sector has become more popular and the growth
of which, as researchers have found, presumably suppresses economic development.
Therefore, the main purpose of the article is to identify the impact of the service sector
on the economic development of the country.

To achieve that purpose following objectives are set in the scope of the article:

o To study the factors contributing to economic growth.
o To identify the role of service sector for country's development.

The topic has been studied by foreign researchers, international organizations and
Armenian authors. The current study is an attempt to show the role the service sector
has in explaining population's welfare.

Literature review. States develop and put in use policies to contribute to progress of
economy's 3 main sectors. The primary sector of the economy directly uses natural
resources by participating in the production and extraction of raw materials from
agriculture, fisheries, forestry, mining, dairy products, etc., the secondary sector, also
known as the industrial sector, is associated with activities that involve the conversion
of raw materials into useful product. The primary sector includes those areas of actual
activity where there are more unemployed.

The tertiary sector, also known as the services sector, includes, for example, health
and social security, tourism, leisure and entertainment, and retail. In recent years, the
service sector has undergone a significant evolution, which, in turn, has given it an
independent status of the country's manufacturing sector. In addition, this sector also
has a significant impact on the currency and, thus, makes a significant contribution to
the modern economic development of the country.?

The difference between services and goods begins with the difference in their
nature: products have a physical nature, can be stored, whereas services disappear as
soon as they are produced, goods continue to exist after production. Therefore, the
service sector has often been singled out as a sector slowing economic growth. Smith
also touched upon this issue. According to him, an increase in the cost of creating
services necessarily implies a decrease in capital accumulatio. Since the rate of economic
growth, according to Smith's analysis, is positively related to the rate of capital
accumulation, it follows that the expansion of the service sector leads to lower growth
rates.® In addition, Smith noted that production productivity is higher, while other

1 At Your Service? The Promise of Services-Led Development,
https://www.worldbank.org/en/topic/competitiveness/publication/promise-of-services-led-development

2 https://www.geeksforgeeks.org/role-of-service-sector-in-modern-economic-development-of-india/
3 Krishna Dutt, A., & Young Lee, K. (1993). The service sector and economic growth: some cross-section

evidence. International Review of Applied Economics, 7(3), 311-329.
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activities are inefficient, even if they contribute to the well-being of people, since they
do not produce tangible and exported goods. !

Prejudice against the service sector is deeply ingrained. Some consider it a useless
sector supporting other sectors of the economy, such as agriculture and manufacturing.

Adam Smith, in his Wealth of Nations, questioned the social value provided by
those engaged in the service sector “churchmen, lawyers, doctors, writers of all stripes,
comedians, musicians, opera singers, dancers, etc.?”

Baumol also justified the overwhelming influence of the service sector on economic
growth. One of the important statements is also that manufacturing activity is the
engine of economic growth, since it causes technological changes that have a beneficial
effect on the entire economy due to side effects. And the expansion of the service sector
by reducing the share of the manufacturing industry reduces the efficiency of this
engine.? A number of researchers of the last century supportted this argument.

In one of the studies conducted in 2006, Krishna and others studied the
relationship between the service sector and economic growth, found out that the role of
the service sector in economic growth depends on how this role is measured. Data from
many countries for 1961-69, 1970-79 and 1988-89 were selected as the basis of the
study, for describing the role of the service sector in determining the growth rate of real
GDP in different countries, considering other factors determining growth, such as the
level of investment emissions and population growth rates. As a result:

e The average growth rate of real GDP by country is negatively related to the average
share of employment in the service sector by country in the 1960s and 1970s, but
this effect is small.

e There are grounds to argue that, at least in normal periods, the Service sector has a
negative impact on economic growth. Higher growth rates of the service sector
suggest that all other things are constant, GDP is growing faster, this may be since
the volume of services is a component of GDP.

e In the data of the 1980s, there was no negative relationship between the increase in
employment in the service sector and the growth rate: 4
In our opinion a negative attitude towards the service sector is not entirely

justified. Currently, many professions in the service sector have their own useful and
positive influence. But does the service sector contribute to the economic development
of the country, improving the welfare of the population?

Currently, many countries ensure their growth through the growth of the service
sector. Every day in the developing and modern stages of globalization, the role of the

! Shiva Ebneyamini, Defining the Service Sector in the Global Economy, Journal of Science and
Technology Policy Letters (JSTPL), Vol 10, Issue 1, pp 5-16

2 https://www.imf.org/external/pubs/ft/fandd/2014/06/loungani.htm

3 Herbert G. Grubel and Michael A. Walker, Service Industry Growth Causes and Effects, 1989 by The
Fraser Institute, pp. 14, 120

4 Krishna Dutt, A., & Young Lee, K. (1993). The service sector and economic growth: some cross-section
evidence. International Review of Applied Economics, 7(3), 311-329.
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service sector is becoming more and more important. When developing their policies,
states determine priority areas, develop policies to ensure the development and growth
of these areas, and ensure economic development. In particular, one of the priority areas
of development of many states in recent years is tourism, the development of
information technologies, and on the path of knowledge-based development, the role of
education, science, telecommunications, and healthcare cannot be ignored.

As a result, a certain group of countries with a "service economy" emerged, which
laid the foundation for their growth in the development of the service sector. In
particular, the development of the United States in recent decades has largely been
shaped by the service sector. Already in 1940, the United States became the so-called
“service economy”, which means that more than half of their workforce is engaged in
the production of intangible assets. In 1975, two-thirds of the workforce was part of the
tertiary sector, which has become the number one driving force of the U.S. economy in
recent decades!.

Research methods. In the framework of this study, we have examined the works of
different authors, the structure of GDP in Armenia, and the share of service sector in
GDP: methods of systematic, descriptive analysis were applied. Data from the World
Bank, Statistical Committee of the Republic of Armenia were used.

Analysis. As we know, gross domestic product (GDP) is the standard measure of the
value added created through the production of goods and services in a country during a
certain period. As such, it also measures the income earned from that production, or the
total amount spent on final goods and services (less imports).? For identifying various
spheres’ role in formation of GDP we observed the changes in the structure of GDP in
the Republic of Armenia (Figure 1):

According to Figure 1, in the structure of Armenia's GDP, the largest share is in the
sphere of trade and services, the share of which annually records stable growth, the
other sector that recorded growth is industry at the expense of the manufacturing and
mining industries. Agriculture and construction showed a noticeable decrease of 7.5%
and 4.9%, respectively, in 2022 compared to 2012. Based on the Figure 1, it can be
stated that Armenia's economic activity is provided by the sphere of trade and services
in recent years.

The concept of tourism development adopted in 20083 can play a role in explaining
the growth of the service sector in Armenia, as a result of which the infrastructure of
the service sector began to develop on a new scale, programs to stimulate tourism were
developed.

! https://www.grin.com/document/50089
2 https://data.oecd.org/gdp/gross-domestic-product-gdp.htm

3 https://www.mineconomy.am/media/2081/1454.pdf
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Figure 1:The structure of Armenia's GDP by spheres 2012-2022.!

Table 1 can give a clearer idea of which subsectors contributed to the increase in
the share of services in GDP, to what extent it contributed to the economic

development of our country:
Table 1
The value of subsectors of the service sector in the structure of GDP production by year (%).2

20122013 2014 | 2015|2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022

Wholesale and retail trade. | 12.1| 12 |11.8|109| 9.8 |11.1 |115|11.7|10.8 |11.3|11.8
repair of cars and
motorcycles

Transport and warehousing | 3.1 | 26 | 3 |25 |28 | 3 |32 |32 |24 | 28|37

Organization of accommo- | 0.8 1 1111212141619 |11 |17 |19
dation and public food

Information and 34 (33|34 (343533 (32|33 |38|38]|45
communication

Financial and insurance 4 4 | 43|39 |44 |49 55| 6 7 6 8
activities

Real estate related activities | 8.2 | 8.1 | 84 | 87 | 86 | 78 | 77 | 78 | 69 | 74 | 79

Professional, scientific and 1 1 1112112 (1112|1211 |11} 11
technical activities

! Source: RA Statistical Committee, System of National Accounts, 2012-2021
2 Source: RA Statistical Committee, Trade and Other Services 2012-2022
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Administrative and support | 1 08,109|08|09]|09|09]|09]|06]|07]0.7
services
Public administration and 37| 4 |43 |49 |49 | 47 |44 |45 (56| 5 | 46
defense. compulsory social

insurance
Education 29 12928 3 3 |27 1126|2528 |27 |24
Public health and social 35|38 (38|39 |41 |42 |43 |46 |54 |67 |53
services

Culture, entertainmentand | 1.3 | 1.3 | 1.8 | 3.2 | 46 | 46 | 56 | 56 | 49 | 3.1 | 2.7
recreation
Other services 07106 |06|06|07[09|09]|07|07]|06] 06

According to the Statistical Committee of the Republic of Armenia, trade has the
largest share in the service sector, followed by the subsectors of real estate, finance,
health and social services. Studying the dynamics of growth, we notice that the
mentioned subsectors mostly maintain the same growth rates, but in particular, the
culture, entertainment and recreation subsector has almost doubled since 2015, and the
growth in the financial and insurance activities subsector is also quite noticeable.
Culture, entertainment and recreation the growth of the subsector is the fastest
compared to others, even mining, agriculture do not register such dynamic growth.

A deeper study of the circumstances contributing to the growth of this subsector
will help to get the clearer view of the situation.We have considered the change in the
constituent sections of the culture, entertainment and recreation subsector for 2017-
2021 (Table 2). In particular, in 2017, 19.6% of the growth of the service sector was
provided by this subsector, 22.32% in 2018-23.7% in 2019, 19.9% in 2020 and 12.5% in
2021.

Table 2
Changes in the constituent sections of the “culture, entertainment and recreation” subsector for
2017-2021 compared to the previous period (%)*

2017 2018 |2019 |2020 |2021

creative. activities of artistic and ceremonial 107.7 (1233 |1455 (413 |165.9
performances, libraries, archives, museums and other
cultural organizations

activities related to the organization of games with 1225 |137.1 (1221 (816 |66
winnings, includjng‘

casino activities 95.1 111.7 {109.1 |16.1 32.6

slot machines with lottery cash winnings. 101.7 |7.7 49.7 1389 |-
organization of gaming terminals, virtual games and |134.9 (1455 |1253 |95 67.2
betting activities.

Tourism, Travel, Recreation 1226 |120.8 (122.1 |54 189.4

1 Source: RA Statistical Committee, Trade and Other Services 2017-2021
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As the data of the table shows, in this subsector, a fairly high growth is provided, in
particular, by activities related to the organization of gambling, where lotteries,
bookmaking and betting activities occupy a large place.

Even though the numbers show decrease in the share of winning games and the
state adopted various legislative acts against gambling activities the study in microlevel
shows that the number of users of betting games grow day by day. This casts doubt on
the role of the service sector in ensuring economic development, since it turns out that
the growth of orts is provided by gambling, which in itself does not create any value.

Scientific novelty. Through a comprehensive analysis of relevant literature and
statistical data, our study has identified the sectors that exert a significant impact on the
Gross Domestic Product (GDP) growth. Our findings have demonstrated that economic
growth cannot be solely attributed to general economic development, but rather it is
crucial to delve deeper into the underlying factors driving such changes. Specifically,
our research has revealed a strong correlation between the growth of the service sector
and the expansion of the gaming and betting industries within the Republic of Armenia.
This phenomenon has led to a distinct growth pattern, creating a perceived sense of
advancement within the country.

Conclusion. Growth in tourism, travel and recreation is conditioned by the state
support aimed at tourism sector development. This subsectors’ activity contributes to
growth of employement in the sector, it creates a value chain which promotes not only
the activity of service sector but also activities of farmers, creation of infrastructure and
etc.. The growth of service sector thanks to tourism has not only positive effect by
creating workplaces, growing income of population and real sector, but also contributes
to development of our country’s image, makes our culture recognizable to wider world
population. Especially during COVID-19 pandemic and after that domestic tourism
flourished.

Even though service sector doesn't produce tangible assets, goods that can be
restored and used, it highly contrtibutes to the country's development through the
creation of workplaces, growth of income thus creating a base for ensuring population's
welfare.

Therefore, it will be difficult to say unequivocally that the service sector has a
negative impact on the development of the economy, since as a result of one of the
globalization’s positive effects - services are consumed not only in the domestic market,
but also in the foreign ones and the borders in the case of services have disappeared,
many services have a technological orientation and provide high incomes. Our country
can take examples of such developed countries as USA, UK, China, Germany, service
sector of which have more than 50% share of GDP.
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POJIb ChEPLI YCNYT B PA3BBUTUUN SKOHOMUKU

Mapuam BappaHosHa lNorocsax

Annoranya. OguH U3 caMBIX BRXXHBIX MHIMKATOPOB, XapaKTEPHBIX I SKOHOMU-
YeCKOTO pasBUTHUA IOCYJAPCTBA SIBIAETCI WHAMKATOP S5KOHOMHUYecKoro pocra miau BBII
pocta. B camom gese, 5KOHOMHYECKHH POCT ABIAETCA Pe3yIbTaTOM YBeIUYeHHT
00BEMOB IIPOM3BOZCTBA, YIy4IleHus 0JaroCOCTOAHUS HACeleHUS, U YBeJIUIeHUA JOXO-
ZOB HAaceJIeHH U IIPaBUTEIbCTBA.

AxTyanbsHOCT CTarbu. /[OBOJIBHO ZOJITOe BpeMs OCHOBHBIM HaIlpaBlIeHUEM, obec-
IIeYNBAIOIIUM Pa3BUTHe S5KOHOMUKH, OBIJIO IIPOU3BOACTBO U IPOMBINLIEHHOCTh. C cepe-
IOVHBI IIPOIIJIOrO BeKa Bce Oojiee MOIYJIAPHBIM CTaJl CEKTOP YCIYT, POCT KOTOPOTO, KaK
BBLACHUJIN HCCJIeIOBAaTeIH, IPeAIIOIOKUTeIbHO IIOAABIAeT SKOHOMHUYeCKOe pa3BUTHe.
ITosTOMy OCHOBHOI LIeZIBIO CTaTBM ABJIAETCS BBIABICHHE BIMAHMA CEKTOpa YCIyT Ha
SKOHOMHUYIECKOe Pa3BUTHe CTPaHEI.

11 OCTIDKeHNUA 3TOM IeIU CTAaBATCA CIeAyIOIIYe 3aadn:

e M3zyuuTs aKTOpEHI, CITIOCOGCTBYIONIE SKOHOMUYECKOMY POCTY.
e OmnpezenuTs poib CEKTOpPA YCIYT B Pa3BUTUH CTPAHBL.
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Hayuynas moBu3Ha craThu. biaromaps BcecTopoHHeMy aHanM3y COOTBETCTBYIOIIEH
JIUTEPaTyphl ¥ CTaTHCTUYECKUX JAHHBIX Hallle MCCIel0BaHUE BBIABUIIO CEKTOPHI, KOTO-
Ppble OKa3bIBAIOT 3HAUUTEIBHOE BJIMAHME HAa POCT BAJIOBOTO BHyTpeHHero mpozykra (BBII).
Hamu pesyspraTs! IIOKa3anu, YTO SKOHOMHYECKHUH POCT HeJIb3A OTHECTH MCKITIOYUTETEHO
K o0IieMy 5KOHOMHUYECKOMY Pa3BUTHIO, CKOpee, KpaliHe BaKHO IIy0)ke BHUKHYTH B
OCHOBoOTOIaTaomye HaKTOPHI, IPUBOAANINE K TAKUM M3MeHeHHAM. B yacTHOCTH, Hame
HCCIIeJOBaHUE BBIABIJIO CHJIBHYIO KODPEIAIMI0 MeXAYy POCTOM CeKTOpa YCIyT Hu
pacuIupeHueM HMHIYCTPUHU A3apTHBIX UTP U CTAaBOK B PecnyOnuke ApmeHus. Jrto ABie-
HUe TIPUBeJO K OTYEeTIMBOM MOJeNU POCTa, CO3/alouiell OIlylleHre IPorpecca BHYTPH
CTpaHBL.

BrmBogpl. CroxHO Oy/eT OJHO3HAYHO CKa3aTh, YTO cdepa yCIyT OKa3pIBaeT Hera-
THBHOE BJIMAHME Ha Pa3BUTHe SKOHOMHUKH, TeM Oojiee YTO YCIYTH NOTPeOIAIoTCA He
TOJIPKO Ha BHYTPEHHEM pBIHKe. 'paHUIIBI B CiIydyae C yCIyTraMH MCYe3Id, MHOTHe yCIyTH
MMeIOT TeXHOJIOTMYEeCKYIO HaIIPaBJIeHHOCTh, O0eCIeYnBaloT BBICOKMe moxozmsl. Hamra
CTpaHa MOXeT IIPUBECTH IIPUMEPHI TAKUX pa3BUTHIX cTpaH, Kak CIIIA, BexukoGpuranus,
Kwurait u I'epmanus, Ha OJTIO CEKTOpa yCIyT KOTOpBIX npuxoaurcsa 6osee 50% BBII.

KimogeBsie cyroBa: s5KOHOMUYeCKHH pocT, cdepa yCIyT, pasBUTHe, TypU3M, YCIYTH,
IIPOM3BOZICTBO, I100AIN3aALNA, POCT

THE ROLE OF THE SERVICE SECTOR IN ECONOMIC DEVELOPMENT
Mariam Vardan Poghosyan

Abstract. One of the most important indicators characterizing the economic
development of the state is the indicator of economic growth or GDP growth rate. In
fact, economic growth is the result of an increase in production volumes, an
improvement in the welfare of the population, an increase in private and government
revenues.

The relevance of the article. For quite a long time, the main direction ensuring the
development of the economy was production and industry. Since the middle of the last
century, the service sector has become more popular and the growth of which, as
researchers have found, presumably suppresses economic development. Therefore, the
main aim of the article is to identify the impact of the service sector on the economic
development of the country.

To achieve that purpose following objectives are set in the scope of the article:

e To study the factors contributing to economic growth,
e To identify the role of the service sector in country's development.

Scientific novelty. Through a comprehensive analysis of relevant literature and
statistical data, our study has identified the sectors that exert a significant impact on the
Gross Domestic Product (GDP) growth. Our findings have demonstrated that economic
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growth cannot be solely attributed to general economic development, but rather it is
crucial to delve deeper into the underlying factors driving such changes. Specifically,
our research has revealed a strong correlation between the growth of the service sector
and the expansion of the gaming and betting industries within the Republic of Armenia.
This phenomenon has led to a distinct growth pattern, creating a perceived sense of
advancement within the country.

Conclusion. It will be difficult to say unequivocally that the service sector has a
negative impact on the development of the economy, since services are not consumed
only in the domestic market, borders in the case of services have disappeared, many
services have a technological orientation, provide high incomes. Our country can take
examples of such developed countries as the USA, the UK, China, and Germany, service
sector which have more than 50% share of GDP.
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