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Annotation. This article explores the critical role of the service sector in 
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enhance the sector’s impact and overcome existing challenges. 
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Аннотация. В этой статье рассматривается важнейшая роль сферы услуг в 

содействии социально-экономическому развитию, особенно в контексте 

улучшения условий жизни и сокращения бедности. В ней подчеркивается, как 

расширение услуг способствует созданию рабочих мест, росту доходов, доступу 

к основным услугам и инклюзивному развитию. Особое внимание уделяется 

роли услуг в расширении прав и возможностей молодежи, женщин и 

маргинализированных слоев населения, а также важности инноваций и 

цифровой трансформации. В статье также излагаются рекомендации по политике 

для усиления воздействия сектора и преодоления существующих проблем. 
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INTRODUCTION 

In the contemporary global economy, the service sector has emerged as a crucial 

pillar of socio-economic development. No longer overshadowed by agriculture and 

manufacturing, services now account for a significant share of GDP, employment, and 

economic innovation in both developed and developing countries. This transformation 

has positioned the service sector not only as a source of economic growth but also as a 

powerful instrument for enhancing livelihoods and reducing poverty. In the 21st 

century, the global economy has experienced a profound shift from agriculture and 

industry to service-based growth. The service sector—which includes diverse activities 

such as education, healthcare, finance, transportation, retail, tourism, and digital 

services—now plays a dominant role in economic structure and employment patterns, 

especially in developing and emerging economies. This transformation is not only a 

reflection of technological progress and urbanization, but also a key pathway for 

achieving inclusive and sustainable development. 

The relevance of the service sector lies in its capacity to absorb labor, provide 

access to essential services, and create entrepreneurial opportunities. Unlike capital-

intensive industries, many services are labor-intensive, flexible, and more accessible 

to low-income populations, women, and youth. Services like microfinance, e-

commerce, telemedicine, and vocational training have proven effective in improving 

household income and empowering marginalized groups. Moreover, the rise of digital 

technologies has expanded service delivery into rural and remote areas, helping bridge 

inequality gaps. 

Despite its growing significance, the service sector in many developing countries 

still faces challenges such as informality, low productivity, digital exclusion, and 
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policy constraints. However, with proper investment in infrastructure, human capital, 

and regulatory reforms, services can serve as a cornerstone of poverty alleviation 

strategies. 

This paper aims to analyze the economic and social potential of the service sector 

in improving livelihoods and reducing poverty. It explores its contributions to 

employment, income generation, access to essential services, and inclusive 

development. In doing so, it draws from global data, country-specific experiences, and 

policy recommendations to highlight how service-led growth can be a viable and 

sustainable strategy for poverty reduction in both urban and rural contexts. 

LITERATURE REVIEW 

The service sector has increasingly been recognized as a pivotal force in driving 

economic growth, enhancing livelihoods, and reducing poverty, particularly in 

developing countries. According to the World Bank, services now account for over 

two-thirds of global GDP and employ more workers than any other sector, highlighting 

their central role in modern economies.1 

Ghani and Kharas (2010) argue that services contribute more to GDP growth, job 

creation, and poverty reduction than industry in many developing countries. They note 

that services now account for more than 75% of the global economy and are the fastest-

growing sector in global trade.2 

The International Labour Organization (ILO) emphasizes that productive 

employment and decent work are key elements to achieving a fair globalization and 

poverty reduction. Their Decent Work Agenda focuses on job creation, rights at work, 

social protection, and social dialogue, with gender equality as a crosscutting objective.3 

 
1 Services offer a springboard to jobs and growth for developing countries. September 19, 2023. Services offer a 

springboard to jobs and growth for developing countries 
2 Service with a Smile: A New Growth Engine for Poor Countries. Commentary Op-ed Service with a Smile: A New 

Growth Engine for Poor Countries Ejaz Ghani, Arti Grover, and Homi Kharas May 4, 2011/ 

https://www.brookings.edu/articles/service-with-a-smile-a-new-growth-engine-for-poor-

countries/?utm_source=chatgpt.com  
3 The ILO's Decent Work Agenda. Decent work. https://www.ilo.org/topics/decent-work?utm_source=chatgpt.com  

https://blogs.worldbank.org/en/trade/services-offer-springboard-jobs-and-growth-developing-countries?utm_source=chatgpt.com
https://blogs.worldbank.org/en/trade/services-offer-springboard-jobs-and-growth-developing-countries?utm_source=chatgpt.com
https://www.brookings.edu/articles/service-with-a-smile-a-new-growth-engine-for-poor-countries/?utm_source=chatgpt.com
https://www.brookings.edu/articles/service-with-a-smile-a-new-growth-engine-for-poor-countries/?utm_source=chatgpt.com
https://www.ilo.org/topics/decent-work?utm_source=chatgpt.com
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Rodrik and Sandhu (2024) highlight the importance of enhancing productivity in 

labor-absorbing services in developing economies. They argue that such services must 

be a priority for both growth and equity, suggesting that the future of developing 

countries lies in services.4 

However, not all service sector growth leads to poverty reduction. Chen and 

Ravallion (2004) caution that growth in the primary sector, primarily agriculture, did 

more to reduce poverty and inequality than growth in the secondary or tertiary sectors 

in the context of China's development.5 

These studies collectively underscore the transformative potential of the service 

sector in improving livelihoods and reducing poverty. However, they also highlight the 

need for strategic investments in human capital, infrastructure, and policy reforms to 

fully realize this potential. 

METHODOLOGY 

This study adopts a mixed-methods research approach, combining both 

quantitative and qualitative methods to provide a comprehensive understanding of the 

role of the service sector in improving livelihoods and reducing poverty. The 

combination of statistical analysis and case studies ensures depth and breadth in the 

analysis. The study relies primarily on secondary data from reliable international 

sources such as: 

• The World Bank (World Development Indicators) 

• International Labour Organization (ILO) 

• United Nations Development Programme (UNDP) 

• National statistics from selected countries 

These datasets provide insights into trends in employment, GDP contribution, 

service sector growth, poverty rates, and human development indicators. 

 
4 Servicing Development. DANI RODRIK,  ROHAN SANDHU. 

https://www.hks.harvard.edu/sites/default/files/202405/Servicing%20Development_May%202024_0.pdf?utm_source=c

hatgpt.com   
5 Martin Ravallion and Shaohua Chen. Understanding China’s (uneven) progress against poverty. 

https://www.imf.org/external/pubs/ft/fandd/2004/12/pdf/ravallio.pdf?utm_source  

https://www.hks.harvard.edu/sites/default/files/202405/Servicing%20Development_May%202024_0.pdf?utm_source=chatgpt.com
https://www.hks.harvard.edu/sites/default/files/202405/Servicing%20Development_May%202024_0.pdf?utm_source=chatgpt.com
https://www.imf.org/external/pubs/ft/fandd/2004/12/pdf/ravallio.pdf?utm_source
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  Descriptive statistics are used to identify service sector contributions to GDP 

and employment. 

  Comparative analysis is applied to contrast service sector growth and 

poverty trends across countries. 

  Thematic analysis is used to interpret qualitative data from literature and 

case studies, identifying recurring patterns and successful strategies. 

 

RESULTS AND ANALYSIS 

Table 1. Contribution of the Service Sector to GDP and Employment (Global 

Comparison) 

Country Type Share of Service 

Sector in GDP (%) 

Share of 

Employment in Services 

(%) 

Developed Countries 70–80% 65–75% 

Emerging 

Economies 

50–65% 45–60% 

Least Developed 

Countries (LDCs) 

30–45% 25–40% 

 

This table highlights that while the service sector is dominant in developed 

countries, it is also rapidly expanding in emerging and low-income nations. In LDCs, 

though lower in proportion, the sector still offers significant room for inclusive growth 

and job creation. 

Table 2. Key Areas of the Service Sector That Impact Poverty Reduction. 

Service 

Subsector 

Mechanism of Impact Affected Groups 
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Education 

Services 

Skill development, 

improved employability 

Youth, rural 

populations 

Health Services Improved well-being, 

productivity, life expectancy 

Poor and vulnerable 

groups 

Financial 

Services 

Access to credit, savings, 

insurance 

Entrepreneurs, 

women, informal sector 

Information 

Technology 

Digital inclusion, remote 

jobs, online businesses 

Youth, small 

enterprises 

Tourism & 

Hospitality 

Employment generation, 

local income diversification 

Rural communities, 

women 

This table demonstrates how different branches of the service sector directly 

contribute to improving livelihoods. Sectors like education and financial services are 

especially critical for poverty alleviation as they enhance capabilities and economic 

resilience. 

Table 3. Comparative Advantages of the Service Sector Over Agriculture and 

Industry. 

Criteria Service 

Sector 

Agriculture Industry 

Capital Intensity Low to 

Moderate 

Low High 

Labor 

Absorptive Capacity 

High High 

(seasonal) 

Moderate 

Entry Barriers Low to 

Moderate 

Low High 

Skill 

Requirements 

Varied (low 

to high) 

Low to 

Medium 

Medium to 

High 
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Innovation 

Opportunities 

High (esp. 

digital) 

Low Moderate to 

High 

Urban-Rural 

Accessibility 

Medium to 

High 

High Low to 

Medium 

The service sector often offers a better pathway for inclusive development, 

especially in economies with limited industrialization capacity. Its adaptability and 

digital potential make it a strategic tool for poverty reduction. 

Table 4. Challenges Facing the Service Sector in Developing Countries 

Challenge Description Suggested Solution 

Informality Large share of service jobs 

are informal and low-paying 

Support 

formalization through 

SME policies 

Limited Access 

to Finance 

Entrepreneurs lack capital 

to grow service businesses 

Expand microfinance 

and inclusive banking 

Low 

Productivity 

Skills mismatch and 

outdated practices 

Invest in vocational 

training and upskilling 

Digital Divide Rural areas lack access to 

ICT infrastructure 

Improve internet 

access and digital literacy 

Regulatory 

Barriers 

Complex or outdated 

regulations hinder growth 

Streamline policies 

to support service startups 

Addressing these challenges is essential for unlocking the full poverty-reducing 

potential of the service sector. Policy reforms, education investment, and digital 

infrastructure are key enablers. 

The service sector, through its diverse subsectors and employment potential, acts 

as a transformative force in modern economies. By supporting inclusive access to jobs, 

finance, education, and innovation, it plays a central role in raising living standards and 
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reducing poverty. However, realizing this potential requires strategic interventions to 

overcome structural and systemic barriers—especially in developing regions. 
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