
International Journal of Advance Research, IJOAR .org                                                                                        
ISSN 2320-9151  43 

IJOAR© 2013 
http://www.ijoar.org 

 

 

International Journal of Advance Research, IJOAR .org 
Volume 1, Issue 9, September 2013, Online: ISSN 2320-9151 

 

GROWTH OF SERVICES SECTOR IN ECONOMY OF INDIA 
 
1-Nand kishor Soni,                      2-Ajay Parashar 
Research scholar                                                                  
Department of Economics  
Barkat Ullah University Bhopal 
Madhya Pradesh India  

 

 

Abstract 

             Services play a central role in the economies of both developed and developing countries. They account for over 

half of the gross domestic product of all developed economies and constitute the single largest sector in most developing 

economies. Main reasons behind the growth of services include rapid urbanization, the expansion of the public sector 

and increased demand for intermediate and final consumer services. Access to efficient services has become crucial for 

the productivity and competitiveness of the entire economy. The successful growth of the primary and secondary 

activities in the economy, to a large extent, dependent on services offered by banking, insurance, trade, commerce, 

entertainment, maintenance of machinery and equipment and numerous other services categorized as tertiary activities. 

There has been a structural change in the Indian economy since Independence. This is reflected in the change in the 

sector-wise composition of income and workforce over the years. The last decade of the twentieth century witnessed 

major policy changes in the Indian economy and its constituent sub-national economies. The emergence of India as one 

of the fastest growing economies in the world during the 1990s is attributable to a significant extent to the rapid growth 

of its services sector. During the last decade, the Indian service sector grew at an average annual rate of nine per cent, 

contributing to nearly sixty per cent of the overall growth rate of the economy (World Bank, 2004). Most of the growth in 

services has been in information technology (IT), business process outsourcing (BPO) services and knowledge based 

activities; other sectors like telecommunications, financial services, community services and hotels and restaurants, have 

also grown considerably. Access to external markets and domestic reforms have played an important role in creating a 

dynamic services sector in India 

Key word: - Service sector ITeS, Growth rate of GDP, role service sector in Indian GDP, BPO 

after liberalization  
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INTRODUCTION 

 

                      The service industry forms a backbone of social and economic development of a 

region. It has emerged as the largest and fastest-growing sectors in the world economy, making 

higher contributions to the global output and employment. Its growth rate has been higher than 

that of agriculture and manufacturing sectors. It is a large and most dynamic part of the Indian 

economy both in terms of employment potential and contribution to national income. It covers a 

wide range of activities, such as trading, transportation and communication, financial, real estate 

and business services, as well as community, social and personal services. In India, services 

sector, as a whole, contributed as much as 68.6 per cent of the overall average growth in gross 

domestic product (GDP) between the years 2002-03 and 2006-07.  The most important services 

in the Indian economy have been health and education. They are one of the largest and most 

challenging sectors and hold a key to the country's overall progress. A strong and well-defined 

health care sector helps to build a healthy and productive workforce as well as stabilize 

population. The 'Ministry of Health and Family Welfare' is responsible for implementation of 

various programs in the areas of health and family welfare, prevention and control of major 

communicable diseases as well as promotion of traditional and indigenous systems of medicines. 

Accordingly, it is carrying out measures like National health policy, implementing National 

Rural Health Mission (NRHM) in different States, conducting surveys and studies, etc while 

education strongly influences improvement in health, hygiene and demographic profile. The 

'Ministry of Human resource Development' is involved in eradicating illiteracy from the country. 

It is concerned with liberalization of elementary education, achieving full adult literacy, lying 

down of National Policy on Education, meeting needs of secondary and higher education for all, 

etc. India has achieved impressive demographic transition owing to the decline of crude birth 

rate, crude death rate, total fertility rate and infant mortality rate as well as gained high literacy 

rate in the country. The era of economic liberalization has ushered in a rapid change in the 

service industry. As a result, over the years, India is witnessing a transition from agriculture-

based economy to a knowledge-based economy. The knowledge economy creates, disseminates, 

and uses knowledge to enhance its growth and development. One of the major functional pillars 

of this economy is Information Technology (IT) and IT-enabled services (ITeS) industry. The 

'Department of Information Technology' has been making continuous efforts to make India a 

front-runner in the age of Information revolution. IT continues to be a dominating sector in the 

overall growth of the Indian industry. A large number of Indian software companies have 

acquired international quality certification. Several policies have also been framed on the key 

issues of IT infrastructure, electronic governance as well as IT education.  

                   Another major and upcoming service industry has been media and entertainment. It 

is basically an intellectual property-driven sector with small to large players spread throughout 

the country. It covers film, music, radio, broadcast, television and live entertainment. It plays a 

significant role in creating people's awareness about national policies and programs by providing 

information and education to all. The 'Ministry of Information and Broadcasting' is responsible 
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for formulation and administration of the rules, regulations and laws relating to media industry. 

Besides, retailing has been one of the fastest growing service sectors both in terms of turnover 

and employment. Many national and global players have been investing in the retail segment and 

are making all efforts to further expand the sector. Out of the total retail outlets in the country, 

most of them are related to food items.  

PRESENT POSITION OF SERVICE SECTOR IN INDIAN ECONOMY 

                         India ranks fifteenth in the services output and it provides employment to around  

3% total workforce in the country. The various sectors under the Services Sector in India are 

construction, trade, hotels, transport, restaurant, communication and storage, social and personal 

services, community, insurance, financing, business services, and real estate Service Sector of 

Indian Economy contributes to around 55 percent of India's GDP during 2006-07. This sector 

plays a leading role in the economy of India, and contributes to around 68.6 percent of the 

overall average growth in GDP between 2002-03 and 2006-07. There has been a 9.4 percent 

growth in the Indian economy during 2006-07 as against a rise of 9 percent in the same during 

2006-06. During this growth in Indian economy, the service sector witnessed a rise of 11 percent 

in the year 2006-07 against the 9.8 percent growth in 2005-06. The service sectors of Indian 

economy that have grown faster than the economy are as follows:  

 Information Technology (the most leading service sectors in Indian economy) 

 IT-enabled services (ITeS) 

 Telecommunications 

 Financial Services 

 Community Services 

 Hotels and Restaurants  

                  There has been a 13 percent hike in the service sectors of trade, hotels, transport and 

communication in India's economy as compared to the 10.4 percent rise in the previous year. The 

financial services that comprise of banks, real estate, insurance, and business services witnessed 

a rise of 11.1 percent during 2006-07 against the 10.9 percent growth in the previous year. 

Service sectors including community, social, and personal services experienced a growth of 7.8 

percent during 2006-07 as against 7.7 percent growth in the previous year.  The service sector of 

India has also witnessed a remarkable rise in the global market apart from the Indian market. It 

has experienced a rise of 2.7 percent in 2006 from that of 2 percent in 2004. The broad-based 

services in the trade sector have undergone a large-scale rise. A statistics concerning the growth 

of India's service sectors are listed below: 

 The software services in Indian economy increased by 33 percent which registered a  
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 revenue of USD 31.4 billion  

 Business services grew by 82.4 percent  

 Engineering services and products exports grew by 23 percent and earned a revenue of 

USD 4.9 billion  

 Services concerning personal, cultural, and recreational had a growth of 96 percent  

 Financial services had a rise of 88.5 percent  

 Travel, transport, and insurance grew by 23 percent  

                       The software services in Indian economy along with the export of products is 

growing at a massive pace and thereby witnessed an alarming rise of 35.5 percent and reached a 

lump sum amount of USD 18 billion. The ITeS and BPO sectors grew by 33.5 percent and 

earned revenue of USD 8.4 billion. The service sector of Indian economy has been the most 

high-powered sector in India's economy. It has also been focusing in various investments of late. 

As Indian economy is looking forward for more liberalization, sectors like banking are on its 

way to loom large and occupy a more significant position in India's economy. Pyramid by 

developing efficient manpower base, catering to the growth in 2005-06. The service sectors 

of Indian economy that have grown faster than the economy are as follows:  

 Information Technology (the most leading service sectors in Indian economy) 

 IT-enabled services (ITeS)  

 Telecommunications 

 Financial Services 

 Community Services 

 Hotels and Restaurants  

                   There has been a 13 percent hike in the service sectors of trade, hotels, transport and 

communication in India's economy as compared to the 10.4 percent rise in the previous year. The 

financial services that comprise of banks, real estate, insurance, and business services witnessed 

a rise of 11.1 percent during 2006-07 against the 10.9 percent growth in the previous year. 

Service sectors including community, social, and personal services experienced a growth of 7.8 

percent during 2006-07 as against 7.7 percent growth in the previous year.  

The service sector of India has also witnessed a remarkable rise in the global market apart from 

the Indian market. It has experienced a rise of 2.7 percent in 2006 from that of 2 percent in 2004. 

The broad-based service in the trade sector has undergone a large-scale rise. A statistics 

concerning the growth of India's service sectors are listed below:  



International Journal of Advance Research, IJOAR .org                                                                                        
ISSN 2320-9151  47 

IJOAR© 2013 
http://www.ijoar.org 

 

 The software services in Indian economy increased by 33 percent which registered a 

revenue of USD 31.4 billion  

 Business services grew by 82.4 percent  

 Engineering services and products exports grew by 23 percent and earned a revenue of 

USD 4.9 billion  

 Services concerning personal, cultural, and recreational had a growth of 96 percent  

 Financial services had a rise of 88.5 percent  

 Travel, transport, and insurance grew by 23 percent  

The software services in Indian economy along with the export of products is growing at a 

massive pace and thereby witnessed an alarming rise of 35.5 percent and reached a lump sum 

amount of USD 18 billion. The ITeS and BPO sectors grew by 33.5 percent and earned revenue 

of USD 8.4 billion. The service sector of Indian economy has been the most high-powered sector 

in India's economy. It has also been focusing in various investments of late. As Indian economy 

is looking forward for more liberalization, sectors like banking are on its way to loom large and 

occupy a more significant position in India's economy. Pyramid by developing efficient 

manpower base, catering to the needs of research and advanced study as well as looking after the 

international aspects of education. Share in GDP at constant prices Feb07 Hotels & 

restaurants1.5% Communication4.9% Banking & insurance6.7% Real estate & business 

services7.6% Source data financial report 2008 

 

Share of the service sector in India's GDP (in Rs. crore). 

                   The service sector now accounts for more than half of India's GDP: 51.16 percent in 

1998-99. This sector has gained at the expense of both the agricultural and industrial sectors 

through the 1990s. The rise in the service sector's share in GDP marks a structural shift in the 

Indian economy and takes it closer to the fundamentals of a developed economy (in the 

developed economies, the industrial and service sectors contribute a major share in GDP while 

agriculture accounts for a relatively lower share).The service sector's share has grown from 43.69 

per cent in 1990-91 to 51.16 per cent in 1998-99.  In contrast, the industrial sector's share in GDP 

has declined from 25.38 per cent to 22.01 per cent in 1990-91 and 1998-99 respectively.  The 

agricultural sector's share has fallen from 30.93 per cent to 26.83 per cent in the respective years. 

Some economists caution that if the service sector bypasses the industrial sector, economic 

growth can be distorted. They say that service sector growth must be supported by proportionate 

growth of the industrial sector; otherwise the service sector grown will not be sustainable. It is 

true that, in India, the service sector's contribution in GDP has sharply risen and that of industry 

has fallen (as shown above). But, it is equally true that the industrial sector too has grown, and 

grown quite impressively through the 1990s (except in 1998-99). Three times between 1993-94 

and 1998-99, industry surpassed the growth rate of GDP. Thus, the service sector has grown at a 

higher rate than industry which too has grown more or less in tandem. The rise of the service 

sector therefore does not distort the economy. Within the services sector, the share of trade, 

http://www.indiaonestop.com/economy-macro-view.htm
http://www.indiaonestop.com/economy-macro-agro.htm
http://www.indiaonestop.com/economy-macro-industry.htm
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hotels and restaurants increased from 12.52 per cent in 1990-91 to 15.68 per cent in 1998-99. 

The share of transport, storage and communications has grown from 5.26 per cent to 7.61 per 

cent in the years under reference. The share of construction has remained nearly the same during 

the period while that of financing, insurance, real estate and business services has risen from 

10.22 per cent to 11.44 percent. The fact that the service sector now accounts for more than half 

the GDP probably marks a watershed in the evolution of the Indian economy. The Services 

Sector contributes the most to the Indian GDP. The Sector of Services in   India has the biggest 

share in the country's GDP for it accounts for around 53.8% in 2005. The contribution of the 

Services Sector in India GDP has increased a lot in the last few years. The Services Sector 

contributed only 15% to the Indian GDP in 1950. Further the Indian Services Sector's share in 

the country's GDP has increased from 43.695 in 1990- 1991 to around 51.16% in 1998- 1999. 

This shows that the Services Sector in India accounts for over half of the country's GDP.  

The Reasons for the growth of the Services Sector contribution to the India GDP 

              The contribution of the Services Sector has increased very rapidly in the India GDP for 

many foreign consumers have shown interest in the country's service exports. This is due to the 

fact that India has a large pool of highly skilled, low cost, and educated workers in the country. 

This has made sure that the services that are available in the country are of the best quality. The 

foreign companies seeing this have started outsourcing their work to India especially in the area 

of business services which includes business process outsourcing and information technology 

services. This has given a major boost to the Services Sector in India, which in its turn has made 

the sector contribute more to the India GDP.  

The Services Sector in India must be given boost 

            Services Sector Growth Rate in India GDP registered a significant growth over the past 

few years. The Indian government must take steps in order to ensure that Services Sector Growth 

Rate in India GDP continues to rise. For this will ensure the growth and prosperity of the 

country's economy. 

 

Services Sector Growth Rate in India GDP  

           The India GDP has been very rapid in the last few years. The Services Sector contributes 

the most to the Indian GDP. The Growth Rate of the Services Sector in India GDP has risen due 

to several reasons and it has also given a major boost to the Indian economy he Indian service 

sector forms the backbone of the social and economic development of the country. It plays an 

important role in the Indian economy, both in terms of employment potential and contribution to 

national income. It has been at the forefront of the rapid growth of the Indian economy, 

contributing nearly 63 per cent of the GDP in 2007-08. The sector has come to play an 

increasingly dominant role in the economy accounting for 59.6 per cent of the overall average 

growth in GDP in the last eight years between 2000-01 and 2007-08.  As per the Central 
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Statistical Organization, while the Indian economy grew at the rate of 7.9 per cent in the first 

quarter (April-June) of 2008-09, the services sector grew at 10.2 per cent during the same period.  

 

Indicators       

 Tourist arrivals during April to September 2008-09 increased by 8.9 per cent. 

 Railways freight traffic increased by 9.4 per cent during the first quarter (April-June) of 

2008-09. 

 There was a 31 per cent increase in new cell phone connections during the same period. 

 Export cargo handled by civil aviation increased by 8.1 per cent and import cargo 

increased by 6.6 per cent during the first quarter of 2008-09. 

 Aggregate bank deposits and non-food credits by scheduled commercial banks showed 

growth rates of 7.7 per cent and 7.8 per cent, respectively, between April-September 

2008.  

Growth Rates of Real GDP in Indian Economy though service sector (%) 

Sources: - Ministry of HRD, Government of India office New Delhi  

Sector 2005-06   2006-07 
2007-

08 

2008- 

09 
2008-09 2011-12 

 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

Services 6.6 8.5 10.2 10.3 10.0 8.2 10.6 11.6 10.1 10.3 9.7 11.0 

average Ave (56.8) (58.3) (59.7) (60.7) - - - - - - - - 

3.1 Trade, Hotels, 

Restaurants, 

Transport, Storage 

and 

Communication 

8.5 12.0 9.7 11.0 10.2 12.9 10.6 11.5 10.6 11.2 11.7 11.0 

3.2 Financing, 

Insurance, Real 

Estate and 

Business Services 

6.5 4.5 9.2 9.7 8.8 7.5 9.7 10.7 8.8 10.5 8.9 10.5 

3.3 Community, 

Social and 

Personal Services 

4.1 5.4 9.2 7.8 10.7 4.8 8.5 12.7 7.3 8.0 8.4 7.6 

3.4 Construction 5.9 10.9 12.5 12.1 8.9 6.8 20.8 13.5 12.4 12.3 11.5 12.0 

Real GDP at 

Factor Cost 
4.6 8.5 7.5 8.4 7.9 6.7 7.0 8.6 8.5 8.4 7.5 9.3 
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SUMMARY  

              The area of economic liberalization has ushered in a rapid change in the service 

industry. As a result, over the years, India is witnessing a transition from agriculture-based 

economy to a knowledge-based economy. The knowledge economy creates, disseminates, and 

uses knowledge to enhance its growth and development. One of the major functional pillars of 

this economy is Information Technology (IT) and IT-enabled services (ITeS) industry. The 

'Department of Information Technology' has been making continuous efforts to make India a 

front-runner in the age of Information revolution. IT continues to be a dominating sector in the 

overall growth of the Indian industry. A large number of Indian software companies have 

acquired international quality certification. Several policies have also been framed on the key 

issues of IT infrastructure, electronic governance as well as IT education. Another major and 

upcoming service industry has been media and entertainment. It is basically an intellectual 

property-driven sector with small to large players spread throughout the country. It covers 

film, music, radio, broadcast, television and live entertainment. It plays a significant role in 

creating people's awareness about national policies and programs by providing information and 

education to all. The 'Ministry of Information and Broadcasting' is responsible for formulation 

and administration of the rules, regulations and laws relating to media industry. Besides, 

retailing has been one of the fastest growing service sectors both in terms of turnover and 

employment. Many national and global players have been investing in the retail segment and 

are making all efforts to further expand the sector. Out of the total retail outlets in the country, 

most of them are related to food items. However, to supplement the achievements and meet the 

shortfalls in all the sub-sectors of the service industry, travel and tourism sector has to be 

developed in a sustainable manner. Being one of the largest industries in terms of gross 

revenue and foreign exchange earnings, it stimulates growth and expansion. All this shows that 

services hold immense potential to accelerate the growth of an economy and promote general 

well-being of the people. They offer innumerable business opportunities to the investors. They 

have the capacity to generate substantial employment opportunities in the economy as well as 

increase its per capita income. Without them, Indian economy would not have acquired a 

strong and dominating place on the world platform. Thus, service sector is considered to be an 

integral part of the economy and includes various sub-sectors spread all across the country. in 

other economic sectors like agriculture, horticulture, poultry, handicrafts, transportation, 

construction, etc. as well as gives momentum to growth of service exports. It is a major 

contributor to the national integration process of the country as well as preserver of natural and 

cultural environments. The 'Ministry of Tourism' has been undertaking several policy measures 

and incentives so as to boost the sector such as the announcement of the National Tourism 

Policy. 
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