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Abstract 

The services sector usually covers some wide range activities from the most sophisticated information technology (IT) to 
simple services provided by the unorganized sector like the services of the plumber, carpenter, cobbler, barber etc. According to 
National Accounts classification the services sector includes trade, hotels, and restaurants; transport, storage and communication; 
financing, insurance, real estate, and business services; and community, social and personal services. According to WTO and RBI 
classification, construction is also included in services sector. 

The services sector of India plays very important role for the growth of India's economy and contributed 53% to India's Gross 
Value Added (GAV) at current prices in FY 2022 (until January 2022). India's services sector GVA increased at a CAGR (Compound 
Annual Growth Rate) of 11.43% to Rs. 101.47 trillion (US$ 1,439.48 billion) in FY 2020, from Rs. 68.81 trillion (US$ 1,005.30 
billion) in FY 2016. Between FY 2016 and FY 2020, financial, real estate and professional services enlarged at a CAGR of 11.68% (in 
Rs. terms), while trade, hotels, transport, communication and services related to broadcasting rose at a CAGR of 10.98% (in Rs. 
terms). India's IT and business services market is predicted to reach US$ 19.93 billion by 2025. 

 
Keywords: Information Technology (IT), Minimum Support Price (MSP), Economic Growth, CAGR (Compound Annual Growth 
Rate), Liberalization Policies. 
 
Introduction to Services Sector 

The word service simply refers to an act that one executes for another. It gives extra comfort to the other person. In 
business terms it would mean providing clarifications, qualitatively and functionally through physical means with high degree of 
consistency, and responsibility in return for specific direct or indirect gains. Services are also called as intangible goods. Services are 
any jobs or responsibilities, executed by an individual or a group of individuals, for which there is a demand and hence a price is 
determined if it is available in the appropriate market.  

 
The services sector is not only the dominant sector in India's GDP, but also has attracted significant foreign investment, has 

contributed significantly to export and has provided large-scale employment. 
 
Services can be consumed at the point of production and they are usually non-transferable, in the sense that the service cannot 

be purchased but they can be resold at a different price. 
 
Services sector is composed of broad spectrum of service providing entities spread throughout the Country. Economic 

Survey, 2011-12 observed that “The services sector has been a major and vital force steadily driving growth in the Indian economy for 
more than a decade.  

 
In a country like India, having a more amount of population, services sector has its huge potential. Development of services 

sector can transform this burden of large size of human resource into an asset by its proper utilizations and thereby can generate a 
huge size of income for the nation as a whole. 

 
The services sector usually covers some wide range activities from the most sophisticated information technology (IT) to 

simple services provided by the unorganized sector like the services of the plumber, carpenter, cobbler, barber etc. 
 
According to National Accounts classification the services sector includes trade, hotels, and restaurants; transport, storage 

and communication; financing, insurance, real estate, and business services; and community, social and personal services. According 
to WTO and RBI classification, construction is also included in services sector. 
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Importance of service sector is well recognised everywhere. Tom Peters, a renowned author once said, “When you build a 
manufacturing plant, it starts depreciating on the day it opens. The well served customer, on the other hand, is an appreciating asset. 
Every small act on his or her part ups the odds for repeat business, add-on business and priceless word-of-month referral.” 

 
The services sector in most of the developed countries is contributing the major portion of its GDP and generates three times 

more employment than manufacturing sector. 
 

Literature Review 
Muller (1990) in research focuses that the success of the mobile commerce can be attributed to the personal nature of wireless 
devices. Adding to this are its unique features of voice and data transmission and distinct features like localization, feasibility and 
convenience. The sustained growth of the mobile commerce around the world has been more because of the transfer of technology 
according to the needs of local geography. 
Videsh Sanchar Nigam Limited (VSNL) 16th Annual Report (2002) India like many other countries has adopted a gradual 
approach to telecom sector reform through selective privatization and managed competition indifferent segments of the telecom 
sector. India introduced private competition in value-added services in 1992 followed by opening up of cellular and basic services for 
local area to competition. Competition was also introduced in National Long Distance (NLD) and International Long Distance (ILD) 
at the start of the current decade. 
Miettila, A. and Moller, K. (1990), “Interaction perspective into professional business services: a conceptual analysis”, paper 
presented at the Research Development on International Industrial Marketing and Purchasing, Milan. 
There are many definitions of services in the literature may depend on the scholars and focus on specific research (Groonros, 2001). 
However, one of the most important and unique characteristics of services is that services are processes, not things, which mean that a 
service firm has no product or does not produce a tangible commodity and only an interactive process. (Groonros, 2001) offer a 
comprehensive definition of services where services are “an activity or series of activities of a more or less intangible nature than 
normal, but not necessarily, take place in the interaction between the customer and the service employees and/or physical resources or 
goods and/or systems of the service provider, which are provided as solutions to customer problems”. 
 
Statement of the problem 

In the Indian context, it has been found that the data base on the service sector is highly disorganized. It has been recognized 
in studies that the limitation of the existing system is spoiled by the lack of a well-organized mechanism for maintaining a regular and 
proper database for this sector. A large number of the unorganized units are located in the service sector and the alignment of units in 
the domain undergoes changes at a rapid pace because new units or newer service areas come into existence and others disappear with 
alarming frequency. Therefore, the need for “devising a proper classification of services” by recognizing all new services and adopting 
a suitable methodology so as to maintain international comparability of data has been emphasized in various studies. 

 
Objectives of the study 
1. To know the main reasons for growth of service sector.  
2. To know the market size of service sector. 
3. To understand the major developments in service sector.  
4. To identify different service sector reforms and government initiatives. 
5. To know the future prospects of the service sector in India. 
 
Need for the study 

The study is required because service sector is playing very important role in India. Service sectors have offered for more 
than 70% employment opportunities. Even in the time of economic breakdown, unlike manufacturing sector, the service sector has 
recorded employment rate up. Our economy is developing as the service economy because service sector donates more than 50 per 
cent to the GDP of the nation.  

 
Research Methodology 

Data has been collected from secondary sources like economic reports, budgets, internet and newspapers.  
 

Reasons for growth of service sector  
The important reasons for the growth of service sector are:  
1. Demand factors and  
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2. Supply factors  
 

On the supply side the increased trade in services, following trade liberalization policies and other changes in 1990s induced 
service sector growth 

 Increased consciousness of healthcare 
 Economic affluence 
 Cultural changes 
 Changing role of women 
 Development of markets 
 Conservation of natural resources 

 
On the demand side, the high growth of services output was mostly increased by such as increasing input usage of services by 

other sectors, mainly manufacturing sector, higher foreign demand due to liberalization and high income elasticity for services. 
 

MARKET SIZE 
The services sector of India plays very important role for the growth of India's economy and contributed 53% to India's Gross 

Value Added(GAV) at current prices in FY 2022 (until January 2022). India's services sector GVA increased at a CAGR (Compound 
Annual Growth Rate) of 11.43% to Rs. 101.47 trillion (US$ 1,439.48 billion) in FY 2020, from Rs. 68.81 trillion (US$ 1,005.30 
billion) in FY 2016. Between FY 2016 and FY 2020, financial, real estate and professional services enlarged at a CAGR of 11.68% (in 
Rs. terms), while trade, hotels, transport, communication and services related to broadcasting rose at a CAGR of 10.98% (in Rs. 
terms). 

 
India's IT and business services market is predicted to reach US$ 19.93 billion by 2025. 

Services exports include a key part of the total export from India. According to the RBI, between April-September 2021, 
India's service exports mounted at US$ 117.6 billion, whereas imports mounted at US$ 65.20 billion. 

 
(Source: THE ECONOMIC SURVEY 2021-22) 
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MAJOR DEVELOPMENTS IN SERVICE SECTOR 
Some of the developments in the services sector in the recent past are as follows: 

 The agriculture sector knowledgeable floating growth in past two years, accounting for a sizeable 18.8% (2021-22) in Gross 
Value Added (GVA) of the country registering a growth of 3.6% in 2020-21 and 3.9% in 2021-22. 

 Minimum Support Price (MSP) policy is being used to inspire crop diversification. 
 Similar sectors including animal husbandry, dairying and fisheries are gradually developing to be   high growth sectors and 

major trainers of overall growth in agriculture sector. 
 The Livestock sector has grown at a CAGR of 8.15% above the last five years ending 2019-20. It has been a stable source of 

income across groups of agricultural households accounting for about 15% of their average monthly income. 
 Government facilitates food processing through several measures of infrastructure development, subsidized transportation and 

support for validation of micro food enterprises. 
 India runs one of the largest food management programmes in the world. 
 Government has further stretched the coverage of food security network through schemes like PM Gareeb Kalyan Yojana 

(PMGKY). 
 Index of Industrial Production (IIP) raised at 17.4 percent (YoY) during April-November 2021 as compared to (-)15.3 % in 

April-November 2020. 
 Extent of road construction per day raised substantially in 2020-21 to 36.5 Kms per day from 28 Kms per day in 2019-20 – a 

rise of 30.4 percent. 
 India has become 3rd largest start-up ecosystem in the world next to US and China. Number of new recognized start-ups raised 

to over 14000 in 2021-22 from 733 in 2016-17. 
 44 Indian start-ups have reached unicorn status in 2021 taking overall tally of unicorns to 83, most of which are in services 

sector. 
 India is known for export hub for software services. The Indian IT outsourcing service market is expected to see 6–8% growth 

between 2021 and 2024. 
 Government is encouraging necessary services and will charge zero tax for education and health services under the GST 

regime. 
 In October 2021, the government declared a new helicopter policy to build keen hubs and corridors, the policy will improve 

helicopter services in the country. 
 In the first-half of 2021, private equity investments in India mounted at US$ 11.82 billion, as compared with US$ 5.43 billion 

in the same period last year. 
 157.94 crore doses of COVID-19 vaccines managed as on 16th January 2022; 91.39 crore first dose and 66.05 crore second 

dose. Vaccination played a very important role in reducing the number of deaths, re-establishing confidence in the economy, 
and reducing the effects of the second wave on India’s economy. 

 Expenditure on social services (health, education and others) by Centre and States as a proportion of GDP raised from 6.2 % in 
2014-15 to 8.6% in 2021-22 (BE) 

 As per the National Family Health Survey-5: 
 Total Fertility Rate (TFR) came down to 2 in 2019-21 from 2.2 in 2015-16 
 Infant Mortality Rate (IMR), under-five mortality rate and institutional births have enhanced in 2019-21 over year 2015-16 
 Under Jal Jeevan Mission (JJM), 83 districts have converted ‘Har Ghar Jal’ districts. 
 Enhanced allotment of funds to Mahatma Gandhi National Rural Employment Guarantee Scheme (MNREGS) to provide 

safeguard for disorganized labour in rural areas during the pandemic. 
 In October 2021, India's service exports augmented by 23.52% to reach US$ 20.86 billion, while imports mounted at US$ 

12.71 billion. 
 The service sector received over US$ 16.7 billion in FDI in the first half of 2021-22, accounting for about 54% of total FDI 

inflows into India. 
 The government has changed two major things. They are the elimination of telecom rules in the IT-BPO industry and the 

opening up of the space sector to private companies.  
 From 733 in 2016-17, the number of new well-known start-ups rose to over 14000 in 2021-22. After the United States and 

China, India has converted the world's third largest start-up ecosystem. 
 In August 2021, the Department of Telecommunications (DoT) released a letter of intent (LoI) to One Web (backed by Bharti 

Group) for satellite communication services license. 
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 In July 2021, Tata Teleservices joined with Zoom Video Communications to offer bundled communication services. 
 In April 2021, the Ministry of Education (MOE) and University Grants Commission (UGC) started a series of online 

interactions with stakeholders to streamline forms and processes to reduce compliance burden in the higher education sector, as 
a follow-up to the government's focus on ease of doing business to enable ease of living for stakeholders. 

 By October 2021, the Health Ministry's E-Sanjeevani telemedicine service, traversed 14 million (1.4 crore) teleconsultations 
since its launch, helping patient-to-doctor consultations, from the limits of their home, and doctor-to-doctor consultations. 

 In December 2020, Gamma Skills Automation Training announced a unique robotics & automation career launch programme 
for engineers, an 'Industry 4.0 Hands-on Skill Learning Centre' situated at IMT Manesar, Gurgaon in Haryana. 

 In October 2020, Bharti Airtel joined cloud communications market with the launch of business-centric 'Airtel IQ'. 
 

SERVICE SECTOR REFORMS 
Instead of depending on demand management, India has been focusing on reforms on the supply-side, such as: 

 Deregulation of different sectors 
 Simplification of processes 
 Removal of legacy issues like ‘retrospective tax’ 
 Privatisation 

 
The important reforms in different sectors are: 
 For next four-years from 2021-22 to 2024-25, the Central Government's key assets have a total monetization prospective of Rs. 

6 lakh crore (US$ 80.39 billion). 
 Setting up of Production Linked Incentive (PLI) schemes for 13 sectors including Automobile, Telecom and pharmaceuticals 

drugs. 
 Enlarging private sector engagement in conventional satellite communication and remote sensing industries by liberalising 

them. 
 Deposit insurance has been increased per depositor per bank from ' Rs. 1 lakh (US$ 1339.30)' to ' Rs. 5 lakhs (US$ 6696.51)'. 

As a result, 98.1 % accounts were totally protected by the end of March 2021, and 50.9 % deposits were guaranteed. 
 

GOVERNMENT INITIATIVES 
The Government of India identifies the prominence of promoting growth in services sector and offers several incentives 

across a wide diversity of sectors like health care, tourism, education, engineering, communications, transportation, information 
technology, banking, finance and management among others. 
The Government of India has implemented few initiatives in the recent past, some of these are as follows: 

 In October 2021, Prime Minister, Mr. Narendra Modi, permitted the establishment of 157 new medical colleges to enhance 
availability of affordable health treatments among citizens. 

 In October 2021, the government launched a production linked incentive (PLI) scheme to boost manufacturing of telecom and 
networking products in India. The scheme is projected to attract an investment of Rs. 3,345 crores (US$ 446.22 million) over 
the next four years and generate additional employment for >40,000 individuals. 

 In October 2021, the government inaugurated phase-II of the Mahatma Gandhi National Fellowship to empower students and 
boost skill development. 

 In October 2021, the PM Ayushman Bharat Health Infrastructure Mission was inaugurated by the government, to intensify the 
critical healthcare network across India in the next four to five years. 

 In September 2021, India and the UK joined the 11th Economic and Financial Dialogue (EFD) to discuss the FTA (Free Trade 
Agreement) prospects in services. 

 Credit to non-food industries mounted at Rs. 110.86 trillion (US$ 1.49 trillion), as of November 5, 2021. 
 The Indian government is budgeting to introduce a credit incentive programme worth Rs. 50,000 crores (US$ 6.8 billion) to 

promote healthcare infrastructure in the country. The programme will allow companies to avail funds to increase hospital 
capacity or medical supplies with the government acting as a guarantor. 

 In June 2021, India and Australia pronounced its collaboration in cyber-enabled critical technologies, emphasizing the 
requirement to boost the critical information security infrastructure such as 5G telecom networks. 

 Under Union Budget 2021-22, the government allotted Rs. 7,000 crores (US$ 963.97 million) to the Bharat Net programme to 
enhance digital connectivity across India. 

 FDI limit for insurance companies rose from 49% to 74% and 100% for insurance intermediates. 
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 In May 2021, the Ministry of Commerce and Industry declared that India received an FDI inflow of US$ 81.72 billion, the 
highest FDI during FY 2020-21. 

 In March 2021, the central government instilled Rs. 14,500 crores (US$ 1.99 billion) capital in Central Bank of India, Indian 
Overseas Bank, Bank of India and UCO Bank through non-interest bearing bonds. 

 On January 15, 2021, the third phase of Pradhan Mantri Kaushal Vikas Yojana (PMKVY) was inaugurated in 600 districts with 
300+ skill courses. Spearheaded by the Ministry of Skill Development and Entrepreneurship, the third phase will emphasis on 
new-age and COVID-related skills. PMKVY 3.0 intends to train eight lakh candidates. 

 In January 2021, the Department of Telecom, Government of India, signed an MOU with the Ministry of Communications, 
Government of Japan, to intensify cooperation in the areas of 5G technologies, telecom security and submarine optical fibre 
cable system. 

 On November 4, 2020, the Union Cabinet, presided by the Prime Minister, Mr. Narendra Modi, accepted to sign a 
memorandum of understanding (MOU) between the Ministry of Communication and Information Technology and the 
Department of Digital, Culture, Media and Sports (DCMS) of United Kingdom Government to cooperate in the field of 
telecommunications/information and communication technologies (ICTs). 

 In October 2020, the government chosen Hughes Communications India to connect 5,000 village panchayats in border and 
naxal-affected states and island territories with satellite broadband under Bharat Net project by March 2021. 

 In September 2020, the government declared that it may instill Rs. 200 billion (US$ 2.72 billion) in public sector banks through 
recapitalisation of bonds 

 In the next five years, the Ministry of Electronics and Information Technology is working to enhance the contribution of the 
digital economy to 20% of GDP. The government is working to create cloud-based infrastructure for collaborative networks 
that can be used for the creation of innovative solutions by AI entrepreneurs and startups. 

 On Independence Day 2020, Prime Minister Mr. Narendra Modi declared the National Digital Health Mission (NDHM) to 
offer a unique health ID to every Indian and modernize the healthcare industry by making it easily available to everyone in the 
country. The policy draft is under 'public consultation' until September 21, 2020. 

 Government of India has introduced the National Broadband Mission with an aim to offer Broadband access to all villages by 
2022. 
 

ROAD AHEAD 
By 2025, healthcare industry is projected to touch US$ 372 billion. India's digital economy is expected to touch US$ 1 trillion 

by 2025.  By the end of 2023, India's IT and business services sector is projected to touch US$ 14.3 billion with 8% growth. 
 
The implementation of the Goods and Services Tax (GST) has formed a common national market and decreased the overall 

tax burden on goods. It is estimated to decrease costs in the long run-on account of availability of GST input credit, which will 
consequence in the decrease in prices of services. 

 
India's software service industry is anticipated to reach US$ 1 trillion by 2030. 

 
CONCLUSION and FUTURE PROSPECTS 

The service sector in India has the largest employment elasticity among all sectors. Thus, it has the prospective for huge 
growth as well as the capability to deliver highly productive jobs - preceding to revenue generation. To report the challenge of job 
creation, the Skill India program plans to achieve its target of skilling/ up - skilling 400 million people by 2022. It plans to do this 
mainly by increasing private sector proposals in skill development programs, and by providing them with the necessary funding. 

 
Similarly, the Make in India program - while endeavoring to strengthen the manufacturing sector - will cause a strong effect 

in adding to the portfolio of the Service Sector. In this context, the Startup India initiative is an important enabler for both the 
manufacturing as well as service industry in India - by recommending to support innovative startups. 
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