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ABSTRACT  
 Among fast growing developing countries, India occupies a unique place with regard 

to service sector. Since 1950 India’s Service sector has been exhibiting a spectacular 

performance.  As against the experience of developed countries where the growth of Services 

sector followed that of industrial sector, in  India the service sector has been gradually 

replacing the agricultural sector in GDP without any significant increase in the share of 

industrial sector. The present paper analyses the contribution of Service sector to the Indian 

economy along with its selected sub-sectors. Apart from the software exports, India is now an 

important venue for many tasks in Services such as financial accounting, call centers, 

processing of Insurance clients and medical transcription. Service sector contributed 

significantly to India’s exports and it has attracted considerable amount of Foreign Direct 

Investment.  Hence, the Service sector is considered to be the nerve system of the Indian 

economy. 
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INTRODUCTION 

Service sector is the life line for the socio-economic growth of our country.  Today it 

is the largest and fastest growing sector globally, contributing more to the global output and 

employment than any other sector. Hence it is truly construed to be the nerve system of the 

Indian economy. (http://business.gov.in/Industry_services/services_sector.php) Its growth 

rate has been higher than that of Agriculture and manufacturing sectors mainly due to the 

increase in urbanization, privatization and the consequent rise in the demand for intermediate 

and final consumer services. Availability of Quality services is vital for the well being of the 

economy. For the last 30 years there has been a substantial shift from the primary and 

secondary sectors to the tertiary sector in industrialized countries. The Service sector is now 

the largest sector of the economy in the western world, and also the fastest growing sector. 

The development history of the world exhibits that development is associated with a sharp 

decline in proportion of GDP generated by primary sector counterbalanced by a significant 

increase in industry and a modest increase in the service sector. According to World 
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Development Report -2010, at global level, the contribution of service sector accounts for 68 

percent. While in high income countries, the service sector is accounting as high as 72 per 

cent of GDP, in middle and low-income countries the service sector respectively account for 

53 per cent and 50 per cent. Worldwide since the 1970s, the service sector has become the 

dominant economic activity, while the role of agriculture and manufacturing has declined. 

Timmer and Akus (2008) consider this is a natural development process, a powerful historical 

pathway of structural transformation “which leads every country to move from agriculture to 

industry and then to services”. Services represent the fastest growing sector of the global 

economy and account for two thirds of global output, one third of global employment and 

nearly one-fifth of global trade. The World Trade Organization (WTO) has ranked India as 

the 5th largest player in the global services trade.  Services sector with its sub sectors acts as a 

complementary sector to the development of primary and secondary sectors. The share of 

Services in GDP has risen significantly with the corresponding fall in the share of agricultural 

sector.  The share of manufacturing sector has been rising very slowly.  In this paper an 

attempt is made to analyse the contribution of Service sector to GDP, employment and 

exports in the Indian economy along with its components.   

Contribution to GDP 

 Indian economy has moved from agriculture based economy to a knowledge based 

economy with the service sector occupying a pivotal position. Service sector has witnessed a 

major boom and is one of the major contributors to both employment and national income in 

recent times. Informational technology enabled services is the dominant Industry in the 

Service sector. There was a marked acceleration in Services sector growth in the eighties and 

nineties especially in the nineties. India’s services sector expanded quickly with double-digit 

growth in the second half of the 2000s. Even though the overall growth has slowed due to the 

worsening Euro-zone crisis, the services sector is still growing at a much higher rate than the 

other two sectors of the economy. Consequently, as could be observed from Table 1, the 

relative share of Services sector in the total GDP has been steadily improving from 42.7 per 

cent of GDP in 1990-91 to 59.57 per cent of GDP in 2012-13.  While the share of industrial 

sector has been stagnating around 25 per cent all through the years since 1990-91, the share 

of agriculture sector has been steadily decelerating from 31.4 per cent to 13.69 per cent 

during the same period.   
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Table 1 Contribution of different Sectors to GDP in India (in percentages) 
Sector          1990-91 2000-01 2007-08 2008-09       2011-12       2012-13 
Agriculture 31.4 23.9 17.8 17.0 14.10 13.69 
Industry 25.9 25.8 26.5 25.8 27.51 26.75 
Services 42.7 50.3 55.7 57.3 58.39  59.57 

Source: CSO, Ministry of Statistics & Programme Implementation. Share to Total GDP (01-
09-2013) data compiled from 
http://planningcommission.nic.in/data/datatable/data_2110/table_3.pdf 
 What is significant is the fact that during the period of economic reforms, the share of 

Services has increased very rapidly by 17 percentage points mainly due to the robust double 

digit growth achieved during the period. One of the reasons for the rapid growth in the 

Services sector in India in the nineties was liberalization of the regulatory frame-work that 

gives rise to innovation and higher exports from the Service sector.  Although the growth of 

the Indian Services sector has been broad-based, certain infrastructure Services such as 

communications and insurance and banking have grown more rapidly, underpinning growth 

of Services sector as a whole.  India has emerged as one of the leading exporters of 

commercial Services in the world. India is now Asia’s third largest economy and has the 

world’s fourth largest foreign exchange reserves. Technology competition and bench making 

to the best international practices are the driving force of India’s development efforts. India 

occupies 15th position in Services output.  

  The fact that the Service sector now accounts for more than half the GDP makes a 

watershed in the evolution of the Indian economy and takes closer to the fundamentals of a 

developed economy. Services or the Tertiary sector of the economy covers a wide gamut of 

activities like Trade, Hotels and Restaurants, Railways, Other Transport and Storage, 

Communication, Banking and Insurance, Real Estate, Business Services, Public 

Administration, Personal Services and Other Services. These sub-sectors have shown a 

spectacular growth over the years and have improved their relative shares in the total GDP.  

As could be observed from Table-2, the share of Services in India’s GDP at factor cost (at 

current prices) increased from 45.57 per cent in 1993-94 to 62.60 per cent in 2010-11 and to 

63.9 per cent in 2011-12.  With 18.0 per cent share in the year 2011-12, Trade, Hotels and 

Restaurants as a group is the largest contributor to GDP among the various sub-sectors of the 

Services sector.  It is this sector which has put up a significant growth between the years 

1993-93 and 2011-12 as its share has risen by more than 50 per cent during this period. This 

is followed by Financing, Insurance, Real Estate and Business Services with 16.9 per cent 

share in the same year. Community, Social and Personal Services with a share of 14.2 per 

cent occupied the third position in the year 2011-12. Other important sub-sectors of the 
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construction sector are Construction with a share of 8.1 per cent and Transport, Storage and 

Communication with a share of 7.1 per cent.   

Table – 2 Shares of Major Service Activities in GDP at Factor Cost (at Current Prices): 
Services 1993-94 2000-01 2006-07 2009-10 2010-11 2011-12* 
Trade, Hotels & 
Restaurants 

12.7 14.6 17.1 16.5 17.2 18.0 # 

Transport, Storage  & 
Communication 

6.5 7.6 8.2 7.7 7.3 7.1 

Financing, Insurance Real 
Estate & Business 
Services 

11.5 13.8 14.8 15.8 16.4 16.9 

Community, Social & 
Personal services 

12.0 14.8 12.8 14.5 14.3 14.2 

Construction 5.2 6.0 8.2 8.2 8.2 8.1 
Total services 45.57 56.8 61.0 62.7 62.6 63.9 

Notes:* First Revised Estimates, # includes the share of Trade, Hotels, & Restaurants and 
Transport, Storage & communication for 2011-12. 
Source: Government of India (2013), Economic Survey: 2012-13, New Delhi: Oxford 
University Press p. 213.  

Contribution to Employment 

There is a tendency for the tertiary sector to expand more rapidly than secondary 

sector activities. As consequence, the percentage of labour force engaged in this sector should 

also register an increase. The Indian economy has exhibited a slightly different development 

process. While the share of value added from Services Sector is growing significantly at a 

higher rate than that in other Asian countries, the share of employment in services has not 

been in commensurate with its growth in value added.   

Table 3 Total Employment in Different Economic Activities in India (in Percentages) 

 
Source: Data compiled from Economic Survey 2011-12 & 2012-13. 
  As could be seen from Table-3, the pattern of sectoral share of employment has 

changed over the last two decades.  The share of agriculture fell from 64.75 per cent in 1993-

94 to 53.2 per cent in 2009-10 and that of industries (excluding construction) fell from 12.43 

per cent to 11.9 per cent. The shares of the services (excluding construction) sector in 

employment, on the other hand, increased from 19.70 per cent to 25.30 per cent during the 

same period.  The relative share of construction services soared from 3.12 per cent to 9.60 per 

cent during the same period.   

Sector 1993-94 1999-2000 2004 -05 2009-10 
Agriculture 64.75 61.7 58.5 53.2 
Industry 12.43 15.9 18.1 11.9 
Services 
(Construction) 

19.70 
(3.12) 

22.4 
(5.7) 

23.4 
(6.2) 

25.3 
(9.60) 

Total 100.00 100.0 100.0 100.0 
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 (Economic Survey: 2012-13, p. 216) As per the findings of National Sample Survey 

Organization’s (NSSO) on Employment and Unemployment Situation in India 2009-10 (66th 

Round), on the basis of usually working persons in the principal and subsidiary statuses, for 

every 1000 people employed in rural India, 679 people are employed in the agriculture sector, 

241 in the services sector (including construction), and 80 in the industrial sector. In urban 

India, 75 people are employed in the agriculture sector, 242 in the industrial sector and 683 

people in the services sector (including construction). Construction, whole sale and retail 

trade, transport, Storage and Communications, hotels and restaurants, public administration, 

education and community services are the major employment-providing activities within the 

services sector. 

Exports from Tertiary sector  

As noted already, with exports at $137 billion and imports at $124 billion, India is 

ranked 5th among the top ten players in global Services trade in the year 2011.  India’s share 

of services exports in the world exports of services increased from 0.6 per cent in 1990 to 1.0 

in 2000 and further to 3.3 per cent in 2011. (Economic Survey: 2012-13, p. 215) India's 

services export growth has been faster than that of merchandise exports with the export of 

services growing at a CAGR of 23.6 per cent during 2001-02 to 2011-12 as against 

merchandise exports that grew at a CAGR of 21.4 per cent during the same period.  

Table-4 Growth of India’s India's Services Exports 
Commodity Group Share(per cent) CAGR 

2001-02 
to 
2011-12 

Growth rate (percent)* 
 

 
2001-02 

 
2011-12

 
2012-13

 
2010-11 

 
2011-12 

 
2012-13

April-Sept April-Sept 

Travel 18.3 11.9 10.7 19.4 33.2 21.3 -5.9 

Transportation 12.6 13.3 12.1 23.8 27.4 37.1 -4.8 

Insurance 1.7 1.8 1.6 24.8 22.3 39.8 -9.3 

GNIIE 3.0 0.4 0.4 -0.8 21.3 30.6 7.7 
Miscellaneous of which 64.4 72.6 75.2 25.0 29.8 20.2 8.0 
Software Services 44.1 43.3 45.6 23.5 6.8 21.8 9.8 
Non-Software Services  20.3 29.3 29.6 27.8 83.4 18.1 5.4 
Business services 3.0 17.8 21.2 47.9 112.44 10.6 23.9 
Financial services 1.7 4.3 3.8 35.2 76.4 -6.2 -6.9 
Communication 
services 

4.4 1.1 1.3 7.8 27.2 1.1 16.5 

Total service exports 100.0 100.0 100.0 23.6 29.8 22.7 4.3 
 Source: Computed from RBI data. Notes: * Growth rate is based on values in US dollar 
terms. GNIE = Government not included elsewhere. http://indiabudget.nic.in/es2012-
13/echap-07.pdf 
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However, growth in services exports became erratic in the post global crisis period. 

Due to the uncertainty in the global economy and weak growth in advanced economies, 

Services exports at US$ 142.3 billion exhibited a lower growth of 14.2 per cent in 2011-12 as 

against 29.8 per cent registered in the preceding year. Growth in services exports decelerated 

further to 4.3 per cent during the first half of 2012-13 as against 22.7 per cent registered 

during first half of the financial year 2011-12.  As could be observed from Table-4, growth 

moderation in services exports was observed in almost all categories. Miscellaneous services, 

accounting for nearly 75 per cent of total services exports in the first half of 2012-13, grew by 

8 per cent during this period as compared to 20.2 per cent in corresponding period of the 

previous year. Within miscellaneous services, growth in exports of software services, 

accounting for nearly 46 per cent of total services exports, was in single digit at 9.8 per cent 

in the first half of 2012-13 compared to the 21.8 per cent in the corresponding period of 

2011-12. Some categories like travel, transport, and insurance services showed a negative 

growth rate leading to lower growth in overall services exports. India’s share of services 

exports in the world exports of services, which increased from 0.6 per cent in 1990 to 1.0 in 

2000 and further to 3.3 per cent in 2011, has been increasing faster than the share of 

merchandise exports in world exports 

 
India's Services Imports: 

Services imports at US$ 78.2 billion declined by 2.9 per cent in 2011-12, as against an 

increase of 34.2 per cent in the preceding year (Economic Survey: 2012-13, p. 162) survey, 

page no. 162). However, imports of services resurged in the first half of 2012-13 and grew 

sharply by 10.3 per cent as compared to a decline of 0.5 per cent in the first half of 2011-12. 

This rise in import of services was mainly on account of higher imports of software and 

business services which increased by 89.7 per cent and 22 per cent respectively during the 

first half of 2012-13 as against a decline of 47.5 per cent and 4.4 per cent respectively in the 

corresponding period of 2011-12.  

FDI in Service sector: 

FDI plays a major role in the dynamic growth of the Services sector.  The growth of 

the services sector is closely linked to the FDI inflows into this sector and the role of 

transnational corporations. There is ambiguity in classifying the different activities under the 

services sector.  Nevertheless, the combined FDI share of financial and non-financial 

services, construction development, telecommunications, computer hardware and software, 

and hotel and tourism can be taken as a rough estimate of the FDI share of services, though it 
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could include some non-service elements. These sectors accounted for a share 47 per cent of 

the cumulative FDI equity inflows during the period April 2000-November 2012. (Economic 

Survey: 2011-12, p. 231) the five service sectors are also the sectors attracting the highest 

cumulative FDI inflows in to the economy with financial and nonfinancial services topping 

the list at US$ 36.04 billion during the period April 2000-November 2012. This is followed 

by other service sectors, construction development (US$21.77 billion), telecommunication 

(US $12.62 billion), and computer software and hardware (US $ 11.54 billion). If the shares 

of some other services or service-related sectors like trading (1.96 per cent), information and 

broadcasting (1.65 per cent), consultancy services (1.11 per cent), construction 

(infrastructure) activities (1.06), ports (0.88 per cent), agriculture services (0.80 per cent), 

hospital and diagnostic centres (0.82 per cent), education (0.36 per cent), air transport 

including air freight (0.24 per cent), and retail trading (0.02 per cent) are included then the 

total share of cumulative FDI inflows to the services sector would be 56.08 per cent. Table-5 

incorporates the recent data on FDI inflows into the major service sector activities.   In 2011-

12, FDI inflows to the services sector (top five sectors including construction) grew robustly 

at 57.62 per cent to US $ 12.14 billion compared to the growth of overall FDI inflows at 33.6 

per cent.  However, in 2012-13 (April-November), overall FDI inflows fell by 43.3 per cent 

to US$ 15.85 billion from US$ 27.93 billion in the corresponding period of the previous year. 

Following this trend, FDI inflows in the top five services also fell by 9.7 per cent to US $ 

8.19 billion. Among them, while FDI inflows to the top four services sectors fell in the range 

of 14 to 97 per cent, FDI inflows to the hotel and tourism sector increased by a very high 328 

per cent over the corresponding period in the previous year. 

 
Concluding Observations and Suggestions 

The forgoing analysis clearly brings out the Service-led-pattern of economic growth in 

India. It shows that in common with the experience of many other countries, the services 

sector in India has grown faster than agriculture and industry. As a result, the share of 

Services in GDP has increased overtime. In the 1990s, Services growth was particularly 

strong, and this has led to the Services share in output being relatively large in India 

compared with other countries at similar levels of development. What is also striking about 

India’s growth experience is that the Services sector does not appear to have created many 

jobs. Admittedly the employment data suffer from limitations. Nonetheless unlike the 

experience of many countries where productivity growth in the Service economy has tended 

to lag behind that of other sectors, it appears that the Indian Services sector has been 
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characterized as experiencing increasing labour productivity.  The acceleration in growth of 

the Services sector in India in the 1990s was due to fast growth in communication, banking 

services, business services (IT) and community services (education and health).The 

remaining sectors grew at a constant or trend growth rate. It is shown that factors such as high 

income elasticity of demand and increased input usage of Services by other sectors have 

played an important part in elevating services growth. Also important, at least in the 1990s, 

have been factors such as economic reforms and the growth in foreign demand for Services 

exports. Significant productivity gains appear to have occurred in the fast growing sectors, 

leading to decline in their relative prices. So there is considerable scope for further rapid 

growth in India’s Services. It is well known that exports have strong future growth prospects. 

At the same time there is considerable scope for further rapid growth in other segments 

provided that deregulation of the services sector continues. Nevertheless, it is imperative that 

the industrial and agricultural sectors also grow rapidly. The relatively jobless nature of 

growth in India’s services sector further underscores this need. 
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