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Abstract

Services sector has now become the predominant sector of the Indian economy, and has made a significant
contribution to the country's trajectory of development. India has undergone a structural transformation from an
agriculture-based economy to a services economy in the last 30 years. The service sector is a major source of
employment, export earning, foreign direct investment, technological innovation, human capital development and
contributes over 50 per cent of the Gross Domestic Product (GDP) of India. The sector is comprised of information
technology, telecommunications, banking and insurance, tourism, transportation, education, healthcare, retail
trade, hospitality and professional services. The present research paper is a study on contribution of services
industry to sustainable economic development in India, analyses the role of services industry in economic growth,
employment creation, social inclusion, digital transformation, environmental sustainability and regional
development.

The paper also looks at the history of the Indian services sector since 1991 when the Indian economy embarked
on a path of liberalization, privatization and globalization. It covers the growth of services sector and how the
sector has made India the backbone of modern economy and propelled India's integration with the global economy.
The study also explores the role of services in the process of poverty reduction, women empowerment, financial
inclusion, skill development, urbanization and realization of Sustainable Development Goals (SDGs).

The sector enjoys tremendous success but has many difficulties such as the lack of formal jobs, inequality at
regional level, lack of skills, digital divide, environmental problems, infrastructure gap, and exposure to
international economic cycles. The paper highlights the need for policy measures to promote inclusive and
environmentally sustainable growth of the service sector. The Government initiatives like Startup India, Skill
India, Smart Cities Mission, Digital India and financial inclusion initiatives are also studied in terms of
sustainability.

The study findings suggest that services sector is the most dynamic sector of the economy as well as a key
determinant for sustainable development in the Indian context. Incorporating the right policy measures,
innovation, investment in human resources and environmental protection measures, the services sector can
continue to play a significant role in the long-term prosperity and social transformation of India.

Keywords - Services Sector, Sustainable Development, Indian Economy, Economic Growth, Digital
Transformation, Employment Generation.

1: Introduction
1.1 Background of the Study

Economic development is a multi-dimensional phenomenon and encompasses growth of income, enhancement of
living standards, poverty reduction, technological progress and sustainable use of resources. Economies generally
developed from an agricultural to an industrial to an economy based in services[1]. However, India's shift to
services has been special as the country had fast service sector growth even before the onset of large-scale
industrialization.
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Nowadays, the service sector is the largest part of the Indian economy. It accounts for around 55% of Gross Value
Added (GVA) of India and has now emerged as the main growth driver. It encompasses a wide variety of services
including banking and finance, insurance, telecom, tourism, IT, transportation, education, healthcare, retail,
logistics and professional services. These activities are spearheading India's growth and putting the nation on the
fast track for one of the world's fastest-growing economies.

The growth of the services sector is closely linked to the economic reforms that were enacted in 1991. The
liberalization policies led to a decrease in the role of the State in the economic activities, and increased the role of
private investors and foreign investors. The processes of globalization brought Indian companies into contact with
international markets and the development of technology allowed the growth of digital and information based
services to develop at a rapid pace. India thus emerged with a comparative advantage in software development,
BPO, digital services and telecom.

Sustainable Economic Development is sustainable development that meets the current economic and social needs
without rendering future generations unable to meet their needs[2]. The sustainable development concept calls for
economic efficiency, equity to the social interest and protection of the environment. The importance of the services
industry in this context stems from the fact that a significant amount of services depend more on human capital,
innovation and technology than on natural resources.

The significance of the services sector goes beyond its output. It fosters employment generation, urbanization,
technological modernization, financial inclusion, connectivity, access to healthcare and educational
development[3]. The services sector also supports agriculture and manufacturing through the provision of
transportation, logistics, communication, insurance, marketing and financial support.

But there are challenges in the fast-growing services sector too. These are uneven regional development,
increasing urban pressure, environmental issues, digital inequality, skill gaps and insecurity in informal services.
Hence, it is important to understand the connection between the services industry and sustainable economic
development of India to assess India's future growth potential.

1.2 Statement of the Problem

The services sector has made tremendous strides in the last three decades and is the lifeline of the Indian economy.
Although successful, certain challenges persist on how sustainable and inclusive this growth is. The high value
services (such as IT and finance) have led to wealth creation and international competitiveness, but many of the
traditional services are facing low productivity and informal employment.

The level of development of the service sector has also increased in certain regions. There has also been a growing
gap in the development of the services sector by region. The benefitted area has been rural and backward areas as
compared to developed and metropolitan cities. Furthermore, with the swift transformation in the digital world,
there is rising concern about increasing automation and data security as well as the unequal access to
technology[4].

The question, then, is whether or not the expansion of the services sector is useful in the context of sustainable
economic development in India. The aim of this study is to delve into the economic, social and environmental
aspects of the development of services, and to assess the potential sustainability of these services.

1.3 The objectives of the study are to:
This paper aims at achieving the following goals:

To analyze the development and development of the services sector in India.
To understand the role of services sector in the economic development of India.
To assess the contribution of services to jobs creation and poverty alleviation.
To investigate the role of service sector in sustainable development.

To get an idea of the key problems of the services sector in India.

To examine Government policies and initiatives to support the services sector.

AN

https://ijapt.org 2133



International Journal of Economic Practices and Theories (JEPT)
ISSN: 2247-7225
Volume 2026, Issue 1

7. To offer recommendations for sustainable and inclusive growth via the services sector.
1.4 Research Methodology

The present paper is based on secondary sources, which are obtained from government reports, Research journals,
economic surveys, Books, reports of International Organizations and official publications[5]. The data have been
collected from various sources like Ministry of Statistics and Programme Implementation, Reserve Bank of India,
NITI Aayog, World Bank, International Monetary Fund and academic papers.

The methodology used in this study is analytical and descriptive in nature to discuss the role of services sector in
achieving sustainable economic growth in India.

1.5 The significance of the study.

The aim of this study is to understand the wider role of services industry in India's development. The study
emphasizes the role of the sector in not only improving GDP growth, but also in advancing social inclusion,
technological development, environmental sustainability and human development.

The findings of the research can be of interest to policy makers, researchers, students, economists and businessmen
interested in understanding the structural transformation of India and future development strategies.

2: Conceptual Framework of Services Industry and Sustainable Development

Services industry: activities that provide intangible value to consumers, businesses and governments. In the
service sector, unlike agriculture and manufacturing, the main product is not physical but is based on the provision
of facilities, skills, communication, transportation, financial support, health care, education, and technology. In
the modern economy service has come into its own as an economic sector, as growth in modern economies is not
only reliant on industrial production but also on the exchange of information, innovation, digital connectivity and
knowledge of professionals. The services industry includes a wide variety of activities such as banking, insurance,
information technology, hospitality, tourism, transportation, communication, retail trade, healthcare, education,
and public administration[6]. The activities give a great boost to the economic productivity and increase the
standard of living of citizens.

Services are intangible, one of the characteristics that sets services apart. Services are intangible and cannot be
stored or touched like goods and merchandise. For instance, in education, the knowledge is transferred and in
healthcare, the treatment and medical support are provided. Another important characteristic is that production
and consumption of services often occur simultaneously. Examples of such services are transportation, which is
used the same time you are using it. They are also very labor intensive as many of the services require human
interaction, communication and professional expertise. Due to this reason, the services industry plays an important
role in employment generation.

Sustainable economic development is a process of development that meets the needs of the present without
endangering the ability of the future generations to meet their needs as well. Sustainable development can be
divided into three broad areas: economic sustainability, environmental sustainability and social sustainability.
Economic sustainability deals with growth and financial stability over an extended period of time[7]. Social
sustainability focuses on equality, education, health care, employment and poverty. Environmental sustainability
is the goal of protecting the environment, preventing pollution and maintaining ecological balance. Sustainable
development thus involves a harmonious interaction among economic growth, social development and the
environment.

Services bring a significant contribution to sustainable development, as most services rely more on knowledge,
technology and human capital than on large-scale exploitation of natural resources. The industries that use
information technology, finance, education, healthcare and digital communication require relatively small
quantities of physical resources. Additionally, digital services contribute to better efficiency in economic activities
and less waste and transport costs. Business and financial services boost entrepreneurship and investment, health
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and education services enhance human capital development. Thus, the development of the services sector is
closely related with sustainable economic development.

3. Growth and Development of the Services Sector in India

The growth of the services sector in India has been slow yet steady. After independence, agriculture held a
dominant position in India's economy in the past few decades. Industrialization was seen as the major pillar of
modernization and economic development and hence government policies were highly targeted towards
manufacturing industries and the public sector enterprises[9]. The major activities in this period were public
administration, transportation, railways, trade, communication and banking, which were traditional activities of
the services sector. The sector was important but its contribution to the national income was still relatively minor.

Table 1: Share of Major Sectors in India’s GDP (Approximate Percentage)

Year Agriculture Industry Services
1991 29% 27% 44%
2000 23% 26% 51%
2010 18% 28% 54%
2020 16% 25% 59%
2025 15% 24% 61%

The city services sector grew at a moderate pace in the 1970s and 1980s as a result of the expansion of
urbanization, domestic trade, literacy, and demand for communication and financial services. But, the greatest
change came when the economy was overhauled in 1991. India had a serious balance of payments problem which
led to liberalization, privatization and globalization policies. These changes brought about a decrease in
government control over businesses, promoted private investment and connected India with the world[11].

The changes of 1991 were a turning point in the evolution of the services sector. Liberalization brought down the
barriers of licensing, and introduced competition; Globalisation opened Indian markets for international trade and
investment. The telecommunications, banking, aviation, insurance, tourism and information technology sectors
grew at a rapid pace. Foreign firms came into India with investment, high technology and management skills.

Information Technology proved to be the most dynamic and globally competitive service sector among all the
service sectors. India's comparative advantage in software development and IT-enabled services was rooted in its
large English-speaking population, technical education system and lower labor costs compared to other
countries[12]. The Indian firms like Infosys, Tata Consultancy Services, Wipro and HCL Technologies built solid
international emblems. India transformed into a world class outsourcing software development, customer support,
accounting, consulting and technical service hub. This made India one of the knowledge-based economies.

Telecommunications revolution furthered the growth of services. The amount of mobile phone usage grew quickly
following the telecom sector liberalisation. Accessibility of smartphones and internet provided millions of people
access to digital platforms, online banking, online shopping, digital education and healthcare. Digital linkages
enhanced business efficiency and information availability.

This was further bolstered by several initiatives by the Government like the Digital India and financial inclusion
programmes. Urban and rural economic activities were revolutionized by digital payment systems, online
governance, fintech innovations, and internet-based services. The services sector is today the largest contributor
to India's GDP and a key driver in the economic modernisation of India[15].
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Developed though in a remarkable manner, regional differences are still far-reaching. States with better
infrastructure, education and urbanisation (Karnataka, Maharashtra, Telangana, Tamil Nadu, and Kerala) have
gained more from the service sector. However, agriculture and traditional jobs are still very much relied upon in
many backward and rural areas. However, the service industry has actually revolutionised India's economy and
linked the economy with the world.

4: Economic and Social Contribution of the Services Industry in India

Services have become the key driver of India's economic development and structural change. The sector has grown
at a rapid pace over the last 30 years, and now accounts for over half of India's Gross Domestic Product. This
incredible expansion underscores the growing relevance of information technology, banking, telecommunication,
transportation, tourism, healthcare, education, retail trade and digital services sector in the Indian economy. The
services sector has helped India to sustain the high rate of economic growth and to enhance its economic standing
in the world. There are industries like information technology and financial services, which are high growth
sectors and bring in a lot of national income and bolster foreign exchange reserves through exports.
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Fig. 1 - Services Sector Contribution to GDP in India (1990-2022)

One of the key roles of the services sector is jobs creation. There are jobs in the sector at various levels of education
and skills. Employment opportunities are available for highly skilled jobs in software development, finance,
consulting, engineering, healthcare and education, and semi-skilled and low-skilled jobs in transportation,
tourism, retail trade, hospitality and logistics. New opportunities emerged in online services, delivery systems,
freelancing, and e-commerce as a result of the development of digital platforms and the gig economy[17]. Women
have also become more involved in economic activities due to the fact that critical activities of the healthcare,
education, retail, hospitality sector and information technology employ large numbers of women.

The services sector also plays an important role in social development and sustainable growth. Educational
services boost skill setting up and literacy; healthcare services boost human capital and productivity. Financial
inclusion and entrepreneurship is facilitated through banking and digital financial services. The government's Jan
Dhan Yojana and Unified Payments Interface (UPI) programmes helped bring banking services and digital
payments to the doorsteps of millions of people. The services industry also provides services to the manufacturing
sector and the agricultural sector, such as transportation, logistics, communication, insurance and financial
support, thus enhancing the productivity of the economy.

In India, urbanisation and infrastructure development goes hand in hand with expansion of service sector.
Increased activities like IT parks, hospitals, airports, shopping centers, hotels, schools, and business centers
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contributed to making cities like Bengaluru, Hyderabad, Pune, Chennai, and Gurugram economic hubs. Tourism
also has a significant impact on the development and employment in the region, cultural preservation, and the
generation of foreign exchange earnings. Further, digital communication and online services helped to reduce
costs of transactions and increase efficiency in governance and business operations[19].

The services sector has a contribution to sustainable development, as many services will depend more on the
knowledge and technology than the extensive use of natural resources. Digital technologies can cut down on
paperwork, transportation and administrative waste. In some areas, remote working, telemedicine, online
education and e-governance alleviate environmental pressure. But with the growth of cities and digitalization,
energy use, infrastructure strain and electronic waste are also multiplying, necessitating sustainable planning.

5: Challenges and Government Initiatives Related to the Services Industry

The services sector in India has grown remarkably, but is beset by a number of challenges that impact its
sustainability and inclusiveness[21]. Informal employment is one of the most critical issues. Many employees in
the transportation, retail, tourism and hospitality, and personal service sectors are without social security, health,
pension, or regular pay. Informal work is a threat to economic security and growth in productivity.

There are also significant regional differences of concern. The services sector growth is concentrated primarily in
the urban and economically developed states like Karnataka, Maharashtra, Telangana, Tamil Nadu and Delhi.
Lack of infrastructure, digital connectivity, and education leave many rural and backward areas reliant on the
economy of agriculture and low productivity activities.

A lack of skilled workforce is another pressing issue. Technical knowledge and skills, digital literacy,
communication skills and professional training are essential for modern service industries. But schools do not
equip the young with skills suitable for the industry and hence they suffer from unemployment and under
employment. The future of jobs will be marked by further automation and the use of artificial intelligence, which
could exacerbate labor market issues.

Digital divide is another barrier towards inclusive growth. Internet connectivity and digital platforms are
beneficial to populations in urban areas, but in many rural regions, reliable access to digital infrastructure is still
a challenge. In the realm of online learning[22], telemedicine, digital banking and e-commerce, unequal access to
technology limits opportunities.

Urbanization and commercial proliferation are also contributing to the rise in environmental issues. The
development of transportation systems, commercial buildings, data centers, and urban housing puts a strain on
land, water, electricity, and waste management systems. Moreover, businesses like tourism and aviation are
sensitive to external crises and the global economic cycle, as demonstrated by the COVID-19 pandemic.

Government of India responded to these challenges by launching various schemes and policy measures. Digital
India will work on Better Internet Connectivity, Digital Governance & Online service delivery[25]. Skill India
emphasizes on skills and employability, whereas Startup India prioritizes entrepreneurship and innovation.
Financial inclusion initiatives like Jan Dhan Yojana, Aadhaar linkage and digital payment platforms increased
access to financial institutions in the country.

The Smart Cities Mission encourages the development of urban infrastructure and sustainable urban development
through technology[29]. The government's investment in healthcare, education, tourism, renewable energy and
digital infrastructure is likely to enhance the sustainability of services in the longer term. All of the policies
promote modernization, job creation, technology development, and inclusive economic growth.

6. Future prospects and conclusion

With the advancements in technology, growing digitalization, urbanization, globalization, and the growing
demand of the consumers the future of the services industry in India looks very bright. In the next few decades,
the sector is projected to continue playing a pivotal role in India's economic growth and modernization initiative.
The Al cloud, blockchain, cyber security, and data analytics technologies are poised to reshape sectors like
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banking, healthcare, education, retail, and logistics. Digital economy, which involve e-commerce, fintech,
telemedicine and online education is projected to grow significantly.

India also holds huge potential to improve its position in the world in the software services, healthcare, tourism,
and educational services. Significant investments in research, innovation, infrastructure and skill development
will be crucial to enhance the competitiveness of the international market. The demand for green services such as
renewable energy advice, environmental management consulting, sustainable tourism and smart infrastructure is
expected to grow in the future.

But this growth needs to be balanced and take into account regional inequalities, environment, lack of skills, and
digital exclusion. The extension of Internet access, the quality of education, labor protection and the development
of renewable energy are key to inclusive and sustainable development.

To summarise, services sector is the lifeline of the Indian economy and plays a pivotal role in sustaining the
economic development in India. It plays a crucial role in driving GDP growth, job creation, export growth,
attracting foreign investments, innovation, financial inclusion and social development. The sector made India an
economy that is global and knowledge-based. While informal work, regional disparities, environmental pressure,
and digital inequality remain issues, appropriate government policies and technological progress have the potential
to address these challenges. The services sector will remain a key driver of the Indian economy's future growth
and development with the right policies, investments, and inclusive policies.
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