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Chapter 10 
 

SERVICES SECTOR 
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• Services Sector has not only outperformed other sectors of 

the Indian economy  

 

• Played an important role in India’s integration with world 

trade and capital markets.  

 

• With help of FDI more rapid growth along with positive 

spillovers on the rest of the economy. 
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Services Sector 
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• Growth continued to moderate during 2019–20, reaching 6.9 

per cent from 7.5 per cent in 2018–19. 

 

 

• The sector continues to outperform agriculture and industry 

sector growth, contributing around 55 per cent to total GVA 

as well as to total GVA growth. 

Overall Performance 



8 

• ‘Financial services, real estate & professional services’ 
decelerated to 6.4 per cent during 2019–20 and that in 

‘trade, hotels, transport, communication 

 

• broadcasting services’ remained on a downward trend, 

reaching 5.9 per cent in 2019–20.  

Overall Performance 



• ‘public administration, defence & other services’ witnessed an 
acceleration in activity during 2019–20, with a growth of 9.1 per cent. 

 

 

• Rail freight, which was contracting in the past few months, started 
picking up in November 2019. 

 

 

• Bank credit to the services sector has continued to decelerate.  

 

 

• The growth in bank credit to services sector was 4.8 per cent as on 
November 2019 as compared to 28.1 per cent a year ago. 
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• The sector now accounts for more than 50 per cent of the Gross State 

Value Added (GSVA) in 15 out of the 33 states and UTs.  

 

 

• In 8 states, services sector account for more than 60 per cent of GSVA.  

 

 

• Chandigarh and Delhi stand out with a particularly high share of services 

in GSVA of more than 80 per cent while Sikkim’s share remains the lowest 

at 26.8 per cent. 
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• Services exports during 2019–20 had an annual growth of 

6.4 per cent 

• Services import growth was 7.9 per cent. 

• Composition of services exports over the past decade show 

that the share of traditional services, such as transport, and 

value-added services, such as software, financial services 

and communications, have witnessed a decline 

• The share of software services has declined by 4 percentage 

points over the past decade to reach 40 per cent of total 

services exports in 2018-19. 

Trade In Services 



• India now ranks 8th among the world’s largest commercial 

services exporters and  

 

• Continues to register strong growth performance (10.7 per 

cent in 2018) relative to the other major services exporting 

countries (7.7 per cent for USA, 5.6 per cent for UK and 2.4 

per cent for Germany). 

 

• While export growth rate for the sector in case of India was 

5.9 per cent, the global average was 4.4 per cent 
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Commercial Services Exports 



• 8th world’s largest commercial services exporters and 
continues to register strong growth performance (10.7 
per cent in 2018) relative to the other major services 
exporting countries (7.7 per cent for USA, 5.6 per cent 
for UK and 2.4 per cent for Germany).  

 

• While export growth rate for the sector in case of India 
was 5.9 per cent, the global average was 4.4 per cent 
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• The tourism sector is a major engine of growth, contributing to 

GDP, foreign exchange earnings and employment.  

• In India, the tourism sector witnessed a strong performance 

from 2015 to 2017, with high growth in foreign tourist arrivals. 

• e-Tourist Visa regime started for 46 countries in September 

2014 which is now available for 169 countries.  

• e-Visa scheme has been further liberalised which has five 

categories now—‘e-Tourist Visa’, ‘e-Business Visa’, ‘e-Medical 

Visa’, ‘e-Conference Visa’ and ‘e-Medical Attendant Visa’. 
 

Tourism Sector 



Port and 
Shipping 
Services 
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India had a 0.9 per cent share in world fleet. 

With 13 major ports and about 200 non-major ports 

The turnaround time of ships has declined continuously, 

almost halving in the period 2010–19 
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• India’s IT-BPM (Information Technology and Business 

Process Management) Services is the India’s exports for 

the past two decades and contributes significantly to the 

economy via employment growth and value addition 

IT-BPM Sector 



Space Sector 
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• Grown exponentially since its modest beginnings five decades 

ago, 

 

• Moving from providing simple mapping services in the 1960s to 

many more uses currently 

 

• Design and development of a series of launch vehicles and 

related technologies, satellites and related technologies for earth 

observation, telecom and broadband, navigation, meteorology 

and space science, R&D in space sciences, and most recently, 

planetary exploration 
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• Satellite communication, with INSAT/GSAT system as the 

backbone to address the needs for telecommunication, 

broadcasting and satellite-based broadband infrastructure in the 

country. 

 

• Earth observation and using space-based information for weather 

forecasting, disaster management, national resource mapping 

and governance. 

 

• Satellite-aided navigation including GAGAN and NavIC. 

Key areas of focus 



OFFSHORE FUND MANAGEMENT 
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• Financial services sector as one of the 

Champion Services Sectors 



Types of 
Funds 
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These offshore funds located in tax and regulatory 

friendly jurisdictions (such as Singapore, 

Luxembourg, Ireland, Hong Kong and London),  

Pool investments from offshore investors  

invest in India via the Foreign Portfolio Investment 

(FPI), Private Equity (PE) or Foreign Venture Capital 

Investment (FVCI) route 



Safe harbour 
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In April 2016, the government 

introduced ‘safe harbour’ 
provisions as Section 9A, 

Income Tax Act (1961) 

Off-shore funds have been 

unable to utilize the ‘safe 

harbour’ total of 17 stringent 

eligibility conditions  



Round-tripping 
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Round 
Tripping 

• It denotes a trip where a person or 
thing returns to the place from where 
the journey began.  

 

• In the context of black money, it leaves 
the country through various channels 
such as inflated invoices, payments to 
shell companies overseas, the hawala 
route and so on.  

 

• After cooling its heels overseas for a 
while, this money returns in a freshly 
laundered form; thus completing a 
round-trip. 
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• It could be invested in offshore funds that in turn invest in 

Indian assets.  

 

 

• The Global Depository Receipts (GDR) and Participatory 

Notes (P-Notes) are some of the other routes that have been 

used in the past. 

 



WTO 
Negotiations 
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11th Ministerial Conference (MC) of the WTO 

ended without a Ministerial Declaration,  

India saw certain favourable outcome from 

the 10th MC of the multi-lateral trade body 



• Implementation of preferential treatment in favour of services 
and service suppliers of least developed countries (LDC) and 
increasing LDC participation in services trade; 

 

 

• To maintain the current practice of not imposing customs 
duties on electronic transmissions (e-Commerce) until the 
next Ministerial Conference to be held in 2017. 
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India, together with 20 other members have notified preferential 

treatment to LDCs in services trade.  

 

• India has offered this in respect of: 

• Market access 

• Technical assistance and capacity building; and 

• Waiver of visa fees for LDC applicants for business and 

employment. 
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• Before the 11th MC of the WTO India made a presentation a 

proposal to the WTO for a global pact to boost services trade.  

 

• The proposal—Trade Facilitation in Services (TFS)— 

 

• is mainly aimed at ‘ensuring’—easier norms for movement of 

foreign skilled workers/professionals across borders for short-term 

work; portability of social security contributions; reasonable fees for 

immigration; cross-border insurance coverage; boosting medical 

tourism; and publication availability of relevant information for 

cross-border supply of services.  
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• World Bank data shows there is growing share of services in 

the world economy 

 

• But global trade flows in services remain subject to 

numerous border and behind-the-border barriers 



Bilateral 
Agreements 
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• Comprehensive bilateral trade agreements with  

• Singapore,  

• South Korea,  

• Japan and  

• Malaysia.  

• Association of South East Asian Nations (ASEAN) 

• Canada, Israel, Thailand, the EU 

• Australia and New Zealand 
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• Domestic regulations like include  

• licensing requirements,  

• licensing procedures,  

• qualification requirements,  

• qualification procedures,  

• and technical standards 
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Restrictions And Regulations 



Service 
Sector 
In India 
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• 55 per cent of total size of the economy and GVA growth,  

• two-thirds of total FDI inflows into India  

• about 38 per cent of total exports 

• Bank credit to services sector, air passenger traffic and rail 

freight traffic have witnessed a deceleration,  

• While foreign tourist arrivals and port traffic have continued to 

ease during 2019-20. 

• Services exports have outperformed goods exports 

Economic Survey 
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• India’s share in world’s commercial services exports has risen 

steadily to 3.5 per cent, twice the share in world’s 

merchandise exports at 1.7 per cent.  

• India’s education services imports have increased 

• India has launched around 5-7 satellites per year in the recent 

years with no failures, barring one in 2017. 

• The services Purchasing Managers’ Index (PMI) has 

stabilized in the recent months above the threshold of 50 

(above 50 indicates service sector activity is expanding) 

Economic Survey 2019-20 
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• Growth in air passenger traffic has begun to show some 

signs of recovery  

 

• the growth in rail freight, which was contracting in the past 

few months, has picked up in November 2019.  

 

• In contrast, bank credit to the services sector has continued 

to decelerate. 
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• PMI or a Purchasing Managers’ Index (PMI) is an indicator of 

business activity -- both in the manufacturing and services sectors.  

• It is a survey-based measures that asks the respondents about 

changes in their perception of some key business variables from 

the month before.  

• It is calculated separately for the manufacturing and services 

sectors and then a composite index is constructed  

• The PMI is derived from a series of qualitative questions. 

Executives from a reasonably big sample, running into hundreds of 

firms,  

Purchasing Managers’ Index 
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• are asked whether key indicators such as output, new orders, 

business expectations and employment were stronger than 

the month before and are asked to rate them. 

• A figure above 50 denotes expansion in business activity. 

Anything below 50 denotes contraction. 
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• The jump in FDI equity inflows was driven by strong inflows into 

subsectors such as  

• ‘Information & Broadcasting’, ‘Air Transport’, ‘Telecommunications’, 
‘Consultancy Services’ and ‘Hotel & Tourism’. 

• India’s services exports remain concentrated in software services, 

accounting for twice the share of the second-largest component, 

business services 

• This has made the software sector, and therefore overall services 

exports, susceptible to changes in exchange rate, global IT 

spending, stringent USA visa norms, and rising cost pressures due 

to increased local hiring in export destinations.  

FDI Inflows into Services Sector 
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• Even though global IT spending, as projected by Gartner in 

October 2019, is expected to accelerate in 2020, rising production 

costs and uncertainty related to Brexit and USA’s visa norms pose 

downward risks to India’s software exports. 

• An increase in import growth for transport, software, 

communication and business services offset the contraction in 

imports of financial and insurance services and the slowdown in 

imports of travel services.  

• Increased business services payments were primarily driven by 

professional, management and consultancy services, and 

technical and trade related services. 

• India runs a small trade surplus in travel, insurance and financial 

services. 
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• According to WTO data, India’s share in world’s 

commercial services exports has risen steadily over the 

past decade to reach 3.5 per cent in 2018, twice the share 

in world’s merchandise exports at 1.7 per cent.  

 

• India now ranks 8th among the world’s largest commercial 

services exporters and continues to register strong growth 

performance relaive to the other major services-exporting 

countries as well as world services export growth  
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Q1 . Which of the following are the objectives of New Industrial 

Policy, 1991? 

1. De-reservation of the Industries 

2. De-licencing of the Industries  

3. Introduction of  the MRTP (Monopolistic and Restrictive 

Trade Practices) Limit 

4. Promotion to Foreign Investment  

Select the CORRECT answer using the codes given below 

a) 1 and 2 

b) 2, 3 and 4 

c) 1, 2 and 4 

d) All of the above 
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Ans: c 

Explanation: 

• With New Industrial Policy, 1991, the government kickstarted the 

very process of reform in the economy, that is why the policy is taken 

more as a process than a policy.  

• Abolition of MRTP Limit: The MRTP limit was Rs. 100 crore so 

that the mergers, acquisitions and takeovers of the industries could 

become possible. In 2002, a competition Act was passed which has 

replaced the MRTP Act.  

• Other features: 

- FERA Replaced by FEMA  

- Compulsion of Phased Production Abolished  

- Compulsion to Convert Loans into Shares Abolished  
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Q2. Consider the following statements with regard to the 

National Investment Fund 

1. Proceeds from disinvestment of Central Public Sector 

Enterprises are channelized in NIF 

2. NIF is maintained under the Consolidated Fund of India 

Select the CORRECT statement(s) using the codes given 

below 

a) 1 Only 

b) 2 Only 

c) Both 1 and 2 

d) None of the above 
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Ans: a 

Explanation:  

Only statement 1 is correct.  

• In January 2005, the Government of India decided to constitute a 

‘National Investment Fund’ (NIF).  

 Statement 2: NIF was to be maintained outside the Consolidated 

Fund of India. In order to align the NIF with the disinvestment Policy, 

Government decided (17th January 2013) that the disinvestment 

proceeds, with effect from the fiscal year 2013-14, will be credited 

to the existing NIF which is a ‘Public Account’ under the 

Government Accounts and the funds would remain there until 

withdrawn/invested for the approved purposes. 
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Q3. With regard to the Hybrid Annuity Model (HAM), consider the 

following statements 

1. Under this model, the risks related to inflation and cost over-runs are 

covered by the Private Sector 

2. Private player is paid a fixed sum of economic compensation by the 

government for a fixed tenure  

3. In this model the project cost is shared by the government and the 

private player in ratio of 40:60  

Select the CORRECT statements using the codes given below 

a) 1, 2 and 3 

b) 1 and 3 

c) 1 and 2 

d) 2 and 3 
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Ans: d 

Explanation:  

Statements 2 and 3 are correct. 

• Hybrid Annuity Model (HAM) is a mix of EPC and BOT-ANNUITY 

models. 

• Statement 1: The risks related to inflation and cost over-runs are 

shared in ratio of the project cost sharing.  

• In this model, most of the major risks are covered by the government—
land acquisition, clearances, operation, toll collection and commercial.  
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Q4. Swiss Challenge Model is:  

a) Public Procurement Model 

b) Initial Pubic Offering 

c) Method to control Inflation 

d) Standard Operating Procedures for Start-ups  
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Ans: a 

Explanation:  

• Swiss Challenge Model: This is a very flexible method of giving contracts 

(i.e., public procurement) which can be used in PPP as well as non-PPP 

projects.  

• Government of India, for the first time, announced the use of this model for 

redevelopment of railway stations in the country (by late 2015). 

• How it works:  

- In this, one bidder is asked by the government to submit the proposal for 

the project which is put in public domain.  

- Afterwards, several other bidders submit their proposals aimed at 

improving and beating the original (first) bidder— finally an improved bid 

is selected (called counter proposal).  

- If the original bidder is not able to match the counter proposal, the project 

is awarded to the counter bidder.  
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Q5. Consider the following statements regarding the Viability 

Gap Funding 

1. It aims at supporting infrastructure projects that are 

economically justified but fall marginally short of financial 

viability  

2. Support under this scheme is available only for 

infrastructure projects 

Select the CORRECT statement(s) using the codes given 

below 

a) 1 Only 

b) 2 Only 

c) Both 1 and 2 

d) None of the above 
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Ans: c 

Explanation:  

Both the statements are correct. 

• Government of India has notified a scheme for Viability Gap 

Funding to infrastructure projects that are to be undertaken 

through Public Private Partnerships. 

• It will be a Plan Scheme to be administered by the Ministry of 

Finance with suitable budgetary provisions to be made in the 

Annual Plans on a year-to- year basis. 

• The quantum of VGF provided under this scheme is in the form 

of a capital grant at the stage of project construction. 
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