5. India’s Service Sector ~-Economy

India’s services sector has transitioned from a supporting player to the primary engine of the
national economy. As of 2026, it stands as a global powerhouse, driving not only domestic GDP but also
defining India’s footprint in the digital and knowledge-based global market.

The services sector, also known as the Tertiary Sector, involves the production of intangible goods. Unlike
manufacturing (Secondary) or agriculture (Primary), it provides services to businesses as well as final
consumers. Key sub-sectors include Information Technology (IT), Finance, Tourism, Healthcare, and
Education.

Global Capability Centres (6CCs)- These are offshore units of multinational corporations (MNCs)
established in India to perform specialized functions such as R&D, IT support, and data analytics.

ITES (IT Enabled Services)- Services that use IT to improve the efficiency of an organization, such as
Business Process Outsourcing (BPO) and KPO (Knowledge Process Outsourcing).
Knowledge-Intensive Services- High-value services that require specialized professional, managerial,
or technical skills (e.g., Al development, legal consulting).

The sector has shown remarkable resilience and growth in the post-pandemic era, outperforming global
averages.

GDP Contribution- Reached 49.9% in 2024, standing 1.5 percentage points above pre-pandemic levels.
Export Momentum- For the period April-January 2025-26, exports are estimated at USD 348.4 billion.
Export-to-GDP Ratio- The share of services exports in GDP rose significantly to 9.7% (FY23-FY25), up from
7.4% previously.

Employment Role-

1. Accounts for nearly 30% of total employment.

2. Added 40 million jobs over the last six years.

3. Acts as a vital labour market shock absorber, especially during the post-COVID recovery.

The composition of India’s service exports is shifting toward high-value, technology-driven segments.

Software Exports- Grew by 7.3% (YoY) in FY25. Computer services constitute over two-thirds of this total.
Knowledge Hubs- Software services and professional consulting combined now represent over 65% of
total service exports.

GCC Ecosystem- India hosts over 1,700 centres employing 1.9 million professionals. They are moving
beyond back-office work to high-value functions like Al, cybersecurity, and engineering.

Data Centres- Capacity is projected to jump from 1.4 GW (2025) to 8 GW (2030), fuelled by cloud usage
and generative Al patents.

The government has introduced targeted reforms to enhance competitiveness and diversify the service
portfolio.

Segment Key Policy Initiatives

IT & ITES Tax incentives for foreign cloud providers; 15.5% safe harbour margin; automated
compliance; fast-tracked Advance Pricing Agreements.




Care Training 1.5 lakh multiskilled caregivers for geriatric (elderly) and allied services for
Economy global demand.

AYUSH Expansion via 3 new All India Institutes of Ayurveda and upgraded WHO Traditional
Medicine Centres.
Tourism Development of 5 medical tourism hubs; 10,000 guides trained; Buddhist Circuit

development; high-speed rail for cultural tourism.

Despite its strength, the sector faces structural issues that could impede long-term goals.

Job-GDP Mismatch- While the sector contributes nearly half of the GDP, its ability to absorb the vast
Indian workforce is lower than that of the manufacturing sector.

Skill Gaps- A critical shortage of talent in advanced areas like Green Finance, Al, and Cybersecurity.
Intense Global Competition- Traditional outsourcing strongholds are being challenged by the
Philippines and Eastern Europe.

Regional Imbalances- Growth is largely restricted to "Tier-1" hubs like Bengaluru, Hyderabad, and
Gurugram, leading to rural-urban disparities.

Regulatory Hurdles- Complex compliance persists, particularly in highly regulated fields like healthcare
and financial services.

India’s services sector has evolved into a sophisticated, knowledge-driven engine. However, to transition
from a "back-office” to a "global digital headquarters,” the focus must remain on-

Bridging the Skill Gap- Aligning university curricula with Al and digital trends.

Infrastructure Expansion- Moving beyond urban hubs into Tier-2 and Tier-3 cities.

Regulatory Easing- Simplifying cross-border service trade laws to maintain a competitive edge over
regional rivals.
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