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VI 

Services Sector 

1. Overall Growth 

The services sector has emerged as the largest and the fastest-growing sector of the global 

economy over the last two decades, producing more than 60 per cent of global output (ITC). In 

line with the global trend, the services sector in India has also grown rapidly, especially in the 

last decade. The sector has been experiencing double-digit growth during the past two years 

(2004-05 and 2005-06) and has further strengthened its place as a leading sector of the Indian 

economy. Importantly, the strong services sector growth at 10 per cent in 2005-06 has been 

instrumental in providing a big-push to overall real sector activity in the economy and propelling 

it to record a sturdy growth of 8.4 per cent (at 1999-00 prices) 

Chart 6A: Sectoral Shares in India's GDP
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The increasing share of the services sector, is quite evident as shown in the Chart 6A. 

During the 1990s, an explosion in information technology (IT) fuelled with an upsurge in the 

services like telecom, software, finance and banking, accountancy, law, entertainment and 

retailing boosted services sector growth. What made the boom in the services industry even more 

prominent was a relatively slower growth and restructuring of India's manufacturing industry 

coupled with a virtual stagnation in agriculture and allied industries. Consequently, India has 
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 leaped from agricultural reliance to services dominance, bypassing the stage of industrial 

revolution, unlike most other developing or developed economies that graduated from farm to 

factories. In continuation of the structural transformation of the Indian economy in the new 

millennium in favour of a service-dominated economy from an agrarian one, the share of the 

services sector in the total GDP has increased notably from 49.8 per cent in  2000-01 to 54 per 

cent in 2005-06.  

Table 6.1: Select Indicators of Services Sector Activities  
(growth rates in per cent) 

Sub-sector 2006-07 2005-06 
1. Tourism (April-August)   
Tourist arrivals (in numbers)  10.5 7.0 
Foreign exchange earnings (in US $) 5.0 21.7 
2. Transport    
Automobiles (April-August)    
    Commercial vehicles production 33.5 11.6 
    Passenger vehicles production  19.7 8.9 
    Commercial vehicles domestic sales 38.0 5.3 
    Passenger vehicles domestic sales 20.6 6.5 
Railways (April-July)   
    Revenue earning freight traffic (in tonnes) 10.3 10.7 
    Revenue earning passenger traffic (no. of   passengers) 7.8 - 
    Passenger earnings (Rs crore)  10.6 - 
    Goods earnings (Rs crore) 16.3 17.9 
Civil Aviation  (April-May)   
    Freight handled at international terminals 17.1 16.7 
    Freight handled at domestic terminals  4.2 13.0 
    Passengers handled at international terminals  17.6 14.2 
    Passengers handled at domestic terminals  52.1 17.2 
Shipping (April-August)   
    Cargo handled at major ports (in tonnes)  6.0 15.1 
3. Communication (April-July)    
    New cell phone connections  139.5 30.0 
    New landline connections  -54 45.0 
    Total new telecom connections  111.4 31.6 
    Broadband connections 40.0 - 
4. Banking and Finance (April-August)   
Aggregate deposits  *# 6.0 2.9 
Non-food credit * 5.0 3.8 
5. Public Administration (April-August)   
Central government expenditure 22.0 10.4 
Notes:   '-' means not available  
*Refers to the scheduled commercial banks and the figures are as on August 18, 2006  
# Data reflect redemption of India Millennium Deposits (IMDs) on December 29, 2005
Sources: Data are taken from respective ministries or other government authorities. 
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 In 2005-06, the main sub-category underlying a buoyant services sector growth has been 

‘trade, hotels, transport and communication’ exhibiting a double-digit growth of 11.5 per cent, 

followed by a 9.7 per cent growth in ‘finance, insurance, real estate and business services’. This 

impressive sectoral performance has been reflected in the select lead indicators of the services 

sector, which have continued to grow at robust rates in the beginning of 2006-07 (Table 6.1).  

Most sectors like transport and communication have begun 2006-07 at promising note. 

There has been a strong growth in production (34 per cent) as well as domestic sales (38 per 

cent) of commercial vehicles during April-August 2006 over the corresponding period of 2005. 

The overall upsurge in the production of automobiles has been on account of overwhelming 

demand for small cars and sports utility vehicles (SUVs). Similarly, substantial activity has been 

witnessed in cargo and passengers handled at international airports and passengers handled at 

domestic airports during April-May 2006. During April-July 2006, Indian Railways has also 

maintained its last year’s performance in terms of an increase in the freight traffic and earnings 

thereby, though somewhat lower than the comparable period a year ago. In the communication 

sector, there has been an enormous growth of 140 per cent in new cellular connections during 

April-July 2006 over 30 per cent in the same period last year. Apart from these physical 

indicators, there has been a considerable growth in the monetary indicators, like aggregate 

deposits, central government expenditure and non- food credit during April-August 2006, as 

compared to that registered in the corresponding period last year. The increasing non-food credit 

during this period reflects growing demand for retail and personal loans.  

The sectors that have grown moderately as compared to the last year are tourism 

(especially in terms of foreign exchange earnings) and shipping (in terms of cargo handled at 

major ports).  Interestingly, emergent areas of tourism like rural tourism, wildlife tourism and 

medical tourism have consistently increased the number of foreign tourists arrivals to India as 

shown during April-August 2006, this has not earned as much additional foreign exchange as 

compared to the corresponding period in the previous year. This can be attributed to relatively 

smaller duration of visits by foreign tourists or their preference for economising on travel and 

accommodation. As far shipping is concerned, the cargo handled at major ports has also shown a 

moderate growth of 6 per cent during April-August 2006 as against 15 per cent of the 

comparable period in the previous year. It has been assessed that major expansion is required in 

the port infrastructure sector in order to handle sea borne traffic arising from increased foreign 
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 and coastal trade. In order to mobilise substantial resources required for this purpose as well as 

to improve efficiency, productivity and quality of services by introducing competitiveness in port 

services, the port sector has been opened up to the private sector. It is expected that private sector 

participation would help to reduce the gestation period for setting up new facilities, bring in 

latest technology and improved management techniques in order to improve cargo handling, both 

in terms of quality and quantity.  

 

2. Performance of Key-Drivers of the Services Sector 

a) Travel and Tourism 

With a vibrant growth of tourism in 2005, India’s share in world tourism, hovering 

around 0.38 per cent for many years (1995 to 2003), has reached 0.46 per cent in 2004 and is 

estimated to be around 0.49 per cent in 2005. The key performance indicators of tourism sector 

are inbound and outbound tourist traffic and foreign exchange earnings from the same.  

Interestingly, since 2003, India has shown the fastest growth in terms of foreign tourist arrivals 

and receipts thereby as compared to the average growth of the world and in other continents. 

After experiencing positive growth in 2005, the number of foreign tourist arrivals and the 

corresponding foreign exchange earnings have increased by about 10.5 per cent and 5 per cent, 

respectively, in August 2006 over August 2005 (Table 6.2).  

Table 6.2: Performance of Tourism Sector in India 

Year 
Foreign  

Tourist Arrivals  
(in million) 

Domestic  
Tourist Visits  

(in million) 

Outbound  
Tourist Traffic 

(in million) 

Foreign Exchange  
Earnings 

(US $ million) 
2001 2.54 (-4.2) 236.5 (7.5) 4.6 (4.5) 3042 (-4.0) 
2002 2.38 (-6.3) 269.6 (14.0) 4.9 (6.5) 2923 (-3.9) 
2003 2.73 (14.7) 309.0 (14.6) 5.4 (10.2) 3533 (20.9)  
2004 3.45 (26.4) 367.6 (19.0) 6.2 (14.8) 4769 (35.0)  
2005 3.91 (13.3) - - 7.2 (16.1) 5731 (20.2)  
Jan-06 0.44 (15.1) - - - - 632.4 (18.8)  
Feb-06 0.42 (10.1) - - - - 594.6 (10.9)  
Mar-06 0.40 (11.0) - - - - 547.2 (8.2) 
Apr-06 0.32 (24.7) - - - - 473.4 (25.1) 
May-06 0.26 (14.7) - - - - 368.6 (10.6)  
Jun-06 0.28 (10.6) - - - - 401.2 (6.9) 
Jul-06 0.33 (13.3) - - - - 497.3 (5.7) 
Aug-06 0.30 (10.5) -  - - 456.8 (4.9) 
Jan-Aug 05 2.5 (15.8)     3566.6 (22.2)  
Jan-Aug 06   2.8 (13.5)     4016.5 (12.6)  
Note: Figures in bracket represent percent variations over the previous year or the corresponding period in the previous year. 
Source: Ministry of Tourism (www.tourism.nic.in)  
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 On the back of this optimistic growth, the government expects tourist arrivals to touc h 

4.4 million in 2006 from 3.9 million in 2005, 9.9 million by 2011 and 15.9 million by 2014. The 

number of foreign tourist arrivals during January-August 2006, which has already touched 2.8 

million and as per the trend of larger tourist inflows during the  winter season, the target for 2006 

appears achievable.  

Chart 6Bi: Foreign Exchage Earnings 
(US $ million)
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Chart 6Bii: Foreign Tourist Arrivals 
(in million numbers)
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However, although gross receipts from travel have shown a steady rise except for the 

year 2001-02 (when tourism industry was hit by terrorist attack in the US in 2001), there had 

been a deceleration in net receipts, due to increasing number of Indians taking up foreign travel 

resulting in higher travel payments than travel receipts under the balance of payments account 

(Chart 6C). 

Table 6C: Net Travel Receipts on India's 
               Balance of Payments
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Of course, there has been a revival of the tourism sector since 2003-04 resulting in 

improved net receipts thereafter.  What has been encouraging is the sharp increase in net receipts 

Table 6.3: India's Net Receipts from Travel  
on Balance of Payments 

Receipts Payments 
Net 

Receipts 

Foreign 
Tourist 
Arrivals  Year 

(in million US $) (million no.) 
2000-01 3497 2804 693 2.7 
2001-02 3137 3014 123 2.4 
2002-03 3312 3341 -29 2.5 
2003-04 5037 3602 1435 2.9 
2004-05* 6495 5510 985 3.5 
2005-06** 7789 6421 1368 4.1 
Notes: * partially revised;  ** preliminary 
Source: RBI Bulletin,  various issues 
            Ministry of Tourism (www.tourisim.nic.in) 
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 by US $ 1368 during 2005-06 as against lower earnings of US $ 985 in 2004-05. This can be 

attributed to a greater influx of foreign tourist (4.1 million in 2005-06 as compared to 3.5 million 

in 2004-05), especially during the winter months in 2005. (Please not that the travel account on 

Balance of Payments not only includes tourist travel, but also business related travel for personal 

purposes.) 

 

b) Retail Sector  

In the last few years, Indians have gone through a dramatic transformation in lifestyle by 

moving from traditional spending on food, groceries and clothing to lifestyle categories that 

deliver better quality and taste. Modern retailing satisfies rising demand for such goods and 

services with many players entering the bandwagon in an attempt to tap greater opportunities. 

According to the ‘Global Retail Development Index (GRDI) 2006’ by the management 

consulting firm ‘A.T. Kearney’s’, India has retained it’s topmost position in the annual study of 

retail investment attractiveness among 30 emerging markets (Table 6.4).  

Table 6.4: The Global Retail Development Index (GRDI) 2006 
GRDI  
Score 

Market  
Attractiveness** 

Market  
Saturation # 

Time  
Pressure $ 

Country  
Risk* 

GRDI 
Rank 
2006 

Country 
(100) (25) (30) (20) (25) 

1 India 100 34 89 76 55 
2 Russia 85 59 53 90 43 
3 Vietnam 84 24 87 81 43 
4 Ukraine 83 37 76 81 42 
5 China 82 40 57 86 58 
6 Chile 71 57 47 48 67 
7 Latvia 69 50 31 88 58 
8 Slovenia 68 52 25 70 78 
9 Croatia 67 51 28 91 57 
10 Turkey 66 59 64 40 46 

Notes: * high risk=0 and low risk =100,  **low attractiveness =0 and high attractiveness=100 
# saturated =0 and not saturated =100,  $ No time pressure=0 and urgency to enter= 100, 
Figures in bracket are weights for respective indicators and are based on correlation analysis. 
Source: Euromoney, World Bank , Global Competitiveness Report 2005 and A.T. Kearney analysis

The index is based on more than 25 macro-economic and retail-specific variables. For 

instance, the country risk includes parameters like political risk, economic performance, debt 

indicators, credit ratings, access bank finance and business risk. The market attractiveness covers 

retail sales per capita, urban population, laws and regulations and business efficiency. Similarly, 

market saturation captures share of modern retailing, number of international retailers etc. and 
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 time pressure has been calculated as the sum of CAGR (2000- 2005) of the retail sales and the 

retail sales area weighted by the CAGR of the GDP between 2000-05. The study quotes: “The 

Indian retail market is gradually but surely opening up, while China’s market becomes 

increasingly saturated. Similarly, Asia  has dislodged Eastern Europe as the most attractive 

region”.  

 

Retail Labour Index  

For the retailers, apart from exploring their market options, it is equally important to 

examine a country’s talented workforce. Therefore, the Retailers’ Association of India has 

developed the ‘Retail Labour Index’ (Table 6.5), which ranks 15 emerging countries on a 100-

point scale. A high ranking indicates that a country has a stronger labour market as compared to 

a lower ranked country. The index is based on 20 human resource variables.  

Table 6.5: The Retail Labour Index 2006 
Talent  

Availability* 
Talent  

Development** 
Labour  

Economics # 
Labour Index 
Rank  2006 

GRDI   
Rank Country 

Retail Labour  
Index Score 

(50) (30) (20) 
1 19 Slovakia 100 100 79 77 
2 14 Malaysia 75 56 96 100 
3 8 Slovenia 66 69 62 65 
4 7 Latvia 65 61 65 82 
5 23 Hungary 65 61 64 86 
6 26 Lithuania 64 62 64 78 
7 22 Romania 50 50 50 81 
8 1 India 50 43 100 28 
9 4 Ukraine 49 55 49 59 
10 5 China 48 48 55 70 
11 9 Croatia 43 56 29 58 
12 27 Brazil 40 34 80 45 
13 2 Russia 39 54 6 83 
14 15 Macedonia 37 61 10 44 
15 18 Bulgaria 34 54 0 69 

Notes: *Low talent availability=0 and 100= High talent availability. 
**Low talent development=0 and high talent development=100 
# High labour cost =0 and low labour cost=100 
Figures in bracket indicate weights of respective indicators. 
Source:  World Bank , Global Competitiveness Report 2005, ILO and A.T. Kearney analysis 

The talent availability indicator includes employment potential, availability of scientists 

and engineers, quality of educational system, firms offering formal training, skilled workers, etc; 

the talent development indicator incorporates difficulties related to  hiring and firing, rigidity in 

timings, hiring cost, etc and; the  labour economics indicator captures relation between pay and 
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 productivity, extent of incentive compensation, wage flexibility and mandays lost due to 

industrial disputes, etc. Unlike the GRDI rank, where India has attained the topmost position, as 

per the labour retail index India ranks 8th, probably due to rigidities prevailing in the labour 

market caused by lack of labour reforms. As per the report, both India and China have been 

struggling to find experienced and talented workers. Further, in terms of cost advantage, not only 

China, but all other countries enjoy a significant advantage over India. However, in terms of 

talent development, India has undoubtedly secured the best position, indicating India’s robust 

policies for retaining and developing its workforce. Thus, India has been one of the attractive 

labour markets providing significant opportunities as indicated by reasonable levels of talent 

availability (highest weight of 50 per cent) and excellent development capabilities (with a weight 

of 30 per cent).  

Further, Ind ia is currently one of the ‘peaking’ markets in terms of large retail market 

opportunities based on GRDI ranking for the period of 1995 to 2006; retailers that enter during 

this stage have good prospects for long-term success.  Apart from India, other countries which 

offer good retail market opportunities are Ukraine and Vietnam.  

 

Apparel Industry  

India’s textiles and clothing together account for 4 per cent of GDP, 14 per cent of the 

industrial output, 30 per cent of India’s exports and 35 per cent of foreign exchange earnings 

(Centre for Education and Communication). The garment sector alone employs over 3.5 million 

people and is the one of the few sectors where employment has been growing over the past few 

years. The performance of the apparel industry has been largely dependent on the growth of the 

textile industry. The Indian textile industry has increasingly benefited since the post-quota 

regime [the multi- fibre agreement (MFA) which governed global trade in textiles and clothing 

since 1974, was dismantled in December 2004] in terms of higher textiles exports, especially due 

to the demand from UK and US retailers. As per Technopak's estimates, the current size of the 

domestic consumption of textile and clothing is about Rs 88,000 crore; including home textiles, 

the market size increases to almost Rs 100,000 crore. This market is likely to grow to as much as 

Rs 180,000 crore in the next five years, with the domestic market as the main growth driver. The 

growth has been on account of various factors like population growth, demographic and lifestyle 
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 shifts, and increased spending of the middle and lower income strata of the population. 

Recognising the export potential of the garment sector, the government of India has launched 

‘Apparel Park for Exports’ scheme to impart focused thrust for setting up of apparel 

manufacturing units of international standards at potential growth centres. The Apparel Parks for 

Exports Scheme has come into operation since March 2002.  

 

FMCG 

In the fast growing categories within the FMCG sector, the packaged food category has 

recorded a robust 25 per cent growth in 2005 over the previous year (AC Nielsen, South Asia 

Customised Research). This is mainly due to the changing preferences from home-made meals to 

ready-to-eat foods of Indian households due to longer working hours and increase in the number 

of working women and nuclear families. According to a report by HSBC, apart from packaged 

food, currently, the fastest growing segments in the sector are hair care, household care, male 

grooming, female hygiene, chocolates and confectionery. It is estimated that the total size of the 

FMCG sector will rise from around US$ 12.51 billion in 2005 to US$ 20.40 billion in 2010.  

The buoyant performance of FMCG sector has also been reflected in the aggregate results 

for April-June 2006-07 of 12 FMCG companies with sales of Rs 9,231 crore, a rise of 16 per 

cent. The profits of these companies have increased by 16.6 per cent to Rs 1,415 crore.  

 

Consumer Durables  

On the back of robust semi-urban and rural demand, the consumer durables industry has 

recorded upbeat growth trends in 2006 (India Brand Equity Foundation). According to ORG-

GFK estimates, the overall industry sales have grown by 8-10 per cent to 71 lakh units for the 

first half of 2006. While sales of colour televisions (CTVs) have grown by 9 per cent to 37 lakh 

units, 21 lakh units of refrigerators have been sold, an increase of 9 per cent. Similarly, washing 

machines sales at 7.6 lakh units have been up by 4 per cent and air conditioners sales at 6.02 lakh 

units have increased by 54 per cent. The forthcoming festival season is expected to give a further 

fillip to the industry.  
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 At the disaggregated level, conventional CTV volumes have fallen by 17 per cent to 6.4 

lakh units, while those flat TVs have grown by 53 per cent to 1.9 million units for the first half of 

2006. Market sources indicate that most CTV majors have phased out conventional TVs and 

have instead been focusing more on flat TVs.  In the refrigerators market, the frost-free category 

has grown by 8.3 per cent while direct cooling segment has grown by 9 per cent. While 

companies like LG, Whirlpool, and Samsung have shown double-digit growth in the direct-cool 

refrigerator market, sales by Godrej have dipped by 8 per cent during the period under review. In 

case of washing machines, the semi-automatic category with a higher base and fully-automatic 

categories have grown by 4 per cent to 5.26 lakh units and by 8 per cent to 2.29 lakh units, 

respectively.  In case of the air-conditioners segment, sales have jumped by 54 per cent to 6.02 

lakh units. The sales of window ACs have grown by 32 per cent and split AC have grown by 97 

per cent.  

As per the Index of industrial production (IIP), the consumer durables industry has 

maintained its growth momentum at 15.7 per cent in April-July 2006 as against a rate of 13 per 

cent registered during the corresponding period last year.  

The consumer durable majors, particularly manufacturers of televisions, air-conditioners 

and washing machines hope that the coming festive season would be a rewarding one in terms of 

greater sales and profits. In 2005, the sales and profits of 22 durable companies had peaked their 

quarter-on-quarter (Q2 over Q1) growth by 43 per cent and 38 per cent, respectively. The 

consumer durable companies expect that sales would grow by 40 per cent in the forthcoming 

festive season.  

 

c) Real Estate and Prices  

The real estate industry in India has seen sustained growth in recent years backed by a 

booming economy, liberalised FDI regime, favourable demographic factors and souring fortunes 

of high-tech sectors like retail and IT. The simple demand-supply dynamics indicate that until 

one of these factors undergoes a change, the high property prices will probably persist due to 

demand far outstripping supply. The property market has remained firm in the beginning of 

2006.  For example, in the first quarter of 2006, the real estate markets in Mumbai, Thane and 

Navi Mumbai have shown price increases varying between 3-15 per cent. According to industry 
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 analysts, in the near future, though the price levels will not experience an absolute downturn, a 

partial correction by 15 to 20 per cent is required to rein the overheated property market. It is 

expected that the prices would stabilise in the coming months after a small correction. 

Real Estate Index 

The Liases Foras, a research and rating agency (www.propertyscience.com) in the Indian 

real estate sector has launched RESSEX, India's first real estate sensitivity index. RESSEX 

includes price, availability and supply of real estate juxtaposed with demand to figure out the 

efficiency quotient of pricing, to make decision making easier for buyers. The firm has claimed 

that it has gone beyond mere data sampling and creation of mathematical algorithms to construct 

the index. The methodology utilised accurate data inputs and provides answers to questions that 

affect real estate, spanning both ends of the spectrum from GIS (geographic information system) 

to a door-to-door survey. The index is to cater the needs of real estate investors, both industry 

professionals and end users. 

Real Estate Regulator 

The Ministry of Urban Development is planning to create a statutory real estate regulator 

to protect the interests of property buyers. For this purpose, a real estate commission has been 

proposed to be set up in order to frame guidelines and a code of conduct for property dealers. 

The purpose of the commission is to ensure that developers do not indulge in unethical practices 

such as land hoarding. The buyers would also have right to information regarding the 

antecedents of the property to ensure legitimacy of the property before they purchase the same. 

Further, to protect the interests of consumers, the commission would also entertain complaints 

against dealers and would be empowered to take action in such cases. In addition to this, the 

commission would also deal with earnings of the dealers and brokers as they charge commission 

up to 4 per cent of the cost of property from buyers and sellers (combined). This is totally 

unregulated and non-taxed and therefore, should be monitored. The commission is likely to be a 

part of the proposed Real Estate Management (Regulation and Control) Bill, which would 

include a number of regulations for dealers, agents and deve lopers. The centre is expected to 

propose the bill in the parliament in the winter session.  


