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LEARNING OUTCOMES

After studying this unit, you shall be able to


Understand the importance of Service Sector in the Indian Economy.



Know the reasons that led to the growth of Service Sector.



Address the issue of sustainability of growth process led by service sector.

11.1

INTRODUCTION

“Since the industrial revolution, no country has become a major economy without
becoming an industrial power” Lee Kuan Yew, in a lecture in 2005. However India’ s
growth story is seen as a paradox to this structural transformation due to the relatively
poor performance of the manufacturing sector as compared to the robust march of
service sector. According to Central Statistics Office the growth rate of GDP in India
for the period 201415 was 7.3% while the World Bank with an expected growth rate
of 7.5% has forecasted that India is set to surpass China for the first time by the end of
this fiscal. India’s GDP has slowed down substantially from 10.6% in 2010 to 7.2% in
2011, but it was still higher than the growth rate of emerging economies (6.2%).
However the growth of service sector in India, its rising share in GDP, and its
contribution to trade and investment has attracted global consideration. Service sector
is the second largest employer and also accounts for the largest share in India’s Foreign
Direct Investment inflows and outflows. In many countries economic growth is led by
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a shift from agriculture to industries while India is considered as an outlier (Ansari
1995) as it has seen a shift from agriculture to the service sector. Here it is to be noted
that service sector grew more slowly than industry between 1951 and 1990 but the
growth in service sector accelerated in the 1990’s when it averaged 7.5 percent a year,
while industry and agriculture grew on average by 5.8 percent and 3.1 percent
respectively (see table 1). Further as measured in terms of coefficient of variation, the
growth in service sector has relatively been stable as compared to the growth in industry
and agriculture.
The development of service sector as the most vital sector of the Indian economy has
been dramatic in many ways. The pick-up in 1990’s was the strongest in business
services, communication and banking services followed by hotels and restaurants.
While the most observable and prominent element of the rise of service sector has been
in software and information technology but the spectrum of growth in services has been
wider than the rise in Information Technology. The literature on growth shows that as
an economy mature, the share of services in GDP increases consistently. In line with
this trend India has witnessed a decline in the share of agriculture in GDP and an
increase in the share of industry and services. During the period1952-2000 the share of
agriculture in GDP has fallen from 58 to 25 percent, while the share of industry has
increased from 15 to 27 percent and that of services sector increased from 27 to 48
percent. Here it is important to note that during 1990s share of services in India’s GDP
climbed by about 8 percentage points while that of industry remained constant.
It has been observed that liberalization and reforms are the important factors for the
growth of services sector in India (Chanda 2002). There also has been a change in
consumption pattern from essential commodities to discretionary demand like
education, personal and health services due to rise in per capita income. High income
elasticity of demand for services, technological progress and availability of skilled
manpower has led to the growth of service sector. India was considered as the best
place to outsource the services by the developed countries which added to the demand
for service sector in India.
11.2

SHARE OF SERVICES IN GROSS DOMESTIC PRODUCT

There are two stages of development. In the first, share of service and industry increases
as countries progress while in the second stage, share of industry declines and that of
services increases as the economy is transformed into higher income level. India’s
growth story follows a similar pattern. In the period 1950-1990, share of agriculture in
GDP declined by about 25 percentage points, while industry and services captured the
share in equal proportion. However, the share of industry has been constant since 1990
and the whole decline in the share of agriculture has been taken up by the services
sector in this period. At current level, India’s services share of GDP is higher than the
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average for other low income countries. However, closer examination of data suggests
that the whole issue of increase in share of service sector in GDP has been overblown.
It has not always been the case that services have been growing faster than industry.
Between the period 1950-51 and 1980-81 industry grew by an annual average of 5.3
percent while the service grew by a slower 4.4 percent. This began to change since
1980’s when service sector growth at 6.5 percent outpaced industry growth rate of 6
percent. The maximum divergence was seen between 1991 and 2000 when the services
grew promptly as compared to industry sector. As a consequence, the share of industry
in GDP fell marginally. In the last decade, the share of services in GDP has outpaced
the combined share of agriculture and industry (see table 1), in 2009-10 services,
industries and agriculture respectively accounted for 57.3%, 25.7% and 16.9% of
India’s GDP. Nevertheless, the share of services is lower than that of developed
countries the United Kingdom (78.4%) and the United States (78.2%), but higher than
that of China (41.8%). The divergence in the growth rate of the industry and agriculture
was not too significant till 2010 but it has increased sharply in the period 201113 (see
table 2). Thus, many economists argue that India’s faster growth in services, and its 55
percent share of GDP, is unnatural in a low income economy. It is in this sense that
India is perceived to be an outlier.
It is to be noted that even during the global slowdown, services sector of India remained
stable. In 2009-10 services grew at 9.96% as compared to 8.81 percent growth in
industries and 1.57 percent in agriculture. However in the same period, variations can
be seen in the performance of service sector in the various states of India. The share of
services in State Gross Domestic Product was higher in the states like Bihar, Delhi,
Kerala, Mizoram and West Bengal as compared to the all-India average while that of
Chhatisgarh and Himachal Pradesh was lower. The share of service sector in GSDP
was high for states like Nagaland and Tripura but it is expected to fall because growth
rate of services in these states is low. The growth rate of services is also low for states
such as Andhra Pradesh, Karnataka, Rajasthan and Nagaland than the all-India level
while that of Arunachal Pradesh and Sikkim was higher.
Table 1: Share of all the sectors in GDP (percent)
(at 2004-05 prices)
1950-51 1960-61 1970-71 1980-81 1990-91 2000-01 2011-12
Agriculture

53.1

48.7

42.2

36.1

29.6

22.3

14.4

Industry

16.6

20.5

24.0

25.9

27.7

27.3

28.2

Services

30.3

30.8

33.8

38.0

42.7

50.4

57.4

Source: Reserve Bank of India, Handbook of Statistics on Indian Economy (2011-12)

Table 2: Growth Rate of all the sectors
(annual YoY)
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1951

1960

1970 1990

2000

2010 2013

Agriculture

3.45

4.89

2.83 4.28

-0.61

9.540.91

Industry

11.87

18.96

8.33 7.33

6.03

7.550.96

Service

6.65

10.08

9.78 5.19

5.07

9.676.96

Source: Central Statistics Office (CSO), 31-05-2014

11.3

SHARE OF SERVICES IN EMPLOYMENT

(A noticeable trait of India’s growth is that when there has been a substantial decline
in the share of agriculture in GDP, a change in share of employment has been rather
little. Paradoxically, the share of services in employment declined by about one
percentage point during 1990’s and exactly during this time share of services in GDP
rose from 42 percent to 48 percent. Thus, while production of output has shifted to
services from agriculture, generation of employment in services has encountered
difficulty. It is unlike the experience of other countries as India is witnessing a
relatively jobless service sector growth and it has exceptionally low share of service
employment, when compared with other countries. Thus, there has been a lot of debate
on employment generating capacity of services sector. Looking at both the organized
as well as unorganized sector; in 1993-94 agriculture engaged 63 percent of the
population while services employed 21 percent of the population. Since then the broad
pattern has remained the same with agriculture having the highest share though the
percentage of people employed in agriculture has declined marginally and a little
increase in the employment in serviced have been seen (see table 3). The retail sector
has played a significant role in the service sector employment and its share is still rising.
The share of transport, storage and communication is also increasing. However, the
share of defense has declined.
Further it is to be noted that in 2009-10 within the service sector, over 80 percent of the
employment was in unorganized sector. Sub-sectors like retail and wholesale trade
provide unorganized employment while services like finance, insurance, real estate and
social and personal services largely provide organized sector employment. Of the total
organized employment, public sector has the share of 86 percent in 1993-94 which
declined to 75 percent in 2009-10. Hotels and trade is the only sector where the private
sector employment is higher than public sector employment. Among states, Delhi and
Kerala have the highest share in organized employment.
Thus, we can conclude that employment in service sector is low in India as compared
to the share of service sector in GDP is growing. Within services, share of organized
sector employment is still small. However, within the organized services sector, public
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sector dominates the employment in services and thus private sector has not been very
successful in creating organized services sector employment.

Table 3: Share of all the sectors in Employment
(percent)
Agriculture
Industry

1999-2000 to 2004-05
59.9
16.4

2004-05 to 2009-10
52.9
22.7

Service

23.7

24.4

Source: NSSO 61ST and 66TH Round Survey
11.4

REASONS EXPLAINING THE GROWTH OF SERVICE SECTOR

A number of studies have attempted to explain the fast growth in the share of services
in cross country analysis. One of the early explanations given for service growth was
the notion of ‘splintering’; this means manufacturers outsource non-core functions
(safety guards, drivers, and canteen staff) to other firms in order to keep the costs down.
This resulted in the services industry getting a fresh impetus. Changes in production
technique can also cause a firm to splinter and as a result, the proportion of output
generating in service sector tends to increase. Such splintering is seen in the increase
in the use of services as intermediate inputs rather than as final demand. However it is
to be noted that in the 1990s fastest growing services activities were final consumption
(communication and hotel and restaurants), and this shows that splintering have played
a less significant role in boosting growth in the 1990s. The changes in the use of service
sector as inputs do not appear to have grown in the 1990s and thus, usage of services
as inputs in other sectors is just partly responsible for the increase in services share in
GDP.
The second reason can be the demand side impetus. Since 1951, the share of service
sector in private final consumption expenditure has almost tripled. Till the
liberalization of the early 1990s, the share of services in total private final consumption
expenditure was stagnant. However, this changed abruptly as share of services in total
private consumption went up to 31 percent in 2000-01 and further to 39 percent in
2006-07. Dividing the demand for services into sub sectors we find that private
expenditure on education alone has increased from Rs. 1,558 crore in 1980-81 to Rs.
55,145 in 2006-07 (at current prices). The rising demand for education especially from
the poor will ensure that this remains a driver of GDP growth in the future.
Similarly, private expenditure on communications rose from a mere Rs. 522 crore in
198081 to Rs. 61,655 crore in 2006-07. Expenditure on health services and medical
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care has increased from Rs. 3,434 crore in 1980-81 to Rs 64,777 crore in 2000-01 and
then Rs 1,02,422 crore in 2006-07. Moving forward we also recognize that service
sector especially Information Technology is not restricted by the fetters imposed by the
government as being done on manufacturing activities. These shackles can be seen in
terms of licensed capacity limits, technology denial in the name of self-reliance,
location policy directives and foreign exchange controls. It is also to be noted that
government made computer imports inexpensive and less time consuming by changing
the rules.
Looking at the financial conditions we find that IT firms enjoy a 30 percent margin
sales on routine basis. This extent of profitability is vastly greater than that of
manufacturing companies. We find this in telecommunication sector as well where call
charge of Rs. 16 per minute in the mid 1990s dropped to less than a rupee by 2007 after
the policy changes in 1999 and 2003. This happened with the arrival of mobile phones
so that the connection service owners were able to profitable run their business by
catering to the vast untapped demand and reap economies of scale which resulted in
sharp reduction in costs. This can easily be interpreted as the repercussions of easing
the restrictive policies of government.
11.5

FOREIGN TRADE IN SERVICES

Liberalization and removal of regulatory policies have reinforced the trend of
globalization and given a spurt to the international investment and trade in services.
Services like finance and insurance have become traditional complements to trade in
goods. This has been aided by technological development, growth of multinationals
and new delivery models.
India’s exports of services has increased manifold mainly due to the global
competitiveness which it enjoys in IT and ITES services. India is able to achieve trade
surplus in this segment as the demand for India’s services exports has touched a
remarkable level. In fact, India had a negative trade balance in services but from 2004
onwards, it has a positive trade balance in services. In addition to this, service exports
has increased the number of wellpaid jobs and employed labor in a high productivity
sector. Service exports have also led to increased tax revenues and stimulated demand
for infrastructure as well.
The rapid growth in services trade is seen in the period 1990-2010. While in 1980s
India’s service trade was $6 billion which reached $240 billion in 2010. The growth
rate of trade in services for India was not only higher than India’s merchandise exports,
but also more than the global services exports. For the period 1980-2010 the growth
rate of world’s export of services was 7.84% while that of India was 13.2%. The bulk
of the growth was seen during the post-reform period of 1991-2010.
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Though the global trade in services is dominated by the developed countries but
emerging economies like China and India are now in the top ten list of trading countries
in services among WTO member countries. Recent data shows that China is the fourth
largest exporter of services while India ranks eighth.
However India’s share in the global trade of services has increased from less than one
percent to over 3% in the period 1980-2010.The compounded annual growth rate of
service export for the period 2001-2010 is 23.6%. In 2011-12 export of services in
absolute terms were $142.3 billion. An important fact to be noted is that during 200607 to 2011-12, 38% of the trade deficit on merchandise was financed by the surplus in
service export.
11.6

INVESTMENT IN SERVICES

In the pre-liberalization period manufacturing attracted bulk of the FDI inflows (87%
in 1980s) but after liberalization it is the service sector which is the largest recipient of
Foreign Direct Investment (30.5% in 2000s). However the share of services in FDI is
falling since 2006-07 (see table 4). FDI is allowed in India through two routes- one is
the automatic route and the other one is government route. Automatic route is for
services like agriculture, mining, energy and construction, while for single-brand retail,
courier services and natural gas pipeline transportation services, government route is
applicable. Though postal services and railways do not allow FDI but it is partially
allowed in air transport services, multi-brand retail and banking services.
FDI policy which is a reflection of general economic reforms and liberalization has led
to magnificent increase. This is also due to the availability of skilled labor at low wages.
AT Kearney Global Services ranked countries in terms of best location for outsourcing
in 2011. India was the leading one among 50 countries, followed by China.
Surprisingly, the rank was highest due to human resources (2nd) but it was 43rd in
terms of business environment.
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Table 4: Share of the sectors in Equity FDI inflows in India
(percent)
2006-07

2007-08

2008-09

2009-10

2010-11

Manufactures

17.6

19.2

21.0

22.9

32.1

Services

56.9

41.2

45.1

32.8

30.1

Source: RBI database

11.7

IS GROWTH LED BY SERVICE SECTOR SUSTAINABLE?

Now we put forward the question that weather the role played by services in the growth
process sustainable in India. Many argue that income generated in service sector is in
excess of the demand created for services in the commodity market. This may have
implications on inflation. In addition to this, the income generated might grow faster
than employment in the organized sector so that the distribution of income may also
get affected adversely. Thus it is asserted that this kind of growth is not sustainable in
the future.
Banga and Goldar (2004) addressed this issue by empirically studying the impact of
services input on productivity growth of manufacturing sector. Their results showed
that the increase in use of services has favorably affected productivity in the
manufacturing sector. Their study concludes India’s service sector will be successful
in creating its own demand.
Further it is interesting to note that service sector has the strongest impact on GDP
compared to the other two sectors. With a unit increase in services, GDP increases by
0.634 units while the increase in GDP is 0.084 units for a unit increase in industry and
0.202 units for a unit increase in agriculture. We can also rely on services for a
sustainable growth because the average share of services in GDP during 1990s was
almost the same as the global level for a country with similar per capita GDP. This
emphasizes that India is not an outlier in the growth process. Further, the annual growth
rate in services in India was maintained at 10% even during the global economic crisis
when the total GDP growth rate fell from 9.3% in 2007-08 to 6.8% in 2008-09.
Sustainability issue can also be seen in terms of environment. Per capita CO2 emission
in India has remained constant since 1980s though there have been increase in GDP
per capita. This shows that India is growing with lesser pollution. With evolving
technologies, services are tradable without any harm to environment and they can be
easily transported via satellite without any CO2 emissions.
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In our view growth process can be led by service sector only if the service sector
contributes to the productivity and efficiency of other sectors which requires less
skilled laborers. India being an agrarian economy cannot ignore the agriculture sector
as half of the population is still employed in it so it is essential for agriculture to prosper
in order to have inclusive growth. Now, how significantly does service sector benefit
the agriculture sector is a matter of further research. If the growth in service sector can
form linkages with the other sectors and channelize their growth as well then we can
have a compelling theory where ‘service led growth’ can be justified as an alternative
growth process.
11.8

SUMMARY

1. Service Sector is the fastest growing sector in India.
2. It is contributing significantly to the Gross Domestic Product and Foreign Direct
Investment inflows in India.
3. Foreign Trade in services has increased manifold after 1991. India is ranked among
the top 10 WTO member countries in the export and import of services.
4. The problematic issue is that the growth of services has not been able to generate
employment in India. A large number of people in service sector are working in
unorganized sector which provides limited job security.
5. The growth process of India led by service sector is sustainable only if it contributes
to the productivity and efficiency of other two sectors.

9

UNIT 12 ICT & IT – SPREAD
Structure
12.0

Objectives

12.1

Introduction

12.2

ICT Sector: Acts, Rules and Policies
12.2.1 Major Acts and Rules
12.2.2 Major Policies.

12.3

Spread of IT Services

12.4

Let Us Sum Up

12.5

Key Words

12.6

Some Useful Books

12.7

Answers/Hints to Check Your Progress Exercises

12.0 OBJECTIVES
After going through this unit you should be in a position to:
 understand the significance of ICT and IT services in our economy.
 know about major Acts, Rules and Policies relating to telecom and IT Sector in
India.
 understand the growth and spread of access to IT services
 understand the contribution of ICT sector to the economy.

12.1 INTRODUCTION
Communication being a Union Listed item of the Indian Constitution, all policies and
programmes relating to it are economy wide policies and programmes. In the prereform years (prior to 1991), ICT sector was mainly restricted to telecommunication
services in India which was provided through departmental provisioning (Government
monopoly). The only option available for the subscribers was to use the service at
whatever price it was offered. In addition, the waiting time for new connections were
ranging from seven to eight years in many cases. The low priority of Government
towards the telecommunication sector during the pre-reform years was evident in the
Approach Paper to the Sixth Plan, which stated, “The primary need of the people is
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food, water and shelter. Telephone development can wait. In place of doing any good,
development in the telecommunications infrastructure has tended to intensify the
migration of population from rural to urban areas. There is need to curb growth of
telecommunication infrastructure, particularly in the urban area”. Even the VII plan
(1985-1990) had only a plan outlay of 3.6 per cent for communication sector (including
postal services), which was the highest among all plan allocations in the pre-reform
years.Subsequently, the usefulness of Telecommunication, IT and ICT services service
provisioning was understood.
Though there were policies and acts relating to telecom other communication services
in the pre reform years, a series of acts and policies were formulated and reform
measures were introduce to augment the provisioning of IT and IT enabled services in
India with the intention of improving India’s competitiveness in the global market,
inducing rapid growth of export, attracting foreign direct investment and stimulating
domestic investment. Linkages between economic growth through the use of
information and communications technology (ICT), and the empirical evidence with
regard to the contributions of ICT sector as one of the major source and determinant of
economic growth has enhanced the focus on ICT and IT – Spread and Policy both at
national and state level. In this unit we will focus on the major national level policies
pertaining to IT sectors, the significance of ICT and IT services in Indian economy and
the nature and extent of its spread.

12.2 ICT SECTOR: ACTS, RULES AND POLICIES
Behind the evaluation of Telecommunication services, Information Technology (IT)
and Information and Communication Services (ICT) there are several National level
acts and policies. The details of these policies are available in the official website of
Department of telecommunications (http://dot.gov.in/). Some of them are provided
below:

12.2.1 Major Acts and Rules
The major acts and rules in this context are:
a) Indian Telegraph Act 1885
b) Indian Wireless Telegraphy Act, 1933
c) Telecom Regulatory Authority of India (TRAI) Act, 1997
d) Information Technology Act 2000
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Indian Telegraph Act 1885
This act documents the Privileges and Powers of the Government with regard to
telegraph services. They include
 Vested Exclusive privilege in respect of telegraphs, and power to grant licenses
Within [India], with the Central Government of India.
 Power for Government to take possession of licensed telegraphs and to order
interception of messages.
 Power to establish telegraph on Land of Railway Company
 Power to make rules for the conduct of telegraphs
 Revocation of licenses on the breach of any of the conditions imposed.
 Protected Government (and its officers) from being responsible for loss or
damage which may occur in consequence of any telegraph officer failing in his
duty with respect to the receipt, transmission or delivery of any message unless
he causes the same negligently, maliciously or fraudulently.
 Power for telegraph authority to place and maintain telegraph lines and posts
 Power to enter on property in order to repair or remove telegraph lines or posts
 Power for local authority to give permission under section 10, clause (c), subject
to certain conditions.
 Power for local authority to require removal or alteration of telegraph line or
post
 Power to alter position of gas or water pipes or drains.
 Provision to address disputes between telegraph authority and local authority.
 Provision to exercise power in matter of compensation, in case of property other
than that of a local authority.
 Removal or alteration of telegraph line or post on property other than that of a
local authority
 Removal of trees interrupting telegraphic communication
 Provision to deal with Telegraph lines and posts placed before passing of this
Act.
 Power to impose Penalties for Establishing, maintaining or working
unauthorized telegraph, using unauthorized telegraphs, unlawfully attempting
to learning the contents of messages etc.
 Power to employ additional police in places where mischief to telegraphs is
repeatedly committed
3

Indian Wireless Telegraphy Act, 1933
This act prohibits the possession of wireless telegraphy apparatus without licence. As
per the act, the telegraphy authority constituted under the Indian Telegraph Act, 1885,
shall be the authority competent to issue licences to possess wireless telegraphy
apparatus under this Act, and may issue licences in such manner, on such conditions
and subject to such payments, as may be prescribed.

Telecom Regulatory Authority of India (TRAI) Act, 1997
The President of India promulgated the Telecommunication Regulatory Authority of
India (TRAI) Ordinance on the 25th January 1997. TRAI was established on January
25th 1997 as an autonomous body with quasi-judicial powers to regulate
telecommunication services in India. The creation of TRAI as an independent authority
to regulate the telecommunication sector is also one of the commitments that India
made while signing the General Agreement on Trade in Services (GATS) under World
Trade Organisation (WTO). TRAI is endowed with the responsibility to protect
consumers’ interests, to induce efficient investment, to sustain fair competition and the
task of looking after the regulatory aspects like price capping, rate rebalancing and
interconnection pricing. The DOT surrendered its regulatory role to TRAI and retained
policy making, licensing and operative powers within its functional jurisdiction. In
matters like issuing and revoking licenses, TRAI was given a recommendatory role.
TRAI started functioning from 20th February 1997. Since then it has contributed
enormously towards the growth and development of telecom and IT sector in India.

Information Technology Act 2000
Information Technology Act 2000 deals with several vital issues which includes:
a) Digital Signature and Authentication of electronic records,
b) Provisions to facilitate Electronic Governance including Legal recognition of
electronic records
c) Establishment of Cyber Appellate Tribunal
d) Mechanism to deal with Offences such as Tampering with computer source
documents, Hacking with computer system etc.
Check your Progress 1
Explain the responsibilities of TRAI
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
4

…………………………………………………………………………………………
…………………………...……………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
12.2.2 Major Policies
The major national level policy that has affected the telecom IT and ICT sector include
a)

National Telecom Policy, 1994

b) Internet Policy, 1998
c)

New Telecom Policy, 1999

d) Broadband Policy, 2004
e)

National Telecom Policy 2012

f)

National Digital Communications Policy 2018

New Telecom Policy 1994
India was in a desperate need for a comprehensive and forward looking policy for
telecom sector reform. The main objectives of NTP 1994 include availability of
telephone on demand, provision of world-class service at reasonable prices, ensuring
India’s emergence as a major manufacturing/export base of telecom equipment and
universal availability of basic telecom services to all villages. It is worth noting here
that, NTP 1994, totally dismissed the idea of privatizing the incumbent companies and
made it clear that the much needed private investment will play a supplementary role
in the efforts of DOT in providing basic services. NTP 1994 had an objective of
providing at least one PCO per 500 urban population and coverage of all 6.1 lakh
villages by 1997. DOT could achieve only an urban penetration of one PCO per 522
populations and has been able to provide telephone coverage to only 3.1 lakh villages
by the end of the target period. The target was revised to be completed by the end of
the Ninth Plan in 2002. Public providers as well as the licensed private operating
companies were jointly held responsible for the accomplishment of the revised target.
As per the terms of the license agreement, private operating companies are to provide
a minimum of 10 per cent Direct Exchange Lines (DEL) as Village Public Telephones
(VPTs). In several cases this target could not be achieved. However, to create an
enabling framework for telecom service provisioning and to ensure future growth of
ICT sector in India the new telecom policy 1994 can be considered as a major
milestone.
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Internet Policy, 1998
In November 1997, the Government of India cleared the Internet Privatisation Policy,
[Prior to this VSNL was the sole Internet Service Providers (ISP) in India] aimed at
increasing the number of internet users (Netizens) in the country. The policy for
privatisation of internet service as per the recommendation of the Bimal Jalan’s
Implementation Committee report was announced in November 1998. The committee
was set up to suggest ways of encouraging internet usage in the country (Gupta, 2000).
The Internet Policy 1998 has the following features:
1. Any company registered in India under the Companies Act 1956 is eligible to
set up an ISP.
2. The foreign equity holding is limited to 49 per cent
3. License period would be for 15 years. There is no licence fee for the ISPs for
the first 5 years and Re 1 thereafter. However, the ISPs were required to pay a
processing fee of Rs 5000/- only.
4. There will be separate licenses for different areas. The three categories are: ‘A’
category for whole of India, ‘B’ for 20 telecom circles including Delhi,
Mumbai, Kolkata, Chennai, Ahmedabad, Bangalore, Hyderabad, Pune, and ‘C’
category covering secondary switching areas.
5. A company can get any number of licenses and there is no limit on the number
of ISP licences that can be granted in a particular service area. Moreover, two
ISPs are permitted to interconnect among themselves.
6. Bank guarantees have to be furnished by the ISP.
7. International connectivity should be through the gateways, VSNL or authorised
organisations. Private ISPs have to obtain security clearances. However, direct
connectivity between two separately licensed ISPs shall be permitted.
8. ISPs are free to fix their own tariff, but may be reviewed by TRAI.
9. Telephone on the internet is not allowed.
This policy was liberal without any entry barrier, pro-competition and customer
friendly. Later on, internet telephony was partially allowed when calls from Personal
Computer (PC) to PC and international call from PC to phone was allowed.

New Telecom Policy, 1999
Apart from the shortfall in the realisations of the target set in the NTP-1994, the recent
developments in telecommunications in the form of convergence of both the markets
and the technologies allowing operators to use their facilities to deliver certain services
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that are reserved for other operators necessitated a re-examination of the legal
framework. The Government declared the NTP (1999) with the following major
objectives:
•

Strive to provide universal service to all uncovered areas including rural areas.

•

Strive to provide high-level services capable of meeting the needs of the
country’s economy.

•

To create a modern and efficient telecommunication infrastructure taking into
account the convergence of information technology, media, telecom and
consumer electronics. Convert PCO's wherever justified into Public Tele-Info
Centers having multimedia capabilities like ISDN services, Remote database
access, Government and community information systems. To provide equal
opportunities and level playing field for all service providers in rural and urban
areas.

•

Achieve telecommunication coverage to all villages in the country and provide
reliable media to all exchanges by 2002.

However, NTP-1999 also makes it clear that the functions of licensor and policy maker
would continue to be discharged by the Government in its sovereign capacity. Since
the declaration of the New Telecom Policy a number of follow up actions have also
been taken in terms of policy changes and introduction of new laws to materialise the
objectives enshrined in NTP 1999.

Broadband Policy, 2004
The Government of India announced the Broadband Policy in October 2004 wherein
broadband has been identified as an ‘always on’ data connection supporting interactive
services including internet access with minimum download speed of 256 kbps per
subscriber (GOI, 2005). By the end of the year 2010, the policy had a target to achieve
20 million broadband subscribers and 40 million Internet subscribers.
The policy was quite ambitious and in reality by the end of December 2010 the number
of Broadband subscribers were only 10.99 Million, while the total internet subscribers
could reach only 18.69 Million as reported in the Indian Telecom Services Performance
Indicators October - December 2010.

National Policy on Information Technology, 2012
1. To increase revenues of IT and ITES Industry from 100 Billion USD at present to
300 Billion USD by 2020 and expand exports from 69 Billion USD at present to
200 Billion USD by 2020.
2. To gain significant global market-share in emerging technologies and Services.
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3. To promote innovation and R&D in cutting edge technologies and development of
applications and solutions in areas like localization, location based services,
mobile value added services, Cloud Computing, Social Media and Utility models.
4. To encourage adoption of ICTs in key economic and strategic sectors to improve
their competitiveness and productivity.
5. To provide fiscal benefits to SMEs and Startups for adoption of IT in value creation
6. To create a pool of 10 million additional skilled manpower in ICT.
7. To make at least one individual in every household e-literate.
8. To provide for mandatory delivery of and affordable access to all public services
in electronic mode.
9. To enhance transparency, accountability, efficiency, reliability and
decentralization in Government and in particular, in delivery of public services.
10. To leverage ICT for key Social Sector initiatives like Education, Health, Rural
Development and Financial Services to promote equity and quality.
11. To make India global hub for development of language technologies, to encourage
and facilitate development of content accessible in all Indian languages and
thereby help bridge the digital divide.
12. To enable access of content and ICT applications by differently-abled people to
foster inclusive development. To leverage ICT for expanding the workforce and
enabling life-long learning.
13. To strengthen the Regulatory and Security Framework for ensuring a secure and
legally compliant Cyberspace ecosystem.
14. To adopt Open standards and promote Open Source and open technologies.
This policy thus aims at adoption of ICTs in various field including Education, Health,
Rural Development and Financial Services and making every household e-literate in a
time bound manner.

National Digital Communications Policy 2018
The National Communications Policy aims to accomplish the following Strategic
Objectives by 2022:
1. Provisioning of Broadband for All.
2. Creating 4 Million additional jobs in the Digital Communications sector.
3. Enhancing the contribution of the Digital Communications sector to 8% of India’s
GDP from ~ 6% in 2017.
4. Propelling India to the Top 50 Nations in the ICT Development Index of ITU from
134 in 2017.
5. Enhancing India’s contribution to Global Value Chains
6. Ensuring Digital Sovereignty.
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It is worth noting here that the policy aims India to be ranked among the top 50 nations
in the ICT Development index by 2022. As per ICT development Index-2017 of ITU
India ranks 134 among 176 countries. The ICT Development Index (IDI) Methodology,
indicators and definitions (as of February 2019) published by ICT Data and Statistics
Division Telecommunication Development Bureau - International Telecommunication
Union reveals the parameters used in preparation of this index. They are:
 Access [indicators under this category are: Households with a computer (%),
Households with Internet access (%),International Internet bandwidth, Population
covered by mobile networks (%) & Fixed-broadband subscriptions by speed tiers
(% of total)]
 Use [Indicators under this category are: [Individuals using the Internet (%), Active
mobile broadband subscriptions (/100 inhabitants), Mobile-broadband Internet
traffic (/subscription), Fixed-broadband Internet traffic (/subscription), Individuals
who own a mobile phone (%)]
 Skills [Indicators under this category are: [Mean years of schooling (years),
Secondary gross enrollment ratio (%), Tertiary gross enrollment ratio (%) and
Individuals with ICT skills (%)]
Understanding and focusing on the above three parameters is essential to plan for
national state and local level strategy to ensure India to rank among the first 50 nations
in terms of ICT Development Index.
Check your Progress 2
Describe how National Policy on Information Technology, 2012 aims at encouraging
adoption of ICTs?
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
………………………………………...………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………..…………………………………...…
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Check your Progress 3
Describe various parameters used for the construction of ICT Development Index.
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
………………………………………...………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………..……………………………………………..

12.3

SPREAD OF IT SERVICES

In modern economy the usage of IT services are enormous. This increasing usage of IT
services are clearly visible not only in different sectors but also in our day to day life.
In this context, nature and extent of IT usage in the below mentioned areas are worth
noting:
 Business Process Outsourcing (BPO Services)
 IT BPM (Business Process Management) services which includes IT services,
Business process management services, software products and engineering
services and hardware
 IT at workplace, education, financial services, health care and various other
government and public services.
 IT in Science and engineering, governance, communication, business, marketing
 IT in Financial Services (Banks, Insurance, Stock Market etc.)

Some of the key indicators providing clue to understand the IT spread in India are:
1) Telecom subscriber base and Teledensity
2) Subscriptions base of Internet services
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Table 12.1: Subscriber base and teledensity- Rural & Urban (India)
Year
ending

Subscriber base in million

Teledensity

(Wireless+Wireline)

(Wireless+Wireline)

Rural

Urban

Overall

Rural

Urban

Overall

2015

435.75

600.66

1036.41

49.94

152.45

81.83

2016

468.64

683.14

1151.78

53.27

170.15

89.90

2017

502.02

688.25

1190.67

56.66

168.29

91.90

2018

531.59

666.25

1197.87

59.50

159.98

91.45

2018

33.37

21.89

33.37

61.72

144.80

76.90

(Figure for
Odisha)
Source: Compiled using information from Yearly performance indicators, Indian
telecom Sector (Third Edition) TRAI (2018).

It is evident from table 12.1 that telecom subscriber base has increased from 1036.41
million to 1197.87 between the year 2015 to 2018 registering a growth of 15.58 per
cent. By the end of December 2018, India had a teledensity of 91.45 with a rural
teledensity of 59.50 and urban teledensity of 159.98. While the rural teledensity has
increased from 49.94 to 61.72 the urban teledensity has increased from 152.45 to
159.98 between 2015 to 2018. Accordingly, the overall teledensity in India has grown
from 81.83 by year ending 2015 to 91.45 for the year ending 2018. These figure
indicates the growing and increasing access to telecom and IT services both at rural as
well as urban level. Yet another service indicating increasing spread of IT services is
the subscription of Internet services.

Table 12.2 provides information on the trend of internet subscriber base. It could be
notice from table 12.2 that there is a huge jump of 35.5 percent in the subscriber base
of internet services i.e. from 445.96 million in December 2017 to 604.21 million by the
end of December 2018.
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12.2: Trend of Internet subscriber base

Segment

Mode of Access
Total Subscribers
(in Million)

Wired Subscribers
(in million)

Wireless Subscribers (in million)
Fixed
Wireless
(Wi-Fi, Wi-Max,
Radio, VSAT)

Mobile Wireless
(Phone+ Dongle

Total Wireless

Dec-17

Dec-18

Dec-17

Dec-18

Dec-17

Dec-18

Dec-17

Dec-18

Dec-17

Dec-18

Broadband

17.86

18.17

0.44

0.43

344.57

506.76

345.01

507.19

362.87

525.36

Narrowband

3.43

3.26

0.01

0.01

79.65

75.59

79.66

75.60

83.09

78.86

Total

21.28

21.42

0.45

0.44

424.22

582.35

424.67

582.79

445.96

604.21

Source: Yearly performance indicators, Indian telecom Sector (Third Edition) TRAI
(2018)

Further, table 12.2 also shows that there is a fall in the subscriber base in the
Narrowband category from 83.09 million to 78.86 million and a substantial increase in
the broadband subscriber base from 362.87 million to 525.36 million between
December 2017 to December 2018. Thus, the growth in the Broadband connection in
India is 44.78 percent from year ending 2017 to year ending 2018.

The potential of IT service usage in reducing cost and enhancing the standard of service
quality is enormous and has definite positive welfare implications for the society. While
this is the key factor leading to increasing IT usage across sectors, India has also
emerged as one of the major IT player at the global level. It is evident from Economic
survey of India 2018-19, that Computer & ICT services alone accounts for 41 percent
of total service sector export for the financial year 2017-18 whereas its share in the
total service sector import is only 6 percent during the same period. It may be noted
that, in the year 2012-13 the share of Computer & ICT services was 47 percent of total
service sector export, while the import share was only 4 percent. Though there is a fall
in in the percentage share in export and increase in the percentage share of import of
Computer & ICT services between 2012-13 to 2017-18, the service trade surplus that
India has today is largely driven by Computer & ICT services.
Check your Progress 4
Discuss the extent of spread in access to IT services in India.
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
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…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………
…………………………………………………………………………………………

12.4

LET US SUM UP

This unit covers various Acts, Rules and Policies that have implications for the spread
of ICT and IT sector in India. While the major acts and rules include Indian Telegraph
Act 1885, Indian Wireless Telegraphy Act, 1933, Telecom Regulatory Authority of
India (TRAI) Act, 1997, Information Technology Act 2000. In addition, the major
policies with regard to the sector are National Telecom Policy-1994, Internet Policy1998, New Telecom Policy-1999, Broadband Policy-2004, National Telecom Policy2012, National Digital Communications Policy 2018. Knowledge with regard to these
rules, acts and policies are useful in understanding the change in focus of government
towards the sector over time. Further, the spread of ICT and IT services in India through
some of the indicators on access to these services were discussed. In addition, the
contribution of IT sector to India’s balance of trade were also highlighted.

12.5

KEY WORDS

BPO Services: A third party service provider, who undertake operations &
responsibilities of a specific business or part of a business process i.e outsourced to it
and provide services on behalf of the clients of the parent firm/organization.
Business Process Management: Business process management (BPM) intends to
improve the business process through designing, modeling, executing, monitoring, and
optimizing the end-to-end business processes.
Broadband: Internet access with a minimum capacity of greater or equal 512 Kbit/s in
one or both directions. However, for statistical purpose, ITU has taken a Minimum
download speed of 256 kbit/s under Broadband category.
Narrowband: Internet access with a capacity of less than 512 Kbit/s in one or both
directions. However, for statistical purpose, ITU has taken a download speed of below
256 kbit/s under narrowband category.
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12.6

SOME USEFUL BOOKS

Indian Economy by Gaurav Datt & Ashwani Mahajan, S Chand publication, 72/e, 2016
[refer to chapter on Information Technology (IT) Industry in Part-IV]

12.7 ANSWERS/HINTS TO CHECK YOUR PROGRESS

EXERCISES

Check your Progress 1
Refer to sec.12.2 and answer.
Check your Progress 2
Refer to sec. 12.2.2 and answer.
Check your Progress 3
Refer to National Digital Communications Policy 2018 under sec. 12.2.2 & answer.
Check your Progress 4
Refer to sec. 12.3 and answer.
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