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MANUFACTURING vs. SERVICES-LED 
GROWTH 

The Limits of Industrialisation & the Rise of Services as a Development Pathway 
in the 21st Century 

SECTION 1 — KEY TERMS AND CONCEPTUAL EXPLANATIONS 

Before engaging with the debate on manufacturing versus services-led development, it is essential to 
build a vocabulary of the core concepts that frame the entire discussion. These terms are not merely 
definitions — they carry distinct ideological, historical, and policy weight that UPSC questions often probe. 

1.1  Structural Transformation 

• Meaning: The process by which an economy shifts its labour force and output from low-productivity 
sectors (like subsistence agriculture) to higher-productivity sectors such as manufacturing and 
modern services. It is the backbone of classical development economics. 

• Significance: Historically, every country that achieved sustained long-run growth — from Britain 
in the 18th century to South Korea in the 20th century — did so through some form of structural 
transformation. 

• UPSC lens: Questions on India's economic structure, disguised unemployment in agriculture, and 
the Lewis dual-sector model all connect here. 

◦ Example: India's IT revolution in the 1990s represents a partial structural transformation — a 
direct leap from agriculture to modern services, bypassing mass manufacturing. 

1.2  Industrialisation-Led Growth Model (East Asian Model) 

• Meaning: A development strategy where governments deliberately promote manufacturing — 
particularly export-oriented manufacturing — as the engine of economic growth. Japan, South 
Korea, Taiwan, and later China are its best exemplars. 

• Key features: State-directed credit, infant-industry protection, export promotion boards, 
technology absorption from multinationals, and sequential upgrading of industrial complexity. 

• Why it worked: Manufacturing in the 20th century could absorb large numbers of semi-skilled rural 
workers, transfer technology, generate foreign exchange, and create agglomeration effects that 
spilled over into the rest of the economy. 

◦ Classic instrument: Export Processing Zones (EPZs) which offered tax holidays and relaxed 
labour laws to attract FDI into manufacturing. 

◦ Example: South Korea's POSCO (steel), HYUNDAI (autos), and SAMSUNG (electronics) were 
all nurtured through state-directed industrial policy. 

1.3  Premature Deindustrialisation 

• Meaning: A phenomenon where a country's manufacturing sector shrinks — both in output share 
and employment share — before it has reached a high level of income, unlike the historical pattern 
in today's rich countries. 

• Who coined it: Development economist Dani Rodrik (the same scholar whose work this module 
draws from) documented this trend empirically across multiple developing countries. 
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• Why it matters: If manufacturing's peak employment share is declining across successive late-
industrialisers, then countries that have not yet industrialised may never be able to use 
manufacturing as the primary jobs engine that it once was. 

◦ India's example: India's manufacturing share of GDP has hovered around 15-17% for decades, 
never crossing the 25-30% range that East Asia achieved. Yet the sector is already being 
outcompeted by automation and robotics. 

1.4  Non-Tradable Services 

• Meaning: Services that must be produced and consumed in the same location — they cannot be 
exported or imported across borders in the conventional sense. Think of retail shops, local 
transportation, food stalls, domestic construction, and personal care services. 

• Distinction from tradable services: IT/BPO, financial services, and legal advisory are 'tradable' 
because they can be delivered remotely. Non-tradable services have historically been excluded 
from mainstream growth strategies. 

• New insight: Empirical research (Fan, Peters, Zilibotti) shows that consumer-facing non-tradable 
services — retail, hospitality, local logistics — have been the quiet engine of growth in India and 
Sub-Saharan Africa, not the celebrated IT sector or manufacturing. 

◦ Assam connection: The growth of small retail, food services, and local logistics along the 
ASEAN highway corridor in Assam illustrates non-tradable services quietly raising local 
productivity. 

1.5  Middle-Class Services Virtuous Cycle 

• Mechanism: As incomes rise, consumer demand shifts toward higher-quality services — better 
restaurants, organised retail, wellness services. These demand-driven shifts force productivity 
improvements in the service sector. Higher productivity lifts wages further, which expands the 
middle class, which demands still better services — a self-reinforcing cycle. 

• Policy implication: Unlike manufacturing (which needs export markets), this cycle is domestic-
demand driven and hence more resilient against global shocks. 

◦ Example: India's quick-commerce boom (Zomato, Blinkit, Swiggy Instamart) is a real-world 
manifestation — it is formalising and productivising neighbourhood kirana delivery networks. 

1.6  Global Value Chains (GVCs) 

• Meaning: The cross-border segmentation of production where each country specialises in one 
stage of manufacturing a final product. Apple designs in the USA, sources components from Japan 
and Taiwan, and assembles in China/Vietnam. 

• The GVC promise: Developing countries could join GVCs and use them as a technology-learning 
vehicle without having to build full industrial capacity from scratch. 

• The GVC reality: GVC participation has become increasingly skill and technology intensive. A 
country like Ethiopia or Bangladesh can join the lowest rungs (basic garment assembly) but 
struggles to upgrade, while the value-added remains concentrated at the top. 

1.7  Productivity Divergence vs. Convergence 

• Convergence: The idea that poorer countries should grow faster than richer ones because they 
can borrow technology cheaply, and capital flows from surplus to deficit countries. 

• Divergence in manufacturing: A disturbing new finding is that in countries like Ethiopia, India, 
Bangladesh, and Vietnam, employment in manufacturing and productivity in manufacturing are 
now moving in opposite directions — more workers are entering manufacturing but at lower 
average productivity, unlike the early East Asian experience. 

• UPSC relevance: This connects to debates on total factor productivity (TFP) in India, and why 
India's manufacturing growth has not generated the quality jobs expected. 
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1.8  NAFTA / USMCA and Mexico's Paradox 

• What it is: The North American Free Trade Agreement (1994), now replaced by USMCA (2020), 
created a free-trade zone between the USA, Canada, and Mexico. 

• Mexico's experience: Mexico's manufactured exports increased tenfold after joining NAFTA — a 
remarkable performance by any trade metric. Yet Mexican productivity, wages, and overall welfare 
stagnated. This paradox reveals that export success in manufacturing does not automatically 
translate into broad-based development. 

• Explanation: Manufacturing integration was confined to an enclave of multinational firms. 
Linkages with the domestic economy remained weak, local firms could not upgrade, and the labour 
force outside the enclaves remained in low-productivity informality. 

1.9  Digital Platforms and Organisational Innovation 

• Meaning: The use of digital technology not just as a product but as a management and 
coordination tool — enabling small enterprises to achieve scale, improve logistics, access 
customers, and adopt quality standards that were previously affordable only to large firms. 

• Significance for services: Digital platforms can productivise non-tradable services at scale: ride-
sharing platforms (Ola/Uber), food delivery aggregators, micro-loan platforms (credit to kirana 
owners), and agri-tech apps all lift the productivity floor for informal service workers. 

• Policy hook: Governments can actively facilitate platform adoption among micro enterprises — a 
lower-cost intervention than building industrial estates or SEZs. 

1.10  Manufacturing Enclave vs. Broad-Based Industrialisation 

• Enclave: A cluster of high-productivity manufacturing firms, often foreign-owned, that is well 
integrated into global markets but poorly linked to the domestic economy — few backward linkages, 
limited technology spillovers, and low local employment. 

• Broad-based: The East Asian ideal where manufacturing productivity gains diffused through the 
entire economy — small firms upgraded, workers moved from farms to factories at scale, and 
wages rose nationally. 

Key Insight for UPSC: The distinction between manufacturing enclaves and broad-based 
industrialisation is central to evaluating India's PLI scheme, SEZ policy, and Make in India 
— and is a potential essay/GS III question. 

SECTION 2 — MAIN ARGUMENTS, THESIS, AND EVIDENCE 

The intellectual pivot from manufacturing enthusiasm to manufacturing scepticism is not ideological 
caprice — it reflects a rigorous engagement with evidence. Understanding the structure of this argument 
is critical for constructing analytical UPSC answers. 

2.1  The Original (Widely Accepted) Thesis: Manufacturing Imperative 

• Core claim: Manufacturing is the primary engine of development. It absorbs surplus agricultural 
labour, generates learning-by-doing, creates foreign exchange, and builds a middle class. 
Development equals industrialisation. 

• Historical basis: This thesis was powerfully validated by Britain (Industrial Revolution), USA 
(1870-1950), and most dramatically by Japan, South Korea, Taiwan, and China. 

• Policy consensus: From Nehru's socialist industrialisation vision to the Washington Consensus's 
export-oriented adjustment, manufacturing was universally prescribed as the development ladder. 

• Kaldor's Growth Laws: Nicholas Kaldor formalised this: manufacturing has the strongest 
backward and forward linkages, the highest learning effects, and is uniquely capable of sustaining 
long-run productivity growth — unlike services or agriculture. 
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2.2  The Revised (Evidence-Based) Thesis: Limits of Manufacturing 

• Central argument: The conditions that made manufacturing the great escalator of development 
are no longer operative in today's world. The manufacturing pathway has narrowed, and a new 
development model centred on productive services is both more feasible and potentially more 
inclusive. 

• Three pillars of the revised thesis: First, modern manufacturing is skill and technology intensive, 
making it inaccessible to poor countries at scale. Second, premature deindustrialisation is curtailing 
manufacturing's employment potential even before countries have industrialised. Third, empirical 
data shows that services — particularly non-tradable consumer services — have been the actual 
driver of recent developing-country growth. 

2.3  Supporting Evidence: Country Cases 

• Mexico: Despite tenfold growth in manufactured exports post-NAFTA, overall productivity 
stagnated. Manufacturing success coexisted with macroeconomic failure — the classic enclave 
trap. 

• Ethiopia: Once hailed as the next Bangladesh for labour-intensive garment manufacturing, 
Ethiopia has seen manufacturing employment rise but average manufacturing productivity fall — 
the opposite of the East Asian pattern. 

• Bangladesh: The garment sector employs millions but is trapped at the bottom rung of GVCs, with 
persistent difficulty upgrading to higher value-added products. 

• India: Manufacturing's share of GDP and employment has remained stubbornly stagnant. India 
absorbed 400 million workers into the workforce between 1991 and 2020, but manufacturing 
absorbed only a fraction. 

• Vietnam: Even Vietnam — the most celebrated recent manufacturing success — is showing signs 
of the same divergence between manufacturing employment growth and productivity growth. 

• Counter-case (East Asia): Japan, South Korea, and Taiwan remain the positive examples where 
employment and productivity grew together — but their window of opportunity was the pre-digital, 
pre-automation era when labour cost advantages were sufficient. 

2.4  Statistical Anchor: The Two-Billion Worker Problem 

• Of approximately two billion workers in the developing world today, roughly 1.5 billion are in 
occupations that neither require university education nor are exposed to international trade or 
offshoring. 

• These workers — subsistence farmers, street vendors, casual labourers, food service workers — 
constitute the majority, and their numbers will grow in absolute terms even if their share declines. 

• Neither industrialisation nor higher education can serve as the primary solution for this cohort at 
the timescales required. The math simply does not work. 

• This statistical reality forces policymakers toward a services productivity agenda as the only 
numerically plausible path to inclusive growth. 

UPSC Essay Connect: 'Not all who wander are lost — India's informal economy may be the 
unlikely engine of 21st-century growth.' This statistical argument would form a powerful 
essay thesis. 

2.5  The New Empirical Finding: Services as the Engine 

• Fan-Peters-Zilibotti research: Detailed empirical study of India's growth finds that the driver of 
rising incomes has been productivity growth in consumer-facing, non-tradable services — retail, 
hospitality, local logistics — NOT the celebrated IT/BPO sector. 

• Sub-Saharan Africa: The same mechanism is at work in rapidly growing African economies. 
Productivity growth in local services — not manufacturing — accounts for the bulk of income 
convergence with advanced economies. 
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• Three decades of convergence: The last 30 years have been extraordinary for developing-
economy growth, and it has been services, not manufacturing, quietly doing the heavy lifting. 

2.6  Counterarguments the Revised Thesis Must Address 

• China's success: China grew primarily through manufacturing and lifted 800 million out of poverty. 
If it worked for the largest developing country, why not others? The answer: China's industrialisation 
occurred before automation became economically viable, and China deployed a unique 
combination of state capacity, infrastructure, and scale that is not replicable. 

• Services are not tradable: Critics argue that without export markets, services cannot generate 
the foreign exchange needed to finance imports of capital goods — the classic balance-of-
payments constraint on development. The revised thesis must grapple with this. 

• Quality of services jobs: Many service jobs in developing countries are informal, low-wage, and 
precarious. Calling them a 'growth engine' risks normalising informality rather than fighting it. 

• Institutional prerequisites: Improving services productivity requires digital infrastructure, 
regulatory reform, and human capital — exactly the same prerequisites that manufacturing needs. 
There is no easy shortcut here either. 

SECTION 3 — HISTORICAL EVOLUTION OF THE ISSUE 

The debate on manufacturing versus services is not new — it runs like a fault line through the entire 
history of development thought. Tracing it chronologically gives the UPSC aspirant a powerful intellectual 
map. 

3.1  Pre-Independence Era (Pre-1947): Colonial Deindustrialisation 

• India's pre-colonial economy had a robust textile and handicraft manufacturing base — Bengal 
muslin, Dhaka weavers, Surat cotton merchants were globally competitive. 

• British colonial policy systematically deindustrialised India through preferential tariffs, destruction 
of indigenous industries, and converting India into a raw-material supplier and captive market for 
British manufacturers. 

• The colonial economy left India at Independence with an agricultural sector that employed over 
70% of the workforce, a vestigial industrial base, and negligible capital goods capacity. 

• Dadabhai Naoroji's 'drain of wealth' theory and R.C. Dutt's economic history documented this 
manufactured deindustrialisation — a historical injustice that shaped post-Independence thinking. 

• Assam-specific: The colonial economy converted Assam into a tea and petroleum extraction zone 
— classic enclave economics — leaving no manufacturing foundation for independent Assam. 

3.2  First Phase of Planned Industrialisation (1947–1965) 

• Nehru's model was explicitly modelled on the Soviet experience: state-led heavy industry as the 
engine of self-reliance. The logic was Keynesian demand management combined with structuralist 
supply-side thinking. 

• The Industrial Policy Resolution of 1948 and the Industrial Policy Resolution of 1956 placed the 
'commanding heights' of the economy — steel, coal, railways, arms — firmly in the public sector. 

• The Mahalanobis Model (2nd Five Year Plan, 1956) mathematically formalised the priority for 
capital goods industries over consumer goods, arguing that only heavy industry could break the 
'low-level equilibrium trap.' 

• Outcome: India built remarkable industrial capacity (SAIL, BHEL, HAL, ONGC) but at very high 
cost, limited productivity, and at the expense of labour-intensive consumer goods manufacturing 
that could have absorbed more workers. 

3.3  The East Asian Miracle and the New Consensus (1960s–1990s) 
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• Japan (1950s-70s), South Korea (1960s-80s), Taiwan (1970s-90s) demonstrated that export-
oriented, labour-intensive manufacturing could lift living standards at an unprecedented pace. 

• The 'World Bank Report on the East Asian Miracle' (1993) canonised this model, attributing 
success to fundamentals (education, macroeconomic stability) rather than industrial policy — a 
politically convenient but analytically contested conclusion. 

• The GATT Uruguay Round (1994) and subsequent WTO rules globalised trade liberalisation, 
facilitating the spread of manufacturing GVCs. 

• China's entry into WTO (2001) accelerated the transformation of global manufacturing — China 
became the 'world's factory,' absorbing manufacturing capacity that might otherwise have 
dispersed to other developing countries. 

3.4  The Liberalisation Era in India (1991–2008) 

• The 1991 economic reforms under Narasimha Rao and Manmohan Singh dismantled the License 
Raj, opened FDI, and liberalised the current account, betting that market forces would drive 
manufacturing growth. 

• Result: Services — particularly IT/BPO — grew spectacularly. Manufacturing, however, failed to 
take off proportionally. India's manufacturing share of GDP barely budged from 15%. 

• This was the period when India began its distinctive 'services-led growth' trajectory, though it was 
not a deliberate policy choice but rather an emergent outcome. 

• The IT boom in Bengaluru, Hyderabad, and Chennai created high-quality but narrow employment 
— the classic 'tradable services enclave' problem, mirrored in manufacturing elsewhere. 

3.5  The Make in India Era and Its Discontents (2014–2022) 

• The Modi government's Make in India (2014) and subsequent Production Linked Incentive (PLI) 
scheme (2020) represented a conscious return to manufacturing ambition — explicitly targeting a 
25% share of GDP. 

• The PLI scheme targeted 14 sectors with Rs. 1.97 lakh crore in incentives — mobile phones, 
pharmaceuticals, textiles, food processing, batteries, and defence manufacturing. 

• Early results are mixed: mobile phone exports grew dramatically (India became the world's second-
largest mobile phone manufacturer), but employment generation has lagged behind expectations, 
reinforcing the enclave concern. 

• The COVID-19 pandemic (2020-21) and subsequent supply chain disruptions triggered a global 
reconsideration — the China+1 strategy offered India a window, captured partly by PLI. 

3.6  The Post-COVID Services Revolution (2020–Present) 

• The pandemic paradoxically accelerated digital adoption in services — UPI transactions scaled by 
orders of magnitude, telemedicine became routine, ed-tech grew explosively, and gig-economy 
platforms formalised millions of informal service workers. 

• India's digital public infrastructure (UPI, Aadhaar, ONDC, Account Aggregator) created the 
technological backbone for a services productivity revolution at scale. 

• The ONDC (Open Network for Digital Commerce) is a particularly interesting experiment — an 
open protocol designed to give small retailers and service providers access to the same digital 
distribution as Flipkart or Amazon, potentially democratising the services productivity dividend. 

• Northeast India angle: The Assam Startup initiative, combined with ASEAN connectivity, positions 
Assam's services sector — logistics, hospitality, healthcare — for a potential productivity upgrade 
if digital infrastructure extends to Tier-3 towns. 

Historical Lesson: India's growth story is not a manufacturing success story — it is a 
services anomaly. Understanding why that happened, whether it is sustainable, and 
whether it can be made more inclusive is the central challenge for Indian development 
policy. 
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SECTION 4 — LOGICAL AND PHILOSOPHICAL FOUNDATIONS 

Every development theory rests on philosophical assumptions about human nature, the role of the state, 
the meaning of progress, and the ethics of distribution. Unpacking these foundations is what elevates a 
UPSC answer from competent to exceptional. 

4.1  Epistemological Humility and Evidence-Based Policy 

• The intellectual journey from manufacturing advocate to manufacturing sceptic, driven by evidence 
rather than ideology, embodies the Keynesian virtue of updating beliefs when facts change: 'When 
the facts change, I change my mind; what do you do, sir?' 

• This is the philosophical position of fallibilism — the view that all our beliefs are provisional and 
must be held subject to revision in the light of new evidence. Karl Popper made this the cornerstone 
of scientific rationality. 

• For UPSC: This epistemological stance is directly relevant to the Ethics paper's discussion of 
intellectual integrity and the GS II/III discussions on evidence-based policymaking versus dogmatic 
adherence to models. 

• The contrast with India's policy trajectory is instructive: India has sometimes clung to 
manufacturing-led models (PLI, Make in India) even as evidence accumulates that services are 
doing the real work — arguably a failure of policy epistemology. 

4.2  Rawlsian Justice and Development Strategy 

• John Rawls's Difference Principle — that inequalities are only just if they maximally benefit the 
worst-off members of society — provides a powerful evaluative framework. 

• Manufacturing enclaves, by definition, fail the Rawlsian test: they generate high productivity for a 
small formal workforce while leaving the vast majority (the 1.5 billion in non-traded, low-productivity 
occupations) untouched. 

• A services productivity strategy that reaches subsistence farmers, street vendors, and casual 
labourers — the poorest — is more Rawlsian than a manufacturing strategy that creates islands of 
prosperity. 

• However, the Rawlsian demand is not simply 'give money to the poor' but rather 'create conditions 
for fair equality of opportunity' — which requires genuine investment in skills, digital access, and 
institutional quality for the base of the pyramid. 

4.3  Amartya Sen's Capabilities Approach 

• Sen argues that development should be understood as the expansion of real freedoms — 
capabilities to live lives that people have reason to value — not merely as income growth. 

• The traditional manufacturing focus often ignores this: a factory worker may have higher income 
but less autonomy, poorer occupational health, and restricted freedom than an informal service 
worker. 

• The capabilities lens reframes the question: rather than asking 'how do we maximise GDP growth,' 
it asks 'how do we expand the substantive freedoms of the 1.5 billion informal workers?' 

• Digital platforms can be capability-enhancing: a street vendor with a digital payment system, 
access to micro-credit, and a customer-rating profile has more capabilities than one without — 
even in the same occupation. 

4.4  Kautilya and the Arthashastra's Relevance 

• Kautilya's Arthashastra recognises that the state has a duty to ensure the welfare (yogakshema) 
of all citizens, including those in informal occupations. The king's treasury is built from the welfare 
of all productive activity, not just the elite. 
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• The Arthashastra's emphasis on trade (vanijya), artisans (shilpins), and service providers 
(paricharyakartas) as pillars of the economy aligns with the services-led growth thesis — India has 
always been a services economy. 

• The Arthashasra's pragmatism — use whatever works — mirrors the revised development thesis: 
if manufacturing no longer works as the universal escalator, use what does. 

4.5  Structural vs. Agency-Based Explanations 

• Structuralists (Prebisch, Singer, Myrdal) argue that the international economic system is inherently 
biased against developing countries — terms of trade deteriorate for commodity and manufacturing 
exporters, while advanced economies capture the innovation rents. This is a structural constraint 
that individual country policies cannot easily overcome. 

• Agency-based thinkers (Rodrik, Hausmann) argue that domestic policy choices — what sectors to 
support, how to build capabilities, how to manage the exchange rate — make a decisive difference. 
Countries that made smart choices (East Asia) succeeded; those that did not (Latin America, 
Africa) did not. 

• The revised services thesis is partly structural (manufacturing is globally harder now) and partly 
agency-based (governments can actively facilitate services productivity) — a nuanced hybrid 
position. 

4.6  Habermasian Communicative Rationality and Policy Legitimacy 

• Jürgen Habermas argues that legitimate policy must emerge from inclusive deliberation — all 
affected parties must have a voice in the process. Development strategies decided by technocratic 
elites without consulting the informal workers they are supposed to help often miss crucial local 
knowledge. 

• The services productivity agenda, if designed top-down, risks repeating the same mistake. Digital 
platform policies designed without inputs from street vendors, kirana owners, and food-stall 
operators may serve aggregator corporations rather than workers. 

• This is why participatory policy design — involving self-help groups, trade associations of informal 
workers, and local governance bodies — is philosophically and practically essential. 

Philosophical Synthesis: The ideal development model is one that is evidence-based 
(fallibilist), justly distributed (Rawlsian), capability-expanding (Senian), pragmatically wise 
(Kautilyan), and democratically legitimate (Habermasian). The services productivity agenda 
scores well on all five counts — if properly designed. 

SECTION 5 — NEW FEATURES AND UNIQUE IDEAS 

What makes this development debate intellectually alive is the set of genuinely novel ideas that challenge 
orthodox assumptions. These ideas are the most likely to appear in UPSC Mains questions that ask for 
'critical analysis' or 'new approaches.' 

5.1  Services Productivity as a Development Strategy — A Paradigm Shift 

• The genuinely novel claim is not merely that services are 'also important' — that is conventional 
wisdom. The radical claim is that non-tradable, consumer-facing services can serve as the primary 
driver of broad-based development, replacing manufacturing in that role. 

• This inverts decades of development consensus. Every major development institution — World 
Bank, IMF, ADB — has historically prescribed manufacturing-led structural transformation as the 
core recipe. 

• The feasibility argument is equally novel: unlike manufacturing (which faces competition from 
China, automation, and capital intensity), non-tradable services are by definition protected from 
international competition. A local restaurant cannot be offshored. 
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• This protection from global competition means that productivity improvements in services benefit 
domestic workers more directly — the gains stay in the local economy. 

5.2  The Middle-Class Services Demand Loop 

• The idea of a virtuous cycle driven by rising middle-class demand for quality services is a genuinely 
new growth mechanism — distinct from the traditional export-led or investment-led growth models. 

• Traditional models require either large export markets (manufacturing) or large inflows of foreign 
capital (FDI-led) to sustain growth. The middle-class services cycle requires neither — it is 
domestically self-sustaining. 

• This has enormous implications for countries with large domestic markets (India, Nigeria, 
Indonesia, Brazil) — they may have a structural advantage in the new growth model that 
geographically small export-oriented economies lack. 

• Feasibility assessment: This model is plausible but not automatic. It requires a critical mass of 
middle-class consumers (India is crossing this threshold), digital infrastructure, and regulatory 
reform in services. All three are achievable but require deliberate policy. 

5.3  AI and Customised Technology for Developing-Country Services 

• The proposal to provide AI tools specifically adapted to developing-country circumstances — rather 
than simply adopting technologies designed for advanced-economy contexts — is a significant 
innovation in development policy thinking. 

• Context-appropriate AI: Tools that help a kirana owner in rural Assam manage inventory, access 
credit, and predict demand are different from enterprise AI designed for Walmart. Developing them 
requires different data, different languages (Assamese, Bengali, Swahili), and different user 
interfaces. 

• The good news is that Large Language Models (LLMs) can now be fine-tuned on local data at 
relatively low cost, and mobile-first AI is becoming viable in low-bandwidth environments. 

• Feasibility: India's Digital Public Infrastructure (DPI) — particularly the Account Aggregator 
framework and ONDC — creates a data and distribution backbone on which AI tools for informal 
service workers can be built. 

• Assam example: AI-powered agri-advisory tools in Assamese — connecting farmers to market 
prices, weather forecasts, and input recommendations — could raise the productivity of a sector 
that still employs most of Assam's workforce. 

5.4  Platform Companies as Development Actors 

• The proposal to incentivise digital platform companies to employ local inputs and workers — 
treating them as development partners rather than extractive intermediaries — is a novel regulatory 
framing. 

• Traditional industrial policy creates tax incentives for manufacturing firms to locate in special zones. 
The new policy analogue is creating incentives for platforms (food delivery, ride-sharing, e-
commerce) to source locally, employ locally, and build capabilities in local workforce. 

• This is already happening spontaneously: Swiggy and Zomato's delivery networks have absorbed 
millions of young men from informal labour markets; the question is whether this absorption is 
welfare-improving (better wages, social protection, skill development) or merely a rebranding of 
precarious gig work. 

• India's Code on Social Security (2020) attempts to extend social protection to gig workers — an 
important first step in making platform employment genuinely welfare-enhancing. 

5.5  Micro-Enterprise Certification and Training Ecosystems 

• The proposal to assist micro-enterprises with training and certification as a services productivity 
lever is deceptively simple but potentially high-impact. 
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• Most informal service workers lack verifiable credentials — a cook has no food safety certificate, a 
plumber has no professional qualification, a home-care nurse has no recognised training. This 
prevents them from accessing better-paying clients, formal credit, and quality networks. 

• Digital certification platforms (like India's National Skill Development Corporation's digital 
certificates, or Google's career certificates) could provide portable, verifiable credentials at scale. 

• The ONDC model, extended to services, could create a 'quality signal' marketplace — connecting 
certified, rated service providers with consumers willing to pay for quality. This would raise the 
return to skill investment and encourage further human capital development. 

Feasibility Verdict: None of these ideas requires invention from scratch — the building 
blocks exist. What is needed is deliberate policy design, adequate funding, and patient 
institution-building. The ideas are genuinely feasible; the bottleneck is political will and 
administrative capacity. 

SECTION 6 — SUSTAINABILITY OF THE IDEA 

Long-term viability is as important as immediate appeal. The services-led development model must be 
scrutinised across environmental, legal, societal, ethical, and constitutional dimensions. 

6.1  Environmental Sustainability 

• Services are generally less resource-intensive and environmentally damaging than manufacturing 
— the 'dematerialisation' thesis. A restaurant uses less energy and produces less pollution than a 
steel plant of equivalent economic value. 

• However, the 'rebound effect' is real: as services incomes rise, demand for material goods 
increases — better clothing, electronics, vehicles. Pure services growth may simply displace 
manufacturing consumption to imports (embedding environmental damage in trading partners). 

• Digital services have hidden environmental costs: data centres are energy-intensive, e-waste from 
smartphones and devices is a growing crisis. India's environmental sustainability of digital services 
requires green data centres and e-waste recycling frameworks. 

• Assam-specific: Tourism and hospitality — a potentially large services sector for Assam — can be 
environmentally devastating without strict eco-tourism standards. Kaziranga's biodiversity 
demands careful visitor management, making sustainability a real policy challenge. 

6.2  Resource Sustainability 

• Services productivity growth requires sustained investment in digital infrastructure, reliable 
electricity, and broadband connectivity — all resource-dependent. Extending these to rural India 
and Northeast India is expensive and requires long-term public investment. 

• Skill infrastructure is also a resource: scaling training ecosystems for millions of informal workers 
requires sustained fiscal commitment, not one-off programmes. 

• India's demographic dividend — the large cohort of young workers entering the labour force 
through 2045 — is actually a services productivity opportunity if properly invested in, and a social 
time-bomb if not. 

6.3  Constitutional and Legal Sustainability 

• The 7th Schedule's division of subjects between the Centre and states creates complexity for 
services regulation — many services (health, education, local commerce) are in the State List, 
while digital regulation is emerging as a Concurrent subject. 

• The Data Protection Act (Digital Personal Data Protection Act, 2023) creates a regulatory 
framework for digital services, but its implementation will determine whether it enables innovation 
or creates compliance burden for micro-enterprises. 
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• Labour law reform (the 4 Labour Codes) attempts to create a unified framework covering gig 
workers, but states have not yet notified the codes, creating legal uncertainty that hampers formal 
employment in services. 

• Constitutional guarantee of Right to Work under DPSP (Article 41) and the State's obligation to 
secure a just social order (Article 38) create normative pressure to ensure services growth 
generates genuinely good jobs, not just precarious gig employment. 

6.4  Societal and Cultural Sustainability 

• Service work, in Indian social culture, carries caste stigma for certain categories — domestic work, 
sanitation, food service. Genuinely transforming these into productive, dignified livelihoods requires 
addressing deep societal attitudes alongside economic policy. 

• The gig economy's impact on social cohesion is contested: it provides flexibility (valued by young 
workers) but also erodes the social bonds and collective bargaining power of stable employment. 

• Gender dimension: Women are disproportionately employed in non-traded services — domestic 
work, retail, healthcare. A services productivity strategy is therefore inherently a women's economic 
empowerment strategy, with potential for transformative social impact. 

• Assam context: The significant role of women in handloom (a traditional services-adjacent sector), 
tea plucking, and micro-retail means that a services productivity lens for Assam is simultaneously 
a gender equity agenda. 

6.5  Ethical Sustainability 

• The risk of normalising informality must be addressed directly. A policy that celebrates the 
productivity of the informal services sector without demanding labour protections, social security, 
and living wages can become ideological cover for exploitative economic arrangements. 

• Ethical services-led growth requires a floor: minimum wages, accident insurance, maternity 
benefits, and retirement security for gig and informal workers — not just aggregate productivity 
gains. 

• India's Pradhan Mantri Shram Yogi Maan-dhan (PM-SYM) pension scheme for unorganised 
workers is a step in this direction, but coverage remains extremely limited relative to the target 
population. 

Sustainability Verdict: The services-led development model is environmentally lighter, 
constitutionally workable, and potentially more gender-inclusive than manufacturing-led 
growth — but it must be paired with robust labour protections to remain ethically 
sustainable and socially legitimate. 

SECTION 7 — CHALLENGES AND CRITICAL OBSTACLES 

No development model is without serious challenges. Identifying them honestly — and thinking through 
how they might be addressed — is what makes UPSC analysis rigorous rather than merely cheerful. 

7.1  Implementation Challenges 

• Digital divide: The services productivity revolution presupposes digital connectivity, smartphone 
access, and digital literacy. India's digital divide — between urban and rural, between states, 
between genders — means that productivity gains from digital platforms are concentrated among 
those already better off. 

◦ TRAI data shows that rural broadband penetration, while growing, remains significantly below 
urban levels. Northeast India's terrain makes last-mile connectivity physically and economically 
challenging. 

• Measurement difficulty: Services productivity is intrinsically harder to measure than 
manufacturing output. GDP statistics systematically undercount informal sector activity — meaning 
policymakers may be flying blind about what is actually working. 
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• Coordination failure: Improving services productivity across thousands of micro-enterprises 
requires coordinated action by multiple agencies — skill development, digital infrastructure, credit, 
certification, and market linkage. No single ministry owns this agenda. 

• Leakage in skill programmes: India's track record in government-run skill development (PMKVY) 
has been marred by poor placement rates, low course quality, and mismatched training. Reforming 
this is essential before scale-up. 

7.2  Structural Challenges 

• Balance of payments constraint: A services economy that does not export significantly must 
finance its capital goods imports from remittances, commodity exports, or borrowing. India's IT 
exports partially solve this, but a broader services domestic economy does not generate the foreign 
exchange needed for development financing. 

• Baumol's cost disease: William Baumol's famous observation that labour-intensive service 
productivity cannot grow as fast as manufacturing (because the 'product' is the labour itself — a 
string quartet cannot play faster) imposes a structural ceiling on services productivity growth. 

• Informality trap: High informal-sector growth can reduce the political pressure for formal job 
creation, perpetuating a two-tier labour market where informal workers never access the benefits 
of formalisation. 

• Platform monopoly risk: Digital platforms, if not regulated carefully, tend toward monopoly — 
Uber, Amazon, and Google dominate their sectors globally. The productivity gains from services 
platforms may accrue to platform shareholders rather than workers or consumers. 

7.3  Stakeholder Resistance 

• Manufacturing industry lobby: Established industrial interests — business chambers, trade 
associations, and politicians with manufacturing constituencies — will resist any policy shift away 
from manufacturing subsidies and protections toward a services agenda. 

• Established services incumbents: Organised services sectors (banking, retail, telecom) will 
resist the disruptive effect of productivity-enhancing competition from platform entrants and 
informal sector formalisation. 

• Trade union resistance: Traditional labour unions are strongest in formal manufacturing. They 
have historically been ambivalent or hostile toward informal and gig workers, creating a political 
representation gap. 

7.4  Geopolitical and External Challenges 

• Data localisation and digital nationalism: Countries are increasingly imposing data localisation 
requirements, threatening the business models of digital platforms that rely on cross-border data 
flows. This could hamper the digital services productivity model. 

• AI and automation risk: The same digital technology that could productivise informal services 
could also eliminate them — automated checkouts, AI customer service, and robotic delivery may 
simply displace the service workers rather than upgrading them. 

• Global slowdown risk: A services productivity model driven by domestic demand is vulnerable to 
domestic demand collapses — economic crises, pandemics, or geopolitical disruptions that reduce 
middle-class consumption. 

Key Challenge to Memorise: The core tension is between the promise of services 
productivity (inclusive, environmentally light, domestically driven) and its prerequisites 
(digital infrastructure, skills, regulation) — which are the same prerequisites that 
manufacturing also needs. There is no free lunch in development economics. 

SECTION 8 — MULTIDIMENSIONAL ANALYSIS 
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UPSC Mains demands multi-angular analysis. A well-structured answer shows the examiner that you can 
see the same issue from Social, Political, Economic, Legal, Ethical, and International lenses 
simultaneously. 

8.1  Social Dimension 

• The 1.5 billion informal workers globally — and roughly 400-450 million in India — are 
predominantly from socially marginalised groups: Scheduled Castes, Scheduled Tribes, OBCs, 
and women. A development model that fails to raise their productivity perpetuates social inequality 
alongside economic inequality. 

• Conversely, a services productivity model that reaches the informal sector has transformative 
social potential: women micro-entrepreneurs accessing digital credit, Dalit artisans accessing 
design and marketing platforms, tribal communities monetising eco-tourism — all represent 
genuine social mobility pathways. 

• Urbanisation pressure: The failure to create adequate rural opportunities pushes distress migration 
to cities, creating slums, overburdened urban infrastructure, and social friction. A rural services 
productivity agenda could reduce this pressure. 

• Social identity of work matters: Formalising and dignifying service work — giving a kirana owner a 
GST registration, an MSME certificate, and a digital credit history — changes self-perception and 
social status, not just income. 

• Assam social angle: The significant proportion of Assam's workforce in tea gardens, river 
economies, and forest-adjacent communities represents a distinct social challenge — services 
productivity here requires context-specific design (agri-services, eco-tourism, river transport). 

8.2  Political Dimension 

• The manufacturing-services debate is deeply political. Manufacturing creates concentrated, easily 
organised, politically vocal constituencies (factory workers, trade unions, industrial towns). 
Services workers are diffuse, informal, and politically disorganised. 

• This political economy asymmetry explains why manufacturing subsidies (SEZs, PLI, industrial 
corridors) consistently outspend informal sector development programmes in government budgets 
— despite the latter serving a far larger constituency. 

• Federalism: Services regulation is largely a state subject. States with strong services ecosystems 
(Karnataka, Maharashtra, Telangana) are ahead of states with weaker capacity (many Northeast 
states). Centre-state coordination is essential. 

• Electoral politics of job creation: Governments face intense pressure to announce manufacturing 
job numbers — 'X lakh jobs created in Y sector.' Services productivity gains are diffuse and harder 
to claim credit for politically. 

• Assam political angle: The Assam government's emphasis on Advantage Assam (investment 
summits) has focused on manufacturing and infrastructure investment. A complementary focus on 
informal services productivity would reach more constituents but is politically less visible. 

8.3  Legal Dimension 

• The 4 Labour Codes (Wages, Industrial Relations, Social Security, Occupational Safety) 
consolidate 44 central laws. Their extension to gig and platform workers is one of the most 
important legal questions for services-led growth. 

• The Companies Act, 2013 and the Insolvency and Bankruptcy Code (IBC) create the formal 
business framework, but most informal service enterprises operate outside this — they are invisible 
to the formal legal system. 

• Right to work (DPSP, Article 41), Right to education (Article 21A), and the Constitutional mandate 
for a living wage (Article 43) create an aspirational legal framework that services productivity policy 
must deliver on. 
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• Data protection law is critical: informal service workers' data (payment history, location, 
consumption patterns) is being captured by platforms and must be protected by robust consent 
and purpose-limitation frameworks. 

• MSME Act and MSME Development Act provide a legal framework for small enterprise support, 
but its implementation for services micro-enterprises has been weak compared to the 
manufacturing focus. 

8.4  Ethical Dimension 

• The central ethical question is about distributive justice: who captures the gains from services 
productivity? If digital platforms capture the surplus (as they have tended to globally) while workers 
remain precarious, the model fails ethically even if it succeeds statistically. 

• The ethics of informality: Is it ethical to celebrate informal employment growth without demanding 
formalisation? Informality means no employer's PF contribution, no ESI health cover, no maternity 
benefit, no protection from arbitrary dismissal. A 'services-led' model that locks millions in informal 
work is ethically deficient. 

• Intergenerational ethics: Today's informal service workers often lack the skill development and 
career ladder opportunities that factory work (at its best) provided. Is the next generation of these 
workers being denied the social mobility that manufacturing offered to previous generations? 

• AI ethics: AI tools adapted for developing country contexts must be designed with data privacy, 
algorithmic fairness, and accountability in mind. AI that discriminates (in credit scoring, job 
matching, or service ranking) by caste, gender, or religion would be deeply unethical. 

8.5  International Dimension 

• The comparison between manufacturing exporters (Vietnam, Bangladesh, Ethiopia) and domestic 
services growers (India as a natural experiment) has global development policy implications. If the 
services model proves more robust, it challenges the entire architecture of WTO trade advice for 
developing countries. 

• Multilateral institutions (World Bank, IMF, ILO) are slowly updating their frameworks — the ILO's 
'Decent Work Agenda' and World Bank's 'Human Capital Project' both move in the direction of 
services quality, not manufacturing quantity. 

• The Belt and Road Initiative (BRI) and China's engagement with Africa and Southeast Asia often 
brings Chinese manufacturing investment — which may create manufacturing enclaves rather than 
broad-based development. Understanding this pattern is crucial for India's diplomatic positioning. 

• India's development model as soft power: If India can demonstrate a successful, inclusive services-
led growth model, it has enormous implications for India's credibility as a development partner for 
the Global South. 

• The WTO's GATS (General Agreement on Trade in Services) remains underdeveloped relative to 
GATT/merchandise trade — there is scope for India to champion a stronger services trade and 
development framework that benefits developing countries. 

8.6  Economic Dimension 

• The services-productivity model is consistent with endogenous growth theory (Romer, Lucas): 
human capital and knowledge spillovers, not just capital accumulation, drive sustained growth. 
Services productivity is intrinsically knowledge-intensive. 

• Multiplier effects: Services have traditionally been thought to have lower multipliers than 
manufacturing. New research challenges this — local consumer services can have surprisingly 
high local economic multipliers, as income is spent locally rather than on imported goods. 

• Inflation dynamics: Services inflation is typically more persistent and less responsive to monetary 
policy than goods inflation — a services-dominant economy may require a different 
macroeconomic policy framework. 
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• The productivity paradox: Even as digital technology pervades services, measured productivity 
growth has been slow (the 'Solow Paradox' revisited). This may reflect measurement problems 
rather than real stagnation — but resolving the measurement challenge is essential for evidence-
based policy. 

• India's current account: A services export boom (IT, financial services, tourism) combined with 
domestic services productivity growth could simultaneously support the balance of payments and 
raise domestic living standards — the best of both worlds. 

For Mains Answer Writing: Organise arguments under each dimension explicitly. A 250-
word answer on services-led growth in India should have at least economic, social, and 
political perspectives, even if briefly. The examiner looks for multidimensionality, not just 
depth in one dimension. 

SECTION 9 — LINKAGES WITH NCERT TEXTBOOKS 

NCERT textbooks form the conceptual bedrock of UPSC preparation. Knowing exactly which chapters 
to revisit — and what conceptual bridge to draw — makes note-making far more efficient. 

9.1  Class XI Economics — Indian Economic Development 

• Chapter 2: Indian Economy 1950-1990: Covers the Mahalanobis model, the rationale for heavy 
industry, and the Industrial Policy Resolutions. Directly relevant to understanding why India chose 
manufacturing-led planning and why it partially failed. 

• Chapter 3: Liberalisation, Privatisation and Globalisation: Explains the 1991 reforms that 
shifted India toward a market economy. The services boom post-1991 is a direct consequence 
discussed here. 

• Chapter 4: Poverty: The 1.5 billion informal workers problem connects directly to poverty 
measurement, poverty lines, and the inadequacy of trickle-down growth models. 

• Chapter 5: Human Capital Formation: Discusses education and skill development as 
prerequisites for productive employment — directly relevant to the services productivity agenda's 
skill requirements. 

• Chapter 7: Employment: Covers formal vs. informal employment, disguised unemployment, and 
the structure of India's labour market. Essential background for the manufacturing vs. services 
employment debate. 

• Chapter 9: Infrastructure: Digital infrastructure (broadband, mobile connectivity) is the modern 
analogue of physical infrastructure — without it, services productivity growth cannot reach rural 
areas. 

9.2  Class XII Economics — Macroeconomics 

• Chapter 1: Introduction to Macroeconomics: GDP measurement, sectoral composition 
(primary/secondary/tertiary), and the measurement challenges of services value-added. 

• Chapter 2: National Income Accounting: The services sector measurement problem is rooted 
here — value-added in informal services is systematically undercounted in national accounts. 

• Chapter 6: Open Economy Macroeconomics: Trade in services (GATS), balance of payments 
implications of services-led growth, and the tradable/non-tradable distinction. 

9.3  Class XI Political Science — Indian Constitution at Work 

• Chapter 3: Election and Representation: The political economy of development policy — why 
manufacturing lobbies outspend informal worker advocacy — connects to democratic 
representation. 

• DPSPs and Fundamental Rights: Articles 38, 41, 43 create the constitutional mandate for 
economic justice that the services-led growth model must fulfil. 
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9.4  Class XII Political Science — Politics in India since Independence 

• Chapter 3: Politics of Planned Development: The Nehruvian consensus on heavy industry, the 
Mahalanobis model's political logic, and the ideological battles within the Planning Commission — 
directly relevant historical context. 

• Chapter 10: The Crisis of Democratic Order: The political constraints on economic reform — 
how vested interests in manufacturing impede a shift to services-led policy — are illustrated by the 
Emergency period's industrial policy conflicts. 

9.5  Class X Social Science — Development 

• Chapter 1: Development: The Sen-Nussbaum capabilities approach introduced here is the 
philosophical foundation for evaluating whether services productivity genuinely improves human 
welfare. 

• Chapter 2: Sectors of the Indian Economy: The formal/informal, organised/unorganised 
distinction in the Indian economy is first introduced here — the bedrock conceptual framework for 
the entire discussion. 

NCERT Strategy: Read the Economics textbooks (Class X, XI, XII) front-to-back at least 
once. Pay special attention to the sectoral data tables and the discussion of structural 
transformation. These numbers and concepts reappear repeatedly in UPSC questions. 

SECTION 10 — UPSC CSE SYLLABUS LINKAGES 

Systematic syllabus mapping ensures that the time invested in understanding this topic is leveraged 
across multiple GS Papers and the Essay paper. This is how toppers make one topic work harder than 
ten. 

10.1  GS Paper I — Indian Society and Geography 

• Indian Society: The caste-occupation nexus in service work, rural-urban migration driven by lack 
of rural service sector development, and gender dimensions of informal services employment. 

• Social Empowerment: Digital platforms as instruments of social mobility for marginalised 
communities — Dalit artisans, tribal eco-tourism operators, women micro-entrepreneurs. 

• Population and urbanisation: The demographic dividend (large youth workforce) as a services 
productivity opportunity; urbanisation patterns shaped by the rural services gap. 

10.2  GS Paper II — Governance, Constitution, Polity, International Relations 

• Government Policies and Interventions: Make in India, PLI scheme, PM MUDRA Yojana (credit 
for micro-enterprises), PMKVY (skill development), ONDC — all are instruments for manufacturing 
or services productivity. 

• Role of NGOs, SHGs, Cooperative Models: SHGs as vehicles for services productivity in rural 
areas — microfinance enabling service micro-enterprises. 

• India's bilateral and multilateral engagements: India's WTO positions on services trade (GATS 
Mode 4 — movement of natural persons), development partnerships with Africa and Southeast 
Asia, and services diplomacy. 

• Federalism: Centre-state division of regulatory authority over services sectors; the role of state 
industrial policies in services development. 

10.3  GS Paper III — Economy, Environment, S&T 

• Indian Economy and Planning: Structural transformation, sectoral composition of GDP, 
productivity measurement, and the services sector's role in India's growth — this is the core GS III 
connection. 
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• Inclusive Growth and Issues Arising: The manufacturing enclave vs. broad-based development 
debate; MSME policy; financial inclusion as a services productivity tool. 

• Investment Models: PPP in services infrastructure; platform economy regulation; the economics 
of digital public goods (UPI, ONDC as public infrastructure for services productivity). 

• Science and Technology: AI for developing-country contexts; digital public infrastructure; ONDC 
as an open-protocol innovation; data governance for informal sector development. 

• Environment: Services vs. manufacturing environmental footprint; eco-tourism and green 
services; digital services' hidden environmental costs (e-waste, data centre energy). 

10.4  GS Paper IV — Ethics, Integrity and Aptitude 

• Work and livelihood as ethical questions: The ethics of informality, digital platform labour 
exploitation, and the obligations of the state toward informal workers. 

• Emotional intelligence and empathy in administration: A civil servant designing services 
productivity programmes must understand the lived reality of informal workers — what are their 
aspirations, constraints, and fears? 

• Public/Civil Service Values: The commitment to inclusive growth and social justice — serving the 
1.5 billion informal workers — is a core public service value. 

10.5  Essay Paper 

• High-probability essay angles: 'Services not manufacturing is India's true development engine,' 
'The informal economy: threat or opportunity?', 'Digital India: who gets left behind?', 'Development 
without industrialisation: is the 21st century different?' 

• Essay structure tip: Open with the paradox (India grew without manufacturing), develop the 
services-productivity thesis, engage the counterarguments (Mexico paradox, Baumol's disease), 
and conclude with the conditions for making services growth inclusive. 

10.6  Optional Subjects 

• Economics optional: Development economics section: structural transformation theories (Lewis, 
Kuznets, Rostow), manufacturing vs. services debate, endogenous growth theory, and GVC 
literature are all directly relevant. 

• Public Administration optional: Policy implementation challenges, MSME support ecosystems, 
skill development governance, and federal coordination in services regulation. 

• Sociology optional: Informal economy sociology, caste and occupation, gender and labour, and 
the social construction of 'productive work' — all relevant to understanding services-led 
development. 

Syllabus Efficiency Tip: Master this topic and you cover significant portions of GS II 
(governance policies), GS III (economic development, S&T), GS IV (ethics of work and 
labour), and Essay. Very few topics are this syllabus-efficient. 

SECTION 11 — PHILOSOPHICAL AND EPISTEMOLOGICAL DEEP DIVE 

This section is the differentiator for UPSC toppers. Most aspirants know the facts; few can situate them 
within a philosophical and epistemological framework. This depth is what turns a 140-mark GS III answer 
into a 155-mark one. 

11.1  The Epistemology of Development Policy 

• Development economics has a troubled epistemological history. For decades, theories were built 
on the experiences of a handful of countries (Western Europe, USA, Japan) and universalised 
without adequate empirical testing. The failure of the Washington Consensus in Latin America, the 
unexpected success of East Asia despite industrial policy, and now the services-led growth finding 
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in India and Africa — all represent successive episodes of empirical refutation of universalised 
theories. 

• Karl Popper's criterion of falsifiability is instructive: a good development theory should be capable 
of being falsified. The manufacturing imperative thesis was falsified by Mexico, Ethiopia, 
Bangladesh, and India's experience. The honest intellectual response is to update the theory, not 
to defend it. 

• Thomas Kuhn's concept of 'paradigm shifts' applies: the development economics community is in 
the middle of a paradigm shift from manufacturing-centrism to a more pluralist, services-inclusive 
framework. Like all paradigm shifts, it is contested, messy, and incomplete. 

• For UPSC: When a question asks 'critically examine' or 'evaluate,' it is asking for exactly this 
epistemological sophistication — the ability to identify what evidence supports a theory, what 
evidence challenges it, and what an intellectually honest revision looks like. 

11.2  Normative vs. Positive Economics in Development 

• Positive economics asks 'what is' — empirically, which sectors have driven growth? Normative 
economics asks 'what ought to be' — what kind of economy should we build? The services vs. 
manufacturing debate conflates both. 

• The positive finding (services have driven growth in India) does not automatically settle the 
normative question (should India pursue services or manufacturing?). There are reasons of 
national security, industrial capability, technological sovereignty, and employment quality that 
might justify manufacturing support even if services are a more efficient growth vehicle in the short 
run. 

• Amartya Sen's distinction between 'opulence' (income) and 'capability' (real freedom) is a 
normative framework that resolves this: we should not simply ask which sector grows GDP faster, 
but which sector better expands the capabilities of the worst-off citizens. 

11.3  John Dewey's Pragmatism and Policy Learning 

• John Dewey's pragmatism — the view that ideas are tools and their worth is measured by their 
practical consequences — is perfectly suited to development policy. Neither manufacturing-led nor 
services-led growth is intrinsically correct; what matters is whether the policy works for the people 
it is designed to serve. 

• Dewey's emphasis on learning-by-doing and iterative improvement aligns with the 'proof of 
concept' approach: try localised services productivity experiments, evaluate their impact, scale 
what works, and abandon what does not. This is the opposite of top-down, theoretically-driven 
policy. 

• India's NITI Aayog's 'district as a unit of policy experimentation' approach aligns with Deweyan 
pragmatism — though its implementation has been uneven. 

11.4  Gramsci's Concept of Cultural Hegemony in Development Discourse 

• Antonio Gramsci's insight that dominant ideas serve dominant interests helps explain why the 
manufacturing imperative has been so persistent despite contrary evidence. Manufacturing-led 
development serves the interests of large corporations, capital-intensive industries, and the 
industrial working class — all politically powerful constituencies. 

• The informal services sector has no Gramsci's 'organic intellectuals' — no economists embedded 
in its ranks who can develop and propagate an alternative development vision. This is why 
services-led development has been an empirical reality in India for decades without becoming a 
policy priority. 

• Changing this requires not just better economics but a different politics — one that gives voice to 
kirana owners, street vendors, and domestic workers in the policy process. 

11.5  Foucault's Power/Knowledge Nexus in International Development 
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• Michel Foucault's analysis of how power shapes what counts as legitimate 'knowledge' helps 
understand why development discourse has been dominated by the perspectives of advanced 
economies and multilateral institutions. 

• The manufacturing imperative was partly a product of World Bank and IMF expertise, shaped by 
the experiences and interests of rich-country governments and corporations. Alternative 
experiences (the informal sector as development engine) were systematically undervalued 
because they were not legible to formal economic measurement. 

• The rise of 'South-South' development learning — where developing countries learn from each 
other's experiences rather than from Western prescriptions — is a Foucauldian challenge to 
existing development knowledge/power hierarchies. 

Philosophical Integration for Essays: 'The debate between manufacturing and services-led 
growth is not merely an economic dispute — it is an epistemological contest about what 
counts as development, a normative argument about whose welfare matters most, and a 
political struggle about whose interests development policy serves.' This framing can open 
or conclude a powerful UPSC essay. 

SECTION 12 — WAY FORWARD: POLICY RECOMMENDATIONS 

A well-rounded UPSC answer does not end with problem identification — it must offer constructive, 
balanced, and specific recommendations. The following recommendations draw from both the theoretical 
argument and the empirical evidence. 

12.1  Immediate Policy Priorities 

• Extend digital infrastructure to the last mile: Prioritise broadband connectivity in rural and semi-
urban areas, particularly in Northeast India and other lagging regions. The BharatNet programme 
must be completed and made functionally reliable, not just physically present. Without connectivity, 
the services productivity revolution bypasses the majority. 

• Reform skill development for services: Redesign PMKVY and the National Skill Development 
Corporation's curriculum toward market-relevant services skills — not just manufacturing skills. 
Include digital literacy, financial management for micro-enterprises, customer service quality, and 
food safety certification. 

• Expand the ONDC model to services: The Open Network for Digital Commerce should be 
actively extended to services — skilled trades, personal services, local hospitality, health services. 
This creates a digital marketplace accessible to small service providers without requiring them to 
pay platform rents to large aggregators. 

• Formalise gig worker rights urgently: Notify the Labour Codes at both central and state levels. 
Extend social security (ESI, EPF equivalent) to gig and platform workers as a non-negotiable floor. 
Create a portable benefits architecture where workers carry their benefits across 
employers/platforms. 

12.2  Medium-Term Policy Architecture 

• Create a National Services Productivity Mission: Modelled on the National Manufacturing 
Policy, a dedicated National Services Productivity Mission should set targets, coordinate across 
ministries, measure outcomes, and fund pilot programmes in non-tradable services productivity. 

• Develop context-appropriate AI tools for informal workers: Fund public-private partnerships to 
build AI and digital tools specifically designed for India's informal service sector — in local 
languages, on low-bandwidth networks, with simple interfaces. The Aadhaar-UPI-ONDC stack 
provides the digital backbone; the application layer needs deliberate investment. 

• Reform MSME credit for services enterprises: The Credit Guarantee Fund for MSMEs focuses 
heavily on manufacturing. Extend it explicitly to services micro-enterprises — restaurants, repair 
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shops, health practitioners, and logistics providers — with lower collateral requirements and faster 
processing through the Account Aggregator data framework. 

• Invest in Measurement Reform: Commission a dedicated Indian Services Productivity 
Measurement Framework — updating national accounts methodologies to better capture informal 
services value-added, using data from UPI transactions, GST filings, and platform analytics as 
supplementary indicators. 

12.3  Long-Term Structural Reforms 

• Rebalance Centre-State fiscal transfers toward services development: Finance Commission 
transfers and Centrally Sponsored Schemes should include explicit incentives for states to improve 
their informal services sector environment — ease of doing business for micro-enterprises, digital 
infrastructure, and services skill ecosystems. 

• Champion a services-development agenda at WTO/G20: India should use its position as a 
leading services economy to advocate for a stronger multilateral framework for services trade and 
development — particularly Mode 4 (movement of persons) liberalisation that benefits Indian 
service professionals globally, and development-friendly GATS flexibilities for developing 
countries. 

• Integrate Northeast India's services potential into Act East: Assam and Northeast India's 
comparative advantage in tourism, healthcare services (medical tourism for neighbouring 
countries), agri-services, and cultural economy should be explicitly integrated into the Act East 
Policy's development agenda — not just as transit corridors for manufacturing goods. 

• Build a complementary manufacturing-services strategy: Reject the false binary. 
Manufacturing (especially through PLI in strategic sectors) and services productivity are 
complementary. A pharmaceutical firm creates demand for logistics, IT, financial, and maintenance 
services. Clusters should be designed to maximise service-manufacturing linkages. 

Final Policy Principle: The goal is not to replace manufacturing with services, but to ensure 
that development policy matches aspiration with feasibility. For the 1.5 billion informal 
workers who will not find factory jobs in the next decade, services productivity is not a 
second-best option — it is the only realistic path to a dignified livelihood. Policy must follow 
that demographic reality. 

SECTION 13 — PREVIOUS YEARS' UPSC & APSC QUESTIONS 

The following questions have been compiled from UPSC CSE Prelims, GS Mains, and APSC CCE 
papers. Questions on directly identical themes and questions on sufficiently related themes (structural 
transformation, manufacturing policy, services sector, informal economy) are both included. 

13.1  UPSC CSE Mains — GS Paper III (Economy) 

• UPSC GS III 2023: 'What are the challenges faced by India's MSME sector? Suggest measures to 
make it more competitive globally.' (Connect: services productivity through MSME lens; digital tools 
for micro-enterprises) 

• UPSC GS III 2022: 'Examine the role of the informal sector in India's economic development. What 
policy interventions are required for its formalisation?' (Direct connection) 

• UPSC GS III 2021: 'Discuss the impact of COVID-19 pandemic on the Indian economy. What 
structural reforms can be undertaken to make the economy more resilient?' (Services productivity, 
digital economy angle) 

• UPSC GS III 2019: 'How does India's focus on manufacturing vis-à-vis services explain its growth 
trajectory? Examine with reference to Make in India.' (Near-perfect match) 

• UPSC GS III 2018: 'Assess the role of National Skill Development Corporation in equipping the 
Indian workforce with relevant skills. What are the shortcomings?' (Services skill development 
connection) 
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• UPSC GS III 2017: 'Explain the meaning of investment in an economy. Why is the savings rate of 
India declining? What measures can be taken by the government to increase the domestic savings 
rate?' (Macro context — savings-investment in a services economy) 

• UPSC GS III 2016: 'Account for the change in the share of the manufacturing sector in India's GDP 
since 1991. Discuss the reasons for the stagnation of India's manufacturing sector.' (Direct 
historical connection) 

• UPSC GS III 2015: 'Though there has been significant progress in the development of infrastructure 
in India, there still exists a wide gap between the demand and supply. Identify the areas where this 
gap is critical and suggest measures to bridge it.' (Digital infrastructure for services) 

• UPSC GS III 2014: 'National Urban Employment Guarantee Scheme' and 'Unemployed youth in 
cities' — what are the policy options? (Services employment in urban informal sector) 

• UPSC GS III 2013: 'The right to fair compensation and transparency in land acquisition, 
rehabilitation and resettlement Act 2013 is a progressive legislation. Critically examine.' 
(Manufacturing vs. land use conflict) 

13.2  UPSC CSE Mains — GS Paper II (Governance and International Relations) 

• UPSC GS II 2023: 'India's WTO negotiations on agriculture and services have often been at cross 
purposes with each other. Examine.' (Services trade / GATS angle) 

• UPSC GS II 2022: 'Analyse the role of digital platforms in facilitating the integration of India's 
informal economy into formal value chains.' (Direct platform economy connection) 

• UPSC GS II 2019: 'Discuss the significance of RCEP for India's economic interests. Why did India 
choose to opt out?' (Manufacturing and services trade calculus) 

• UPSC GS II 2015: 'What are the key features of the Digital India programme? How will it impact 
India's economic development?' (DPI as services productivity enabler) 

13.3  UPSC CSE Mains — Essay Paper 

• Essay 2021: 'The most important property of man is to do something.' (Work, productivity, and 
human dignity — can be argued through the lens of informal services workers) 

• Essay 2019: 'Technology as the silent factor in international relations.' (Digital technology 
reshaping services and manufacturing competitiveness) 

• Essay 2017: 'Farmers' suicides in India: a humanitarian tragedy that challenges the conscience of 
Indian society.' (Failure to transform agricultural labour into productive services employment) 

• Essay 2016: 'Crisis faced in India — moral or economic?' (The two-billion worker problem is both 
a moral and economic crisis) 

• Essay 2014: 'Is the growing level of competition good for India?' (Competition in services markets 
as productivity driver vs. platform monopoly risk) 

13.4  UPSC CSE Prelims (Factual Anchors) 

• Prelims 2023: Questions on ONDC, PLI scheme sector coverage, India's services exports as a 
share of GDP. 

• Prelims 2022: Questions on definition of MSME, gig economy regulation, UPI transaction 
milestones. 

• Prelims 2021: Questions on National Infrastructure Pipeline, GDP sectoral composition, Pradhan 
Mantri Shram Yogi Maan-dhan. 

• Prelims 2019: Questions on FDI in retail, GATS Modes of service supply, India's manufacturing 
share of GDP. 

• Prelims 2016: Questions on WTO GATS, organised vs. unorganised sector definition, Labour 
Bureau data. 

13.5  APSC CCE Mains — Economy and Governance (Assam-specific) 
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• APSC 2022: 'What are the major challenges facing Assam's industrial development? Suggest a 
suitable industrial policy for Assam.' (Services vs. manufacturing for Assam — directly relevant) 

• APSC 2021: 'Examine the role of digital financial inclusion in transforming Assam's rural economy.' 
(Digital platforms for services productivity in Assam) 

• APSC 2020: 'Critically examine the performance of the tea industry in Assam. What diversification 
strategy should be adopted?' (Tea gardens as services+manufacturing hybrid; worker welfare) 

• APSC 2019: 'Discuss the importance of MSME development in Assam's economic growth. What 
bottlenecks exist?' (MSME as services productivity vehicle) 

• APSC 2018: 'What is the role of tourism in the economic development of Assam? Identify major 
challenges.' (Tourism as non-tradable services productivity driver) 

• APSC 2017: 'Evaluate the impact of the North-East Industrial and Investment Promotion Policy 
(NEIIPP) on Assam's industrial development.' (Manufacturing enclave vs. broad-based 
development in Northeast) 

SECTION 14 — MODEL ANSWERS FOR SELECTED PYQs 

The following model answers follow the UPSC Mains format: structured introduction, analytical body with 
multiple perspectives, and a forward-looking conclusion. Each answer targets approximately 250 words 
with maximum marks density. 

Q1. Discuss India's focus on manufacturing versus services in explaining its growth 
trajectory, with reference to Make in India. (GS III Type) 

Introduction: India's post-1991 growth represents a development paradox — sustained GDP growth 
without significant manufacturing deepening. Understanding this paradox requires examining both the 
services-led reality and the manufacturing-led aspiration. 

Manufacturing: India's manufacturing share of GDP has stagnated at 15-17%, despite Make in India 
(2014) and PLI schemes (2020) targeting 25%. The PLI scheme, with Rs. 1.97 lakh crore incentives 
across 14 sectors, has generated notable success in mobile phones (India now second-largest producer) 
but limited broad employment creation. 

Services Reality: Empirical research reveals that India's growth has been driven by productivity gains in 
consumer-facing, non-tradable services — retail, hospitality, local logistics — not the celebrated IT/BPO 
sector. The informal services sector, employing over 400 million workers, has been the quiet engine. 

The Manufacturing Enclave Problem: Even where India has succeeded in manufacturing integration (auto 
components, pharmaceuticals), it has created high-productivity enclaves with limited backward linkages, 
mirroring Mexico's NAFTA experience — export success without broad welfare improvement. 

Complementarity, Not Binary: The way forward is a deliberate manufacturing-services linkage strategy. 
PLI-supported manufacturing clusters should be designed to maximise services employment (logistics, 
maintenance, R&D services). Simultaneously, a National Services Productivity Mission — empowering 
informal workers through digital platforms, credit, and certification — can address India's structural 
employment challenge. 

Conclusion: India's trajectory suggests that services, not manufacturing, is the realistic short-term engine 
of inclusive growth. This does not make manufacturing unimportant — it makes getting the 
manufacturing-services balance right the central challenge of Indian economic policymaking. 

 

Q2. Examine the role of the informal sector in India's economic development and 
suggest policy interventions for its formalisation. (GS III Type) 

Introduction: India's informal sector, employing over 90% of the workforce and contributing approximately 
50% of GDP, is not a deviation from the development norm — it is the economy. Treating it as a problem 
to be eliminated misses its function; the challenge is to improve its productivity and quality. 
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The Informal Sector's Development Role: Consumer-facing informal services — kirana stores, street 
food, local transport, domestic services — have been empirically identified as significant contributors to 
India's income growth, particularly through the middle-class demand loop where rising incomes improve 
service quality, which raises productivity, which sustains income growth. 

Challenges of the Informal Sector: Despite its scale, the informal sector suffers from low productivity due 
to lack of credit access (no credit history), poor skill certification (no verifiable credentials), absence of 
technology (no digital infrastructure), and exclusion from social protection (no ESI/EPF). 

Policy Interventions Required: First, digital formalisation through UPI, GST registration, and ONDC 
participation — creating a verifiable digital identity and transaction history. Second, portable social 
security through the Labour Code on Social Security, extending ESI and EPF equivalents to gig workers. 
Third, MSME credit reform using Account Aggregator data to provide collateral-free credit. Fourth, AI-
powered skill certification platforms in vernacular languages, enabling workers to signal quality to 
consumers. 

APSC Angle: Assam's handloom weavers, tea garden contract workers, and river transport operators 
represent distinct informal workforce segments requiring tailored formalisation strategies embedded in 
Assam's cultural and geographic context. 

Conclusion: Formalisation should not mean bureaucratic compliance burden — it should mean access 
to benefits, markets, and dignity. The goal is not to shrink the informal sector but to upgrade it. 

 

Q3. APSC Type: What are the major challenges facing Assam's industrial development, 
and what is the appropriate strategy for Assam? 

Introduction: Assam's industrial development challenge is a microcosm of the broader manufacturing-
versus-services debate. Decades of industrial policy have produced enclaves (oil, tea, paper) without 
transforming the broader economy, making a strategic rethink imperative. 

Manufacturing Challenges in Assam: Assam faces severe structural disadvantages in manufacturing — 
landlocked geography increases logistics costs, limited flat land constrains large-scale industrial estates, 
chronic power supply issues deter energy-intensive industry, and historical insurgency has depressed 
investor confidence. The NEIIPP and successor schemes have provided financial incentives but have 
not overcome these structural barriers at scale. 

The Services Opportunity: Assam's comparative advantage lies in services — specifically, eco-tourism 
(Kaziranga, Manas, Majuli), healthcare tourism for neighbouring countries (Bhutan, Bangladesh, 
Northeast states), agri-services (precision agriculture advisory, value chain management for tea and 
vegetables), and Act East logistics services (as a transit hub for ASEAN connectivity). These sectors 
require lower capital investment and can absorb more workers than capital-intensive manufacturing. 

Recommended Strategy — Manufacturing-Services Complementarity: First, selective manufacturing in 
naturally advantaged sectors (bamboo, food processing, pharmaceutical plants linked to local 
biodiversity) combined with deliberate services cluster development. Second, digital infrastructure 
investment to enable remote services delivery. Third, cultural economy development — Assam's 
weaving, music, and crafts heritage as premium services exports. Fourth, border trade services 
leveraging the Myanmar and Bangladesh borders. 

Conclusion: Assam's industrial strategy should be brave enough to recognise that broad-based 
manufacturing is not the primary answer for a state with its geography and history. A services productivity 
strategy, embedded in Assam's ecological and cultural strengths, offers a more realistic and inclusive 
path to prosperity. 

UPSC RELEVANCE SUMMARY & NOTE-MAKING TIPS 

Why This Topic is Highly UPSC-Relevant 
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• It spans GS II, GS III, Essay, and Ethics — making it one of the most syllabus-efficient topics in 
the entire preparation landscape. 

• It is empirically rich — India's own growth experience since 1991 is the primary case study, making 
every data point personally relevant and exam-verifiable. 

• It is philosophically deep — connecting to Sen, Rawls, Kautilya, Dewey, Gramsci, and Foucault, 
enabling the kind of multidimensional analysis that toppers display. 

• It is policy-live — PLI, ONDC, Labour Codes, Account Aggregator, PM-SYM are all active policy 
instruments relevant to the debate and likely to appear in Prelims factual questions. 

• It has an Assam/Northeast dimension — APSC candidates can adapt every point for state-specific 
context, a decisive differentiator in state PSC papers. 

Strategic Note-Making Tips 

• Use a two-column format: Left column: concept/argument; Right column: India example + 
philosopher + policy instrument. This builds answers automatically. 

• Build a fact bank: 15% manufacturing share, 1.5 billion informal workers globally, Rs. 1.97 lakh 
crore PLI outlay, PM-SYM coverage statistics — memorise five key numbers on this topic. 

• Practice the multidimensional template: For any question on employment or development, 
practise writing one sentence each on Social, Economic, Political, Legal, Ethical, and International 
dimensions. Speed comes with repetition. 

• Connect to current affairs weekly: This topic connects to: quarterly GDP data releases, Labour 
Ministry gig worker statistics, WTO Ministerial Conferences, ONDC expansion updates, and PLI 
sector performance reports. 

• Use the Assam lens: For every national policy discussed, ask: 'How does this apply to Assam 
specifically?' Tourism, tea industry, handloom, Act East logistics — always have a Northeast 
answer ready. 

Remember: The examiner is not looking for encyclopaedic coverage — she is looking for 
structured thinking, evidence-based argument, and the intellectual courage to engage with 
complexity. This module gives you the raw material; your task is to practise translating it 
into confident, analytical prose under exam conditions. 


