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General Studies – 3 Topic: Effects of liberalization on the economy, changes in industrial 
policy and their effects on industrial growth.  

Manufacturing sector in India 

1) Introduction 

 Manufacturing has emerged as one of the high growth sectors in India. 

 The Government of India has set an ambitious target of increasing the contribution of 
manufacturing output to 25 per cent of GDP by 2025, from 16 per cent currently. 

 India has become one of the most attractive destinations for investments in the manufacturing 
sector. 

 India offers the 3 'Ds' for business to thrive— democracy, demography and demand.  

2) India's potential 

 India has a massive workforce, an emerging supply base, and access to natural resources needed in 
production 

 The country could become a viable manufacturing alternative to China in industries ranging from 
apparel to auto components and might even dominate some skill-intensive manufacturing sectors 

 If India’s manufacturing sector realized its full potential, it could generate 25 to 30 percent of GDP 
by 2025, thus propelling the country into the manufacturing big leagues, along with China, 
Germany, Japan, and the United States.  

 India could create 60 million to 90 million new manufacturing jobs and become an attractive 
investment destination 

 McKinsey analysis finds that rising demand in India, together with the multinationals' desire to 
diversify their production to include low-cost plants in countries other than China, could together 
help India's manufacturing sector to grow six fold by 2025 

3) Concerns / Challenges 

 Although the country’s manufacturing exports are growing its manufacturing sector generates just 
16 percent of India’s GDP—much less than the 55 percent from services 

 a majority of India’s largest manufacturers don’t return their cost of capital a factor that dampens 
investment in the sector 

 Indian manufacturers lag behind their global peers because of lower productivity 

 Challenges associated with land acquisition, rigidity in labour laws, and poorly skilled manpower. 

 bottlenecks 
a) Use of primitive technology or under utilization of technology.  
b) Poor infrastructure. 
c) Over staffed operations. 
d) Expensive financing and bureaucracy. 

 In the era of globalisation, competing in international markets has become a challenge for the 
country's private as well as state-owned firms 

 Challenge posed by the growing Chinese clout by selling products at globally competitive prices. 

 Purchasing Managers' Index (PMI) -- a gauge of manufacturing performance -- fell to 52.1 in 
September from 52.6 in August, indicating that growth in the sector lost some momentum. 

4) Impact of Demonetisation on manufacturing sector 

 Manufacturing production growth slowed amid reports of cash shortages 

 cash shortages hampered growth of new work, buying activity and production 
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 The demonetisation of the rupee is anticipated to ignite growth in the long run as unregulated 
companies leave the market 

5) Impact of 1991 Economic reforms on Indian manufacturing sector 

 Import duties on all IT hardware were reduced purportedly to “facilitate” software promotion and 
growth and as a result by 1994 our fledgling civilian IT hardware industry folded up. 

 The “reforms” also dealt a blow to the indigenous optic fibre telecommunication systems industry 

 reduction in customs duties from 60 per cent to 30 per cent overall, which led to a glut of imports, 
forced many of the electronics corporations to halt production and become import agents 

 “Reforms” also led to large-scale import of cell-phone handsets that could have been easily 
produced here  

 Chinese power plant equipment manufacturers began to seriously erode BHEL’s market.  

 By 2000, foreign brands grabbed 80 per cent of the television sets market 

 These examples indicate that in sector after sector, the “reforms” have led to deindustrialisation. 

 The negative impact this deindustrialisation has had on employment and on our economy 

6) Government Initiatives 

 The Ministry of Labour and Employment plans to relax compliance measures for MSMEs by 
exempting them from inspections related to key labour laws in order to encourage entrepreneurs 
to help promote manufacturing in India. 

 Defence Procurement Policy (DPP) 2016 under which priority will be given to the indigenously 
made defence products and 25 per cent share of defence production will be open to private firms. 

 loans for Entrepreneurs of small-scale businesses under Pradhan Mantri MUDRA Yojana (PMMY) 

 The process of applying for Industrial License (IL) and Industrial Entrepreneur Memorandum (IEM) 
has been made online. 

 Operationalizing the e-BIZ portal: Through eBiz portal, a business user can fill the eForms 
online/offline and use other benefits digitally 

 Labour reforms include A dedicated Shram Suvidha Portal, An all-new Random Inspection Scheme, 
Universal Account Number and Apprentice Protsahan Yojana 

7) Way Forward 

 India’s product makers must embrace global best practices in operations—while tailoring them to 
India’s unique environment 

 India’s manufacturers could learn a lot from the IT sector’s experience in promoting the large-scale 
development of skills.  

  Improve competitiveness, increase investments, improving the skills of the workforce according to 
the changing needs, and keep domestic manufacturing open to international trade.  

 Even when catering to domestic demand, local firms have to ensure their goods are competitive at 
a global scale. 

 Continued focus on education will help attract foreign investment and also help the economy 
overcome the challenges of automation in the manufacturing sector. 

  favourable market access policies like Vietnam and Bangladesh enjoy in textiles and garments 
sector 

 Focusing towards making Indian manufacturing globally competitive and to have a sustained 
growth, will contribute significantly to GDP growth, employment generation and overall economic 
development.  

 


