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Q. Discuss the significance of manufacturing in the context of India’s economic growth. Analyse 

the challenges faced by the manufacturing sector and suggest measures to enhance its 

contribution to the Indian economy.               15 Marks 

                                                                                                                                                    

Answer Template: 

Introduction: 

• Manufacturing is pivotal for India's economic growth, significantly contributing to GDP, 

employment, and overall development.  

• Despite the government's ambitious targets to elevate manufacturing's share in GDP 

from 15% to 25% by 2025, it accounted for only 13% of GDP in 2022, according to 

World Bank data.  

• This figure lags behind other emerging markets such as Vietnam (25%), Bangladesh 

(22%), Malaysia (23%), Indonesia (18%), Mexico (21%), and China (28%). Given India's 

massive employment needs and trade deficits, enhancing the manufacturing sector is 

crucial. 

 

Body: 

• Significance of Manufacturing 

o Economic Growth: Manufacturing drives economic expansion, with the sector 

contributing 16% to India's GDP, according to the Economic Survey 2022-23. 

o Employment Generation: Provides jobs, especially in labour-intensive 

industries, reducing unemployment and underemployment. India's 

urbanization will see millions transitioning from agriculture to urban 

employment. 

▪ The textile and garment industry employs millions of people, 

particularly in states like Tamil Nadu and Gujarat. 

o Export Potential: Boosts exports, improving trade balance. India had $1 trillion 

in goods trade in the last 12 months, despite a $250 billion deficit. 

o Technological Advancement: Encourages adoption of new technologies and 

innovations, improving productivity and competitiveness. 

▪ The adoption of Industry 4.0 technologies in sectors like automotive 

manufacturing. 

o Balanced Regional Development: Reduces regional disparities by promoting 

industrialization in various regions. 

▪ The establishment of industrial corridors like the Delhi-Mumbai 

Industrial Corridor (DMIC) 

o Infrastructure Development: Stimulates investment in essential 

infrastructure, benefiting the economy. 

▪ The development of dedicated freight corridors enhances logistics 

and transportation efficiency 
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o Attracting FDI: A strong manufacturing base attracts foreign direct investment, 

bringing capital, technology, and expertise. 

o Supply Chain Enhancement: Strengthens domestic supply chains, reducing 

dependency on imports and enhancing self-reliance. 

▪ The 'Make in India' initiative promotes local manufacturing of 

electronics, reducing dependency on imports. 

o Contribution to Tax Revenues: Significant tax contributions through corporate 

taxes, GST, and customs duties. 

▪ Large manufacturing firms like Reliance Industries contribute 

substantially to tax revenues. 

 

• Challenges Faced by the Manufacturing Sector 

o Infrastructure Deficiencies: Inadequate infrastructure, including power, 

transport, and logistics, hampers productivity and efficiency. 

▪ Power shortages in states like Maharashtra affecting manufacturing 

operations. 

o Regulatory Hurdles: Complex regulations and bureaucratic red tape increase 

business costs and deter investment. 

o Skill Gaps: Mismatch between industry requirements and workforce skill 

levels affects productivity. 

o Access to Finance: Limited access to affordable finance, especially for SMEs, 

restricts growth. 

o Technological Lag: Slow adoption of advanced technologies and innovation 

hampers competitiveness. 

o High Cost of Capital: High-interest rates and borrowing costs deter 

investment. 

o Supply Chain Disruptions: Dependence on imported raw materials and 

components leads to vulnerabilities. 

o Market Access: Limited access to domestic and international markets restricts 

growth opportunities. 

o Environmental Regulations: Stricter environmental regulations increase 

compliance costs. 

o Global Competition: Intense competition from global manufacturers affects 

market share. 

▪ Competition from Chinese manufacturers in electronics and textiles. 

o Policy Inconsistencies: Frequent policy changes create uncertainty and affect 

investment decisions. 

o Taxation Issues: Complex tax structures and high tax rates burden 

manufacturers. 

o Labour Laws: Rigid labour laws discourage workforce expansion and flexibility. 

o R&D Investment: Low investment in R&D restricts innovation and 

technological advancement. 

o Corruption and Governance: Corruption and poor governance practices 

increase operational costs and reduce efficiency. 

 

 

• Measures to Enhance Manufacturing Contribution 
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o Infrastructure Development: Invest in modern infrastructure to improve 

efficiency. 

▪ The Bharatmala Project aims to develop road infrastructure, 

facilitating smoother transportation of goods. 

o Simplifying Regulations: Streamline regulatory processes to ease the business 

environment. 

▪ Implementation of single-window clearance systems for faster 

approvals. 

o Skill Development: Enhance vocational training and education programs to 

bridge the skill gap. 

▪ The Pradhan Mantri Kaushal Vikas Yojana (PMKVY) focuses on skill 

development for the manufacturing sector. 

o Access to Finance: Improve access to affordable finance, especially for SMEs, 

through schemes like CGTMSE (Credit Guarantee Fund Trust for Micro and 

Small Enterprises). 

o Technology Adoption: Promote advanced technologies through initiatives like 

the National Manufacturing Policy (NMP). 

o Interest Rate Reduction: Lower interest rates to encourage investment. 

o Supply Chain Resilience: Strengthen domestic supply chains through 

initiatives like Atmanirbhar Bharat. 

o Market Access Expansion: Facilitate access to markets through trade 

agreements and export promotion schemes. 

▪ The Export Promotion Capital Goods (EPCG) scheme promotes 

exports by providing duty-free import of capital goods. 

o Environmental Support: Provide incentives for compliance with 

environmental regulations. 

o Competitiveness Enhancement: Enhance competitiveness through the 

Production-Linked Incentive (PLI) scheme. 

o Policy Stability: Ensure stable policies to build investor confidence. 

▪ Consistent and clear policies for foreign direct investment (FDI). 

o Tax Reforms: Simplify tax structures to alleviate burdens on manufacturers. 

o Labour Law Reforms: Reform labour laws to encourage workforce expansion. 

o R&D Incentives: Increase investment in R&D through grants and subsidies. 

o Anti-Corruption Measures: Strengthen anti-corruption measures to reduce 

operational costs. 

Conclusion 

• The manufacturing sector is crucial for India’s economic growth, offering benefits such 

as employment generation, technological advancement, and balanced regional 

development. 

• According to the World Bank, a 1% increase in manufacturing output can lead to a 

0.5% increase in GDP, underscoring the sector’s potential impact on the economy.  


