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The key issues impacting the manufacturing sector are 
listed in the image below:

• The manufacturing industry was affected in several ways due 
to the pandemic leading to low-scale operations, and eventually, 
a negative impact on production volumes. Over a period, this 
adversely affected the turnover and revenue.

• The IIP also fell to a negative growth of 9.6% indicating that 
core manufacturing activity also suffered setbacks resulting 
from the first and the second wave.

Index for Industrial Production (IIP), manufacturing (%),  
FY 2018-2021

• The complete lockdown and partial lockdowns had both 
demand-side and supply-side impacts on the manufacturing 
sector. On the supply side, the limited movement of goods, 
services, and personnel affected the production network.

• The downturn in economic activity and the overall slowdown 
in production caused employment loss. These supply impacts 
were further compounded due to the demand-side facing 
issues such as reduced disposable income, savings, and 
increased uncertainties.

COVID-19 put an immediate halt to many business activities  
across the globe, as several countries had shut down their ports,  
airports and domestic transportation while imposing nation-wide  
lockdowns, leading to a disturbance in business and civil life. 
The lockdown in India impacted manufacturing activities across  
the globe. India took special measures to control the spread by  
imposing one of the longest lockdowns in the world, to cushion  
the scarce availability of healthcare resources. The enormity of  
the lockdown affected manufacturing activities and supply chains  
alike, disrupting the overall economy.

While India recovered fairly from the first wave, the second wave  
had hit the country the hardest in terms of fatalities. The second  
wave had led to further State-imposed lockdowns, impacting  
the economy while putting several restrictions in place on key  
businesses. This was followed by a slowdown in labor-intensive 
industries involving manufacturing, real estate, construction, and  
infrastructure, on account of the reduced labor availability during  
this period. With learnings from the first wave, the country used its  
experience to combat the effects of the second wave. Strategic  
lockdowns and easing up of the same have helped numerous  
States curb the spread of infection while providing the industry  
with considerable regulatory initiative to restore normalcy. With  
proactive measures, the country has slowly and steadily overcome 
the second wave and is now on the path to some semblance of 
pre-COVID normalcy.

India's role in the post-COVID-19 era, 
particularly in the industrial sector, is a subject 
of great interest, hope, and speculation to the 
rest of the world.

Impact of the first and second wave

First wave 

India’s manufacturing sector had gone through various phases  
of development in recent times. The sector contributes to  
approximately 16-17% of the GDP and provides employment to  
almost 20% of the country’s workforce. During the first wave of  
the pandemic, lockdown-imposed restrictions on the movement  
of goods and people severely impacted workforce capacity and 
disrupted supply chains, bringing nearly all manufacturing activity  
to a stand-still. 
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India, the world's largest generic drug supplier, 
exported large quantities of medicines critical 
to combatting COVID-19 during the first wave.

Manufacturing output contracted by half  
from March 2020 – March 2021
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Indian economy shrunk by over 7% in the first 
quarter of 2020-21
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During the pandemic, several economies understood that 
diversification is a key factor for mitigating their risk as many 
players relocated their businesses to other business hubs. The 
Indian Government provided relief measures in the form of 
logistical support, the Essential Commodities Act, and covid-linked 
passes which helped ease the day-to-day operations of multiple 
stakeholders. The situation improved gradually and confidence 
towards the business outlook for production rose as a phased 
reopening of the economy was announced. A positive outlook was 
witnessed in the manufacturing sector after the stabilization of 
the first wave due to an easing in COVID-19 restrictions and the 
resuming of full-time work in factories, which was supported by a 
surge in new work and exports. 

In terms of the global economic scenario, several companies 
were seeking alternative sources of supply (Apple, Samsung, 
LG Electronics, Kia Motors, Hyundai Motor, Zoom, Hasbro, 
etc.). They waited to see the impact of the recent steps taken 
by the Indian Government on the performance of the sector in 
the short-, medium-, and long-term. However, with this recovery 
and subsequent gradual reopening of the economy, the country 
succumbed to a second wave of the virus as highlighted below.

Second wave

A second wave was witnessed towards the end of the 2020 
financial year. The country’s optimistic recovery was thrust into 
further uncertainty as cases increased far more rapidly than the 
first wave. The fatality rate amongst individuals increased as 
several States introduced restrictions and curfews to mitigate 
the loss of life in the second wave. Healthcare infrastructure in 
the country faced a total collapse as citizens ran helter-skelter 
in search of beds, oxygen cylinders, and resources to survive the 
second wave.

This widespread devastation further instilled fear amongst the 
citizens as new variants proved to be more potent leading to a 
mass breakout in the Tier I cities and a surge in the rural regions. 
This led to individuals being confined to their homes, more out of 
choice and fear. The number of people working during the second 
wave was much smaller as compared to those working during 
the first wave, which translated to slower economic recovery. 
With lockdowns slowly being reimposed, States allowed certain 
relaxations and permissions to keep the economic impact to a 
minimum. 

Small businesses and retailers bore the brunt of the initial  impact 
of the second wave as they faced liquidity crunches and  stretched 
working capital. Healthcare infrastructure was the most impacted 
as systemic  issues led to an inability to accommodate the 
exponential rise in  cases during the second wave.

This led to strengthening of hospital networks throughout the 
country and a special focus on digital health through the National 
Health Mission and the National Digital Health Blueprint, resulting 
in inclusion of healthcare services to even the most inaccessible 
areas. 

While the second wave upset economic growth to a degree, 
the overall impact is expected to be moderate as businesses 
and  States adjusted their businesses and cycles to the COVID  
situation. The manufacturing PMI remained unchanged in April 
2021 compared to March levels of 55.4. However, eight-  month 
lows were witnessed for manufacturing orders through  April 
and May. Fuel demand volatility was also experienced due  to 
the demand for Petrol declining by 6.3%, whereas demand for  
diesel declined by 1.7%. A few large auto players recorded a sales  
decline of nearly 9% in April as compared to March. As the sector 
witnessed a moderate impact, an economic recovery is expected,  
however, it was not ‘V-shaped’ such as the recovery post the first-
wave.

Manufacturing is expected to pick up activity 
in the second quarter after core sector 
production begins to reach the levels of  
early-March 2020.

A substantial vaccination drive with bulk production and  
administration is underway in India with nearly 30% of the  
population completely inoculated. Approximately 900 million 
doses were given resulting in over 50% of India’s population being 
inoculated at least once. Age groups within the range 18-44 can 
now book vaccinations which  is aimed at vaccinating nearly 90% 
of the Indian workforce.

Furthermore, the financial impetus provided to vaccine makers  
and emergency usage vaccines promise a bright future in terms  
of a fully vaccinated population, which will significantly contribute  
to higher levels of productivity. Opportunities to upgrade health  
infrastructure - from government and private players – have 
been consistently in the pipeline along with rapidly-scaling  
infrastructure for medical services in unreachable sections.

Companies that have consolidated their business and organized 
their supply chains/processes are likely  to have increased 
opportunities after the country recovers from the second 
wave. We expect ample opportunity to arise for those entities 
anticipating and planning their business efforts in line with  the 
government’s plans for a healthy economic recovery. After the 
second wave began to subside, the country started witnessing 
an almost immediate recovery in economical aspects. The key 
reasons for this growth and stability are highlighted in the next 
section.
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FOREIGN INVESTMENTS IN INDIA (IN USD BILLION)

• The country has received nearly 10% higher FDI inflows in 
FY 2021 as compared to FY 2020, driven by digital services, 
IT services, and the stabilization of automobile, steel, 
construction, and cement sectors. In terms of inflow for 
the new fiscal year, in the first quarter of FY 2022, India has 
already received nearly 28% (USD 22.5 billion) of the total 
FDI inflow received in FY 2021, highlighting strong investor 
sentiment and optimistic growth for India.

• India’s pharmaceutical sector currently caters to nearly  
60% of the global vaccine demand and is also the largest  
generic drug supplier globally. During the first wave of the  
pandemic, the Indian pharma industry was able to power  
through the manufacturing slowdown and disruptions in  
supply chains, and continued to export medicines such as 
Hydroxychloroquine (HCQ) and Paracetamol (PCM) to more  
than 150 countries.

• In March 2021, India reportedly exported over 58.4 million  
doses of indigenous COVID-19 vaccines to 70 countries,  
compared to 34.8 million dosages that were delivered across  
the country since the vaccination drive began on 16 January  
2021.

Government Initiatives amidst COVID-19

To mitigate the impact, the Indian Government took actions and 
certain measures to support businesses. They identified and 
segregated the manufacturing activities into essential and non-
essential activities. Essential categories (such as groceries and 
pharmaceuticals) continued functioning during the lockdown. Few 
of the key initiatives by the Central Government are highlighted 
below:

Atmanirbhar Bharat Abhiyan

On 12 May 2020, the Government of India announced a special 
economic stimulus package of INR 20 trillion (approx. USD 275 
billion; equivalent to around 10% of India's GDP) with the aim of 
empowering the industries and workforce that had been adversely 
affected by the COVID-19 lockdown. The package included 
increased borrowing limits of State government up to 5% from 
the previous rate of 3% of Gross State Domestic Product (GSDP), 
collateral-free loans for businesses, and subordinate debt for 
MSMEs.

In addition, the increased focus on infrastructure through  
initiatives such as doubling the existing port capacity of 1,500  
MT, investments in highways, railways, and roads to connect the  
manufacturing regions, etc. is likely to push the manufacturing  
agenda further. The recent Union Budget of 2021-22 allocated 
a 34% increase in the capital expenditure towards setting  up 
a Growth Financial Institution to fund the development of 
infrastructure, encouraging foreign investments in real estate  and 
infrastructure investment trusts, as well as monetizing public  
infrastructure asset activities such as roads, rail freight corridors,  
and airports. 

• Local producers were able to establish indigenous supply  
chains for Personal Protective Equipment (PPE) kits proving  
that self-reliance in a high-quality product is an achievable  
target in a mere span of 60 days. Furthermore, in July 2020,  
India's supply of indigenous PPE kits exceeded domestic  
demand, and the country became a global supplier, exporting  
approximately 2.3 million PPE kits to the US, the UK,  Senegal, 
Slovenia, and the UAE.

• Additionally, increasing interest in the digital sector and 
the  reduced fund flow in major economies (the UK, the US,  
and Russia) owing to COVID-19 led to higher investments  
in developing economies. Within manufacturing, sectors  
such as automobiles, chemicals (other than fertilizers), and  
pharmaceuticals attracted the highest FDI equity inflows. In  
terms of States, Gujarat, Maharashtra, Karnataka, Delhi, and 
Tamil Nadu were the regions receiving the highest amount of 
FDI inflow. PLI Scheme for 13 key sectors 

to promote local manufacturing in India

Aatmanirbhar Bharat Abhiyan 
emphasizing economic development 

post-pandemic

Source: Department for Promotion of Industry and Internal Trade (DPIIT)
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The Indian Government has continued its slogan of ‘Vocal for 
local’ and has placed increased importance on indigenous 
manufacturing with the aim of ‘Aatmanirbhar Bharat’ or 
‘Self-reliant India.' This is apparent as the overall domestic 
manufacturing sector and several companies in India have started 
to reconfigure their sourcing and ecosystems for greater reliability 
and resilience. 

The government’s premier think-tank, the National Institution 
for Transforming India (also known as NITI Aayog) and the 
Department for Promotion of Industry and Internal Trade (DPIIT) 
have been offering incentives to attract companies to shift their 
production facilities to India. The government has announced a 
new Production Linked Incentive (PLI) scheme for 13 key sectors. 
The PLI scheme will be implemented by the concerned ministries/
departments and will remain within the overall budgetary 
constraints prescribed below:

In order to improve domestic manufacturing and attract major  
investments in the value chain, the government already released PLI  
schemes for eight sectors and schemes for the remaining sectors  
are expected to be released by December 2021. The incentive 
provided will  range from 3% to 10% on incremental sales (over the 
base year) of  goods manufactured in India.

The PLI schemes are expected to be a key driver in the core sectors 
and is aimed at bolstering the economy and the country’s recovery 
effort. Based on the above initiatives, it is key to understand  what 
the future landscape for the country’s recovery will look like.
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Way forward 

India has a clear advantage in terms of its workforce, policy, and  
infrastructure. However, to build confidence amongst firms across  
the world, the country will have to overcome certain hurdles that  
would need to be addressed in the short- and long-term, post 
stabilization of the spread of COVID-19.

India is aiming to become the preferred destination for many 
economies as a manufacturing hub instead of China, with many 
State-specific incentives for relocation of such businesses due 
to the initial stages of the pandemic, and has been successful 
in doing so even today as several manufacturers are targeting 
India. The country is expected to attract nearly USD 150 billion 
in FDI by 2026 and there are likely to be several opportunities 
for many players to leverage the lucrative Indian market in the  
coming months, as the country works towards restoration of pre-
pandemic levels. 

Vaccination and liquidity are at the forefront of the Indian fight  
against the virus, which have been instrumental in absorbing 
the impact of the second wave. Currently, the nation is rapidly 
disseminating COVID-19 vaccines and the majority of the 
workforce population is expected to be fully vaccinated by 
December 2021.

India also needs to improve its current infrastructure in order to  
support potential firms planning to shift their manufacturing bases  
to the country. Developing infrastructure, which includes improving  
roads, highways as well as the provision of a stable power supply  
and utilities, is quintessential to facilitate an environment of world-  
class manufacturing. 

• In the Union Budget for FY 2020-21, the government allocated  
USD 3 billion for reforms in the power, renewable energy, and 
infrastructure sector.

• The government is planning to provide a package of  
approximately USD 9.6 billion to restructure debt repayment  
for the power sector as an added aid. USD 23.4 billion was  
allocated for the transport sector, which included investments 
in roads, highways, railways, shipping, ports, and civil aviation.

India's role in the post-COVID-19 era, particularly in the industrial  
sector, is a subject of great interest, hope, and speculation to the  
rest of the world. Many experts around the globe strongly believe  
that India will emerge as one of the most preferred centers for  
manufacturing. In order to make that belief a reality, the most  
suitable strategy for India would be to enhance its national value  
chain.

Despite the continuous wave of infection witnessed in the first 
quarter of FY 2022, India exhibited  innovation in almost every 
field owing to the concentrated efforts of the Government of 
India, businesses, and multiple stakeholders. Moreover, as the 
numbers indicate, India collected over USD 90 billion in GST 
till date, showing growth of over 20% from previous year and 
showcasing that business has not entirely slowed down.  It is 
important that the country expands on this to create a stable and 
viable ecosystem, as well as a structured mechanism for further 
investments in the manufacturing industry in order to put the 
economy back on track as a USD 5 trillion superpower.
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Nexdigm (SKP) is an employee-owned, privately held, independent 
global business advisory provider that helps organizations across 
geographies meet the needs of a dynamic business environment. Our 
focus on problem-solving, supported by our multifunctional expertise 
enables us to provide customized solutions for our clients.

We provide integrated, digitally driven solutions encompassing 
Business Consulting, Business Services, and Professional Services, that 
help businesses navigate challenges across all stages of their life-cycle. 
Through our direct operations in the USA, India, and UAE, we serve a 
diverse range of clients, spanning multinationals, listed companies, 
privately-owned companies, and family-owned businesses from over  
50 countries.

Our multidisciplinary teams serve a wide range of industries, with a 
specific focus on healthcare, food processing, and banking and financial 
services. Over the last decade, we have built and leveraged capabilities 
across key global markets to provide transnational support to numerous 
clients.

From inception, our founders have propagated a culture that values 
professional standards and personalized service. An emphasis on 
collaboration and ethical conduct drives us to serve our clients with 
integrity while delivering high quality, innovative results. We act as 
partners to our clients, and take a proactive stance in understanding 
their needs and constraints, to provide integrated solutions. Quality at 
Nexdigm (SKP) is of utmost importance, and we are ISO/ISE 27001 
certified for information security and ISO 9001 certified for quality 
management.
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