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The Perth USAsia Centre’s Indo-Pacific Analysis Briefs seek to provide 
perceptive and contemporary insights from across the region. The series 
features leading analysts from Asia, Australia and the US to deliver up-to-
the-minute assessments on issues of national and regional importance. 
This series will shine a light on the issues that remain critically important 
to Australia and the Indo-Pacific at a time when global events may 
otherwise dominate the news cycle.



→  Concerns over India’s economic dependence on China have been exacerbated 
by the COVID-19 pandemic and recent India-China border tensions. This has 
caused India to push towards a decoupling from China in critical sectors like 
pharmaceuticals and electronics. 

→  The Indian government has implemented various protectionist measures to 
increase India’s self-reliance under Prime Minister Modi’s ‘Atmanibhar Bharat 
Abhiyan’ program to limit Chinese apps, FDI and imports. 

→  There has been a reboot in domestic active pharmaceutical ingredient 
manufacturing. The government has announced schemes to increase domestic 
electronics manufacturing capacity. 

→  India has engaged in previous quests for self-reliance in reaction to 
geopolitical challenges, however, these past attempts have fallen short due to an 
insufficient policy framework to support them. 

→  The current push to expand domestic manufacturing faces challenges 
including labour shortages, a deepening demand crisis, insufficient government 
support and mis-directed policy priorities.

KEY POINTS

India’s economic dependence on China in key sectors of its economy such as pharmaceuticals 
and electronics has been a growing concern for the Indian government. However, it has taken 
a global pandemic and serious flare-up1 of the India-China border conflict to force more 
concerted action to decouple from China. These efforts have emerged alongside a broader 
policy program, called the ‘Atmanirbhar Bharat Abhiyan’, aimed at creating a ‘self-reliant India’ 
through protectionism and encouraging companies to manufacture in India rather than rely 
on imports.

In April, fearing ‘opportunistic’ Chinese takeovers of weak Indian companies amidst the COVID-19 
crisis, the Indian government tightened2 its foreign direct investment (FDI) rules, by requiring 
all countries sharing a land border with India to go through a government approval process. 

In May, following of the deaths of twenty of its soldiers in a confrontation along the contested 
border, India banned fifty-nine popular Chinese apps on the basis that they were transmitting 
user data to servers outside of India, thereby violating users’ privacy and jeopardising3 India’s 
sovereignty and integrity. In the wake of the ban on some Chinese apps, the Prime Minister, 
Narendra Modi announced4 the ‘Atmanirbhar Bharat App Innovation Challenge’ urging Indian 
companies to develop ‘homegrown apps’.

In June5, the Minister for Power, R.K. Singh announced that India would introduce more import 
duties on solar modules, most of which are imported from China, while domestic companies 
would gain access to cheaper financing for using domestic suppliers. He also flagged tougher 
import requirements and testing on electricity production equipment to check for malware 
and trojan horses. In addition, the Bureau of Indian Standards and the Commerce Ministry has 
signalled raising import duties and non-tariff barriers on a range of industrial and consumer 
goods, such as electronics, machinery and furniture, that are imported predominantly 
from China. 
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Aside from these protectionist measures, the government announced6 a USD6.65 billion 
scheme to increase domestic electronics manufacturing. One initiative in this scheme offers 
production-linked incentives to select foreign and Indian smartphone makers to start or expand 
production in India. This scheme is clearly targeted at undermining Chinese dominance in the 
market for cheaper phones because only foreign manufacturers making high-end products 
will be included in the scheme. Other initiatives promote the production of components and 
semi-conductors and the setting up of manufacturing ‘clusters’. In addition, the government 
has pledged7 to support high-volume, export oriented production of electronic items such as 
televisions and air conditioners.

India’s pharmaceutical industry, which plays a role in both domestic health security and export 
earnings, was threatened when COVID-19 hit the Chinese city of Wuhan, halting exports of the 
active pharmaceutical ingredients (APIs) that are used for about 70%8 of drug manufacturing 
in India, including for vital antibiotics. While the rising cost of API imports was already leading 
to moves to reduce dependence on China, the consequences of the pandemic prompted the 
government to step up its efforts to reboot domestic API manufacturing. To this end, the 
government has announced9 a production-linked incentive (PLI) scheme worth USD911.5 million 
over 8 years and USD394 million scheme to construct three API production parks. Following 
rising tensions with China, the government fast-tracked the PLI scheme. 

Previous Quests for Self-Reliance
This is not the first time that geopolitics has spurred a greater desire for self-reliance in India. 
In the 1960s, the United States attempted to use India’s dependence on its food aid to compel 
India to undertake economic reforms and alter its foreign and defence policies. In response to 
the negative public reaction to this coercive economic statecraft, the Indira Gandhi government 
shifted funding into agriculture to ensure national food self-sufficiency. Likewise, the origins 
of India’s software industry lie in a policy turn toward technological autonomy following the 
India-China war in 1962, China’s nuclearisation and the US embargo on advanced technology 
following the India-Pakistan war in 1965. 

India’s drive for food self-sufficiency did succeed in boosting food 
grain production and its quest for technology autonomy contributed 
to the creation of a software industry that became a major driver 
of economic growth. In both cases, however, policy shortcomings 
blunted the long-term benefits. 

Agricultural reforms boosted food production and created a new class of surplus-producing 
farmers but was not tied to policies and programs that would substantively alleviate poverty by 
transforming rural power structures or prevent environmental degradation. Matters worsened10 
in the 1990s when food welfare programs were slashed, as an austerity and market reform 
measure, resulting in the paradox of rising food stocks alongside growing rates of malnutrition. 

The quest for technological autonomy led to the creation of public sector electronics companies. 
The sector expanded in the 1980s after private participation and component imports were 
allowed. In the 1990s however, the sector languished11 while government support and incentives 
were instead focussed on the information technology (IT) services industry. India’s membership 
of the World Trade Organization’s (WTO) Information Technology Agreement (ITA-1) and free 
trade agreements with Japan, South Korea and ASEAN, were aimed at boosting foreign direct 
investment (FDI) and integrating India into global value chains. 

These agreements did not however, lead to significant FDI in the electronics sector and what 
did eventuate mostly flowed into import-dependent final assembly plants12. This was due to an 
inverted tariff structure which favoured imports by making finished products duty free, but not 
their components. The lack of incentives, including a supportive environment for infrastructure, 
skills and education, for high value-added production, was also a constraint. 
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Consequently, though India became a leader in information technology services including chip 
design, electronics manufacturing has stagnated. The reliance on imported components has 
led to dependence on China and is one of the most significant contributors to India’s current 
account deficit.

In these cases, the benefits of self-reliance were squandered because it was not embedded in 
a more comprehensive food security and industrial policy framework with coordinated trade, 
investment, productivity and social and environmental policies. 

Atmanirbhar Bharat Abhiyan and Electronics Manufacturing
Does the Modi government’s ‘Atmanirbhar Bharat Abhiyan’ have the potential to transform 
India’s economy and is it avoiding the problems faced by these previous quests for self-reliance? 
A closer examination of the program with respect to electronics manufacturing – a sector that is 
particularly important to strengthen if India is to decouple from China – raises doubts.

A key government strategy, as noted above, is to promote export-oriented high volume, low-cost 
manufacturing. Yet, as a 2014 report13 commissioned by the former Governor of the Reserve 
Bank and Chief Economic Advisor, Raghuram Rajan emphasises that India cannot rely on the 
high-volume low-cost electronics manufacturing path followed by China and other East Asian 
states.  This is because profit margins have continued to plummet as sales of consumer goods 
such as computers and smartphones have slowed. Profit margins are likely to fall further in the 
post-COVID-19 era. 

India also faces aggressive competition in low-cost manufacturing from countries such as 
Vietnam, to which it has already14 lost lucrative manufacturing projects. Technological advances 
such as additive manufacturing (3D printing) are likely to reduce production costs in the future, 
shifting manufacturing to consumer countries like the United States and China which are 
investing heavily in advanced manufacturing technologies.

Given such constraints, developing a strategy for increasing low-volume, high-value 
manufacturing for the domestic market in sectors such as medical devices, where there is 
growing domestic demand, should be a priority. While the Indian government has called on the 
electronics industry to utilise innovation, disruptive technologies and research and development 
(R&D) to increase its domestic and export competitiveness, however, there appears to be little 
on offer by way of government assistance. The Minister for Commerce and Industry, Piyush 
Goyal, instead highlighted the need for industries to be more self-reliant15 and to grow without 
government support, pointing to the apparently self-reliant growth of the IT industry.

This ignores the role that previous governments in India played in establishing the conditions 
for the rise of the IT industry. These interventions included subsidised higher education, public 
sector industrial infrastructure in cities that became software hubs, and funding and protection 
for technology-related industries. It also discounts the role of governments of competitor 
countries in providing R&D expenditure and education systems that produce innovation 
capability and skilled workers. In contrast to countries like China, the links between research, 
education and industry in India are weak. Moreover, a flailing education system has resulted in 
skills shortages in both advanced and basic manufacturing tasks. 

The introduction of non-tariff barriers and import duties on finished goods seeks to address 
the issue of inverted tariff structures and the offer of production-linked incentives seeks to 
challenge Chinese dominance in the market for electronic consumer goods in India.

The COVID-19 crisis, however, has demonstrated that protectionism 
is not enough, for the weaknesses of India’s health and social 
systems have a significant bearing on both consumer demand and 
its ability to become a manufacturing power. 
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Although manufacturing was allowed to resume in May, as COVID-19 cases continue to rise, 
smartphone manufacturers have struggled with labour shortages. Consequently,  Chinese 
companies like Xiaomi have resorted to importing16 smartphones to meet local demand. Aside 
from supply-chain problems, India will experience a deepening demand crisis in coming years. 
With the economic growth rate falling steeply, both the smart phone and especially the cheaper 
feature phone markets are predicted17 to experience significant declines in 2020-21.

In an increasingly fractured global environment, India has sound reasons for pursuing self-
reliance in critical areas like electronics manufacturing and pharmaceuticals. To have 
sustainable and long-term benefits however, the push for self-reliance has to be undertaken 
in a comprehensive way that links industrial, investment and social policies. Such a policy shift 
requires recognition of the interlinked nature of the economic and social crises India now faces 
and the crucial role that public investment must play in resolving them.
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