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1. Sector Performance, Problems, and Opportunities 

1. Manufacturing sector and contribution to state growth.2 While India has seen a 
rapid structural transformation and achieved strong economic growth since 1991, it must 
continue to create economic opportunities for its large labor force, which is increasing by about 
12 million a year, to sustain its economic growth and realize its demographic dividend.3 With 
limited prospects for job creation in agriculture, one of the most pressing policy challenges in 
India is to create more productive and well-paying jobs in manufacturing and services. India’s 
services sector has had significant growth and increased wages since 1991.4 Manufacturing, 
which has higher untapped potential, is lagging and has contributed at almost the same level 
over this period—15% of gross domestic product (GDP) and 12% of employment each year.5 
India’s National Manufacturing Policy (2011) calls for increasing the manufacturing sector’s 
contribution to at least 25% of GDP and enhancing job creation in manufacturing to create 
100 million additional jobs by 2022.6  

 
2. In the state of Andhra Pradesh, which has 49.4 million people making it the 10th most 
populous state in India, the manufacturing sector contributes 12% to the state’s GDP—lagging 
the national average of 15%. The GDP of combined Andhra Pradesh, for which data are 
available, grew by 7.1% per year from FY2003 to FY2013, but only contributed about 4% to 
national industrial output.7 There is a pertinent need to usher in greater degree of 
industrialization in the state by addressing challenges such as low industrial diversification, and 
concentration of manufacturing sector employment in small, labor-intensive, informal enterprises 
with low skills, productivity, and earnings. Key infrastructure in industrial clusters remains 
inadequate to support the burgeoning demand for plug-and-play industrial infrastructure and 
robust skills inventory. In a recent survey, Andhra Pradesh was ranked second among all states 
in India for ease of doing business. 8 However, it needs to further improve its procedures for 
doing business, labor-related laws, land management, and taxation laws if it is to enhance its 
competitiveness and benchmark itself with other countries in the region such as Singapore, the 
Republic of Korea, and Malaysia.9  

                                                
1  This summary is based on comprehensive sector analysis carried out during the project preparation phase. 
2  The gross state domestic product is composed of three major components—the agriculture, industry, and services 

sectors. Manufacturing is part of the industry sector. (Government of Andhra Pradesh, Planning Department. 2015. 
Socio Economic Survey of Andhra Pradesh, 2014-15. http://www.ap.gov.in/socio-economic-survey/).  

3  Government of India, Planning Commission. 2011. Report of the Working Group on Employment, Planning and 
Policy for the Twelfth Five Year Plan (2012-2017). New Delhi. The current total labor force is about 530 million. 

4  The share of the services sector in India’s gross domestic product (GDP) increased from 30% in the 1950s to 38% 
in the 1980s and 56% in FY2013.  

5  Manufacturing in the People’s Republic of China, Malaysia, and Viet Nam contributes 25% or more to their GDPs. 
6  Government of India, Ministry of Commerce and Industry. 2011. National Manufacturing Policy, 2011. New Delhi. 
7  Government of India. 2015. Annual Survey of Industries, 2012–2013. Delhi. The State of Gujarat contributed 18.8% 

to national industrial output, while the State of Maharashtra 16.7% and the State of Tamil Nadu 11.7%.   
8  World Bank. 2015. Assessment of State Implementation of Business Reforms, September 2015. New Delhi. 

http://dipp.nic.in/English/Investor/Ease_DoingBusiness/StateAssessmentReport_14September2015.pdf. India was 
ranked 142 among 189 nations in a recent survey on the ease of doing business (World Bank. 2016. Doing 
Business 2016. Washington, DC). 

9 An important indicator of competitiveness is the time required to start a business: 21.0 days in Andhra Pradesh and 
29.0 days in India, compared with 2.5 days in Singapore and 4.0 days in the Republic of Korea and Malaysia. 
World Bank. World Development Indicators. Business environment. Doing Business indicators. 
http://wdi.worldbank.org/table/5.3. 

http://www.adb.org/Documents/RRPs/?id=48434-002-3
http://www.ap.gov.in/socio-economic-survey/
http://dipp.nic.in/English/Investor/Ease_DoingBusiness/StateAssessmentReport_14September2015.pdf
http://wdi.worldbank.org/table/5.3
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3. Administration of state manufacturing sector. The main state entities to implement 
industrial sector activities are as follows: 

(i) Department of Industries and Commerce. Responsible for governing industrial 
activities in the state; 

(ii) Directorate of Industries. The apex department, assisting industries in setting 
up industrial units, obtaining approvals, sanctioning incentives, and providing 
marketing assistance; and 

(iii) Andhra Pradesh Industrial Infrastructure Corporation. Nodal agency for 
development and operation of industrial areas, parks, and estates in the state 
with all attendant infrastructures. 

 
4. Skill development in the sector is supported by multiple government and other 
institutions such as Andhra Pradesh State Skill Development Corporation; Andhra Pradesh 
Productivity Council; the National Skill Development Corporation; the Skill Development Center 
under the Commissioner of Technical Education; and the Micro, Small and Medium Enterprises 
(MSME) Development Institute, Hyderabad. 
 
5. Issues faced by manufacturing sector. Andhra Pradesh contributes less than 4% of 
the total national manufacturing output, while leading states such as Gujarat contribute 18.8%, 
Maharashtra 16.7%, and Tamil Nadu 11.7%. Gross value added (GVA) per employee, a 
measure of efficiency in the manufacturing sector, is Rs0.53 million GVA/employee in the 
organized sector for Andhra Pradesh compared with Rs1.44 million GVA/employee in Gujarat, 
Rs1.21 million GVA/employee in Maharashtra, and Rs0.87 million GVA/employee in Haryana.10 
This trend is exacerbated as high technology and high value-added industries contribute barely 
15% to the state’s industrial output. Industrialization in Andhra Pradesh faces the following 
challenges:  

(i) Limited diversification and low adoption of technology: the main sectors 
contributing to the state’s manufacturing sector are food processing, 
pharmaceuticals, mining and metals, machinery and equipment, chemicals, and 
textiles. The geographical spread is skewed—56% of the investment is 
concentrated in two districts (Visakhapatnam and Chittoor) and about 80% of the 
total investment is contributed by 1.4% of the total number of industries. This is 
coupled with a low transition from secondary to tertiary level (e.g., the food 
processing industry has marginally advanced to the tertiary level of processing, 
and the electronics industry has just moved from assembling to manufacturing); 

(ii) The majority of employment is in labor-intensive jobs, impacting productivity; 
(iii) One-third of manufacturing output has been from unregistered industries since 

2005, implying that the unorganized sector has not transitioned into organized 
manufacturing;   

(iv) Infrastructure constraints within the industrial clusters and inadequate 
connectivity infrastructure and services have impacted competitiveness; 

(v) Weak enabling factors for manufacturing adversely affect industry potential: use 
of obsolete technology, shortage of raw materials and their price volatility, limited 
availability of skilled workers, shortage of quality power, deficiency of logistic 
infrastructure, inadequate supply of railway wagons for cargo transport, poor 
internal infrastructure (drainage, effluent treatment, etc.), poor last mile 
connectivity, lack of finance as well as knowledge of sources of finance; 

                                                
10  Government of India. 2015. Annual Survey of Industries, 2012–2013. Delhi. 
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(vi) Challenges to doing business: the state ranks second in ease of doing business 
ranking in India, but industrial units still face significant operational challenges; 
and 

(vii) Land availability: investors in Andhra Pradesh are looking for industrial land free 
from encumbrances and with plug and play facilities.11 
 

2. Government’s Sector Strategy 

6. Manufacturing sector opportunities and strategy. The government’s Make in India 
initiative aims at transforming India into a global manufacturing hub. The Act East policy 
proposes increased integration of the Indian economy with the dynamic global production 
networks of Southeast and East Asia.  
 
7. Investments for enabling the manufacturing sector. The industrial policy, 2015–2020 
of the Government of Andhra Pradesh (GoAP)12 has a vision to develop Andhra Pradesh as the 
preferred destination for investors by providing a favorable business climate, excellent 
infrastructure, good law and order, and peaceful industrial relations. The policy targets fiscal 
benefits for underprivileged groups, including women entrepreneurs. The GoAP has also 
launched a massive program for development of special investment regions through capital 
investment and policy implementation. To increase the share of manufacturing GDP to 15% by 
2020, attract investment of Rs2,000 billion, and generate additional 1.0 million jobs, the GoAP is 
undertaking several initiatives: 

(i) a blueprint for seven missions,13 including an industry sector mission with a six-
point agenda including skill, gender, technology, infrastructure, funding, and 
improved business environment; 

(ii) to enhance the ease of doing business, the state government has created a 
single desk policy, which aims to provide all clearances within 21 days; 

(iii) setting up of industrial corridors and large industrial complexes;  
(iv) an incentive framework for attracting industries; and 
(v) an online portal for industrial land availability. 

 
8. Andhra Pradesh provides several opportunities to potential investors, some examples of 
which are as follows: 

(i) an opportunity to leverage its existing industrial infrastructure base to attract 
large investments, e.g., investments by Isuzu and investment by Xiaomi–
Foxconn in Sri City; 

(ii) industry and infrastructure missions supported by existing sector policies to set 
out specific action points for achieving industrial development; 

(iii) a multimodal logistics hub planned by Visakhapatnam Port Trust to enhance 
cargo mobility in domestic and import–export trade; 

(iv) expanded base of registered firms by bringing the unorganized sector into the 
organized sector; 

(v) initiatives such as special economic zones and industrial clusters will promote 
integrated development, with several economic benefits; and 

(vi) new industrial and sector policies will provide financial support to MSMEs to help 
them scale up their operations. 

                                                
11  A plug and play model provides all infrastructure facilities and regulatory clearances to a potential investor who can 

start manufacturing activities immediately. 
12 Government of Andhra Pradesh. 2015. Industrial Development Policy 2015-2020. Hyderabad. 
13  Infrastructure mission, primary sector mission, social empowerment mission, urban development mission, industry 

sector mission, services sector mission, and knowledge and skill development mission. 
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9. Manufacturing sector development—next steps. In support of the government’s 
vision of manufacturing-driven economic transformation, the road map for the sector 
development program aims to achieve the following targets:   

(i) improve the existing industrial infrastructure within the industrial areas, thereby 
enhancing competitiveness in manufacturing; 

(ii) implement the notified industrial policies, along with other sector-specific policies 
for attracting investments and strengthening employment potential in target 
sectors;14 

(iii) enhance the ease of doing business by initiating business process reengineering 
of current systems, and processes linked to starting, operating, and closing 
businesses in Andhra Pradesh; 

(iv) create a project development mechanism for undertaking project development 
activities for large industrial infrastructure projects like industrial corridors; 

(v) establish centers of excellence for skill development with the support of the 
private sector; upgrade skill development infrastructure under Andhra Pradesh 
State Skill Development Corporation and the National Skill Qualification 
Framework; 

(vi) improve support infrastructure such as testing and quality assurance, research 
and development, warehousing and logistics, and shared support services; 

(vii) prepare an idle land inventory for future manufacturing linked investments to 
promote optimum utilization of the existing land bank; 

(viii) develop urban infrastructure around the industrial cluster to create an efficient 
ecosystem in order to enable the envisaged accelerated industrial growth; 

(ix) develop and strengthen transport and logistics infrastructure to link industrial 
areas with key consumption centers and gateways; and 

(x) promote the development of logistics services, including cold storage and 
organized trucking facilities, around large and mega industrial parks. 

 
3. ADB Sector Experience and Assistance Program 

10. The annual program of the Asian Development Bank (ADB) for India amounts to about 
$2 billion. In 2016, the portfolio has 78 projects valued at $11 billion, with annual disbursements 
increasing from $875 million per year during 2003–2008 to almost $1.5 billion per year during 
2009–2012. The current country partnership strategy15 focuses on three strategic pillars: 
inclusive growth, environmental sustainability, and regional cooperation and integration. It will 
support the government’s vision of faster, more inclusive, and sustainable growth by 
emphasizing (i) infrastructure development, (ii) job creation and access to jobs, (iii) regional 
connectivity, (iv) environmental sustainability, and (v) synergies. 

  

                                                
14  Autos and auto components, biotechnology, textiles, aerospace and defense, food processing, leather, marine and 

aqua, and MSMEs. 
15 ADB. 2013. Country Partnership Strategy: India, 2013–2017. Manila. http://www.adb.org/documents/india-country-

partnership-strategy-2013-2017 

http://www.adb.org/documents/india-country-partnership-strategy-2013-2017
http://www.adb.org/documents/india-country-partnership-strategy-2013-2017
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PROBLEM TREE FOR INDUSTRY AND TRADE 
 

Low 
manufacturing 
output and low 

GDP of the state 

CORE 
PROBLEM 

 
CAUSES  

EFFECTS 

Constrained growth and 
competitiveness of the 

manufacturing sector in VCIC 

Inadequate capacities 

Insufficient urban, 
transport, and industrial 

infrastructure 
 

Complex processes for 
doing business 

 

Lack of proper 
institutions and 

skilled 
personnel 

Inadequate 
coordination 
with national 
institutions 

Lack of focus 
on skill 

development 
of personnel 

Limited focus 
on corridor 

management 
institutions 

Poor integration 
with global 
production 
networks 

Lack of 
capital 

investments 

Poor 
maintenance 

of existing 
infrastructure 

Inadequate 
public sector 

funding 

Limited 
private 
sector 

participation 

Lack of capital 
generation as 
agencies are 

financially 
unsustainable 

Unrealized 
latent 

potential of 
land 

Lack of 
willingness to 

charge and pay 
for services 

Inadequate user 
charges (e.g., 

urban services) 

Absence of harmonized 
standards and guidelines, and 

lack of enforcement 

Multiple 
laws and 

regulations 
and 

overlaps for 
compliance  

Duplication of 
compliance 

effort by 
enterprises 
because of 

limited 
coordination 

among 
government 

agencies 

Low productivity and 
poor employment 

opportunities 

Increased pressure on 
existing urban and 

transport infrastructure 

Absence of 
common 

monitoring 
standards and 

practices; manual 
compliance 
processing 

activities leading 
to delays 

GDP = gross domestic product, VCIC = Visakhapatnam–Chennai Industrial Corridor. 
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