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26th September 2022 

The Indian Production Linked Incentive Scheme – Ingenious or Impractical? 

 

Back in March 2020 the Government of India announced the launch of the Production 

Linked Incentive (PLI) scheme which planned a total investment of ~INR 2.6tn (~USD 

32bn) across 14 sectors within five years. The first part of the scheme was initiated that 

same month with a request for bids in three sectors – pharmaceutical ingredients, large 

scale electronics manufacturing and medical devices. Companies are eligible for bidding 

if they meet a certain historical revenue and domestic production volume threshold. 

Foreign companies manufacturing in India would be eligible for the scheme as well. The 

application process requires the companies to provide numerous details including 

company financials and budgets, and a team of experts in the government is tasked with 

evaluating and approving the bids.  

In two subsequent phases, in November 2020 and September 2021, the PLI schemes for 

the other eleven industries were initiated. 

 

 

Source: Goldman Sachs  

Industry Proposed Outlay 

USD, bn Rs, bn

Advanced Chemistry Cell Battery 2.4 181.0

Large Scale Electronics and Components 5.5 386.0

IT Hardware 0.7 73.0

Autos and Auto Components 3.5 259.0

Pharmaceutical Drugs 2.0 150.0

Drug intermediaries and API 0.9 69.0

Medical Devices 0.5 34.0

Telecom and Networking Products 1.6 122.0

Textile 1.4 107.0

Food Products 1.5 109.0

High efficiency Solar PV Module 0.6 240.0

White Goods (ACs and LED) 0.8 62.0

Specialty Steel 0.9 63.0

Semiconductor 10.3 760.0

Total 32.6 2,615.0
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The simple aim of the PLI scheme is to boost domestic manufacturing in India. Despite 

being the second largest country in the world in terms of population, India is the world’s 

6th largest manufacturer, with only 3% of the world’s total manufacturing output. China 

and the US account for 29% and 17% respectively.  

It is understandable that India wants to reduce this gap. Recent issues such as geopolitical 

tensions and worldwide inflation has made it more important for India to improve its 

manufacturing capabilities.  

 

 

 

The minimum historical revenue needed to be eligible for the PLI scheme varies across 

industries. For example, the minimum base year revenue required for an auto assembler 

(such as Bajaj Auto and Maruti Suzuki) is INR 100bn (~USD 1.2bn) whereas for auto 

component makers the minimum revenue threshold is INR 5bn (~USD 61m). The 

approved companies would get the subsidies spread out over each year for a period of 

five years. The approved companies would need to hit pre-decided revenue and 

production targets in a certain year to get the subsidy in the following year.  

However, failing to hit the targets does not bar the company from being eligible for 

subsequent incentives in the later years. The approved firm receives a subsidy that is 

typically based on net incremental sales of goods manufactured in India over the sales of 

goods manufactured in India in the base year FY’20 (year ended March 2020) or FY’21 
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(whichever is higher) The most updated potential subsidy that can be received by the 

approved companies can be seen below: 

 

 

Source: Government of India, JKC Research  

 

The initial reaction to the PLI scheme was positive, with experts saying that the scheme 

will give a much-needed push to the ‘make in India’ agenda and help India’s ambition to 

become a manufacturing powerhouse. At that time, the policy seemed to be well thought 

out.  

However, it became clear after a few months that the implementation of the scheme 

would not be as smooth as first thought. Covid-related headwind hit soon after the PLI 

announcement, forcing the government to adjust its revenue/production targets. Targets 

for FY’22 were cut. But the challenges did not stop there.  

After the completion of FY’22, it was obvious that many companies that were approved 

in the scheme would not achieve their targets. In the IT hardware industry for example, 

only two of the fourteen companies approved during the first phase of the PLI scheme 

met their targets. On the mobile manufacturing side, only three foreign companies 

Industry Potential subsidy

Advanced Chemistry Cell Battery Based on sales and local value addition 

Large Scale Electronics and Components 1-4% of incremental sales

IT Hardware Based on sales and local value addition 

Autos and Auto Components Based on sales and local value addition 

Pharmaceutical Drugs 3-10% of incremental sales

Drug intermediaries and API 5-20% of incremental sales

Medical Devices 5% of incremental sales

Telecom and Networking Products 4-7% of incremental sales

Textile Based on sales and local value addition 

Food Products 4-10% of incremental sales

High efficiency Solar PV Module Based on sales and local value addition 

White Goods (ACs and LED) 4-6% of incremental sales

Specialty Steel 4-12% of incremental sales

Semiconductor Based on project costs 
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(Samsung, Wistron and Foxconn) achieved their FY’22 targets – and none of the domestic 

players did.  

The government admitted that they needed to go back to the drawing board to adjust 

the nuances of the scheme, and the companies openly communicated their concerns. 

Some companies asked for the flexibility to exit the scheme soon after having been 

approved, which was met with a stern reaction by the Government of India. Today, if a 

company wants to get out of the scheme after being approved, it must pay back all the 

incentives received, together with a government calculated interest. Policy makers then 

made further adjustments: the scheme duration was increased from five to six years for 

the following sectors: drug intermediaries and Active Pharmaceutical Ingredients, 

pharmaceutical drugs, and food products. Targets were also adjusted: in the 

semiconductor industry, the government decided to disburse subsidies based on project 

costs rather than incremental sales.  

The scheme is being approved for each industry in phases. For example, on 20th 

September 2022, the government approved the second tranche of approvals for the PLI 

scheme relating to the solar Photovoltaic sector. The second tranche will have a total 

outlay of five years amounting to ~INR 195bn (~USD 2.4bn). The first tranche approved 

a similar outlay. ReNew Power, one of our investments in the Indian renewables space, is 

one of the approved companies in the PLI scheme. ReNew builds and operates solar and 

wind power plants and is looking to expand into captive module manufacturing following 

a ban on solar module imports from China. There is also excitement in the sector as there 

has been a proposal to increase the total outlay to ~USD 2.6bn from the approved ~USD 

600m currently.  
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Fiscal year 2023 (ending March 2023) is the first year of disbursement based on FY’22 

results of approved companies. While the PLI agreements do not stipulate when exactly 

in the year the disbursements would be made, the verbal agreement was for the 

disbursement to be received earlier in the year. However, companies have expressed 

concerns about the lack of written commitment from the government. In the electronics 

and hardware industry which was one of the first industries to be approved for PLI, 

companies are petitioning the government to release delayed payments. They expressed 

concerns that the delayed payments are causing uncertainty in future investments. 

Government representatives have said that the delays were due to the agency tasked with 

auditing claims not having completed their tasks on time.  

Padget Industries, a subsidiary of Dixon Technologies (the largest white goods OEM in 

India) became the first company to be cleared for disbursement in the PLI scheme. Padget 

will get an outlay of INR 520m (~USD 6m) between October and December 2022. This has 

created some breather and seems to be a sign that things should get better as the 

government mitigates the initial bumps.  

We are net positive on the scheme. While we understand the bumps have not been ideal, 

we view the learning curve as important and complementary to the longer term PLI plans. 

We will not be surprised if India’s manufacturing share of worldwide production gets to 

double digit percentage levels in the longer run as the government is pushing the 

manufacturing sector and as the world shifts to a “China plus one” policy.  
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Appendix: Bids and approvals update under the PLI scheme, 19 September 2022 

 

Source: Goldman Sachs  

 

Sources: Government of India, Goldman Sachs, Dezan Shira & Associates, Business Today, Ernst & Young, 

Economic Times, Business Standard, Financial Express, The Hindu, JKC Research 
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Industry Number of Applications

Received Approved 

Advanced Chemistry Cell Battery 10 4

Large Scale Electronics and Components 36 32

IT Hardware 19 14

Autos and Auto Components 115 95

Pharmaceutical Drugs 278 55

Drug intermediaries and API 239 49

Medical Devices 42 21

Telecom and Networking Products 31 15

Textile 67 64

Food Products 274 60

High efficiency Solar PV Module 19 16

White Goods (ACs and LED) 75 61

Specialty Steel 75 0

Semiconductor 23 12

Total 1,303 498
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