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T
he Bharatiya Janata Par-
ty’s position on reforms is
takensectorbysector.The
party looks at each sector
foritsstrengthsandweak-

nesses in terms of having to face in-
ternational competition once the
sector is partly or fully opened up.
Importantly,theBJPwishestoensure
that lives, livelihoods or any way of
lifearenotwashedoff whentheflood-
gates are opened for the much-
requiredinvestmentstoflowin.

Pension sector reforms started in
earnest during the National Democ-
ratic Alliance period, when the new
pension scheme came into force on
January 1, 2004. Under this scheme,
all employees (excluding the mili-
tary) recruited since 2004 were to
shift from defined benefits to a de-
fined contribution regime. Earlier,
in August 2003, through an executive
order, an interim Pension Fund Reg-
ulatory and Development Authority
was set up. Its functions are ex-
plained in its title. The necessary le-
gal backing could not be obtained
due to the onset of elections.

After the United Progressive Al-
liancecametopower,itintroducedthe
PFRDA Bill in Parliament. But, note
that the Standing Committee chaired
by Shri BC Khanduri had studied the
Bill in great detail and submitted its
reportin2005,interaliaapprovingthe
new scheme introduced by the NDA.
Again, due to the general elections in
2009, theBillcouldn’tgetpassed.

UPA-II tabled the Bill yet again.
AndafterconsiderationbytheStand-
ing Committee, this time chaired by
Shri Yashwant Sinha, a consensus
was reached. However, the govern-
ment appears to disagree with two
key recommendations made by the
Committee. The BJP considers those
two recommendations as critical to

the sector because of their long-
term implications. They are: (a) a
minimum assured return on invest-
ment, for example, comparable to
the Employee Provident Fund Or-
ganisation interest rate, and (b) fix-
ing a cap on foreign investment; that
is, foreign direct investment in
pension funds should not exceed
26%. We want these conditions to
be part of the Bill so that if any
government wants to change them,
it will have to come back to get
Parliament’s mandate.

While the BJP is working consis-
tently and continuously on sectoral
reforms with an understanding of
people’s aspirations and well-being,
thegovernment’sapproachcontinues
to be tardy and patchy. A glaring in-
stance of the government’s laid-back
approachtoreformBillswasalsoseen

when the PFRDA Bill was introduced
in the Lok Sabha in March 2011. A
sizeable number of the Congress
Party’s own members were absent.
But for the BJP fully backing the
government, they would have faced
embarrassment.

Theimportanceof thepensionsec-
tor cannot be overstated in a country
that has one-eighth the elderly popu-
lation of the world. Only 12% of our
workforce is in the organised sector.
Managing their retirement assets is
big business. The BJP is keen and
hopeful that the advisory committee
envisagedintheBill, consisting of all
stakeholders, should ensure that the
management of the pension funds is
labour-friendly.
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R
oughly 20m persons have
joined the ranks of the el-
derly over the last decade.
Add another 50m to this by
2021.Sincemostsuchwork-

ers may have barely enough savings to
support their consumption for even a
few months after their incomes dry up,
and also as they are largely excluded
fromexistingpensionprogrammes,the
primary retirement plan for most Indi-
anscanonlybetoworktilltheydie.

Yet, pension reforms don’t appear
urgent as we stand on the verge of al-
lowing yet another year slip by on the
PFRDA legislation. With the benefit of
hindsight,weshouldknowalreadythat
existing pension programmes can’t
work for most of India—apart from be-
ing fiscally unsustainable, the existing
EPFO/EPShaslimitedcoverageandof-
fersmeagrepensioncover.

But,sevenyearsafterNPSwasman-
dated for new government employees,
little progress has been made on the
PFRDA legislation. At the heart of the
politicalinertiaaretheself-styledadvo-
cates of people who are still struggling
to accept the urgency of pension re-
form,especiallyforthepopulationthey
represent—oursurveysshowthereisa
very large latent demand for a broad-
based pension programme among a
very large number of Indians who are
interestedinsavingfortheiroldage.

In 2004, it was desirable to have es-
tablishedastatutoryregulatorforNPS.
By 2011, this has become an urgent ne-
cessityasnearly30lakhindividualsare
already covered by a pension system
thatpresentlyreliesoncivilcourtsand
theContractActtoenforcecompliance,
instead of achieving this through
regulationsandpenalties.

Ironically, while successive debates
around the PFRDA legislation have
centered around customer protection,
theyhavemanagedtoonlydeferappro-
priate safeguards through legislation
for the people who have already joined
this scheme. In this context, concerns
related to FDI limits, administered re-
turnsandequityinvestmentsareeither
irrelevant,ill-conceivedorunfounded.

The core NPS architecture is de-
signed specifically to protect sub-
scriber interests over multiple-decade
horizons. For example, pension fund
managers,whetherdomesticorglobal,
cannot derive anything more than the
asset management fee that they pre-
commitformanagementof NPSassets.
DuetotheNPStruststructure,savings
of NPSsubscriberscanneverreflecton
thebooksof afundmanageroranyoth-
er intermediary. Importantly, NPS cus-
tomers are not forced to invest their re-
tirement savings into equities and are
free to put all their money into govern-
mentbondsif theywish.Butthemajor-
ity of the working poor, who are a key
targetaudienceforNPS,areunlikelyto
escape old age poverty unless they in-
vest at least a part of their modest sav-
ingsintoequities.Inthissituation,and
especially in the context of unpre-
dictableinflationlevels,benchmarking
NPS returns to the EPF may only pro-
ducesub-optimalinvestmentoutcomes
and inadequate retirement incomes.
There is an essential role for an inten-
siveretirement-literacyeffortandfora
strongregulatortopreventmalpractice
and to infuse confidence among exist-
ing and future customers. Both Sebi
and Irda have done this in their sectors
and we should urgently achieve a simi-
lar outcome in the pension sector. The
people we’re all debating about simply
can’taffordanyfurtherdelay.
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THE TWO POINTS THE BJP
WANTS IN THE PFRDA BILL—A
MINIMUM ASSURED RETURN
ON INVESTMENT, AND AN FDI

CAP OF 26% IN PENSION
FUNDS—ARE CRITICAL IF WE

WANT TO SAFEGUARD
WORKER INTERESTS

Post-retirement blues
The PFRDA Bill—critical if millions of Indians are to get old-age security under the new pension scheme—is held hostage in
Parliament, with the BJP and Mamata Banerjee ranged against it on issues of assured returns and foreign investment caps
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India and China are the future drivers
of the world economy, though the two
economies look very different in
terms of their development patterns

and economic structure. China has
emerged as the manufacturing power-
houseinthelast20yearswhileIndiahasbe-
come the major player in services.

China’s share in world manufacturing
has witnessed tremendous elevation from
2.9%in1991to13.7%in2011.Theincrement
in the Chinese economy’s contribution to
world manufacturing has come at the cost
of the European Union, whose share had
declinedto20.9%in2010from33%in1991.It
becomes much more pronounced when we
look at the fact that per capita manufactur-
ing GDP of China has increased by 8 times
compared to 1991, reaching $806 in 2010
while India’s is just $122 (see figure). The
share of India in world manufacturing is a
mere 1.8% and has increased by just 1%
over the past 20 years.

At the same time, the US contribution
hasremainednearlystagnant,whichisdue
totheirspecialisationincapitalgoodsman-
ufacturing, while Chinese manufacturing
is dominated by consumer goods. China
may have succeeded in capturing a bigger
chunk of world manufacturing, but its per
capitamanufacturingGDPisstillfarbelow
that of the US, which was $6,147 as of 2010.

India’s growth is presumed to be driven
by the services sector, which contributes a
maximum 65.2% to its GDP. However, the
role of manufacturing in India’s develop-
ment can’t be discounted considering the
fact that it contributed 16% to the country’s
totalGDPin2010.Totalworkforceemployed
in the manufacturing sector is estimated to
be more than 40 million, which amounts to
9%of thetotalworkingpopulationof India.
It is interesting to note that the share of
manufacturing to GDP in India hasn’t
changed much over the past 20 years, due to
boththeincreaseintheshareof theservices
sector and the decrease in the share of agri-
culture, which has declined to just 14.6% in
2010from31.4%in1991.Indiahasmorethan
142,000 factories operating in the manufac-
turing sector and needs to redefine its man-
ufacturing strategy to drive its future
growthandtocreatemoreemployment.

Manufacturing growth has a multiplier
effect on the economy. The development of
many other dependent sectors, like logis-
tics, insurance and raw-material produc-
tion, is driven by the growth of manufac-
turing as it is one of the biggest consumers
forthesesectors. InstateslikeGoa,Gujarat

and Jharkhand, manufacturing con-
tributes nearly 27% of the total GDP, which
makes it extremely important for these
states to focus on developing policies to fos-
ter the development of this sector. It is in-
teresting to note that the manufacturing
sector in Orissa and Chhattisgarh has
grown by more than 16% against India’s
overallmanufacturinggrowthrateof 9.3%
over the past five years, and it is driving the
future growth of these states (see figure).

The two states of Maharashtra and Gu-
jarat together form 34% of the total gross
output of India’s manufacturing sector,
which makes them the manufacturing gi-
ants of the country. It is very important to

map the manufacturing sector’s perfor-
mance at both the state and firm levels to
improve overall manufacturing competi-
tivenessinIndia.Atthestatelevel,theman-
ufacturing sectors of Uttar Pradesh, West
Bengal and Kerala are found to be the least
productive, having a ratio of total out-
puts/inputs of nearly 1.2 and requiring ur-
gent attention from the government. The
firms in Himachal Pradesh and Uttarak-
hand have the highest labour productivity,
where the net value added by employees on
anaverageismorethanR1lakh(seefigure).
In states like Bihar, firms are found to be
very efficient in using their capital and are
producinggrossoutputthatismorethan10

times their fixed investments.
Today, manufacturing in India requires

urgent attention from policymakers, to ad-
dress the challenges at both the macro and
micro levels. There is a need to reduce the
tax burden to improve profitability, and to
provide for the upgradation of workers’
skills and technology. Costs of production
havereachedextremelyhighlevelsbecause
of rising land prices; this needs to be
checked.Highpowercosts,lowerefficiency
anddecliningavailabilityof qualitylabour
arealsoaffectingcompetitiveness.Thegov-
ernment should adopt a cluster-based de-
velopment strategy to push high growth in
the manufacturing sector. It needs to devel-

op a strategic policy framework to identify
and develop innovative clusters that have a
great potential in exports and can generate
more employment. There is a need to
develop investment mechanisms to foster
public-privatepartnershipsthatcaninvest
in sick clusters and focus on improving the
latter’s productivity.

There is a need for state-specific ap-
proaches. After all, each state is at a differ-
ent stage of development in the manufac-
turing industry and, therefore, needs
differentstrategiestoimproveitsmanufac-
turing competitiveness.
! Strong manufacturing states (Gujarat,
Maharashtra, Tamil Nadu, Karnataka,
Andhra Pradesh, Goa, Haryana and Jhark-
hand) need an innovation-driven strategy.
These states need to move towards more
technological advancement to improve
their production efficiency. These states
should invest in developing advanced skill-
sets for manufacturing and become more
export competitive.
! Weaker manufacturing states (Tripura,
Sikkim, Nagaland, Kerala, Jammu and
Kashmir, Delhi, Bihar, Assam, and West-
Bengal)needaninvestments-drivenstrate-
gy. They need to give more incentives to in-
dustry in terms of taxes, power costs and
logistics, and try to facilitate more private
investments in the sector.
!Medium manufacturing states (Chhattis-
garh,HimachalPradesh,MadhyaPradesh,
Orissa, Punjab, Rajasthan, Uttar Pradesh
and Uttarakhand) need a factors-driven
strategy. These states need to focus in low-
ering the costs of inputs of production, de-
veloping the right set of skills and talent,
and removing the barriers to doing busi-
ness. These states should initiate public-
private partnership mechanisms to attract
investments and improve productivity.

Before devising policies for cluster devel-
opment, it should be understood that manu-
facturingclustersneedtobemoreintegrated
and deeper than service clusters. How clus-
ters that are not export-oriented fit into the
global value chain of manufacturing needs
tobeanalysed.Indiahasabigpotentialof be-
coming a good manufacturing-outsourcing
base for manufacturing clusters due to the
presenceof rawmaterialsandcheaplabour.
But our clusters will need more marketing
and brand-building assistance to improve
their export competitiveness against the
likes of China. Indian manufacturing play-
ersneedtopitchupproductqualityforwest-
ern markets rather than focusing too much
onpricecompetitionfromChina.
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Decoding manufacturing competitiveness
India needs state-specific approaches to consolidate and attract investment
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EPS/EPFO-TYPE ASSURED
RETURNS ARE UNVIABLE—
THE EPS HOLE IS R50,000 CR
ALREADY. MANDATING
THIS MAKES NPS A
NON-STARTER AND HURTS
MILLIONS WHO NEED NPS
COVER FOR THEIR OLD AGE
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