China Plus One: Low labour costs and
growingworkforce give Indiatheedge
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Acombination of oneofthe
lowest labour costsand a
large surplus workforce,
which will continue to grow
until 2031, isone of the key
competitive edgesthatIndia
isleveragingtochallengeits
rivalsin Southeast Asiainthe
race fora China-Plus-One
strategy. Apart from India,
the countriesintheraceto
woo global companiesthat
manufacture in China, as
well asthe supply chainsto
theircountryinclude
Thailand, Indonesia,
Malaysia, the Philippines,
and Vietnam.

Onthelabour front, India
isaclearwinner. Datafrom
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Euromonitor, the World UNIDO (United Nations
Bank, the ILO (International Industrial Development
Labour Organization),and Organization), analysed by

Morgan Stanley, shows that
India hasthelowest
manufacturingwage costin
theregion: At$0.8 an hour, it
is20 per cent lower than
Indonesia, nearly half of
Vietnam and the Philippines,
around athird of Thailand,
and asixth of Malaysia.
Contrarytoearlier
perception, China’s
manufacturinglabour costs
haverisen to quite high levels
—$71perhour, far higher
thanIndiaand other
southeast Asian countries,
and much closer to Taiwan’s
$11.7perhour.  TurntoPage 6

‘CHINA PLUS ONE' STARTS
TO BENEFIT INDIAN API
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The construction of 10 mil-
lion houses was targeted from
2016-17 to 2018-19 in the first
phase. Another 19.5 million
households were to be covered
in the next three years (i.e. 2019-
20 to 2021-22) with a financial
implication to the central gov-
ernment of X1,56,634 crore.

Luring firms...

Apart from labour costs, India
can provide a continuous
supply of labour to power man-
ufacturing growth for years to
come, unlike other countries in
Southeast Asia, where in many
countries, there is a growing
shortage of labour in export-
oriented industries.

India will add 22 per cent (97
million) to the world’s working
age population by 2031 (since
2021), according to UN
Population Database estimates
with Morgan Stanley.

Owing to government pol-
icy, China will see its share go
down by 7 per cent. Indonesia,
which has the third-biggest
labour force, will add only 4 per
cent, Latin America will add 7
per cent, and the rest of Asia
(excluding Japan) will add just
1 per cent to the working pop-
ulation during the same period.

India’s working population
of people aged over 15 currently
stands at 471 million, second
only to China. It is more than
one-and-a-half times the com-
bined labour force of Indonesia,
Malaysia, the Philippines, and
Vietnam which is 294.6 million.

On the flip side, around 11
per cent of the labour force have
only intermediate education
(have some skills) in India, far

lower than in Indonesia (31.2
per cent), Vietnam (24.3 per
cent), or Thailand (23.2). But the
actual numbers are far higher
because of the far bigger labour
force available.

Moreover, productivity also
has shown a substantial
improvement. The annual
growth rate of output per
worker (taking GDP constant
2011 international dollar PPP)
in India was up by 4.8 per cent
between 2011 and 2019, better
than Malaysia (2.6 per cent),
Indonesia (3.7 per cent) and the
Philippines (3.3 per cent ). But
itislower than Vietnam (5.7 per
cent) and China (6.5 per cent),
based on ILO and Morgan
Stanley estimates.

Global companies give low
labour costs and plentiful
labour substantial weighting
when they compare India with
Vietnam. The latter’s workforce
comprises only 56 million. In
the first quarter of this year,
Vietnam faced a shortage of
over 120,000 workers as com-
panies tried to pump up pro-
duction. A survey by the
Vietnam Chamber of
Commerce & Industry in July
revealed that 60 per cent of the
respondents felt that lack of
skilled labour was a “moderate-
to-serious” challenge.

A global electronics com-
pany executive familiar with
India and Vietnam told
Business Standard that “lack of
enough availability of trained
labour could be an issue for
future growth in Vietnam
unless workers are brought
from other adjoining coun-
tries”. But he pointed out that
India needs to do a few things
to take advantage of the edge

in labour cost and availability
by easing labour laws and
removing restrictions on sim-
ple things such as having rooms
for them to stay on the factory
premises. The labour advan-
tage alone clearly cannot justify
shifting production capacity
from China to India. Other
issues, such as ease of doing
business, incentives, cost of
power, duties on inputs, and
free-trade agreements, also
matter and here Vietnam
scores over India. What India
has is a big opportunity to
export labour-intensive goods
and emerge as a global hub.
That is what the production-
linked incentive scheme is try-
ing to do in many sectors.

Air India...

AirAsia India, IndiGo, Go First,
and Vistara operated 44, 32, 28,
and 28 weekly flights, respec-
tively, in June whereas Air
India operated 14.

Ameya Joshi, aviation ana-
lyst and founder of aviation
blog “Network Thoughts”, said:
“Airline profitability is a sum of
profitable routes it operates on.
It always makes more sense to
have a dense presence on metro
routes than have a thin pres-
ence across multiple routes.”

“An FSC (full-service carrier)
primarily will look for metro to
metro, which sees frequent
fliers and a large volume, rather
than develop new markets or
hold on to loss-making ones,”
Joshi added. An FSC’s profit
largely comes from its front
cabins (business class and pre-
mium economy class).

“It is much easier to fill the



