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WHAT IS COMPETITIVENESS?

* Competitiveness is the productivity (value per unit of input) with which a nation, region, or cluster utilizes its
human, capital, and natural resources. Productivity sets a nation’s or region’s standard of living (wages, returns
on capital, returns on natural resources)

Productivity depends both on the value of products and services (e.g. uniqueness, quality) as well as the
efficiency with which they are produced.

It is not what industries a nation or region competes in that matters for prosperity, but how firms compete
in those industries

Productivity in a nation or region is a reflection of what both domestic and foreign firms choose to do in
that location. The location of ownership is secondary for prosperity.

The productivity of “local” industries is of fundamental importance to competitiveness, not just that of
traded industries

Devaluation and revaluation do not make a country more or less “competitive”

4

* Nations and regions compete in offering the most productive environment for business

Source: Michael E. Porter and Institute for Strategy and Competitiveness

I FC INSTITUTE for
V COMPETITIVENESS



WHAT DETERMINES COMPETITIVENESS

Microeconomic Competitiveness Clusters are

“geographically
Quality of Business State of Cluster Sophistication of Company p",mmate group of
i ] interconnected
Environment Development Operations & Strategy .
companies and

associated institutions
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in a particular field,

Macroeconomic Competitiveness linked by
— commonalities and
Sound Monetary and Human Development and complementarities.
Fiscal Policy Effective Public Institutions The geographic scope

of clusters ranges from

a region, a state, or

even a single city to
span nearby or
neighboring

Endowments

countries.”

Source: Michael E. Porter and Institute for Strategy and Competitiveness
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WHAT IS INNOVATION?

In Joseph A. Schumpeter’s words, “radical” innovations shape big changes in the world, whereas
“incremental” innovations fill in the process of change continuously.

Schumpeter proposed a list of various types of innovations:

e introduction of a new product or a qualitative change in an existing product;

e process innovation new to an industry;

e the opening of a new market;

e development of new sources of supply for raw materials or other inputs;

e changes in industrial organization.

As defined by Michael Porter, Professor, Harvard Business School
“To create competitive advantage by perceiving or discovering new and better ways of competing
in an industry and bringing them to market”

& IFC
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WHY INNOVATE?

The capability to innovate and to bring innovation successfully to market is a crucial
determinant of the global competitiveness of nations.

Land
Labour
Capital

Inherited Prosperity

(Natural Resources)

* Firms create value
adding goods and
services by realizing
the potential of
natural resources

Created Prosperity

 To create conducive conditions to enable

Government ) )
Innovation
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Total Number of Patents granted in 2015

COUNTRY WISE GROWTH IN PATENTS
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LINK BETWEEN PATENTS AND COMPETITIVENESS
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Number of Patents filed in 2015-16 (in log scale)
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INNOVATION & COMPETITIVENESS: GLOBAL LEVEL
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ANALYSING INNOVATION ECOSYSTEM AT THE SUB-REGIONAL LEVEL IN INDIA
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WHY INDIA INNOVATION INDEX?

* The Global Innovation Index reveals the variation in performance across countries. It helps our
policymakers in identifying the areas in which our country is lagging behind.

e But the conditions vary significantly within the country. Region specific insights are important as
different regions have disparate needs and challenges. And therefore policies driving progress in these
regions should also be framed accordingly. Thus, India Innovation Index is conceptualised to analyse
innovation ecosystem at sub-regional level in India.

* India Innovation Index intends to help in better understanding of a state’s innovation ranking and its
performance relative to its economic peers. It incorporates key indicators relating to six pillars that can
be used to understand the performance of a state with regards to innovation capabilities. The pillar
performance rankings can also serve to identify key areas where a state is under or over performing.

I FC INSTITUTE for
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WHY INDIA INNOVATION INDEX?

INDIA INNOVATION INDEX

RANKINGS CHALLENGES & OPPORTUNITIES ACTIONS
Ranking of Indian states Identifying key challenges Assisting In tailc.)ring
to measure the current and opportunities for governm'ental p9|ICIeS to

state of innovation policymakers, businesses fo_st.er innovation by
and state governments providing focus areas and

identifying opportunities.

I FC INSTITUTE for
\J COMPETITIVENESS



FRAMEWORK FOR ANALYSING INNOVATION

INNOVATION, COMPETITIVENESS AND ECONOMIC DEVELOPMENT
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INNOVATION SCORES

Innovation

Insights

* The states show variation
across innovation scores with
scores ranging from 42.9 to
6.2.

* Karnataka, Delhi, Tamil Nadu
and Maharashtra are the best
performing states.

* 11 out of thirty-six states
y register single digit score.

Scores
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HOW INNOVATION HAS CHANGED?
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INNOVATION, CLUSTERS AND COMPETITIVENESS
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CLUSTER BASED ECONOMIC DEVELOPMENT:

CLUSTER
IDENTIFICATION

Cluster mapping aims at
creating a detailed record of all
the existing clusters across all
sectors in India.

PROCESS

A comprehensive evaluation of
the clusters identified in Stage
1 is conducted.

The detailed assessment of
clusters conducted in Stage 2
helps in designing effective
cluster based strategies for
economic development.

W) IFC INSTITUTE for
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CLUSTER IDENTIFICATION

MIC DEVELOPMENT

0 TYPES OF INDUSTRIES
3
o]
Z }
” \ \
= Traded Industries Local Industries
=
S
> * Traded industries are those that concentrate in * Local industries are dispersed throughout the
% particular regions but sell products across nation. Their presence in a particular region is
é regions and countries. (Delgado, Bryden, & generally proportional to the region’s size as
= Zyontz) they primarily serve the local market. (Delgado,
* Examples of traded industries include apparel, Bryden, & Zyontz)
automotive, textiles etc. * Examples of local industries are real estate

services, hospitals, etc.

Traded Clusters are formed by grouping traded industries and likewise, the groups of local industries form local clusters.
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CLUSTER ASSESSMENT

Role of clusters

Analysing the
relationship
between clusters
and economic
development

Analysing
Business
Environment

Cluster

Assessment

Recognising
Export Oriented
Clusters,
Emerging
Clusters

Identifying the
productivity of
clusters

Ascertaining
barriers to
growth

S IEC
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POLICY FORMULATION

ROLE OF GOVERNMENT

Attracting FDI

Addressing Bottlenecks
by Public-Private
Collaborations

Infrastructure
Development

Workforce Training
and Skill Upgrading

A successful cluster policy is based on overall economic policies.

Export Promotion

¥ IFC

INSTITUTE for
COMPETITIVENESS



CLUSTER PERFORMANCE

PERFORMANCE OF A CLUSTER

SPECIALIZATION

SIZE

PRODUCTIVITY

DYNAMISM

Location Quotient

Employment

Average Wages & GVA

Employment Growth

INNOVATION, COMPETITIVENESS AND ECONOMIC DEVELOPMENT

|

Indicators
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CLUSTER STRENGTH

* Aclear geographical
distinction is observed, with
the Southern region having a
stronger cluster profile than
the rest of the country.

Afghanistan
Iran

Pakistan

e 32 percent of the regions
have less than 20 stars,
implying the lack of strong
clusters that can enhance
competitiveness and
increase prosperity in the

en

region.
Malaysia
Total Stars
| | , I
5.0 123.0
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CLUSTER MAP
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HOW CLUSTERS IMPACT COMPETITIVENESS

By increasing the current (static) productivity of
constituent firms or industries

By increasing the capacity of cluster participants
for innovation and productivity growth

By stimulating new business formation that
supports innovation and expands the cluster

Y

N7
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INNOVATION, COMPETITIVENESS AND ECONOMIC DEVELOPMENT

Cluster Strength
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CLUSTERS AND PRODUCTIVITY

The productivity within clusters is enhanced as:
* clusters provide highly specialized inputs at a low cost
* clusters lead to a reduction in the transaction cost
* clusters facilitate complementarities between activities of cluster members

* clusters provide easy access to information, thereby reducing if not
eliminating the information asymmetries

I FC INSTITUTE for
\/ COMPETITIVENESS
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CLUSTERS AND INNOVATION

Clusters contribute to innovation in the following ways:
* by easier and faster access to new processes needed for innovation

* by proceeding faster with innovations due to the proximity of potential suppliers
* by making the availability of specialized professionals easy

* by identifying new technological, operating and delivery opportunities

* by direct observation of other firms

* by utilizing complementarities of local innovation partners

* by reducing transaction costs of innovation

& IFC
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CLUSTERS AND INNOVATION

Innovation
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CLUSTERS AND BUSINESS FORMATION

Clusters lead to new business formation as:

» they offer lower barriers to entry (and exit) as the cost of specialized inputs is
lower compared to non-cluster areas

* they provide information about new business opportunities

* they provide environment rich in social capital

& IFC
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INNOVATION AND COMPETITIVENESS
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CITIES & INNOVATION

THE DRIVERS OF INNOVATION

SIFC
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O

290 million
2001

DATA SOURCE: MCKINSEY REPORT

INDIA'S URBANISATION

340 million

2008

590 million

2030
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NSDP VS URBANISATION
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CONTRIBUTION OF URBAN AREAS TO INDIAN ECONOMY

o, ad

More than 70 percent of India’s GDP will be The real GDP growth rate of urban India is 8.8
generated by urban areas by 2020 compared to 4 % of rural India

DATA SOURCE: MCKINSEY REPORT
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HOW CLUSTERS IMPACT COMPETITIVENESS OF CITIES
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The presence of clusters and the
linkages between them in a state
impact the competitiveness of its
cities. In India, most of the highly
competitive cities belong to a
small group of industrialized
states (including Maharashtra,
Tamil Nadu, Gujarat and
Karnataka) while the least
competitive cities belong to less
industrialized states like
Jharkhand, Bihar, Chhattisgarh,
Jammu and Kashmir, etc.
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INDIAN START-UP ECOSYSTEM

& IFC
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GLOBAL DISTRIBUTION OF STARTUPS

v

Canada
6,100+

v

US
83,000+

v

China
10,000+

v

India
10,000+
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SELECT INDIAN START-UPS

goibibo
Flipkart ¢

Total transactions
(2016)

$ 2.2 Bn Revenue
(2016) 80 % Revenue
Growth Y-O-Y

Paytm o 9 SWIGGY
e Snapdeal (;Zr%,rllm%{ctions 2 day Raised over $ 115

Mn Funding till date
S 1 Bn Valuation (2017)

BYJU'S
OLA m The Learning App
100% + Revenue
) _ Growth Y-O-Y
4x increase in (2017)

number of rides

Data Source: NASSCOM Start-Up Report 2017
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PRE-STARTUP

Discovery

|dentify a potential scalable
product/service idea for a
big enough target market

START-UP LIFECYCLE

STARTUP

Efficiency

The entrepreneur begins to
define his/her business
model and looks for ways to
increase customer base

GROWTH

Maintenance
Maximising benefits and
facing problems derived
from the global dimension
that the business has
achieved

Validation

The service or product
discovered hits the market,
looking for the first clients
ready to pay for it

Scale

Pushing the growth of the
business aggressively while
increasing its capacity to
grow in a sustainable
manner

Sale or Renewal

The decision to sell the
startup to a giant or acquire
huge resources that the
brand will need to continue
growing

< IFC

INSTITUTE for
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2,500

2,000

1,500

1,000

Value (USS mn)

500 23]

o

2011

Data Source: NASSCOM Start-Up Report 2017

GROWTH OF START-UPS

304 345

H

2012 2013

I Value (USS mn)

Volume

2014

2,213

2015

601

700
600
500
400
300
200
100

Volume
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REGIONAL ANALYSIS

DELHI

25 percent of the total start-ups \

MUMBAI

16 percent of the total start-ups

BANGALORE

27 percent of the total start-ups

& IFC
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CHALLENGES FACED BY STARTUPS

FUNDING

PRODUCT
MANAGEMENT

START-UP

CHALLENGES

MARKET ACCESS

GOVERNMENT
POLICIES

TALENT

I FC INSTITUTE for
\/ COMPETITIVENESS
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Data Source: NASSCOM Start-Up Report 2017

SHARE OF FAILED START-UPS

80
64
36
I |
B2B

B2C

&=

m 2016 m 2017

B2B start-ups show higher stability with further fall in share of failed
B2B Start-ups
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SOCIAL PROGRESS

& IFC
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WHAT IS SOCIAL PROGRESS INDEX?

The Social Progress Index is a comprehensive framework designed to measure the wellbeing of individuals,
assessed through social and environmental indicators conceived on the understanding that regardless of the
economic achievements, a region can’t be termed as successful if it fails to provide for people’s most essential
needs, protect its environment, deliver building blocks to enhance and sustain individual’s wellbeing or help
communities to grow.

It is the starting point of a strategy that seeks to improve the quality of lives of millions of people in India.

Social Progress Index measures the progress based on three dimensions.

BASIC HUMAN | § FOUNDATIONS/ { OPPORTUNITY
NEEDS | § OF WELLBEING| '

The dimensions are further disaggregated into actionable components to allow for a multifaceted view of
welfare. Components are designed to reflect different aspects that make up the dimension. At the most granular
level we have the outcome indicators which are aggregated to form components.

A unique tool to
complement GDP

*The Social Progress Index
provides the first concrete
framework to measure
social progress
independent of GDP.

=It is an actionable tool
designed in a way to help
leaders, policymakers, civil
society and businesses to
make policy decisions and
CSR investments.

*It provides a holistic
measure of social progress
that encompasses the many
aspects of health of societies.

*The core principle of the
index is to measure the
outcomes that matter to
the people, and not the inputs.
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SOCIAL PROGRESS: FRAMEWORK

Basic Human Needs Foundations of Wellbeing Opportunity

™

Nutrition and Basic Medical Care  Access to Basic Knowledge Personal Rights
Do people have enough food to eat and D0 people have | ducational foundgation Are people free of restrictions on the
jre they receiving basic medical care o improve the ves? rights
Water and Sanitation Access to Information and Personal Freedom and Choice
Can people drink water and keep Communications Are people free of restrictions on the
pives dean without getung o Can people freely eas and personal de (
nation fron ywhere Inthe world!
Shelter Health and Wellness Tolerance and Inclusion
Do people have adequate housing with DO people live ] and healthy v 1S 1 ne excluded from the opportunity t
pbasic utilities’ be a cont itng member of society
Personal Safety Environmental Quality Access to Advanced Education
Are people able to feel safe? th clety using its resources so they w Do people have the opportunity t
be avallable 1o uture generation nigh leveis of education?

& IFC
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SOCIAL PROGRESS: OVERALL SCORES

STATE LEVEL DISTRICT LEVEL

Measure Values
N
< 50 0.0 100.0

[]
[]
[]

>
g

J
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Access to Information & Communication
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INNOVATION AND ACCESS TO INFORMATION &
COMMUNICATION
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Access to Advanced Education
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INNOVATION AND ACCESS TO ADVANCED
EDUCATION
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SOCIAL PROGRESS: COUNTRY LEVEL PERFORMANCE

Districts perform the best Indic’s districts struggle

with Advanced
Education landscape

on knowledge, an area
that has been a focus of
MDGs, SDGs and the

Indian government

and communication
facilities.
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COMPONENT LEVEL PERFORMANCE
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PERFORMANCE WITHIN STATES

SOCIAL PROGRESS

Resullts by State and Districts
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SOCIAL PROGRESS: LONGITUDINAL ANALYSIS

State

Kerala

Himachal Pradesh
Tamil Nadu
Uttarakhand

Goa

Mizoram

Sikkim

Punjab

Dalhi

Karnataka
IMaharashira
Haryana
Nagaiand
Chhatilsgarh
Gujarat

Andhra Pradesh
Manipar

Jammu & Kashmir
Arunachal Pradesh
Madhya Pradesh
West Bengal
Meghalaya
Tripura
Rajasthan

Ooisha

Uttar Pradesh
Assam

Jharkhand

8har

i

40 42

2005

60

68
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WHATIF A
COUNTRY
LACKS A
ROBUST IP
REGIME

Factor

Conditions

Distortion in access to high quality
business inputs especially in :-

Information

Scientific and Technological
infrastructure.

‘Intellectual’ capital is not being
recognised.

In case of no protection this may
result in companies’ having no
incentive to innovate.

h

Local rules and incentives that encourage
productivity and investment are decreased :

Context for Firms

Strategy And Rivalry

!

Lower salaries due to low end work.

Lower capital investments as companies

want adequate standards.

Lesser incentive to innovate as knowledge

is not adequately protected.

Competition between companies becomes
more distorted as there is an absence of a

level playing field. * Strict quality, safety, and
Companies reduce spending on R and D as environmental standards are not

they expect others to invest while they met as IPR laws are weaker.
reap the benefits. * Greater imports as companies

‘ are not able to meet
sophisticated demand.
* Government procurement of
advanced technology as no laws

Demand Conditions

Sophisticated and demanding local
customers and needs .

Related, Supporting Industries And are in place.

Institutions

* |PRrules if they are not adequately present.

* Distort incentives to share knowledge.

* Adverse impact on innovation at the related
and supporting industry level.

* It also results in a reduced network effect in
clusters as different firms in clusters are
adamant about sharing their business
knowhow.

W) IFC INSTITUTE for
V COMPETITIVENESS
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Dimensions of Innovation Policy

RESEARCH EDUCATION
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Role of the Government

ESTABLISH
INSTITUTIONS
TO FACILITATE

RESEARCH

AND
DEVELOPMENT

INCENTIVES TO
SUPPORT
INNOVATORS

B &

INVEST IN
CREATION OF
KNOWLEDGE

WORKRS

S IEC
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RESEARCH & DEVELOPMENT EXPENDITURE

ESTABLISH
INSTITUTIONS
TO FACILITATE

RESEARCH
AND

DEVELOPMENT

2.066

/
Research & R N
Development Ai.._ /
Expenditure - 1.776
(as per % of GDP) 11662 e

T

1.371
|.3|0/_/ 1.443
|.2|4/ 1.374
|.|24/
1.055

0.939

0.896 /
—

0.749/
0.693 0.722

0.713 0.743 0,712 0.744
0.563 0:639 0647 0.627

0.815
0.811 0.822 0.628

0.676

0.628

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

N
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Share in Investment

Private Non-Profit

India China Germany Korea us Japan Israel
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