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About the India
Competitiveness Initiative

The genesis of the “India Competitiveness Initiative” lies in the interaction Professor Micheal
Porter had with Hon'ble Prime Minister in 2017. India Competitiveness Initiative is a multi-
year effort towards enhancing prosperity and ease of living for its citizens. The initiative is a
collaborative effort between EAC-PM, The Institute for Competitiveness headed by Dr. Amit
Kapoor, Prof. Michael Porter and Dr. Christian Ketels from Harvard Business School.

Prof. Michael E. Porter

Dr. Christian Ketels

Dr. Amit Kapoor

Prof. Michael E. Porter is an economist, researcher, author, advisor, speaker and
teacher. Throughout his career at Harvard Business School, he has brought economic
theory and strategy concepts to bear on many of the most challenging problems
facing corporations, economies and societies, including market competition and
company strategy, economic development, the environment, and health care. His
extensive research is widely recognized in governments, corporations, NGOs, and
academic circles around the globe. His research has received numerous awards, and
he is the most cited scholar today in economics and business. Prof. Porter developed
the conceptual framework that has been applied in the India Competitiveness
Initiative, and provided overall guidance and oversight to the project.

Dr. Christian Ketels is a global expert on economic competitiveness and strategy.

He recently returned to Harvard Business School, where he serves as a faculty
member and Principal Associate at Prof. Michael Porter's Institute for Strategy and
Competitiveness. He is a Director and Co-Chair of the Innovation Fund Denmark and
chairs the Advisory Board of the TCI Network and the Scientific Advisory Board of
Orkestra, the Basque Institute for Competitiveness. Dr Ketels has led a large number
of national competitiveness projects around the globe. He has led the analytical work
in the India Competitiveness Initiative, and drafted the India@100 Roadmap for Better
Growth.

Dr. Amit Kapoor is Honorary Chairman at the Institute for Competitiveness, Indic;
Chair for the Social Progress Imperative & Shared Value Initiative in India. He is also
Editor-in-Chief of Thinkers. He has worked with NITI Aayog and EAC-PM on multiple
research efforts, including the Assessment of Aspirational Districts Program. Social
Progress Index, State of Inequality Report, Innovation Index for States of India, Export
Preparedness Index et al. Dr. Kapoor and his team implemented the analysis of
Indian data sources for the India Competitiveness Initiative, and provided extensive
feedback during the preparation of roadmap, working on competitiveness diagnostic
in addition to managing the relationship with the Inititiative's stakeholdder group and
other Indian partners.
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MESSAGE

Citius, Altius, Fortius

Do enterprises compete, or is it countries that compete? Anyone who has read Michael Porter’s
work, from Competitive Strategy to Competitive Advantage, and then to The Competitive
Advantage of Nations, will accept it is a bit of both. The warp and weft of the global market has
always fallen short of the ideal of perfect competition and has become even less so, in recent
times. Nevertheless, it is also true that there is greater competition in the global market. Porter's
interest in competition was initially driven by his interest in sports. To use that analogy, there is a
difference between competing in a national event and competing at the Olympics. Enterprises
operate in an environment, markets are based in an institutional setting, framed by government
policies. Therefore, if India’s growth and development trajectory has to move to a Citius, Altius,
Fortius level, both government policies, and enterprise reactions to those, come into play.
National income has four growth drivers — consumption, investments, government expenditure
and (net) exports. If an aircraft with four engines functions on three, that is sub-optimal. The
aspirational target of $5 trillion GDP is contingent on real growth of at least 8%, with additional
assumptions about inflation and exchange rates. Consequent higher per capita income
correlates with better standards of living, lower poverty, greater employment and improved
human development indicators. It is therefore axiomatic that, notwithstanding the relatively
malign global environment, exports will have to perform well. There was a time when pre-reform
India was inward-looking and insular. No longer.

Since May 2014, the government has introduced various reforms to make India more competitive
and improve both ease of living and ease of doing business. As India celebrates Azadi Ka Amrit
Mahotsav and sets the template for Amrit Kaal, to set the trajectory for India in 2047, there

are naturally internal exercises that have been undertaken, to review what India needs to do
to become more competitive, and recommend what needs to be revamped. In essence, per
capita income is nothing but the per capita productivity of Indians in working age groups and
that is an outcome of efficient land, labour and capital markets, with the rest being determined
by productivity. Alternatively, one can slice this sector-wise, with specific reforms for primary,
secondary and tertiary sectors. Reforms involve not only the executive arm of government, but
legislature and judiciary too. More importantly, India is a large and heterogeneous country,
with inter-State and inter-regional differences and depending on resource endowments and
movements up the development ladder, different States will tap different sources for growth,
productivity enhancement and competition. This is a truism.



There is utility in bringing in an external view, to supplement internal exercises. There can be
internal biases and an internal observer may judge imperfectly the extent to which potential
energy is being transformed into kinetic energy. The position within the system prevents
accurate assessment of the momentum. This is almost like the uncertainty principle of quantum
mechanics. To that end, when Professor Michael Porter met the Prime Minister, the seeds of

the India Competitiveness Initiative were sown and the initiative has been driven not only by
Michael Porter, but also by Christian Ketels and Amit Kapoor. It should be stressed that the
diagnosis is not based only on what was thought of in Harvard Business School. There have
been extensive stakeholder meetings, spanning months, with those who have a stake in India’s
growth and development. Indeed, there is much at stake and EAC-PM (Economic Advisory
Council to the Prime Minister) has been fortunate. An initial presentation, with subsequent
discussions, took place at EAC-PM. EAC-PM is honoured that it has been invited to jointly
publish this with Institute for Competitiveness. This diagnosis document is meant for discussion
and debate, followed by delivery.

While there are different ways to examine India’s competitiveness, this report is understandably
based on the Porter framework, duly modified to factor in the many India-s that exist within
India, that is Bharat. It assesses where India stands now, but doesn't leave it at that. Building on
the diagnosis, it articulates a strategy for India at 100.

"'Come, it's pleased so far,’ thought Alice, and she went on. "Would you tell me, please, which
way | ought to go from here?’ ‘That depends a good deal on where you want to get to," said
the Cat. 'l don't much care where' said Alice. ‘Then it doesn’t matter which way you go,” said
the Cat." "'--so long as | get somewhere," Alice added as an explanation. ‘Oh, you're sure to do
that,’ said the Cat, ‘if you only walk long enough.” This document sets out where India wants to
go, and the way to be taken. It isn't a question of walking without working up a sweat. Within

a marathon, there is a bit of a sprint, since there is plenty of catching up to do. Citius, Altius,
Fortius.

Bibek Debroy
Chairman, EAC-PM
22 July 2022
G

TY WrE RYET W T



3THATH hid T YR
Government of India
i Sfr20 Tfrarea
Amitabh Kant G20 Secretariat
HYHT T&RIST Had,
5120 9T Susma Swaraj Bhawan, Chanakyapuri
G20 Sherpa feoof-110021

New Delhi-110 021

MESSAGE

The growth journey that India has traversed over the last seven decades has not been simply
fortuitous. It is a result of carefully sown seeds of policy reforms and sector-specific action goals
embedded in the vision of equitable development and enhancing the lives of the people in

the country. This has been especially true since 2014, whereon excessive focus has been laid

on "Ease of Living”, regional development and cooperative federalism. It is the very vision of
collaboration and cooperation that has guided the aims and goals set for the country to put it
on the trajectory of a middle-income country and beyond by 2047. As we place ourselves amid
the celebrations of the 75™ year of our country's independence, it is only imperative for us to
design our growth journey over the next twenty-five years as the world closely follows us.

The genesis of the “India Competitiveness Initiative”, lies in the meeting Prof. Michael Porter
had with the Hon'ble Prime Minister and my subsequent visit to Harvard. This project has grown
from a dream for India as it enters what will be the most crucial time for its development,
growth and prosperity. In this light, Prof. Michael Porter of Harvard Business School has aided
the government by preparing this document for India’s competitive strategy as it sets out to
achieve the goals for “India@100".

It is not a matter of only reaching a destination but also how that journey has been made,

and this document supports us in the directions. With geopolitical tensions rising, new
unprecedented challenges of health and climate crises facing the international community, and
the intensification of networks of interdependence between countries, India is only expected

to present a sustained growth model based on ease of living for its people and ease of doing
business for its industries. At the same time, India’s pursuance of becoming a net zero economy
will only exemplify its global commitments. With the world constantly changing, India will only
rise as a norm creator in the near future.

This national competitiveness strategy is built upon Prof. Porter’s designed framework on
competitiveness that is based on the idea of productivity, meaning an economy's capability to
mobilise its available labour force and other assets to generate value. For a country like Indiq,
with its vast demographic advantage, productivity also implies that the labour force is engaged
in productive economic activities and that they are not marginalised from the very source of
growth — jobs. Making multiple entry points for the labour force with their varied skill sets is one
of the priority areas for the country. This needs to be complemented with structural, institutional



and ecological reforms to ensure that India becomes a holistically resilient economy. Such
arduous tasks also require concerted efforts from all pillars of our governance ecosystem —
legislature, executive and judiciary — as well as from all levels of government, including state
and local government support, to carry out these tasks. With the involvement of multiple
stakeholders, the recommendations suggest multi-pronged actions at the level of analysing the
evidence of leakages in our economy, which will further drive what kind of goals we prioritise. As
reiterated, a clear strategic decision regarding the nation’s competitive strategy and value will
offer crucial guidance to ensure that particular policies are in line, that activities are prioritised,
and that responses to shifting conditions remain compatible with a long-term aim.

This project has been a knowledge project, and it has been an honour to host Prof. Michael
Porter for the lecture series conducted at NITI Aayog. It has also been a pleasure to be a

part of the series of stakeholder meetings that had been organised at NITI Aayog. Above

all, it has been an utmost pleasure for us to be able to collaborate with Prof. Michael Porter,
Christian Ketels and Amit Kapoor in formulating this roadmap for India’s growth trajectory by its
centennial year, to delineate the form and shape of the Indian economy and to establish the
kind of principle changes required for the transformation we are foreseeing. The document has
set high stakes for everyone involved in the government and administrative machinery to uphold
our country's remarkable economic journey and to leap higher to achieve our ultimate aim of
shared prosperity.

Dated- 24-07-2022 (Amitabh Kant)
Place- New Delhi

Tel: +91-11-24156460, 24156500 | E-mail: g20sherpaoffice@mea.gov.in / amitabh.kant@nic.in
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Learning to understand India with different eyes

When embarking on a competitiveness project, it is important to be mindful about the
contribution that an outside observer can make. Only in rare instances is it possible to unearth
individual facts that are not already known by the local experts. This is particularly true in

a country like India with a vibrant and sophisticated community of researchers tracking the
country's performance and arguing about its way forward.

What one can hope to achieve is different: It is providing an external perspective that questions
perceived wisdom and raises uncomfortable truths. And making sense of these facts through
the lens of a different framework, sharpened by the experience of applicating it across a wide
range of countries. In short, it is about enabling scholars and decision makers within India to see
their country with different eyes, generating new insights and informing more effective action.
India is unique. While every country has its own circumstances, India stands out given its sheer
size, complexity, and internal heterogeneity. This makes it hard to fit India into the traditional
categories used to group countries by their stage of economic development or growth model.
Understanding how India is unique and why it ended up here is more than a theoretical exercise.
It is a critical part of getting at the root causes of India’s current level of economic performance,
and it is a fundamental when designing appropriate and effective policy actions to improve the
country's competitiveness.

We hope that the analysis provided in this report and the supporting materials will proof helpful
in informing these debates.

Learning about the future

The work on Indian competitiveness is more than the simple application of a given framework
to yet another country. India’s competitiveness challenges and opportunities are in many ways
a critical entry point to understand the competitiveness challenges and opportunities that the
world is facing. Dealing with inequality and high levels of performance heterogeneity across
regions within countries. Achieving higher levels of prosperity while sustaining our environmental
foundations both locally and globally. Accompanying growth in GDP with growth in social
progress. Becoming more resilient in the face of shocks and a fragmented global system.

SOLDIERS FIELD | BOSTON, MA 02163, USA | Ph +1.617.384.5935 | Fx +1.617.384.7268 | cketels@hbs.edu | GEORGE F. BAKER FOUNDATION



How India is going to manage these issues will have a major impact on how the world is able to
deal with them. It is because by its pure size, India's performance matters. But it is also because
India can lead the way in showing what works for many others facing similar circumstances.
India can and needs to be a laboratory for evolving competitiveness thinking in these directions.

We hope that this report and the ideas contained in it will provide inspiration and a sound
starting point to venture down this path.

Learning with thoughtful partners

In our work on Indian competitiveness, we were able to draw on a rich body of research done
both within the country and internationally. The competitiveness framework provides a structure
to “connect the dots" across the more than 150 recent academic papers and numerous
research reports that we reviewed. It is inspiring to see how much work is being done on so
many different aspects of Indian competitiveness, and how an overall picture emerges from
putting these individual pieces into context.

We were also able to use datasets by the Reserve Bank of India and others to conduct targeted
additional analysis in specific areas. India is in the midst of a data revolution, providing more
and more facts to shed light on issues on which analysts and policy makers were essentially
flying blind in the past. Still, there is a long way to go and in many areas India continues to lack
sufficiently robust data. India should embrace this challenge and continue to invest in its data
infrastructure. Data is critical to learn and inform action, not only to fame and shame.

Maybe the most important learnings have come from the interactions with our partners. Bibek
Debroy, Amitabh Kant, and Rajiv Kumar have guided, challenged, and contributed to our
thinking along the way — | am grateful to their commitment to this effort. The members of the
Indian stakeholder group have provided invaluable input along the way, openly sharing their
time and perspective both in formal meetings of the group and in individual interactions. Many
other scholars, government officials, and policy makers have been willing to provide information
and discuss our emerging findings. Finally, | would like to thank Amit Kapoor and his team at

the Institute for Competitiveness, India — this joint effort has been a proud culmination of our
collaboration and friendship over many years.

We hope that all of these partners will find the report useful and a trigger for their own thinking
going forward. The true test of the value of this work is not unanimous agreement with all of

its findings and recommendations. It is whether this work helps Indian leaders on their learning
journey towards better understanding and enhancing Indian competitiveness.

SOLDIERS FIELD | BOSTON, MA 02163, USA | Ph +1.617.384.5935 | Fx +1.617.384.7268 | cketels@hbs.edu | GEORGE F. BAKER FOUNDATION



Moving beyond learning

This report is more than an analytical piece to understand India’s competitiveness or the drivers
behind the country’'s current performance. While this analysis is critical, it is only the foundation
to then derive policy recommendations to change and improve India’'s competitiveness. This is a
distinct, and arguably even more challenging, exploratory, and controversial part of the work.

The Roadmap for Better Growth includes a number of specific policy recommendations. We
believe that these are important, concrete steps that India can and should take. But in our
experience the fate of individual action recommendations on its own is not what is critical for
the long-term impact of a growth strategy. This success depends on whether the strategy’s
underlying principles and direction is able to shape and where needed change the national
discourse about competitiveness. These broader ideas are particularly critical for a roadmap
that aims to shape India’s growth strategy for the next twenty-five years, far beyond the time
horizon of any specific policy or program.

We hope that the combination of diagnostics, specific action recommendations, and overall
principles can help communicate the underlying logic of the Indic@100 strategy, and thus
contribute to more effective policy choices being made.

(Lot /@

Christian H. M. Ketels

SOLDIERS FIELD | BOSTON, MA 02163, USA | Ph +1.617.384.5935 | Fx +1.617.384.7268 | cketels@hbs.edu | GEORGE F. BAKER FOUNDATION
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India’s enormous heterogeneity and cultural heritage, defined by the immense struggle for
independence, have always inspired the world. India has always been considered a favoured
partner and an ally by other nations, and as our country celebrates 75 glorious years of
independence, the world awaits what lies ahead for India. The growth journey that our country
has made has been a tale of ups and downs, opportunities utilised, and lessons learnt. For
instance, if we are to look at India during the reform period, we find some critical changes

in the market structure during the 1990s. India is no more a closed economy but rather a
liberalised economy with the aim of further enhancing its competitive advantages that will
place India right on the track to becoming a middle-income country by 2047- the centennial
year of independence. This vision along with the goals of accelerated yet sustained growth
and inclusive development, has been more pronounced since 2014. By 2021, India’s share of
global GDP (based on PPP) had risen to 7.3%, and it is only expected to go higher. The country's
potential is not hidden from anyone, and as it inches closer to its hundredth year, it is of utmost
importance to review the successes of the past while laying a roadmap for future economic
transformation.

The "India Competitiveness Initiative” grew from the meeting between the Hon'ble Prime
Minister and Prof. Michael Porter of Harvard Business School in May 2017, thus setting the
ambitious goal for India’s growth trajectory over the next twenty-five years — “policies to
aggressively push the nation towards middle-income and beyond by 2047". This document, as
part of the India Competitiveness Initiative, has set out to highlight the areas that need to be
strengthened for the purpose of growth and making our economy more competitive. It guides
the strategy for “India@100" through the results based on the cluster-level analysis. The analysis
is based on the framework developed by Prof. Porter and centres on the idea of productivity.
By productivity, it is meant how well a country is able to generate value through mobilising its
assets and resources like the labour force. The “India@100” strategy is also embedded in the
idea of inclusive growth and shared prosperity. Through this document, it is asserted that the
competitiveness approach must serve as the cornerstone of India's economic and social policy
moving ahead if it is to sustain growth over the long term.



The pathway to achieving India’s growth target focuses on sector and location-specific
reforms and policies as well as institution building. Given the fact that every region in India

is driven by a different set of economic indicators and has different capabilities in terms of
resource access and utilisation, the economic and social outcomes are highly diverse. A limited
number of regions provide a significant portion of the nation’s output and predominate in
fields like innovation and exports. These differences are further exacerbated due to different
policy decisions at the state level or the low level of decentralisation. The document lays down
recommendations keeping in mind the unique advantages that India possesses, its distinctive
federal structure and the larger goal of ease of living for the people.

It has been an honour to collaborate on this project with my colleagues from Harvard Business
School - Prof. Michael Porter and Christian Ketels, and with my peers at EAC-PM and NITI
Aayog. | will be failing in my duties if | do not thank Bill and Melinda Gates Foundation (BMGF),
Square Panda and the ABP Network for their generous support, in addition to the members of
the stakeholder’s group as well as to all the people who attended the various meetings and
rounds of discussion. Numerous stakeholder meetings and interactions with EAC-PM (Economic
Advisory Council to the Prime Minister) and NITI Aayog, along with a series of lectures delivered
by Prof. Michael Porter, have culminated in this roadmap that should be seen as an essential
guide to inform the socio-economic policies for the next twenty-five years.

)
(Amit Kapoor)

24-07-2022

U 24 / 8, DLF Phase 3, Gurgaon - 122 002, Haryana, India
www.competitiveness.in | amit.kapoor@competitiveness.in | +91 9810402639
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Professor Michael E. Porter
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The ambition
of this work

When we launched the India Competitiveness Initiative, | had in mind the conversation with
Honorable Prime Minister where he had a highly ambitious goal for this effort: setting out

a pathway to guide India on its growth journey over the coming 25 years. India has seen a
sustained acceleration of growth over much of its recent past. But as a lower middle-income
country it has ambitions to move significantly beyond these past achievements. India is a land
of vast opportunities; this is something our work in this effort has provided many reminders of.
But it is also a country that will have to change in many ways to fully realize these opportunities.
The many reforms the government has launched over the last few years are a solid foundation
to build on. The task for our work in this India Competitiveness Initiative is to give these reforms
further strategic direction, and help unlock those bottlenecks that have limited their impact so
far.

Over the years, | have had the opportunity to work in many countries on their national
competitiveness strategies. It is always a privilege to work on something that is so centrall
to a country’'s ambition and future, and we are very grateful to our partner Institute

for Competitiveness, India for inviting us to work with them on this agenda. The India
Competitiveness Initiative is tasked to affect the growth outlook for one of the world's most
populous countries. Its ability to help the country accelerate its growth will have profound
implications for more than 1.3 billion Indians; more than 15% of the world’s population.
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But an India that achieves higher performance has relevance far beyond India’s borders - the
entire world has a lot riding on India’s success. If India turns the opportunities of its young and
growing demographics into shared prosperity, it will become a model for many other emerging
economics, especially in Africa. If India succeeds to achieve rising levels of prosperity while
becoming a net zero economy, it will have mastered one of the most critical tasks the world is
facing in its response to the climate change challenge. India, as it is bulding on its democratic
values with friendly relationships and strong economic ties across the globe, can help to balance
the geopolitical tensions in an increasingly fragmented global system.

For me, the India Competitiveness Initiative comes as the next important step in a long
relationship that | have had with India. | regularly had the opportunity to share my observations
on Indian competitiveness with Indian leaders. In fact, it was a very engaged discussion with
Prime Minister Modi on the future of India’s competitiveness in 2017, when | was hosted for NITI
Lecture Series, that planted the seeds for this current effort. | also have been fortunate to engage
with many Indian business leaders of the years, including in the context of the Porter prize that
has over the last few years highlighted examples of successful company strategies in India. In the
Social Progress Initiative, an effort | launched a few years back with some colleagues to provide
a robust, evidence-based measure of social progress across countries, we have collaborated
with the Institute for Competitiveness, India to provide deeper insights into social progress across
India. | am grateful to see that these activities have helped inform efforts like the Aspirational
Districts initiative and the broader thinking around the government's "Ease of Living".

The competitiveness
framework

The India Competitiveness Initiative has been guided by the competitiveness framework that
| have developed and applied across the world over the last several decades. This framework
focuses on productivity as the key driver of long-term prosperity. Productivity is understood
broadly as an economy'’s ability to effectively mobilize its available labour force and other
assets to create value. Productivity as we define it here is thus more than simply the value
created by each employee. It is also driven by the ability to engage a large share of the
available labour force into productive activities. This is particularly important for a country like
India, where a large and growing labour force needs to find entry points to join the modern
economy. And productivity is more than simply technical efficiency. It is the ability to find new
and unique ways of creating value for citizens and customers.

More productive economies are more successful on global markets. But their success does not
come at the expense of others in a zero-sum way; it contributes to wealth and opportunities
globally. Openness and external orientation of an economy are critical because they enable
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higher productivity; they open the door for countries to specialize on activities they do

well, and access technology and advanced inputs from abroad. At the same time, greater
competitiveness raises the benefits from engaging globally, because local firms will have better
opportunities to successfully compete. Again, these different aspects are critical for India where
exports have grown significantly but where there is also a strong concern that Indian firms will
not be able to compete if their domestic markets become more exposed to foreign rivals.

The competitiveness framework provides a comprehensive perspective on the many different
factors that determine a location’s productivity and ultimately prosperity. These factors have
a different but interrelated impact on productivity. Macroeconomic competitiveness creates
opportunities for higher productivity; poor performance on any of its dimensions comes at a
significant cost to prosperity. Microeconomic competitiveness is critical for firms to actually
reach higher productivity - poor performance in some dimensions can be compensated to
some degree by strengths in others. It is the specific interplay across individual microeconomic
factors that matters.

The competitiveness framework provides a strategic perspective on how to translate the
diagnostics on a country's competitiveness fundamentals into actionable insights to drive
change. An economic strategy moves beyond improving individual policies. It outlines the value
proposition of a location in the global economy, indicating where and how the location aims
to compete. The location-specific patterns of current competitiveness determine how specific
policy actions will impact productivity. Countries need to make choices on what actions to
prioritize based on an understanding of these circumstances. No location can or should try to
improve all dimensions of its competitiveness in parallel. An economic strategy based around a
national value proposition helps countries make these prioritization choices in a coherent way.

Competitiveness upgrading is a marathon, not a sprint. There are no short-cuts, or simple
solutions based on narrow interventions. But there is a potential to accelerate progress through
a clear strategy that enables action to focus on what matters most at a given time.

The drivers
of success

Our work across the globe on national and regional competitiveness strategies has given us a
unique ability to learn about “what works” to achieve lasting success. A first critical ingredient is
to be ready to listen to the evidence, and align on a coherent conceptual framework to derive
insights from it. Actions that follow schematic ideological views or copy what has been done
elsewhere rarely work; there is a need for context-specific action that is grounded in sound
diagnostics.
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A second element is a clear strategic choice on how the country aims to compete, and what
value proposition it aims to offer. This choice provides critical direction to ensure that individuall
policies are aligned, that prioritization of actions is happening, and that the responses to
changing circumstances remain consistent with a long-term goal.

And third, leadership is critical. Leadership needs to include a willingness to learn and change,
based on the evidence that emerges. Leadership also needs to engage and empower others.
competitiveness is the result of many independent actions towards a common goal, not simply
the determined choices at the top. Public sector leadership needs to be willing to look beyond
vested interests. while private sector leadership needs to be willing to pursue actions that
enhance the overall competitiveness of the economy and not just one sector or company.

Our contribution from the outside can make a difference on the first, help to inform the second,
and ideally inspire the third. But in all three dimensions it is ultimately Indian leaders that will
have to decide and take action. We hope our work provides them with useful input as they take
on this responsibility.

With my colleague Christian Ketels who led the competitiveness diagnostics and report
drafting, | am grateful for the good collaboration with our Indian partner, Institute for
Competitiveness, headed by Amit Kapoor in this effort. Our colleagues at the Institute for
Competitiveness provided able research assistance on the ground, and helped drive a
comprehensive new India Cluster Mapping analysis as part of the overall effort. We are also
indebted to our partners in the Indian government, especially Mr. Amitabh Kant and Dr. Rajiv
Kumar of NITI Aayog and Dr. Bibek Deroy of EAC-PM, and to the group of business leaders that
have provided council as part of the initiative stakeholder group. Personally, | want to also thank
my long-time friend and colleague Nitin Nohria, the former Dean of Harvard Business School. His
advice and insights into Indian business have been invaluable.
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The "Roadmap for Better Growth — India@100" is a response to the vision of Prime Minister
Modi for pushing India towards a growth path that ensures India’s transformation into a middle
income country by 2047 The India@100 strategy takes a broad view of the goals that India has
set for itself, and then defines new principles for India’s development approach, identifies new
policy priorities, and outlines a new architecture for implementation. The roadmap is grounded
in a thorough analysis of India’s current competitiveness, applying the competitiveness
framework that Prof. Michael E Porter has developed over the last few decades.

Prime Minister Modi defined a task for the India Competitiveness Initiative that could hardly

be more ambitious:




India’s Current
Competitiveness

Performance

India is one of the small group of countries globally that has achieved high and sustained
economic growth over the last few decades. Growth has been accelerating over time but then
slowed in the years immediately before the pandemic shock.

Global Leaders in Sustained Prosperity Growth
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Following the growth of recent years, India is now a lower middle-income country with average
prosperity levels at $2,000 ($7,150 at purchasing power parity). A closer look reveals a complex
mix of gains and remaining challenges. Poverty has fallen over time, while inequality has
increased, with very high gains at the top of the income distribution. The pandemic has pushed
millions back into poverty, at least for now. Social progress is lagging behind average prosperity,
with dramatic weaknesses in environmental quality and the quality of basic education. Social
policies have become less distortive, more targeted, and more focused on mobilizing bottom-
up upgrading.

Prosperity is driven by productivity and labour mobilization. India’s productivity growth —
measured by changes in GDP per employee — has been robust and tracked overall GDP
dynamics. Labour mobilization, however, is extremely low, especially for women, and has been
falling over time, especially since 2005 when job creation dramatically decreased. Structural
trends are holding India back: The sectoral transformation from agriculture to industry has been
relatively slow, especially in terms of employment. Large firms have driven productivity growth
but not job creation and the majority of employees are stuck in small, low productivity, and low
growth firms, while there is a significant “missing middle".

India has become fully integrated into the global economy through significant trade and FDI
linkages; the inward-looking India is to a large degree a picture of the past. India’s capital and
knowledge stocks are in line with the country’s current level of development but provide limited
pull for reaching higher. However, the trend of decreasing investment intensity in both capital
and knowledge over recent years is worrying.

The Many Indias = de-averaging across
regions and sectors

For a subcontinent like India, a national average can easily be misleading. Economic and
social outcomes across India are indeed highly heterogeneous and there are few signs of
convergence. A small group of regions accounts for a large share of national output and
overwhelmingly dominates activities like exports and innovation. A large number of less
prosperous regions appear largely unconnected to the modern Indian and global economy.
Differences in business environment quality are significant and drive both sectoral mix and
performance across and within sectors. Many aspects of business environment quality are
driven by state-level policy choices and enabling and supporting effective choices at this level
of government are critical for India to make progress in upgrading its competitiveness.

India's economy is an economy of clusters, i.e. geographical concentrations of related and
supporting industries in specific fields of the economy. In a large number of cluster categories
national value creation is dominated by a small share of leading districts. Differences in cluster



mix across regions are huge. Cluster mix is systematically related to economic performance, but
every location is also unique in its composition. The most prosperous locations are focused on
traded clusters, and are specialized in cluster-categories with the highest average wage levels.
Traded clusters are economic activities that compete across locations and can choose from
where to operate. While in other countries, local sectors report significantly lower wages and
skill intensity than traded clusters, these gaps are more limited in India. Especially within locall
government, health care, education, and utilities register high wages; education and health
care as well as high skills.

Urbanization levels have been rising but remain below the level of peers. Internal migration
flows, too, are reported as relatively modest in comparison to international trends, and are
focused on movements within rather than across states. Cultural factors might play a role
in driving these outcomes, with many Indians staying in locations where their caste and the
religious group provides a natural safety net.




India’s competitiveness fundamentals

India’'s competitiveness, as measured by many international rankings, is significantly ahead of
its economic performance. This may signal the potential for significant future growth. But it is
more likely that these rankings reflect the reality for only a small share of India’s firms, not the
economy at large.

On many individual dimensions of competitiveness, India performs in line with its peers. But
India suffers from a particular mismatch: Factor input conditions around skills and infrastructure
create opportunities primarily for firms that compete on low wages. But many administrative
rules and regulations can only be met by companies that operate at a much higher level of
performance. As a result, India fails to see the structural transformation it needs, and many
companies remain stuck in informality and low scale.

Another way to describe this mismatch is that India performs surprisingly well in more
sophisticated dimensions of competitiveness. But the country still lags in key fundamentals, in
particular skills, some dimensions of infrastructure, and the costs of doing business. Those parts
of India's economy that already have the assets and capabilities to compete in the global
economy tend to do relatively well. Those that depend on more basic qualities of the business
environment, however, find it hard to take the first steps towards the modern economy.

India has made headway on many factor inputs. In electricity, the country now provides
sufficient overall generation capacity to serve nationwide demand. In education, enrollment
rates are up as every Indian child is offered the opportunity to get schooling. But the benefits

of these improvements too often fail to materialize because of distorted market structures or
inefficient governance and incentive systems. In electricity, prices are subsidized for some and
high for industrial users; many utilities are in financial distress and unable to ensure resilient and
sustainable energy production. Access to proper education infrastructure through government-
run schools is low, and even poor parents are keen on paying higher fees in a private school with
better services.

Policy action has been taken on many key dimensions of competitiveness, and the aims of
these policies are generally consistent with what is needed to achieve higher competitiveness.
But their impact is being hampered by insufficiently integrated reform agendas, policy actors
working at cross-purposes, and a lacking runway from policy principles to implementation. And
there are weaknesses in the development approach that fails to recognize the new realities of
the global economy. A key challenge is the weak institutional capacity of the executive and
judiciary and an often-ineffective public-private dialogue.



A Roadmap for Better Growth
India(@100

The hill to climb: what will it take for India
to realize its ambition?

India is a country that has shown its potential to deliver high and sustained economic growth.
But India still classifies as a lower middle-income country. And while India will continue to grow
based on its demographic profile and inherent growth dynamics, this current trend growth

will not be sufficient to reach its goals and potential. There is a long path ahead to realize its
ambition to reach middle income and eventually high-income status.

The competitiveness diagnostics have revealed three particular challenges that India will
have to address: First the shared prosperity challenge. India's headline GDP growth has

been strong and even accelerating. But weak social progress, rising inequality, and a lack of
convergence across regions suggest that this growth has failed to translate into the expected
improvements in quality of life for many Indians. Second the jobs challenge. India has a vast
demographic opportunity with a young and growing working-age population. But it has
increasingly struggled to create jolbs for a large part of its labour force, especially women and
the less skilled. Third the policy implementation challenge. India’s government has pursued an
ambitious agenda of economic reforms, largely focused on the relevant issues and based on
mostly sound conceptual principles. But the impact on job creation terms of job creation and
the growth of firms has fallen short of ambitions. In addition, India is facing a shifting external
environment with rising geopolitical tensions and changing patterns of globalization, climate
change and policies to achieve the transition to net zero, digital transformation and other
technological changes all embedded in a complex macroeconomic context.

The India@100 strategy proposes a set of new guiding principles,
new priority policies, and a new implementation model to achieve

the transformation that India will need to reach its ambitious goals
in view of these external circumstances.




New Guiding Principles

The guiding principles for the strategic roadmap are set by clearly defined overall goals and
the articulation of a new development approach to get there.

India’s ambition to achieve middle-income and ultimately high-income status puts prosperity
at the center of the proposed goals. The diagnostics have shown, however, that prosperity
measured as average GDP per capita is insufficient and Indian leaders have set goals on “Ease
of Living", regional development, rapidly increasing renewable energy production, and more. A
range of four additional dimensions integrates these different aspects into an overall coherent
articulation of India’s ambitions:

+  Prosperity growth needs to be matched by social progress

+ Prosperity needs to be shared across all parts and regions of India

+  Prosperity growth needs to be environmentally sustainable

+  Prosperity needs to be solid and resilient in the face of external shocks

India’s development approach on how these goals will be achieved is based on two key
principles. First the integration of the social and economic development agendas. The
India@100 strategy views these agendas as mutually reinforcing and fundamentally connected
through job creation. India needs to focus on enabling the creation of competitive jobs for those
currently outside of the active labour market. Jobs that provide pathways to higher productivity
will over time enable individuals to earn their own livelihoods and become self-reliant.

Shared Prosperity through Competitive Jobs
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Second, Structural Transformation 2.0 as a portfolio-based approach for driving job creation
across a number of service and industrial sectors. Changes in technology and the structure of
the global economy have reduced the power of the traditional growth model based on export-
led industrialization alone.

The immediate priority is to identify sectors with an ability to provide entry level opportunities
and growth opportunities for those currently outside the active labour force, particularly
low-skilled workers and women. While these jobs will initially have limited productivity, they
provide the critical first step on a pathway to better jobs. A second focus is on the need to
systematically develop sectors aligned with India’s current and future competitive advantages.
While these industries will not provide jobs to the unskilled today, they will provide the source
of jobs for a better skilled India tomorrow. Finally, there needs to be a set of policies targeted
at children and young adults to provide them with the appropriate skills and capabilities for
succeeding in the labour market.




New Policy Priorities

The India@100 strategy translates these guiding principles into prioritized policy action. The first
set of policies is focused on enabling competitive jobs. Competitive jobs earn their wages in
the marketplace, support the livelihood of employees, and provide opportunities for developing
capabilities and productivity over time. For competitive jobs to emerge, India needs to reframe
some of its industrial, regional, social, and business environment policies. The second set of
policies are focused on enabling the growth of competitive firms. Ultimately there will be no
sustainable job creation if India does not enable more productive firms to emerge and scale.
India will need to strengthen and reframe its enterprise, competition, and business environment
policies to achieve this goal.

New Priorities for Policy Action
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India needs to launch a new set of sector- and location specific growth initiatives to reframe
some of its key industrial and regional policies. Sector- and location-specific initiatives can
identify the specific needs of individual clusters and regions and then select from generic policy
tools to pursue a coherent strategy for growth and competitiveness upgrading. They will require
tight collaboration between public and private sector leaders.



The process for identifying promising fields for such initiatives needs to be open, competitive,
and evidence-based. For low-skilled and female workers, critical criteria for attractive sectors
are low entry barriers for women and low-skill workers, market opportunities, and the presence
of existing competitive advantages. For higher productivity jobs, critical criteria include the
evidence of existing competitive advantages, market opportunities, and an alignment with
the aspirations of India’s national value proposition. Leading clusters can drive activities in the
selected sectors.

India needs enabling social policies that enhance the employability of labour market entrants
and reduce barriers to look for a job. These policies will address urgent social needs across the
country and trigger job creation opportunities. In some areas, that will require more resources,
in others there is need for regulatory change. Together they exemplify the opportunities from
complementary social and economic development and move beyond the current welcome but
insufficient focus on enhancing the efficiency of social programs.

Childhood poverty and the lack of accessible healthcare services can result in stunting and
other development impediments that reduce children's productive capabilities throughout
their entire life. Low quality education and the poor fit of available skills with the needs of the
Indian economy create huge barriers for lalbour market entry. The provision of childcare services
and investments in public safety are often critical factors for women to consider looking for
employment.

India needs to make strengthening effective market competition a more central element of its
efforts to upgrade business environment conditions. Deeply distorted market structures across
many sectors currently lead to poor outcomes, undoing the significant gains made in factor
input conditions. Regulatory frameworks that are unfit for purpose and legacy market structures
reminiscent of different times are holding India back.




Effective enforcement of competition policy requires an alignment with the new realities of
digital markets and the existing market structures in India. Active policies to encourage entry
and enable the scaling of competitive new firms are important given the imbalance between
large incumbents and their fragmented competition. Market regulation needs to be used as a
tool to encourage value-based competition that encourages firms to compete on productivity.
In markets with a strong role of government, robust governance and incentive structures are
needed to mimic market dynamics. Across these policies, astute reform management that
recognizes the existing political economy of India is critical.

India needs to adopt a comprehensive approach towards enabling the growth of competitive
firms. Enabling the growth of competitive firms will require deploying a range of supply and
demand-side policies, moving beyond current enterprise and industrial policies.

Infrastructure investments to build physical and digital connectivity are critical for firms to be
able to access new markets. Regulatory reforms and improved effectiveness of the judicial
system have to be pursued to enhance the ease of doing business. Access to capital has to

be dramatically strengthened to enable investment and scaling. Market opening domestically
(regulation) and internationally (trade policy) can create important new growth opportunities for
companies as digitalization reduces transaction costs of taping into distant markets.

New Institutional Architecture

Competitive jobs created by competitive firms require a competitive government to provide
an enabling business environment and policy context. India lacks neither ambition nor policy
targets, but it lacks effective structures and processes to turn these political goals into real
changes in the circumstances firms face. The path towards competitive government rests

on effective coordination within government, capacity within government, and coordination
beyond government.

Strengthening India's federal structure is critical given the size and heterogeneity of the
country, and there is an increasing realization that India needs more effective location-based
policies. Recent reforms have increased the fiscal space for states, and there are interesting
initiatives to encourage bottom-up initiatives. But there is no clear overall playbook on effective
collaboration across levels of government in areas of concurrent policy authority. And despite
the 74" constitutional amendment, there has been little if any effective decentralization from
state to strong local or regional entities.

India needs to strengthen coordination within the government to overcome fragmentation in
policy design and implementation. This will require empowering entities with coordination tasks.
India has in the past had a more ‘tiered” system of ministries, that could be revived in specific



areas. The government should review its internal coordination mechanisms, including the
creation of a national competitiveness council chaired by the Prime Minister. This structure could
be potentially embedded into an apex body.

Public-private collaboration is critical for policies to be designed with a full understanding of
the actual consequences they will have for firms and markets and for policy actions to be able
to trigger complementary actions by firms. Public-private collaboration has to be sheltered
against the pressures of corruption and strive for narrow firm-level benefits vs enhancements
of overall competitiveness. The sectoral growth initiatives are an important testing ground for
public-private partnerships. They could be supported by a powerful government agency with
the ability to coordinate across policy areas.




Designing a Competitive Government

Policy Actions

PRIORITY
POLICY
AREAS

PILOT
ACTIONS

Strengthened federalism
needs to be reflected in
roles, capabilities and
structures

Institutional capacity
needs to be built around
new structure for cross

government cooperation.

Public-private dialogue
needs to move beyond
the choice between
silence and cronyism

Clarify roles and
responsibilities across
levels of government
Match policies with actual
capacity to implement.
Embed "One government”
principle in structures and
careers

Use sectoral growth
initiatives to establish new
public private model of
collaboration

State/regional strategy challenge fund offers technical support, co-
financing and streamlined access to union funding programs for specific
investments to states and regions that aim to develop a comprehensive
economic development strategy. Locations are selected in an open
competitive process based on their commitment to drive a strategic
change process.

Regional competitiveness institute set up regional “action - research
entities” that are independent enough to provide regional governments
with neutral advice on policy design and implementation but also close
enough to them to be a trusted partner in their processes.

The Indian competitiveness Observatory makes key policy relevant
data across Indian states and regions available through a nationall
platform. The observatory also enables joint learning and development
efforts around evidence based policy.

The Microeconomics for Competitiveness- Indian leaders program

is an executive training offering to provide public and private leaders
with a common language and conceptual framework to enable better
collaboration on economic development.



From Action Plan to
Strategic Agenda

As a strategic roadmap, the India@100 strategy needs to move beyond a current action plan of
fixed policy initiatives to be implemented by designated parts of government.

To become an all-of-government agenda, ministries and agencies should review how their
activities relate to the roadmap.

To be flexible, the roadmap should be a living document with regular reviews. New initiatives
and responses to crises should be tested against their ability to support its goals, leverage its
priority policies, and draw on its new implementation model.

To provide guidance over the next 25 years, the roadmap's elements will play a different role
over time. Priority policies will have an impact mostly in the near-term. The institutional model
will influence the design and implementation of future policies. The principles can influence
how India thinks about its circumstances and ways to improve when these circumstances look
significantly different from today.
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Prime Minister Modi defined a task for the India Competitiveness Initiative that could hardly
be more ambitious:

Develop a roadmap for India’s growth policies to aggressively push the nation
towards middle-income and beyond by 2047, the 100* anniversary of India’s
independence.

The "Roadmap for Better Growth — India@100" responds to this charge. The roadmap is
grounded in a thorough analysis of India’s current competitiveness. It takes a broad view of
the goals that India has set for itself, and then defines new principles for India’s development
approach, identifies new policy priorities, and outlines a new architecture for implementation.
The roadmap is grounded in a thorough analysis of India’s current competitiveness, applying
the competitiveness framework that Prof. Michael E Porter has developed over the last few
decades.

The roadmap comes at a time when making choices about the future path of the nation

is particularly important. India achieved strong and accelerating growth over the last few
decades, reaping the gains of different waves of reforms. But the slowdown before COVID
raised concerns about the sustainability of the existing growth model. The pandemic was then
a deep shock, not only economically but also in terms of the ability of India’s public sector

to provide core services and decent living conditions for its citizens. Now a robust economic
recovery is hopefully underway, but India is like many others facing the uncertainties of a
divided world and a fragile global economy. India needs a coherent strategic roadmap with a
long-term perspective to navigate these difficult times beyond the tactical responses to short-
term shocks and opportunities.

A roadmap that is effective in steering Indian growth policies will be highly consequential for
India. There is little doubt that India will in any case grow at a robust rate over the coming
years, outperforming many of its global peers. The fundamentals of demographic trends and
India’s economic profile relative to other parts of the global economy provide fundamentall
tailwinds. But India’s ambitions and opportunities clearly reach beyond the growth dynamics
that these underlying trends support. And even drawing on these trends without any self-
inflicted or external disruptions will not be automatic. India needs a roadmayp that drives
fundamental changes beyond its current actions and structures.

An effective roadmap for Indian growth will also be highly consequential for the world. India’s
role in the global economy will inevitably rise, given its demographics and economic potential.
In key levers of global progress like human talent and strategic sectors like IT services and
pharmaceuticals, India plays an important role far beyond its borders. India is an important
geopolitical balancing factor as a democratic Asian country with strong ties to many parts of
the global community. In short, the world has a stake in India’s success.

»
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Report
structure

« The performance analysis establishes a starting point for how India is doing on the outcomes
that ultimately matter for its citizens. Additional analysis of the patterns of economic
activity and the sectoral composition of the economy provides initial insights into underlying
dynamics.

« The heterogeneity analysis provides a perspective on the differences across locations and
clusters in terms of performance and profile. This decomposition provides further insights into
underlying dynamics and action needs/opportunities

« The analysis of competitiveness fundamentals looks into the underlying drivers of
performance outcomes, relating the current quality of these fundamentals to the relevant
policy actions of the last few years. It is at this level where policy interventions need to
achieve changes to have a sustained impact on outcomes.

+  The external context analysis contains a discussion of key global trends and their impact on
India’'s economic trajectory and competitiveness.




Competitiveness Roadmap for India@100 | 23

The second strategy section lays out the policy roadmap for India’s future growth path

and is broken down into five parts:

+ The initial section outlines key barriers to India’s current growth model and external trends
that will impact its effectiveness in the future.

«  The guiding principles section sets out a new conceptualization of India’s goals and a new
development approach that provides the underlying logic to achieve these ambitions.

- The priority policies section translates these principles into specific new policies focused
on enabling the growth of competitive jobs and competitive firms. It outlines how existing
policies need to be changed and amended.

+  The implementation model sector outlines an agenda to create a competitive government
more capable of designing and deploying effective policies. This will require changes in the
public sector but also in the nature of public-private interaction.

+ The final section discusses how to broaden the action agenda of new priority policies and a
new implementation model to become a strategic roadmap that engages all of government
and evolves over time.

The report is focused on the key overall analysis and recommendations. Additional material
on the diagnostics and the strategic roadmap is available online. There is a more in-depth
research on the Indian clusters, an extensive slide deck capturing the competitiveness
diagnostics, literature references, and a range of more targeted memos on aspects of the
diagnostics as well as specific dimensions of the strategy.
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| Methodology

The India Competitiveness Initiative applies the competitiveness framework developed by Prof.
Michael E Porter over the last few decades, and applied across a wide range of countries and
regions.

The competitiveness framework is centered on productivity as the key driver of long-term
prosperity. Countries are competitive, if they are able to provide a context that allows firms

to be productive, and individuals to share into the value being generated through their
productivity. This context is largely shaped by microeconomic foundations, including the
quality of the business environment, the sophistication of firms, and the presence of clusters.
Macroeconomic competitiveness affects the overall context and a country’s ability to leverage
and build its microeconomic capabilities. Endowments are a given, driving a country’s
uniqueness as well as shaping the type of economic forces it is exposed to.
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The competitiveness framework emphasizes the need for a location-specific perspective.
Every location is different, given its economic composition and the profile of its microeconomic
foundation. The needs of locations are therefore different, reflecting their performance profile
but also their possible development trajectories. Furthermore, the potential of different policy
interventions are different, given the impact of existing circumstances on the value creation
potential of specific policies. The competitiveness diagnostics provides a comprehensive
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perspective on the specific circumstances in India. The lens it provides is grounded in a large
body of academic research and has been successfully applied across countries and regions
with widely different circumstances.
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The strategic roadmap for India@100 is based on the observation that competitiveness is not
simply a function of implementing best practices across all policy areas. The number of policy
areas that matter is huge, and no region or country can (or should try to) make progress in

all areas simultaneously. Instead, successful competitiveness upgrading requires an overall
agenda with priority actions for creating a more distinctive and competitive position for a
country or region. A strategic roadmap is thus about choices. These choices are informed by
an understanding of the general dynamics of competitiveness, the Indian competitiveness
diagnostics, and the country's ambitions and values.

The work has drawn on a wide range of sources. A large number of Indian and international
data sources were used, and more in-depth studies were conducted on Cluster Mapping using
the Periodic Labour Force Survey (PLFS) and on productivity decomposition using the Reserve
Bank of India's KLEMS database. A literature review has captured the insights of more than 150
recent articles, studies, and research reports focused on India. A stakeholder group of Indian
leaders provided critical guidance and insights, and interviews with additional exports added
an important perspective.



DIAGNOSTIGS

ASSESSING INDIA'S CURRENT
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O Economic
Performance

Growth, prosperity, and social progress

Since the 1980s, India has been among the global leaders in sustained, accelerating economic
growth. Prior to the 1980s, Indian growth languished between 3% and 4%. Since then, and
especially since the reforms in the early 1990s, average growth rates by decade have
accelerated to between 5.5% and 7.5%. In 2016, India reached its peak annual growth so far at
9%. Since then, growth has dropped to between 5% and 7% before dramatically slowing in 2020
as the pandemic hit. Recent growth forecasts suggest a robust recovery once COVID has been
overcome before growth is assumed to revert to a trend growth level of around 6.5%.

The reasons for the pre-pandemic growth slowdown have been intensely debated. A prime
candidate is the twin balance sheet problem in financial institutions and parts of the corporate
sector and its impact on investment. Credit as a share of GDP has been flat since 2008, after
growing rapidly in the decade before. But initially there have been countervailing forces:
Household consumption grew at an increasing rate between 2008 and 2016. Until 2013, rising
exports kept up growth as well. After that, government consumption provided momentum until
2018. As a result of these opposing forces losing strengths, growth slowed in 2017 and then again
in 2019,

The pandemic had a deep impact on the Indian economy. The hard lockdown in the early
phase of the pandemic had dramatic consequences for the service-heavy and largely informal
Indian economy. India’s capacity for fiscal stimulus is limited, and the devastating second wave
hitting the country in the summer of 2021 limited private consumption. In 2021 growth rates

are now projected at close to 10%. The impact of the pandemic on trend growth is still hard to
assess; for now, most forecasts see India’s trend growth returning to the levels seen immediately
prior to the pandemic.
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PROSPERITY, POVERTY, AND INEQUALITY

India is a lower-middle income economy, with an average GDP per capita level of around
$2,000 (current prices) / $7.200 (Purchasing Power). Its prosperity level is at 18.5% of the global
average, compared to less than 6.5% of the global average in the early 1990s when economic
reforms started. India has been one of the global leaders in sustained prosperity growth. Only
China, Myanmar, Vietnam, and Lao have, over the last three decades, achieved higher and
more stable prosperity growth. In the three decades before 2000, only Korea achieved a higher
performance than India recently.

Global Leaders in Sustained Prosperity Growth
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Despite this robust prosperity growth, India still faces significant poverty. Roughly 20% of its
population is below the poverty line; the exact number depends on the definition of poverty
applied. This is a large improvement compared to the more than 45% at the beginning of the
reforms in the early 1990s, and has brought India in line with the average of lower middle-
income countries. Poverty reduction has been about three times as fast after 1990 than before.
But the absolute number of poor people in India remains large, with 95% of the population
classified as either poor or low income. World Bank data suggests that the pandemic has
pushed close to 75m Indians from low-income to poverty.

India continues to suffer from a high incidence of malnourishment, especially among children.
35% of Indian children under five years are subject to stunting, i.e. reduced growth due to poor
socioeconomic conditions that limit intellectual and physical capabilities throughout life. While
the incidence of stunting has dropped over time, it remains high relative to peers.

While poverty has fallen, inequality has significantly increased, especially since 2000. This trend
has been in contrast with the dynamics globally and in other emerging economies. The rise in
inequality has been most pronounced in urban areas. Inequality is higher for wealth and income
than for consumption. Poverty and inequality have, in the Indian context, been largely unrelated
or negatively associated. Inequality seems largely driven by rising wealth and income at the
very top of the urban society of India.

Income Inequality Across Selected Countries
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There is some evidence that in the period since 2010 income and consumption have been
growing more strongly for lower income groups. As a result, inequality has fallen somewhat, but
remains above the level in 2004-05. The Pandemic has been a deep shock, pushing significant
numbers of Indian close to the poverty line or below.

India has low levels of intergenerational mobility, both in terms of income and education. Those
born into poor and uneducated families tend to stay that way. Social mobility has increased
somewhat, especially in the last two decades, but remains low compared to peers.

SOCIAL PROGRESS

Quality of life is affected by a wide range of non-GDP related factors and not only income. The
Social Progress Index, introduced by Prof Porter and some of his colleagues, captures these
factors quantitatively across countries. India ranks 115" among 163 countries on the overall
measure of social progress, slightly below its GDP per capita ranking. But performance is
dramatically weaker in some dimensions, in particular environmental quality, gender equality,
and the quality of basic education. Here India performs poorly not only in absolute terms but
also relative to its peers. On the other hand, India ranks among the global top ten countries in
terms of quality-weighted universities.
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Air quality is extremely poor across India, especially in the cities, reflecting an inefficient and
heavily carbon-based energy system as well as farming practices like stubble burning. India is
also struggling with water shortages and eroding soil quality, driven by agricultural policies that
encourage wasteful farming practices. India’'s CO, emissions are so far modest relative to Ching,
oil producers and OECD countries. But rising energy needs in combination with a high carbon
intensity of energy production and GDP signal significant challenges ahead.

On gender inequality, India has made some progress in recent years but continues to rank very
low in international comparison. Indian women have made large gains in education and now
have enrollment rates at all levels that are higher than men. But there are still 186 million women
who are unable to read or write a simple sentence in any language, and the female literacy rate
is at 65%, more than 15%-points behind men. Indian women have also seen their life expectancy
move above men, and the mortality rate of girls below 5 years of age has dropped to a level
only slightly above boys. But women continue to have lower access to health care, and the
share of girls in newborns is 5% below biological norms.

The government has in recent years adjusted its policy mix in support of the poor, trying to
overcome the high fiscal costs and significant inefficiencies of previous policies. Traditionally,
there has been a focus on subsidized access to key consumption goods like food and

energy, requirements to employ specific groups in the public sector (‘reservation’ system),

and regulations to shelter small-scale firms in specific sectors. A key element of the new
approach is the shift towards direct financial transfers to households in need, drawing on

the "India Technology Stack”, drawing on large penetration of mobile phones, the Aadhaar
personal ID-number, and the Pradhan Mantri Jan Dhan Yojana (PMJDY) Scheme providing
poor households with accounts. In 2017, energy price reforms introduced such transfers to
compensate poor households for the liberalization of LPG markets. Another key element is
different schemes to support poor locations: The "SAGY" initiative launched in 2014 drives rural
development via the creation of 'model villages'. The "Aspirational Districts” initiative launched
in 2018 supports some of the most challenged districts in India to raise their social performance.
In addition, the government is focusing on specific social issues through efforts like “"Clean
India” (improve sanitation and hygiene), Ayushman Bharat (provision of healthcare services),
and POSHAN Abhiyaan (reducing malnutrition), and continues to run Mahatma Gandhi
National Rural Employment Guarantee Scheme (MGNREGS), a job guarantee program in rural
regions.

There remain concerns about the fiscal resources deployed to address social issues, in
particular health care. Here India remains behind many of its peers. Private spending has filled
some of the void government has left, but not all. These gaps have been laid bare during the
pandemic, despite India’s successful vaccination campaign.
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Decomposing Indian prosperity growth

Prosperity growth can be decomposed into changes in labour productivity and in labour
mobilization. For India, gains in labour productivity growth have over time become the key
driver of output growth. In the 1980s, labour productivity growth contributed about 50% of
growth. This share rose to 60% in the 1990s and 2000s and reached 80% over the last decade,
unusual for an economy that has seen significant growth of its working age population.

LABOUR PRODUCTIVITY

Labour productivity differences tend to be the main driver of prosperity differences across
countries. For India, though, labour productivity is relatively high compared to peer countries.
India’s labour productivity is at 80% of the Chinese level, despite only reaching 50% of China's
prosperity. India’s labour productivity has grown to be close to 25% higher than Vietnam'’s, while
Vietnam achieves 20% higher prosperity.

Labour Productivity CAGR
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India has registered robust and accelerating labour productivity growth over time. During the
1980s and 1990s, labour productivity grew by slightly more than 3% (CAGR). During the 2000s
growth increased to more than 5%, and then to more then 6% in the last decade.

India’s labour productivity benefits from relatively high capital intensity; China and Indonesia
are outliers. On human capital, India lags behind; however, the data covers the entire working-
age population, while human capital in the active workforce might be considerably higher. India
has finally registered robust total factor productivity growth ahead of its peers — a measure

of changes in labour productivity not explained by capital deepening or human capital
improvements that is often associated with better management and use of technology.
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LABOUR MOBILIZATION

Labour mobilization is the critical weakness of the Indian economy. The share of the labour force
in the working age has dropped from roughly 70% in 1990 to 56%. India now lags its peer by a
significant margin.

Labor Mobilization Since 1960 Female labour Force Participation Rate
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The low and falling labour mobilization has dramatic implications for the economic value
generated by India’s working age population. Compared to Chinag, a lower Indian labour
mobilization explains 60% of the prosperity gap. Compared to Vietnam, India registers 15% lower
value generation per working age citizen vs 25% higher labour productivity per employee. And
the gap is widening: growth of GDP per capita over the last decade has also been lower than
for Vietnam, while it has been higher for labour productivity by employee.

Labour force participation is particularly low for women. Indian women account for only 25% of
all employees, and their wages are less than 50% of the national average. There are significant
differences across sectors and to some degree across locations. There is huge heterogeneity
among women: One large group is in low-wage sectors like agriculture, textile, apparel, and
tobacco, where they earn even lower wages than the national average. Another large group
of women is in higher-wage sectors like education, health care, and advanced services, where
they earn wages that are closer to or even above the national average.

India reports high youth unemployment, despite the modest overall unemployment rate. This
is worrying given that 130m young people are expected to join a labour force of roughly 200m
over the next decade. Young people — especially young women — drop out of the labour force
as they look for but do not find employment after finishing their education.



SECTORAL TRANSFORMATION

An important driver of the aggregate changes in Indian labour productivity and employment
is the structural transformation from agriculture to services and to some degree industry. This
transformation has occurred for value-added but less so for employment.

Agriculture now accounts for less than 20% of all value added but still more than 45% of
employment. Services now account for more than 50% of value-added and 30% of all jobs.
High-skill services contribute about half of this value-added, but less than a third of both
employment and job creation. Capital-intensive manufacturing has gained value added

but not jobs. And Construction has added jobs but not value-added. India is often seen as

a country with an unusually large service and small manufacturing sector. The reality is more
nuanced: Services are large in exports, but their share in value-added and employment tracks
other lower middle-income countries and has fallen behind China. The share of manufacturing
in value-added and of industry in employment has fallen, but is similar to the global average
and has for the past decade been similar to Vietham, a country that has stood out for its
manufacturing export-driven growth
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Sectoral Composition of the Indian Economy

1980-2017
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For economy-wide labour productivity growth, the biggest individual drivers have been labour
productivity growth within services and agriculture and the shift of employment from agriculture
into other sectors. Together, these factors accounted for close to 70% of Indian labour productivity
growth over the last four decades. Overall, labour growth within broad sectors accounted for
roughly two-thirds of all labour productivity growth, while changes in the relative size of individual
sectors contributed the other third. India is unusual in the relatively small role of manufacturing,
especially labour-intensive manufacturing, and the high labour productivity level in services
relative to manufacturing.

For economy-wide labour mobilization, the key driver is the successful shift from employment in
agriculture into other parts of the economy. For Indig, this process has fallen short. The shift out of
agriculture has only started in earnest since the early 2000s, at a time when labour productivity
growth in agriculture started to accelerate. But other sectors have failed to create enough jobs to
provide opportunities for those leaving agriculture and the between 6-10 million Indians entering
the labour force every year.

Job creation in the service sector has been between 2 and 4 million per year. This is significant
but insufficient to provide enough opportunities for those looking for work. Job creation in
manufacturing, the other main source of potential job creation, has never moved above 2 million
annual new jobs, and job creation has come to a virtual stand-still since 2005. Between 2005 and
2012, rising job creation in construction picked up some of this slack. But since then, construction
and manufacturing together have not created any new jobs.

Job Creations by Sector (1980-2019)
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ENTRY, EXIT, AND FIRM GROWTH

The reallocation of economic activities across firms is another key driver of aggregate changes
in labour productivity and employment. India’s economic performance is held back by low levels
of dynamic allocative efficiency across firms. The growth of more productive firms is insufficient,
while sub-scale, less productive firms persist in the market.

India’s economy is dominated by a small number of large companies. 350 of them, 0.04% of
the total, account for 55% of all company income. The 6,50,000 smaller companies account
for only 1% of all income. But even in manufacturing these companies with less than 50
employees account for close to 85% of all employment in the sector, compared to 25% in
China. Furthermore, Indian companies do not grow significantly over time, and even firms
with low levels of performance do not exit the market. This leaves India with a large number
of low performance and stagnant firms that offer few opportunities for job creation and job
upgrading. Where India is lacking is in the presence of medium-sized companies, in many
countries the backbone of economic activity. In India, these companies have registered the
highest productivity growth over the last few years. But there are by far too few of them.

Intertwined with the lack of growth dynamism is the issue of informality. Low-performance

firms see little benefits in "becoming formal”, while informality is further trapping them in a low
performance-low dynamism context. Formality is in itself a gradual process from paying VAT
on products and services to paying income taxes for employees to adhering to the full range of
government rules and regulations. The dynamics on many Indian markets remain tilted against
formal companies, enabling informal rivals to compete more successfully.

At the same time, there is a different India of globally successful companies and of a growing
number of tech-based start-ups that are racing to tap into Indian and global equity markets.
There are also countless examples of successful Indian entrepreneurs that have created
growing (and formal) companies outside of India.
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India’s trade, investment, and innovation

A country's performance on trade, investment, and innovation provides important insights
into the past, present, and future of its competitiveness. The prior two are important signs
of past and present competitiveness, the latter of future potential.

TRADE

India has long been viewed as a domestically oriented economy with relatively limited
engagement with the global economy. But this has changed significantly over the last
decades. India has long been viewed as a domestically oriented economy, with relatively
limited engagement with the global economy. But this has changed significantly over the last
decades. India’'s share of global exports has during this period increased from 0.75% to more
than 2. Growth has been especially pronounced for services, particularly IT services. India
stands out with services accounting for more than 40% of its exports, compared to less than
25% for global trade on average. Exports now account for 18% of Indian GDP, compared to
13% twenty years ago. Slightly more than 15% of Indian domestic value added serves foreign
demand, much more so in ICT services, where it is above 50%.

But the data does reveal that exports have become a less important driver of growth in the
Indian economy: Over the last decade, India’s share in global trade has been essentially flat,
while its share of global GDP increased from 2.5% to 3.1%. Indian export growth in real terms has
dropped from 14% CAGR between 2000 and 2010 to 3.5% since then (6% if only looking at the
pre-pandemic period). India is, with a share of exports in GDP at 18%, less trade-oriented than
many of the other leading exporting nations globally; it had reached its top value so far in 2011
at 24.5%. China recorded its maximum export share in GDP in 2006 at 36%; it now stands at
18.5% as the economy has become significantly more focused on the growing domestic market.
Small export-oriented countries reach much higher values; Vietnam, where exports are now at
106% of GDP, and Poland (55%) have seen consistent growth of their export shares.
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Global Economic Footprint

Selected Economies over time

3.0%
2.5%
India,
20% 2020
Russia,
2000

Indiq,

Brazil,2010

Share of Global Exports

Brazil,

Vietnam
2020
1.0% a 2020

'

India, ‘ “ Brazil, 1990

| 2000 —_— Absolute
0.5% . 2000’ export
India, value
o 1990
. » Vietnam, 1990
0.0% 1 1 | I | | | |
0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0%

Share of Global GDP

Source: World Bank

India’s integration into global value chains is limited, especially following a drop over the last
five years. Indian exports use relatively few foreign inputs. The limited capacity of domestic
suppliers reduces India’s capacity to exports. Only Indian IT service exports play a significant
role in other countries’ exports, being used by a wide range of foreign industries. Outside

of IT, Indian exports tend to serve foreign end demand directly rather than being part of
sophisticated global value chains.

India’s export mix has over time shifted towards more skill-intensive sectors like pharma-
ceuticals, machinery, and transportation equipment. The growth in service exports, too, is
signally a shift towards skill-intensive sectors. India's export portfolio thus seems to move further
away from the country's comparative advantages in terms of abundant low-skill labour. Export
growth has been most dynamic in smaller technology-intensive industries, where India still has a
small presence on the global market.
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India’s largest export market is the US, followed by the EU, the UAE, China, and the remainder of
Asia. For the US and the UAE, jewelry is a key export good, for China commodity inputs, and for
Europe, a mix of textiles, machinery, and pharmaceuticals. India's imports have a very different
geographical make-up: China is the largest supplier, having essentially replaced first the US
(1990s) and then the EU (2000s, 2010s) as India’s main supplier.

The government has, under the Atmanirbhar Bharat Abhiyaan (Self-reliant India campaign),
provided production-linked incentives to enhance Indian manufacturing capacity and exports
in ten sectors. India’'s trade policy has become more focused on defending Indian companies
from what is perceived as unfair competition on their home markets. India has become a
frequent user of anti-dumping (AD) and countervailing duty (CVD) policies, has introduced
more preferences for domestic suppliers in its public procurement, and requires data related to
Indian operations to be kept and processed in India.
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INVESTMENT

India’'s capital stock per employee has increased significantly over the last twenty years. But
relative to Ching, it has dropped from more than 75% of the Chinese level to about 55%. And
China's capital intensity remains far below the US. A significant concern is the drop in the Indian
investment rate since the global financial crisis.
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One potential reason is a dearth of profitable investment opportunities, reflecting a business
environment that makes such investments unprofitable for investors. Another factor is the high
cost of capital; recent data reported in the Economic Survey showed much higher capital costs
for Indian companies than their peers in China and Western countries. These may play a role
but are unlikely to explain the pre-pandemic drop. Most business environment conditions have
not deteriorated, and the corporate tax rate has been reduced from 30% to 22% in 2019. The
rising problems in India’s financial systems due to the twin balance sheet imbalance, however,
can explain the more recent drop in investment rates.

India’'s inward FDI stock has historically lagged most of its peers. This has changed over the last
10-15 years. The country has in 2019 moved into the global top ten countries by FDI inflows. Still,
the level of inward FDI per employee remains far below peers. FDI inflows over the last few years
have been equivalent to about 5% of Indian gross fixed capital investment. The recent increase
in FDI has been associated with a growing importance of acquisitions relative to greenfield
investments. This may signal a stronger focus on activities that serve the Indian market, rather
than using India as a platform to serve global demand.

India has, over the last few years, launched major policy initiatives to attract more foreign
investment. The flagship Make in India program launched in 2014 has combined a focus on
investment attraction in specific sectors with a drive to reduce the costs of doing business.
Changes of FDI regulations in 2016 and 2020 have in general improved access to India

for foreign investors; as other countries, India has though sharpened its review process for
investments from China. Another key issue has been the commitment made in 2014 to refrain
from retrospective taxation which had affected some large investors; however, there are still a
number of judicial cases pending pitting the Indian government against foreign investors on tax
and other liabilities.
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INNOVATION

India ranks high on some highly watched international rankings of innovation
capacity; in the 2021 Global Innovation Index, for example, it comes 46™ and thus
much higher than on prosperity. India has ambitious national science programs in
space exploration and nuclear technology. Many Indians have excelled in research
positions outside of India. Indians account for 1/3 of all immigrant-founded
engineering and technology companies started in Silicon Valley between 2006-12,
and lead many of the world's leading tech companies.

But India performs much less when looking at R&D investments. India’s overalll
spending on R&D is modest as a share of GDP, and has been falling during the last
decade. Other lower middle-income countries are catching up, including Vietnam
which has ramped up its R&D spending significantly. India also has a modest
number of researchers in relation to the country’s population. On this measure,

it has already fallen behind its peers by income; Vietnam's researcher intensity is
almost three times as high as India’s.

A key factor is the low R&D investment made by Indian firms. Companies account
for less than 40% of the modest Indian R&D spending, compared to more than 65%
in the most R&D intensive economies. India has 29 companies among the global
top 1000 firms by R&D spending, which is slightly below its share of global GDP.
These firms spend much less on R&D compared to their sales, their capex and their
country's GDP than their global peers. 80% of their R&D spending occurs in two
sectors: automotive and pharma.

Innovation has been an area of considerable policy action. In 2016, NITI Aayog
launched the Atal Innovation Mission (AIM), the Government of India’s flagship
initiative to promote a culture of innovation and entrepreneurship in the country.
In 2017, the government launched "Innovate in India (i3)", a 250 million USD
program supported by the World Bank to bring together industry and academia
in promoting entrepreneurship and Indian manufacturing companies in the
biopharmaceutical sector. In 2020, a process started to formulate a new Science,
Technology and Innovation Policy 2020 (STIP2020).
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O The Many India’s:
Regions and Clusters

Economic performance across India

Indian States and Territories differ widely in their economic performance. Even excluding some
of the urban city regions, prosperity levels differ by a factor of 4. This is about twice as much as
across EU member states or US states.

Economic Performance of Indian States
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Strikingly, these prosperity differences across locations have been growing over time. Higher-
income states have, on average, grown by more than 1%-point more annually than lower-
income states. While this has occurred in some advanced economies as well, most of the world
has instead experienced convergence.

Looking at non-GDP related dimensions of well-being, captured in the social progress index,
reveals significant differences across states and territories as well. While these tend to correlate
with economic prosperity, Kerala and Tamil Nadu are states that perform significantly better on
social progress than their prosperity level suggests. One key factor associated with higher social
progress is the urbanization rate.

Labour mobilization, labour productivity, and the labour share in production all affect the overall
economic output generated in a location. On all of these dimensions there are significant
differences across Indian states: Labour mobilization rates, the share of employees in the
working age population are for most states among 25% to 40%'. Also relevant is the age profile;
here the differences are more modest, with between 60% and 65% in working age.

Wages range between IRP 75,000 and 250,000. A more detailed analysis reveals that about
60% of the difference between a regional and the national average are explained by economy-
wide locational factors, and 40% by the mix of sectors in the respective economy.

"The available labour market data is fragmented. On working age population, we use the 2016 projections of the most recent
Census. On employees, we use the total employee numbers from the PLFS.
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Labour Productivity and Labour Force Mobilization

Indian States
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Indian states also differ significantly in other dimensions of economic activity. 50% of all exports
are accounted for by two states, Maharashtra and Gujarat. Gujarat also dominates gross fixed
capital formation, accounting for about 25% of India’s total, followed by Maharashtra and Tamil
Nadu. On innovation, too, there are huge differences. Maharashtra alone accounts for 25% of all
Indian patenting. The top five states by absolute patenting account for 65% of Indian patenting,
compared to a 40% share of GDP. Their per capita patenting rate is 5 times higher than the

average for the rest of the country.

Regional economies can be distinguished by the relative importance of traded and local
industries; in the case of India also by the relevance of agriculture. On both payroll and
employment, the differences across India are large: In Bihar, traded activities account for less
than 20% of all jobs and wages paid. In Gujarat, this share is about 50% for payroll and above
40% of employment. In four states, agriculture accounts for more than 30% of all jobs, while it
accounts for less than 10% in more than 20 states and territories.
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Differences in business environment quality, from skills to physical infrastructure to rules and
regulations set at the state and local level, are large. They drive both the productivity of specific
economic activities and the mix of activities that emerge in a location.

Educational attainment is highly uneven across states. They are large not only in aggregate

but there is also high heterogeneity in relative performance across different subjects. There are
differences in spending, but also in the broader functioning of the educational system. Teacher
absenteeism, for example, has been found to vary between less than 15% in Maharashtra and
more than 40% in Jharkhand. These differences are also visible in the occupational mix across
states. Again, differences are highly noticeable, and they are clearly associated with both wage
levels and the sectoral composition of an economy.

Employment is also affected by the nature of labour market regulations. Here, too, differences
across India have been large for a long time. Research has also shown that companies have
responded in different ways, for example by making more use of temporary working contracts in
locations where that option exists.




Labour Markets across States
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Road infrastructure and electricity supply are two examples of areas in which a broad
national trend translates into different realities across Indian states and territories. On roads,
the density of the road network has increased over time. This is visible across all locations,
but improvements have come at different speeds. On electricity, India has as a nation made
significant strides in aligning capacity with demand. But huge differences remain in losses
during transmission and distribution, with significant implications for the economics of the
locations’ respective electricity systems.
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Differences exist also in other dimensions of the regulatory framework. For the cost of doing
business, these differences have been shown to exist in the comparison of high and low growth
states. Across all indicators, from setting up a business to getting environmental approvals to
connecting to infrastructure and paying taxes: the time it takes and the obstacles reported are
significantly higher in low-growth states.

Finally, there is also huge variability in terms of policy tools applied across India. More resources
have been made available to states as a consequence of the decisions put forward by the 14"
Finance Commission. Many initiatives by the union government aim to mobilize state and local
action by either providing more legislative decision space, like in labour market regulations,

or by providing a national policy framework where national resources aim to mobilize state
resources as well. Niti Aayog has been explicitly positioned as a resource at the union level to
inspire and enable more effective policy choices at the state and local level. The Aspirational
District program is an example of this approach, where it uses analytical and technical support
to help some of the most challenged districts in India to enhance their performance, driven by
local action and initiative.
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India’s cluster portfolio

Clusters are defined as groups of related and supporting industries located in proximity to
another. Translated into a modern context by Michael Porter in “The Competitive Advantage of
Nations”, they have over the last decades been proven a key tool to understand the economic
geography of an economy. At the highest level, industries are defined as "traded’ if they tend to
geographically concentrate. They are defined instead as ‘local’ if their presence tends to follow
the distribution of overall economic activity. Industries in are then further grouped in cluster
categories based on their linkages.

India's economy has its largest share in local industries, similar to many other countries.
Agriculture is unusually large in India. In advanced economies agriculture is considered a
traded cluster but in the Indian context it has large local features; it is reported here as a third
category. Indian traded clusters have overall higher wages than the rest of the economy, again
similar to peers and fully consistent with their higher capital and skill intensity.

India’s Cluster Portfolio
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Cluster categories differ in their skill intensity and employment structure. For India, there are
large differences in the skill intensity of employees across cluster categories but relatively small
differences between the average of traded and local clusters. Skill intensity is associated with
differences in wage levels. Where there are outliers, they appear consistent with cluster-specific
capital or knowledge intensity. There are also large differences in the share of regularly salaried
employees, often associated with more formal employment relationships. A higher share of
such employment contracts is significantly associated to higher wages. Here the differences
between traded and local cluster categories are larger but the differences within both groups
are again much higher than the differences across averages.

Traded clusters are characterized by their tendency to concentrate activities in a limited
number of places. "IT and Analytical Instruments”, for example, is present in only 80 out of
India’s 676 districts covered in the data, and the top 16 districts by LQ account for 70% of the
national payroll. “Business Services" has a presence in many locations, but 60% of its value
added (measured here by payroll) is concentrated in the top 20% (or about 100) districts by
specialization. "Food Processing”, "Distribution and E-Commerce”, and "Transportation and
Logistics” are conversely present in more than 400 districts, and the leading regional clusters by
specialization are less dominant in terms of payroll.

Concentration of Economic Activity in Traded Clusters
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The distribution of districts by number of strong clusters is highly loop-sided: A significant
number of Indian districts has no strong clusters at all, many districts have a small number of
strong clusters, and a few districts have a large number of strong clusters. The less than 50
districts with 8 or more strong clusters account for 3% of all districts, 3.5% of employment, 6.2% of
payroll, and 10% of all strong clusters. The 21% of all districts that have no strong cluster account
for 13.4% of payroll. Districts with higher average wages tend to have more of their payroll
coming from strong clusters.

The huge differences in regional economic performance across India are associated with large
differences in cluster portfolios and strengths. This becomes highly visible when sorting Indian
districts by average wage as the bottom (lower 45%), middle (next 45%), and top leading 10%).
The analysis of their respective cluster portfolios reveals dramatic differences. Traded clusters
account for 25% of payroll for the low-income group, 40% for the medium-income group, and
60% for the high-income group. Traded cluster wages are broadly similar to local industry
wages for the first two groups, while they are about 50% higher for the group with the highest
prosperity levels. Finally, there is a significant difference in the specialization patterns within the
portfolio of traded clusters: the low-income group is focused on clusters associated with natural
resources and low labour costs, the middle group on clusters that are more capital and scale
intensive, while the top group is focused on clusters driven by high skills-intensity. Overall, this is
consistent with districts moving towards both different competitive advantages and clusters as
they reach higher levels of economic development.
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Profile of Districts by Prosperity Group
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The Role of Urbanization

Urbanization is a crucial aspect of economic development and economic geography. Urban
areas have to be shown as key sources of economic performance and dynamism. For Indig,
the relatively low speed of urbanization is one of the country’s unique features. India registers
relatively modest internal migration flows, and a large share of these flows is within individual
states. One possible explanation is the social structure of the country, where individuals are
highly embedded in their caste and local community and thus less likely to move.

Slow urbanization matters because the economic structures of largely urban vs largely rural
districts differ in significant ways. Dominantly urban districts account for more than 55% of all
wages paid in India, about 45% of all jobs, but only about 30% of all districts. Typical urban
districts are considerably larger in terms of employment and have significantly higher wages.
Urban districts stand out for their much larger focus on traded clusters: they account for 50%

of payroll in these districts, compared to 25% in rural districts. In two-thirds of all traded cluster
categories, urban districts account for more than 65% of all employment. Within traded clusters,
urban districts achieve higher wages within individual cluster categories and are more focused
on cluster categories that tend to pay higher wages, like IT. The higher level of economic activity
thus generated also pulls up local wages in urban districts. On average, traded wages are in
urban districts about 17% higher than local wages. In rural districts, they are at roughly the same
level.

Skill intensity is often seen as one of the key differences between rural and urban districts. Indeed,
rural districts have, on an average, a significantly lower skill intensity than their urban peers. But
this difference is almost entirely driven by cluster-mix: Urban districts are more specialized in
skill-intensive traded clusters. For given cluster categories, the differences in skill intensity are
smalll. Labour market structures, too, are often seen through the rural-urban lens. However, labour
mobilization rates are almost identical across these two groups. Unemployment is somewhat
higher in urban than in rural districts. The real differences are in the type of employment
relationship for those that are in active employment: In rural regions, self-employment (50% of
rural employees) and causal workers (30%) dominate, while urban districts are dominated by
regular salaried employment (50% of urban employees).

It is tempting to view the urban-rural divide as the key dimension to understanding the significant
heterogeneity of economic outcomes across India. But this would be a mistake. While this divide
clearly matters, there is large heterogeneity within the groups of urban and rural districts. There
are both urban and rural districts in all three of the groups of districts defined by their prosperity
(here measured by average wage). In fact, there are more rural districts in each of these groups,
including in the group of the 90 districts with the highest level of prosperity. The most prosperous
rural districts have agricultural activities that pay more than three times the national average
agricultural wage. In their case, it is agriculture that is the engine of the location’s economy,
pushing up local industry wages.
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The Many Indias

Prosperity Differences across Rural and Urban Districts
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©® Competitiveness
Fundamentals

Competitiveness, the ability to support a high standard of living for large parts of society based
on value creation, depends on a wide range of factors. Attempts to capture the overall level of
competitiveness quantitatively differ both in their coverage of factors and in the way a country’s
performance on individual factors is aggregated into an overall score.

India tends to score relatively high on many of these rankings. In fact, it performs systematically
higher on these measures of competitiveness than it does on GDP per capita. China

achieves significantly higher levels of prosperity than India, given similar levels of measured
competitiveness, while Vietnam achieves a similar level of prosperity with much lower
competitiveness. India prosperity gap has increased over the last few years.

The Policy Implementation challenge
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An optimistic interpretation of this evidence is that India has a significant upward potential

in terms of economic growth: High levels of competitiveness relative to current prosperity can
indicate significant potential for firms to translate favourable business environment conditions
into higher productivity and value creation.

Unfortunately, however, it is much more likely that these rankings are misleading in the Indian
context. The data captures the rules and regulations to be found in legal texts and government
circulars, not the way that they are implemented in practice. And it reflects the reality for only

a relatively small subsection of the Indian economy. Correspondingly, the productivity of the
formal economy is reasonably high. But large parts of the Indian economy and society lacks
the ability to tap into the opportunities that the more developed dimensions of India’s business
environment provide.

India has over the last few years made significant progress in key areas of competitiveness,
particularly in factor input conditions. But deeply distorted market structures continue to lead
to poor outcomes despite the strong investments made in areas from electricity to education.
Regulatory frameworks are unfit for this purpose and legacy market structures that represent
a different time hold India back. Government policy has attempted to tackle some of these
distortions, even in areas that are politically highly sensitive. But there has been significant
resistance to embrace reforms.

Skills and Education

India’'s economy is held back by an education and skill system that struggles to meet the needs
of students and firms. The education system has been expanded significantly over recent years,
with the secondary enrollment rate in 2020 at 75%, compared to 65% in 2010 and 45% in 2000.
Learning outcomes, however, are below peers and seem to have stalled or even decreased
over time, signalling severe weaknesses in offering quality education. Parents are reacting, with
a growing share of children enrolled in private rather than public schools.

Education enroliment rate over years
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On the labour market, students leaving schools and universities then find their skills to be

of limited value. In fact, unemployment rates in India are increasing in the formal education

level of students. More than 40% of all Indians 15-24 years of age are neither in education,
employment, or training, far above South Asian (30%) and global (24%) averages. Firms reporting
of skill shortages is very high compared to other countries, and they assess only about 50% of
graduates as employable. At the same time, a small number of Indians excel in top research,
entrepreneurship, and management positions abroad.

Limited resources are only a small part of the answer. While India spends, in absolute terms,
much less on education than Ching, its education spending relative to GDP is comparable to
the average of its peers. Access to education itself is also not the issue: India has made strides
in increasing the number of educational institutions, and the enrollment rates at different levels
of education are again quite comparable to peer countries.

The challenges are quality and mismatch. Educational attainment levels are low, also compared
to other low middle-income countries and particularly to countries that have achieved high
growth. Students lack skills, and the skills they have are not in line with the skills needed by
companies. These issues are endemic across most levels of education, with the exception being
the very top of higher education. Even more worryingly, there is some evidence that educational
attainment has dropped in recent years. The impact of the lockdown during the Pandemic on
children's education has added further concerns.

Educational Attainment, Children 6-14
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Education policy has in the past focused on access and equality, providing rights to education.
This policy focus was well motivated — India needed to give more opportunities for education,
especially in groups that had lacked access in the past. And this policy was successful in reaching
its goals: enrollment rates are up, the size of the education system has grown, and on a range of
equity measures of access to education India now ranks ahead of its peers. But it ultimately failed
to provide students with the skills they need.

The market has responded as India has seen private sector entities move into the education
space, both for-profit companies and social entrepreneurs/NGOs. They have been active across
the full range of educational needs, including the lower end of schooling. But it has been an
uneasy co-existence of public and private players: the ban on profits has made it difficult for
private players to sustain and scale their operations, while bad experiences with private actors
exploiting weak regulatory oversight have made politicians more worried about opening the
sector. At the same time, public schools suffer from low incentives and high teacher absenteeism.
Wages in local education are high relative to other local sectors.

The Indian government has launched significant policy initiatives on education and skills in recent
years. The New Educational Policy is a step in this direction. It focuses particularly on foundational
learning, i.e. K-12 education in the initial formative years, providing the key basic skills needed

to operate in the modern economy and society. India has also decided to rejoin the OECDs
Programme for International Student Assessment (PISA) to gain internationally comparable data
on educational attainment; India had left the program after poor results in 2009. The Skill India
Initiative then focuses on addressing the skill mismatch in the lalbour market, drawing in private
sector leaders to help shape the skill pipeline for specific sectors of the economy.

But as in other areas, while the ambitions of these policies point in the right direction, they are
facing significant challenges: Implementation is fragmented, not the least across states which
carry core responsibilities for the education system. There is a lack of clarity on priorities and
pathways. Budgeting spreads out financing very thinly, avoiding political choices at the cost of
achieving very little impact. The pandemic has had a devastating effect on education, especially
in rural regions. India needs to not only reclaim these losses; but also to tackle the large structural
issues that were in place before.
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Physical infrastructure, digital infrastructure, and energy

India has long been seen as suffering from a large infrastructure deficit. While there are still
significant needs ahead, India has made significant progress in many of these areas. The key
constraint is no longer on the input side, but the policy and market context. Making progress on
creating more effective market structures is made difficult by weaknesses in Indian institutions,
both the executive and the judiciary.
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Infrastructure spending by the central government is somewhat higher than the spending of
Indian states, and has been growing more strongly following the global financial crisis. Private
sector spending on infrastructure has grown even more, especially in energy generation and
telecommunication networks; it is now more important than state-level spending. But the overall
investment boom slowed in the years prior to the pandemic.

In energy, the private sector has invested heavily in renewables which are now more cost-
effective than coal. This has left many of the previous investments into coal-based power
plants, often by companies owned by state governments, economically unsustainable. The
sector now accounts for 12% of all non-performing assets (NPAs) in the Indian banking system.
The financially exposed position of the coal-based power sector is also a key reason for the
current shortage in coal stockpiles at power plants; owners let stockpiles fall when demand
was limited, and were then unable to quickly increase them as energy demand increased. For
energy users, the electricity market remains highly distorted, with subsidized or free power for
some sectors compensated for by high prices to the industrial sector.

In telecommunication, aggressive rivalry has driven down the prices for mobile data to the
lowest in the world. At the same time the government has taken out significant payments from
the telecommunication sector through license fees. Administrative and judicial decisions have
created uncertainty about the level of payments to be made, and has made the investment
in network capacity more expensive. As a result, there is now, in mobile telecommunications, a
very real potential for a duopoly emerging in case payments to the government push the third
operator into bankruptcy.

In transportation infrastructure, a large focus has been the use of Public-Private Partnerships

(PPP) to leverage private financing. PPP is an important tool but it is also complex, with high
demands on sound governance and the capacity of the executive.

Infrastructure Spending in India

Spending by funder over time
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Source of Funding by Infrastructure Category, 2012-17
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Policy action focuses on the financing side, where the National Infrastructure Pipeline sets out
ambitions for investment, and the Asset Monetization Pipeline (AMP) plans for raising private
capital. PM GatiShakti, a National Master Plan for multi-modal connectivity, was announced
in October 2021, identifying key infrastructure projects to be pursued as well as outlining a
new institutional structure for a more integrated planning and execution process. On digital
infrastructure, Digital India aims to provide connectivity infrastructure while also providing
digital services to citizens.

Key policy areas where there has been less progress are regulation and governance as well as
market interventions. On the cost side, land rights regulations have led to delays and created
uncertainty for many infrastructure projects. Slow and unpredictable judicial processes have
made these problems worse. On the revenue side, policy interventions in the market process
have added complexity. This is particularly evident in the energy sector, where a combination
of public ownership and price regulations undermine profitability. There is broad awareness of
many of the challenges outlined here but with no clear strategic pathway to address them. This
tends to result in policy actions that are reactive and focused on symptoms, not root causes.
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Access to capital

India’s financial system has significant weaknesses, but its overall quality is in line with the
country’s current stage of development. The debt to GDP ratio, a broad measure of the depth of
financial markets, is low compared to China and Vietnam but well in line with other low middle-
income economies. The market capitalization of listed domestic firms on India’s equity market

is high, while the bond market is practically non-existent. Venture capital investment has grown
significantly and is in absolute terms now behind only the US, China, and the UK.

Large companies and parts of business groups have ample access to credit, through the well-
developed equity markets but also through the banking system or the internal capital market

of their group. There is also an increasingly large pool of risk capital for entrepreneurs with high
growth ambitions. Real interest rates are broadly in line with peer countries. However, large parts
of the economy lack access to these sources of finance. And the flow of credit to the economy
has significantly slowed over the last few years. Public sector banks in particular have slowed their
flow of credit, seizing market share to private banks.

Bank Credit to the Private Sector
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Market Capitalization of Listed Companies
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A large share of the population has access to a bank account, often via a technology stack
enabled by Aadhaar personal identification number, mobile banking solutions, and direct
transfer social programs. But the actual usage of this impressive infrastructure seems modest,
with many of the accounts created essentially inactive.

The nationalization of banks in 1969 and 1980 left the Indian financial system dominated by
publicly owned banks. At the time, the intention was to ensure access to capital for specific
sectors of the economy there were perceived to be underserved, like agriculture. During the
1990s, several reforms created deep and well-functioning equity markets. In November 1994 the
National Stock Exchange was created and soon grew larger than the Bombay Stock Exchange
(BSE), which had existed since the late 19" century.

Between 2005 and 2008 there was a large increase in credit provided through the banking
system. Problems started to mount as debt-financed infrastructure projects were held back

by issues around land titles and regulation. In the telecom sector, a combination of huge

capex needs and regulatory/tax uncertainty led to mounting concerns about non-performing
assets (NPA). The RBIs 2015 Asset Quality Review unearthed a large share of NPAs and led to

a drop in credit flow. Most of the NPAs were held by public sector banks. Plans for a clean -up
were launched between 2015 and early 2018, but the resolution process got stuck. Non-Bank
Financial Corporations (NBFCs) stepped in aggressively, taking in short-term funds from the
banking sector and lending them out for longer term. The IL&FS crisis in late 2018 then unearthed
significant NPA issues in this part of the financial system as well. NPAs account for close to 10% of
all outstanding loans in the Indian banking system, far higher than in peer countries. Weaknesses
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in governance are weighing on the Indian financial system. Governance of the public sector
banks has often lacked transparency and due process. There have been severe cases of fraud
and insider dealings, both in public and private banks, followed by sometimes aggressive police
action against bank executives. In response, there has been a tendency by banking executives
to delay decisions, including on lending, instead of taking risks.

Financial inclusion has been a key focus of Pradhan Mantri Jan Dhan Yojana (PMJDY), which
envisages universal access to banking facilities with at least one basic banking account for every
household, financial literacy, access to credit, insurance and pension facility. Its functioning has
been enabled by the Aadhaar personal ID-number, and stimulated by the growing use of direct
transfer programs as a tool of social policy. There have also been specific policies to ease access
to credit for farmers, following up on the Kisan Credit Card scheme.

An initial focus was creating a clear process for resolving NPAs through the 2016 Insolvency and
Bankruptcy Act. Some steps have been taken to privatize public banks, but mostly the approach
has been to merge public banks in order to create entities better equipped to deal with NPAs.
Recently, however, the government has announced the creation of a ‘Bad Bank' to acquire NPAs.
Steps have been taken repeatedly to enhance the governance of public sector banks, but follow-
through has been inconsistent.

There are movements in the right direction, but no fundamental solutions to either the immediate
problem in terms of the clogged-up credit channel nor the overall structural issues in the financial
system. These challenges not only affect short-term growth dynamics but are a structural
weakness that contributes to the lack of scale-up among Indian firms.
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Costs of Doing Business

India has long been associated with high costs of doing business. While the reforms since the
1990s have opened many markets, a significant legacy of rules and regulations increasing the
costs of operating persists. These rules affect in particular companies that are scaling towards
achieving medium size — smaller companies remain informal and larger groups can build up the
capacity to deal with the regulatory costs.

Liberalization since 2015 has helped India improve on international rankings measuring the cost
of doing business. But the experience for companies on the ground remains difficult. Even where
the rules have been eased, slow and unpredictable judiciary processes, as well as heterogeneity
across different parts of government, create high costs. Despite some improvements, India
continues to suffer from weak regulatory enforcement, i.e. the speed and predictability with which
laws are being applied by the executive and the judicial system.

Doing Business: India’s Position over Time
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While many rules and regulations need improvement, the sources of India’s high costs of doing
business run much deeper. They are driven by a combination of lack of capacity in the public
sector, the weakness of the judicial system leading to a huge backlog of cases, overlapping or
even conflicting authorities across different parts of government, corruption, and residuals of
anti-business attitude in the public sector. Some visible progress has been made due to the
liberalization of rules. The increasing use of digital tools to provide public services has also reduced
corruption and the time and costs of accessing these services. But these changes can do little
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to address the deeper challenges outlined above. The ongoing legal cases between the Indian
government and foreign investors are creating further suspicion outside of India as to whether the

improvements are real.

A major roadblock is the lack of swift enforcement of rules and regulations through the judicial
system. The number of pending cases has dramatically increased over recent years. A recent Indian
Economic Survey presented data indicating that the number of company cases pending had gone
up 14 times between 2008 and 2016. The number of consumer disputes had gone up 18 times.

Rule of Law Index: Regulatory Enforcement in India

Government follows the
formal rules

Due process is respected in Administrative proceedings

Measures whether the due process of law is respected in administrative
proceedings conducted by national and local authorities in issue areas
such as the environment, taxes, and labour.

INDIA, 45 /139

The government does not expropriate without lawful process
and adequate compensation

Measures whether the government respects the property rights of
people and corporations, refrains from the illegal seize of private
property, and provides adequate compensation when property is
legally expropriated.

INDIA, 54 7139

Source: World Justice Project

But enforcement through the judicial system
is ineffective, subject to improper influence,
and slow

Government regulations are effectively enforced
Measures whether government regulations, such as labour,

environmental, public health, commercial, and consumer protection
regulations are effectively enforced.

INDIA, 120/ 139

Government regulations are applied and enforced without
improper influence

Measures whether the enforcement of regulations is subject to bribery
of improper influence by private interests, and whether public services,
such as the issuance of permits and the administration of public health
services, are provided without bribery or other inducements.

INDIA, 1187139

Administrative proceedings at the national and local levels
are conducted without unreasonable delay.

Measures whether administrative proceedings at the national and
local levels are conducted without unreasonable delay.

INDIA, 91/ 13%

High costs of doing business are not just like a tax on all economic activities in India. They
hit smaller companies disproportionally, keeping them informal and small. This stunted firm
demographic have severely negative implications for overall economic performance.
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Market regulations

India has a long tradition of regulatory rules and subsidies to limit free market exchange and
push market activities in specific directions. Licensing requirements steered investment to
particular sectors, provided advantages for small companies or specific groups in society, or
further investment in rural regions. Sulbsidies or administrated prices were an important tool of
social policies, with the aim to increase the prosperity of the poor. Reservations of public sector
employment for so-called ‘other backward casts' (OBCs) have been an important tool for
affirmative action, and have started to proliferate since the early 1990s.

Many market regulations have been removed since 1990, especially in terms of licensing
requirements. What is left as well are regulations in factor markets (labour, land), utilities (water,
energy), or product markets of particular social importance like agriculture. Recent liberalizations
have started to tackle some of these challenges but have, especially in the case of agriculture,
run into severe political opposition.

On subsidies, there have been some recent changes in energy markets. Major reforms of
gasoline and diesel subsidies took place in 2010 and 2014, and in 2017 price subsidies for gas
were replaced by direct transfers to poor households.
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Product market regulation in India, an international comparison

OECD OECD Eastern | Latin United
average | emerging Europe® | America* | States
market’
Overall Indicator  2.85 1.49 198 1.49 1.82 2.08 1.03
State control 347 212 2.46 2.40 2.74 2.16 119
Barriers to 2.57 146 1.89 1.43 1.44 194 1.20
entrepreneurship
Barriers to trade | 2.56 097 1.66 0.75 1.35 2.31 0.73
and foreign
investment

1. Czech Republic, Hungary, Korea, Mexico, Poland, Slovak Republic, Turkey.

2. Austrig, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxemburg, Netherlands, Portugal, Spain.
3. Bulgaria, Czech Republic, Hungary, Romania, Slovak Republic, Turkey.

4. Brazil, Chile, Mexico.

Source: OECD (2009)

Market regulations, in particular the regulations on markets for labour, land, water, energy,
and agricultural products, have long been used in India to balance what are perceived to be
inequities in power across the different parties to a market transaction. While setting these
objectives is well within the realm of the political process, the policies used to achieve them to
a large degree fail their objectives and incur large costs.

Labour laws impose higher costs on larger firms and thus create disincentives to become
formal and to scale. Very large firms have found ways to get around this using contract labour
but for growth-oriented small and medium-sized firms the costs are significant. Much of
labour law is set at the state level, and differences in their policies are clearly associated with
differences in labour market outcomes.

Less often discussed but also important are regulations related to skill requirements for
specific activities. India has adopted an approach similar to many advanced economies
requiring relatively high formal levels of education in regulated activities like health care. This
drives up wages for scarce human resources and drives technology development towards
substituting low skill labour. As a result, important parts of the labour market become closed
for less skilled employees. And skill-intensive technological change reduces their options over
time, working against the current profile of the Indian labour force.

Land laws often make it hard to acquire land for development. In some places, a more active
rental market has eased these distortions. But the costs again remains significant, and
penalize investments in infrastructure and production facilities that require land. Removing
such barriers, for example, by opening up agricultural land for industrial use, has made a
significant difference in economic development outcomes.
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For water and energy, the challenges are in pricing rules that distort effective market
processes. Agricultural users have free access, leading to waste and disincentives to provide
these utilities. Industrial users in turn face high prices to cross-subsidize production. The
government has in some specific areas started to use direct transfers to households in need
rather than subsidized access; this has had positive results, for example, in the provision of
LPG containers to rural households.

In agriculture, regulation was set in an era where India had a significant shortage of
production relative to its consumption needs, and there was a focus on keeping prices for
agricultural goods low for the population. Government regulated the market in many ways,
including by setting guaranteed prices, for some crops above and for others below world
market prices, limiting the entry of industrial agro-businesses, and subsidizing specific inputs
like water, energy, and fertilizer. In sum, these policies are assessed to have a negative
financial impact on farmers, a stark contrast to many other countries. The result has been a
lack of restructuring of the agricultural industry, a high level of rural distress with many farmers
exposed to poverty, and growing environmental constraints, especially on water usage. At the
same time, India’s food production is sufficient to meet domestic demand and has significant
potential in serving global markets.

Agriculture Subsidies
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The Indian government has taken a wide range of actions to liberalize key markets. A mix of
reforms in the energy sector, including the reduction of subsidies and the shift from price
interventions to direct transfers to households, have increased the efficiency of markets. But the
legacies of a deeply distorted market remain very visible in financially stretched utilities, with
short-term behavior exacerbating the impact of shocks as was visible during the heat wave in
April/May 2022.

The introduction of a national Goods and Services Tax (GST) has made a significant difference
to product and service markets. It aligns tax rates across Indian states, and thus reduces the
barriers to trade across India. The streamlining of 38 previous into four labour codes provides
significantly more room for Indian states to liberalize their labour markets. In agriculture, the has
been some shift towards direct transfers to poor farmers with the scaling up of the PM-KISAN
program since 2018. The reform of farm laws aimed to remove key barriers firms have faced

on agricultural markets. But concerns about these reforms enabling large private firms gain
dominant market positions with detrimental consequences to farmers led to strong opposition,
and eventually, the reforms were repealed.

The political tensions around removing regulations and subsidies remain high. And change often
depends on political decisions and implementation at the state and local level, not simply on

national legislation.
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Trade and FDI policy

The Indian economy is significantly more open to foreign trade and investment than it has been
historically. The barriers still in place remain significant, especially in terms of non-tariff barriers,
but are not entirely out of line with peer countries. However, since 2015 there has been a distinct
change in rhetoric and policy practice leading to further market opening being put on hold.
While it is less a return to traditional protectionism, it represents a shift towards a more robust
industrial policy aiming to build export-oriented sectors.

Openness to Trade and Investment
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Indian Bilateral Investment Treaties
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Successive Indian governments have pursued slow but persistent liberalization in the past,
following the opening during the 1990 reforms. Since 2015, however, the government has
become more sceptical about the benefits of this approach. There have been concerns about
the growing assertiveness of China and about the limited success in establishing India as a key
element of global value chains.

This policy change has led to a halt of further regional free trade agreements, most visibly with
India pulling out of the RCEP agreement. India has also discontinued a large number of bilateral
investment treaties that are central to enabling FDI flows. It has become one of the largest users
of anti-dumping/countervailing duty (AD/CVD) policies, with about 25% of all cases brought
before the WTO.

The Make in India Initiative launched in 2014 focuses on FDI attraction, removing barriers to

FDI in specific sectors, and reducing the costs of doing business. Since 2017, new procurement
laws have introduced preferences for the use of domestic inputs, data localization rules have
required firms to process much of the data associated with their Indian operations domestically,
some tariffs have been increased, and new FDI regulation has increased the hurdles for FDI
from China. The ‘Self-Reliant India’ ("Atmanirbhar Bharat’) doctrine launched in 2020 provides
under the Production-Linked Incentives scheme subsidies to build up local production in India
as a substitute to imports, to grow Indian exports in these sectors. Negotiations on trade and
investment agreements are largely on hold, even though there are talks with the US and the EU.

The challenge for India is to establish a set of policies that enables the attractiveness of India
as a base to serve global markets without stifling local rivalry and access to more competitive
foreign goods and services.
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® External
Context

The global economy has been exposed to a string of deep shocks over recent years. The global
financial crisis, with repercussions a few years later during the “taper tantrum”, was a deep
macroeconomic shock. The pandemic has then been a health care crisis with deep economic
repercussions. And the political response to the Russian invasion of Ukraineg, following the heels of
increasing tensions between the US and China, has brought geopolitical concerns into focus.

India’s prosperity will not only be affected through the direct impact of these shocks on India’s
competitiveness fundamentals. It will also be affected by the pandemic's impact on globall
trends - from macroeconomic circumstances to technology, geopolitics, and climate change -
that in turn change the value of these fundamentals.

Global macroeconomics

The global economy is undergoing a period of profound change. On the demand side, market
growth is shifting from North America and Europe to Asia. On the supply side, the huge increase
in the effectively available global labour force is flattening out. China plays a central role in

all of these trends. It is growing as a market, moving beyond its past role as a production site,
and its labour force has peaked. Its growth model is shifting from resource-, investment-, and
export-intensity to a stronger focus on efficiency, domestic consumption and services. These
trends have the potential to drive a significant restructuring of global markets, trade, and global
economic geography.

The macroeconomic environment of balancing demand and supply is changing, too. There

are concerns about consumption structurally falling short of existing production capacity. As

a mirror image, the real interest rate balancing savings and investment has been dropping.
Many countries have responded through lenient monetary and expansionary fiscal policy. In the
short term, this is conducive to a robust growth acceleration after the pandemic. But over time
a policy mix of low-interest rates and ample liquidity is also creating the risk of future financial
market imbalances.

For India, these changes provide a range of opportunities: A global post-pandemic growth
bump can be a conducive environment to pursue further policy reforms in India. The rise of Asia
puts India at the centre of the global economy’s key growth story. India’s quickly rising labour
force will provide a key asset when global labour markets will be tightening. The changes in
China’s growth model will likely reduce pressure on global resource and energy markets, which
should benefit India as a major importer of both. India is also a clear option for the huge
amounts of capital on global markets that are looking for investment opportunities.



Digitalization

Digitalization is reshaping many industries and markets, enabling new products and services,
new business models, and new value chains. Digital technologies, including Al, are increasing
the demand for highly skilled human capital. They also raise the value of having access to data
as the key fuel of many digital processes and as a way to train Al algorithms. Combined with
new production technologies (Industry 4.0), they increase flexibility and reduce the benefits

of scale. They provide full benefits in integrated eco-systems, connecting individual activities
based on common standards and interfaces.

For Indig, digitalization brings significant advantages but requires also an approach that takes
account of the country’s specific circumstances. India already has deep digital capabilities and
a strong position on the global market for IT services. Simply growing with the global demand
offers high returns. But domestically, the rising demand for skills in the wake of digitalization is

a challenge for India. A growing IT services export sector will further deepen the gap between
(the few) skilled and (the many) unskilled Indians. As a market, India needs digital solutions that
can capital and skills, not labour as in advanced economies. And as a source of data, it needs
to balance its interests in retaining control of a key asset with the needs of companies that are
operating globally integrated systems.
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Geopolitics, global value chains, and
the next phase of globalization

Since 1990, the global economy has been shaped by increasing trade liberalization and the
reduction of policy intervention. These changing policy circumstances have allowed globall
value chains to emerge, creating huge efficiency gains and provided a way for many emerging
economies to engage with the global market.

The political consensus around market liberalization and global institutions underpinning this
model of globalization is eroding. Political leaders are questioning the benefits of the existing
model of globalization for their countries. Here, too, China is playing a central role. It is seen as
having leveraged the opportunities of the global system to its own advantage while not playing
by its rules to provide opportunities for others. China's geopolitical ambitions have further
increased these tensions, in particular its relations with the US. Economic and political relations
are further getting intermingled.

As a result, the policy choices made have started to move in a different direction. Trade and
investment relations have become more complex and more influenced by policy interventions.
Liberalization continues but in a more selected way among countries that see a clear

mutual benefit. Government policies are taken in many countries with the explicit objective

to build domestic capacity, serve domestic markets domestically, and reduce reliance on
foreign countries. The changes in economic fundamentals and technology discussed above
have played an additional role in reshaping global value chains. The traditional production
and supply bases in Asia are becoming more relevant as markets. New digital production
technologies reduce the benefits of low labour costs and scale.

The pandemic has been an important trigger for many firms to review their global supply

chains more forcefully. It has exposed the dependence of companies and countries on few key
suppliers. The efficiency gains of such a narrow supply base are now compared against the high
risks of disruptions. Global supply chains have evolved over decades and are costly to change.
But based on the recent experience and pushed on by policy action, many companies are now
adjusting their global sourcing.
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For Indig, this new context provides a range of opportunities. As a traditionally non-aligned
country and as a democracy India is an attractive trading partner for many countries around
the world. Its location in South Asia puts it in an advantageous position to serve growing
markets. India will have the best opportunities in areas where companies are looking for
alternatives given the dominant position of China on global export markets, where global
demand is growing and new capacity will anyway have to be provided, and where India has,
due to existing market positions or recent growth, revealed competitive advantages. Looking at
narrow product categories that meets these criteria, most of them are in relatively traditional,
labour-intensive areas. But they also include telephones, a category where India has quickly
gained ground as a consumer and a production site. In areas considered “strategic” by many
countries, India has a strong position in pharmaceuticals. In semiconductors and even more so
in renewable energy generation equipment, it will, over time, be able to leverage its growing
domestic market demand. But so far India remains far behind China and others in these sectors.

The competition for the economic activities that may be re-located is intense. Vietnam, for
example, has been very successful in attracting investments to build alternative supply bases.
And regionalization benefits countries like Mexico and Poland. Furthermore, the employment
effects of an export-led model may be more limited given the new technologies available.

Climate change and policies for
carbon neutrality

The latest report of the IPCC, the UN's Intergovernmental Panel on Climate Change, finds that
climate change driven by greenhouse gas (GHG) emissions from human activity has already led
to a temperature increase by around 1 degree relative to the pre-industrial age. An increase of
more than 2.5 degrees is projected in an intermediate scenario of GHG emissions plateauing at
current levels before falling in the years past 2050. Climate change leads to changes in weather
patterns, including the occurrence of extreme weather conditions, and negatively impacts
other dimensions of the natural environment, including biodiversity.

The policy response to climate change has included regulatory action, investments into the
transition towards carbon-neutrality, changes in the fiscal treatment of different energy
sources and carbon emissions, and more recently the announcement of carbon-border taxes
to counter the relocation of emissions to countries with lower standards. These policy changes
have significant implications across industries, markets, and countries. Energy-intensive sectors
like the automotive industry and steel production are being disrupted. New companies are
emerging and as new products and production processes change, the mix of capabilities

and assets need to succeed. In energy markets, massive investments have been triggered

into renewalble energy production, and many existing coal-based energy production assets



have become economically unviable. For oil and gas, overall investment activity has dropped,
and focus has shifted from oil to natural gas production. There is also a pronounced change
in supply behaviour, as countries with large oil and gas resources now view these resources
not as a finite, scarce asset but as a resource that might never be fully exploited. As a result,
their incentives to increase current production has increased, especially for countries with low
production costs.

For India, both climate change and the policies triggered in response pose a significant
challenge. India’s prosperity losses due to rising temperatures are among the highest globally,
given the country's natural conditions. India’s exposure to policy changes at the global level is
mixed: On the one hand, the country ranks high on its ‘climate change performance’, reflecting
low current per capita emissions and strong growth in renewables. The income effects of a
global CO, tax or a Carbon Border tax by OECD countries would be modest. On the other
hand, the low climate efficiency of current energy production and rising energy needs make
India one of the largest contributors to future carbon emissions. A global CO, tax of USD 50 has
been estimated to reduce Indian CO, emissions by 830mio tons, the third largest globally and a
sign of the changes required by Indian companies and consumers.
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Share of global cumulative CO,
emission, 2020
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Specific challenges exist in a number of key areas: First, Indian agriculture will suffer from
changing environmental conditions. And India will need to adjust market regulation, which
currently encourages wasteful use of natural resources, especially water, and over-use of
fertilizers. Second, India has growing energy needs that must be met while minimizing the
impact on climate change. There is ample capacity for solar energy and to a lesser degree wind
energy. For the latter, India needs different technology than Europe given its lower wind speeds.
Ambitious policy action is required in order to enable a transition towards carbon-free energy
that meets demand and avoids disruptions. The rising efficiency of renewable energy has
created huge amounts of stranded assets in coal-based utilities. And third, India’s international
trade and investment relations will also be affected. Where India fails to build carbon-neutral
energy and production systems, it will in the industrial sectors it aspires to develop face rising
trade barriers, especially in advanced markets. But if India agressively pursues the opportunities
to leverage international investment and technology collaboration for efforts that reduce CO,
emissions in India, it will be able to garner economic and environmental benefits.
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O The il to
climb

India is a country that has shown its potential to deliver high and sustained economic growth:
India is among only a dozen countries globally that has achieved an average annual per capita
growth rate above 3.5% over the last 30 years and has during that period never seen its 5-year
moving average annual prosperity growth rate drop below 2%. Over many years growth has
indeed been accelerating.

Still, India has a long path ahead to realize its ambition to reach middle-income and eventually
high-income status. Becoming a middle-income country would translate into 80% high prosperity
(measured at PPP terms) compared to where the country is today. It would translate into a $ 7
trillion economy (measured in FX terms), 2.5x the size of today. Becoming a high-income country
would mean becoming a $ 60 trillion economy; 20x the size of today, and more than 2.5x the
current size of the US economy.

India: Towards Middle income and Beyond
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India needs to increase both labour productivity and labour mobilization to achieve middle
income status. For labour productivity, India is on track — with its current catch-up rate relative

to middle income countries and will reach their level by 2045. For labour mobilization, however,
India has seen the gap vis-a-vie the increase in middle income countries. There needs to be a
significant change in order to achieve the outcome necessary to earn middle income. Further
gains toward high income status will then require a dramattic increase in labour productivity; high-
income countries achieve about 3 times the labour productivity of middle-income countries.

The Shared Prosperity Challenge

India is facing a number of fundamental challenges that it will have to overcome to realize its
significant potential. The first challenge is the lack of getting all of India to benefit from the gains

that have been achieved in aggregate.
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While India has achieved significant GDP and average prosperity growth, this growth has not
been sufficiently shared across society. Inequality has been rising dramatically. The poor have
seen their living conditions improve because of more effective policies to help those in need. But
many of them are only slightly above the poverty line, and their gains disappeared during the
pandemic. Most income gains were registered at the very top of the income distribution. Similar
trends have been visible in other countries as well, but India stands out for the extent of this
imbalance.

India’s average level of prosperity is not matched by its social progress, i.e. those components
affecting the quality of life that are not directly related to GDP. Again, government policy has
indeed targeted "Ease of Living” but the data so far shows India both lagging behind in prosperity
on overall social progress, and specifically on areas related to environmental quality, health care,
and inclusion.

Finally, across India’s regions, there are no signs of systematic convergence in income and living
conditions. In fact, regional disparities have, in some dimensions, increased from already high
levels. Large parts of India remain unconnected to the modern Indian and global economy,
despite improvements in infrastructure connectivity and rollout of basic services.

The Jobs Challenge

The second key challenge is the failure to provide enough good jobs. This is connected to
shared prosperity — job trajectories that allow growth in value creation over time are the key to
sustained prosperity gains. And it is key to unlocking the demographic opportunity India now
has, with rising absolute (and relative) numbers of Indians in working age. But job creation has
essentially been flat over recent years, especially in those manufacturing and advanced service
sectors that were supposed to drive growth.

The Jobs Challenge

Employees as Share of Working Age Population

1960 1970 1980 1990 2000 2010

Source: Conference Board, World Bank, PLFS
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India has seen a dramatic decline in labour mobilization over the last four decades. While
similar trends have been visible in other countries, too, India stands out for the size of this drop
and for experiencing such dynamics at relatively modest levels of income. People dropping
out of the labour force do not have access to any generous social support; they instead

have to eke out a living in household through self-sustaining activities with very low levels of
productivity.

A particular challenge is the low female labour force participation rate in India. Again, this is a
pattern that is not unusual in South Asia but India stands out for the extent of the challenge
that exists. This is not the sole reason for India’s overall low labour force participation; much of
the recent drop occurred among working-age males. But it is an important one and in other
countries, rising female participation has been a key driver of growth.

Finally, the jobs that exist are to a very large degree informal and irregular. This is a challenge,
because such jobs do not provide the opportunities to build human capital and enhance
performance over time. They also provide lower incentives to make investments into physical
and other assets that would drive higher productivity.



The Policy Implementation Challenge

The third key challenge is the failure to achieve sufficient impact from the policies that are being
enacted, particularly on creating shared prosperity and jobs.

India’s strong aggregate growth in recent years has not been the result of luck. It has been
driven by policy choices that have unleashed the dynamism of the Indian economy. The early
1990s saw a critical change in opening the Indian economy to market forces, both internally and
externally. These changes created many new opportunities for those Indian companies and
individuals that had the ability to actively pursue them. More recently, especially since 2014,

the focus has broadened to upgrading the underlying competitiveness of the Indian economy.
These efforts have included infrastructure and skill upgrading, opening domestic markets,
addressing the administrative costs of doing business through bureaucracy and corruption, and
enhancing the efficiency of social policies. These actions have targeted many of the key levers
India has to pull to accelerate its economic performance.

Why, then, have outcomes fallen short of what is needed to achieve India’s ambitions and
expectations? The reforms required and initiated over the last few years are more demanding
in terms of implementation than the initial market opening reforms, three decades ago. They
require action and often coordination across many different levels of government, as well as
across functionally specialized ministries and agencies. Their impact often depends not simply
on executing given policies uniformly across the country but on adapting them to the specific
circumstances in each state, district, or city. This puts high demands on the capabilities of a
much larger group of individuals across the public sector.
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Reaping the winds of change:
Global and domestic trends

India’s future performance will depend not only on how well it addresses the challenges of
today. It will also depend on how well it responds to the changes in the context that it will be
facing over the years to come. Predicting the future ahead is a fool’s errand, maylbe now more
so than in the recent past. But preparing for the future is possible and necessary. India needs to
ensure that its policy choices are robust in view of these changes ahead, and are not based on
an outdated ideas of what it will take to achieve economic development.

For India this future will offer new opportunities as well as challenges. India’s demographic
profile is a major growth enabler, especially given the opposite trends in China and elsewhere.
India’s strong IT skills position it well to serve the rapid digitalization of the global economy.
India economy has large energy needs that have to be met while moving India towards carbon
neutrality. FDI and trade will continue to provide growth opportunities, but the pathways
towards export-led growth based on low labour costs will be increasingly narrow. A more
fractured global economic and political system requires careful manoeuvring.
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© New Guiding
Principles

The India@100 strategy proposes a set of new guiding principles, new priority policies, and
a new implementation model to achieve the transformation that India will need to reach its
ambitious goals over the coming decades.

The direction for the strategy is set by its guiding principles. These principles include a
clarification of the overall goals for India’'s economic development and an articulation of the
development approach that is underpinning policy action.

New Goals: A Broad Ambition
for India’s Future

An effective strategy for India needs to be based on a transparent articulation of the country’s
economic development goals. These goals should outline an ambition that is bold, energizing,
and reflective of the aspirations of the country.

India’s ambition is to achieve middle-income and ultimately high-income status. Prosperity
is, therefore, at the centre of the proposed goals. The diagnostics has shown, however, that
prosperity measured as average GDP per capita is insufficient. And Indian leaders have set
goals like "Ease of Living", regional development, and rapidly increasing renewable energy
production.
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A range of four additional dimensions integrates these different aspects into an overall coherent
articulation of India's ambitions:

+  Prosperity growth needs to be matched by social progress

+  Prosperity needs to be shared across all parts and regions of India

+  Prosperity growth needs to be environmentally sustainable

+  Prosperity needs to be solid and resilient in the face of external shocks

A Broad Ambition for India’s Future

Social Solid
Economic growth that Economic performance
is matched by social

that is resilient in facing
shocks

progress

Prosperity

Sustainable e/

Economic activities that
are carbon neutral and
aligned with environmental
sustainablity

Shared

Economic opportunities
that are shared across
Indian society

All policy actions should ultimately be motivated by their ability to contribute to these goals.
Many actions will support one or more of them, without a negative impact on others. But
there can be trade-offs. Articulating these goals enables a more transparent and evidence-
based discussion of how these trade-offs should be managed over time. The four additional
dimensions are all multidimensional, and less easy to track in one figure than average GDP per
capita. Indian leaders can and should define metrics that capture them directionally to help
track performance and guide decision-making.

The diagnostics suggests that currently India lags significantly behind on creating shared
prosperity. This is also reflected in lagging social progress, with tends to be more important for
those with lower income levels. Policies that focus on these dimensions should be prioritized
now. The diagnostics also show that sustainability will become a dramatically rising challenge
for India, both directly in its impact on living conditions and indirectly as a necessary condition
for competing on global markets. Policies must start putting India on a growth path towards net
zero carbon emissions and environmental sustainability more broadly. Resilience will likely also
gain importance as the global context is becoming more fragmented and volatile.
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A New Development Approach: Broad
Progress through Structural Transformation 2.0

An effective strategy for India needs to clarify the underlying development approach the
country aims to pursue. This approach outlines the crucial hypothesis on how specific changes
in the Indian economy will translate into achieving the strategy’s goals.

The first pillar of the new development approach is the integration of the social and economic
development agendas. The Indiac@100 strategy views both these agendas as fundamentally
connected. A successful strategy pursues policies in these areas that are mutually reinforcing.
Economic growth that does not achieve social development fractures society and ultimately
erodes the very foundations of prosperity. Social progress that is not conducive to economic
development becomes economically unsustainable.

India needs to focus on enabling the creation of competitive jobs for those currently outside of
the active labour market. Jobs that provide pathways to higher productivity enable individuals
to earn their own livelihoods and become self-reliant.

India has made great strides in improving the efficiency of some of its core social programs,
using the “India Stack” to better target those in need. But these policies are no substitute for
efforts that enable those Indians at the bottom of the income distribution to start a journey
towards self-reliance and prosperity through their own economic activity.

Shared Prosperity through Competitive Jobs
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The second pillar of the new development approach is Structural Transformation 2.0, a
perspective on how individual sectors in the Indian economy will contribute to job creation and
growth aligned with the redlities of the global economy. The India@100 strategy acknowledges
that the old model of industrialization has limited economic power given changes in technology
and globalization. Industry remains important but lacks the ability to absorb large numbers

of employees, especially lower skilled workers. Services are becoming critical sources of job
creation already at lower stages of development. But there is a danger that employees in
services get stuck in informal, low-productivity jobs that provide no development opportunities.

India needs to pursue job creation opportunities across a portfolio of service and industrial
sectors. The immediate priority is to identify sectors that can provide entry level opportunities
for those currently outside the active labour force, particularly low-skilled workers and women.
Within these sectors, there needs to be a focus on policy actions that can enable growth

to create new jobs and upgrading to create better jobs. Furthermore, there is a need to
systematically develop sectors aligned with India’s current and future competitive advantages.
While these industries will not provide jobs to the unskilled today, they will provide the source of
jobs for a better skilled India tomorrow.

India has launched a range of policies to support industrialization, in particular, the Make in
India initiative with its focus on investment attraction, Production Linked Incentives, and efforts
to reduce the Costs of Doing Business. These policies aligned with traditional export-led
structural transformation need to be complemented by a wider set of efforts able to support
job creation under the new global economic circumstances.

Structural Transformation 2.0
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©® New Policy Priorities:
Competitive Jobs,

Competitive Firms

The India@100 strategy translates guiding principles into prioritized policy action. The first set
of policies is focused on enabling competitive jobs. Competitive jolbs earn their wages in the
marketplace, support the livelihood of employees, and provide opportunities for developing
capabilities and productivity over time.

The second set of policies is focused on enabling the growth of competitive firms. Ultimately there
will be no sustainable job creation if India cannot enable more productive firms to emerge and
scale.

The third set of policies focused on creating a competitive government will then be discussed in
the next chapter of the report. A competitive government is defined as being able to design and
implement the policies need for competitive firms to create competitive jobs.
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Policies for Competitive Jobs

The creation of competitive jobs is at the heart of India's economic development agendai.
India's working-age population is growing by roughly 10 million annually, soon surpassing China's
working-age population in total numbers. India’s job creation has reached 10 million only once
over the last 15 years, with many years of virtually zero net jobs added.

Working Age Population Trends: India vs China
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The policies needed to create competitive jobs differ by target group, defined in terms of
individuals' labour market status. India’s new development approach has identified low-skilled
and female workers currently outside of active employment as a priority. A second group is of
higher productivity jobs that leverage current and emerging Indian competitive advantages.
As they provide limited answers to India’s job challenges of today, they will be a critical part

of achieving higher prosperity tomorrow. A third group are the children and young people in
education that will enter the labour force in coming years; the profile of their capabilities can still
be aligned with the evolving needs of the Indian economy.
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SECTOR- AND LOCATION SPECIFIC GROWTH INITIATIVES

India’s economy is characterized by huge heterogeneity of circumstances across sectors

and locations. National policies like the Make in India or Skills India Initiative are focused on
appropriate levers in terms of business environment qualities. But their policy focus is too narrow
and generic to address the full needs of distinct sectors and clusters. There are promising
initiatives to empower local decision-makers, like the Smart Cities and One-District-One-Product
initiative. But these efforts are often insufficiently well aligned with national instruments and
funding streams.

India needs to launch a new set of sector- and location specific growth initiatives. These
initiatives can identify the specific needs in a given context, and then draw on the appropriate set
of generic policy tools to pursue a coherent strategy for growth and competitiveness upgrading.
These initiatives will require tight collaboration between public and private sector leaders; they
offer complimentary insights and capabilities that are all needed to design and pursue an
effective action agenda.

The process for identifying promising fields for such initiatives needs to be open, competitive, and
evidence-based. For low-skilled and female workers, critical criteria for attractive sectors are low
entry barriers for women and low skill workers, market opportunities, and the presence of existing
competitive advantages.

Creating Jobs: Health Care Services

Aim Approach

+  Extend the supply of health +  Regulatory changes necessary

care services to open up activities for low-skill
+  Leverage females and low- employees
skill workers in supporting - Strengthen public investment/

health care delivery spending for health care services

+  Leverage digital tools

+ Open up delivery for both public
and private providers

+  Value-based health care
principles

«  Drive pilots, learn from experience,
and scale successful efforts
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The data on female employment across cluster categories or sectors provides insights into where
job opportunities might exist. Some are in export-oriented industries like apparel and textiles.
India has an established position in world markets but has been falling behind rivals like China,
Vietnam, and Bangladesh. Others are in domestic services like health care and education. In
these areas, the needs in India are high, and the diagnostics have revealed relatively low current
spending on health care. A sector-specific analysis can identify the particular actions needed to
unlock the potential for creating competitive jobs in this area.

For low-skilled workers, the analysis of the current skill intensity of sectors indicates that entry
barriers for them are lowest in areas like agriculture, construction, and parts of logistics and
transportation. For the first two in particular, the foremost opportunity is in upgrading the quality
of existing jobs and adding employment opportunities in related and supporting industries. In
agriculture, exports are a key growth area. In construction, services related to building more
renewable energy infrastructure and lower-cost housing can provide future demand.

Improving Jobs: Agricultural Exports

Aim Approach
+  Enhance quality of jobs +  Focus on specific market niches, regions, and clusters
+  Create jobs in related +  Mobilize partnerships from public and private sector
and supporting sectors +  Create integrated action plans that coordinate a

range of policy tools

- Draw on existing plans as far as possible

«  Drive pilots, learn from experiences, and scale
successful efforts

Evolutionary changes vs structural reforms
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There are a number of pilot initiatives that could be pursued alongside full-scale sector
growth initiatives. These initiatives tackle specific issues and could be implemented in
specific regions where groups of private and public leaders are willing to experiment with
new policy concepts.

Female Employment Initiative offers to enable services (safety, childcare) to remove
barriers to female employment in specific sectors and locations

Job guarantees plus tests ways to change current job guarantee schemes to create
private sector employment with pathways into permanent jobs

Clean Construction tests simplified regulations for developers meeting quality
standards over time, adding formal jolbs and build needed housing

For higher productivity jobs, critical criteria include the evidence of existing competitive
advantages, market opportunities, and an alignment with the aspirations of India’s national value
proposition.

The export data indicates a number of high productivity sectors in which India either has already
achieved significant market share or registered significant growth in recent years. The most visible
is IT services, where India has gained a large share in a growing global market. Another one is

in pharmaceuticals, where India is important both as a supplier of APIs (active pharmaceutical
ingredients) and pharmaceutical end products. India still has a smaller market share but rapidly
growing exports in product categories related to telecommunications, electronics, and IT
equipment. Here India has opportunities to position itself as an alternative to China. In some
markets like mobile phones a large and growing domestic market provides a critical foundation
for attracting activity.

An area with large domestic and international market potential is equipment related to reducing
carbon emissions. India has ambitious plans to grow energy production from solar and wind. So
far, a lot of the equipment comes from abroad, especially China. Support schemes like Production
Linked Incentives and Tariff Protection aim to incentives the buildup of local production and
supply chains. But the so far limited domestic market size and questions about the reliability of
demand appear to be holding back their effectiveness. An investment pact in Renewable Energy
with foreign partners in the OECD could be a way to overcome these barriers.
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Jobs and Sustainability: Investment Pact Renewable Energy

4
Aim Approach

+  Support expansion of - Foreign partners providing technology,
affordable, reliable, and production expertise, and funding.
carbon-neutral energy for + Indian government provides
India guarantees for overall level of

+  Create jobs in India in the equipment purchases
production of renewable + Indian regions compete for providing
energy equipment approved sites for production in

i

«  Contribute to global conjunction with energy purchase
carbon reduction agreements

India’s long-term economic success rests on developing a coherent national value proposition,
laying out the specific opportunities and business environment qualities that it provides as

a place to do business. Today, India has gained strong positions in several global industries,
reflecting specific advantages that it has developed. The most prominent example is IT
services, where Indian companies have become leading global suppliers and Indian locations,
Bangalore especially, have become dominant back-office and development hubs. A range

of other specific characteristics can become the foundation of an attractive overall national

value proposition.
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Nurture India’s competitive

advantages to enable high
productivity employment

* Demographics that drive growth; rising market demand
and labour supply are a given
e Existing strengths that are well aligned with the needs

Indicative

Towards a of a digital and globally connected future; home to
companies successful on the global market, a large
thionql Vqlue number of highly-skilled graduates, strong global
oge diaspora
PfOpOSltlon for * Anindependent, democratic partner in an era of
Indiq increasingly politicized global economic relations; India

large enough to matter and steer its own course, but
also small enough to not be considered a major threat
gIObO“y * A country with momentum that promises continued
improvements in competitiveness fundamentals; yes,
many challenges but reforms are going in the right
direction

that resonates

ENABLING SOCIAL POLICIES

Efforts to trigger job creation at different stages of individuals' labour market journey need to be
supported by enabling social and economic policies. Approaching these policies from the goals
of enabling the creation of competitive jobs provides a different perspective on setting priorities
and aligning them with sector- and location-specific initiatives.

For children and young people in education, the focus needs to be on policies that enhance their
development opportunities and employability over time. One critical concern in India is childhood
poverty, that through stunting and other impediments to development reduces children’s
productive capabilities throughout their life. There has been progress in reducing rates of stunting,
but India still ranks below many its peers. Addressing childhood poverty is a social as well as an
economic imperative. And India has shown that it is able to significantly improve its social policy
interventions where the relevant actions have been made a political priority.

Indonesia’s Program Keluarga Harapan (Family Hope Program) is a conditional cash transfer
program that has achieved significant reductions in stunting. India can build on these practices
and combine them with the ‘India stack’ technology solutions that India has successfully applied
in other areas of social policy.
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Another critical concern is the low quality of education and the poor fit of available skills with the
needs of the Indian economy. The New Education Policy and Skills India have focused on these

issues. But it will be critical

to achieve higher impact from these efforts. Priority now needs to be

given to effective implementation mechanisms. Location- and sector-based structures like the

sectoral growth initiatives
workforce skills.

previously discussed will be critical for effective action on upgrading

Peru provides with the Innova Schools an interesting model for providing cost-effective quality
education to students from low-income families. India can draw on examples like these, as well

as on the dynamic community of NGOs and social enterprises focusing on improving education

across India. There are particularly interesting cases for the innovative use of digital technologies

aligned with the Indian co

ntext.

Enabling Social Policies

Priority Action Areas PS

L)
&0

[ _—

> Provide childcare services to

Tackle childhood poverty /" remove barriers for women
toremove a long-lasting entering the labour force

burden on development and create job opportunities

and productivity

Enhance public safety
to remove barriers for
women entering the
labour force

&

Socialand YVl II

Economic Invest in a value-based
health care system to
Development provide better health care

services and create jobs
opportunities in a more low-
skill, tech-enabled delivery
model

Enhance the effectiveness of the
education system, providing K-12
students with strong foundations for
a successful labor market entry
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Providing social services, in particular health care, is in itself an important source of job creation.
The barriers for female workers are relatively low, given the high share of women already
employed in the health care sector. For low skilled workers, however, regulatory rules often require
skill-intensive modes of providing health care. Here regulatory changes need to focus on the
scarce, high-skill doctors on critical tasks, and use technology to substitute skills,and not just
labour. This could broaden the capacity to offer more health care services in more places, without
reducing quality of care and while generating new job opportunities. Enabling social policies are
also important to open the labour market to female workers. The provision of childcare services
and investments in public safety are often critical factors in enabling them to look for employment.

4 N
Pilot initiatives
«  Shared Value India encourages social enterprises and major businesses’ CSR efforts in

addressing vital societal challenges, in particular, those related to child poverty and skill
upgrading programs for the most vulnerable groups

«  Mobile learning everywhere everyone experiments with the use of digital technologies
and local languages to enhance access to educational programs

- J

ENHANCING EFFECTIVE MARKET COMPETITION

India has over the last few years taken important steps to improve its overall business
environment, investing in several dimensions of factor input conditions and taking steps to reduce
the cost of doing business. The location- and sector-specific growth initiatives as well as enabling
social and economic policies are instruments to leverage these improvements for competitive
jobs, especially for those Indians currently outside the modern labour market.

But India will need to do more. The country's reform efforts must move beyond a focus on input
conditions and lower cost of doing business. They need to enable Indian markets to unleash the
power of competition as a driver of value generation. What is needed is not simply a removal
of existing rules and regulations. It is the creation of a regulatory framework that rewards value
creation to customers, enables allocative efficiency, and incentives innovation.

There are a number of policy areas that India should focus on the achieve improvements in the
functioning of markets. Effective enforcement of competition policy requires an alignment with
the new redllities of digital markets and the existing market structures in India. Active policies

to encourage entry and enable the scaling of competitive new firms are important given the
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imbalance between large incumbents and their fragmented competition. Market regulation
needs to be a tool that encourages firms to compete on productivity and value. In markets with a
strong role of government governance and incentives structures are needed to mimic the effects
of market dynamics.

Across these policies, reform management that recognizes the existing political economy of
India is critical. More regional experimentation to better assess the implications of reforms is
needed. Careful policy design needs to ensure that markets are not only freed up but structured
to reward value creation towards societal needs. Astute change management needs to consider
compensating actual or perceived “losers” of reforms.

Policies for Competitive Firms

Job creation on the back of sector- and location-specific initiatives as well as better business
environment conditions will only occur if India is able to encourage the scaling up of more
productive firms. And it will require an increasing share of companies to leave informality and
apply the full range of public rules and regulations.

India’s current policies are focused on entrepreneurship, reducing the costs of doing business, and
on supporting MSMEs. All are welcome but fail to focus on the key challenges that India is facing in
its firm demographics.

+  Entrepreneurship is already high in India. But many of these small companies never achieve
scale. And while the growing number of tech-based start-ups going public is very positive, it
is also reinforcing the divide between a highly skill-intensive but small segment of the Indian
economy that is doing very well and the large remainder in which low skilled workers find few
opportunities.

+  Reducing the costs of doing business is necessary but the current approach has significant
limitations. Reforms are too much based on narrow formal changes, while the reality on
the ground remains much less affected. And an orientation on some key rules captured
by national or international assessments misses the need for a more systemic change in
regulations. A positive step has been the digitalization of government services and reporting
requirements.

+  Finally, India has many individual schemes directed at Micro, Small, and Medium Sized
Enterprises, but too often these policies lack a clear focus on scaling the most competitive
SMEs. An overarching national policy for MSME in India is only now under discussion. In June
2021, the World Bank launched RAMP (Raising and Accelerating MSME Performance), a
$500 million program to support a $4 bn nationwide initiative by the Government of India to
revitalize the MSME sector.
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A comprehensive approach towards enabling the growth of competitive firms has to recognize
that a range of supply and demand-side policy levers have to be deployed in a coherent way.
Removing administrative costs is not enough as long as business environment weaknesses reduce
the advantages that formal, productive firms have against the informal rivals. Removing barriers
to trade can enable incumbents with significant initial performance advantages to dominate
markets, especially when dynamic entrants lack access to capital and other resources.

On the supply-side, reducing the cost of doing business, especially for medium-sized, growing,
and formal firms remains critical. Rules and regulations have to become less of a barrier to growth
and formalization. But it is also the application of these rules, and their enforcement through the
judicial system that has to change. Red tape, corruption, and a slow and unreliable court system
hit growing firms particularly hard. Furthermore, it will also require improvements in infrastructure
conditions like infrastructure and skill availability to enable productive firms to scale their
operations. Access to capital has to be improved; the banking system remains far too skewed
towards large firms and a small group of tech-based start-ups. Competition policy needs a focus
on enabling entrants and keeping market structures from being overly dominated by established
companies. Mentoring and other support mechanisms can provide small growing companies
access to know-how and linkages.
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Enabling the Growth of Competitive Firms

Policy Actions

Supply Side
PRIORITY ind . -
+  Cost of Doing Business, Principles
POLICY o .
judicial system reform «  Focus on effective
AREAS : . .
« Infrastructure, workforce skills implementation
+  Access to capital +  Enable experimentation,
+  Competition policy learning, and then
scaling of policies
Demand side « alignment of nationall
+  Domestic market opening policies with sectoral
+  Trade and investment policy growth initiative to
+  Public procurement achieve policy synergies

*  Scaling Indian Suppliers establishers systematic efforts in collaboration with
PILOT large domestic and foreign firms to qualify Indian for engagement in their virtual

ACTIONS enains

*  Mentors India connects Indian SME leaders with peers and partners in larger
companies to gain insights on how to successfully manage firm growth

*  SBAIndiais leveraging the experience of other countries to develop dedicated
programs, especially tied to public procurement, that enables and challenge
SMEs to grow

* India Firmagraphics would be launched as a joint effort of the Reserve Bank of
India and CSO to develop robust measures of firmographics and on key drivers
of SME growth

On the demand side, firms with growth potential need access to markets. Within India, this
requires infrastructure investment and regulatory changes. The GST reform has been a major step
forward. Beyond Indig, trade policy and facilitation remain important tools to unlock new market
opportunities. Trade has traditionally been dominated by large firms, but digitalization provides
increasing opportunities for smaller companies to serve foreign markets. Public procurement is
another key market that can be more actively leveraged.

The location- and sector-specific growth initiatives discussed earlier can provide a useful
platform to launch efforts for enabling competitive firm scaling in specific fields. These initiatives
can help identify the specific policy actions needed, and connect small companies with the
available resources and communities.

There are a number of pilot initiatives around supplier development, mentoring, and government
programs directed at SMEs that could be used to gain specific experiences on how to best support
the scaling of competitive firms in the Indian context.
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¢ New Institutional Architecture:
Competitive Government

India needs a new institutional architecture to drive more effective implementation. Many

of the policies launched over recent years have appropriate ambitions. But they have had
insufficient impact. The policies proposed in this strategy will likely face the same fate if they are
approached in the same way as the policy initiatives of the past.

The approach to overcoming the implementation challenge proposed here rests on three
elements. First, reframing key policies to better target central levers associated with India’s
key policy goals. Second, enhance coordination across government and between the public
and the private sector to better match policy interventions with specific needs. And third,
align policy design with existing implementation capabilities to enhance the quality of follow-
through. The latter two are the focus of this section; the first was addressed in the previous
discussion of priority policies.

The India@100 Strategy

Towards More Policy Impact: A Three-Stage Approach

India’s Policy
Impact
Challenge

Large amount of policy action
Generally focused on the right issues and with the right aims
But impact is falling short of ambitions and expectations

And how to

address it Enhance coordination

across government

«  Clarify the vertical roles
and responsibilities of
levels of government

Strengthen the quality of
policy design processes

Reframe some central
policy directions

Integration of social and
economic policies to better hit

key goals

Broader sectoral focus through
Structural Transformation 2.0
to align with new realities

Improve public-private
dialogue in the policy
design process

Deploy more location
and sector-specific
policies

Tackle the horizontal
fragmentation of
government across
functional silos
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Towards more effective policy design

India’s policy reforms are generally focused on the right issues and are based on an appropriate
view of general insights on what is needed to achieve impact. But they too often fall short in
achieving impact, because they fail to be grounded in a full understanding of the relevant

firm and market dynamics, and of the specific locational and sectoral circumstances. A better
public-private dialogue and institutional platforms for location- and cluster-specific action are
needed to overcome these barriers.

PUBLIC PRIVATE DIALOGUE

Effective economic policy design and implementation requires an effective dialogue between
the public and the private sector. The private sector has a lot of critical information about
concrete barriers that are holding back job creation and growth. It can assess how firms will
respond to specific policy interventions. And it controls the decisions on firm-level investments
and market strategies that policy changes need to trigger in order to achieve the intended
outcomes. The public sector needs to draw on these insights to design policies that are in the
public interest, deploying the unique legal and fiscal tools that government has at its disposal.

The dialogue between the public and the private sector in India is inhibited by a number of
often deep-seated challenges. Trust in each other is low, and the two operate too oftenin
separate silos:

+  Within the public sector, there are remains of old anti-business sentiments that existed
in the pre-1990 era. While the old socialist mindset plays politically less of a role now,
India needs to resist the temptation of scapegoating of businesses as unpatriotic if their
decisions go against the political intentions of the government.

+ Within the public, there is a perception that markets are ‘rigged’ with powerful firms and
individuals getting better deals. Some complain about crony capitalism, where some private
business leaders benefit from their close links to political leaders; others see the entrenched
interests of the leaders of publicly owned firms that draw on political cover to avoid market
competition.

+ Within the private sector, there are views about the ingrained inefficiencies and the lack
of capability in the public sector that are holding back growth. There is also a tendency of
individual firms or industry associations to pursue narrow self-interest in the interaction with
the government, instead of efforts to benefit the competitiveness of a wider sector or the
Indian economy overall.



M2 | Competitiveness Roadmap for India@100

Each of these views can point to some examples supporting their claims. But each of them is also
failing to see the many instances of where reality is in fact different. India needs a more structured
approach to acknowledging the challenges that exist, strengthening the practices that have
already overcome them, and launching new structures that establish a better dialogue.

India has range of promising practices to build on: Effective engagement with the private sector
on policy design and implementation is visible in specific issues, for example in the sectoral skill
councils that drive workforce skill upgrading. NASSCOM has been an example of a private sector
association that has been able to mobilize a policy agenda that was focused on improving the
growth opportunities for an entire sector, not simply the private interests of existing individual
memibers. There are also a number of new institutional structures like the Board for Advance Ruling
(BAR), the Advance Pricing Agreement (APA) team, and new dispute resolution scheme ("DRS")
introduced in the Finance Act 2021 that all aim to create more stability and predictability in public
policies and their application.

These examples show what is possible. But it is essential to recognize how important it is to make

them the norm. The challenges to effective public-private dialogue outlined above remain very
real, and the temptation to blame rather than collaborate the other is high.

ARSI HAM
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"Vice President’s Secretariat, 2018, The Vice President, Shri M. Venkaiah Naidu addressing the 98th Annual Session of the Associated Chambers of
Commerce and Industry of India (ASSOCHAM), in New Delhi on October 16, 2018, The Press Information Bureau (PIB), 16/10, http://pib.nic.in/newsite/
photo.aspx?photoid=132382. Published under Government Open Data License - India (GODL): https://data.gov.in/sites/default/files/Gazette_
Notification_OGDL.pdf"



Competitiveness Roadmap for India@100 | 113

LOCATION-, SECTOR-, AND CLUSTER-SPECIFIC POLICY PLATFORMS

Effective policy implementation requires aligning policy interventions with the specific needs
of individual locations, sectors, and clusters. It has become increasingly important for India, as
the country has moved further beyond a state where development needs were largely related
to fundamental and cross-cutting issues. This is particularly so in India with its heterogeneity.
The analysis of India’s cluster landscape has shown that locations differ dramatically in their
cluster composition, and sectors have a very clear geographic footprint with a few locations
dominating. Accordingly, what policy actions are needed that is highly location- and cluster-
specific.

India has implemented a range of sectoral policy tools and initiatives. Make in India has
organized its investment attraction activities around sectors, and it can draw on sector-specific
tools like the Production Linked Incentives. Skills India has launched sector-specific skill councils
to strengthen vocational training. India also supports some local clusters, often focused on
SMEs in more traditional sectors

These current efforts are useful as channels to deliver government policies in a more targeted
way. But they are not yet effective in developing growth agenda for specific locations, sectors,
and clusters. What they too often lack, is a bottom-up perspective from the view of the
location or cluster that defines specific opportunities and challenges, and then draws on the
appropriate mix of national and state-level policies to address them. There are some examples
of how this could look like: A high level expert group of private sector leaders developed an
export growth strategy for agriculture that argued for sector (crop)- and location-specific
initiatives and identified specific interventions to pursue.

Other countries provide useful examples for how such a location- and cluster-based approach
can be implemented: Peru has been successful in mobilizing its agricultural sector around

a specific initiative around asparagus. Latin America and Europe have hundreds of cluster
initiatives, many of which play a role as a strategy interface between general policy instruments
and the specific needs of locations, sectors, and clusters. There is a wide variety of institutional
models; there are overall principles of effective cluster organizations but for the specific
structure the most important requirement is to align it with the existing political institutions, and
structural circumstances. For large countries like India an essential task is to combine efforts to
trigger local action with efforts that connect with the national policy debate.
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Towards more effective policy coordination

Effective policy implementation requires the coordination within government. The operational
drivers of a specific policy program might be under the complete control of one government
agency or regional government. But their impact on goals like job creation that government
ultimately cares about depends in almost all cases on the wider set of complementary policy
actions undertaken by other parts of government. India struggles to achieve the necessary
alignment of actions across government, both vertically across different levels of government and
horizontally across different functional ministries and agencies.

INDIAN FEDERALISM

India’s constitutionally defined policies fall either into the domain of a specific level of government
or are a concurrent responsibility. The fiscal federalism structure underpinning these responsibilities
must manage both the higher revenue generation opportunities for the center vs state
governments in relation to their spending commitments, and the significant differences in terms of
prosperity and development needs across the country.

Over the last decade, India has seen a range of policy choices and initiatives that have increased
the opportunities for location-based policies. Most fundamentally, the changes made in 2015-

16 based on the recommendations of the Fourteenth Finance Commission gave more direct

tax share to states, reduced 'tied’ grants from the union government to the states, and created
Niti Aayog as a Think Tank replacing the Planning Commission with its own fiscal instruments.
Another key change was in 2016 the introduction of the Goods and Services Tax (GST) and the
establishment of the GST Council for the central and state governments to deliberate and jointly
take decisions.

Niti Aayog has launched new initiatives like the Aspirational Districts and Smart Cities Mission that
encourage bottom-up action through creating visibility and providing data on what happens
locally. These efforts suggest that individual capacity at the local level is largely sufficient (and
can be complemented where needed) but institutional capacity in terms of governance is often
lacking. While the experience from these programs is encouraging, their impact is held back by
two distinct limitations: They lack the ability to mobilize additional resources and work entirely
through providing visibility and soft encouragement. And they drive fragmented actions, not
comprehensive strategic action agendas to fundamentally raise locations’ competitiveness.

An additional challenge is the insufficient devolution of decision powers and fiscal capacity to
the third level of government, i.e., local and metropolitan entities. Despite the 74" constitutional
amendment, there has been no effective decentralization from state to strong local/regional
entities. This is a particular challenge for large metropolitan regions: Urbanization in India is far
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behind peer countries, and the urban planning choices that will be made now will have implications
over a long period of time.

Overall, India has created more room for decentralized action but lacks a coherent structure

for location-specific policies and effective collaboration across levels of government in areas of
concurrent policy authority. Such a structure needs to align fiscal authority with capacity for effective
implementation. It requires institutions with the appropriate geographic and policy scope and sufficient
clout. How these institutions should look like in detail depends on the specific institutional and political
context.

Towards Strengthened Indian Federalism

A Current challenges India@100

No clear division of labour +  Union government provides
in areas of concurrent information, incentives, and tools
policy authority State (and regional) governments
+  Rising fiscal space for design strategies that deploy
states not systematically central and own tools and
matched with rising resources
capacity Regional and especially
+  Lack of effective entities metropolitan government entities
below the state level are strengthened

Heterogeneity as a Challenge > Heterogeneity as an Advantage

India should emlbed principles for effective location-based policies in existing and new policy
actions in areas of concurrent policy authority. National missions launched by the union
government need to be transparent on funding, governance, and execution roles across the
different levels of government involved. Clarity on these principles, including the resources
mobilized, can help shape realistic expectations towards the impact of specific efforts. State and
local level policies need in turn to spell out which tools and funding instruments from the central
government they intend to leverage.

The task to further develop effective collaboration across different levels of the Indian government
needs to be clearly assigned within the government system. Whether this is best done through a
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new entity or an existing one should e discussed. The international experience shows that such
bodies need to have strong political clout to be successful. Often that means also direct influence
on fiscal flows. Its initiatives around creating visibility for local action, providing information and
analytics to inform local decision-making, and tracking progress to incentivize performance
remain critical. There is room to strengthen these efforts by linking certain projects or initiatives at
the state and local level more clearly with fiscal resources of union ministries. Finally, there might
be room for creating Governing Councils as a forum where union and state-level leaders can
discuss the regional profile of India’s economic development policies.

India needs to live up to the promise of the 74" constitutional amendment and create a strong
third tier of government, particularly in its key metropolitan regions. How the governance
structures at this level should look depends on the specific institutional and political context:
Creating strong new regional entities is one option; creating specific minister-level positions in
state governments with responsibility for crucial urban centres could be another. The allocation of
a share of the GST revenues to the third level of government would be an essential step in giving
the local and regional government sufficient capacity for action.

India can, on its journey towards stronger federal structures, benefit from the experience of
a range of other countries. Each of them has their advantages and disadvantages, and its
institutional structures are heavily dependent on the specific circumstances that exist. But
together, they can inspire the creation of structures that are fit for India.

+ Inthe European Union, a New Regional Policy has over the last few years moved from
“compensating” poorer regions to enabling all regions to grow. Public funding from the EU
is conditional on regions submitting regional “smart specialization” strategies that lay out
location-specific plans for upgrading existing activities and moving into new, more advanced
sectors. The EU also provides regional data, analytical tools, and a collaboration platform for
regions.

+ Inthe United States, cities and metropolitan regions have emerged as strong drivers of
economic and social development and effective sources of policy experimentation. Often
this has required building new coalitions of neighlbouring government entities to enable
coordinated actions. The American Rescue Plan’s Build Back Better Regional Challenge has
recently selected 60 regional alliances that will compete for a total of Ton US-Dollar funding.

+  China as well as Vietham are examples of emerging economies where location-specific
policies and regional experimentation have played a significant role in driving economic
development. In Ching, this approach has been driven by a strong centre setting overall
direction, providing resources, and creating strong incentives while tasking local leaders with
the responsibility for implementation. In Vietham regions have arguably had more policy
clout and there was more direct competition across regions without a controlling central
government voice.
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Colombiais a country that structurally is less dependent on one city as its economic hub

than many of its peers. It has created an institutional structure for competitiveness upgrading
in which a national competitiveness council is complemented by regional competitiveness
councils. There is also an important structure of regional chambers of commerce that play
critical public policy roles. This has enabled both national policy action and locally embedded
initiatives that are aligned with the specific circumstances in individual parts of the country.

/

Pilot initiatives

State/Regional Strategy Challenge Fund offers technical support, co-financing,

and streamlined access to union funding programs for specific investments to states
and regions that aim to develop a comprehensive economic development strategy.
Locations are selected in an open, competitive process based on their commitment to
drive a strategic change process

Regional Competitiveness Institutes set up regional “action-research entities” that are
independent enough to provide regional governments with neutral advice on policy
design and implementation but also close enough to them to be a trusted partner in
these processes. Basque Institute for Competitiveness ORKESTRA as an example and
potential partner for pilots.

The Indian Competitiveness Observatory makes key policy-relevant data across
Indian states and regions available through a national platform. The observatory also
enables joint learning and development efforts around evidence-based policy.

POLICY MAKING ARCHITECTURE

India’s institutional capacity for effective policy design and implementation suffers from
the public sectors fragmentation into several policy ‘silos’. At the union government level,

there are currently 52 ministries and 57 departments. For comparison, the U.S. has 15 federal

departments, and the European Commission has 20 directorate generals with policy-
making and implementation roles. A larger number of ministries can enable higher levels of
specialization. But it also increases the number of interfaces across departments and the

challenges in pursuing “all-of-government” initiatives. There is a danger that too many parts
of government pursue the narrow interests of their respective policy area, while there is no
institutional mechanism to focus government actions on the common goals of the nation. This
becomes further reinforced by career paths’ of senior officials that stay within departments
rather than across different parts of government that have to work together.
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The presence of these silos has become increasingly costly as the challenges that policy
makers are facing have become more interrelated, requiring coordinated policy across

a range of functional policies. The efforts to develop more robust Indian manufacturing
industries is an example. It requires sector- and often cluster-specific efforts around skill
development, infrastructure provision, regulatory reform, trade policy, public procurement
policies, and specific tax or investment support schemes. The overall impact of these policies
requires on their alignment, and thus the effective coordination across the individual ministries
and agencies that govern functional policies.

India has launched a number of ambitious policy missions under the direct leadership of Prime
Minister Modi. In important ways, these missions aim to overcome the coordination challenges
within government by leveraging the Prime Minister's power as a key asset to achieve
alignment. The operational responsibilities for the missions then tend to be assigned to
designated secretariats or agencies. They use the “soft power” of the Prime Minister's ability
to mobilize action, while having limited resources or legal authority to enforce coordination.
Niti Aayog plays a comparable role, also empowered by the involvement of the Prime Minister.
It acts as a coordination mechanism, but mostly through communication and information with
limited budget or legal power.

The Smart Cities and Aspirational Districts initiatives are examples of how such an approach
can create visibility and enable local action. They show that it is often not the lack of local
capacity that holds back change. At the same time these efforts also show the limits of an
approach that does not provide significant new resources, and that lacks the formal clout

to drive broader based strategies engaging other parts of government. Many of the efforts
triggered remain individually useful activities that however do not add up to a comprehensive
strategy for the economic development of these locations. India’s approach towards reaching
the Sustainable Development Goals (SDGs) has at the state-level created promising efforts
to address issues that require across different parts of government. This has been achieved by
flexible cross-government working groups, empowered by the leadership of Chief Ministers.

Overall, India continues to struggle with a policy process that is too fragmented and draws
too little on private sector insights. There are efforts to change this, but more is needed to
make progress on this critical part of India’s broader policy implementation challenge.
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Towards A New Architecture for Indian Policy Making

J, ' Current challenges India@100

+  Large number of +  Creation of new structures
seperate ministries, with authority to align actions
departments, mission, across functional fields and
commissions, etc. IISES

«  Policy initiatives focused -Could be new entity, like
on specific functional A* star and earlier EDB in
policy areas, while Singapore

challenges increasingly -Could be more “goal-based’,

require systemic solutions like in India’s SDG process

across them Important role for apex bodies
in coordinating across these
structures

Functional Structure } Goal-based Structure

Different countries have chosen their pathways to coordination across a functionally organized

n9

public administration, and to enable effective public-private dialogue. What works best depends

on the specific circumstances, including culture, political dynamics, history and the economic
challenges facing a country at a given time. But what is universal, is that successful economies
seem to all have created a dedicated institutional structure within government to implement its
strategy.

«  Singapore's remarkable success in driving growth since gaining statehood in 1965 is closely
associated with the effective government structure it was able to create. The Economic
Development Board (EDB) was a powerful agency to drive the country's FDI attraction

strategy early on; it had the clout to align necessary changes in terms of infrastructure. A*Star

then become central as the country moved towards a stronger focus on innovation and

knowledge-driven industries, with the previous chairman of EDB becoming the new chairman
of A*Star. Singapore had a general policy to move public sector leaders around to ensure that

all of them were focused on the overall interests of Singapore, not the agenda of any single
agency.

+  Finland responded to a major economic crisis in the 1990s with a strong focus on science,
technology, and innovation. A Science and Technology Policy Council (STPC) chaired by the

Prime Minister and including key government ministers and officials as well as universities and

industry representatives coordinated these efforts.
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+  Colombia has created a system of both national and regional competitiveness councils,
focused on policy design and coordination. The regional councils play an important role
in translating national policies into location-specific actions across the country. A parallel
private sector competitiveness council creates a national contact point for these public sector
structures.

+ In Peru, sector-specific "“mesas ejecutivas” institutionalized public-private dialogue to help
resolve specific issues that were hampering productivity and jolb growth in the private sector.
The convening power of a minister and the clear focus on “technical” issues excluding taxes
and subsidies enable effective coordination.

Pilot

+ India has in the past had a more 'tiered” system of ministries, where for example the
lead ministry on infrastructure was supported by more specialized ministries on roads,
railways, and other modes of transportation. The government should explore whether
such a structure could be tested in a particular policy area

+  The government should review its internal coordination mechanisms, including the
creation of a national competitiveness council chaired by the Prime Minister. This
stucture could be potentially embedded into an apex body

+  The sectoral growth initiatives mentioned earlier could also be supported by a powerful
government agency with the ability to coordinate across policy areas. This provides an
important testing ground for sector-specific public-private partnerships
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O A strategic
roadmap

As a strategic roadmap, the India@100 strategy needs to move beyond an action plan of fixed
policy initiatives to be implemented by designated parts of government. This section outlines how
to engage all of government over time.

From Strategic Initiatives to All-of-Government Strategy

The India@100

* Specific policies, tools and programs Specific
prioritized, adjusted, or newly launched agencies and
based on the objectives of the strategy project teams

O

All of government

The action agenda prioritizes an often-small sub-set of government’s overall activities.

The success of the strategy depends not only on the appropriate selection and effective
implementation of these core activities. It is also driven by its ability to achieve a broader
alignment of what the government does elsewhere with the goals, policies, and structures that
the strategy outlines.

All ministries and government agencies should be instructed to review how their activities relate to
the strategic objectives outlined in the strategy. Their objectives should incorporate the ambition
to create more competitive jobs, firms, and government, based on the characteristics described in
the action plan. New programs and legislative initiatives should be systematically tested against
their ability to support these goals, leverage the specific activities outlined in the action plan, and
cooperate with the structures and processes set up to implement them.



Responding to changes

The action agenda has been designed as a reaction to a set of circumstances that will have
changed already by the day it is published. The success of the strategy depends not only on an
action plan that aspires to foresee and prepare for the future. It is also driven by the ability of
the strategy to provide effective guidance and structures to inform policies that respond to new
conditions in ways that remains true to the strategic goals outlined, and that are consistent with
and draw on the actions and structures already proposed.

The aims and principles outlined in the India@100 strategy should provide orientation and
guidance when deciding upon India’s response to new circumstances.

The strategy should be a living document, with regular updates that discuss changes in
circumstances, learnings, and how they affect the strategy. During crisis like the current increase
in energy and food prices, programs and legislative responses should be systematically tested
against their ability to support the strategy's goals, leverage the specific activities outlined in the
action plan, and draw on the structures and processes set up to implement them.
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Impact at different time frames

The India@100 action agenda is in many of its elements time-bound: activities will run temporary
until they have achieved their goals or have for other reasons become less relevant. The success
of a strategy with the very ambitious goal of guiding India towards the 100" anniversary of
regaining independence depends on its ability to also draw on other impact channels that can
influence actions and outcomes over a long period of time.

The India@100 Strategy

From Strategic Action Plan to Roadmap

Policies

«  4S/SDG-based

Sectoral priorities

+ Strengthened

iq acreas wi.th T ombitior)g

high potential for . Sector/Cluster- - Compet|.t|yeness
women and low- based entities (productivity)-
skilled Iobqur.fgrce . Challenge-based boggd growth
Sectoral priorities e s i policies

in areas with - Anational value

Near-term Impact
100dW| Wis1-BuoT

- . government '
existing/emerging - Judicial system proposition around
Indian competitive =l competitive
advantages advantages
Policy priorities +  Location-
in cross-cutting based policies;
dimensions aligned heterogenecity as
with strategic goals a strength

The channels through which the India@100 strategy aims to achieve impact have a different
roles over time. The specific policies and action initiatives proposed will have an impact mostly in
the near term. The institutional structures and changes in processes proposed will have a longer
runway, influencing both policy actions today but also the design and implementation of future
policies that will emerge over time. The conceptual approach and framework underpinning the
strategy can have the most long-term impact. They can influence how India thinks about its
circumstances and ways to improve, also at a time in the future when these circumstances and
thus the policy priorities might look significantly different from today.
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What's next?
Taking the first steps

The distance between today and 2047 appears long. But it is shorter than the time that has
past between the economic reforms of the early 1990s and today. India has no time to wait.
And there might be a window of political and economic opportunity now, in the middle of a
parliamentary term and with some support from the post-pandemic growth bounce. There are
a couple of first steps to build momentum on the path of implementing the roadmap outlined in
this report.

One group of activities needs to be around initiating a national dialogue around this strategy.
The strategy is about choices, and it will be critical to create awareness and buy-in for both

the strategic roadmap and the competitiveness diagnostics that it is informed by. There will

be discussions and disagreement on specifics. That is fine and indeed sign of an engaged
discussion. Much will have been achieved if there is a consensus about the need and principle
nature of a strategic roadmap, and a productive, evidence-based discussions about its specific
elements.

Another group of activities should focus on deepening the specific proposals that are brought
forward in the strategy. Part of this will happen within the government and require a dialogue
with those ministries and agencies directly mentioned in specific priority policies and with others
to explore their response to the general principles outlined. Another part will involve the private
sector, focused on specific sectoral and cluster-based initiatives to develop concrete action
agendas in the priority areas identified.

There will need to be overall guidance to both sets of activities. A specific project group
constituted for this purpose might be the most appropriate way to drive the roadmap ahead.






Note: All images used in the report are for representation purpose only.
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Institute for Competitiveness, India is the Indian knot in the global network of the Institute for
Strategy and Competitiveness at Harvard Business School. Institute for Competitiveness, India is
an international initiative centered in India, dedicated to enlarging and purposeful disseminating
of the body of research and knowledge on competition and strategy, as pioneered over the last
25 years by Professor Michael Porter of the Institute for Strategy and Competitiveness at Harvard

Business School. Institute for Competitiveness, India conducts & supports indigenous research; offers
academic & executive courses; provides advisory services to the Corporate & the Governments and
organises events. The institute studies competition and its implications for company strategy; the
competitiveness of nations, regions & cities and thus generate guidelines for businesses and those in

governance; and suggests & provides solutions for socio-economic problems.

www.competitiveness.in
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