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ABSTRACT  

 Strategy is best defined as “the software of an organization”. It is this software or the common 

thread that integrates the entire organization. Innovation has to be embedded in this strategy. This article 

enumerates the drivers of innovation in India and assesses India’s current potential for innovation. My 

views and suggestions are based on empirical studies and extensive research on innovation theory which 

suggests that rapid innovation is a key strategic driver for organizations and countries alike. This article 

presents views on ‘the factors in India’s culture, economy and competitive markets that influence 

innovation’ and suggests what the country can do to enhance innovation capacity.  

KEY WORDS:  Blue/Red Ocean Strategy, competitiveness, disruptive innovations, Ingenuity, 

patenting output.  

INTRODUCTION  

 The Indian economy has revealed a new growth story. The Foreign Direct Investment (FDI) and 

portfolio investments which have flowed in during the post 1991 period uphold global opinion that 

considers India amongst the leading promising economies. However India still has a long way to go in its 

development flight. It still languishes at a despairing 63rd rank in terms of global competitiveness. Its per 

capita income, human development, basic health and education indicators are amongst the lowest in the 

world. India needs to take a number of policy, corporate and social initiatives to remove impediments to 

building its innovation capacity and be competitive at a global level. Empirical studies have shown that 

great efficiency and wealth creation come from innovativeness. Any nation has to add value by creating 

new products, services and processes by radically altering the way we do business. The world is already 

looking at India as a source of value creation by virtue of its large market size potential and its ability to 

offer cost savings through its low cost, highly efficient, flat accent English speaking skilled labor force. 

This is enough to record impressive economic growth, but to achieve leadership status, as C.K. Prahalad1 

puts it, India must give the world ‘next practices’ and be a source of disruptive innovations that are able 

to radically alter the competitive landscape. In an efficient market, cost arbitrage opportunities and 

market size attractiveness of an economy will eventually diminish over time. Growth impetus can be 

created through the building up of systematic innovation capacity.  
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Red Ocean Strategy Blue Ocean Strategy 

Compete in existing market Create uncontested market space 

Beat the competition Make the competition irrelevant 

Exploit existing demand Create and capture new demand 

Make the value/cost trade-off Break the value/cost trade-off 

Align whole system of company’s activities with its 

strategic choice of differentiation or low cost 

Align whole system of company’s activities in 

pursuit of differentiation and low cost 

 

 In the October 2004 issue of HBR, W. Chan Kim and Renée Mauborgne2, in their article titled  

“Blue Ocean Strategy” argue that competing in overcrowded industries is no way to sustain high 

performance. The real opportunity is to create blue oceans of uncontested market space. The article states 

that creation of Blue Oceans is a rising imperative for companies in the future and that blue oceans will 

be the engine of growth in the future.  

 The authors studied 150 blue ocean creations in 108 companies over 30 industries. The study found 

that 86% of new ventures were line extensions (Red Ocean Strategy)—incremental improvements to 

existing industry offerings—and a mere 14% were aimed at creating new markets or industries. While 

line extensions did account for 62% of the total revenues, they delivered only 39% of the total profits. 

 Innovativeness in a country depends on the sophistication and value creating initiatives of its 

enterprises. To illustrate where India stands, the total number of international patents filed by India’s top 

20 organizations (in terms of patents filed) in a period of five years is less than MIT’s patent output for 

the same period3. Even more noteworthy, obscure organizations like General Hospital Corporation in the 

state of Massachusetts has a patent output more than the total number of patents filed by India’s top eight 

organizations. The per capita patenting output of India is highly insignificant when compared to 

countries like Taiwan. Apologists cite numerous reasons for the comparatively low patent output ranging 

from the high cost of filing a patent to the lack of appreciation of the value of a patent. However, it’s 

beyond dispute that the patent output is an indicator of the innovative ability and by this measure Indians 

(in India) have not been the most innovative of people. 

Defining Innovation 

 Innovation has been a grossly misunderstood and misused word. The word innovation is often used 

synonymously for anything new. Every initiative that brings about positive change in performance gets 

misconstrued as innovation. Also, Innovation is distinct from invention. Invention is the process of 

developing and expressing novel ideas that are likely to be useful. Innovation is the embodiment of such 

ideas/ inventions into new products, processes or services.  
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 As shown in the figure, innovation can be divided into eight categories. Innovation, as people widely 

understand it, happens broadly at three different levels. First, at the most basic level is Ingenuity - an 

ability to get around problems through clever execution. However, ingenuity should not to be confused 

with innovation. Innovation according to Peter Drucker4 is a ‘change that creates a new dimension of 

performance’. Ingenuity does not always accomplish this; it often arrives at the same result in a slightly 

different manner. Second is incremental or sustaining innovation- linear cost or feature improvements in 

existing products, services or processes. Clayton M. Christensen5 defines such an innovation as 

successful attempts to bring better products to established customers in existing markets. The gains of 

such innovation too are mostly incremental. Indian companies of late have been flirting with incremental 

improvements by tweaking their processes, adopting best practices and fiddling with a few aspects of 

their value chain. Finally, Radical or disruptive innovation, attempts to develop new products, services, 

processes or business models for the markets, which have the potential to transform the economies of the 

businesses and disrupt the established players. It is this kind of innovation that India has not been able to 

bring about. The reason for this is a combination of historical factors and the lack of necessary inputs for 

a culture of innovation to thrive- are explored in the following sections.  

Curbed Innovation:  The burden of legacy  

 After-effects of ‘Nehruvian economics’: The essence of the Nehruvian legacy is aptly summed up in 

the instance where Nehru (India’s first Prime Minister) in all seriousness asks ‘Why do we need more 

than one brand of toothpaste’. The post independence era of the license-permit raj stifled competition and 

risk taking. The absence of competition hampered innovation. Rahul Bajaj, head of Bajaj Auto, once 

famously said that his company did not need a Marketing or Sales department, it only needed a dispatch 

department. During these years the waiting period for the company’s vehicles was close to two years. 

Naturally, such an order book position meant that without an inner urge to innovate, no company was 

going to set foot in uncharted waters. Post liberalization the situation changed drastically. Companies 

went into a fire fighting mode to set their houses in order by cutting costs, re-engineering, focusing on 

operational improvement and increasing the marketing budget to counter the MNC avalanche. But even 
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the MNCs who entered the Indian market have concentrated on replicating the parent country business 

model and strategy without fashioning an India specific strategy. Indian companies in turn used the 

MNC’s best practices to craft their new world strategies. A strategy specific to the Indian market- the 

India Strategy- has been missing. This is where Innovation is most likely to erupt. In a recent study (The 

right passage to India), Mckinsey noted that the success of MNCs like Hyundai, LG or HLL has been 

largely a result of their India specific product offerings and competitive pricing decisions. The MNCs 

that came with blockbuster (costly) products and attempted to sell them in the Indian market have fallen 

by the wayside. The Tier III of the Indian society, which has been a dormant market till now, comprises 

of more than 800 million people. Clearly for growth, companies would have no other option but to target 

the rural and sub-urban Indian market. There are early signs of Indian strategies by some innovative 

companies trying to address the rural and sub-urban markets by designing products/services or 

distribution channels specifically meant for the “Indian” market. The relics of the Nehruvian era, the 

preponderance of huge public sector enterprises who were notoriously risk averse, stifled innovativeness. 

Moreover, India for long had been a closed society with an embargo on the flow of capital and 

knowledge. Corporate leaders in India had been prisoners of the past, with a deep-seated need to see 

patterns in the present to confirm their historical assumptions.  

Disregard for Intellectual Property 

 The lack of a proper mechanism and governance to safeguard IP (Intellectual Property) rights has 

hampered the incubation of innovation. A strong patent and intellectual property protection system gives 

innovators and their investors a government guaranteed right to the exclusive use of their innovations. 

The financial benefits thus accruing to the innovators and investors create a virtuous cycle as they funnel 

their money into newer and more useful innovations. The scale of intellectual property piracy is massive. 

There are both economic and social consequences of IP piracy. Without a favorable climate that will 

safeguard the investments in IP, not many corporates will risk their capital by investing in India. This is 

one reason why the amount spent in R&D by private companies as a proportion of the government 

spending on R&D is less compared to other nations. Rampant IP piracy engenders a social culture where 

patents and by extension innovation and innovators are not held in high regard.  

 A notable effect of the IPR scenario in India is that in the absence of strong patent protection for 

products, the innovation efforts have been focused on reengineering. In fact India has built up a 

competency in reverse engineering. Though no mean feat, it’s not as much a source of a growth in the 

future as is the creation of new products. The lack of a strong legal enforcement mechanism not only 

hampers IPR protection but also creates problems in enforcing contractual obligation. This vitiates the 

business atmosphere making it non conducive for business investment. By and large, Indians are wary of 

paying a premium on design/IP and the widely prevalent buying behavior is still of not being 

comfortable with paying anything more than the tangible cost input of a product. Such a domestic market 

demand dynamic obviates value that an innovator can get out of design innovation and has hampered the 

ability of companies to bring about product innovation. India certainly has to gear up its economy, 
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industry and educational system to create IPRs and develop products/ services for the local needs. The 

biggest export of the USA today is IP and in today’s increasingly knowledge based society, the single 

biggest source of value and growth is Intellectual Property creation. Also, the high rate of foreign 

technology licensing impacts the ability of bringing a cost effective product to the market and creation of 

a low-end disruption.  

Skewed educational system 

 Plain data suggests that India is sitting upon the second biggest scientific pool6 (Source: CSIR, 

India) and its university system is pumping out engineers and scientists in large numbers. But taking 

recourse to such data contradicts the patenting and R&D output of Indian firms. One reason is the quality 

and type of education that is imparted, be it at the school or the university level. The course syllabi at the 

school and under graduate level tend to be unremarkable without a focus on knowledge that is of 

practical value to the student. There is a greater emphasis on learning by rote and application of 

knowledge without unleashing the creative energies of the human brain to innovate and improve upon 

the existing body of knowledge. So, while the Indian education system has ensured a supply of skilled 

labor as is evident in India’s success in IT services and the inroads that it has made in manufacturing, 

there is a dearth of researchers and scientists focusing on innovation. Indian Universities are heavily 

dependant on government grants for their research funding, which, with few exceptions, have not 

produced desired results. Successful interactions between academia and industry, which can take many 

forms like new start-ups by academicians, or joint ventures between commercial and academic 

organizations are few and far in between. The academia industry alliance is very strong in countries like 

the US and is a prime source of blue-skies projects that entail industry sponsorship of research in areas 

where the outcome is not clear. Indian academicians also are not as focused on pure research as their 

western counterparts, for whom the research output is a key performance parameter. The quality of PhDs 

churned out of the Indian universities fare poorly in comparison to their western counterparts. This can 

be attributed to the fact that only a small fraction of the PhDs get absorbed in the industry and the vast 

majority have to enter the teaching profession, which, in the absence of consulting projects is a low 

paying activity. MNCs are setting up their R&D labs in India which would surely lead to the creation of 

the right environment and develop network externalities that would help Indian companies and research 

centers to significantly improve their standards. Like in other products and services, we should hope that 

competition and investment would significantly increase the efficiency and quality of R&D.  

Lack of data 

 Innovation and the resultant product are brought to the market after detailed analysis of consumer 

data and repeated test marketing. Only when businesses are able to correctly define market segments and 

are able to position their products appropriately for the target market, will the products connect with the 

consumers. Unlike in western countries, the databases available in India are limited. There is a lack of 

complete and accurate information on consumer demographics, the industry players, buying behavior and 

so on. This makes the job of predicting the market potential of the innovation or devising a go to market 
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strategy for the innovation difficult. The uncertainty rising out of this problem inhibits the pursuit of 

product/service innovation. The data collection methods are skewed towards urban respondents who do 

not reflect the true face of India. Inaccuracies also creep in, as research is not of a sufficiently high 

quality. Not surprisingly, the poor quality information leads to suboptimal decision making  

Lack of risk capital 

 The Economist cites (in the ‘Vital Intangibles’) the ready supply of risk capital as a prime reason for 

the success of Silicon Valley. VCs provide equity investments in promising companies that are not 

mature enough to get access to capital markets on their own. Large VC funds are not the only reason for 

the significantly high entrepreneurial activity in US; what is probably even more important is the other 

institutions of micro financing. There are four level of financing7 in the US that provides entrepreneur 

funding, right from seed capital to multi billion-dollar funding. The first level- seed financing- is 

provided by friends, family and/or the local high net worth individuals. This is probably the most crucial 

source of funding because most ideas could just die out at this stage for want of finance. The second 

level of funding, which could range from a half to a couple of million dollars, is provided by small 

boutique of local VC funds. The third level of funding ranging from a couple of million dollars to ten 

million or more is provided by a large VC fund. Finally, the fourth level is of stock markets and banks 

that fund the venture with equity and debt. Traditionally in India, financial institutions and banks were 

the only sources of capital for an entrepreneur. Like other large FIs, they used to be very conservative in 

their lending. The lending parameters were based more on the pedigree of the applicant than the quality 

of the business idea. There was a lack of an institutional framework that could assist in lending to 

entrepreneurs planning to set shop on the basis of a new technology idea. Also there were sectoral caps 

on the amount of FDI coming in, and even now not all sectors can avail of FDI. But post liberalization, 

quite a few sectors have opened up to FDI and the cap has been raised. Also, many venture capitalists are 

setting up shop in India. With the dramatic increase in the foreign investment into the country, the 

amount of risk capital available to new businesses is slated to rise. However, the real concern is whether 

India can develop the micro financing infrastructure where local high net worth individuals use their 

money to fund new ideas instead of investing in real estate and capital markets. Although the country can 

develop a strong government sponsored micro financing infrastructure - usually focused on funding 

projects of social utility - we feel that market driven and profit-maximization oriented funding is what is 

really required to fund innovative ideas with the potential to create market disruption.  

Limited Industrial Clusters 

 Innovation is heavily influenced by clusters - a regional concentration of a group of related and 

supporting firms. Clusters characterized by the presence of suppliers, customers and skilled resources are 

great promoters of innovation. After the number of firms in a cluster reaches a critical mass, owing to 

cross industry linkages, the degree of innovation grows exponentially. India has experienced limited 

cluster development, with a few exceptions of isolated clusters in Kanpur (leather), Ludhiana (hosiery) 

etc. It’s only in the last decade that technology clusters like Bangalore have come up. The Government 
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plays a key role in enabling the development of clusters. The creation of Silicon Valley in California, 

owes a lot to the liberal California laws, which valued individual enterprise and easy creation of spin 

offs. The creation of clusters, as a matter of state policy, by creating Special Economic Zones (SEZ) and 

giving them tax-free status is a recent development in India.  

Low risk appetite for intangibles 

 Indians exhibit exceptional ingenuity in making things work or adapting them to suit the Indian 

environment, but have not demonstrated the same facility in the creation of new products and services. 

This can be attributed to the low risk appetite of the average Indian. Specifically, Indians lack the 

appetite to invest in intangibles owing to an inherent disregard of their value. India has supplied raw 

materials and other factors of production to the world rather than finished products and capture the 

maximum value add. These actions are driven by a desire to enjoy the country’s factor advantages and to 

do what seems to bear the lowest risk.  

Way Ahead  

 These above mentioned factors have had a negative impact on the innovativeness of India Inc. But 

the Indian industry is at a threshold where it can unleash innovation, as these same factors are changing 

for the better and the present global economic environment favor the country. The Indian Market: One 

vital factor/ opportunity that has the potential to counterbalance all the negative factors affecting the 

innovation efforts in India, is the country’s vast low-end market for products and services. Compared to 

the developed countries, India’s low-end market segment is extremely low in terms of per capita income 

and life style. However, the size of this market is bigger than the total market in several large countries. 

In ‘The Innovator’s Dilemma’ Clayton Christensen proposes the theory of disruptive innovation. 

Disruptive innovations invariably take place at the low-end of the market or in a new market that never 

existed before. Companies can disrupt at the low-end of the market through low-cost business models 

that grow in strength by picking off the least attractive of the established firms’ customers. New market 

disruptions induce incumbents to ignore the attackers and low-end disruptions motivate the incumbents 

to flee the attack. Significantly, many large companies are wary of low-end disruptions primarily because 

such disruptions typically do not command high margins and market size to start with. Owing to this, 

incumbents focus their efforts on increasing their profitability and margins by concentrating more and 

more on high value consumers/ businesses. However, in India these disruptions can make up for the loss 

of margins with volumes. In the developed markets, companies tend not to innovate too much at the low-

end, as the market size of the low-end segment, with a few notable exceptions, is limited. India scores 

heavily on this count as the huge market in India is essentially low-end with customers (80% of demand 

is to come out of middle or lower segments- Source: Mckinsey study in ‘The right passage to India’)8 

who are being poorly served and hence a very fertile ground for profitable low-end disruptions.  

 Founder Led Businesses: One factor, which does not look too good for corporate governance but 

will contribute greatly in creating a culture of innovation in firms, is the presence of a huge number of 

family owned businesses in India9. In countries with highly developed capital markets the market 
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pressures of meeting the quarterly estimates of growth and profitability have led to corporate actions 

focused on short-term growth, whereas innovation requires a long-term perspective. In addition, the 

shorter tenures of corporate leaders and democratic style adopted by professional managers lead to near 

term safe initiatives by corporate leaders whereas innovation efforts often call for bold initiatives and 

persistence. Professional managers, often find it difficult to push innovation that may seem counter 

intuitive to other people in the organization. The founder led and family owned businesses in India, are 

ideally suited to drive innovation because they can go in for long-term initiatives without being unduly 

perturbed on packaging their initiatives for the approval of the board or the financial markets. Innovation 

needs high profile champions who can drive initiatives within the company. A leader of a family owned 

or a founder led business has an advantage in inculcating innovation amongst the rank and file because 

the leader has the requisite political clout and the self confidence to over ride established processes in the 

interest of pursuing disruptive opportunities. 

 Lack of system legacy: Flexibility in systems and thinking is the primary factor for innovation to 

bear fruit. Culturally, Indians have been rigid and slow to change. In stark contrast, the relative lack of 

legacy systems and technologies in India mean that this will provide a major boost for innovation efforts 

in the short run. Often, it becomes difficult for companies to adapt to new technologies without 

overhauling their current processes and technologies. For companies to quickly replace their current 

systems with new ones mean terrible costs and disruption in operations. Hence, the option for such 

companies get limited to pursuing incremental innovations tightly tied to their existing operations and 

technology base. This in effect slows down the technology adoption cycle. A large majority of Indian 

corporate houses, are not tied to proprietary systems or technologies and can rapidly adopt and roll out 

new technologies. This provides a base for generating disruptive innovations through the skillful 

utilization of technology and systems. Countless examples from the airline, banking and logistics 

industry testify to the fact that smart users of technology stay back from the cutting edge, waiting for 

standards and best practices to solidify. This ensures that they do not bear the heavy cost of 

experimentation. As Nicholas Carr10 in Does IT Matter notes, “When it comes to IT, the tortoise often 

beats the hare”. This is a distinct advantage that India Inc possesses. Most companies in India have not 

aggressively invested into technology/systems and thus are at an apt stage for adopting proven and cost 

effective technologies.  

 Social Diversity: Innovation thrives in an environment of freedom and diversity. India’s great 

societal diversity, be it language, ethnicity or culture, makes for a heady combination for the cross-

pollination and fertilization of ideas that breed innovation. Leveraging the diversity in India, innovation 

can take root in a quintessential grass root set up using the culture, traditions and environment to develop 

products/services for the Indian market. Blending indigenous knowledge with modern science has the 

potential to develop new technology/products. For instance, there is great scope to develop 

pharmaceutical products, environment friendly technologies based upon appropriate blends of traditional 

wisdom and modern science. Indian industry and academia can also tap the invaluable experience and 

contacts of expatriate Indians who have been an important part of the innovation businesses abroad. The 
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innovation experience of the expatriate Indians can be gauged from the fact that over 30% of Silicon 

Valley start ups are backed/ founded by Indians (Source: SEBI report on Venture Capital in India)11.  

 Quest for knowledge: Indian society is notable for its appreciation and quest for knowledge. The 

genesis of this value may be attributed to the ancient varna system, where the social hierarchy was 

defined by knowledge and not by power. Over a period of time, however knowledge and the consequent 

power got concentrated in the hands of a favored few and left vast sections of society emasculated. 

However, there is no denying the fact that knowledge and its correlation with material progress has got 

ingrained in the Indian psyche. The quest for knowledge forms bedrock for the growth of a knowledge 

based society that can leverage knowledge as a tool for rapid innovation.  

CONCLUSIONS 

The Indian economy has been unshackled and a new vision of India as a major player in the global 

setting is getting crystallized. Globalization and technological advances have gifted India the competitive 

advantage to position itself as a low cost and reliable source of goods and services. India can continue to 

use these advantages to maintain the current growth trajectory for quite sometime. But, commoditization 

can dilute these natural advantages away over time. A better and a long term approach should be to build 

a national capacity for innovation. Building this capacity is a long and arduous task that can be 

accomplished with the commitment and dedication of the government and other stakeholders. This will 

generate long term and sustainable value to command global leadership.  
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