


3Translating India’s Economic Growth to High Value Jobs

Contents

I. Startups and SMEs as a solution to India’s Economic and Job Growth Challenges .............................. 4

II. Major Gaps in India’s Startups and SME Policies ................................................................................. 4

III. Proposed Startup Vision & Strategies ................................................................................................. 5

IV. Policy Framework for Creating Startups and Accelerating Growth of SMEs ..................................... 6

V. Policy Framework for Skilling Workers for Quality Jobs Created within Startups and SMEs .............. 9

VI. Recent Policy Initiatives .................................................................................................................... 10

VII. Closing Thoughts ............................................................................................................................ 11



4

I. Startups and SMEs as a solution to India’s Economic and Job  
 Growth Challenges

As India replaces China to become the fastest growing emerging economy, it is important to understand 
the nature of India’s economic and job growth over the last several years and its implications for the 
longer term. Growth hiccups notwithstanding, India’s cumulative GDP growth in the 2005- 2012 period 
was a remarkable 54%. During that same period India’s net new cumulative job growth was only 3% or 
15 million net new jobs, a little over 2.0 million per year¹. This is an extraordinary disconnect, especially 
since the workforce was growing by 6-7 million job-seekers annually. Given India’s current trajectory, 
job growth is the primary challenge for India’s policymakers, a challenge that will grow dramatically in 
the next ten years.

Here’s why. At an annual growth rate of 7%-8%, the GDP will roughly double in the next 10 years². 
Meanwhile the number of workers entering the workforce will increase to 8 million each year i.e. 80 
million net new job-seekers through 2025. At the current job creation rate of 2-3 million jobs/year, a 
maximum of 30 million new jobs will get created over the period. This implies a job creation gap of 
about 50 million jobs in the next 10 years, with at least 30-35 million of these in manufacturing and 
services.With the rising expectations of the workforce and India’s need for more skilled labor, most of 
these jobs will have to be Quality Jobs i.e. paying at least Rs. 15,000 per month3.

Notwithstanding India’s rejuvenated growth impetus, the economic situation, therefore, is far from 
comforting. The current economic and job growth trajectories are not going to fulfill the aspirations 
and even bare requirements of India’s growing and youthful population. Existing business entities 
and traditional sources of employment are proving to be woefully short in providing the thrust 
needed, particularly in today’s competitive, globalized and fast-changing environment. Globally, it is a 
well-established fact that 60-70% of all new jobs in every economy are created through small businesses, 
whereas large businesses tend to optimize their growth through productivity increases. The need of the 
hour is to build a vibrant and innovative ecosystem in India that is attuned to the ever-changing demands 
of the current national and world economies and the new processes of satisfying them. A mushrooming 
of startups and accelerated growth of established SMEs all over the country is, virtually, the only way out.

II. Major Gaps in India’s Startups and SME Policies

If India’s much discussed rank of 130 out of 189 in the World Bank’s Ease of Doing Business is 
unacceptable, it is worth pointing out that India ranks far worse in the Ease of Starting a New Business 
(one of the components of the Ease of Doing Business) – 155 out of 189. A few of the reasons for the 
current dismal state of affairs are discussed below:

1. India’s economic growth planning and policies are largely devoid of any emphasis on 
job growth planning and policies: Much of India’s current woes regarding economic and 
job growth stem from a virtually complete lack of entrepreneur-friendly approach to economic 
planning over the decades. Entrepreneurs were all but harassed during the socialist era, but even 
after liberalization, successive regimes have done little to explicitly champion entrepreneurship 
and create an environment conducive for new businesses or accelerating growth of existing small 

1  Mehrotra, Santosh, Jajati Parida, Sharmistha Sinha, Ankita Gandhi (2014), Explaining Employment Trends in the Indian Economy: 1993-93 to 2011-12, 
Economic and Political Weekly, Vol XLIX, No. 32, August 9, 2014.

2  Estimates made for the Wadhwani Foundation by Professors Santosh Mehrotra and Jajati Parida. Available upon request.

³ Just about enough to ensure $2 per head per day for a family of four.
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businesses. While “new business starts” is routinely used as an economic indicator for conducting 
monetary and fiscal policy in many developed countries, in India neither has the concept ever 
been used in policy making, nor is there an attempt or mechanism to record and measure the new 
business starts happening in the country.

2. Lack of financial access for startups: Even after more than half a century of economic policy 
making, startups find it difficult to access institutional funding and hence new business starts of 
mentionable scale remains restricted to entrepreneurs with access to family funding. The Indian 
angel funding and venture capital industry remains rudimentary and the multiple government 
agencies providing subsidized, priority-sector loans to small businesses remain inaccessible to 
startups owing to severe red-tape and procedural delays.

3. Two decades’ post-liberalization, India is still a maze of red-tape for an entrepreneur: 
Stemming from a lack of forethought to support the entrepreneur and sensitization to the 
grass-root challenges of setting up new businesses as well as the inevitable desire for rent-seeking, 
the process of obtaining the necessary permits for starting a new business remains a landmine 
for any entrepreneur. Stories of potential entrepreneurs that have given up mid-way through the 
regulatory process are fairly common. 

4. Failure to remove multiple obstacles to entrepreneurship & growth of SMEs: Much needs 
to be done to improve the ease of doing business in India, especially for SMEs. It takes too long 
to start a business, operate a business or close a business, due to multiple formalities involved. 
Archaic size restrictions continue to pigeon-hole enterprises into unviable, ineffective and inflexible 
categories. A well-crafted Startup Policy, free from errors of the past, should be able to effectively 
unlock the situation. 

5. Failure to provide adequate infrastructure in Modern Industry Clusters: In the 1,100 
modern clusters lies the best opportunities for business and job growth. There is an urgent need 
to provide a serious policy incentive for the development of these modern industry clusters, which 
requires a focus on brown field (not just green field) sites. Therefore, a higher allocation needs to 
be made than what is being presently allocated under the cluster development program in India, 
as SIDBI has limited resources/finance for its industry clusters. 

It is the brownfield sites of the 1100 modern clusters that must grow for the manufacturing output/
employment to expand in India, which requires public investment in infrastructure – both physical 
and social – that must focus on the middle-tier cities instead of mega and large cities. At this stage, 
it is critical to have synergy in planning for the cluster program and the AMRUT program, so that 
the objective of job creation is one of the outcome objectives.

III. Proposed Startup Vision & Strategies

The policy vision should:

• Make India a world leader in job creation, especially for quality jobs by empowering 
startups and entrepreneurs, and enabling small and medium businesses (SMEs) to grow 
without shackles 

• Make India a nation of entrepreneurs where every potential entrepreneur feels it safe to 
attempt a startup, is supported by a regulatory and financing ecosystem designed with 
the entrepreneur at the center, and make a quick and honorable exit if the venture fails
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Deriving from the above policy vision, it is imperative that the Government of India adopts a stated policy 
goal to create 50 million additional quality non-agricultural jobs above the current baseline 
trajectory over the next 10 years.

Strategy 1: Jobs Advisor at the PMO: One of the best ways to achieve this would be to create an 
office of a Startup/SME focused Jobs Advisor to the PM, based in the PMO. The Startup/SME Advisor 
would be responsible for ensuring alignment between economic and job growth policies to achieve 
the overall startup creation and SME acceleration objectives, recommending policies for facilitating 
startup growth, adopting best practices from States with successful job growth programs, reviewing the 
performance of startups and SMEs in the subject, and monitoring the outcomes actually being achieved 
overall and in each ministry and State.

Strategy 2: Enable Startup India through an integrated approach: From the startup through 
growth phase, there should be an integrated set of policies and investments for specially empowering 
startup and SME entrepreneurs. Startups need help from multiple ministries across all three levels of 
federal administration, most importantly at the State and local level. The celebrated “single-window” 
approach has so far worked better in some States than others. Coordination across silos and ministries 
have always remained a challenge for Indian policy implementation. The need here will be to design 
policy with the entrepreneur at the center, not the ministries in question.

Strategy 3: Help Startups and SMEs become more innovative: As the marketplace is becoming 
increasingly globalized and competitive with fast-changing technology quickening obsolescence of 
products and processes, only the most and continually innovative enterprises survive and succeed. Most 
developed nations have specific competitive programs to fund and reward research and innovation among 
startups. Indian startups deserve the same support to operate in a level playing field. The Government – 
both at the Center and in the States – acts as an engine of growth in most sectors, which for a country 
like India, have the size of many national markets, for instance, Defence and Railways ecosystems. These 
and other such large footprint ministries ought to run competitive programs rewarding innovation in 
startups and SMEs. Innovation in startups and SMEs would certainly take India a long way in realizing 
major initiatives such as Make in India, Smart Cities and Digital India.

Strategy 4: Create an Integrated Vocational Training & Education (VTE) Ecosystem along 
with an entrepreneurship education emphasis. One of the biggest challenges that entrepreneurs 
across the country face today – at the same level as financing and regulatory red-tape – is access to 
skilled manpower. While startups may not be the only businesses feeling this pinch, they are more likely 
to lose out because of this. Skilling of India’s labor force, therefore, is a key pro-entrepreneur step that 
the government needs to urgently take by creating high quality education and skilling ecosystems across 
high schools, ITIs, community colleges, polytechnics, degree colleges, vocational training providers 
(VTPs) and employers.

Strategy 5: Leverage technology to accelerate both job creation and skills initiatives at 
massive scale, by adopting innovative ways of doing things (like teaching, training etc.) and benefitting 
the overall community at large.

IV. Policy Framework for Creating Startups and Accelerating Growth 
 of SMEs

India needs a million growth-focused startups and several million of its small businesses to become 
dynamic growth businesses, each ideally creating at least between 10 and 50 jobs. The Government 
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of India through a clearly enunciated Startup policy should play the role of an enabler and facilitator 
with an integrated policy framework that encourages and enables business growth at all stages of the 
business lifecycle, from startup to small and medium businesses, rather than penalizing businesses 
with ever stricter rules and regulations as they grow. This framework should include the following 
policies:

1. Make Entrepreneurship Education Ubiquitous: India needs a world class entrepreneurship 
education curriculum, which should ideally be a blend of both online and experiential learning. 
Educating and equipping of potential and early stage entrepreneurs through entrepreneurship 
education would certainly help India in the long run. We applaud the recent policy announcement 
by MSDE to integrate entrepreneurship education in the mainstream curriculum for 3000 colleges 
across India. This would create a pool of 250,000 to 500,000 prospective entrepreneurs each 
year, over 2.5 million over 10 years. If only 10% start their own companies and hire 5-10 formal 
workers each, this would add more than 1.25 million high quality jobs, plus the indirect job growth 
in their suppliers. It would be really beneficial to make entrepreneurship education as a part 
of the core curriculum at all engineering and business colleges. On the other hand, internship 
opportunities with startups would certainly help students acquire skills & necessary experience, as 
to what it takes to start an enterprise. From the larger perspective, an Introduction of Massively 
Open Online Courses (MOOCs) on entrepreneurship would certainly help businesses & students 
in widening their knowledge base and grow.

2. Make it Easy for Startups. To actively contribute towards the Indian growth trajectory, we need 
millions of startups, mostly outside the tech sector. Presently, the system is very complicated. 
So, there is an immediate need to introduce a whole package of policies that makes it easy to 
do business like an online single-window 24-hour registration and clearance, simplified online 
reporting to local, State and Central authorities, IP protection, flexibility in hiring and firing, relief 
from labor laws regardless of scale, bankruptcy etc. The Government of India is already taking 
necessary steps to improve the ease of doing business, which we hope would certainly give 
encouraging results in the long run.

3. Reward Small and Medium Business Growth: SMEs are the backbone of any nation & 
their development is integral to achieve long-run and sustainable economic growth. As the 
labour-capital ratio is much higher in MSME sector (contributing significantly to manufacturing 
output, exports and employment), focusing on the growth of MSMEs will definitely provide a 
stimulus to the manufacturing sector employment. Like China, adopting the cluster approach, 
availability of bank credit would enhance competitiveness of the MSME sector in India. In India, 
70% of the job growth in the 7-year period through 2012 came from businesses with more than 
6 employees i.e. from the Small & Medium Businesses (SMB) sector, not from micro-enterprises. 
In all other developing economies SMBs are the primary engines of growth. Yet our policies favor 
micro-enterprises, many of which are sub-scale and low productivity, and penalize SMBs. There 
is a need to eliminate the archaic boundaries which defines the India’s MSME sector classifies 
businesses as Micro if their capital investment is < 25 lakhs; Small if < 1 crore, Medium if < 10 
crores, and then provides direct and indirect incentives to just micro and certain small businesses. 
Thus, incentives should be provided for achieving growth and not based on size. If a capital 
limit is somehow necessary we should make it 100 crores, which is only $15 million, a small 
number in today’s capital intensive economy. We should try to eliminate the differences between 
manufacturing and services businesses, all quality jobs should be welcomed. In addition, there are 
certain products that are reserved for manufacturing only by the micro sector, even if subscale and 
unproductive. Let’s provide tax credits based on the number of new quality jobs created.
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4. Increase Funding to the Small & Medium Business Clusters (as defined by MSME) with 
the Highest Growth Potential: The existing Cluster Development Program (CDP) aims at 
addressing the needs of industries, through well-defined clusters and geographical areas to enable 
them to achieve economies of scale in terms of deployment of resources as well as focusing on 
the specific needs of similar industries. An effective Cluster Development Program, with efficient 
funding, skill development & technological support will definitely enhance labour productivity, 
which in turn would facilitate international trade. Cluster development is a very good initiative 
but all the clusters are not created equal. Thus, The segmentation of 1,100 Small & Medium 
Business (SMB) clusters based on their products & services, economic and jobs growth potential, 
and provision of 10- 20 times more funding to clusters with the highest growth potential would 
definitely boost the quality Jobs.

5. Establish a Startup & SMB Growth Corporation: A Public-Private Partnership (PPP) model 
based corporation can be formed to help startups and Small and Medium Businesses (SMBs) 
grow, especially those outside the technology sector. This corporation should expand, upgrade 
and manage the Entrepreneur Incubator Program, help in making each incubator a local center for 
entrepreneur and small business development. It can also help in developing Small and Medium 
Enterprises (SMEs) growth programs, including training programs and can provide a platform to 
mentors, angel investors, infrastructure, low cost facilities and other resources.

6. Startup & Small Business Innovation (SSBI) Initiative. Government of India should accelerate 
growth of startups and Small & Medium Enterprises (SMEs) by providing annual innovation grants 
to develop IP-based products, which have high-growth and job creation potential. These projects 
should be selected on an open, competitive basis. This would help in accelerating Startup India 
and growth in SMEs. Currently, this kind of program is being implemented on a limited scale, 
only in the Department of Biotechnology, Government of India. Various GOI ministries, including 
Defence, Railways, Transportation, Energy, and Science & Technology should each fund 1,000 
innovation grants annually for the next 5 years, focused on accelerating innovation in areas of 
importance to their ministries and that serve the needs of their sectors. This initiative drives 
innovation for several of PM Modi’s initiatives, including Make in India, Startup India, Smart Cities 
and Digital India.

7. Build SME Ecosystems for High Value Manufacturing for Defence, Railways and Digital 
Infrastructure, in support of Make in India, Smart Cities and Digital India initiatives. Smart 
cities provide environments to experiment technologies & applications, therefore potential for 
business creation & entrepreneurship should be stimulated. The manufacturing growth can be 
further boosted by focusing on SMEs, which have good baseline. Their domain expertise can be 
accelerated with policies that include long term contracts that are not subject to annual changes and 
re-negotiations. Access to Intellectual Property from DRDO and defence labs, quick approval of 
Joint Ventures with global partners (who will transfer Intellectual Property to India), and simplified 
policies for use of defence procurement offset funds will go a long way in supporting Indian SMEs.

8. Tax Incentives to Angel Investors for Long-term Investments in startups and small businesses 
can be provided, based on the number of permanent jobs they create-introducing financial 
incentives for startups, on the lines of a ten years tax holiday, which was originally provided to the 
software companies in India. A similar fiscal benefits to startups may also prove to be beneficial. 
It is also recommended to incorporate ‘tax pass through’ for angel and venture capital funds, and 
incentives for R&D.

9. Provide Low Cost Debt Capital to SMEs: According to the Global Competiveness Report, 
India performs relatively better in terms of the development of financial markets. The Doing 
Business Report also finds getting credit relatively easier. In contrast, the existing reports focusing 
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on MSME/informal sector invariably find finance a major hurdle in their functioning. Thus funding 
is essentially a problem of the MSME sector. There is a need to further incentivize all the existing 
commercial and government owned banks to provide low cost debt to businesses that meet certain 
performance and growth criteria, even if they don’t have hard or tangible assets, by guaranteeing 
80-90% of this debt. This is especially necessary in the new world in which IP and intangible assets 
may far exceed hard assets.

V. Policy Framework for Skilling Workers for Quality Jobs Created  
 within Startups and SMEs

Skill Development is a key requirement for startups to succeed and a challenge that requires a set of 
wide-ranging and consistent policy measures rather than a single “silver bullet” as a solution. Many 
economists estimate India’s skilling needs in terms of hundreds of millions of workers. Yet the reality is 
that India created only 15 million net new jobs in a recent 7-year period, about 2.5 million/year. So it is 
not the large numbers that are critical. It is about making sure that we are providing the right kind of 
skills to add value to employers, particularly startups that innovate and experiment with new technology 
and processes. Over the next 10 years India needs to skill about 50 million for quality jobs, with 70-75% 
of these in Manufacturing and Services, above the existing baseline. Policy ideas to achieve this objective 
include:

1. Vocationalization of High Schools: There are important lessons to be learnt from China’s 
successful Technical and Vocational Education and Training (TVET) initiative and its continuous 
improvement to respond to changing market-driven, localized services and manufacturing 
industry needs.

2. Reinvention of ITIs: India needs to massively transform the ITIs to make them more market 
responsive to local needs, upgrade the curriculum, provide competency-based skills including 
soft-skills necessary for successful placement, leverage technology to improve curriculum delivery 
and increase scale, more than double their training capacity, and increase sustainable placement 
rates for quality jobs to 75-80%.

3. Worker and Employer Centric Engagement with VTPs: GOI should provide incentives to 
students, employers and VTPs based on the actual long-term placement of VTP graduates in 
quality jobs. 

4. Massive Apprenticeships Initiative: Apprenticeship opportunities in India are presently 
insignificant when compared to the size of the economy, unlike China which has a large and 
effective apprenticeships program. One policy solution to this could be to pay students a stipend 
for up to 12 months of apprenticeship training, to make the apprentices available to employers 
at no cost, and to provide a tax credit or CSR credit for each such apprentice who is formally 
certified by the employer as being employment-ready. Employers would not be asked to make 
commitments to hire their apprentices.

5. New Approach to Vocational Training & Education (VTE) Curriculum: The National Council 
for Vocational Training should strengthen the VTE curriculum by adopting the following measures: 

• On the lines of China, create a standardized core curriculum and pedagogy, for 200-250 
high-demand job roles, but allow flexibility for local market-responsive, customization of 
33% of the curriculum based on the inputs of local Skills Advisory Boards that meet certain 
governance requirements 
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• Provide general skills (work-skills, soft-skills, English, IT and basic entrepreneurial skills) and 
job-oriented competency skills 

• Enable national mobile platforms for open delivery of interactive video curriculums at all 
high schools, colleges, ITIs, VTE institutes and employers

• Sector Skill Councils (SSCs) could define national-level curriculum requirements and 
standardized tests

6. Professionalization & Expansion of VTE Faculty: The proposed policies will require at least 
100,000-200,000 faculty to professionally train 50 million individuals for new high quality jobs in the 
next ten years. In addition, another 100,000 -200,000 trained and accredited faculty are needed 
to upgrade existing VTE capacity. This will require 100 to 250 VTE faculty training institutes. This 
core faculty will need to be supplemented with 100,000 -200,000 adjunct faculty, most of whom 
would be senior employees of local employers and deeply experienced in the VTE topics being 
taught.

7. VTE Policy Governance: In order to ensure effective policy governance, GOI should appoint 
a separate UGC-equivalent governance body under MSDE / MHRD for vocational training and 
education, so as to bring curriculum, faculty accreditation, student and faculty testing under one 
ambit for all VTE-related schools, colleges, ITIs, VTPs, Kaushal Kendra, B. Voc. VTE research, 
Teacher Training and Accreditation, curriculum design, e-content creation, impact measurement, 
programmatic support and full industry participation.

8. Create a National VTE Outcomes & Impact Database: Success and continuous improvement 
requires measurement of outcomes, not just inputs. GOI should establish a Center of Excellence 
in VTE to document and disseminate best practices across the entire VTE ecosystem, to measure 
training and job outcomes across all VTE delivery channels, provide an information platform for 
all critical VTE-related information, including local and national market needs, placement rates, 
average salaries by skill, occupation, region, type of employer etc.

VI. Recent Policy Initiatives

Two recent policy initiatives of the current government have direct impact on many of the points 
discussed above. These are:

1. The Skill India mission

2. The Startup India mission

We welcome these two timely initiatives. We believe that the underlying principles of these two 
initiatives are very well aligned with our own thinking and both these initiatives have the potential of being 
game-changers in their respective areas.

But more needs to be done. While the Skill India Initiative and the recent PMO directive to set up 7,000 
new ITIs are steps in the right direction, ensuring quality of the existing and new ITIs will be a critical 
challenge. Today industry often does not distinguish between a class X dropout and an ITI graduate 
when it comes to wages. Vocationalization of school curricula, while included in the mission, will require 
close monitoring and efforts in delivery.
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The Startup India initiative holds within itself the promise of absolutely transforming the start-up 
ecosystem and success rate. However, from a purely job creation perspective, we find that more jobs are 
created in SMEs than startups, and that too in the expansion phase of medium size industry. The mission 
therefore needs to be supplemented with similar enabling policy initiatives in the high-employment 
sectors to have an appreciable impact on job creation.

VII. Closing Thoughts

The policy journey for achieving startup creation and success at massive scale will not be easy. Some of 
the policies and initiatives proposed in this paper are new, while some are refinements of existing policies 
or ideas. They span multiple ministries and require coordination between the Central, State and local 
administrations as well as partnership with the private sector and other facilitating stakeholders. These 
are serious challenges in the current policy process. The key to success here will be policy integration, 
simplicity, effective execution and continuous improvement based on measuring outcomes. We need to 
do it, we can do it and we must do it.
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