4 LOOKING AHEAD

Tooe

FROM JUGAAD TO INNOVATION

The start-ups, the unicorns...the result of atransforming India as well as what will transform India

sthe year ends, and begins,
rather than the macros
which are both good and
bad, focus on a more funda-
mental change which is
both the result of a changing India and
will also transformIndiaasnever before.

Over the years, many top MNCs have
setupR&D centresinIndia,doingcutting
edge work. GE comestomind immediate-
ly with its 4,500 people in Bangalore and
the work being done to re-engineer med-
icalequipment and lower costs to30-40%;
there isthe work on machine-to-machine
feedback which allows a ‘digital twin'—
on a computer—to mimic, and simulate,
what’s happening on the real-life ma-
chinesoastoknowthebesttimetosched-
ulemaintenance, there’sthe ‘brilliantfac-
tory’ in Pune which incorporates this...

IBM and Accenture have large work
forces in India and, as compared to 10,000
people in its Bay Area headquarters,
Google has 1,500 people here already. On
hisfirst visittoIndia asitsnew chief, Sun-
dar Pichai—who announced a plan to
train 2 million Android developers over
thenext3yearsinIndia—talked of howin-
novation was coming of age now that
there was a big market in India; it has al-
ready surpassed the US in terms of the
numberof internetusersand,in2016, will
beat it in Android handset sales.

Market + innovation, that’s the feed-
back loop you are going to hear of con-
tinuously over the nextfew years. Witha
huge market opened up, thanks to 250
million Indians being on the internet—
and a billion more yet to come on!—as
Pichaipointed out, thereisfinallyamar-
ket tospur innovation.

Itisnotjust MNCs doing cutting edge
work here, it is now Indian innovators
doingworkforIndianfirmsforanIndian
market. Aadhaar and the NPCIL—both
government programmes, incidental-
ly—have potentially changed the dy-
namics of the way money/subsidies will
be transferred and are world-class in
their ambition and delivery; as Nandan
Nilekaniarguesinhispage-1piecetoday,
the dynamics of various industries in
the financial sector will change as a re-
sultof whathe callsthe ‘Indiastack’.

We are focussed on the unicorns like
Flipkart and Paytm—8 of the world’s 140

SUNIL
JAIN

billion-dollar firms being in India says a
lotabouttheecosystembeingdeveloped—
butIndianowhastheworld’sthird-largest
number of start-ups, with $5 billion
pumpedintothemthisyear. Think of Hike
messenger whichismorethanjustacopy-
catversionof WhatsApporof TeamIndus
whichisworkingwithex-Isroscientiststo
land an unmanned vehicle on the moon.

Or of Rohan Parikh, who’s struck out
on his own having used innovative solu-
tionslike ‘radiant cooling’ tolower Infos-
ys’s energy bill by 30% in its Hyderabad
campus—with40% of theworld’senergy
used inbuildingsand 40% of thatincool-
ing, hissolution canpotentially cutener-
gy usage by 5%; and the payback period
is negative since it is cheaper to con-
struct buildings Rohan’s way.

But, won’t the political class stop this
asithasstifled India so often in the past?
It will, and it won’t—the political class
has the most to lose from Aadhaar going
mainstreamasthe subsidy loot will stop,
butitwentahead withit. ThePM talking
of Swachh Bharat sounds hypocritical,
but when lakhs of geo-tagged pictures
arepostedonline, thatforcesthepolitical
class to fix things, pronto. Rohit Sabher-
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wal, formerly of CMIE, has a toilet app
laid upon Google Maps that allows users
togive feedback on each public-usetoilet
in a state—that will raise quite a stink if
leftunaddressed, won’t it?

Be wary of government because free
markets are what drive innovation, and
eventhe BJPisanti-marketinmany ways.
But in a globalised economy, bad policies
can’t last for long—that’s why the FM
quicklyrolled back hisbad MAT-tax on FI-
Is; they were walking away if he didn’t.
Two, when the middle class grows toa cer-
tain size, as it is in India, that puts a pres-
sure on the politicians to fix governance.
The size of the markets will bring in play-
ers like Foxconn to produce mobiles here,
for instance, and that, in turn, will lead to
otherchanges—lookathow Suzukichang-
ed India’smanufacturing paradigm.

Keep in mind, India’s telecom revolu-
tion, driven by the size of the market and
telco innovation in terms of pricing mod-
els, has witnessed the best and worst of
government policy, but two decades later,
60% of Indians are connected, and a fifth
areontheinternet.

sunil.jain@expressindia.com

Amazon scores, Paytm morphs

he sales momentum was
I breathtaking, Amazon looked
like it was forging ahead of ri-
valstobecomethemarketleaderandit
became clear pure-play wallets are an
unworkableproposition. Those would
have to be the three key takeaways
from the e-commerce sector the space
thatdominatedtheheadlinesin2015.1t
was all about pace, position and prod-
uct. Little was heard about the most
important 'P' of all—profit.

Spurred by discounts online buy-
ing hit new levels in the past twelve
months, not unexpectedly, overtak-
ingallpreviousestimates and usher-
ing in new projections. Bank of
America Merrill Lynch upped its es-
timate of $200 billion worth of GMV
by 2025 to $220 billion.

The triggers for the online boom
remain pretty much the same—bet-
ter telecom infrastructure, conve-
nienceand awareness. But primarily
higher sales will be driven by more
smart phones—possibly 500 million
by 2020—creating some 530 million
shoppers whose spending habits
could defy the theory of marginal
propensity to consume.

NotsurprisingthenthatPEand VC

money continued toflow in encourag-
ingentrepreneurs; between Apriland
mid-October, investments had hit $4.5
billion way more than the amount
seen in FY15. With all sorts of start-
ups looking for financial support,
money managers seem
to backed verticals more
thanhave horizontals.
That didn't matter to
Amazon however, which,
goingby the Diwalisales,
now appears to be well-
positioned to lead its two
major competitors. In a

clinching factor from here on; one
consumersurvey,albeitaslightly dat-
ed one, pointed out how Snapdeal of-
fered consumers a lot more variety
butfelt Flipkart's delivery was better.

Atthisstage,itwouldappear Ama-
zon is doing all the right
things; remember that
in the November 2014
festive season it man-
aged just 85 million visi-
torscomparedto140mil-
lion for  Flipkart.
Amazonisalsoreported-
ly burning less cash at

somewhat stunning

$25 million a month,

breakaway, Amazon at- SHOBHANA down from $50 million a
tracted twice the traffic SUBRAMANIAN month last year though
thatSnapdealdidin Octo- the losses could well go
ber, drawing 200 million |G up. But where Flipkart

uniquevisitors.Moreim-
portant, it left Flipkart
some way behind—Flipkart notched
up an estimated164 million visitors.
Snapdeal came in a somewhat distant
third with 109 million visitors.
Tobesure, itisearly daysyettocall
a winner because customers are go-
ing to shop where they believe they
willgetthebestdeal ordiscount. How-
ever, price may not always be the

doesn't look like it's in

danger of losing the
number-2spot, Snapdeal maynotfind
itsoeasy tohold on to the third place.
There aren't any serious contenders
just yet—but with Alibaba behind it,
Paytm might just get there.

Paytm realised fairly early in the
day apure-play wallet business wasn't
going to work; even before it heard
from State Bank of India the bank's

customers wouldn't be allowed to load
money from their accounts onto its
wallet. That explains its aggressive
foray intoe-retailing.

The case for wallets per se is a con-
vincing one—they are way more con-
venientthan cash—butthequestionis
whether there is enough to go round.
While not all banks may be tech-savvy;,
the smarter ones will launch wallets
andlargee-retailerswillfindithard to
stay away from these. The not-so-
smartbankstoowillcomeupwithone.

It is true independent mobile wal-
lets can surpass banks when it comes
toservicebecause itisafocus area for
them whereas for banks, it's just one
more service. And young users can be
demanding. But banks can throw in
otherservicestowoocustomers. Also,
awallet that's attached to one retailer
and doesn't allow customers access to
other large e-retailers—Flipkart or
Amazon, for instance—it could soon
find itself withouttoomuchbusiness.
Given how service providers such as
anOlaarealsointhemobile payments
space, thereisevenmore competition.
Which is why it ishard to see even two
stand-alone wallets operating at
economiesof scale.

Big strides in
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software products

or some months
now, electronics
has edged out

gold, machinery and
pearls to become In-
dia'ssecond-largestcat-
egory of imports (after
oil). Our aerospace and
defence imports are al-
so growing. We love
buying all kinds of giz-
mos, big and small,
from the West. Because
of this, aerospace, de-
fence and electronics
imports are ticking
time-bombs. Electron-
ics alone will become
double our oil imports
in five years. The big
policy question is
whether we can devel-
op viable domestic
product companies in
these sectors without
resortingtoprotection-

ism. Theshort answer is: Yes!

The reason for this optimism is
software products. In this area, we
are holding our own. India’s soft-
ware product industry is growing
atahealthyclip.iSPIRT’s iSPIX (In-
dian Software Product Industry In-
dex) grew by 26.6% on an annu-
alisedbasisin2015. And80% of this
growth has come from companies
focussed on global markets. This is
fuelled by companies like Druva,
Freshdesk, Capillary and Rate-
gain. Each one of them is either a
global leader or the primary chal-
lenger in its respective category.
There is also a long list of promis-
ing companies who are replicating
the success in newer categories.
TeamIndusisattackingaerospace.
ForusHealthischangingpreventa-
tive blindness testing across the

world. Julia, an open-
source language out of
Bangalore and MIT, is
reshapinghowIOTwill
happen. Savari is al-
ready a top-3 player
worldwide in self-dri-
ving cars. All these are
new names for most
people. In the glare of
the Bollywood-ish pub-
licity of our e-com-
merce companies, we
are missing the real
revolution.
Yes,likeany nascent
revolution, thisisfrag-
ile. In fact, we recently
dodged a bullet. In the
run-up to prime minis-
ter Narendra Modi’s

recent US trip, the Indian Patent
Office hurriedly issued guidelines
on computer-related inventions.
Undoubtedly, they were made un-
der pressure from some American
MNCs, without realising that they
were a death knell for the domestic
software product industry. Luckily,
good sense prevailed and 115 days
later, on December 14, these guide-

lines wererescinded.

Thisnear-death experiencehas
hadapositivefallout. It precipitat-
ed a coming together of minds
within the government on having
a proper policy for software prod-
ucts. Asaresult, a National Policy
for Software Products is on the
cardsandshouldbeoutinacouple
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WENEED PRODUCTS,
NOT SERVICES, TO BE
GLOBAL LEADERS, AND
THE GOOD NEWS IS
DRUVA, FRESHDESK,
CAPILLARY, RATEGAIN,
SAVARIAND JULIA
AREALLEITHER
GLOBALLEADERS
ORTHE PRIMARY
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THEIR RESPECTIVE
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vent Indian product
companiesfromgoing
global. It introduces
missing concepts in
our policy lexicon.
For instance, our tax
code doesn’t even
have a definition for
digitalgoods, and this,
as you can imagine,
results in misery for
software product com-
panies. It also tackles
ourarchaicR&D cred-
it system that harks
back to the pre-liber-
alisation era and
favours only large
profitable companies.
Itisaboldpolicy effort
that eschews tax-
breaks, big budget
outlays and protec-
tionism for creating a
modern policy envi-
ronment for our soft-

ware product companies.

Indian software products mat-
ter. Thissectoristheopeningbats-
man for anew innings for India. If
itrunsupagoodscore, asitislike-
ly it will, it will set the stage for
aerospace,defence and electron-
ics products. If India remains
bereft of SPADE (i.e. Software
Products, Aerospace, Defence and
Electronics) product companies,
it won’t be a sustainable economy
in the future. Keep in mind that
Microsoft generates more profit
than the profits of the top-20 pure-
play global IT services firms. Boe-
ing and Airbus alone generate al-
most as much profit as all global
airlines put together. Cisco’s prof-
itsaremorethanthoseof all Euro-
pean mobile operators. And Pfiz-
er’s profits, even before its recent

acquisition of Aller-
gen, are more than the
profits of top 100 hos-
pitalsin US. The value
nowadays lies in prod-
ucts, not services.

We know how to
build the world’s best
hospital, airline or IT
services company. But
no matter how well-
run Indigo Airlines s,
it will not become a
Embraer or Boeing.
Similarly, a Narayana
Hrudayalaya hospital
will never bring a
drug to market like a
Pfizer does. Airtel or
Verizon will never
build arouterlike Cis-

co and Juniper do. And TCS will
never be a Microsoft. Acknowl-
edging this plain reality is the
first stepthat we must take. Build-
ing a world-class product compa-
ny needs a different mindset. You
have to go all-in and bet-the-com-
pany on a market or technology
shift that isunderway. This mind-
set isnew to us in India. We must

nurtureitsothatitbecomesanew

of months. It represents a new

paradigm of policy making. For
starters, it has no sops! Instead, it
takes an integrative view of

changes that are needed to create
an enabling environment. It elim-
inates FERA-era norms that pre-

strength for the country.
Thestakesarehigh, but thereis
reason to be optimistic. A few
smart and light-touch policy
moves (in the works) can make In-
dia a global software products
powerhouse. It is the first step to
becomingaproduct-nation!

Sharma, formerly the CEO of
Yahoo India R&D, and Dusad,
CEO of Nucleus Software Limited,

are both co-founders
and governing council
members, iSPIRT
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Taxes up, disinvestment weak

B Indirect taxes

13.3

20.9

FY14  FY15

(Apr-
Nov)
34.3

0f 269,500 cr
disinvestment
budgeted for
~—~ FY16, govt got
212,700 crore
till December,
of which
29,369 cr
from LIC for
10C shares

FY16
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