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Abstract 

Indian IT companies have garnered a good market share in the global IT services 
market. Research has been emerging on the competitiveness of the Indian IT industry 
and the opportunities which led to the success of the Indian IT industry. However, 
considering the current challenges posed to the Indian IT industry, Indian IT companies 
have to move up in the value chain and achieve technology led catch-up with the 
incumbents to maintain the market share in a highly competitive market. 

The first part of this study investigates the windows of opportunities created by techno 
economic paradigm shifts and discontinuities that will help the Indian IT companies to 
move up in the value chain. To capitalize on the opportunities, Indian IT companies 
have to improve their innovation efforts. In the second part of this study, certain 
determinants which improve the ideation capability of the organization are investigated 
in the Indian IT companies and its effects are discussed. The report also discusses 
various strategies that can be employed by the Indian IT companies to capitalize on the 
opportunities and to achieve technology led catch-up.  

 

Key-words: Indian IT industry, Windows of opportunities, Ideation, Value chain, 
Technology catch-up 
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1. Introduction 

1.1. Problem Background 

Growth of Indian IT industry has been phenomenal, from revenues of 150 million in 1991, it grew into 50 

billion in 2010 and the number of employees increased from a few thousand to 2.6 million in 2010.  It 

also had a huge impact on Indian economy. 45 % of all urban jobs created in India between 1995 and 

2005 were by the Indian IT industry1. Apart from lifting the lives of millions of people, it also improved 

the image of India to the outside world. The mindset of the world seeing India as a country beset with 

poverty is changing to a nation of IT superpower. IT industry also brought other benefits like 

empowering human assets, enabling environment for innovation and facilitating social development 

apart from contributing to the economy of India and improving the brand image of India. The success of 

IT industry is reflected on the growth of other Industries as well.  There has been considerable research 

on the competitiveness of the Indian industry (Madhani, 2008; Lee & park, 2010; Arora et al., 2001). 

Cost advantage and abundance of human capital are cited as two of the main advantages India have 

compared to the other countries. India has used these strengths to its advantages and has built a strong 

IT industry.  

Recent trends suggest that Indian IT industry is going to face serious challenges if it depends heavily on 

its cost advantage. According to Hewitt associates, Indian salaries skyrocketed during 2006 and 2007 by 

around 14.6% and 14.5% respectively which was highest in the Asia Pacific region2. The salary rise of the 

Philippines was at a distant second of 8.2%. The salary increase for 2010 in India was projected to be 

10.6%, the highest in Asia Pacific3 and it had seen actual increase of 11.7%. The salary hike is projected 

to be 12.6% this year4. With this trend continuing, the cost advantage that India has now will diminish in 

the future. Global IT service companies such as IBM and Accenture has considerably grown its workforce 

in India. IBM increased its Indian workforce to more than 100,000 employees and Accenture to more 

than 50,000 employees. Even though the entry of global players such as Accenture, HP, Capgemini, IBM 

has helped to grow the Indian IT industry‘s share in the global IT service space, Indian IT companies (IT 

Companies which is headquartered in India or which have vast majority of workforces from India) faces 

a stiff competition because of the rapid expansion of global players in India which has lessened the 

Indian IT companies’ competitive advantage. The problem of salary rise is coupled with the decrease in 

revenue per employee of big IT companies. The growth of most of the Indian IT companies is mainly 

linear. They have increased their workforce considerably to maintain their growth rate. For example, 

TCS has increased its workforce from 41,000 in 2005 to 186,914 employees in 2010 where as the 

revenue/employee has dropped from 44000 USD in 2005 to 42000 in 20105.  

In a recent BNP Paribas report, it is predicted that if the big IT companies have to grow at the desired 

growth rate of 20%, all the big IT companies need to employ more than one million employees6 by 2020. 

                                                           
1
 Perspective 2020 - NASSCOM, Last accessed May 2

nd
 2011 

2
 India’s sky rocketing salaries, Last accessed May 2

nd
 2011 

3
 Salary increase for 2010 in India is highest in the Asia Pacific, Last accessed May 2

nd
 2011 

4
 India to see 12.9 percent salary hike in 2011, Last accessed May 2

nd
 2011 

5
 TCS Annual reports 2005 and 2010, Last accessed May 2

nd
 2011 

6
 Infy may have to hire a million, says BNP report, Last accessed May 2

nd
 2011 

http://www.nasscom.in/upload/Perspective%202020%20Press%20release%20presentation.pdf
http://www.forbes.com/2007/03/16/india-wage-salary-markets-equity-cx_rd_0316markets06.html
http://www.siliconindia.com/shownews/Salary_increase_for_2010_in_India_is_the_highest_in_Asia_Pacific-nid-65903.html
http://www.siliconindia.com/shownews/India_to_see_129_percent_salary_hike_in_2011-nid-80126.html/1/2
http://www.sify.com/finance/infy-may-have-to-hire-a-million-says-bnp-report-news-technology-ldgauOedbbe.html
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Even considering the size of India, getting a million employees is going to be a very big challenge along 

with the human resource challenge of managing them. It is becoming more important than ever for 

these companies to focus on non linear growth, i.e., revenue growth without increasing the number of 

employees.  

To attain non linear growth, Indian IT companies have to rethink their dependency on their current time 

& material and fixed cost based offshoring business model. With increasing salary levels and 

dependence on offshoring, the emergence of new IT outsourcing destinations will pose a big threat to 

Indian IT industry in the future. To mitigate these threats, Indian IT Industry has to focus on technology 

driven advantages and product led innovation. Software product business by Indian IT companies’ is still 

in a nascent stage and revenue from software product business was less than a billion USD in 20087.  

There have been studies about the similarities between the East Asian semiconductor industry and 

Indian software industry (Lee & Park, 2010). They have analyzed that the Indian IT industry is following a 

similar path followed by the East Asian semiconductor industry, starting their operations as original 

equipment manufacturers and slowly moved up in the value chain towards original design and original 

brand manufacturers. The same pattern can be seen in Indian IT industry by starting with bodyshopping 

and moving up in the value chain towards offshoring and global delivery centres. However, India has not 

yet reached a state of being a centre for software research and development. Software R&D and 

product business is growing and has a long way to go.  But it’s not an easy process. Global software 

product companies are technically advanced than their Indian counterparts and they have established a 

bigger market share in software product business which makes it difficult for Indian companies to enter 

into software product business.  

However, Perez & Soete (1988) and Lee & Lim (2001), argue that there will be certain techno economic 

paradigm shifts which will create opportunities for new entrants to come and capture the market 

competing against the incumbents. But to take advantage of these opportunities, the industry should 

build the capacity to recognize them, the competence to utilize them and favorable social & political 

conditions to carry it through. The future growth of the Indian IT industry depends on how well the 

Indian industry prepares itself to face these challenges and to take advantage of these opportunities. 

1.2. Research purpose 

Due to the rapid growth of Indian IT industry, there is considerable research that has been done about 

Indian IT industry. The competitiveness of Indian IT industry has been studied both from an industry 

perspective Madhani (2008), Lee & Park (2010), Arora et al., (2001) and from a firm perspective Mizuho 

corporate bank (2008). Lee &Park (2010) have studied the opportunities that aided the growth of Indian 

IT industry. Considering the current business environment, it is becoming important to study how Indian 

IT companies can compete in a highly competitive software product business dominated by global 

players. The first section of this thesis will concentrate on analyzing the current opportunities created by 

techno economic paradigm shifts (Perez & Soete, 1988) that will help the Indian companies in achieving 

                                                           
7
 NASSCOM Software Product Study: Outlook for Indian Software Product Businesses, Last accessed May 2

nd
 2011 

http://www.nasscom.in/Nasscom/templates/NormalPage.aspx?id=54438
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innovation led growth by competing against the incumbents. The first research question can thus be 

formulated as follows: 

1) What are the windows of opportunities created by the techno economic paradigm shift that will 

help in the growth of Indian IT industry and will help them to move up in the value chain 

towards technology led innovation? 

To take advantage of the available opportunities, companies should have good innovation ecosystem to 

capitalize on. For an innovation effort of a company to succeed, all the links in the innovation value 

chain such as idea generation, idea conversion and idea diffusion have to be strengthened (Hansen & 

Birkinshaw, 2007). The most important part in the innovation process of a company and that which also 

has the highest impact is ideation (Reid & Brentani, 2004). With product business still in its early stages 

and India having only one billion dollar dotcom company in a growing market where internet 

penetration is increasing rapidly, the potential for non linear growth is big and the industry has started 

putting emphasis on improving its product business. Companies have to concentrate on generating 

ideas and on strengthening the idea generation process. Even though companies have new business 

development teams, in this knowledge economy it is important for the companies to encourage the 

employees to generate ideas in a service business. They are the ones who are in constant touch with the 

customers and create value to the customers. Informal structures of the organization such as 

interpersonal, cross-functional and inter-organizational interactions and individual’s social capital 

improve idea generation capabilities (Björk et al., 2010). India has some unique advantages compared to 

other nations, large number of Indian IT consultants travel abroad and work in projects there, which 

gives an enormous opportunity to understand the business environment of a different country and a 

chance to interact with people from diverse background and to build their social capital. It is interesting 

to study how the Indian IT industry is utilizing these opportunities. The second research question of this 

thesis concentrates on understanding how the determinants of idea generation exist in Indian IT 

industry and how well the culture of the industry favors innovation.   

2) What are the bearers and barriers of ideation in the innovation process of Indian IT companies? 

To capitalize on the opportunities and move towards technology led catch-up, innovation ecosystem of 

the companies has to be strengthened. Based on the results of the study, what the companies can do to 

strengthen its internal innovation process will be discussed and also the strategies that the established 

organizations can follow to improve their innovation capabilities will be discussed.  
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2. Methodology 
The aim of this chapter is to clarify the scientific approach used in this study and to explain how this 

study is conducted. The first part of this chapter explains scientific approaches applied in this study and 

the reasons for choosing particular approach. Further in the chapter it is explained how the research 

methods are used and the context in which the study is conducted.  

2.1. Scientific approach applied in this thesis 

The objective of the study is to understand the current business environment of the Indian IT industry 

and to understand the current state of factors which can influence the ideation and innovative 

capabilities of the industry. This study does not focus on proving any theory or in generalizing truth or 

any cause effect relationships. It just concentrates on identifying and exploring the current state, 

understanding them and discussing the improvements that can be made based on the study. Empirical 

data are used to understand and analyze the current environment and some of interesting factors are 

further studied to get in-depth understanding. Case study methodology fits the purpose of this study 

and it is used (Collins & Hussey, 2009). The process of study is further explained in next part of the 

methodology section. 

An abductive approach is followed in this thesis to reason the empirics. The reason why abductive 

approach is followed is because it combines the aspects of both inductive and deductive approaches. In 

the initial stages of the study, employees from Indian IT industry are interviewed to understand the 

current state of the industry. Based on the interviews, common regularities are identified as in the case 

of inductive approach. After identifying common regularities, literature review is conducted and a 

theoretical framework is formed to be used in later stages of the study. Once the theoretical framework 

is formed, it is used as a guideline for further collection of empirical data. The empirical data collected is 

reasoned based on the theoretical framework and this phase of the study is similar to deductive 

approach. The empirical data collected and the theory used are strongly influenced by the learning that 

occurred during the course of the study and it is a characteristic of abductive approach (Alvesson & 

Sköldberg, 1994). The method used to collect the empirical data is explained later in the methodology 

section.  

2.2. Research process 

The research process through which this study is done is described in the figure 1. The main stages of 

case study methodology are selecting the case, preliminary investigation, data collection, data analysis 

and report (Collins & Hussey, 2009) and the research process of this thesis closely follows the above 

mentioned structure. The study is conducted in six phases as described in the following figure. They are 

preliminary investigation, problem formulation, literature review, data collection, data analysis & 

hypothesis formulation and conclusion & results. Since the study follows abductive approach, each 

phase which is displayed in the circular loop influences other phases in the loop and they are iterated. 

Empirics are analyzed as soon as it is gathered and the new knowledge is used to iterate the problem 

formulation and literature review phase which in turn influences the new empirical data gathered.  
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Figure 1: Research process followed in the thesis 

Preliminary investigation: In the preliminary investigation phase, changes that are happening in 

Indian industry in general and IT industry in specific are studied to understand the current business 

environment and to familiarize with context of the study. Informal interviews are conducted during this 

phase and events conducted by Sweden India business council such as “R&D in India” are attended to 

get an overview of the current happenings in the industry. Social media discussions such as LinkedIn 

groups and twitter discussions are also used to understand about the current business environment. 

Secondary data is used extensively in the study to understand the existing business environment of 

Indian IT industry and also to study about various innovation initiatives around the globe. 

Problem formulation: Based on preliminary investigation, an initial problem is formulated which is 

mainly to define the scope of the study and to give proper guidance for literature review and data 

collection phase. Current problems in the Indian IT industry such as lack of non linear growth and issues 

associated with innovation are identified and it is the motivation for the research problems that are 

studied in this thesis. Problem and the scope of the study are refined as the study progresses. 

Literature review: To achieve non linear growth, Industry has to get into software product business 

and compete against incumbents in the highly competitive market. Literature study is conducted to 

study how the East Asian nations were able to compete and succeed against the incumbents from 

developed nations. Also literature about the factors which determine innovative capabilities of the 
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organizations are also studied and an initial theoretical framework of reference is created to proceed 

with the study.  Theoretical framework is influenced by the empirical data gathered during the study.  

Data collection: Empirical data is gathered to have deep understanding about the problem. The 

process of collecting the data is explained in detail in the next part of this chapter. Collected data is 

analyzed using the theoretical framework developed in literature review phase. 

Data analysis and hypothesis formulation: Empirical data gathered during the data collection phase 

are analyzed in this phase. Based on the results of the analysis, common patterns that are influencing 

innovation in Indian IT industry are identified and used as a reference for further studies. Initial 

interviews conducted are used to identify common bearers and barriers of innovation, after identifying 

the patterns, further study is conducted by increasing the number of people to gather the data and to 

analyze the patterns identified during the first phase of the study by comparing it with the theoretical 

framework. Results from the analysis are used to iterate the theoretical frame of reference while 

gathering new empirical data.  

Conclusion and results: Finally, all the results from the analysis are formulated and written in a report. 

Since it is an interpretivist study (interpretivism is based on the belief that social reality is not objective 

but subjective and it is created because of the interactions between people (Collins & Hussey, 2009), the 

contexts in which the study is conducted and the methodology followed are explained so that it will be 

easy for the reader to understand the results.  

2.3. Data collection 

2.3.1. Secondary data 

Secondary data are data which are collected and published by someone else. Secondary data is primarily 

used for two purposes in this study. First is to understand about the current business environment of 

Indian IT industry and other is to do a literature review and understand about the various theoretical 

frameworks available and to choose the theoretical framework for the study.  

There has been a significant interest in the Indian IT industry since the last decade because of its fast 

growth and because of the significant amount of jobs it created in India. This has resulted in large 

amount of literature written about Indian IT industry. Even though lot of literatures about Indian IT 

industry are not directly upon the topic of study, secondary data gathered  can be analyzed and used. 

Web pages of the Indian IT companies are read to know about their current businesses. Interviews given 

by their top officials to various news agencies were seen and the reports written about the current 

innovative activities of the companies such as one published by NASSCOM (National association of 

software companies in India) were also searched and read.  

2.3.2. Primary data 

Methodological triangulation is used in this study to gather primary data. Methodological triangulation 

involves gathering data using more than one method. In this study, both qualitative and quantitative 

methods are used to gather the primary data. Generally, qualitative methods are applied to explore the 

research area through the experience of people it involves. There are different qualitative methods for 
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obtaining data such as participant observation, in-depth interviews and focus groups (Collins & Hussey, 

2009). In this study, in-depth interviews are conducted with employees of Indian IT companies during 

the initial phase of the study. Then methodological triangulation is applied to improve the validity of the 

study. A survey is sent to gather insights from more number of people and to verify the empirical data 

gathered during the qualitative analysis. Triangulation not only helps in validation but it also helps in 

deepening and widening of the understanding (Olsen, 2004). Procedure of how the primary and 

secondary data are collected is further detailed below.  

Interview: Certain considerations were made in selecting samples for the interview. Like many other 

organizations around the world, Indian IT companies also follow traditional pyramid organizational 

structure and have senior management people at the top, enabling functions such as HR, finance, 

administration etc in the middle and employees at the bottom (Nayar, 2010). Employees are the one 

who are in contact with the customers and create value to them. Employees play a big role in idea 

generation part of the innovation value chain. So it is important to understand the employee’s 

perspective of the innovation process. Employees of the Indian IT companies can be broadly classified 

into two, those who are working with technologies in projects and those who are working with business 

related functions such as sales. To understand about the current business challenges of Indian IT 

industry, sales heads are interviewed and to understand about the internal idea generation process, 

employees working in projects are interviewed.  

Totally ten interviews were done between January and March 2011. Out of the ten, two are sales heads 

of Indian IT companies and the remaining eight are employees working in projects. Interviews with the 

sales heads were done in person. Both the interviewed sales heads are responsible for Nordic region 

and are living in Stockholm.  Interviews with the employees were taken via telephone and their location 

included India and United States.  

Interviewed Persons 

Sales head, Nordic region, Company A 

Sales head, Nordic region, Company B 

Project employee A, Company C  

Project employee B, Company C  

Project employee C, Company C  

Project employee D, Company C  

Project employee A, Company D  

Project employee B, Company D  

Project employee C, Company D  

Project employee A, Company E  
Table 1: Interviewed persons 

Normal barriers and determinants of innovation and how it exists in their organization were discussed 

with them. Notes were taken during the telephonic interview. Patterns were analyzed after the 

interview and it influenced the discussions during following interviews. Since the position names to the 

employees are different in different IT companies, mentioning the position name of the employee can 
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help in identifying the company. So, all the interviewees who are working in projects are noted as 

“project employee” in the following table to maintain the anonymity of the company.  

Questionnaire:  To improve the validity of the study and remove personal bias, insights from a larger 

number of people were gathered using a questionnaire. Questionnaire is based on the conceptual 

framework defined in the theoretical section and it contains questions about the bearers and barriers of 

innovation identified during the preliminary interviews and it is sent to number of employees working in 

Indian IT industry. The questionnaire used can be found in Appendix. Questionnaire data was collected 

using snowball sampling. The questionnaire was sent to the employees of Indian IT companies through 

personal and professional contacts including campaigns via email and through social media such as 

facebook, twitter and LinkedIn. The survey had around 123 respondents and out of which 81 are 

complete and are used. The remaining 42 are partially filled and are discarded.  

2.4. Limitations of the study 

Indian IT industry contains 2.6 million employees, so it is difficult to take a representative sample for the 

survey. This study is an exploratory study trying to get an overview of the current scenario of these 

determinants in Indian IT industry. Survey data is mainly collected through personal and professional 

network of friends, former colleagues and friends of them. There is a demographic bias in the study as 

most of the respondents are from south of India. There are also influences of the respondent’s current 

project they are involved with and also from their current project manager. Last two years have been 

affected by financial recession, so it has effects on the number of people going abroad to work at client’s 

premises (onsite) and the company’s innovative activities like reward systems and budgets. Even with 

these limitations in the study, methodological triangulation is used to study the topic and reduce 

personal biases. It is also used to deepen the understanding and improve the validity of the study. The 

reliability and the validity of the study are further discussed in the following section. 

2.5. Reliability and validity 

A study is considered reliable if the same results can be produced by repeating with the same procedure 

and data is collected in the same way (Collins & Hussey, 2009). The study was conducted during a time 

when industry is overcoming the financial recession of 2009 and 2010. A part of the study was to 

understand the current business environment of Indian IT companies and the recession had impact on 

it. The recession also had impact on the innovative capabilities of the organization. If similar type of 

study is conducted in the future during a good economic growth period, the results regarding the 

innovative activities of organizations will be more positive. The two main biases in the qualitative study 

are the personal biases of interviewee and the interviewer. Methodological triangulation is done by 

conducting a survey to remove some of the personal biases and improve the reliability of the study. If 

there will be no big differences in the companies’ future organizational structure with the current one, 

questions regarding informal structures will also produce similar type of results.   

Validity defines how the well the research findings reflect the phenomenon which is studied (Collins & 

Hussey, 2009). Both the sales directors who are interviewed have more than ten years of experience in 



11 
 

the Indian IT industry and worked with different companies, so they have a good understanding of the 

industry. As an interviewer, I have considerable experience of working in Indian IT industry. So, I have a 

good knowledge of Indian IT industry which made me well prepared for the interviews. Efforts have 

been made to improve the validity of survey by getting the questionnaires filled by employees from 

different companies and with different levels of experience. Sample size has to be increased to improve 

the reliability and validity of the study. Even though there are limitations in the study, the results can be 

used to understand the current situation. Companies and entrepreneurs can use this study to 

understand the windows of opportunities they can capitalize on to move towards technology led growth 

and to study how the factors which influences the idea generation process of their organization. 
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3. Theory 
This chapter presents the theoretical framework that is used in the study. The framework described in 

this chapter will form the basis for gathering empirical data and to answer the research questions 

specified in the section 1.2 previously. Apart from giving structure to this report, this section will also 

help the readers to better understand the nature of study. As the research questions suggests, this study 

analyses the factors that will drive the growth of the industry forward and also the bearers and barriers 

of innovation within the industry. The first part of this section will provide a framework to analyze the 

factor which drives the growth of the industry and the second part of this section will provided a 

conceptual framework to analyze the bearers and barriers of innovation in the industry.  

3.1. Industrialization of developing countries 

The world economies are becoming more and more interdependent and the world has seen an increase 

in the movement of goods, services, capital and people between the nations. Worldwide integration of 

financial systems, increase in trade and opening up of previously closed markets are happening. Increase 

in economic integration of nations is leading towards a single global market. Dependency theory 

developed after the Second World War in the 1950s suggests that richer nations will always be richer 

and the structural gap between the developing and the developed countries would grow. The reasoning 

behind the theory was that developing countries will export primitive commodities like raw materials to 

the developed countries and the developed countries will sell back the processed goods to the 

developing countries and always the price of processed goods will be higher. Giving credence to the 

dependency theory, many developing countries are facing difficulties in their efforts to industrialize 

(Perez & Soete, 1988). Developed countries have some advantages over developing countries, such as, 

skills for developing new technologies and big market share for high end goods. This makes it difficult for 

developing countries to catch-up with the developed countries and it results in widening the gap 

between developed and developing countries. 

However, the world has seen some of the newly industrialized economies catching up and in some cases 

leapfrogging the developed countries in certain industries, for example Japan in automobile industry 

during 1970s, Korea and Taiwan in semiconductor industry during 1980s, 90s and China in 

telecommunication industry during the first decade of 21st century.  The growth of these industries has 

been studied extensively by researchers and they have proposed models for how such technology catch-

up have happened.  

3.1.1. Technology catch-up models 

Developed countries have advanced technological skills in comparison with the developing countries. 

For developing countries to catch-up with the developed countries, they have to learn and adopt new 

technologies from developed countries. Bayoumi & Coe (1996), Saxenian (2004), Mayer (2001) have 

explained the reasons for technology transfer and learning between the developed and developing 

nations. Bayoumi & Coe (1996) explain that globalization has created mutual dependence across 

countries. For example, each country depends on others for the supply of capital goods, intermediate 

goods and consumer goods. Countries also depend on others to get markets for their own products. This 

has led to technology transfer and learning from each other. Foreign R&D spillovers through trade have 
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also resulted in improving the human capital and financial capital (Bayoumi & Coe, 1996).  Apart from 

goods, there are also a large number of movements of people across borders for jobs and other reasons. 

This movement of human capital has facilitated the adoption of technology from abroad and also in the 

creation of appropriate domestic technology (Mayer, 2001; Saxenian, 2004). Saxenian attributes the 

growth of semiconductor industry in East Asia and IT industry in India to the immigrants from these 

countries that studied and worked in US and other developed countries (Saxenian, 2004). She argues 

that these foreign educated individuals return to their native countries with experience and expertise to 

start new companies, invest in the ecosystem, train the workforce and help in the industrialization of 

their native countries (Saxenian, 2004). The immigrants who stay back also help the growth by 

persuading and helping the US companies to set up development centers and manufacturing facilities in 

their native countries and by helping in creating an ecosystem for the growth of these industries 

(Saxenian, 2004). She also explains another important factor in the growth of these industries. Domestic 

companies in these industries do not compete directly against the incumbents; rather they complement 

the operations of incumbents. For example, manufacturing firms in Taiwan and Korea manufacture 

semiconductors and chips for the US companies; IT services companies in India provide software 

maintenance and support to the US companies. Their growth depends very much on the growth of US 

companies. The growth of these peripheral industries in the developing countries revolves around the 

growth of companies from developed countries. The companies from the peripheral industries move 

rapidly up in the value chain and take advantage of the opportunities created by the global patterns of 

industrial development (Matthews, 2006). These companies also exerted pressure on the companies 

from developed countries to innovate more to stay ahead of the competition.  

According to Wong (1999), latecomers have certain advantages over the incumbents such as the ability 

of latecomers to easily adapt new technologies or to cater the change in customer taste compared to 

incumbents as the new comers don’t have any sunk-in investments when compared to incumbents. 

Latecomers from newly industrialized economies have certain additional advantages like cheap labor (at 

least initially), sheltered markets (protected by government or specific local needs) and local technology 

is costlier to acquire by outsiders (Wong, 1999).  

3.1.2. Market and technology catch-up 
According to Lim and Lee (2001), the catch-up by latecomer firms are of two types. They are market 

catch-up and technology catch-up. In market catch-up, companies improve their market share without 

improving its technical capabilities by relying on imported technologies and combining it with cheap 

local labor and cost of operations. In technology catch-up, companies improve their market share by 

improving their technical capabilities through its R&D efforts and other strategies.  

Lee & Lim (2001) propose a model (as shown in figure 2) for catch-up by late comers. Initially latecomer 

firms increase their market share through market catch-up and having first mover advantage. Then they 

improve their technical capabilities to sustain and enhance the market share. Lim and Lee analyzed the 

growth patterns of various Korean industries and found that the industries such as DRAM, automobiles 

and CDMA communication devices succeeded in reducing the technology gap and they have succeeded 

in the improving the market share of the industry. Whereas in consumer electronics and personal 

computers where the technology gap increased, the market share of the industry reduced. Thus it is 
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important for the companies to improve their technical capabilities, otherwise the firms will lose market 

share to new comers from other low cost countries. It is important for the companies to concentrate on 

building up their R&D efforts and gaining access to the knowledge sources. 

 

Figure 2: Model for Technology and market catch-up (Lim and Lee, 2001) 

Wong (1999) has described different strategies how the new entrants can build their technological 

capabilities and compete with the incumbents. The technological capabilities of a firm can be 

conceptualized in two strategic dimensions (Wong, 1999) 

 Product technological capabilities, i.e., Product capabilities are the capabilities to create and 
commercialize new products 

 Process technological capabilities, i.e., the ability to repeatedly deliver a service or product 
based on the specifications given 

Learning involves gaining both the capabilities; however Wong (1999) suggests that it is of primary 

importance for a late comer from newly industrializing economies to concentrate on developing one 

capability initially and shift to other over time to compete in the market. The shift of focus from 

choosing between the two in the initial stages and concentrating of both once established represents a 

fundamental route for technology catch-up by latecomers. Wong (1999) proposes five routes for 

technology catch-up for companies from newly industrialized economies.  

1. Reverse value chain: Latecomers start by manufacturing a simple component through 

subcontracting and slowly moving up in the value chain. In Taiwanese semiconductor industry, 

companies initially started their operations as original equipment manufacturers, manufacturing 

semiconductor devices for the design done by the incumbents and later they moved up in the 

value chain by designing products and selling them in their own brand. They transitioned from 
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being original equipment manufacturers (OEM) to original design manufacturers (ODM) to 

original brand manufacturers (OBM).  

2. Reverse product lifecycle innovation strategy: Entering the industry by manufacturing 

relatively mature low cost products, manufactured using technology license or using non 

proprietary technologies and slowly investing in R&D and becoming market leaders. Japanese in 

automobile industry and Koreans in semiconductor memory industry are examples who 

followed this strategy (Wong, 1999). 

3. Process Capability Specialist Strategy: Instead of competing against OBMs, companies 

concentrate just on processes involved in manufacturing. Many East Asian manufacturing firms 

such as TSMC and UMC are well known for this strategy. 

4. Product Technology Pioneering Strategy: Risky catch-up strategy involving investment in R&D 

which can be facilitated by acquiring promising high-tech startups in advanced countries or 

through getting highly qualified personal from market leaders.  

5. Applications Pioneering Strategy: Applying contemporary technologies to local problems 

better than other companies. The success of this strategy lies on early adoption of available 

technologies rather than creating new technologies (Wong, 1999). 

Apart from building technical abilities, it is also important for the organizations to build its resources and 

capabilities. Mathews (2006) identifies that among the newly established and grown multinational 

enterprises from Asia Pacific region, their ability to capitalize on the opportunities provided by the 

globalization to form linkages and partnerships freely as one of their main advantages compared to 

incumbents who are reluctant to partnerships as they are vary of potential imitators. Capabilities and 

willingness of new comers to freely experiment on their strategic and organizational innovations as seen 

in Indian IT industry is also one of important factors in catching-up (Krishnan and Vallabhaneni, 2010). 

3.1.3. Windows of opportunities – Techno economic paradigm shifts 

Whenever a new techno economic paradigm appears, it provides a temporary window of opportunities 

for new entrants to compete against the incumbents (Perez & Soete, 1988) and capture some market 

share. According to Perez & Soete, the new paradigm shifts in technologies and truly new technology 

systems originate from small companies with strong university involvement and because of that most of 

the information is public and available from universities. Since that happens during the early phase of 

technology life cycle, the incumbents will also be in a learning phase. They also argue that the firms and 

countries that has achieved success and market share in superseding technologies face more costs in 

getting rid of it and might stay longer with old technologies. Acquiring new skills and knowledge is 

relatively easier in the case of new technologies for the newcomers. This in turn provides a temporary 

window of opportunity for the new firms to act against the incumbents and capture market share. 

(Perez & Soete, 1988).  Another source of opportunity is studied by Mathews (2005), who analyzed the 

growth of LCD industry. He found that whenever there was a downturn in the business cycle, it provided 

an opportunity for new entrants as it reduces the cost of resources and stops the growth of incumbents 

(Lee & Park, 2010). Government intervention and change in regulatory are also sources of opportunity 

as seen in the growth of the Chinese telecom industry (Mu & Lee, 2005) and in East Asian high tech 

industries (Lee & Lim, 2001).  
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However to capitalize on such windows of opportunities to catch-up, locational, infrastructural, social, 

cultural and political factors must fall in place. It is necessary for the newcomers to build skills and be in 

a position to capitalize on these opportunities when they arrive. As discussed by Lee & Lim (2001), 

increase in market share due to market catch-up is difficult to maintain in the long term so it has to be 

coupled up with the technology led catch-up. Porter (1990) proposed that for a country to have 

competitive advantage in an industry, firms in that industry should innovate constantly influenced by 

four conditions – factor conditions, demand conditions, support industries and rivalry among industries. 

High quality factor inputs and high demanding customers encourage industries to develop new 

technologies.  

The models discussed are used as theoretical framework in this study to analyze the success factors of 

the Indian IT industry and to analyze the trends which will help the industry to grow further and achieve 

technology led catch-up with developed countries. It is important that the companies build their 

innovation ecosystem and the country to build its entrepreneurial ecosystem to utilize the favorable 

conditions and opportunities to catch-up with the developed countries. The next section of this chapter 

will describe various factors which drive innovation in an organization and the conceptual framework of 

the study to analyze the bearers and barriers of ideation will be discussed. 

3.2. Innovation 

Innovation is a word which is very commonly used and talked about in almost all the companies, at least 

in their mission statements. Flynn et al., (2003) comments that the term innovation is misinterpreted 

lots of times. The word Innovation has its origin from the Latin word innovare which means “to make 

something new”. Joseph Schumpeter describes it as the process of creative destruction, which is 

constantly looking for creating something new which destroys the old established rules and create and 

establish new ones. He also describes innovation as the combining ones capabilities with market needs. 

Peter F Drucker, widely considered as the one who created the discipline of modern management 

describes innovation as “The effort to create purposeful, focused change in an enterprise’s economic or 

social potential” (Drucker, 1998). He argues that most innovative business ideas come from carefully 

analyzing seven areas of opportunities which he calls sources of innovation. Out of seven sources of 

opportunities, four lies within the company or industry where the other three lies in broader social or 

demographic trends (Drucker, 1998). Areas of opportunity within a company or industry are unexpected 

occurrences, incongruities, process needs, and industry and market changes. Opportunities which exist 

outside a company in its social and intellectual environment are demographic change, changes in 

perception, new knowledge. Drucker also explains innovation can be systematically looked for on the 

basis of above sources of opportunities and acted upon.  

3.2.1. Types of innovation 

There are lots of different types of classifications for innovation and these classifications can help us get 

a better understanding of innovation. A common classification of innovation is incremental and radical 

innovation. The classification is based on the degree of change involved. Incremental innovation does 

not involve big changes and it concentrates on improvements to the current product or services or 

processes. Incremental innovation activities are generally well defined and orderly with low level of 
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uncertainties. Incremental innovation aims at making constant improvements to an existing system and 

allowing growth to continue, where as radical innovation aims at bringing radical change to the current 

system. As described by Schumpeter, it destroys the old set of rules and creates new ones. Incremental 

innovation is about improving the old whereas radical innovation is developing something completely 

new (Tidd & Bessant, 2009). 

The Oslo manual (2005) published by OECD classifies innovation by four types. These are product, 

process, marketing and organizational innovation.  

 Product innovation: Implementing a new or significantly improved good or service with respect 

to its characteristics or intended uses.  

 Process innovation: Implementing a new or significantly improved production or delivery 

method to produce and deliver the current goods and service. 

 Marketing innovation: Implementing new marketing methods in product design or packaging, 

product placement, product promotion or pricing. 

 Organizational Innovation: Implementing new organizational methods affecting firm’s business 

practices, workplace organization or external relations.  

Another way of classifying innovation that has gained attention in recent times is open and closed 

innovation. Closed innovation proposes complete control over the innovation process. This paradigm 

suggests that company should have control over the innovation right from generating ideas, financing it, 

executing it and taking it to the market. In the open innovation paradigm, the ideas can come from both 

inside and outside the company and it can go to market within the same company and or from a 

different company. Companies give equal importance to external ideas and external paths to market as 

that of internal ideas and internal market paths in this emerging open innovation paradigm 

(Chesbrough, 2003). In this paradigm, the R&D department of companies can co-develop ideas and 

products from other companies instead of developing everything on their own. Companies will seriously 

look for innovations outside and trying to have more collaborative innovation activities. Companies are 

collaborating not only to gain external knowledge but also to monetize the underutilized intellectual 

properties of the in-house research through external paths by licensing out or selling it to other players 

in the industry.  



18 
 

 

Figure 3: Open innovation paradigm (Chesbrough, 2003) 

3.2.2. Innovation value chain 

Hansen & Birkinshaw (2007) in their HBR article “Innovation value chain” present innovation as a 

sequential three stage process such as idea generation, idea conversion and idea diffusion. They 

explain that for an innovation effort of a company to succeed, all the links in the innovation value chain 

such as Idea generation, Idea conversion and idea diffusion has to be strengthened. Innovation starts 

with generating good ideas, organizations have to create a culture which supports innovation and 

motivate employees to generate new ideas. The next step in innovation chain is idea conversion. Among 

the pool of ideas generated, viable ideas should be selected and proper resources like money, human 

resources and other necessary resources should to be allotted for the selected ideas to succeed. 

Mishandling of ideas such as improper allocation of resources can lead to death of ideas, improper 

follow up, miscommunication between the organization and idea owners can affect the idea generation 

process and dry up generation of ideas (Hansen & Birkinshaw, 2007). Proper handling of Ideas and 

conversion are important processes in innovation value chain. Executed ideas should be promoted 

properly and should be taken to the customers. Organizational support should be there to take 

successful ideas not only to customers but also to other departments and locations to properly diffuse 

within the organization so that different functional and geographical areas can capitalize on tested 

ideas. To improve the innovativeness of the organization, the managers have to identify the weak link in 

different stages of the value chain and select proper tools and approaches to rectify that.  

3.2.3. Ideation 

Innovation starts with good idea generation. Ideas can be generated within a unit of an organization or 

across the units of the organization or even outside the organization (Hansen & Birkinshaw, 2007).  Lots 

of big companies have an ideation group who constantly look for new ideas and new business 

opportunities. Traditionally, Organizations see their R&D division as the main source of innovation. In 

this knowledge economy, employees are the most important resource for any organization. They are the 

ones who are in constant touch with the customers and creating value to them (Nayar, 2010). It is 
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important to involve the employees in the ideation process. Generally, managers look for ideas within 

their own functional or business group but ideas can also be created as a result of collaboration 

between two different groups from different parts of the company. Companies can even capitalize on 

the ideas which are generated external to the organization from universities, scientist, entrepreneurs 

etc. In recent times with open innovation gaining more attention (Chesbrough, 2003), companies are 

actively looking for ideas outside the organization. Ideas can come from different sources like 

customers, partner, etc. Customers play an important role in the development of new services and new 

products by articulating their needs and through their feedbacks. Observing customer behavior and use 

of products is also a good way for ideation. Haier, a Chinese consumer electronics company for example 

has created a new set of washing machines for washing vegetables by responding to customer 

complaints due to frequent repairs and subsequent observation that they are using normal washing 

machines to wash vegetables. The importance of involving customers in new idea generation process 

was well articulated already in 1978 by Von Hippel.  

Ideas are created by individuals when they apply their knowledge to solve issues on a specific context 

(Spender, 1996). To succeed in innovation, companies should build their human capital, i.e, the 

competencies and knowledge of the employees in the organization. Nahapiet & Ghoshal (1998) argue 

that if an organization wants to improve the human capital, it should promote structures which improve 

the social capital (the number of connections within and between social networks). Lots of studies have 

shown that Individual’s social network both formal and informal plays an important role in ideation. 

Björk & Magnusson (2009) in their study have found out that if a person interacts actively with number 

of people within the organization and have a big social network; it influences their idea generation 

capabilities. The idea generated by the people with high social interaction is found to be of high quality 

compared to the idea generated by people with less interaction. It also improves the number of ideas 

generated (Björk et al., 2010). Kivimäki et al., (2000) in their research have identified that interaction 

between R&D, Marketing and production resulted in improving innovative effectiveness of the 

organization. Social interactions between people reduce the barrier between different business units 

and it promotes innovation. IT systems can be used to improve the interaction between the employees. 

It promote the exchange ideas and to facilitate collaboration thereby improving the quality of ideas and 

innovation in the organization (Khalil, 1996). It is also important for all the companies to motivate the 

employees to innovate and provide necessary tools for them to innovate and culture of the organization 

supporting innovative activities of the employees.  

3.2.4. Determinants of organizational culture influencing innovation 

According to Loewe & Dominiquini (2006), four levers of innovation effectiveness of a company are 

Leadership & Organization, Processes & Tools, Culture & Values and People & Skills. Nowadays 

innovation is talked about in almost all companies. But the commitment of organizational leaders to 

support innovation in the organization is essential for the success of innovation initiatives. Even though 

idea generation is largely dependent on Individual employees and interactions with their connections, 

the generated ideas should be taken to the next level, they have to be nurtured, developed and should 

be taken to the market. There should be processes and tools in the company which helps in streamlining 

these innovation activities and organization culture should support innovation to improve the 
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innovation capability of an organization. Martins & Terblanche (2003) has proposed a model (as shown 

in figure 4), which describes the relation between various determinants of organizational culture and 

how it influences creativity and innovation in an organization.  

 

Figure 4: Determinants of organizational culture which influences innovation (Martins and Terblanche, 2003) 

Martin & Terblanche (2003) classified the determinants into five groups as strategy, structure, support 

mechanisms, behavior that encourages innovation. Determinants such as freedom, autonomy in work, 

open communication, ability to collaborate across teams, organization's ability to accept failure, reward 
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systems, organization's support, image of the organization, capability of the organization to attract 

resources, continuous learning culture, availability of time and resources are important for innovation 

and it is reiterated by lot of researchers (Martins & Terblance, 2003; Tiwari & Buse, 2007; Ylinepää, 

1997; Tidd & Bessant, 2009). 

3.2.5. Conceptual framework used in the study 

All the Indian IT companies talk about innovation, non linear growth and product business. It is 

interesting to study how the employees perceive the innovation efforts of the companies.  The second 

part of this thesis studies certain factors influencing the idea generation in Indian IT industry as shown in 

the conceptual framework (Figure 5). The study mainly discusses how the social capital is utilized by the 

industry and how the organizational policies and culture provide support for innovation. 

 

Figure 5: Study’s conceptual framework 

As discussed in the section 3.2.3, Social capital of the organization, the interactions between different 

employees from different functions and projects and also the interaction with the external actors plays 

an important role in the ideation process. Indian IT companies have some unique advantages as large 

number of Indian IT consultants travel abroad and work in projects in different countries. The study will 

concentrate on studying how these opportunities are used by the Indian IT industry. Another factor 

which influences social capital and collaboration among employees is IT systems which facilitate the 

interactions between the employees aiding in idea generation. All the factors described in the 

conceptual framework are inter-related and have influence on each other. For example, strengthening 

Conceptual Framework - Factors which influence idea 
generation in an organization

Barrriers to innovation

• Lack of motivation and support

• Poor rewards and recognition

• Lack of resources

Bearers of Idea generation

• Social capital

• Interaction across different 
functions and different 
organizations

• Interaction across diverse culture 
backgrounds

• Collaboration: Usage of IT systems
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the rewards & recognition system can motivate the employees. IT systems can be used to improve the 

interactions.  

This chapter discussed about the theoretical frameworks that are going to be used in the study as a 

reference to collect the empirical data. This chapter had two theoretical frameworks, one to analyze the 

opportunities from industry perspective and the other to analyze how the employees perceive 

innovation in the organizations. In Indian industry, still big companies control major chunk of industry’s 

revenue and workforce. Tata Consultancy Services (TCS) alone contributes to more than 10% of 

industry’s revenue. The policy decisions made by these big companies have immense impact in 

industry’s ecosystem as a whole. Based on the results of the study, it will be discussed how the 

established organizations can use their assets to improve their ideation potential and at the same time 

how it can influence both the industry’s innovation ecosystem and drive the growth of the industry.  
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4. Indian IT industry - Background 

4.1. An overview of the Indian IT industry 

The growth of Indian IT industry has been phenomenal in the recent decade. It grew from 2 billion dollar 

industry in 1994 to 60 billion dollar industry in 20098. While the global IT industry grew at a rate of 9.4% 

per year from 2004-20089 , CAGR of Indian IT industry was around 31% for the same period10. Out of the 

60 billion dollar revenue in 2009, 47 billion dollars were exports contributing heavily to the Indian 

economy.  

 

 

Figure 6: Revenue growth of Indian IT industry (Source: NASSCOM industry factsheet 2009) 

Indian IT industry also created lot of jobs. 45 % of all urban jobs created in India between 1995 and 2005 

were by Indian IT industry. Industry employed 2.23 million people in 2009 compared to half a million 

people in 2002 and the number of employees employed by IT industry is growing rapidly and expected 

to give employment to 30 million people with around 13.5 million direct employees by 202011. Apart 

from lifting the life of millions of people, Indian IT industry also improved the image of the India to the 

outside world. The mindset of the world seeing India as a country beset with poverty is changing to a 

nation of IT superpower. IT industry brought benefits like empowering human assets, enabling 

environment for innovation and facilitating social development apart from contributing to the economy 

                                                           
8
 NASSCOM IT industry factsheet 2009, Last accessed May 2

nd
 2011 

9
 Global IT service: Industry profile, Datamonitor (April 2009) 

10
 TCS Annual Report - 2008, Last accessed May 2

nd
 2011 

11
 NASSCOM 2020 perspective report, Last accessed May 2

nd
 2011 

9.6
12.9

17.7

23.6

31.1

40.4

47

3 3.9 4.9
6.7 8.2

11.6 12.612.6
16.7

22.6

30.3

39.3

52

59.6

0

10

20

30

40

50

60

70

2003 2004 2005 2006 2007 2008 2009

Export

Domestic

Total

http://www.google.com/url?sa=t&source=web&cd=1&ved=0CBgQFjAA&url=http%3A%2F%2Fwww.nasscom.in%2Fupload%2F5216%2FIT_Industry_Factsheet-Mar_2009.pdf&rct=j&q=NASSCOM%20IT%20industry%20factsheet%202009&ei=NBTDTbvtHsjIsgbb7tWKDw&usg=AFQjCNGin4hMw1F8GcdxFbWGM-HEx
http://www.tcs.com/investors/financial_info/annual_reports/Pages/default.aspx
http://www.nasscom.in/upload/Perspective%202020%20Press%20release%20presentation.pdf


24 
 

of India and improving the brand image of India. The success of IT industry is reflected on the growth of 

other Industries as well.   

 

Figure 7: Growth in number of employees (Source: NASSCOM industry factsheet 2009) 

Indian IT industry can be traced back to the 1970s when Tata entered the business as Tata consultancy 

services. They sent promising engineers from India to US to work in projects of US companies after a 

small in house training (Krishnan & Vallabhaneni, 2009), this is generally referred as bodyshopping. 

Other companies followed the same model and most of the development took place at the client’s site 

as telecom facilities in India were not so developed during that time. Indian immigrants in US played a 

big part in the growth of IT industry in India (Saxenian, 2004). They were instrumental in influencing the 

policy decisions of Indian government and convincing multinational corporations where they were part 

of to setup their offices in India. In 1985 in a time when India had a closed economy, government 

allowed Texas instruments to set up their development centre in India and allowed direct transfer to 

their headquarters in US. This has led to offshoring of software development to India and growth of 

offshore software development centers in India. Indian companies slowly built up their project 

management capabilities and opening up of Indian economy and improvements in telecommunication 

facilities helped the growth of Industry. Indian immigrants helped multinational corporations setting 

their offices in India by moving to India and smoothening up the processes and taking care of the local 

issues like culture and infrastructure. Indian industry invested heavily on the quality processes. Indian 

companies were the first to get CMM level 5 certification, highest level of software development quality 

certification. Another characteristic in the growth of Indian IT industry is that without competing with 

the US companies, they complemented the operations of US companies by acting as suppliers in the 

sense of providing maintenance and support services for their IT systems. English knowledge capability 
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of Indians and abundant availability of highly educated individuals also helped in the growth of the 

industry.  

Company name Revenue (in billion 
USD) 

Net Profit (in 
billion USD) 

Number of 
employees (as of 
Dec 2010) 

TCS 6.682 1.557 186,914 

Wipro 6.04 1.031 119,491 

Infosys 5.061 1.383 127,779 

HCL 2.701 0.280 77,000 

Cognizant 4.592 
 

0.7335 100,000 

Table 2: Revenues and employees of top 5 IT companies in India (Source: Annual reports of the companies) 

Revenues, profit and number of employees of top 5 IT companies which has most of its operations in 

India are listed in the table 1. The details are based on the annual reports of the above publicly traded 

companies in India and US. Tata Consultancy Services (TCS), Wipro, HCL and Infosys reports are taken 

from Indian listings, so their annual report is published from April 2009 to March 2010. Whereas 

Cognizant is listed only in US, so its report is from Jan – December 2009. All the numbers are reported in 

USD based on the conversion rate of 1 USD = 44.935 Indian Rupee during March 31, 2010.  

4.2. Competitiveness of the Indian IT industry 

4.2.1. Industry perspective 

There are various theories put forth to explain the success of Indian IT industry. Madhani (2008) 

analyzed the competitiveness of Indian IT Industry using resource based view (RBV) theory. Resource 

based view (RBV) focuses on analyzing the competitiveness based on the resources (Tangible and 

intangible) it possesses and its distinctive capabilities to act on those resources to obtain and maintain 

competitive advantage (Penrose, 1959). Firms can have different type of resources including financial, 

physical, technological, human, reputational and organizational resources (Hofer & Schendel, 1978) and 

these resources should be developed and strategically used to achieve profitability. The resources 

should have the following characteristics to sustain the competitive advantage, they are resources 

should be valuable, should not be perfectly imitable, rarity and should be sustainable.  

Based on the studies done by Madhani (2008), Lee & park (2010), Arora et al., (2001), the success 

factors of the of the Indian IT industry can be broadly classified into five factors. 

1) Human and financial capital: India has large number of highly educated English speaking 

population. There are around 350 universities and 17,500 educational institutions producing 

around 3 million graduates every year including 400,000 engineers. (Madhani, 2008). Financial 

capital needed to grow in the outsourcing industry was relatively low and hence it was internally 

funded in the beginning. The companies also had access to foreign institutional investors.  

Infosys was the first Indian IT company to be listed in US and it raised capital through Nasdaq 

stock exchange in 1999.  
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2) Cost advantage: One of the biggest advantages India has is its cost advantage. The wages of 

Indian labors were much low compared to the wages of US and European workers. Even 

considering the overhead costs of outsourcing, Companies are able to save significantly. In a 

study done by McKinsey, they found that German companies save 0.52 euro for every euro of 

job offshored to India and US companies saved 0.58 cents for every dollar (Farrell, 2004). 

Infrastructure costs were also low, which let the companies to make a significant savings in the 

initial Investment.  

3) Government support: Indian government provided active support for the growth of Indian IT 

industry through its policies and visions.  Government has taken initiatives like setting up of 

Software Technology parks of India (STPI) in 1991 to support exports. They also created industry 

clusters through their Special Economic Zone (SEZ) Scheme. Indian government also deregulated 

the market, allowed foreign direct investors, improved the technological infrastructure and 

provided tax exemptions to the IT companies to promote the industry (Lee & Park, 2010).  

4) Industry characteristics: Companies were able to combine their resources and form 

NASSCOM (National association of software and service companies). NASSCOM helped in 

improving the brand of Indian software industry and lobbied the government for policies. 

Industry strongly focused on improving the quality of software and services. India has more SEI- 

CMM level 5, the highest quality certification in software development than any other countries 

in the world (Mizuho corporate bank, 2008).  Establishments of clusters of local innovation 

systems such as STPI and SEZ also helped in promoting networks and it increased growth. To 

improve the brand, Indian companies started listing themselves in US stock markets to provide a 

sense of security for outsources. 

5) Linkages: This is one of the main resources India had which helped in the growth of Indian 

Industry. US has a huge Indian Diaspora of around million people, lot of them are in good 

positions in big hi-tech companies. They formed partnerships with the Indian companies, started 

companies in India and helped in the rapid growth of Indian IT industry. As discussed by 

Saxenian (2004) in her book “The New Argonauts”, Indian immigrants in America played a great 

role in the establishment of Indian IT industry similar to the establishment of semiconductor 

industry in Taiwan and manufacturing industry in China. 12 hour time zone difference between 

US and India also helped as it provided the opportunities for the companies to have a 24 hour 

work cycle (Madhani, 2008).  

The above five factors describes the competitiveness of Indian IT industry from industry perspective. The 

competitiveness of Indian IT industry was also analyzed from firm level perspective in a study done by 

Mizuho corporate bank (2008). The study describes the competence of the firms which has led to the 

successful growth of the Indian IT companies.  

4.2.2. Firm perspective 

The study by Mizuho corporate bank (2008) describe innovation in business models, Accumulated 

knowledge over time and Good organizational processes as the reasons for Indian IT companies’ 

competitiveness from firm level perspective. 
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Figure 8: Competitiveness of Indian IT industry from firm level perspective (Source: Mizuho corporate bank, 2008) 

1) Innovation in business models: Indian industry in 1980’s started with body shopping. Indian 

IT companies acted as HR agencies sending IT consultants from India to US to compensate the 

lack of resources in US. Indian consultants were sitting in US client’s office and worked there. 

Inspired by the success of Texas Instruments successful offshoring model, Indian started setting 

up offshore centers in India for US companies and managed the offshore centers. They slowly 

moved up the value chain and developed a unique concept of Global delivery model (Mizuho 

Corporate bank, 2008).  As part of Global delivery model, Indian companies started having 

operations in four places 

 Onsite: Offices situated in the clients location in US and Europe 

 Onshore: Offices situated in the same country or region as clients  

 Near shore: Offices situation close to the region as client is present (eg: Mexico, 

Hungary, Poland) 

 Offshore: Setting up offices in low cost countries to take advantage of the low cost 

model 

Global delivery model mitigate the risks of outsourcing like communication problems and 

cultural differences by co-locating 20 – 30% of their employees in client locations and in 

near shore locations. By this way the customers have constant touch with the projects 

employees and good understanding of what is going on in the project. 
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2) Accumulated knowledge: Indian IT companies has developed the in house knowledge about 

technologies and project management capabilities through their experience. They also have 

developed good relationships with the customers and good understanding of customer’s 

business which will take time for the new entrants to catch-up. 

3) Organizational processes: 

 Quality certifications: One of the main concerns many companies had while 

outsourcing is quality. Indian IT companies realized that it is hampering their growth. So, 

they invested heavily in their quality processes. Indian companies were the first ones to 

get CMM SEI level 5 (Highest level of software development quality certification). They 

also listed their companies in US stock markets to give a sense of security to their clients 

(Mizuho Corporate bank, 2008).  

 Strong knowledge management practices: As they started getting similar types of new 

projects. They concentrated on having strong knowledge management practices to 

utilize the knowledge gained through their past projects. Indian IT Company Wipro got 

MAKE (Most admirable knowledge enterprise) award for Asia continuously for seven 

years12.  

 On the job training: Quality of education in India is a big concern for the IT companies. 

In 2007, top five companies hired 120,000 engineers, IBM and Accenture each hired 

14,000 (Wadhwa, 2008). It became almost impossible for the companies to get qualified 

workforces. IT companies started building huge training institutes and trained the 

workforces and helped the growth of the industry (Wadhwa, 2008). Infosys invested INR 

2055 crore ($457 million USD), for its training institute in a place called Mysore in India; 

it’s the largest corporate university in the world. At a time 14000 engineers can be 

trained in this institute and the training institute has all the facilities including 

classrooms, restaurants and lodging arrangements13. All new graduates have to undergo 

rigorous training for three months before they are put into projects. Best case practices 

are generally discussed in the national association (NASSCOM) and followed by other 

companies. High attrition rate also helped in carrying best case practices and knowledge 

to other companies and helped in the growth of industry.  

Indian IT companies built their competitive advantages and created their own path in capturing the 

market share by innovating in service delivery through the development of global delivery model. The 

techno economic paradigm shifts happened during the last three decades created windows of 

opportunities for the Indian companies to enter the market and capture market share. Indian companies 

took advantage of the opportunities using their competitive advantages (shown in figure 9) to capture 

market share competing over the incumbents and other new entrant countries. Windows of 

opportunities which helped Indian companies are explained in the next section. 
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Figure 9: Sources of competitive advantages of Indian IT industry 

4.3. Windows of opportunities – Historical perspective 

Lee & Park (2010) identified the windows of opportunities created by the techno-economic paradigm 

shifts (Perez & Soete, 1998, Lee & Lim, 2001) which aided in the success of Indian IT industry. Changes in 

technologies, government policies and economic conditions of the world helped in the growth of Indian 

IT industry.  

4.3.1. Techno economic paradigm shifts and political changes 

1. Spread of labor: American companies were facing heavy competition from Japan during the 

1970s and 1980s and were in constant pressure to reduce costs (Lee & Park, 2010). So, they 

started offshoring their production centers to other low cost countries. India had the advantage 

of human capital with good English skills and 12 hour time difference which made their 24 hour 

work cycle and better quality compared to other countries led to the growth in India (Madhani, 

2008).  

2. Shift from Mainframe to Client Server: Advent of personal computers and client server 

computers in 1980s spread the computerization process in both US and Europe (Athreye, 2005). 

System integrating the mainframe and client server provided a new market. This created an 

opportunity for Indian companies as they were natural suppliers of quality manpower. 

3. Dotcom boom and Y2K problem: In the mid 1990s, both the dotcom boom and Y2K problem 

gave a big boost to Indian IT exports. Between 1996 and 1999, Indian companies exported 

services worth 2 billion dollars (Lee & Park, 2010). Lots of Indian entrepreneurs utilized the 

dotcom boom and started companies in US and many others entered senior positions in 

companies, which increased the reputation of Indian consultants.  

4. Post dotcom recession: Post dotcom recession happened in the US, exerted lot of pressure on 

the companies to reduce their costs and it grew the outsourcing market extremely huge which 

India capitalized on. Most of the companies wanted to outsource jobs to India, because of the 

reputation of Indian consultants present in the US. And also the Indian Immigrants in US exerted 

pressure on their companies to choose India and they played a big role in the growth of the 

Industry (Saxenian, 2004). 

5. Government polices: During 1991, India opened up and age of de regulation happened in 

India. This led to lot of companies opening up their offices in India. India understood the 
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importance of IT industry pretty early and they made lot of policies favorable to the IT industry 

like reduction in import duties which resulted in improving the technological infrastructure and 

setting up of software technology parks in India which resulted in the clustering of IT companies 

(Lee & Park, 2010). 

This chapter described the competitiveness of Indian IT industry and the opportunities which helped in 

the growth of Indian IT industry in the past based on the previous research. The next chapter will discuss 

the results of the study based on the empirical data collected for the study. 
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5. Results 
This chapter presents the results of the study. The first part of this chapter will describe the potential 

windows of opportunities created by the techno-economical shift that are available to the Indian IT 

industry to capitalize on, based on secondary data. The second part of this chapter will describe how the 

employees perceive about determinants of innovation such as support of the organization, rewards and 

recognition, availability of resources and also how well the industry is taking use of its social capital. 

Based on the results presented in this chapter, the next chapter will discuss how the current situation 

can be improved.  

5.1. Windows of opportunities available to Indian IT companies 

Following are the windows of opportunities that are now available to the Indian IT industry. It is very 

important for IT companies to capitalize on these opportunities and move up the value chain so that 

they can avoid competitions from other low cost countries. One of the main reasons for growth of the 

Indian industry as discussed in the previous chapter is its cost arbitrage and the growth attained by the 

industry is through market led catch-up (Lee & Lim, 2001). However, if the industry has to sustain its 

growth and market share in the long run, it is important for the Indian IT industry to do technology led 

catch-up and reduce the technical capability difference with the global leaders.  

5.1.1. Emerging markets 

India and China have contributed to half of the worlds GDP for most of the two millenniums. Due to 

certain factors they missed the industrial revolution and their share went down to negligible amount. 

But during recent times, the GDP of both the countries are growing at a faster rate around 10 and 8% 

percent respectively while the growth of western countries is at the rate of 1 or 2% and the growth was 

negative during the financial recession14. Based on the World Bank data13, figure 10 shows the GDP 

growth percentage of different countries during the last five years. If the growth follows a similar 

pattern and many reports show that it will, China will become the world’s largest economy by 2025 and 

India will become the third largest by 2025 (Gupta & Wang, 2009). Considering the size of both the 

country’s GDP and their current growth, there are enormous opportunities in these markets.  

If the current economic growth of India continues till 2025 as predicted, India will have 128 million 

middle class households (583 million people) compared to 13 million households (50 million people) 

now(McKenzie global institute(MGI), 2007). This is going to propel a big demand in India’s consumer 

market. India has set a target of investing $514 billion dollars in infrastructure between 2007 and 2012 

during its eleventh five year plan and the number is expected to be increased during the next five year 

plan15. Increase in the demand conditions provides a big domestic market which the industry lacked 

before and thereby will increase the competitiveness of the Indian industries (Porter, 1990). Companies 

in all industry sectors need IT systems to improve their competitiveness, so the growth of any industry 

sector in India augurs well for the Indian IT industry. Cost effective solutions developed for Indian 
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market conditions can very well cater the needs of other emerging economies and it is a great 

opportunity for Indian IT companies as it has good understanding of the local market.  

 

Figure 10: GDP growth of India and China from 2005 to 2009 (Source: World bank) 

5.1.2. Growth of internet connectivity in India 

Internet connectivity in India is a big bottleneck for the growth of ecommerce and other dot com 

businesses in India. India has only one billion dollar dotcom company, MakeMyTrip with a market cap of 

$1.05 billion (as of May 2nd 2011) where as Tencent QQ, China’s largest dotcom Company is worth 

around 50 billion dollars. Two of the five largest companies are Chinese companies, which is also a 

developing economy. India still lags in internet business with total revenue of around 7.1 billion dollars16 

(Conversion rate of 1 USD = 45 INR). Indian ecommerce industry is still dominated by travel industry, 

which accounts for 80% of the revenues. Advent of new technologies and emergence of mobile internet 

will help India in improving its internet penetration. According a McKenzie study17, Indian internet 

penetration is expected to increase fivefold to 450 million users in 2015.  This rapid growth in 

connectivity in India will spur the growth of dotcom businesses in India and will act as a platform for 

emerging cloud computing models (It will be described later in the section 5.1.5). It promises lot of 

opportunities for new businesses in this sector in the near future.  
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Figure 11: Growth of internet users in India 

5.1.3. Globalization of innovation 

This is one of the important trends that are going to benefit Indian IT industry. In recent times, number 

of global companies setting up R&D centers in India and China are on the rise. In a survey done by 

INSEAD along with BOOZ Allen Hamilton in 2006, companies wanted to setup 19% of their new R&D 

facilities in India (Altman et al., 2006). Growth of local markets is seen as one of the main reason for this, 

however in the same survey by INSEAD, they found that only 25% of the R&D centers that they wanted 

to set up in India were for that reason. They wanted to start their operations in India to take use of its 

skilled human resources and cost arbitrage. In a study by Tiwari & Buse (2007), they found out that one 

of the barriers for innovation in German SMEs was lack of qualified resources. With the availability of 

vast qualified human resources; India is set to grow as a R&D hub for multinationals. According to 

NASSCOM, there were around 300 captive Engineering R&D (ER&D) facilities in India during 2009 

employing around 85,000 people and around 60,000 in Indian ER&D service providers18.  

Recently open innovation, familiarized by Chesbrough (2003) has gained more attention. Procter and 

gamble strategy of shifting from R&D to C&D (Connect and develop) by adopting open innovation has 

yielded good results and more than 35% of P&G’s new products have elements that was originated 

outside the organization (Huston & Sakkab, 2006). There is a trend towards open innovation with more 

and more companies adopting open innovation practices (Van de Vrande et al., 2008) provides 
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enormous opportunities for Indian companies to co-innovate and move up the value chain. India has put 

considerable amount of efforts in strengthening its intellectual property rights (IPR) system to take 

advantage of this opportunity. India has signed international treaties for IPR protections including US, 

Japan and several Western European countries (Herstatt et al., 2008). 94% of foreign firms who set their 

R&D activities in India have said that safety of intellectual property in India is one of the reasons for 

setting up their R&D in India and IPR conditions in India were better than China and it is one of the 

reasons for companies setting up their operations in India (Herstatt et al., 2008). Independence of 

judiciary and closeness of Indian corporate law to British legal system also favors R&D activities growth 

in India. This paradigm shift in the mindset from R&D to C&D will result in generation of hi-tech R&D 

jobs in India and will help in improving the innovation capabilities of the industry.  

5.1.4. Financial recession 2008 – 2009 

Whenever there is a financial recession in a place where the incumbents are located, it creates pressure 

on the incumbents to cut their costs and reduce investments in the production line. If companies fail to 

invest continuously, they risk losing market share (Mathews, 2005).  Financial recession leads to closing 

down of factories and cutting jobs. And this situation favors the new entrants from the countries which 

are not affected by recession to invest and hire employees from the incumbents. It gives the new 

entrants to gain free access to the tacit knowledge. For example, Korean companies like Samsung and 

LG became big players in LCD technology in 1992 to 1996 by taking advantage of the downturn in Japan 

by opening its R&D lab in Japan and by employing the unemployed Japanese engineers (Mathews, 

2005). Financial recession during the last couple of years has resulted in cost cuts and job losses and it 

will help the Indian companies against the incumbents from developed nations.  

5.1.5. Shift from desktop computing to cloud computing 

Cloud computing is one of the disruptive trends that is happening in the computing industry today. With 

cloud computing, computational resources such as software applications, databases, computational 

infrastructures etc are moving towards web based solutions. It reduces the need for companies to invest 

huge amounts of money in building IT infrastructure and rather allow them to procure their needs as 

services such as software as a service (SaaS), platform as a service (PaaS) and infrastructure as a service 

(IaaS) and pay as much as the resources used. This paradigm shift is new and even the established 

software makers are experimenting and still in the learning phase and it will help the new entrants. 

As discussed in the theory chapter, the windows of opportunities discussed above are windows. It has to 

be capitalized when it is available. When there was global shift of labors in 1990s by offshoring 

production to low cost countries (Lee and Park, 2010), Indian IT companies took advantage of the 

window before the multinationals like IBM, Accenture, etc realized the opportunity and set up offices in 

India. To capitalize on the opportunities, companies have to act fast and also have to strengthen its 

innovation ecosystem. The next part of this chapter will describe the current state of innovation 

ecosystem in the industry from employee’s perspective based on the primary data collected during the 

study.   
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5.2. Innovation ecosystem in the Indian IT industry 

This part of the chapter describes how the employees perceive innovation culture of the Indian IT 

industry. This will list the bearers and barriers of innovation with emphasis on idea generation. All the 

factors described in the conceptual framework will be discussed and empirical data from the interviews 

will be presented along with the corresponding survey results. 

Before proceeding to the results of the study, this part of the chapter will give an introduction about the 

background of people who have answered the survey. As described in the methodology section totally 

ten people are interviewed and survey is filled completely by 81 Indian IT employees. A survey was sent 

to people with at least three years of experience to get proper insights as they have spent considerable 

amount of time in the industry.  Out of 81 people who have filled the survey, 50 of them have travelled 

abroad and have worked in a project outside India.  

 

Figure 12: Survey respondent’s profile 

As described in the background chapter, Indian IT Industry is export oriented. Out of 60 billion dollars 

annual revenue in 2009, 47 billion came from export. Most of the revenue comes from providing 

ITservices to the customers in U.S. and Europe. The type of services includes developing software 

applications for the clients’ business needs (Application development), maintaining their software and 

hardware infrastructure (Maintenance and support), engineering research and development services 

(product engineering services), testing, etc. The respondents have diversity in the nature of projects 

they are working with as shown in figure 12. As part of the industry’s global delivery model of services, a 

part of employees are located at client premises. Since a majority of the customers are from Europe and 

U.S., there are a number of Indian IT consultants working in projects in foreign countries. 

Business models followed by the big companies are similar and all of them have operations in most of 

the above mentioned areas. Attrition rate of around 15-20% in the industry19 coupled with the sincere 
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effort put by NASSCOM facilitate the sharing of best case practices across the industry. The following 

figure 13 represents the number of respondents that are working in different kinds of projects. In most 

of the figures, percentage is rounded to the nearest integer, so the sum may not be equal to hundred.  

 

Figure 13: Type of project respondents are working in 

5.2.1. Motivation and support 

One of the prominent observations in the interviews is the deep outsourcing service oriented mindset in 

the employees. Indian IT companies’ business model is in such a way the employees spend most of their 

time on implementing the business requirements and system specifications given by the clients rather 

than ideating themselves. Most of the interviewees feel that processes in the company, values of the 

company is in such a way that it forces you to just commit to current business and don’t think about 

anything else.  

“No place for innovation, we just work on the business requirements given by the 

client.”- Project employee A, Company D 

Innovation in this business model starts with understanding business requirements of the clients, their 

current IT system and then by creating more value to the customer by suggesting better ways of 

implementing the system or ways to reduce the cost of operations to the client. The sales head of 

Company B explains the situation of the industry that it’s a service business and amount of money they 

get depends on the amount of time they spend on customer’s requirements and it is not possible to 

allow employees to spend time on their own projects as in Google. 

“The culture of the company does not support innovation as in Google”- Sales 

head, Company B 
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The sales head, Company B also explains that Innovation is happening in the industry, but that is tightly 

coupled with the requirements of the customer. Sometimes, companies create intellectual property (IP) 

along the process of solving customer’s problems. For obvious reasons, employees who are working 

with product engineering services (R & D services) show a sense of better feeling about the innovation 

efforts, compared to employees working in other project areas.  

 

Figure 14: Freedom and support for ideation 

“I feel I have more freedom and opportunities to innovate in client’s site than in 

offshore” – Project employee C, Company D 

 

Figure 15: Innovation efforts in the company 

Lack of support from immediate managers is cited as one of the main reasons for the lack of innovation. 

However in the survey, 69% of the respondents feel that the efforts put by the respective companies 

towards innovation is improving and around 82% of the respondents say that the innovation activities of 

their respective company is informed properly to them. Even though 82% respond that they are 
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informed about the innovative activities of their company, during the interviews they had very limited 

knowledge about the policies and innovation groups in the company. 

5.2.2. Reward Systems 

Rewards and recognitions are important factors to build an innovation culture in an organization. 29% of 

the respondents replied that they are satisfied with the rewards and recognition systems in their 

company, where the remaining 71% felt that it has to be improved. Apart from monetary benefits and 

recognition, one of the relational form of rewards that the industry is lacking now and very obvious 

during interviews is that lot of employees don’t feel that they are challenged enough with the nature of 

work. In the survey, huge majority of respondents, around 90 % says that their abilities are underutilized 

or not utilized to full extent. There is a feeling that they can and want to do a better challenging work.  

 

Figure 16: Rewards and recognitions 

“If I have an idea, I have to put effort in convincing the manager first and then 

convince the client and then implement it. I have to spend considerable out of 

extra time apart from my assigned work to make it happen. Why I have to do this 

if I am not gaining anything out of it? Company has to fix the reward system. The 

system needs some serious attention” – Project employee B, Company C 
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Figure 17: Utilization of employee’s potential 

5.2.3. Availability of resources 

Lack of employees with attitude towards innovation is one of the major barriers of innovation in Indian 

IT industry. The culture of the industry where most of the ideation is done by the customers and the 

work by the Indian IT companies is only implementation also affects the attitude of the employees.  

“Only one or two in 100 thinks about innovation and have good abilities to 

innovate. Most of the employees don’t know that there is a separate group who 

works on innovation”- Project employee B, Company C 

Lack of time is always a big barrier for innovation in any industry. As the differentiation among 

companies is less; cost becomes one of the main deciding factors for winning a project. It results in 

increased work pressure. Tight scheduling of work in the projects is making it difficult for employees to 

take time out of their busy schedule and think about new ideas. Most of the interviewees say that 

budget for implementing a new idea is a problem.  

“We had an option of spending 2% of our account’s revenue totally for all our 

new initiatives. But if we have to do some radical innovation, the fund within our 

account will not be enough and it needs some extra attention from upper 

management”- Project employee A, Company E 

However, formal process of allotting money for implementing new ideas depends on the company and 

the type of project and it’s difficult to generalize. More study has to be done with specific to the 

companies to have a good understanding of influence of the budget.  
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5.2.4. Social capital 

As described in the theory chapter, developing social capital of the employees is very important as it 

improves both the number of ideas and quality of the ideas from the individual (Björk et al, 2010). 

Interaction between the employees will enable them to think from different perspectives and improve 

ideation. Based on the survey, it is found that the interaction between various functions in Indian IT 

industry is mainly related to their current work. 38% of respondents say their interactions are good but 

related to current work whereas 21% say they have good interaction outside their project and able to 

discuss ideas and thoughts with them. 

“Interaction between people in different verticals is less, that’s true even for 

people working in same technologies”- Project employee A, Company C 

 

Figure 18: Cross functional interactions 

Most of the IT consultants have opportunities to work in projects outside of India. These people go 

abroad and work for a period of time. They have an opportunity to build a network with wide range of 

people. It is interesting to study how well they are utilizing that opportunity as it helps them make 

connections with a completely new and different social network. It also has lot of implications from IT 

industry’s perspective. Since most of the ideation is done in their client location, it is important for them 

to understand the process and also understand their business. Based on the interviews, the interactions 

between the IT consultants and their manager at the client’s office are good and the interactions related 

to their project have been good.  But the interactions between them and the local community in the 

foreign country is not so good. 
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Figure 19: Country where Indian IT consultants are working on other than India 

 “Indians who come for onsite, tend to spend time only with the Indian 

community and their network outside Indian community is bit weak”- Project 

employee A, Company C 

 

Figure 20: Number of years Indian IT consultants worked abroad 

Still U.S. is the biggest market for Indian IT companies and about 68% of the respondents travelled to 

U.S. for a project. The interaction between the IT consultants who go abroad for a short term project 

and the local community abroad is limited and it is not as strong as the interaction between students or 

permanent workers living abroad. Only 16% of the respondents replied that they have very good 

interaction with the local people capable of discussing ideas and thoughts.  
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Figure 21: Interaction outside Indian community by Indian IT consultants while living abroad 

5.2.5. Collaboration – Usage of IT systems 

IT systems facilitate the exchange of ideas and help in improving innovation (Khalil, 1996) and also best 

concepts are not single ideas but it is built by collaborative effort of individuals on initial ideas 

(Imaginatik, 2002). It is a valuable resource to identify innovators and intrapraneurs within the company. 

In the interviews, people working in the same company were saying that they have idea management IT 

platform and some other were saying that they don’t have any idea management platform. Education 

about the idea management platform to the employees is poor.  

 

Figure 22: Presence of idea sharing platform in a company 
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57% of the survey respondents said that they have an idea management system in their company and 

out of that 21% percent of the respondents who said yes, did not know the name of the system. Only 

24% of the respondents who have idea management platform actively use the system.  

 

Figure 23: Level of usage of idea management platform 

This section has described the current state of the determinants that can influence the ideation 

capabilities of the organization. In the next chapter, how these determinants will affect the ideation 

capabilities will be analyzed with the help of the theory and possible recommendations to improve the 

conditions will be discussed.  
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6. Discussion 
In this chapter, results will be compared with the theory to analyze the current situation and suggestions 

for improvements will be presented. The first part of this chapter will analyze the success of Indian IT 

industry with different catch-up models. The advantages that the Indian IT companies have to capitalize 

on the windows of opportunities will be discussed.  In the later part of this chapter, determinants 

affecting ideation capabilities will be discussed and suggestions for improvements will be given based on 

the theory. The last part of this chapter will discuss the strategies that can be employed by established 

Indian IT companies for strengthening their innovation potential. 

6.1. Market led catch-up by the Indian IT industry 

The success story of India can be explained with different catch-up models discussed in the theory 

section. According to Porters model of national competitive advantage, large number of low cost, highly 

educated English speaking workforce is certainly one of the factor conditions which helped the growth 

of Indian IT industry. But with the locational disadvantages such as lack of domestic demand and the 

absence of large government contracts, Porters model is not sufficient to define the success of Indian IT 

industry (Krishnan & Vallabhaneni, 2009). 

The third category of Wong’s (1999) catch-up route, process capability specialists can closely describe 

the success of Indian IT industry. Indian IT companies have been largely successful in establishing 

processes and catching up on leaders (Krishnan & Vallabhaneni, 2009).  They attained leadership in 

outsourcing by building complementary capabilities such as providing application maintenance, 

developing low technology products rather than competing directly against the incumbents. The catch-

up that happened in India happened is mainly market led catch-up by capitalizing on the windows of 

opportunities (described in section 4.3) created by the techno economic paradigm shifts using its 

competitive advantages (described in section 4.2).  

 

Figure 24: Market led catch-up by Indian IT industry 

Indian companies avoided competition with the incumbents and complemented the incumbents by 

providing low end services in the value chain. The value chain of IT services industry (Gereffi & 

Fernandez-Stark, 2010) can be seen in the figure 25. A high end IT project involving an Indian IT 

Company consists of three stakeholders; Client who needs an IT system, a consultant hired by the client 

who have good understanding of both business and technology and an Indian IT company. The 
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consultant along with the client decides on the system requirements, technology to be used, 

customizations requirements, etc to suit the needs of the client’s business. Indian IT companies 

implement the system based on the requirements and specifications given by the consultant. Indian IT 

companies will be either paid based on the amount of time they spend on implementing the system or 

negotiated fixed value. Indian IT outsourcing services are mainly concentrated on the last two blocks of 

the value chain such as software development and infrastructure management (as in the figure 25). 

Global IT service providers from the developed world have their operations in all parts of the value chain 

and they dominate the IT consulting and software R&D parts of the value chain which demands higher 

fees from the client. 

 

Figure 25: IT industry value chain (Gereffi & Fernandez-Stark, 2010) 

India still maintains its leadership position for providing outsourcing services and still enjoys a big 

market share. It holds number one position in location attractiveness for outsourcing based on A.T. 

Kearney study in 200920. But other South East Asian, Middle East and North African countries are 

pushing forward and improving its technology service capabilities. Apart from the rise of other low cost 

countries, Industry faces other threats which influence the growth of the industry.  

One of the main threats Indian companies see is the development of new tools and technologies which 

reduces the need for low end IT services. Sramana Mitra has explained a case where tools have nullified 

the need for IT services in her forbes article21. InsideView, a silicon valley company which helps 

customers in sales lead generation and opportunity identification using its technology as a software-as-

a-service (SaaS) business model acquired a Indian company called TrueAdvantage for its 2500 
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customers. TrueAdvantage did the same thing as InsideView but it did it manually employing 150 

people. After the acquisition it laid off all the 150 employees and moved the customers to their 

technology driven solution. New technology paradigms such as cloud computing and software as a 

service (SaaS) are also some of the big challenges Indian IT industry is facing. Providing maintenance and 

support service for software applications are one of the main revenue streams of Indian IT industry. 

Emergence of cloud computing and SaaS is making the need for maintenance and support void.  

Even though India graduates a million engineers every year22, the quality of education cannot be 

compared to that of developed nations (Gereffi et al., 2008) and NASSCOM study shows that only less 

than 25% of the graduates are employable23. Poor infrastructure and low quality of education in many 

universities are main threats to the industry. Rapid expansion of global companies in India has really 

raised the salary levels in India. Due to the scarcity of quality resources, companies are trying to poach 

into each other’s resources and the attrition rate is high leading to increase in the salary levels. For the 

big IT companies to maintain the current growth rate and current business models, each one has to 

employ a million people in the coming decade. It is going to be a big challenge for them in recruiting a 

million employees and it also brings lot of organizational challenges.  

In a recent study done by PwC, 35% of the revenues come from fixed cost business model and 60% are 

from Time and material business model24. Business models followed by all the big companies are almost 

the same with very less differentiation. The customers of Indian service companies also have large 

number of IT service providers to choose from. High competition and less differentiation lead to price 

wars which is detrimental to the industry. Global competitors such as IBM, HP, Accenture and Capgemini 

are expanding very fast in India. IBM has one third of its employee base in India and Accenture employs 

around 50000 employees25 in India. Because of that, competitive advantage of the Indian companies 

that they had because of its low cost operations compared to their global counterparts is going down. 

Indian IT industry has seen companies setting up their own captive centers in India to service their IT 

needs. During the financial recession of 2008, lots of companies were forced to reduce their cost 

expenditure which in turn had impact on the price of IT services provided by the Indian IT companies 

and it still reflects on the price of post recession deals. And also, there has been rising opposition against 

outsourcing of IT services in developed countries and laws preventing outsourcing. In 2009, Ohio, a state 

of US banned outsourcing of government projects26.  

Taking advantage of cost arbitrage and just providing low end services will not sustain the growth of 

Indian IT industry for long time as competition is increasing the cost of operations in India rapidly. It is 

highly important for the industry to move up in the value chain to sustain the growth and maintain its 

market share. Even though the companies are growing rapidly now, they have to adapt and add new 

business models sooner or later to their current business model of providing software services by Time 

& Material or fixed cost business models. Indian outsourcing companies have acted upon cost arbitrage 
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factor and built up process capabilities to compete against the incumbents and built considerable 

domain expertise in the respective sector. To achieve competitiveness in long term, Indian IT companies 

have to concentrate on the other strategical dimension of catching up, i.e., building product capabilities 

(Wong, 1999) or in the IT sense, complete system development capabilities from the requirements of 

the client. Indian IT companies have to move up in the value chain. They have to become more 

innovative and entrepreneurial. New opportunities have to be duly noted and exploited when it is 

available. 

6.2. Technology led catch-up in the Indian IT industry 

6.2.1. Capitalizing on the windows of opportunities 

As described in the results section, the windows of opportunities are windows. It is available only for a 

certain period and the opportunity should be capitalized on when it is available. Based on the windows 

of opportunities described in the results chapter, the following section will describe why the 

opportunities are available only for a certain amount of time and the advantages Indian companies have 

to capitalize on the opportunities.  

6.2.1.1. Emerging markets 

India and other emerging markets are growing at a faster rate compared to the developed world. 

Characteristics of emerging markets such as India and China is, both are mega markets but with micro 

customers. Margin of profit will be less but the profit can be big based on the volume of the sales. 

Customization of products from developed world market is not enough to capture market share in 

developing countries. Having R&D in the emerging markets and doing localized innovation is necessary 

for success in the local markets. Haier’s innovations like washing machines which can wash potatoes, 

rodent-proof refrigerators for rural Chinese market, Godrej $70 portable refrigerator capable of running 

without power for long time where frequent power cuts are common are necessary to survive in these 

markets27. Products that were developed for emerging markets such as GE’s $1000 handheld 

electrocardiogram machine for rural India and $15000 portable, PC based ultrasound machine for rural 

China have created a new market in the United States. The movement of innovation happening in 

developing economies and moving towards developed countries is called as reverse innovation (Immelt 

et al., 2009). The success of these products gives confidence that products developed for developing 

countries also have a potential market segment in developed countries (Immelt et al., 2009). According 

to a Boston Consulting Group study28, potential market in Asia for western firms is around 34% but only 

7% of employees are from Asia and 3% of R&D is done in Asia. Indian companies have good 

understanding of the local market compared to the incumbents from developed world. Before the 

incumbents realize the opportunities and grow their base in India, Indian companies should capitalize on 

the local market and build products for the local market and catch-up with the established 

organizations.  
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6.2.1.2. Growth of internet connectivity in India 

As described in the previous section 5.1.2, Internet connectivity is increasing in India. The conditions in 

India are quite different compared to that of western world. It provides an opportunity for Indian 

companies to enter into the market and have a market share. The conditions in India are quite different 

compared to that of western world. Online transactions in India are still in the early stages of growth. 

Mediocre payment gateways and people hesitant to use credit cards online are some of the barriers of 

e-commerce in India29. To create a successful e-business in India, offline payment methods have to be 

included to have a wider customer base. Cash on delivery method in India is helping the growth of e-

commerce business in India30. To have offline payment methods, local partnerships with postal 

companies and other retail stores are important. For that, local knowledge is necessary and will 

definitely favor the Indian companies. In India, Mobile recharge can be done as cheap as INR 10 ($0.2). 

Tencent QQ in China took advantage of similar type of situation in China and they sold online avatars for 

their online games in retail shops through coupons. To succeed in the Indian market, there should be 

innovations in the business models which suit the local conditions in India. It is a big opportunity for 

Indian Companies to take advantage of that before the big companies figure out and learn the tricks of 

the trade in India.   

6.2.1.3. Globalization of innovation 

Companies are increasingly shifting their R&D bases to developing countries for variety of reasons such 

as cost and talent arbitrage as described in the results section 5.1.3. Indian companies have advantages 

because of its workforce and the knowledge of technical know-how. They should capitalize on the 

opportunities and build their knowledge base and move up in the value chain by co-developing products 

with the incumbents. Some Indian companies are already capitalizing on this opportunity. For example, 

HCL has Global risk reward partnership model where HCL will take part of ownership for developing new 

products and develop it using its R&D centers and center of excellences. HCL will not charge upfront fees 

for the development; rather it gets a share in the product revenues based on the agreement. It is 

beneficial for both the parties involved as it helps HCL to move up in the value chain whereas it reduces 

the time to market and reduced cost of research for the other party. HCL has partnered with companies 

like Cisco and Boeing using this model. With emerging markets becoming center of growth and with 

increase in the number of R&D centers in India, the opportunities for Indian IT companies in ER&D 

market is big.  

6.2.1.4. Financial recession  

Financial recession during last couple of years has benefitted the Indian companies31. Financial recession 

forced the companies to cut their IT cost, which helped in India getting lot of IT service projects. Due to 

financial recession, there has been lot of consolidation and Mergers & Acquisitions in the Banking, 

Financial services and Insurance sector (BFSI), which increases the need for Indian IT service providers 

(41% of Indian IT services revenue come from BFSI sector and still it is one of the fast growing sector for 
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Indian IT industry32). Need for cost cutting combined with lack of resources and competition is forcing 

companies to concentrate towards their core business activities and outsource all the contextual 

activities which results in increased outsourcing to Indian companies.   

There is also recent raise in new form of outsourcing called knowledge process outsourcing (KPO), it 

refers to outsourcing of high end tasks like valuation research, investment research, patent filing, legal 

and insurance claims processing, etc. It requires higher domain expertise in the above mentioned areas. 

Trained workforce with English knowledge in India is helping the KPO industry to grow. Indian KPO 

industry had revenue of around 3 billion USD during 200733. KPO industry is still evolving and it is 

expected to grow post recession.  

6.2.1.5. Shift from desktop computing to cloud computing 

This is one of the trends which are going to benefit India in software product market. Even the 

incumbents are in their learning stages and it provides a big opportunity for Indian companies. Cloud 

computer revenues are growing and IDC has estimated that the revenues from cloud services will grow 

from $16 billion in 2009 to $55.5 billion in 2014 with a CAGR of 27.4 percent34. IDC also predicts that 

cloud services will grow five times the rate of traditional IT products. Cloud computing is also one of the 

many challenges Indian IT industry is going to face. All the big Indian IT companies get considerable 

amount of revenues from maintaining infrastructure and other software applications for companies in 

Europe and in US. Emergence of cloud computing poses a threat to those revenue lines but it also 

provides one of the greatest opportunities as all the incumbents including Microsoft and IBM are in 

learning phase in this new paradigm shift. Cloud computing also provides great opportunities among 

Indian Small and Medium businesses (SMB). Software piracy is regarded as one of the biggest threats to 

Indian software industry; with the emergence of Software as a Service (SaaS) it opens up a big market 

among Indian SMBs. Indian companies like TCS and Wipro have already started providing cloud based 

services to Indian SMBs. TCS iON, a cloud based offering for SMBs launched in 2011 already got 150 

customers and strengthening the 35 million SMBs IT infrastructure will enhance the competitiveness of 

SMBs35. Cloud based services also provides an opportunity for Indian SMBs in IT sector to capture a pie 

of developed countries market as most of the services are provided via internet compared to the IT 

product model which need local presence for maintenance and support.  

These windows of opportunities should be used by the industry to achieve technology led growth and 

catch-up with the incumbents. As shown in figure 26, to fully capitalize on the windows of opportunities, 

Industry’s innovation efforts have to be improved. Vivek paul, former CEO of Wipro in his interview36 to 

Professor Ravi Aron at Wharton in 2005 describes the capabilities of Indian IT service companies as 

follows "The stuff that’s been done in India is staggering in terms of range and depth. I don’t think that 

anyone can say that the work we’re doing is trivial. But the work we’re doing is under somebody else’s 
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direction. Let me put it this way: For an engineer, there’s a big difference between discovering 

something, versus discovering something that you know somebody else says can be done. That 

difference is the difference between the service business and the products business. In the service 

business, what you’re doing is great stuff, but it is in some sense something that someone else told you 

to do. To succeed in products, you have to understand the market and discover the possibilities." Over 

the time, the industry has developed project management capabilities and is good at executing projects.  

But if the industry has to develop real innovative products it has improve the idea generation process in 

the industry. Capability of the organizations to think from business perspective and to ideate a new 

product based on the market needs should be improved.  Along with the project management 

capabilities, Indian IT industry should develop product management capabilities.  

 

Figure 26: Technology led catch-up in the Indian IT industry 

The next part of the thesis will discuss about the bearers and barriers of ideation in Indian IT industry 

based on the results of the study and recommendations will be given to improve the factors which 

influence ideation in organizations. 

6.2.2. Bearers and barriers of ideation in the Indian IT industry 

Motivation and support given to the employees towards innovation is one of the important factors 

which influences all parts of the innovation value chain. To improve the innovation culture of the 

organization, motivation and support should come from the managers. Based on the interviews, 
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motivation towards innovation in Indian IT industry from the middle managers is not so good. If the IT 

companies want to improve the innovation culture of the organization, they should start encouraging 

the employees to create new ideas and provide value to the customers in their projects. Even if the 

employees take their own initiatives and suggest an idea, 42% of the employees feel that there are lots 

of issues to overcome to execute the idea. Lack of motivation also reflects on the reward system of the 

organizations. Theory suggests that good rewards and recognition systems improves the innovation 

culture in the organization. 

From the survey, only 29% of the employees are satisfied with reward systems. Proper rewards motivate 

people to innovate. Reward systems should be improved in the industry to improve the ideation 

capabilities of the organization. Apart from monetary benefits, there are also other types of relational 

rewards like providing challenging work to the employees which give them work satisfaction. Almost 

90% of the respondents say that their abilities are under utilized in the organization. It is one of the 

interesting results of the study and if given proper motivation and rewards, employees can be easily 

inspired to generate more ideas and values to the customers.  

Idea generation is one of the important aspects that the Indian IT industry has to improve to compete 

on a global level. In places like U.S. where the entrepreneurial ecosystem is good, having more 

interactions with the local hi-tech community and discussing ideas with them would give new 

perceptions about the technology world and inspiration towards developing new innovative products. 

As described in the theory section, higher the number of interactions between the employees from 

different departments and different social networks, higher the quality of idea and the ideation score. 

63% of the respondents of the survey have worked in a foreign country outside India in a project. But 

only 16% of those who have lived abroad say that their interaction with the local community abroad is 

good. Even in intradepartmental interactions within the organization, only 21% of the respondents feel 

that their interaction is good enough to discuss ideas and thoughts with employees working in different 

projects and functions. Interactions between technical people who have the ability to solve technical 

issues and business development people who have the ability to think about products from market 

perspective have to be improved. Even though growth of the developing countries have been fast, still 

the market for high end goods are big in developed countries as they have large amounts of disposable 

incomes. Improving contact with the people over there and creating a network would definitely help in 

understanding their needs. It also helps in finding potential partners for collaborations to develop new 

products. With number of IT consultants travelling between India and western countries are increasing, 

it is important to take advantage of the opportunities created by it. The mindset of only concentrating 

on implementing whatever the customer has ideated was very evident during the interviews. Building a 

social network with software professionals from developed nations where the industry’s culture is 

different will definitely help the Indian IT professionals in overcoming that mindset. This is one of the 

reasons why improving social capital is really important for India. There are some initiatives in Indian 

companies to improve the interactions among their employees.  

HCL, an Indian IT company has used formal structures to improve the interactions within the company 

through its initiative called Employee’s first council. Company created employee communities called 

Employee first councils. These communities will be based on passion of the employees. They started 
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with creating council’s from areas like arts, health, hygiene, CSR and gradually proceeded to various 

technology or business related communities across various countries and locations. Employees 

themselves select the leader for these communities and there are 2500 council leaders now. These 

groups have increased interaction among the employees and have created new business and new 

technology based innovations. Vineet Nayar (2010), CEO of HCL has written a book called “Employees 

first, customer second” which explains the initiatives in HCL. In the book, he argues that small changes in 

the policies can act as catalysts to bring big changes in the corporate culture. Companies through their 

policies can influence the interactions within the company, but how do they motivate the people to 

develop their social capital outside the organization. Another interesting way how Google improved the 

networking capabilities of its employees is through its employee startup referral program. Google gives 

$10000 to employees who help Google Ventures in spotting a company to invest on37. Google Ventures 

has obvious benefit from this. It helps them in finding good startups to invest on. But it also has an 

impact on the company’s employees. It motivates the employees to network more and constantly look 

for great ideas, which in turn help in improving their innovation mindset.  

Imaginatik (2002) in its research found out that best concepts are not single ideas but it is built by 

collaborative effort of individuals on initial ideas. IT management systems facilitate the exchange of 

ideas and helps in improving innovation. Only 57% of the respondents of the survey say that they have 

idea management system in their company. Out of the 57% who said yes, only 24% of the people say 

they actively use the system. Communication about the presence of idea management systems should 

be improved in the organizations and also the potential benefits of using the system and knowledge of 

how to use the system should be reiterated to the employees. Idea management systems can also be 

linked to rewards and recognition systems proving an incentive for the employees to use the idea 

management system. HCL has integrated the idea management system with the customers. If an 

employee has done something innovative, he will enter that into the idea management system. The 

customer can see the idea entered by the employee and decide whether it is valuable for him or not and 

the customer will give an assessment to the value of the idea. Based on the scores a person receives in 

the idea management system, the employee can be rewarded.  

In this section, the current state of bearers and barriers of ideation in the Indian IT industry is discussed. 

Apart from strengthening the internal innovation efforts in the organizations, what are the other 

strategies, the established big companies in Indian IT industry can follow to improve the innovation 

ecosystem of Indian IT industry is discussed in the next section of this chapter.  

6.3. Strengthening the innovation ecosystem of the Indian IT industry 

To capitalize on the available windows of opportunities, industry has to strengthen its innovation 

ecosystem. New business opportunities created by these windows should be converted into new 

businesses and it is one of the important elements for growth in a developing economy. New business 

creation is generally associated with startups; it is an important factor for employment generation and 

growth of a nation. Startups have certain advantages with respect to new business creation as they are 
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not affected by controls, processes and the mindset of working with the existing businesses as in the 

case of big established organizations (Wolcott & Lippitz, 2009). In meanwhile, established organizations 

also have certain advantages in creating new businesses as they have necessary knowledge, resources, 

capital, brand value and experienced management team (Wolcott & Lippitz, 2010). Strengthening the 

entrepreneurial ecosystem of the industry and at the same time strengthening the established 

companies’ internal innovation ecosystem is necessary to capitalize on the windows of opportunities. In 

this part of the chapter, improvements needed to strengthen the entrepreneurial environment in India 

and what the big companies in the industry can do to capitalize on the opportunity and how it can 

influence the entrepreneurial environment of the industry are discussed.  

6.3.1. Strengthening the startup environment in India 

Entrepreneurship in India is booming in recent years but still lot of work has to be done to see an 

innovative company coming out of India and dominating in a global environment. In recent years, there 

is an increase in venture capital chasing India. With domestic opportunities booming and globalization 

facilitating the entrepreneurs to take advantage of the global opportunities, there are certain issues in 

the Indian entrepreneurial environment which has to be addressed to fully capitalize on the 

opportunities. Evalueserve (2006) has published a white paper about Indian venture capital market and 

in that they have described that the Indian venture capital market is overheated. There is too much 

money chasing too few deals. There is a lack of fundable deals in India. One of the reasons for lack of 

deals in India is, most of the IT companies started in India concentrate on providing outsourcing services 

even in high tech industries such as software development, chip design etc38 and they become revenue 

generating fast, so the need for capital is less. At the same time, this limits the possibility of innovative 

product company coming out of India.  In the same report by Evalueserve, they have also mentioned 

that the Indian Entrepreneurs lack marketing, sales and business development expertise (Evalueserve, 

2006). While discussing about availability of venture capital with some of the entrepreneurs back in 

India, both the ones who have raised capital and who have failed confirms the availability of venture 

capital in India. But they cite lack of mentorship for entrepreneurs in India as one of the main reasons 

that are limiting the growth of entrepreneurship in India. One of the entrepreneur quoted that “Most of 

the startups need help in terms of mentorship which is happening but pretty slowly. I believe the way it 

happens in US is that there are lots of entrepreneurs who were successful with their ventures and have 

become angels providing mentorship and help in bootstrapping a startup to the next level. My feeling is 

that the same will happen in India when the entrepreneurs here in India become angels“. Indian 

industry has to address the problem of lack of mentors and lack of startups with high quality innovative 

ideas to fully capitalize on the windows of opportunity. 

There has been an interesting study about the role of immigrants in building high technology startups in 

Silicon Valley, United States (U.S.). According to Wadhwa et al., (2007), 52.4% of all startups formed in 

Silicon Valley between 1995 and 2005 had one immigrant as a founder. 15.5% of the companies had an 

Indian founder. One in seven companies started in Silicon Valley between 1995 & 2005 had an Indian 

founder. Most of the founders had higher education in U.S. and continued working in U.S. after that. 

Wadhwa et al., (2009) continued their research on immigrants and published an article in 2009 saying 
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11.8 % of Indian students who are studying in U.S. want to return to India immediately and 54.9% wants 

to return to India within 5 years. There has been a recent trend where high skilled immigrants from India 

and China are returning back to their home countries to start businesses. 76% of returnees cite family 

ties and 60% say taking part in development of India as the major factors which made them to return to 

India and start their businesses in India (Wadhwa et al., 2011). Only 7% percent say, government 

initiatives made them return home compared to China’s 31% where government is providing 

opportunities by setting up research labs and universities for the returnees to lead. Indian growth has 

always been led by private sector.  The returning Indians can certainly help in improving the 

entrepreneurial ecosystem and can address the lack of product companies from India. But how the 

industry is going to take advantage of these highly educated individuals with the experience of working 

in hi-tech industries in United States and how it is going to facilitate their return back to India has to be 

discussed.   

Sensing reverse brain drain and increased number of highly educated individuals returning home, U.S. 

has proposed startup visa39 bill to reduce the visa problems associated with entrepreneurs. Chile has 

gone a step ahead and announced a $40000 grant for selected entrepreneurs who would like to start 

their business in Chile40. Program officially started in January 2011 and they are planning to import 1000 

startup teams to Chile by 2014. With countries trying to lure entrepreneurs to start up in their cities, it is 

necessary for India to strengthen its entrepreneurial ecosystem to retain highly innovative 

entrepreneurs in India. The established organizations can play a role in strengthening the ecosystem. 

The next part of this chapter will discusses the strategies that the established organizations can follow to 

improve their innovation capabilities and how they can play a role in strengthening the entrepreneurial 

ecosystem of the industry. 

6.3.2. Strategies for established organizations 

Established organizations should evolve as it grows and capitalize on the opportunities when it arises to 

survive in this business environment. In a study of about 6 million US firms by Stubbard & Knight (2006), 

they note that only less than 0.1 percent of companies survived more than 40 years. The companies like 

Nokia, Toyota, IBM survived by adopting itself to the changes in the market and developing new 

businesses along with their core business. Nokia started its operations with pulp mill and it is the largest 

manufacturers of mobile phones now. Toyota started by making looms and it is largest manufacturers of 

cars in the world now. IBM was started as a tabulating machine company and now it has its business on 

multiple technologies and on consulting. For a company to grow and also to sustain the growth for long 

time, it is important for the company to create new businesses along the way by utilizing its core assets. 

The process of creating new businesses by established organizations is called corporate 

entrepreneurship. Wolcott & Lippitz (2010) define “Corporate entrepreneurship as the process by which 

teams within an established firm conceive, foster, launch, and manage a new business that is distinct 

from but leverages the company’s current assets, markets and capabilities“. Corporate entrepreneurship 

initiatives of the company should complement well with the companies traditional growth approaches 

such as R&D, corporate venture capital and acquisitions.  
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Regarding the assets of the organizations, all the big IT companies are sitting on a huge case pile. TCS the 

largest IT Company is sitting on a case reserve of 3 billion dollars and has a market cap of $40 billion 

dollars. It has offices in 47 countries and in almost all the continents with a strong sales team. Company 

has tremendous technology competencies. The situation is similar for all the other established IT 

companies. The companies can leverage on these assets to become global leaders.  

The rest of this chapter lists various strategies that the established organizations can use to move up in 

the value chain and to build its innovation capabilities to capitalize on the opportunities. It discusses 

how these strategies are followed currently in the organizations and how it can be used to influence 

both the entrepreneurial ecosystem of India and innovation ecosystem of the organization. 

6.3.2.1. Reverse merger and acquisitions 

Companies from developed countries do acquisitions for instant growth, improving efficiency and 

reduction in cost. There has been a recent trend where companies from emerging markets are acquiring 

companies from developed world to obtain technologies, competencies and the potential to innovate. 

And then they combine that with their low cost production facilities to become global leaders (Kumar, 

2009). Hindalco, India’s largest aluminum producer has its operations mainly in upstream production, 

producing aluminum from bauxite. Its operations in India have low processing costs and India has rich 

reserves of bauxite. Hindalco took advantage of its assets and bought Novelis for $6 billion in North 

America, to enter into downstream business of producing aluminum products from aluminum.  By this, 

the company has acquired technologies, brand and competencies. And by combining it with its low cost 

production capability, it has aims to become a global leader in aluminum products. Indian IT companies 

have good cash reserves and also the capability to raise debt from the markets. They can do reverse 

mergers and acquisitions by buying companies which are high in the value chain and using it as a 

leverage to move high in the value chain. That’s the strategy HCL has followed when it bought UK based 

Axon group for $658 million in 2008. The strategy behind buying the company was to fill the deficiency 

of business consulting capabilities and take advantage of HCL’s technological capabilities41 and move up 

in the value chain. Considering the amount of employees and the capital that the established Indian IT 

companies have, this is one of the strategies which will help them in moving up in the value chain fast. 

6.3.2.2. Co-innovation Partnerships 

Another way of improving the innovation capabilities is entering in partnership with established players 

and co-innovating together by taking advantage of each other’s strengths. Even though the objectives of 

the partnerships are different for the entities, Indian companies can take advantage of the learning that 

occurs during co-innovation and by utilizing that companies can build their innovation capabilities and 

move up in the value chain. There have been some interesting occurrences that Indian companies have 

formed these types of deals in the recent years. GE healthcare has merged its India operations with 

Wipro42 in India and they are going to co develop 100 cost effective healthcare devices by 2015 for 

developing countries43. Another interesting partnership is between TCS, an IT services company and a 
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bank, State bank of India (SBI). Together they have started a joint venture called C-Edge, a company 

which provides banking IT solutions to other banks and also cloud based banking solutions for small 

banks at a fraction of cost of normal core banking software44. Using this even a small bank can provide 

services like ATM and remittance services to its customers. Through co-innovation partnerships they are 

designing products for the emerging markets and making sure that they are capitalizing on the next 

wave of growth and taking advantage of the opportunities when it is available.  

6.3.2.3. Corporate Venturing 

Another strategy, the established organizations can follow is through corporate venturing. Corporate 

venturing provides an alternative to traditional methods of growing a company. Corporate venturing can 

be done in different ways. Companies can do corporate venture capital investing in promising start ups 

and have a minority stake or they can create a new business as a standalone unit within the company 

independent of current operations.  

Companies such as Google, Cisco, and Motorola have corporate venture capital group investing in 

potential new companies. They invest in startups whose products, services or technologies have the big 

potential for growth.  Compared to other companies, Acer’s model is different. Apart from investing in 

startups, Acer also helps in the growth of startups by mentoring them. 

 

Figure 27: Acer's post incubator service model (Yuan & Huang, 2006) 

Acer works along with other venture capital (VC) firms and business incubators in strengthening the 

entrepreneurial ecosystem of Taiwan. Acer uses its strength of managerial experience and provides 

professional knowledge service to the startups about business development through its managers. It 

also provides networking opportunities for the entrepreneurs and assists them financially using its 

corporate venture funds when necessary (Yuan & Huang, 2006). Acer’s post incubator service model 

improved the efficiency of general business incubators. Saxenian (2004) calls Acer as the biggest 
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incubator of all as it created lot of spin offs and internal start ups by providing capital, technical, human 

resources and management skills to many spin offs.  

In the Indian entrepreneurial environment where lack of mentorship is one of the main bottlenecks for 

the growth of entrepreneurship, services provided by this model will be of great help to Indian 

entrepreneurs. Another great advantage startups can get from this model is de-risking, the established 

organization can help the startups in validating the idea fast and taking the products to the customers of 

the organization by combining it with their services. The established organization can also be a customer 

for some of the products. But for this type of model to succeed, startups should have proper alignment 

with the business strategy of the organization and there should be proper process for selecting the 

startups. For established organizations, it gives opportunities for partnering and investing very early in 

the growth of a startup. In India, TCS has a model similar to this but without an incubator service45. TCS 

partners with VCs to identify potential startups and work with them. The model followed by TCS is a co-

innovation model rather than an incubator service.  

In Indian IT companies, presence of these innovation groups and the opportunities in these groups are 

not communicated properly to the employees. Most of the employees only knew that there is some 

innovation group in the company who work on innovation activities. One interviewee particularly 

informed during the interview to not to judge the innovativeness of the company’s based on policies as 

it is not translated to the employees. It has to be further investigated that how the employees can be 

further engaged in these networks and potential advantages or disadvantages of it.  

Based on the study, one of main reason for the lack of support for innovation in Indian IT companies is 

because of the extra focus of the organizations on its current operations. Extra focus on the current 

operations can lead to non usage of the new ideas. Corporate entrepreneurship prevents new ideas 

from getting killed. Considering huge amount of opportunities present at this time, companies’ should 

have structures and practices to take advantage of their assets and promote corporate 

entrepreneurship. 

6.3.2.4. Emerging models of corporate entrepreneurship 

Wolcott & Lippitz (2010) have identified four models of how companies can organize creating new 

businesses. They are based on two dimensions, organizational ownership and resource authority.  

 Organizational ownership: Whether the responsibility of creating new business lies in a 

designated special group or it is spread across the organization.  

 Resource authority: Whether there will be dedicated money for the development of new 

business concepts or it will be made available on ad hoc basis. 

Opportunist model:   All companies begin as opportunists. In this model, there is no designated 

organizational ownership or resources. The success depends on individual who work hard even without 

the support of the organization. If he or she spots any opportunities, they contact the management, ask 
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for support and proceed with the idea. This model works in organizations, where trust is more and 

organization profit from number of small scale innovations.  

Enabler model: This model works in organizations where employees are willing to develop new 

products. Organization supports with necessary resources and processes. Google and 3M are poster 

boys for this model as they are allowed to spend 20% and 15% of their time respectively on creating 

new products and services. For this model to succeed there should be enough collaboration and 

ideation at grass root level.  

Advocate model: In the advocate model, a company assigns organizational ownership for driving the 

creation of new businesses to a designated corporate-level group, but it intentionally provides the group 

only a modest budget, so that the group acts as evangelists and innovation experts, facilitating 

corporate entrepreneurship in different business units. This type of model works if business units have 

some amount of autonomy with enough budget and resources.  

Producer model: A few companies such as IBM, Motorola and Cargill pursue corporate 

entrepreneurship by establishing and supporting formal organizations with significant dedicated funds 

and active influence over business-unit funding. They look for opportunities within and outside the 

company and build potential new businesses. Emerging Business Accelerator in Cargill is an example of 

producer model. They have a website where people from both inside and outside can submit their ideas. 

If the opportunity looks promising they proceed with due diligence, build a team and monitor the 

progress. Cisco also has a unit called Emerging Markets Technologies Group (EMTG) to identify 

important new market trends and building ventures inside the company taking advantage of the trends. 

Producer model works well for companies with good capital and resources.  

Cisco wanted to create new billion dollar ideas to fuel its growth. So in the first year of EMTG, Cisco 

announced a prize called iPrize for best idea and the prize money was worth $250000 and also Cisco 

committed to invest $10 million in the idea (Wolcott & Lippitz, 2010). After two months they received 

1200 ideas. Ideas were combined and coevolved to address a good market opportunity. EMTG in its 

second year’s operation found out that lot of people are interested in joining the group without any 

extra compensation. People who wanted to get their ideas implemented, those involved in failed 

startups were very keen to get into this group and Cisco succeeded in creating new businesses through 

this group. 

As discussed in the section 6.3, collaboration and ideation in grass root level still has to go through lot of 

improvements. The budget within an account that can be used for innovation is not big enough to 

undertake radical innovative projects. With the abundance of human capital and cash reserves, the right 

model for the Indian IT companies to go with respect to corporate entrepreneurship is producer model. 

This model requires attention and support from higher management and considering the amount of 

money involved, it will attract more attention. 
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Figure 28: Emerging models of corporate entrepreneurship (Wolcott & Lippitz, 2010) 

HCL, an Indian IT company has adopted producer model of corporate entrepreneurship in 2010. 

Ecosystem business incubation unit (EBI) of HCL will bring in technology partners, customers, domain 

specialists and IT service provides to incubate five ideas by investing $50 million to create three 

businesses of $100 million dollar each in revenue in three years and $300 million dollar revenue in five 

years46. Indian IT companies are proceeding in the right path to become innovation oriented industry 

and at least taking policy directions in the right direction. Industry is still deeply embedded with 

providing outsourcing services mindset; innovation culture should be brought into the industry.  

If initiatives such as EBI in HCL attracts lot of employees to work in the project similar to EMTG in Cisco 

and assuming that they need around 50 employees to work in an innovation project. How would they 

select 50 innovative people out of 77,000 in the organization? How to assess the innovativeness of 

employees? Idea management systems can be used to solve these issues. Using idea management 

system to select the people for innovative projects, will also act as a catalyst to promote incremental 

innovation in the organization and it will provide an incentive for the employees to use the idea 

management system. In the survey 90% of the employees said, their abilities are underutilized or not 

utilized to full extent. By providing an incentive for the employees to work in innovative projects like the 

one in EBI can be a used as reward and recognition method.  

Addressing the need for non linear growth which is the necessity of the hour to sustain the growth of 

organization in long term, Indian companies have to innovate, move up in the value chain and enter into 

technology led business. Considering three parts of value chain, the industry has proven experience of 

executing projects. It has to concentrate on Ideating new products for the industry. It has to concentrate 
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on idea generation part of the value chain and they have to strengthen it for the time being. This is one 

area where the returning Indians from U.S. with experience of working with product development can 

certainly help in filling the void. As shown in figure 29, for the Indian IT industry to achieve technology 

led catch-up, it has to improve its innovation efforts; Indian IT companies can employ some of the 

strategies discussed above to improve the innovation efforts.  Some of the windows of opportunities 

created by the techno economic shifts and how it can favor the Indian IT industry are also discussed in 

this chapter. Indian IT companies should take advantage of the windows of opportunities to achieve 

technology led catch-up and achieve success in global environment.  

 

 

Figure 29: Strategies towards technology led catch-up in the Indian IT industry 

6.4. Summary 

Indian IT industry’s revenue in 2009 was about 60 billion US dollars and it employed 2.3 million people. 

Apple with only 50000 employees and Microsoft with 89000 employees have revenue in the order of 60 

billion dollars in 201047 which is equal to the revenue of entire Indian IT industry. Revenue of a company 

with 50,000 people is equal to revenue of the industry with 2.3 million workers, that’s a huge difference 

in revenue per employee. If Indian IT industry wants to grow fast and prepare itself for the future, it has 

to enter into hi-tech product business. India has huge human capital and also a number of Indian 

workers working in different countries in hi-tech industries and gaining new competencies. With the 
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emergence of India as a consumer market and growth in its GDP, the local demand is also increasing and 

the new technological discontinuities have given immense opportunities for the Indian IT industry. It is 

predicted that Indian IT industry will grow to $175 billion dollar industry by 2020 and revenue of another 

$135 billion dollar depends on how well the industry innovates48. 

When the industry was booming in 2002, lack of human resources was hindering the growth of the 

industry. Companies like TCS, Infosys, Wipro, etc opened their own training centers and trained large 

number of graduates and filled a huge gap that was necessary for the growth of the industry (Wadhwa, 

2008). Without them, it would have been difficult for the industry to grow at this rapid pace. Indian IT 

industry has grown and built project management capabilities. But it needs people who have the ability 

to ideate a new product from market perspective which will help the Indian industry to move ahead of 

the competition. If the big Indian companies can help in transforming the attitude of the industry 

towards technology led growth and develop the capabilities by creating more product development 

teams, it will be a big help to the Indian entrepreneurial ecosystem. In this knowledge economy, 

employees are the most important resource which India has in abundance and will be continue to have 

in abundance in the near future. The potential of the industry is much bigger if the Indian IT industry 

starts innovating. India has the potential to dominate the IT services industry in the same way as China 

dominating the manufacturing industry. Everything depends on how the Indian IT industry uses its 

opportunities.  
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7. Conclusion 
Growth of the Indian IT industry has been phenomenal in the last decade and it is expected to grow at a 

fast pace in this decade. Industry has gone through market led growth taking advantage of the low cost 

market conditions in India. To sustain the market share in the future, industry has to move up in the 

value chain and achieve technology led growth. To achieve technology led growth, Indian IT industry has 

to compete against the incumbents in a market dominated by them. If there are any techno economic 

paradigm shifts or discontinuities, it creates a new environment where both the incumbents and new 

entrants have to learn and as a result, it provides a temporary window of opportunity for the new 

entrants to get in and capture the market. The first research question is to identify the windows of 

opportunities created by techno economic paradigm shifts.  

1) What are the windows of opportunities created by the techno economic paradigm shift that 

will help in the growth of Indian IT industry and will help them to move up in the value chain 

towards technology led innovation?  

The study identifies emergence of India and other emerging markets, better connectivity in India, 

increasing trend in globalization of innovation, financial recession and technological paradigm shift from 

desktop computing to cloud computing as some of the windows of opportunities that will help the 

Indian IT industry. To capitalize on these windows of opportunities, Indian companies should act swiftly 

and improve its innovation ecosystem. Out of the sequential parts of innovation value chain such as Idea 

generation, Idea execution and idea diffusion, bearers and barriers of idea generation in Indian IT 

industry are analyzed.  

2) What are the bearers and barriers of ideation in the innovation process of Indian IT companies? 

The current state of determinants of ideation discussed in the conceptual framework is studied and 

found out that the motivation of middle management towards innovation is poor, the employees are 

not satisfied with the rewards and recognition for innovation, the social capital of the employees is 

found to be poor and IT systems for idea collaboration are not used properly. The current state of these 

factors affects the ideation potential of the employees. To improve the innovation culture and ideation 

score in the organization, these factors have to be strengthened. The study also discusses strategies 

such as reverse mergers and acquisitions, co-innovation partnerships and corporate venturing that the 

established organizations can employ to overcome their weaknesses in their internal innovation efforts 

and to capitalize on the windows of opportunities and move up in the value chain.  

The study has made the following contributions for the practitioners - Study analyses the current 

situation and point out the importance of IT industry to go through technology led catch-up. Second this 

study identifies the windows of opportunities which will help the industry in achieving technology led 

catch-up. Third, this study identifies the current state of bearers and barriers of ideation from employee 

perspective and discusses about the steps to improve the innovation culture. Fourth, the study discusses 

the strategies that the established organizations can employ to move up in the value chain. And finally, 

the study has identified problems for the researchers to investigate upon and they are discussed in the 

future work.   
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7.1. Future work 

This part of the section will describe how this work can be followed upon and continued. The first part of 

this section will list the studies that can be done in a specific company by continuing with the results. 

The second part of this section will list various research problems that are identified during the study.  

7.1.1. For practitioners 

1. The study conducted is to identify the current state of determinants of ideation is general for 

the Indian IT industry; it provides an overall view of the current state of the industry. This study 

can be conducted in specific to companies to get accurate information about the factors 

affecting ideation in their premises. 

2. Companies like TCS have co-innovation network in their organizations working with academia 

and startups to identify new markets and breakthrough innovations. How well these innovation 

networks are utilized in the organization can be studied? Based on the study, it is found out that 

employees have little knowledge about these networks. How can the employees can be better 

informed about the organization’s innovation activities and how can they be better engaged in 

these type of networks can be studied? 

3. How well idea diffusion structures functions in the company? i.e., if a new idea is created and 

executed for a single client and if it has the potential to apply for other clients in other 

departments, how well the structures in the organization facilitate that process can be studied? 

4. Lack of mentors is identified as a problem in Indian entrepreneurial environment. Whether a 

service similar to Acer’s post incubator service can be provided by Indian IT companies to 

startups in India can be studied? If not what are the problems and inhibitions associated with 

Indian companies in providing that service? 

7.1.2. For researchers 

1. How informal structures of the organization can be influenced and social capital of the 

employees in the organization can be improved by using formal structures of the organization? 

2. What is the influence of social capital in improving the innovation culture of the Indian IT 

industry?  

3. Whether producer model of corporate entrepreneurship can be used to influence incremental 

innovations in the company? If so, how it can be used. 

4. If corporate entrepreneurship is used as a tool to promote innovation culture in the company, 

how it should be communicated to the employees? 

5. Can a company do technology catch-up by co-innovating with a customer who doesn’t have 

technology skills? 
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9. Appendix  

9.1. Questionnaire 

Study about certain determinants of ideation in Indian IT companies? 

Fill out this survey only if you have 1) Worked in an IT company which follows global delivery model and 

has operations mainly in India 2) At least 3 years of experience. 

 

1.) Which company do you work for? 

If you are working in the current company for less than three months, please enter the name of the last 

company you worked for. 

____________________________________________  

 

2.) How many years of experience do you have? 

( ) 3 

( ) 4 

( ) 5 

( ) 6 

( ) 7 

( ) 8 

( ) >8 

 

3.) What is your current role? 

____________________________________________  

 

4.) What type of project are you working for? 

( ) Testing 

( ) Maintenance and Support 
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( ) Application development 

( ) Product engineering services 

( ) Other 

 

5.) What type of education do you have? 

[ ] Technical 

[ ] Management 

[ ] Other 

 

6.) Have you studied abroad? 

( ) Yes 

( ) No 

 

7.) Have you travelled abroad for onsite? 

( ) Yes 

( ) No 

 

8.) For how many years have you lived abroad? 

( ) <1 

( ) 1 - 2 

( ) 2 - 3 

( ) >=3 

 

9.) Which country? 

____________________________________________  



70 
 

10.) How well is your networking capability outside the Indian community abroad? 

( ) Interactions are just related to current work 

( ) Have friends outside work 

( ) Good. Attend meetings, events etc 

( ) Very good, discuss ideas and thoughts  

 

11.) How well is your interaction with people working in company's other projects and functions? 

( ) Poor 

( ) Just with friends 

( ) Good but just related to current work 

( ) Very good, discuss ideas and thoughts 

 

12.) Do you think you have enough opportunities and freedom to share your ideas and put that into 

effect? 

( ) No,There are lot of hindrances 

( ) Yes, but still there are issues 

( ) I have enough freedom, but still there are small issues 

( ) I have enough freedom and opportunities 

 

13.) What do you think are the major hindrances for executing your idea? 

Please separate your answers with a comma. 

 

14.) Do you have any idea sharing IT platform in your company? If yes, can you tell us the name of 

platform. 

( ) Yes 

( ) No 
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15.) How often do you use the platform? 

( ) Never used 

( ) Just read the ideas 

( ) Actively use the system 

 

16.) Do you consider good ideas are rewarded properly in your company? 

( ) No, Its very bad 

( ) Yes, But it has to be improved 

( ) Yes, I am satisfied 

( ) Yes, its very good. 

 

17.) Can you tell us to what extent your abilities are utilized? 

( ) Poorly utilized 

( ) Under utilized 

( ) Utilized, but not to full extent 

( ) Utilized to full extent 

 

18.) What do you think about the innovative activities of your company? 

( ) No efforts 

( ) Just talk 

( ) Its improving 

 

19.) How well the innovation activities of your company are communicated to you? 

Check the modes of communication your company is good at 

[ ] Communication lacks 
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[ ] Innovation webpage is informative. Visit it often 

[ ] Newsletters with inspiring information 

[ ] Informed during project, account meetings 

 

20.) Do you have any plans of starting your own company? 

( ) No 

( ) Within two or three years 

( ) In the future 

 

21.) What activities do you do for that? 

____________________________________________  

 

22.) Are you part of any Social or Entrepreneurship network outside your company? Eg; TiE, Amnesty, 

Greenpeace etc. If yes, can you tell us the name of network? 

Please separate your answers with a comma. 

( ) Yes 

( ) No 

 

Thank you for taking the survey. If you are interested in knowing the results of the survey, mail me at 

skmv@kth.se  

mailto:skmv@kth.se

