NDIAS per capita income just crossed $1,000,

which catapults us into a league of countries that

will drive the growth and consumption engine of

the world. On the flip side, a cause for concern is
that India’s regions are not growing uniformly and dis-
parities are huge. States such as Goa and Delhi boast per
capita income greater than $1,500, equivalent to those of
countries such as Bolivia and the Philippines, while
other states such as Bihar and Uttar Pradesh have per
capita income lower than $400 (equivalent to countries
such as Guinea and Zimbabwe). As rich regions get rich-
er, this disparity is widening. And improving competi-
tiveness of states is a way of bridging this gap.

But what constitutes competitiveness? Competitive-
ness is the productivity (value per unit of input) with
which a nation or a region utilises its various resources.
Productivity sets and defines a nation or region’s stan-
dard of living (measured through wages, returns on capi-
tal, returns on natural resources, etc.). This leads us to the
fundamental question: what defines productivity? Pro-
ductivity depends on the value of products and services as
well as the efficiency with which they are produced. It is
not what industries a nation or region competes in that
matters for prosperity, but how firms compete in those in-
dustries. Productivity in a nation or region is a reflection
of what both domestic and foreign firms choose to do in
that location; the location of ownership is secondary. The
productivity of ‘local’ industries is of fundamental impor-
tance to competitiveness, not just that of traded indus-
tries. Nations and regions compete in offering the most
productive environment for business.

Competitiveness is in effect a sum total of how the
smallest unit performs, that is, a nation’s growth is the
sum total of how rural areas, cities and states perform.
Each location needs to build its agenda and an idea on
which it would thrive, to progress towards better prosper-
ity for its people.

The above idea on competitiveness, which is deeply
embedded in theory and borrows from Michael Porter’s
seminal work The Competitive Advantage of Nations, has
an impact on the methodology developed. We have classi-
fied the states at different stages looking at the per capita
income they have achieved. The underlying principle is
that each state has to look at growth by understanding its
present state of economic development.

Any economy, national or regional, would typically
have an evolutionary cycle wherein we have factor-driven
* economies (low-income states), investment-driven

economies (mid-income) and innovation-driven eco-
nomies (high-income).

Factor-driven economies focus on low-cost basic factor
conditions (low-skilled labour, natural resources, geo-
graphic location); investment-driven economies would
produce standard products and services of high quality
using efficient methods but at lower wages than advanced
economies; and innovation-driven economies would fo-
cus on innovative products and services at the global
technology frontier.

This year's study also follows a new methodology (see
page 46) where we have split the states into three cate-
gories of high-income (per capita income of over $900),
middle-income ($500-900) and low-income (below
$500) states. And although the methodology has gone
through significant changes in terms of weightages, last
year’s top two, Delhi and Maharashtra, would have
ranked No. 2 and No. 3 this year provided the rankings
hadn’t been split. Last year’s No. 3 Goa, however, has
emerged as the best high-income state this year. It also
has the highest composite score among all states put to-
gether. Income, consumption and demographics have
played the most critical role in Goa’s ascendance.

On the other hand, Gujarat, which fared as the best
middle-income state, has leveraged business incentives,
the physical and communication infrastructures as well
as its financial condition. And Rajasthan, which topped
the rankings among low-income states, has emerged win-
ner on the basis of the highest income and consumption
capability. It has also scored the highest in communica-
tion infrastructure and human capacity.

The study provides some other gems too. For instance,
on human capacity, Assam, Nagaland and Manipur top
the list of low-income states with high human capacity.
And on financial parameters, Bihar is second only to
Madhya Pradesh among the low-income states. The
biggest disappointment over the years has been Punjab,
which ranks very high on innovation and communica-
tions, but has lagged behind in income and consumption,
supplier sophistication and administrative parameters.
Its management of finances, too, has been a cause of
worry for several years now. As much as the nation needs
to strive to narrow the gap between the best states and the
worst, it must also ensure that the best states of the past
do not hurtle towards the flock of the worst.

The author is honorary chairman of
Institute for Competitiveness
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Scaling The
Summit

Goa is the
No. 1 high-
income
state, but
faces some
hurdles to
keep pace
by Pramod
Acharya

ROBUST INITIATIVES:
Chief Minister Digambar
Kamat's government has

stressed on
administrative reforms

coming up. First, it is the Golden Jubilee
year of its liberation from Portuguese oc-
cupation. And second, the state has emerged
No. 1 among high-income states in the compet-
itiveness survey. Out of the 12 sub-parameters,
Goa topped its group on seven, although it was
No. 1in only one of the four main parameters.
Being a small state does have its advantages,
but Goa’s high scores in physical infrastructure,
innovation, income and consumption spends,
competitive intensity and diversity of firms, and
supplier sophistication point to the govern-
ment’s success in utilising the state’s resources.
For instance, Goa’s road network, a key enabler
of aregion’s economy, is excellent and almost 95
per cent roads are hot mixed. The entire state is
electrified. More initiatives are in the offing
such as the Goa Broadband Network scheme,
which will interconnect district headquarters
and 11 talukas, village panchayats, households
and institutions across the state. This will allow
Goans to avail all government services without
stepping into any government office.

T HIS year, Goa has a double celebration

More importantly, the government has en-
sured that economic and social development
happen in tandem. For instance, every Goan is
provided with mediclaim facility and can avail
financial benefits up to Rs 1.5 lakh for ailments
that cannot be cured in Goa Medical College. In
addition, every Goan family is provided with an
insurance cover of Rs 65,000 to take care of
medicines and costs of smaller ailments. For the
unemployed youth, the government has
launched a scheme that provides a stipend of Rs
1,200 per month for three successive years.

However, there are grey areas, too. Mining
and tourism have been the primary drivers of
Goa’s economy, But an economy cannot depend
on an industry like mining for eternity. Con-
stant agitations and public outbursts against in-
dustry have also raised many issues, though
Mangirish Pai Raikar, vice-president of Goa
Chamber of Commerce & Industry, has a differ-
ent take. “Everyone is saying people are oppos-
ing industries; we are saying they are not,” says
Raikar. “People are opposing illegal sale or
transfer of land. The problem is political and re-
lated to corruption, and not economic.”

Tourism also depends on international eco-
nomic scenarios and growth of tourism-related
infrastructure. Unfortunately, Goa has failed to
create modern infrastructure to cope with the
increasing flow of tourists. Besides, as Raikar
says, Goa is banking on its natural beauty, and is
not doing enough to promote its culture.

Then, the state might face power issues in fu-
ture. The economic survey of the Goa govern-
ment states: “The present suppressed maxi-
mum demand of Goa is 440 MW. The projected
demand of Goa for the year 2011-12 will be 712
MW; it is expected to be 1,083 MW by 2016-17."
Surprisingly, no concrete efforts are in the
works to help meet the growing demand.

On the industries front, the state could at-
tract investment of merely Rs 722.54 crore in
the previous financial year. The government has
taken a stand that Goa needs eco-friendly in-
dustries, and that it will only promote non-pol-
luting ventures. The motive is laudable but has
resulted in lesser investment coming in.

Then, schemes enacted by the state to pro-
mote agriculture have failed miserably. And
Goa is largely dependent on neighbouring
states for horticultural produce, poultry and
milk products. The demand for milk in Goa is
around 300,000 litres per day, of which 50 per
cent comes from neighbours. Similarly, demand
for poultry products is 150,000 broilers per
week, and local supply is merely 50,000.

While celebrating 50 years of liberation,
Goa’s powers-that-be need to put on their
thinking caps to keep the state ahead of the rest.
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Raising The Bar
For India

Gujarat, the
No. 1 state in
the middle-
income
group, is
stepping up
the pace to
move to the
next level

INVESTOR FRIENDLY:
Gujarat has signed
MoUs with various

companies that add up

to proposed
investments worth
$879 billion

ged No. 1 among middle-income states in
this year’s competitiveness survey, ac-
counts for 17 per cent of the country’s fixed cap-
ital investment, 22 per cent of exports, 42 per
cent of pharmaceuticals, 62 per cent of petro-
chemicals, 65 per cent of plastic industry, and
80 per cent of diamond processing. It is also
world’s largest producer of psyllium husk, fen-
nel seeds and castor; home to the world’s largest
grassroots petroleum refinery complex; India’s
largest producer of salt, soda ash and marine
products; home to the country’s first two LNG
terminals at Hazira and Dahej; and the only
state to have an integrated state-wide gas grid.
No wonder, then, Gujarat has attracted
mind-boggling figures in investment intent
over the past decade. The mega investment
summits — Vibrant Gujarat — held bi-annually
by chief minister Narendra Modi’s government
in the state beginning 2003 has seen numerous
corporates pledge around $879 billion in in-
vestment intent. A lot of hype? Sure, but as
Bhagyesh Soneji, chairperson of Assocham in

P ICTURE this. Gujarat, which has emer-

BIVASH BANERJEE

Gujarat, says, business needs an enabling envi-
ronment, but also needs hype.

To its credit, Gujarat has translated much of
that hype into reality. According to industry
secretary Maheshwar Sahu, it converted about
78 per cent of the 1,800 MoUs signed with small
and medium enterprises (SMEs) over the years,
which is expected to reach 85 per cent by 2012.
“It’s a big achievement compared to national av-
erage of 20 per cent conversion,” says Sahu,
adding that it also converted 47 per cent of the
1,400 MoUs signed with large enterprises.

Arguably, Gujarat is better endowed than
many Indian states, making it attractive for in-
dustry. It has large natural reserves of 725 mil-
lion tonnes of crude oil and 1,055 billion cubic
metres of natural gas. Gujarat also has a total
mineral reserve of more than 19,000 million
tonnes, including one of the highest reserves of
bauxite, limestone and clay deposits in India.
Besides, it has the longest coastline (1,600 km)
teeming with more than 40 ports, making it a
hub for manufacturing and export activity.

While states like Jharkhand and Chhattisgarh
are also hugely endowed with natural resources,
Gujarat has raced ahead with adequate policy
initiatives. Thirteen special investment regions
of more than 100 sq. km are planned, plus one
mega petrochemical and petroleum investment
region at Dahej, and 60 special economic zones.
These are in addition to 200 existing industrial
areas. The state is also power surplus, and is con-
tinuously adding capacity to meet future de-
mand. In 2010-11, it added 1,570-MW power
generation capacity, nearly 10 per cent of India’s
total capacity addition. “We focus on overall de-
velopment of the region — power, roads and wa-
ter, and even skill development and lifestyle
upgradation of the people,” says Sahu.

Not that there are no areas to improve on.
High real estate prices — which have been on
fire due to NRI investment — are a major stum-
bling block for SMEs, a sizeable segment com-
prising more than 340,000 firms. “Land ad-
ministration is definitely not up-to-date in the
state,” says P.K. Lahiri, former chief secretary of
Gujarat. “Unless the state government comes to
the rescue of investors, like in the case of Tata
Nano, by providing land and financial help, the
implementation ratio could take a hit in the fu-
ture.” Soneji adds that there is a need to focus on
improving basic infrastructure for education
and healthcare. And industry secretary Sahu
wants the bureaucracy to be more proactive and
help the state achieve global benchmarks.

Overall, there appears to be no stopping Gu-
jarat’s growth juggernaut.

Read full report on www.businessworld.in
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