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Abstract 

As of April 2026, India’s entrepreneurial land scape has scaled to 

unprecedented heights, boasting over 2.15 lakh startups recognized by the 

Department for Promotion of Industry and Internal Trade (DPIIT). This dynamic 

expansion has collectively accounted for the generation of more than 23 lakh direct 

jobs, fundamentally altering the country's employment architecture. Crucially, this 

macroeconomic phenomenon is characterized by distinct spatial regularities rather 

than a uniform geographic distribution across the subcontinent. Entrepreneurial 

activity is heavily driven by localized "Clusters" geographic areas where specialized 

human capital, venture finance, legislative frameworks and institutional infrastructure 

intersect. While the established industrial and technological metropolises of 

Bengaluru, Delhi-NCR and Hyderabad continue to operate as the primary macro-

startup hubs (the "Big Three"), a structural decentralization is underway. Nearly 50% 

of recognized novel enterprises are now emerging outside these traditional 

technological enclaves, taking root in smaller Tier-2 and Tier-3 urban agglomerations 

like Jaipur and Indore. This chapter explores the operational dynamics, competitive 

advantages, structural evolution and systemic bottlenecks of these regional startup 

ecosystems. Through an analytical framework examining institutional support 

mechanisms, risk capital accessibility and the regional "network effect," this study 

evaluates how these distributed clusters form the programmatic foundation for 

decentralized growth and regional economic balance, ultimately driving the 

overarching macroeconomic transition toward a "Viksit Bharat" (Developed India). 

 

Keywords: Startup Clusters, Spatial Agglomeration, Tier-2 Hubs and Viksit 

Bharat. 

 

Introduction 

 The contemporary Indian macroeconomic trajectory is increasingly defined 

by its structural transition from a service-driven, back-office outsourcing paradigm 



166 Sustainable Agro Economy and AI-Enabled Marketing Strategies 

ISBN:  978-93-49468-10-8 

into an aggressive, intellectual-property-generating and technologically sovereign 

entrepreneurial powerhouse. The scale of this entrepreneurial explosion is evident in 

metrics validated by the Department for Promotion of Industry and Internal Trade 

(DPIIT): the nation hosts in excess of 2.15 lakh formal, recognized corporate 

startups. The localized consequence of this expansion is the creation of more than 

23 lakh direct jobs, alongside a vast footprint in secondary logistics and tertiary 

service sectors.  

 From the perspective of economic geography and spatial economics, this 

proliferation behaves in strict compliance with the classical Marshallian concepts of 

external economies of scale and modern Porterian cluster theory. In economic 

literature, a startup cluster is defined as a geographic concentration of interconnected 

businesses, specialized suppliers, service providers and associated institutions that 

simultaneously compete and cooperate. In high-growth digital and hardware 

technology sectors, a cluster represents a hyper-localized matrix where risk capital, 

dense technical talent pools, physical connectivity and legislative enabling 

architectures interface.  

 For the past two decades, this matrix was almost exclusively the domain of 

India’s primary metropolitan centers specifically Bengaluru, the National Capital 

Region (Delhi-NCR) and Hyderabad. These urban centers, termed the "Big Three" 

primary hubs, established early structural advantages, functioning as localized 

magnets for international venture financing, elite institutional graduates and global 

corporate research and development centers.  

 Notwithstanding their continued dominance, the empirical reality of 2026 

reveals a profound structural shift: the democratization and decentralization of Indian 

entrepreneurship. Recent data signals that nearly 50% of all newly registered 

innovative enterprises are emerging outside these traditional technological enclaves, 

taking root instead in Tier-2 and Tier-3 urban centers such as Jaipur and Indore. This 

transformation challenges the long-held assumption that high-growth technology 

entrepreneurship is an exclusively hyper-metropolitan phenomenon. It suggests 

instead that the underlying inputs of production high-speed digital infrastructure, 

technical pedagogy and seed capital have achieved a level of distributed systemic 

maturity across the country.  

The "Big Three" – Primary Macro-Startup Hubs and Spatial Dominance 

 To comprehend the decentralization of Indian entrepreneurship, one must 

first critically examine the foundational structural typologies of the three primary 

metropolitan clusters that have historically anchored the nation’s venture economy. 

These enclaves Bengaluru, Delhi-NCR and Hyderabad collectively present distinct 

institutional models of spatial agglomeration, each relying on a separate mix of 

historical path dependencies, human capital pipelines and market positions.  
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• Bengaluru: The Silicon Valley of India and Technological Frontier 

 Bengaluru stand s as the undisputed centre of gravity of the South Asian 

venture ecosystem, housing approximately 40% of India’s overall high-growth startup 

population. The historical evolution of Bengaluru from a post-independence public-

sector industrial town into a global outsourcing hub in the 1990s laid the structural 

groundwork for its current startup pre-eminence. The contemporary ecosystem 

represents a mature translation of that legacy, shifting from low-value-add IT 

architecture maintenance to high-value-add intellectual property creation.  

 The primary structural advantage of the Bengaluru cluster lies in its dense 

convergence of deep technical talent and institutional venture capital. It acts as an 

elite talent sponge, drawing engineering, mathematical and management graduates 

from across the subcontinent. This talent pool operates in a state of high mobility, 

rapidly circulating between multinational research and development centers, 

established technology unicorns and early-stage ventures. This phenomenon 

facilitates rapid knowledge spill over, cross-pollination of technical operational 

workflows and a high tolerance for entrepreneurial risk-taking.  

 Concurrently, the cluster enjoys unparalleled access to risk capital, hosting 

the highest concentration of venture capital (VC) funds and institutional private equity 

players in the country. This dense concentration of capital enables efficient late-stage 

financing rounds, complex corporate valuations and robust mergers and acquisitions 

activity. The dominant sectoral orientation of Bengaluru reflects this deep technical 

capacity, showing heavy specialization in Artificial Intelligence (AI), Software-as-a-

Service (SaaS), Fintech and DeepTech.  

 The definitive operational manifestation of this ecosystem is exemplified by 

Ola, founded in 2010. Initially conceptualized as a localized mobility aggregator 

designed to disrupt fragmented urban transport networks through algorithmic 

dispatch, Ola leveraged Bengaluru’s software talent to execute rapid national scaling. 

Over the subsequent decade, the presence of localized engineering capabilities, 

capital availability and specialized suppliers allowed the firm to undergo a profound 

industrial mutation: transitioning into Electric Vehicles via Ola Electric.  

• Delhi-NCR: The Market, Logistics and Policy Gateway 

 Ranking second in absolute scale, the National Capital Region (Delhi-NCR) a 

contiguous tri-state metropolitan economic zone encompassing Delhi, Gurugram and 

Noida hosts more than 10,000 active startups. Unlike the technocentric, engineering-

driven ethos of Bengaluru, the structural identity of the Delhi-NCR cluster is 

fundamentally shaped by its immense consumer market density, advanced 

commercial real estate infrastructure and its immediate proximity to the national 

government and federal regulatory apparatus.  
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The Gurugram sub-cluster evolved rapidly due to liberalized zoning laws, 

massive private infrastructure investments and its early role as a base for 

multinational consumer goods and manufacturing enterprises. This environment 

fostered a deep management and marketing talent pool expert in navigating complex 

domestic supply chains and consumer behavior. Conversely, the Noida sub-cluster 

developed as an industrial and electronic manufacturing base, providing a distinct 

mix of hardware assembly infrastructure, affordable back-office operational space 

and institutional support via state-level industrial policies.  

 The unique strategic value of Delhi-NCR lies in its role as a policy-adjacent 

startup hub. As the Indian digital economy encounters complex regulatory 

frameworks encompassing data protection laws, cross-border commerce rules, 

fintech compliance mand ates and anti-trust oversight startups situated within the 

capital region enjoy a distinct advantage. They can engage in real-time policy 

advocacy, participate directly in regulatory sand boxes and adjust their business 

models to align with federal legislative directions.  

 This market-driven model is demonstrated by institutional successes like 

Zomato and Paytm. Zomato, operating from Gurugram, leveraged the massive 

consumer density and fragmented restaurant ecosystem of the National Capital 

Region to test, iterate and scale its hyper local food delivery and hyper-logistics 

algorithms. Its trajectory from a basic digital menu directory to a publicly listed food 

logistics and quick-commerce giant reflects the region’s massive consumer demand 

and institutional capital access. Similarly, Paytm, based in Noida, capitalized on 

digital payment trends, utilizing its proximity to financial policy conversations to scale 

its digital wallet and payment gateway architecture, ultimately reshaping the retail 

financial infrastructure of the country.  

• Hyderabad: The Emerging IT Powerhouse and Structured Infrastructure 

Model 

 Hyderabad has established itself as an emerging power within the primary 

triad, driven by purposeful state-led urban planning, world-class physical 

infrastructure and a deliberate focus on institutionalized innovation frameworks. 

Hosting over 5,000 active startups, the Hyderabad cluster’s growth model stand s out 

for its high degree of state coordination, lower relative operating costs and long-term 

commitment to biotechnology, life sciences and deep engineering sectors.  

 The central pillar of the Hyderabad entrepreneurial architecture is T-Hub, 

which stand s as India’s largest single innovation campus. Unlike the organic, 

venture-capital-led expansion seen in Bengaluru, T-Hub represents a highly 

structured, public-private partnership model designed to reduce systemic friction for 

early-stage founders.  
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 The sectoral specialization of Hyderabad is deeply linked to its historical 

status as a major pharmaceutical and information technology foundation. The cluster 

exhibits a strong competitive advantage in SaaS, Biotech, AI and Space Technology 

(SpaceTech). The presence of premier public research institutes alongside global 

technology anchors has created an ecosystem capable of sustaining long-gestation, 

highly technical R&D initiatives.  

 A prime example of this deeptech and aerospace capacity is Skyroot 

Aerospace, India’s leading private space startup. Skyroot’s ability to design, 

manufacture and launch indigenous rocket systems relies directly on Hyderabad's 

unique industrial mix: access to advanced metallurgy labs, defense public sector 

undertakings, precision engineering suppliers and specialized technical talent. This 

highlights Hyderabad's success in moving beyond basic software services into high-

barrier, capital-intensive scientific frontiers.  

• Quantitative Synthesis of Primary Agglomerations 

 To rigorously illustrate the structural disparities and operational models 

defining the "Big Three" primary hubs, Table 1 provides a multi-variable comparative 

matrix evaluating these macro-startup ecosystems.  

Table 1: Comparison of Top 3 Startup Cities (2026 Data) 

Feature Bengaluru Delhi-NCR Hyderabad 

Startup Count 12,000+  10,000+  5,000+  

Primary Strength Tech Talent & VC 
Access  

Consumer Market 
& Policy 

Low Cost & 
Infrastructure  

VC Funding 
Share 

~38%  ~25%  ~12%  

Top Sector AI & SaaS  E-commerce  Biotech & IT  

Key Anchor 
Successes 

Ola (Ola Electric) Zomato, Paytm  Skyroot Aerospace  

(Source: Startup Blink Global Index 2025-26)  

 Table 1 emphasizes the persistent concentration of venture capital assets 

with Bengaluru and Delhi-NCR controlling a combined share of roughly 63% of the 

national capital allocation matrix. This asymmetric distribution underpins the critical 

necessity of studying the contemporary mechanisms through which Tier-2 cities are 

circumventing capital scarcity to cultivate high-growth entrepreneurship.  

The Flow of Innovation: A Theoretical Framework for Cluster Evolution 

The transformation of a geographic locality from a passive urban zone into a 

dynamic startup cluster follows a predictable structural pathway where specific inputs 

must align sequentially to trigger self-sustaining economic momentum. The 

evolutionary lifecycle of an empirical startup cluster can be conceptualized through 

six distinct operational phases, as delineated in the following flow architecture:  
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• The Structural Mechanics of the Six Evolutionary Stages 

▪ Foundation: Academic Institutions (IITs/IIMs) → Talent Pool: The 

evolutionary arc of a startup cluster begins with the systematic creation 

of human capital. No high-growth entrepreneurial node can emerge 

without a steady supply of analytical, technical and managerial talent. 

This foundation is typically built around premier academic centers, such 

as the Indian Institutes of Technology (IITs) and Indian Institutes of 

Management (IIMs), which serve as regional talent collectors. The 

geographic location of these universities creates an initial pool of skilled 

professionals available for regional market experimentation.  

▪ Support: Government Policy + Incubators (T-Hub/NSRCEL): This 

raw talent pool moves into the second stage, where targeted state 

policies and institutional mechanisms step in to turn raw technical 

capability into formal enterprise. State startup policies build subsidized 

physical spaces, finance university-linked incubators (such as T-Hub or 

NSRCEL) and remove early-stage compliance burdens. By offering basic 

infrastructure, cloud computing credits and institutional validation, this 

support mitigation shields early-stage founders from high initial operating 

costs during the pre-revenue phase.  

▪ Capital: Angel Investors → Seed Funding: Once initial product 

concepts are validated, the ecosystem enters the third phase, relying on 

localized wealth networks often composed of legacy manufacturing 

industrialists, successful real estate developers, or senior corporate 

executives forming organized angel syndicates. These angel investors 

provide crucial, high-risk seed capital to fund early product development 

and market discovery, filling the funding gap between informal personal 

networks and institutional venture capital.  

▪ Growth: Venture Capital (Peak XV/Accel) → Series A/B: Proving 

market fit triggers the entry of national and international tier-1 institutional 

venture capitalists, such as Peak XV Partners or Accel. These 

institutions bring large pools of equity capital, systematic operational 

playbooks and global corporate networks, which accelerate hiring, 

expand technology infrastructure and drive aggressive market expansion 

beyond local boundaries.  

▪ Maturity: Successful IPOs → Wealth Creation for Next-Gen 

Founders: The business scaling phase eventually leads to significant 

liquidity events, such as domestic Initial Public Offerings (IPOs) on the 

BSE/NSE or large-scale corporate acquisitions. These exits validate the 

financial viability of the cluster's business models to the global market, 
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unlocking capital liquidations for early-stage institutional investors, 

founders and employees holding Employee Stock Ownership Plans 

(ESOPs).  

▪ Cluster: Deep Density of Talent and Money (The "Network Effect"): 

Finally, the cluster achieves a self-sustaining "flywheel" effect. The 

capital, operational knowledge and technical confidence unlocked during 

the exit stage do not leave the ecosystem. Instead, wealthy ex-founders, 

early executive employees and angel investors reinvest their gains 

directly back into the local community as mentors, prolific angel 

investors, or serial founders of new ventures. This dense recycling of 

capital and experience creates a powerful network effect, lowering 

operational risks and accelerating new startup creation without 

depending entirely on outside capital or policy support.  

The Rise of Tier-2 Hubs (Bharat's Innovation) 

 In 2026, the growth of India’s startup economy is defined by a significant 

structural shift: the "Democratization of Entrepreneurship". High-growth technology 

ventures are no longer confined to traditional metropolitan centers; instead, they are 

increasingly scaling in Tier-2 and Tier-3 urban areas like Jaipur and Ahmedabad, 

signaling a broader decentralization of innovation across the nation.  

 This structural shift is driven by strong macroeconomic advantages, 

particularly the 20% to 40% reduction in overall operating costs found in Tier-2 hubs 

compared to Bengaluru. In mature clusters, intense competition for prime real estate 

and technical talent has inflated commercial rents and engineering salaries, driving 

up burn rates for early-stage companies. Tier-2 urban environments offer a more 

sustainable cost structure, allowing startups in these cities to secure technical talent, 

lease modern commercial spaces and manage local operations at a fraction of 

metropolitan costs. This structural efficiency significantly extends their cash runway 

during critical early product development phases.  

Crucially, this cost advantage is supported by changes in human capital 

dynamics. The widespread availability of high-speed 5G connectivity, decentralized 

cloud computing and remote collaboration tools has broken the absolute monopoly 

that major cities held over technical knowledge. At the same time, lifestyle 

considerations such as high urban pollution, long commute times and the steep cost 

of living in primary cities have made Tier-2 locations more attractive to professionals.  

 To systematically evaluate the performance of these regional ecosystems, 

the DPIIT State Startup Rankings provide a granular view of state-level policy 

interventions and regional strengths.  
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Table 2: Top Emerging Startup States (DPIIT Rankings 2026) 

State Category Key Strength 

Gujarat Best Performer   Policy support & 
Entrepreneurial culture.   

Karnataka Top Performer  
  

R&D and High-tech 
density.   

Uttar Pradesh Top Performer  
  

Massive consumer base 
(Lucknow/Noida).   

Rajasthan Leader  
  

iStart program & Pink City 
tech hub (Jaipur).   

(Source: DPIIT State Startup Rankings 2026)  

• Regional Deep-Dives: Profile of Four Key Emergent Ecosystems 

▪ Gujarat: The Institutionalized Industrial and D2C Powerhouse 

 Gujarat’s recognition as a "Best Performer" reflects its systematic, policy-

driven approach to building an entrepreneurship ecosystem, blending the state's 

traditional trading culture with modern digital infrastructure. The Gujarat model is 

anchored by proactive industrial policies and strong student startup initiatives, which 

serve as central points for ideation, patent support and early seed funding. Rather 

than trying to replicate Bengaluru's pure software focus, Gujarat has aligned its 

startup ecosystem with its existing industrial strengths: manufacturing, chemicals, 

textiles and logistics.  

  This alignment has made the Ahmedabad-Gand hinagar nexus a premier 

hub for Direct-to-Consumer (D2C) brand s and supply chain logistics ventures. 

Startups in this region leverage local manufacturing supply chains and industrial 

logistics networks to build asset-efficient consumer brand s. Concurrently, specialized 

financial technology platforms utilize the state's proactive corporate support 

infrastructure to lower capital access barriers, positioning Gujarat as a major node for 

fintech innovation rooted in real-sector economic activities.  

▪ Karnataka's Peripheral Expansion: The "Beyond Bengaluru" 

Paradigm 

 As a "Top Performer," Karnataka has actively worked to address the high 

concentration of capital and talent in its capital by implementing its peripheral 

development frameworks. Recognizing that the hyper-growth of Bengaluru has 

created urban strains and talent bottlenecks, the state has directed resources toward 

building specialized, smaller technology clusters in alternative urban centers. This 

approach relies on developing distinct technical specializations for each region based 

on local academic and industrial strengths, ensuring high-tech density and R&D 

expansion penetrate the state's broader geography.  

Under this paradigm, specific peripheral nodes are equipped with targeted 

infrastructure to capture specialized market segments. Smaller cities are being 
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developed as centers for Electronic System Design and Manufacturing (ESDM), 

specialized cybersecurity, Financial Technology and SaaS. Concurrently, other 

regional clusters utilize the research capabilities of localized agricultural universities 

to build hubs for AgriTech, IoT hardware and rural-focused digital platforms. This 

multi-hub model helps spread economic gains across the state, reducing regional 

imbalance and optimizing localized talent pools.  

▪ Uttar Pradesh: Navigating a Massive Consumer Base and 

Distributed Enclaves 

 Uttar Pradesh's rise to a "Top Performer" status highlights the 

entrepreneurial potential of combining a large consumer population with targeted 

state support. The state's startup growth is spread across distinct urban areas rather 

than a single center. The Noida-Greater Noida zone continues to benefit from its 

proximity to Delhi-NCR, acting as a major base for scale-up electronics 

manufacturing, large-scale warehousing and operational headquarters.  

Deeper within the state, the Lucknow-Kanpur axis is evolving into an 

autonomous innovation hub. Lucknow has focused on Government Technology 

(GovTech) applications, digital healthcare and Artificial Intelligence solutions tailored 

for vernacular markets, supported by state incubation centers and its massive local 

consumer base. Simultaneously, Kanpur leverages the deep scientific research 

capabilities of its premier technical institutions, giving rise to advanced deeptech 

startups in materials science, defense manufacturing, drone technology and bio-

engineering. This combination of an expansive domestic consumer market and 

premier technical research institutions creates a strong foundation for scaling high-

volume digital and industrial solutions.  

▪ Rajasthan: The Structured Success of the iStart Governance 

Framework 

 Rajasthan’s positioning as a "Leader" in the DPIIT rankings is largely due to 

its state-run iStart program, which is widely regarded as an effective model for state-

led startup incubation in India. The iStart initiative functions as a unified, digital 

platform that removes bureaucratic friction for founders. It integrates state funding 

requests, physical incubation space allocation, compliance tracking and mentoring 

access into a single system, operating without the need for external intermediaries.  

The state has built modern technology hubs in cities like Jaipur, providing 

early-stage founders with high-quality co-working spaces, high-speed connectivity 

and digital prototyping laboratories. This comprehensive support structure has turned 

the "Pink City" into a competitive regional tech hub with local startups building strong 

specializations in Business-to-Business (B2B) SaaS, hospitality technologies, craft-

based e-commerce and enterprise resource planning software. By removing early 
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operating costs and offering direct policy pathways, the program has enabled 

regional founders to achieve financial sustainability using minimal initial capital.  

Case Study Analysis – Spatial Evolution in Mobility and Transport Clusters 

 To analyze how regional clusters adapt and compete against established 

metropolitan giants, we examine the transport and mobility sector. This domain 

presents a clear contrast between the asset-heavy, capital-intensive software models 

of primary hubs and the localized, cost-efficient operational models of emerging Tier-

2 ecosystems.  

• The Metropolitan Benchmark: Ola (Bengaluru) 

 Ola's growth model reflects the unique strengths of the Bengaluru 

ecosystem: high venture capital density and deep software capabilities. To build its 

ride-hailing platform, Ola relied on significant injections of global venture capital to 

subsidize rider fares and provide driver incentives, driving rapid user acquisition 

across major markets. The platform relies on complex software infrastructure, 

utilizing real-time geospatial tracking, dynamic surge-pricing algorithms and high-

performance data processing to balance supply and demand in dense urban areas.  

As the business matured, the presence of localized technical research labs 

and advanced automotive components allowed the company to undergo an industrial 

mutation: pivoting into advanced hardware and manufacturing via Ola Electric. This 

expansion required building out massive, automated production facilities and deep 

engineering capabilities for battery management systems and electric drivetrains. 

Ola's trajectory highlights the metropolitan cluster model: leveraging significant 

capital and technical talent to build high-barrier, capital-intensive digital and physical 

platforms.  

• The Regional Disruptor: Bharat Taxi (Tier-2 Ecosystem Model) 

 In contrast to the capital-intensive approach of metropolitan platforms, Bharat 

Taxi represents the operational philosophy of emergent Tier-2 ecosystems. 

Operating as a rising name in the regional taxi segment, Bharat Taxi focused on 

addressing local market realities rather than relying on heavy capital subsidies or 

complex algorithmic dynamic pricing. Recognizing that consumers and drivers in 

Tier-2 locations value price predictability and consistent services over real-time 

updates, the company gained popularity by introducing a strict "No-Surge" pricing 

model in Tier-2 cities.  

This approach removed the anxiety of unpredictable fares for passengers 

and provided predictable earnings for drivers, building strong local brand loyalty. 

Furthermore, instead of using capital to control vehicle inventories or fund heavy 

incentive programs, Bharat Taxi adopted a collaborative, driver-owned cooperative 

model focusing on affordable travel. This system transformed local drivers into 

stakeholders, reducing churn and lowering asset acquisition costs. By operating with 
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lower overhead costs in Tier-2 environments, the company proved that regional 

startups can compete by solving local pain points effectively.  

• Sectoral Concentration by Region 

 The strategic pivot seen in mobility is reflected across other macro-regions in 

India. Rather than attempting to match Bengaluru's general tech dominance, 

alternative clusters have cultivated specialized competencies based on regional 

industrial legacies.  

Table 3: Sectoral Concentration by Region 

Region Dominant Sector Example Startup 

Chennai SaaS & Fintech   Zoho, Freshworks   

Pune Automobile & Edtech   FirstCry, ElasticRun   

Ahmedabad D2C & Logistics   Shiprocket (Ops), Lendingkart   

Kochi AI & DeepTech   KSUM-backed startups   
(Source: Compiled from Regional Ecosystem Sectoral Analyses 2026)  

The data structured in Table 3 illustrates a clear pattern of specialized 

regional development:  

▪ Chennai utilizes its high talent retention and engineering institutions to 

anchor enterprise-grade SaaS giants like Zoho and Freshworks.  

▪ Pune leverages its automotive industrial legacy and educational base to 

build market leaders in automobile tech and supply chain logistics 

platforms like FirstCry and ElasticRun.  

▪ Ahmedabad focuses on consumer brand enablement through localized 

e-commerce logistics operations and retail fintech applications.  

▪ Kochi relies on the Kerala Startup Mission (KSUM) framework to build 

specialized clusters in artificial intelligence and deeptech hardware 

applications.  

Structural Challenges Inhibiting Regional Ecosystems 

 While the growth of Tier-2 and Tier-3 startup clusters is reshaping the 

geography of Indian entrepreneurship, these emergent hubs must navigate 

significant structural challenges. These systemic bottlenecks limit their ability to scale 

and prevent them from fully competing with the primary metropolitan enclaves.  

• Capital Concentration 

 The most significant challenge facing regional ecosystems is the heavy 

concentration of risk capital. Despite the growth of decentralized startups, 

approximately 75% of total venture capital (VC) money continues to flow into firms 

headquartered within the "Big Three" cities. This uneven distribution creates a multi-

tiered financing environment. While early-stage seed funding and angel capital are 

increasingly available in Tier-2 cities due to local networks and state grants, access 
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to large growth capital (Series A, B and beyond) remains highly concentrated in 

primary hubs.  

National and international venture capital funds typically prefer investing in 

teams located close to major financial centers, which simplifies corporate 

governance, monitoring and follow-on rounds. Consequently, high-growth regional 

startups often face a critical financing gap when transitioning from proof-of-concept to 

large-scale expansion. To secure larger funding rounds, many regional companies 

are forced to relocate their executive teams or change their corporate registration to 

primary hubs, stripping the originating regional cluster of its most successful ventures 

and limiting local wealth creation.  

• Brain Drain 

 A compounding issue for smaller ecosystems is regional brain drain. While 

local universities across Tier-2 cities graduate large numbers of technically qualified 

engineers each year, the top tier of this talent pool frequently migrates to major 

metropolitan hubs like Bengaluru. This movement is driven by the higher salaries, 

diverse career pathways and vibrant professional networks offered by large tech 

ecosystems.  

 This creates a persistent talent challenge for regional startups. While they 

can efficiently hire junior engineers for early product development, they frequently 

struggle to attract or retain senior technical talent, such as specialized software 

architects, product managers and data scientists. Senior professionals often prioritize 

the stability and career mobility found in major tech hubs, where they can easily 

transition between multiple unicorns and global R&D centers. As a result, smaller 

ventures can find themselves stuck in a cycle of training entry-level talent only to see 

them move to larger markets as they gain experience, limiting the company's ability 

to build complex, long-term technology platforms.  

• Digital Divide 

 The third major bottleneck is the uneven distribution of physical and 

technological infrastructure across different regions. While India has achieved high 

digital connectivity through widespread mobile internet access, the high-speed, low-

latency communication networks required for advanced technical development 

remain unevenly deployed. High-speed 5G infrastructure is still maturing in remote 

clusters with ultra-fast networks and reliable edge-computing data centers heavily 

concentrated within major metropolitan economic zones.  

 In contrast, peripheral clusters often encounter higher network latency, less 

consistent electricity grids and a lack of specialized physical labs, such as advanced 

testing facilities for hardware and robotics. This infrastructure gap makes it difficult for 

Tier-2 startups to compete in deeptech fields like real-time AI processing, 

autonomous systems and advanced hardware manufacturing. These fields require 
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continuous, high-capacity technical infrastructure, which often limits smaller hubs to 

building less resource-intensive software applications or localized digital services.  

Policy Recommendations and Strategic Roadmaps 

 To overcome these structural limitations and support the growth of 

decentralized innovation hubs, India needs a coordinated policy approach that 

connects federal initiatives with local execution. The following strategic actions are 

recommended to strengthen regional clusters and support balanced economic growth:  

• Institutional Capital Incentives via Tax Architectures: The Ministry of 

Finance should introduce targeted tax incentives to encourage institutional 

investment outside major cities. This could include lowering capital gains 

taxes for certified venture capital funds that invest a significant portion of their 

capital into startups based in Tier-2 or Tier-3 cities. At the same time, state 

governments could set up regional "Funds of Funds" to co-invest alongside 

accredited private angel syndicates, helping reduce investment risks in 

smaller markets.  

• Academic Integration and Applied Research Enclaves: Regional 

engineering and management institutions should update their programs to 

place a greater emphasis on experiential entrepreneurship and applied 

research. Rather than focusing solely on academic instruction, universities 

should build joint research centers with local industries, allowing students to 

work directly on real-world technical and operational challenges. These 

initiatives should be supported by institutional grant frameworks that fund 

early commercial design and technology prototyping.  

• Focused Infrastructure Development via Tech Parks: Governments 

should prioritize building specialized, smaller technology parks tailored to the 

unique economic strengths of specific regions. These facilities must provide 

high-speed, redundant fiber connectivity, reliable power grids and shared 

access to advanced technical equipment, such as rapid prototyping 

laboratories and software testing environments. Lowering real estate costs 

within these dedicated zones can help regional startups manage their 

overhead while building more complex technology platforms.  

• Inter-Cluster Mentorship and Operational Knowledge Networks: 

Industry organizations should establish structured mentorship networks that 

connect successful entrepreneurs in major cities with early-stage founders 

in emerging hubs. This can be achieved through regular technical 

residencies, shared operational playbooks and collaborative digital 

platforms. Bridging the knowledge gap between mature and developing 

ecosystems can help regional founders build more scalable, resilient 

business models from the start.  
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Conclusion: Regional Clusters as the Engines of Viksit Bharat 

 The structural transformation of India's startup ecosystem from a few 

concentrated metropolitan centers into a distributed network of regional clusters 

represents a fundamental change in the nation's economic geography. As 

demonstrated throughout this study, the growth of Tier-2 and Tier-3 hubs like Jaipur 

and Indore shows that the essential components of innovation technical talent, 

internet infrastructure and early-stage capital are becoming more broadly accessible 

across the country. These smaller ecosystems offer distinct advantages, including 

significantly lower operating costs and a close understand ing of local market needs, 

allowing them to create efficient business models that address practical economic 

challenges.  

Crucially, this decentralization plays an important role in supporting the 

broader vision of a "Viksit Bharat" (Developed India). By distributing high-value 

technical jobs, digital infrastructure investments and wealth-creation opportunities 

across smaller cities, these regional clusters help reduce economic disparities 

between different parts of the country. They provide a viable alternative to the rapid 

urbanization of primary cities, allowing young professionals to build high-growth 

careers within their home states and helping retain talent locally. This shift turns 

entrepreneurship from an exclusively metropolitan activity into a nationwide economic 

driver.  

 However, realizing the full potential of these emerging hubs requires 

addressing the remaining structural challenges of capital concentration, senior talent 

retention and infrastructure gaps. It demand s a move from generic support policies 

to targeted, sector-specific strategies that align with each region's historic industrial 

and academic strengths. By connecting institutional capital with local talent and 

building specialized infrastructure, India can transition its regional clusters from small-

scale nodes into self-sustaining engines of innovation. This distributed network will be 

essential to driving long-term economic resilience, technological independence and 

balanced, sustainable growth across the entire nation.  
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