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    Chapter One
    

    Introduction


    
      Capitalist development generates inequalities. Some classes, some communities, some sectors prosper far more than
      others, and many people benefit little or are actually immiserated in the course. Capitalism is a competitive
      process, so it is not surprising that there are winners and losers. But in every capitalist developing country,
      the rules of the game are always changing, sometimes fundamentally. And who wins depends on what the rules are.
      If today's winners can influence tomorrow's rules, they are likely to remain winners tomorrow, and for as
      long as they can continue the cycle of economic success and political power. This essay constructs, and tests for
      the case of postindependence India, a structural and evolutionary theory of the dominant alliance; an alliance
      between an economically dominant group and a state where the business strategies of the former and the
      development strategy of the latter are fitted to one another.
    


    
      In the recent political science and political sociology literature there have been several works positing the
      existence of alliances between the state and economically dominant groups in the histories of capitalist and
      precapitalist states. In the works of Fernando Henrique Cardoso and Enzo Faletto, Theda Skocpol, Nicos
      Pouiantzas, and Charles Lindbiom,1 the theme of the alliance between the state and an economically dominant group is
      central. Each of these writers uses the concept of that alliance in different and important contexts. They have
      made a major contribution to the understanding of political economy, challenging both marxist and liberal
      orthodoxy.
    


    
      For Cardoso and Faletto, the "pact of domination" is the key to understanding the history of Latin
      American dependency within the world capitalist system. Cardoso has held that the concept of the pact of
      domination is crucial for understanding the state. He writes2
    


    
      The conceptualization of the state is a complex matter but there does exist a certain degree of agreement that at
      the highest level of abstraction the notion of the state refers to the basic alliance, the basic 'pact of
      domination,' that exists among social classes or fractions of dominant classes and the norms which guarantee
      their dominance over the subordinant strata. When Marx and Engels referred to the state as the 'committee for
      the management of the common interests of the whole bourgeoisie,' they characterized it at
      this level of abstraction: the capitalist state is the "expression" of the capitalist mode of class
      domination. To avoid metaphysics, this 'expression' ought to be conceived of in organizational terms;
      that is to say, the dominant classes must make a continuing effort to articulate their diverse and occasionally
      contradictory objectives through state agencies and bureaucracies.
    


    
      Theda Skocpol's explanation of revolution requires that the alliance between the state and dominant classes
      rupture in order to create the opening for revolts from below. "The imperial states and landed upper classes
      of prerevolutionary France, Russia, and China" says Skocpol, "were simply partners in the control and
      exploitation of the peasantry.3
      Several writers in the neomarxist school have written on this theme, among them Nicos Pouiantzas who sees the
      dominant classes from several coexisting modes of production united in a "power bloc." The basic
      "function" of the state is to organize these classes and to disorganize the rest of society.4 Writing from the pluralist school,
      Charles Lindbiom holds that in a state with a market system there must be a "privileged position of
      business." Lindbiom sees this privileged position as an obstacle to popular control of the state in a
      polyarchy.5 Each of the
      theories mentioned above develops the concept of the alliance between the state and an economically dominant
      group in order to use it in an argument concerning issues broader than that of the alliance itself. Here, I will
      concentrate upon building and testing a theory about the alliance itself, arriving at. a theory more detailed
      than the four mentioned above, and paying closer attention to some of the logical issues that arise in any
      attempt to explain the alliance.
    


    
      The theory can be summarized as follows. Dominant alliances are alliances in modern developing countries between
      an interdependent community of entrepreneurial firms and the state, specifically certain agencies of the state.
      Successful entrepreneurship requires a firm to learn and introduce new skills complementing those of the firms it
      trades with. Each firm evolves a culture that focuses its learning on particular kinds of skills. The growth
      process resulting from this entrepreneurial learning yields a community of selected firms organized in a division
      of labor and pattern of trade based on complementary skills. The cultures of these firms are adapted to each
      other and, taken together, constitute a single, integral "market culture. " These firms tend to grow
      significantly faster than the economy as a whole.
    


    
      Each firm is endowed by the state with a formal or informal charter specifying its property rights and
      obligations. The state may issue several types of charters, each type constituting a distinctive form of property. In less-developed countries, a growth process of the kind described above will invariably
      encounter certain social impediments that make it impossible for the firms in the entrepreneurial community to
      learn and carry out the very particular kinds of activities their market culture entails. These obstacles may
      arise from a wide variety of factors: economic, legal, and social. They arise because less-developed societies do
      not inherit from their history social and institutional practices adapted to the requirements of the particular
      growth processes undergone in the course of development If that growth process, with its market culture and
      particular skills, is to continue, the appropriate state agencies must remove the obstacles by awarding the firms
      in question new charters with new rights and by imposing new obligations on other parties. Accumulation by firms
      with the favored types of charters outpaces accumulation by firms with other types of charters. By this process
      the state creates new forms of property whose rules and procedures are binding on the whole society but which
      concentrate benefits on the favored community.
    


    
      The state in a developing country is committed to fostering economic growth. However, it is constrained in its
      ability to grant new rights and impose new obligations in response to the diverse
      array of demands made upon it Thus it must be selective in doing so. Such selection is based on a development
      strategy combining an ideology about what kinds of economic changes constitute progress with certain causal
      hypotheses about what kind of progress is feasible and how it can be achieved. Based on such reasoning, the state
      gives priority to certain sectors of the economy for the removal of impediments to the growth process. Such a
      development strategy involves an implementing coalition consisting of those agencies in the state that regulate
      the priority sectors. For the strategy to be implemented successfully, it must command the assent of the agencies
      in that coalition.
    


    
      However, a development strategy will not continue to be credible unless the growth process confirms its
      hypotheses. Since a growth process must take the form described earlier, such confirmation can occur only if an
      entrepreneurial community evolves a market culture that is consistent with the expectations of the development
      strategy.
    


    
      Thus the dominant alliance entails a cycle of reproduction uniting a growth process, a state development
      strategy, and a property regime. The growth process must confirm the hypotheses underlying the development
      strategy so that the implementing coalition will gain confidence in the strategy and so concentrate on adapting
      the property regime to clear away impediments from the continuity of the growth process. Due to this cyclical
      relationship, if any of these processes is to endure, all
      of them must be reproduced simultaneously. The result is a alliance uniting the entrepreneurial community and the
      implementing coalition. And this is a dominant alliance. The institution of property of the whole society is
      transformed by the implementing coalition in accordance with the specific needs of the favored entrepreneurial
      community. No other segment of civil society, and no other actual or actual or potential entrepreneurial
      community, is able to wield such influence.
    


    
      
        1 Cardoso. F.K & Filetto E.
        Dependency and Development in Latin
        America. University of California Press, Berkeley. 1979 (C&F). Skocpol, T..
        States and Social
        Revolutions. Cambridge University Press. London, 1979. Poulantias, N..
        Political Power and Social Classes. NLB, London, 1973. Lindblom, C..
        Politics and Markets. Basic Books, New York, 1977
      


      
        2 Cardoso. F. H. in D. Collier ed.
        The New Authoritarianism in Latin
        America Princeton University Press. Princeton, 1979. pp,38-39
      

    


    
      
        3 Skocpol, p.49
      


      
        4 For a review of that literature and an
        empirical test using the case of the US New Deal era. see Skocpol, T.. "Political Responses to Capitalist
        Crises: Neomarxist Theories of the State and the Case of the New Deal," Politics and Society Vol.10, No.2,
        1980
      


      
        5Lindblom, Ch. 7
      

    

  


  
    Chapter Two
    

    Social Structure and Evolution


    Structures
    and History


    
      Several authors have produced social and political analyses using a structural and historical approach. They
      include Cardoso and Faletto, O'Donnell, Skocpol, Stepan, and others.1 Cardoso and Faletto explain the "historical-structural"
      approach:2
    


    
      
        A basic assumption is that the analysis of social life is fruitful only if it starts from the presupposition
        that there are relatively stable global structures. However, these structures can be conceived and analyzed in
        different ways.
      


      
        For us it is necessary to recognize from the beginning that social structures are the product of man's
        collective behavior. Therefore, although enduring, social structures can be, and in fact are, continuously
        transformed by social movements. Consequently our approach is both structural and historical: it emphasizes not
        just the structural conditioning of social life, but also the historical transformation of structures by
        conflict, social movements, and class struggles. Thus our methodology is historical-structural. ...
      


      
        Our approach should bring to the forefront both aspects of social structures', the mechanisms for
        self-perpetuation and the possibilities for change. Social structures impose limits on social processes and
        reiterate established forms of behavior. However, they also generate contradictions and social tensions,
        opening the possibilities for social movements and ideologies of change. The analyses have to make explicit not
        only structural constraints that reinforce the reiterative aspects of the reproduction of society, but have
        also to delineate the chances for change, rooted in the very social interests and ideologies created by the
        development of a given structure.
      

    


    
      Thus Cardoso and Faletto propose that a fruitful analysis of social life requires an examination of two
      interdependent processes entailed by social structures; reproduction and structural change.
    


    
      Theda Skocpol writes of social revolutions3
    


    
      To explain social revolutions, one must find problematic, first, the emergence (not
      'making') of a revolutionary situation within an old regime. Then one must be able to identify the
      objectively conditioned and complex intermeshing of the various actions of diversely situated groups- an
      intermeshing that shapes the revolutionary process and gives rise to the new regime, ... To take such an
      impersonal and nonsubjective viewpoint - one that emphasizes patterns of relationships among groups and
      societies- is to work from what may in some generic sense be called a structural perspective on sociohistorical
      reality. Such a perspective is essential for the analysis of social revolutions.
    


    
      The thrust of her argument is that one cannot explain social revolutions, or presumably any other major social
      change, by the atomistic wishes and plans of particular individuals or groups. She holds that these plans form a
      complex and contradictory pattern and that historical processes deviate considerably from the prior plans of even
      those who are relatively successful in those processes. Rather, one must take into account the structures of
      intergroup relationships that are the context of social change.
    


    
      In spite of differences in emphasis, these authors agree there is a profound interdependence between social
      structures and social change. This dialectic will be at the heart of the approach to be employed here.
    


    Meaning


    
      A social structure is a pattern of repeated action - social practice - animated by a practical culture shared
      among the actors.4
      "Practical culture animates social practice which embodies practical culture. Following Geertz, culture is
      defined as a system of meaning5
      What that means can best be understood by examining the fundamental characteristics Geertz imputes to systems of
      meaning.
    


    
      a) Culture is held to guide social interaction. Geertz writes6
    


    
      One of the more useful ways - but far from the only one - of distinguishing between culture and social system is
      to see the former an ordered system of meaning and symbols, in terms of which social interaction takes place; and
      to see the latter as the pattern of social interaction itself. On the one level there is a framework of beliefs,
      expressive symbols, and values in terms of which individuals define their world, express their feelings, and make
      their judgements; on the other level there is an ongoing process of interactive behavior,
      whose persistent form we call social structure. Culture is the fabric of meaning in terms of which human beings
      interpret their experience and guide their action; social structure is the form that action takes. Culture and
      social structure are then but different abstractions from the same phenomena. The one considers social action in
      respect to its meaning for those who carry it out, the other considers it in terms of its contribution to the
      functioning of some social system.
    


    
      b) Systems of meaning are a form, and different systems have different contents. Thus cultures can relate to many
      different phenomena. Geertz explicitly recognizes the existence of moral, economic, aesthetic, religious,
      philosophical, and scientific systems of meaning. 7 But within the view expounded by Geertz one would expect all human understanding
      to consist of systems of meaning.
    


    
      c) A system of meaning is expressed and communicated by a symbol system. Each symbol signifies a meaning from the
      system of meaning. Examples of symbol systems given by Geertz are winks, human languages, religious rituals; and
      poetry.8 Symbol from different
      symbol systems can express the same meaning. The choice of symbols to signify a meaning is largely arbitrary.
      Moreover, when two symbol systems signify the same meanings, translation between them is possible. Indeed, Geertz
      notes that even idiomatic expressions in two different languages may correspond despite having different literal
      meanings.9
    


    
      d) Geertz observes that systems of meaning provide their symbol systems with "stylistic resources" such
      as metaphor, analogy, metonymy, hyperbole, and others.10 Such stylistic resources allow the system of meaning to expand its domain of
      understanding. For example, a phenomena that was previously not understood can become understood as being
      analogous to some other phenomenon already modeled by the system of meaning. Geertz relies heavily on the ability
      of ideologies - which he regards as systems of meaning - to validate metaphors, in his explanation of the nature
      of ideology. He writes11
    


    
      The power of a metaphor derives precisely from the interplay between the discordant meanings it symbolically
      coerces into a unitary conceptual framework and from the degree to which that coercion is successful in
      overcoming the psychic resistance that semantic tension inevitably generates in anyone in a position to perceive
      it
    


    
      e) Systems of meaning are able to guide social processes by being communicated and shared
      among a large number of individuals. In this sense systems of meaning can exist independently of any fixed set of
      individuals. New individuals may come to share in the culture, and ones who previously did so may reject it But
      the culture itself endures through such changes. Culture is public property,12 Geertz describes it as13
    


    
      extrinsic sources of information in terms of which human life can be patterned - extrapersonal mechanisms for the
      perception, understanding, judgment, and manipulation of the world
    


    
      f) Culture achieves a degree of integration, or coherence, that Geertz, following Sorokin, calls
      "logico-meaningful integration." He writes14
    


    
      By logico-meaningful integration characteristic of culture, it is meant the sort of integration one finds in a
      Bach fugue, in Catholic dogma, or in the general theory of relativity; it is a unity of style, of logical
      implication, of meaning and value.
    


    
      Geertz provides us with a detailed description of the structure and effects of culture, but does not examine the
      dynamics of culture, or systems of meaning, as closely. However, one can gain insight into the dynamics of
      culture by examining Thomas Kuhn's analysis of a particular type of culture: science. Kuhn has described the
      dynamics of scientific "paradigms" in detail.15 Briefly, Kuhn sees a scientific discipline as evolving by undergoing
      "scientific revolutions" followed by periods of "normal science" when the paradigm,
      exemplified to the scientific community by a revolutionary theory, is cumulatively elaborated. But this process
      leads ultimately to the rise of anomalies; problems the scientific community expects to solve but cannot, despite
      repeated attempts by talented investigators. The presence and persistence of anomalies causes a crisis within the
      discipline. Such crisis creates the opening for the next revolutionary solution, through extraordinary
      puzzle-solving in a new paradigm, which explains the anomalies and resolves the crisis. And then, the process of
      normal science begins anew.
    


    
      It must be established that a paradigm is a system of meaning. One can examine the many characteristics Kuhn
      imputes to paradigms and seek to match them with those Geertz imputes to systems of meaning.
    


    
      a) Paradigms guide scientific activity. That is, paradigms are "articulated" in theory construction and testing. Scientists accept the intuitive model their paradigm provides,
      construct theories consistent with that intuition, and test them with instruments deemed acceptable within the
      paradigm.16
    


    
      b) Kuhn regards all fields of scientific activity as potentially receptive to paradigms. He defines a paradigm as
      any achievement that is "sufficiently unprecedented to attract an enduring group of adherents away from
      competing modes of scientific activity," and "sufficiently open-ended to leave all sorts of problems
      for the redefined group of practitioners to solve."17 Thus paradigms can be as diverse in subject matter as Newtonian Physics and
      Freudian Psychology. This suggests paradigms are a form and can have many different contents, including matters
      not studied in universities as sciences.
    


    
      c) Paradigms are expressed in symbol systems, specifically in the scientific and heuristic jargon of scientific
      discourse and texts. Scientists who share a paradigm are able to communicate in a specialized lexicon and in
      "symbolic generalizations."18
    


    
      d) Paradigms "supply the group (of believers) with preferred or permissible analogies or
      metaphors."19
    


    
      e) Paradigms are shared by the scientists in a scientific community.20
    


    
      f) Paradigms achieve some internal coherence. Kuhn writes"21
    


    
      some accepted examples of actual scientific practice - examples which include law, theory, application, and
      instrumentation together provide models from which spring particular coherent
      traditions of scientific research." (Italics added)
    


    
      A clear correspondence between Geertz's description of culture and Kuhn's description of paradigms is
      observable in Table 2-1. Since a wide variety of subjects of human
      enquiry may posess paradigms, individuals and communities who are engaged in learning can be thought of as having
      paradigms even if they are not scientists. This suggests the wide applicability of the notion of the paradigm,
      including to the processes of political and economic development of interest here. We shall proceed on the assumption that Kuhn's concept of a paradigm, generalized in this social sense, and
      Geertz's concept of culture, are the same.
    


    
      Table 2-1: CULTURES AND PARADIGMS
    


    
      
        
          
            	GEERTZ

            	KUHN
          


          
            	a) Systems of meaning guide social behavior

            	Paradigms guide scientific activities
          


          
            	b) Systems of meaning are forms that can have many different contents

            	Paradigms are forms that can have many different contents
          


          
            	c) Systems of meaning are expressed with symbol systems

            	Paradigms are expressed with jargon and symbolic generalizations
          


          
            	d) Systems of meaning yield stylistic resources such as metaphors and analogies

            	Paradigms provide their believers with preferred metaphors and analogies
          


          
            	e) Systems of meaning are shared as public property

            	Paradigms are shared by the scientific community
          


          
            	f) Systems of meaning achieve 1og i co-mean i ngfu1 integrat ion

            	Paradigms achieve coherence
          

        
      

    


    Structural
    Evolution


    
      It is now possible to synthesize the works of Geertz and Kuhn into a general approach to structural
      evolution.22 There is a certain
      biological analogy that will assist in (but not constitute) understanding this process. Geertz notes that culture
      provides templates for social processes in much the same way as genetic systems provide templates for organic
      processes."23 Practical
      culture can be viewed as the "genotype," the genetic template that gives rise to the
      "phenotype" of social actions and interactions. The biotic phenotype, the organism, is trapped in time
      and doomed to death. Its only chance to redeem itself in evolutionary history is to reproduce its genotype. The
      same is true of a social act The act "dies" as soon as it has been performed, but that performance and
      its results can sustain the cultural scheme that guided and motivated the actors. Culture, like the genotype of a
      species, can endure the death any particular phenotype, but will become extinct if none of
      its phenotypes reproduce.
    


    
      Reproduction of a genotypic culture requires its phenotypic interactions to succeed in terms of the expectations
      of that culture. Practical culture provides actors a methodology for detecting the consequences of social action
      - the reactions of other actors - and for discriminating success from failure. Such social success reinforces the
      beliefs entailed by those cultural expectations. Certain cultural beliefs are reinforced in this manner and
      others are not. When a belief is reinforced, it animates repetitions of the action it represents. An action
      receiving reactions that do not reinforce the cultural belief animating it is not repeated. In this sense there
      is natural selection and evolution by differential reproduction of actions and beliefs.
    


    
      The various actions in a social structure will be successful, and the beliefs animating them will be reinforced,
      when there is some level of logico-meaningful integration among the beliefs. Each animating belief must contain,
      implicitly or explicitly, a model predicting how other actors' animating beliefs will react to its actions.
      To the extent that the animating beliefs fit with each other in that manner, they will be reinforced. But that
      fit constitutes a degree of logical and semiotic harmony in the practical culture comprising these beliefs.
    


    
      The similarities between Kuhnian paradigms and Geertzian cultures, and the generality of Kuhn's concept of
      paradigms, support the interpretation that practical cultures are essentially -social paradigms, and thus should
      follow the same evolutionary dynamics Kuhn discovered among scientific paradigms. This approach expects practical
      cultures to undergo a process of elaboration, analogous to Kuhn's normal science, where new animating beliefs
      are integrated into the culture and are reinforced by and reinforce the existing beliefs. Crises are expected
      when practical cultures face problems, like Kuhn's anomalies, which cannot be solved by elaborating the
      culture and which threaten the reproduction of the whole structure. Given the network of interdependence among
      actions and among their animating beliefs, if sufficiently critical beliefs cease to reproduce; a chain reaction
      of failures can spread out along the network, yielding a deepening crisis.
    


    
      Such a crisis creates the opening for a disjunction analogous to Kuhn's scientific revolutions. Once the
      degenerative crisis begins, there may not be any limit to how far it can go. The problem for the structure, and
      for the structured community, becomes how to stop the spread. New animating beliefs must be invented and
      integrated into the remaining practical culture to stop the spread. However, these new beliefs may be
      incompatible with large segments of the old practical culture. In such an event these segments are displaced by
      the new beliefs. The rescuing animating beliefs form the basis for a new process of elaboration. That is, new
      animating beliefs must be integrated into these rescuing beliefs rather than the old, displaced ones. In this
      sense, the rescuing beliefs serve as exemplars for further elaboration
    


    
      In the process of disjunction there is both change and continuity in structures. There is change in that new
      beliefs displace old ones. But there is continuity in that the displacing beliefs must be integrated with those
      not displaced
    


    Norms


    
      Moral norms are one type of animating belief of special interest here. "Morality is the
      'logic'" writes moral psychologist Lawrence Kohlberg, "for coordinating the view points of
      subjects with conflicting interests."24 Since social structures inevitably entail the repetitive pursuit of some
      conflicting goals, actors need conflict-resolving schemes if they are to cooperate with each other at even
      minimal levels. A comprehensive discussion of the role and necessity of norms in social structures will not be
      attempted here, rather, the focus will be on the semiotic structure of moral norms which animate social actions.
    


    
      Like other animating beliefs moral norms specify goals, and prescribe actions or restraints to achieve them. The
      goal of a norm is to achieve a particular balance of satisfaction among conflicting interests. Norms contain
      criteria and logics for selecting such balances. Reinforcement of a norm requires that action according to it is
      judged by the actor to cause the desired balance of interest satisfaction to be realized. Thus norms are always
      linked to causal beliefs. in analyzing particular norms in a substantive theory, this approach demands the
      identification of: the conflict to be resolved, the desired balance of interest satisfaction, the moral reasoning
      underlying the balance, and the causal judgments linking action to interest satisfaction.
    


    
      Norms form a hierarchy. Higher norms can make moral choices among contending lower norms. Kohlberg finds that
      "the development of moral cognition In children follows a cumulative sequence of six stages, or levels, in
      such a hierarchy.25 It will be
      shown that certain social norms fit into Kohlberg's stage typology, and the interaction of these higher and
      lower level norms in social structures will be explored.
    


    Summary


    
      A social structure is a pattern of action that reproduces itself by its action. It is a duality; the practical
      culture is a Geertzian system of meaning animating a social network of interactions. Thus social structure should
      be described in terms of meaning and interaction. Meaning can be understood from social communication and
      interactions can be observed Meaning arises from social reality and is itself part of that reality. Understanding
      the meanings which animate interactions is the key task in the description of social structure.
    


    
      Practical culture, consisting of a network of integrated beliefs, defines the social rationality and morality of
      actors. In this approach, actors are not rational in any absolute sense. Rather, they collectively construct
      their rationality through social interaction.
    


    
      To analyze a social structure adequately, one must explain why that structure endures.
      Structures endure only by reproducing through cultural integration. When the beliefs of a practical culture are
      integrated with one another, they will correctly anticipate each other's reactions and thus are likely to be
      successful, and success leads to reproduction and repetition.
    


    
      Structures evolve through elaboration, crisis, and disjunction. This approach expects the history of structures
      to display not. periods of rigid stability, but periods of elaboration during which new meanings and interactions
      are cumulatively added to and integrated into the structure. When the reproduction of a structure cannot be
      prolonged through elaboration, the stage is set for crisis and disjunction. The process described above is
      evolution by natural selection. A belief is "selected" when it correctly anticipates the reactions of
      other beliefs with which it must interact successfully. Indeed, a structure may be viewed as an ecology of social
      actions and their animating beliefs.
    


    
      Within this perspective, the concepts of structure and evolution are inseparable. The nexus between the two
      concepts is reproduction. Evolution presupposes structure by entailing the differential reproduction of
      structures. And structure gives rise to evolution since structures must reproduce in order to endure, and when
      some structures or their parts reproduce and others do not, evolution occurs.
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    Chapter Three
    

    Entrepreneurship


    Introduction


    
      This chapter reconstructs firms and markets among firms as social structures. Following the approach explicated
      in the previous chapter, we are concerned primarily with the reproduction and the evolution of firms and markets.
      The overall picture that will emerge will be as follows. A firm with a competitive advantage will be drawn into
      trade and communication with firms with complementary advantages. As this trade goes on the firm will learn how
      to adapt its activities to the needs of the other firms it deals with, resulting in the development of new skills
      and a new competitive advantage. The same will happen in the other firms. What will emerge is a process of
      symbiotic evolution of skills among a community of firms which are led by that symbiosis to concentrate their
      trade with one another.
    


    
      Firms and markets among firms will be seen as networks of repeated transactions. The firm will be characterized
      by its internal network of transactions and the market by the transactions connecting different firms to each
      other. The market will be treated here as an arena where firms compete to establish and reproduce relationships with other firms, rather than merely to engage in atomistic and anonymous trading.
      Networks of such relationships will be seen to form and expand by the operation of the market process. Firms
      united in such a network will tend to have a common fate, their entrepreneurship will be correlated, in time and
      in function.
    


    
      The temporal and functional correlation of entreprerteurship in markets is a theme championed by Joseph
      Schumpeter. He wrote1
    


    
      Why do entrepreneurs appear, not continuously, that is singly in every appropriately chosen interval, but in
      clusters? Exclusively because the appearance of one or a few entrepreneurs facilitates the appearance of others,
      and these appearances of more, in ever increasing numbers. ... this explains the appearance of entrepreneurs in
      clusters ... first of all in the branch of industry where the pioneers appear. Reality also discloses that every
      normal boom starts in one or a few branches of industry (railway building, electrical, and chemical industries,
      and so forth), and that it derives its character from the innovations in the industry where it begins. But the
      pioneers remove the obstacles for others not only in the branch of production where they first appear, but owing
      to the nature of these obstacles, ipso facto in other branches too. Many things may
      be copied by the latter; the example as such also acts upon them; and many achievements
      directly serve other branches too, as for example the opening up of a foreign market.
    


    
      I shall set out the processes by which enterprises facilitate each other's activity and by which clusters of
      enterprises arise and endure.
    


    Reproduction
    and Evolution of Transactive Networks


    
      Business relationships in markets connect firms to one another in a network of relationships. Not only do
      inter-firm transactions take the form of a network, the production processes inside a firm can also be viewed as
      a network of transactions. In this way, the process of production and exchange inside and between firms can be
      viewed as a transactive network spanning the firms that trade with each other in a market. A transactive network
      can be pictured as a flowchart of tasks inside and across firms. A niche is a place in a transactive network.
      Transactive networks are social structures. They are animated by practical cultures, they must reproduce to
      endure, and they evolve.
    


    
      Three distinctive features of transactions are important here. First, the actors in a transaction repeat a
      business technique, transforming a fixed combination of inputs from other actors into a fixed combination of
      outputs which are transferred as inputs to other actors executing the subsequent transactions in the network.
      These techniques encompass routines in manufacturing, management, technology transfer, finance, marketing, and
      other kinds of business activity. Second, any transaction can be viewed as a composite of several smaller
      transactions, the technique of each smaller transaction being an intermediate step in the original technique. And
      the composite of transactions linked in a network can be viewed as one transaction, with the original techniques
      as the intermediate steps in the composite technique. Third, the technique in a transaction can be characterized
      by the extent to which it achieves a particular standard of competence.2 In this context, competence means a technological value or standard
      by which one technique can be superior to another. The composite technique of a transactive network, being a
      technique of a transaction, can also be characterized by its competence. Some examples of standards of competence
      are: "economies of scale in steel production," "lower cost per unit of information in computer
      hardware," and "higher productivity of land in crop cultivation."
    


    
      Competence does not arise in transactive networks by accident It develops by the selective addition or
      substitution of new techniques into the network's intricate ensemble of techniques in such a way as to
      enhance a particular kind of competence. Incremental evolution occurs when a reproducing transactive network is
      modified by the addition or substitution of new transactions which themselves reproduce, along with the existing
      network. The development of any particular kind of competence is necessarily a process of incremental evolution.
      The firm or firms can experience initial success with certain techniques, but these must be
      refined through experiments if the development of competence and its attendant success is to continue. New
      transactions must be selectively retained to enhance the competence of the existing network.
    


    
      Assumption 1: The development of a competence in a
      transactive network entails the incremental evolution of that network.
    


    
      Firms will persistently select and retain techniques enhancing a particular kind of competence only if their
      practical cultures evolve in a way that guides them to do so. The question arises: what practical cultures evolve
      to build competence? Suppose every transaction is animated by a competence goal. Persons with authority or
      delegated responsibility in firms will have in mind goals defining the particular kinds of competence to be
      achieved by the techniques of transactions. They will select and retain those techniques which best achieve the
      transaction's goals. Linked transactions will each have their competence goals, but they will also have a
      joint competence goal for their composite transaction, for it too is a transaction.
    


    
      Consider why two linked transactions should reproduce and remain linked with each other. They can remain linked
      if the competence goal of each somehow points to the other, and requires the link for its own reinforcement The
      competence goals of transactions linked in a network can be integrated. Competence goals will be regarded as
      integrated to the extent they are logically associated. This relation of logical association is weaker than
      strict logical implication, but stronger than mere compatibility or consonance.
    


    
      The competence goals of linked transactions are defined as integrated if (a) their actors share a joint
      competence goal for their composite transaction and believe their individual competence goals to be instrumental
      to the joint goal, and (bl given the shared competence goal, the individual goals are logically associated with
      each other. That is, if χ and y are linked transactions and xy their composite, and if C(x), C(y), and C(xy) are
      their respective competence goals, then the actor of χ reasons that achieving C(x) is instrumental to achieving
      C(xy) only in combination with C(y), and only to the extent that Cly) is achieved. And the actor of y must
      believe the same, but with χ and y switched. The association may be symbolically expressed as: (Clxy) and C(x))
      => C(y), and (C(xy) and C(y)) => C(x). This definition is diagrammed in Figure 3-1.
    


    
      Given C(xy), C(x) and C(y) are connected to each other by two directed chains of associations. A chain of
      associations going from C(x) to C(y) can be thought of as a subjective "proof" of the statement (C(xy)
      and C(x)) => C(y). The associations in such a chain are beliefs of the firm or firms - hypotheses rooted in
      their experience - about causal relations between technologies and about the commercial behavior of persons in
      the firms and their environment
    


    
      A network of transactions can come to be integrated under a logical hierarchy of competence goals, or competence
      logic. In such a hierarchy, each goal is shared by those actors who hold the competence subgoals instrumental to
      it, and this parent goal implies that its subgoals can be instrumental to it only in combination with each other.
      And such a subgoal may in turn be a parent goal to its own logically associated subgoals. In
      such a hierarchy, a parent goal animates a composite transaction, and its subgoals animate the subtransactions of
      the composite. Several examples of competence logics, inside and across firms, are given in the empirical section
      of this chapter. It will be assumed that such a competence logic is a necessity for a reproducing transactive
      network.
    


    
      [image: Image]

      
        Figure 3-1:
        INTEGRATION OF COMPETENCE GOALS
      

    


    
      Assumption 2: A
      transactive network can reproduce only under an integrated competence logic.
    


    
      To retain credibility in a firm a competence logic, like any practical culture, must be reinforced. This means
      the firm must achieve its overall competence to the extent it expects given the levels of achievement of its
      respective competence subgoals. Logically "necessary" but underachieved subgoals must be judged in
      retrospect as limiting factors or bottlenecks to the further achievement of parent goals.
    


    
      The entrepreneurship of a firm can be defined in this language as the addition or substitution of new
      transactions into the firm's network. If entrepreneurship is to enhance the existing competence in a firms
      transactive network, then the new transactions' competence goals must be integrated into the existing
      competence logic in that transactive network. That is, composite competence goals uniting new transactions with
      old ones must imply that the competence goals of the new and old transactions associate with each other. The
      integration of new competence goals into a competence logic will be called elaboration of that logic.
    


    
      Proposition 1: The
      development of a competence in a transactive network requires the elaboration of its competence logic.
    


    
      Argument Assumption 1 says the development of competence in a transactive network
      entails its incremental evolution. That is, new reproducing transactions are added or substituted into a
      reproducing transactive network. Assumption 2 requires. the old reproducing transactive network to posess an
      integrated competence logic. A new transaction and its competence goal is added or substituted into this network
      which then reproduces, according to Assumption 2, under an integrated competence logic, modified by the new
      competence goal. That is, a new competence goal is integrated into the existing competence logic. This is defined
      as elaboration of the competence logic.
    


    Corporate Culture


    
      A firm is a transactive network under a common proprietary authority (in the private or public sector), it may be
      an individual peasant or a giant public sector enterprise. And a financially independent firm is the unit of
      profit appropriation and capital accumulation. A corporate culture is defined as a system of meaning with two
      parts. The first is the firm's competence logic. The second is the belief that the achievement of the
      competence mandated by the logic will earn financial success for the firm.3
    


    
      The reproduction of a corporate culture requires that the firm accumulate capital. Profits are seen here as
      monopoly rents accruing to the firm due to the competitive advantage which arises from its distinctive
      competence, given the framework of state regulations. A competence-based competitive advantage entails a monopoly
      in the sense of Kirzner, who defines monopoly as the exclusive ownership of certain resources.4 This differs from the orthodox
      definition where a monopolist is the only seller in some market Kirzner's monopolist may face fierce rivalry
      from other enterprises using other resources while the orthodox monopolist is defined to be immune from
      competition, in the orthodox sense of competition. The firm's slightly or very distinctive competence may be
      viewed as a monopoly resource.
    


    
      A firm's competitive advantage constitutes a barrier to entry for actual or potential rivals.5 Bain divides barriers to entry into
      three types. Absolute cost advantages arise from superior secret or patented technology, from factor market
      conditions giving some firms privileged access to factors (e.g. skilled personnel may prefer to work for the most
      prestigious firms), from exclusive ownership of raw materials, and from biases in the capital market Product
      differentiation advantages arise from ownership of respected trademarks, from superior product designs, and from
      exclusive access to favored distributive outlets. Economies-of-scale advantages arise from technical economies of
      scale, pecuniary economies of bargaining advantage, and from a mix of the two in advertising and sales
      promotion.6
    


    
      Firms need competitive advantage even in situations with severe state restrictions on competition or where there
      are only a few sellers in the market. As long as a firm stands to lose current or desired market shares to actual
      or potential rivals, it will need to construct barriers to entry through a competence-based
      competitive advantage. Competition can come from unexpected sources, such as other industries seeking to
      substitute their products for those of the firm. (Even a public sector firm with little financial independence
      will seek to justify its claim on the treasury or on continued protection by claiming its superior ability to
      fulfill plan targets.)
    


    
      Assumption 3: A firm can reproduce and grow only by
      developing a competence-based competitive advantage.
    


    
      A corporate culture follows the dynamic described in the previous chapter. During periods of success it undergoes
      elaboration. The new reinforces the old. A particular kind of competitive advantage, based on a particular kind
      of competence, is developed. But that competence does not yield advantage and accumulation indefinitely. When it
      ceases to do so the firm faces a crisis. It must seek a new kind of competence. If it is able to find a promising
      new direction in which to develop competence then elaboration can begin anew. Of course the firm does not
      completely abandon its old competence, rather after the disjunction new entrepreneurship proceeds in a different
      direction.
    


    Market
    Culture


    
      A corporate culture is reinforced as long as the achievement of its competence goals yields a competitive
      advantage for accumulation. This brings us to the question of how a firm's competence can lead it to develop
      a competitive advantage in its niche. Firms linked in a network can posess a combined competence which yields a
      combined advantage for competitive exclusion of their rivals from their combined niche. For a single firm's
      competence to provide it with a competitive advantage it must enter into a relation of combined competence with
      linked firms.
    


    
      A firm can build a competitive advantage only while entering into enduring transactive relationships with other
      firms. Because to gain such an advantage, a firm must experiment with various techniques and retain those with a
      competence to which the firms in its environment react favorably. For useful knowledge of advantages to
      accumulate in a firm, this environment must be or become stable. Existing relationships must be sustained; new
      ones may be added.
    


    
      If two firms have a stable relationship, then they jointly form an enduring transactive network. For that network
      to endure in a larger one, the two firms must build a combined advantage for the exclusion of rivals from their
      combined niche. This is true for essentially the same reason that the transactive network of a single firm must
      achieve a competitive advantage to endure. A network without an advantage will be unable to avoid displacement,
      in part or in whole, by alternative transactions from either its own firms or rival firms. Thus, if two linked
      firms fail to build a combined advantage, either their relationship will break, or at least one of them will find
      itself unable to exclude rivals from its niche. To gain this combined advantage the two firms must build a
      combined competence.
    


    
      Assumption 4: For a firm's competence to yield a competitive advantage in its niche, it must
      develop a combined competence with linked firms.
    


    
      For a transactive network spanning two firms to yield a competitive advantage it must evolve a competence and
      elaborate a competence logic. The corporate cultures of two linked firms will thus become at least partially
      integrated. Each advantage-seeking firm must agree with its trading partners on shared competence goals and agree
      that some goals in their respective corporate cultures are instrumental to those shared goals and are associated
      with each other. Such an integrated competence logic spanning several firms in a transactive network is to be
      called a market culture. A firm's competence fetches a competitive advantage in its niche only if its
      corporate culture is integrated with its surrounding market culture.
    


    
      The rise of a market culture is an evolutionary tendency. There is continuous selective pressure for corporate
      cultures of linked firms to be integrated. But such an agreement between two firms will not arise instantly upon
      their first contact, nor will it be complete and free of conflicts. Rather it is likely to evolve over time
      through a process of communication and negotiation between linked firms. The agreements are likely to be partial
      and incomplete. Between two linked firms there will be areas of agreement, areas of disagreement, and areas of
      mutual ignorance regarding their joint competence.
    


    
      The elaboration of a market culture is reflected in the concentration of the growth of firms in an ensemble of
      industrial sectors transacting relatively intensely with each other, where the firms' cultures are integrated
      into that market culture. These sectors will tend to grow faster than parts of the economy not well integrated
      into one or more market cultures. Growth in these sectors will come from growth in existing firms and from the
      rise of new firms. Such a fast growing community of firms elaborating a market culture will be called a growth
      ensemble.
    


    
      Proposition 2: A firm can
      achieve sustained growth only in a growth ensemble.
    


    
      Argument Under Assumption 3, to grow a firm must develop a competence-based
      competitive advantage. Assumption 4 says for its competence to yield a competitive advantage a firm must build a
      combined competence with linked firms. Proposition 1 implies that the development of competence in this multifirm
      transactive network requires the elaboration of its competence logic, or market culture. It is now established
      that the growth of a firm requires the elaboration of the market culture in which it is embedded. But such a set
      of firms united by an elabcrating market culture is called a growth ensemble.
    


    
      The fundamental idea of Proposition 2 is that growth is inevitably concentrated into ensembles. It reconstructs
      Schumpeter's idea of clustered entrepreneurship in the language introduced in this chapter. Technological
      creativity is necessarily the collective product of an entrepreneurial community whose members have been
      socialized into a shared culture of competence.
    


    
      In a growth ensemble, the market culture feeds the creative process which reinforces and
      elaborates the market culture. The market culture acts upon an entrepreneurial community in essentially the same
      way a Kuhnian paradigm acts upon a scientific community.7 As a system of meaning it provides a specialized language for communication
      within and among the firms it spans. This facility makes possible the information exchange process underpinning
      Assumption 4. Further, as pioneering firms in a market culture build their competences, they pose a challenge to
      their trading partners to develop their own competences to meet the new standards required by the pioneers. So an
      elaborating market culture provides its firms a continuous flow of technological puzzles only slightly different
      from those they have had to solve to conquer and retain their niche.
    


    
      However, a growth ensemble need not grow forever. Certain resources that the market culture needs in abundance
      may become scarce. The needs which the growth ensemble excels at serving may cease to be problematic for the
      wider community, or may be better served by other constellations of competence. The market culture is not
      omniscient, thus it does not reproduce all the conditions of its own reproduction. Such failure can create the
      opening for a disjunction.
    


    Growth
    Ensembles in India


    
      A tractable empirical method of identifying growth ensembles requires a partitioning of the economy into sectors.
      The ideal partition would place in a sector firms with similar cultures. But in practice one must accept the
      product-based sectoral partitions offered by most data sources. The theory expects growth in ensembles, where
      sectors transact relatively intensely with each other and to grow at rates higher than that of the economy as a
      whole. The concept of the growth ensemble can be quantified as follows.
    


    
      First, one must use index numbers of industrial production data to rank sectors by their growth rates. Second,
      one must identify from the upper strata of this ranking an ensemble of sectors. The theory suggests that there
      will be a dramatic and obvious clustering of growth into ensembles. Data on intersectoral trade can be obtained
      from time series of input-output transactions matrices. What is required by the theory is that the firms in a
      fast-growing set concentrate a sufficiently high fraction of their trade within the set that they will tend to
      integrate their cultures with those of other firms in the set
    


    
      Illustrative accounts of competence logics in the major sectors of the Indian growth ensembles will be provided.
      I shall seek evidence of commitments among top managers or peasant proprietors to the development of particular
      kinds of competence. Further, descriptions of the actual development of particular kinds of competence over time
      will also be presented. I shall also explore how the competence developed by particular firms was adapted to the
      competence being developed by firms with which it dealt. The main focus will be on
      illustrating the problem-solving and learning processes that enabled the ensemble to grow. Competence logics will
      be reconstructed from the descriptions of competence. Two growth ensembles will be examined. The first endured
      from 1956 to 1965, and the second began in 1966 and is studied until 1975 (though it did not collapse in that
      year). The intervening crisis is examined in Chapter VI.
    


    The First Growth
    Ensemble 1956–1965


    
      Over the First Five Year Plan ending in 1956, there was rapid growth in the petroleum products and the
      engineering, or capital goods, sectors. In the Central Statistical Office (CSO) sectoral partition, the
      categories of nonelectrical machinery, electrical machinery, and transport equipment more than doubled their
      production in the five year period, while the iron and steel sector grew only 20% 8 Transactions matrices from input-output tables for
      this period show that the ferrous and nonferrous metals sector accounted for 56% of the total value of material
      inputs into the engineering sector in 1951-52. and 57% in 1955-56.9 The slower expansion of the metals sector caused a growing shortage of steel
      and other metals, and dependent products. Kidron writes of this period10
    


    
      What with the narrowness of India's industrial economy, bottlenecks appeared early in the boom. "Basic
      metals were the most important, steel prices rising by three-fifths in the six years from 1951-7 despite
      increasingly heavy imports. But they were not the only problem. Coal, electricity, and a variety of capital
      goods, were all in short supply by the end of the first plan and hindering production.
    


    
      A summary picture of the emerging market culture in 1956 is as follows. Entrepreneurs saw major opportunities
      opening up in the engineering sector and the petroleum sector and were able to realize some of that potential.
      However, their vision encompassed techniques that relied heavily on the stagnant heavy industrial sectors. This
      led to the development of bottlenecks in these slow-growing but strategic sectors.
    


    
      Now consider the development of the first growth ensemble between 1956 and 1965. Table 3-1 presents all sectors in the CSO categorization where production at least
      tripled during 1956-65. In addition to the sectors listed in Table
      3-1, the railway wagons sector increased production by a factor of 3.35 from 1960 to 1965 after a steep decline between 1956 and 1960.11 One can identify four major growth categories. They are chemicals, metals,
      engineering, and infrastructure. The infrastructure category comprises electricity and railway wagons. The growth
      of these sectors relieved the bottleneck of the middle 1950s.
    


    
      Input-output tables evaluated at the beginning and shortly after the end of the first growth ensemble in
      Table 3-2 reveal that both at the beginning and at the end of its
      tenure, its sectors formed a tightly knit ensemble.12 Notice the relative transactive closure of the ensemble. That is, in 1955-56, at
      least 31% of all transactions by each sector in the ensemble the ensemble shortly after the end of the first
      growth ensemble, at least 25% of the transactions by each sector in the ensemble were internal to the ensemble.
    


    Some Corporate Cultures
    in the First Market Culture


    
      Steel: The competence sought in the Indian steel industry between 1956 and 1965
      was basically economies of scale in plant design and capacity utilization in plant operation. As of 1956, there
      were two major integrated steel plants in India. One was the Tata Iron and Steel Company (TISCO) plant and the
      other was the Indian Iron and Steel Company plant TISCO was the larger of the two in 1956, producing 812 of the
      1308 tons produced in India in that year 13 Between 1953 and 1955, the public sector company Hindustan Steel Ltd. (HSU
      contracted for three steel plants. The first plant, at Rourkela, Orissa was built by Krupp-Demag of West Germany.
      The second, and largest of the three, was built by the USSR in Bhilai, Madhya Pradesh. The third was built by a
      British consortium in Durgapur, West Bengal. The three plants were specialized to make different types of
      products. Bhilai was designed to produce heavy sections, Durgapur to make lighter sections, and Rourkela to
      manufacture flat products.14
      This arrangement allowed each plant to achieve economies of scale in its type of product
    


    
      The HSL plants came on stream in the during 1959-60. The plants initially had a variety of problems, described as
      "teething troubles," in achieving economical levels of capacity utilization. The solution of these
    


    
      Table
      3-1: FASTEST GROWING SECTORS 1956-65
    


    
      
        
          
            	Sector Type

            	Sector

            	Weight in Aggreagate

            	Index Number in 1965
          


          
            	

            	

            	Index(%)

            	(1956=100)
          

        

        
          
            	Chemicals

            	

            	

            	
          


          
            	

            	Heavy Organic Chemicals

            	0. 18

            	448.7
          


          
            	

            	Heavy Inorganic Chemicals

            	0.61

            	432.0
          


          
            	

            	Synthetic Resins & Plastics

            	0.01

            	616.0
          


          
            	

            	Manufacture of Ferti1izers

            	0.60

            	382.4
          


          
            	Metals

            	Aluminium Manufacturing

            	0.61

            	416.5
          


          
            	

            	Iron & Steel

            	7.48

            	320.4
          


          
            	Engineering

            	

            	

            	
          


          
            	

            	Hand Tools 8 Small Tools

            	0.08

            	626. 1
          


          
            	

            	Internal Combustion Engines

            	0.27

            	500. 1
          


          
            	

            	Industrial Machinery

            	O.5O

            	535.5
          


          
            	

            	Power Transformers

            	0.17

            	469.9
          


          
            	

            	Electrical Motors

            	0.22

            	474.2
          


          
            	

            	Electrical Fans

            	0.27

            	428.0
          


          
            	

            	Motor Cycles & Scooters

            	0.01

            	914. 1
          


          
            	

            	Commercial, Office Household Machines

            	0.30

            	373.6
          


          
            	

            	Sewing Machines

            	0. 14

            	323.2
          


          
            	

            	Radio Receivers

            	0. 14

            	387.2
          


          
            	Infrastructure

            	

            	

            	
          


          
            	

            	Elactricity

            	3.68

            	326.2
          

        
      


      
        Source: C.S.0"Monthly Statistics of Industrial Production." August, 1967.
      

    


    
    
      Table
      3-2: TRANSACTIONS OF THE FIRST GROWTH ENSEMBLE
    
[image: Image]


    
      problems, which varied from plant to plant, was complicated by the highly centralized
      authority structure of HSL.15
      In 1962 the Ministry of Steel and Heavy Industry reorganized HSL, granting more autonomy to the plants and their
      general managers. Capacity utilization increased dramatically in all three HSL plants between 1961-62 and
      1962-63. Bhilai jumped from 79% to 105%, Rourkela went from 35% to 70%, and Durgapur went from 46% to 73%. By
      1964-65, Bhilai, Rourkela and Durgapur had achieved capacity utilization levels of 113%, 98%, and 101%,
      respectively.16
    


    
      Bhilai achieved its success under a corporate culture specifically oriented toward a capacity utilization
      competence. The culture has been described as follows by the then general manager of Bhilai, Indarjit
      Singh.17
    


    
      
        In Bhilai Steel Plant, we have come to the conclusion, after detailed examination, that we cannot achieve
        profit unless we work at at least 108% of capacity on the basis of present controlled prices of our products,
        fixed and variable costs. Therefore, our first endeavour in cost reduction is to continue to produce at about
        108% of the rated capacity without in any way endangering our facilities.
      


      
        The last is very important It is easy to exceed rated capacity by overworking the equipment
      


      
        In order to achieve this objective, we have to see that maintainance times are reduced. We also have to see
        that breakdown and idle times are brought to a minimum. For example, the target before us is that we should
        have 7000 equipment hours available to us for production instead of the 6000 assumed by the Project Report We
        have cut down drastically on idle times. We have also evolved ways and means of reducing the time for
        maintainance without affecting the efficiency of the assets. In fact, the system for preventive maintainance at
        Bhilai is one of the best in the country.
      

    


    
      He proceeds to describe various measures taken at the plant in order to speed up preventive maintainance and
      reduce idle times.
    


    
      Indar jit Singh elaborates his reasons for believing that cost reduction can be obtained mainly through a high
      level of capacity utilization. He presents a table disaggregating costs into the categories of raw materials
      costs, labor costs, maintainance and service costs, overhead and depreciation costs, and excise duty. Cost
      reduction in categories other than maintainance and overhead, he explains, is extremely difficult and in many
      eases outside the control of the Bhilai management He concludes that cost reduction must be pursued via the
      reduction of overhead and depreciation costs, where "reduction ... is possible only 18through quantitative increases in production.18 Indarjit Singh's statements are interpreted as a
      competence logic in Figure 3-2.
    


    
      [image: Image]

      
        Figure 3-2:
        BHILAI'S CORPORATE CULTURE (Early 1960s)
      

    


    
      The growth of the Indian steel industry during 1956-65 occurred in the context of a continuous shortage of steel.
      Steel-using industries were unable to utilize their full capacity due to the unavailability of sufficient steel.
      In 1957, it was reported that one of the major problems hindering the expansion of the machine tool industry was
      a shortage of pig iron and steel.19 And still in 1965, a private sector businessman in the engineering industry
      declared:20
    


    
      The acute shortage of steel and nonferrous metals is an oftrepeated theme in speeches at annual meetings of
      engineering associations. Substantial idle capacity as a result of raw materials shortages have been a common
      feature.
    


    
      During 1956-60 there was a steep decline in the production of railway wagons, from 17,254 wagons in 1956-57 to
      10,245 wagons in 1959–60. it was reported that "the fall in production of wagons was attributed to the
      inadequate supply of steel."21
    


    
      In order to be reproduced, a firm's culture must constitute a response to the needs of the users'
      cultures regarding the composite transaction uniting them. The capacity utilization cultures in the steel
      industry can be understood as being, in part, responses to the twin imperatives of reducing losses in steel firms
      due to idle capacity and of satisfying the need of steel-users for additional steel so they could increase their
      own capacity utilization. The composite competence goal for the transactive network spanning
      steel producers and steel users was "economies of scale and capacity utilization."
    


    
      However, there were contradictions between the cultures of the steel mills and those of the steel users. In order
      to maximize their output, the HSL plants sought to concentrate on the most easily producible types of steel and
      to minimize the variety of products. This product mix did not match the demand mix of Indian users. As a result
      there was a considerable accumulation of excess inventories.22 Further, the quality of HSL steel was problematic for users.
    


    
      Machine Tools: The Indian machine tool industry
      recorded a high growth rate during 1956-65. Its production went from Rs.1 crore in 1956 to Rs.30 crores in
      1965-66.23 In 1957, the Eastern
      Economist reported that the major problems of the machine tool industry were a shortage of trained personnel, a
      lack of design capability, a shortage of pig iron and steel, and foreign competition.24 By the mid 1960's most of these problems had been
      at least partially solved. An observer said at the time the industry "has, without doubt proved that a
      nucleus of design talent has been created in the country:25 The shortage of trained labor was also overcome.26 Of course, the problem of foreign competition was
      solved through trade barriers. Let us see how the industry developed the competence involved in tackling these
      problems.
    


    
      The Indian machine tool industry was- dominated by a single company during 1956-65, The public sector company
      Hindustan Machine Tools (HMT) accounted for about 45% of total machine tools production in India during this
      period.27 HMT became over the
      period of 1956-65 one of the most profitable and fast-growing public sector companies. The culture that guided
      this success was expressed in 1959 by the production manager of HMT, A.R. Iyer. Iyer contended the major problems
      of the machine tool industry were the low level of demand for the various types of machine tools due to a low
      level of industrialization in the country, and the limited indigenous design capability. He explained that
      HMT's response to this situation was to concentrate on the production of a limited variety of special-purpose
      machine tools rather than on the general-purpose tools that had been popular among Indian machine tool users, and
      which had been imported in the past.28 Iyer elaborated:29
    


    
      A special-purpose machine has a large number of features that make it simpler than a
      general-purpose machine. Its feeds and speeds are limited only to the requirements of the operation, whereas in a
      general-purpose machine three-dimensional flexibility is essential, these factors simplify the design of
      special-purpose machines. The design problems can be further simplified by the standardization of various
      elements. ... A special feature of such machines (with standardized elements) is that they can be dismantled, if
      necessary, when the manufacturing programme is changed, and then the unit can be recombined to form another
      single or special-purpose machine.
    


    
      In this way Iyer proposed to overcome the problem of the limited design capability.
    


    
      For HMTs program of producing a limited variety of specialized tools to succeed, it was necessary that users who
      had been using general purpose tools learn to use special-purpose tools, and indeed that, the users concentrate
      upon those varieties HMT was to produce. Iyer proposed to give technical help to users in making the transition
      from general-purpose tools to special-purpose tools. He wrote:30
    


    
      The use of special-purpose machines requires a new approach to manufacturing problems. ... The operational
      planning requires specialized skill and experience and it is here that the manufacturer of special-purpose
      machines plays a very important part.
    


    
      A competence logic is reconstructed from Iyer's statements in Figure 3-3.
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        Figure 3-3:
        HMT CORPORATE CULTURE (Late 1950s)
      

    


    
      in addition to setting out HMT's policies, Iyer made a moral appeal to users to switch
      from general-purpose tools to special-purpose tools.31
    


    
      In normal circumstances, the burden of development and selling special-purpose machines would fall on the machine
      tool manufacturer. But in India's present conditions, the urgent need to develop the machine tool industry
      makes it the duty of the various industries to change their pattern of thinking from the established use of
      general purpose machines, which can only be imported, to the newer method of using special-purpose machines,
      which can be designed and manufactured locally. The change in thinking implies a certain boldness and readiness
      to take risks, particularly at the early stages while experience is still being gained in the development of
      special-purpose machines. Such risks are necessary for the national good and will help the country become
      self-sufficient in machine tools.
    


    
      The question arises as to why such an appeal to organizations whose survival depends on making profits year after
      year, and not necessarily upon the achievement of the "national good," can succeed. This translates
      into the question of why users would not fear that upon switching to special-purpose tools they would be
      outcompeted by rivals who has stuck with the familiar general-purpose tools, or why users would not anticipate
      that their competitive and growth prospects would be improved by sticking with general-purpose tools. Iyer
      provides the answer:32
    


    
      The development of industries is being carefully controlled and regulated by the Government Manufacturing
      licenses are issued only in limited numbers and for limited types and sizes of products. Imports are severely
      restricted. Therefore internal and external competition is limited and so is the variety of products being
      manufactured. The quantities of each type of product are large and demand is steadily increasing.
    


    
      After having established itself in the special-purpose machines field, HMT began to produce a wider variety of
      special-purpose tools as well as some general-purpose tools. This was possible due to a policy of widespread
      foreign collaboration during the early 1960s:33
    


    
      Heavy Inorganic Chemicals: During 1956-65, this industry's products consisted
      mainly of four chemicals: sulphuric acid, sods ash, caustic soda, and chlorine. In 1956, the sulphuric acid
      industry was hampered by the necessity to import sulphur; India had no deposits of elemental sulphur. Research on
      alternative materials had proved fruitless for four years. In addition, the -scale of plants was far lower than
      the world average.34 In the field of alkalis, mainly soda ash and caustic soda, as well Capital complained of inadequate
      scale:35
    


    
      The capital costs of alkali works is high, especially for small plants, and in order that manufacture should be
      economical it is necessary to produce on a large scale. For the above reasons the development of the alkali
      industry in India has been slow and it has experienced several vissiclttudes since its inception.
    


    
      There were two possible techniques of producing caustic soda. First, one could convert soda ash into caustic
      soda, but the cost was too high.36 Second, caustic soda could be produced from the electrolysis of brine, but this
      process produced chlorine as a by-product The profitable employment of this process required the producer to find
      a market for chlorine. On this point Capital reported37
    


    
      Disposal of chlorine to the best economic advantage among its numerous end-products is a problem of extreme
      complexity. It is best done in a factory with a large chlorine output and where a number of varied products can
      conveniently be made according to an integrated plan.
    


    
      Overall, it is clear that Capital, one of India's most widely read business journals of that time, contended
      that the chemical industry suffered from a problem of inadequate scale as of the middle 1950s.
    


    
      Over the period of 1956-66 there was a major increase in the scale of operations in each of the "major heavy
      inorganic chemicals industries. Over this period, the average plant capacity increased by a factor of 3.4 in the
      sulphuric acid industry, of 2.0 in the soda ash field, and of 2.8 in the caustic soda industry.38 This data strongly suggests that
      companies in the heavy inorganic chemicals field regarded the achievement of an economies-of-scale competence to
      be of major importance in their entrepreneurial decisions.
    


    Market Culture in Steel
    and Engineering


    
      Based on the preceding descriptions, the market culture spanning the steel and engineering industries during the
      first growth ensemble is outlined in Figure 3-4.
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        Figure 3-4: MARKET CULTURE IN STEEL AND ENGINEERING
      

    


    The Second Growth
    Ensemble 1966–(1975)


    
      The growth ensemble of the second market culture can be identified by observing the sectoral growth rates in
      industry and agriculture between 1970 and 197939 The industrial sectors that at least doubled their output during 1970-78 are
      given in Table 3-3. During the period of 1965-78, the fertilizer
      production index increased at an annual average rate of 21%. By contrast, over that period the index for the
      category "basic industries" (which includes fertilizers) increased at a rate of only 7%, and the index
      for "capital goods industries" increased at only 3%. These latter two categories constituted the heavy
      and basic industries of the first growth ensemble. The identity of the two fastest growing sectors, fertilizers
      and tractors, suggests an agriculture-oriented growth ensemble. Further investigation confirms this.
    


    
      Table 3-3:
      FASTEST GROWING SECTORS 1970-78 PRODUCTION INDICIES
    


    
      
        
          
            	Sector

            	Weight in Aggregate

            	Index Number in 1978
          


          
            	

            	Index

            	(1970-100)
          

        

        
          
            	Manufacture of Fertilizers

            	1.39

            	299.8
          


          
            	Agricultural Machinery (Tractors)

            	0.33

            	266.2
          


          
            	Motor Cycles & Bicycles

            	0.75

            	208.9
          


          
            	Heavy Organic Chemicals

            	0.54

            	203. 1
          

        
      


      
        Source: RBI Report on Currency & Finance, 1978-79, Vol II
      

    


    
      In 1966, there commenced a major shift in Indian agriculture toward the use of high-yielding
      variety (HYV) seeds in five major crops: wheat, rice, and three lower grade cereals called maize (corn), jowar,
      and bajra. Wheat and rice accounted for over 90% of HYV production over the period under review. The growth of
      coverage by HYVs is shown in the Table 3-4.
    


    
      Table 3-4:
      GROWTH OF USAGE OF HIGH-YIELDING VARIETIES 1966-76
    


    
      
        
          
            	Year

            	Area under HYVs

            	Total Area under Cereals
          


          
            	

            	(million hectares)

            	(million hectares)
          

        

        
          
            	1966-67

            	1.9

            	93
          


          
            	1967-68

            	6.0

            	99
          


          
            	1968-69

            	9.2

            	93
          


          
            	1969-70

            	11.4

            	102
          


          
            	1970-71

            	15.4

            	102
          


          
            	1971-72

            	18.2

            	101
          


          
            	1972-73

            	22.5

            	94
          


          
            	1973-74

            	25.5

            	103
          


          
            	1974-75

            	27.0

            	99
          


          
            	1975-76

            	32.2

            	103
          

        
      


      
        Source: Reserve Bank of India, Reports on Currency & Finance.
      

    


    
      The HYVs were one element in an ensemble of inputs in the technology of the "Green Revolution." The
      second growth ensemble focused on the production and utilization of these inputs. These HYVs were able to utilize
      much higher doses of fertilizer than ordinary seeds.40 In addition they required accelerated expansion of irrigation from canals or
      tubewells. The spread of irrigation in the second growth ensemble is charted in the Table 3-5. Of the new area brought under irrigation between 1965 and 1975, 21% was
      due to canal irrigation, and 43% was due to tubewell irrigation. The rapid spread of tubewell irrigation involved
      the use of pumpsets and rural electrification. Between 1966 and 1976, the number of pumpsets energized grew at a
      rate of 18% per year. Between 1961 and 1975, the number of villages electrified grew at 17% per year.41 The use of agricultural machinery
      increased. Tractors were considered useful for speeding up operations to enable multiple-cropping, although their
      actual superiority over animal-powered systems is contested.42
    


    
      Table
      3-5: SPREAD OF IRRIGATION 1951-1975
    


    
      
        
          
            	Year

            	Gross Irrigated Area (mill1on hectares)

            	Percent of Gross Cultivated Area
          

        

        
          
            	1951-52

            	23

            	17
          


          
            	Annual Gtrth Rate 1951-62=1.9%
          


          
            	1961-62

            	28

            	18
          


          
            	Annual Gtrth Rate 1961-66=2.1%
          


          
            	1965-66

            	31

            	20
          


          
            	1966-67

            	33

            	21
          


          
            	1968-69

            	35

            	22
          


          
            	1969-70

            	37

            	23
          


          
            	1970-71

            	38

            	23
          


          
            	1971-72

            	38

            	23
          


          
            	1972-73

            	39

            	24
          


          
            	1973-74

            	40

            	24
          


          
            	1974-75

            	42

            	26
          


          
            	1975-76

            	43

            	25
          


          
            	Annual Gtrth Rate 1966-75=3.3%
          

        
      


      
        Source: Fertilizer Association of India. Fertilizer Statistics. New Delhi 1978
      

    


    Some Corporate Cultures
    of the Second Market Culture


    
      Agriculture: The competence logic that gained popularity among Indian farmers
      (mainly ones who owned 5 acres or more of land) during 1966-75 entailed the coordination of a "package of
      practices" with the aim of increasing the productivity of land. The elements in the package were: the use of
      HYV seeds of cereal crops, the more intensive use of chemical fertilizers, the more intensive and more regulated
      use of irrigation, and multiple-cropping.
    


    
      Each of these practices interacted intensely with the the others in making their contribution to increased
      yields. The HYV seeds required an entirely new approach to irrigation. But the superiority of HYV seeds over
      traditional seeds under this new form of irrigation would obtain only when combined with the balanced use of
      various chemical fertilizers.43
      Multiple cropping was possible mainly when the farmer could ensure a supply of water from irrigation during the
      dry months and could use HYV seeds that grew quickly.
    


    
      The basic outlines of this competence logic had been formulated by agricultural experts in the Ministry of Food
      and Agriculture and the Ford Foundation, and in other organizations, as early as 1959, when they launched the
      Intensive Agricultural District Program (IADP) (although HYV seeds did not become available until the middle
      1960s). However, these practices did not become popular until 1966. Some reasons for this will be provided later.
    


    
      Let us examine some evidence which suggests the farmers who did commence to carry out the new
      techniques did indeed acquire new competence goals. Wolf Ladejinsky observed the progress of the Green Revolution
      in the late 1960s in visits to Punjab and Bihar. In Punjab, Ladejinsky spoke with owners of large lover 10 acres)
      and medium 15 to 10 acres) farms. He noted yields in large farms had reached a plateau after the first wave of
      the Green Revolution practices. He writes:44
    


    
      One of the most successful farmers of (Punjab's) Ludhiana district thought stepping up of investment from the
      current Rs.200-250 per acre would be counter-productive unless new varieties are developed with a capacity to
      sustain larger applications of fertilizers. He and his opposite numbers look forward to a new 'miracle'
      variety referred to by them as the 'triple dwarf'.
    


    
      One should note here several features of a corporate culture. One is the awareness of the need to coordinate
      several practices, in this case the use of fertilizers and the selection of HYV seeds. Another is the hypothesis
      that such coordination determines profits. A third is the belief about what competence is required from upstream
      producers - wheat breeders - for the culture to succeed.
    


    
      Of the owner of a nine acre farm, Ladejinsky wrote:45
    


    
      Neither in appearance nor speech, nor judging by the transformation of his nine acre farm is he any longer a
      'peasant'; he is a 'farmer', conscious of his new role, investing and experimenting with new
      practices and this is one of the attributes of the green revolution.
    


    
      In Bihar, Ladejinsky noted that widespread illiteracy did not block the learning process. He wrote of some
      villages he observed:46
    


    
      Worthy of note ... is that in these particular villages the literacy rate was undoubtedly below the already
      notoriously low State average of 15 per cent, but evidently the idea of better
      practices was quickly assimilated just the same. (Italics added)
    


    
      Ladejinsky's descriptions are suggestive of the evolution of a new competence logic. The description of the
      large farmer in Punjab is the most suggestive. But the nine acre farmer had clearly learned something new about
      farming and was continuing to experiment. Presumably he was testing hypotheses about how he could earn a greater
      income from his nine acres with new combinations of practices. And the "idea of better practices" had
      become known to the hitherto backward Biharis.
    


    
      The advent of HYV agriculture placed a different set of competence demands on irrigation from those placed by
      traditional varieties. Kanwar writes:47
    


    
      The difference between local and high-yielding varieties is not so
    


    
      much in their water requirement as in the technique of water management The fact is that
      though in the absence of balanced use of fertilizer, irrigation does not give very different results as between
      local and high-yielding varieties, controlled irrigation with balanced fertilizer application makes the full
      potential of high-yielding varieties many times higher than that of local varieties.
    


    
      Kanwar describes how the timing of water applications during the growth cycle bf various seed varieties had been
      discovered to be of great importance in determining yields.
    


    
      Anagol's analysis reveals composite competence goals for cultivation and irrigation in ayacuts (areas served
      by major irrigation projects).48
    


    
      
        The advent of high-yielding varieties has reduced the requirement of water per crop, primarily because of the
        shorter duration of these varieties. Combined with techniques of relay cropping, it is now possible to raise
        two irrigated crops if the supply of water to the ayacut is good for a period of six to seven months.
        Double-cropping in the past required a continuous flow of water for anything from eight to eleven months.
      


      
        As a result, through the suitable choice of crops, it is possible to reconcile to a great extent the objective
        of protective irrigation-providing insurance against drought and total crop failure to the largest possible
        area - and that of productive irrigation maximizing agricultural production.
      


      
        This, however, presupposes sound ayacut development under major irrigation projects covering not merely the
        agricultural aspects such as soils, crops and water management, but also broader economic and social aspects
        which impinge on speedy and full use of the irrigation potential.
      

    


    
      It is now possible to diagram the corporate culture of HYV farmers in Figure 3-5.
    


    
      As noted, the idea of the "package of practices" originated among agricultural experts, and the
      technological innovations of the Green Revolution, such as new seed varieties and new irrigation techniques,
      originated in the scientific community as well. In order for farmers to become aware of these ideas they had to
      learn them from extension agencies. A dramatic example of such learning was recorded by Francine Frankel in 1966
      in Thanjavur district, Tamil Nadu, which was an IADP district The state government was planning to introduce a
      paddy variety, ADT 27, on a relatively small experimental scale. When the time came to sow the seeds there was a
      severe drought, indicating that the monsoon would come late; too late for most paddy varieties. The state
      extension staff persuaded the farmers to plant the ADT 27 at this time and thereby take the risk that the crop
      would be damaged by the late rains. The extension staff believed the crop would perform relatively well even
      under these adverse conditions. In short, the rains came late and the ADT 27 did very well
      anyway. Frankel writes:49
    


    
      [image: Image]

      
        Figure 3-5:
        CORPORATE CULTURE OF HYV FARMERS
      

    


    
      The lesson was not lost on the farmers of Thanjavur. ... The dramatic achievement of the 1966 kharif (fall)
      season provided the foundation for a projection of the 'green revolution' into Thanjavur. Enthusiastic
      IADP officers argued that the advent of ADT 27 presented the opportunity to convert most of the single-cropped
      land into double-cropped land.
    


    
      Studies have traced the social channels among farmers through which knowledge of these new techniques spread.
      B.R. Patil examined the issue of leadership among farmers in introducing and disseminating new ideas and
      practices in farming He found the likelihood of a farmer being selected by other farmers as an advisor was
      positively correlated with his farm's size, membership in local commercial and governmental institutions,
      acquaintance with government personnel, exposure to mass media, and experience with the new farming
      practices.50 Patil also found
      these variables to be strongly correlated with one another. Overall, we observe that the leaders in Patil's
      sample tended to be persons with high status (large farms, membership in important institutions) and with access
      to sources of useful information (government personnel, media, own experience).
    


    
      MM Maharaja has examined the issue of whether large or small farmers played a major role as
      innovators in fertilizer use. His findings differ somewhat from Patil's. He found when fertilizers are first
      introduced to an area, it is the large farmers who tend to introduce innovative practices regarding their use.
      But after small farmers gain familiarity with fertilizers, they too introduce innovative practices.51
    


    
      The practices that were taken up by farmers rarely conformed precisely to the recommendations of the experts. One
      of the most widespread deviations was in the use of fertilizers. Farmers often used less fertilizer than
      recommended and used excess nitrogen content in proportion to phosphorus and pottasium content Ladejinsky found
      in Bihar that52
    


    
      Talks with farmers revealed that while fertilizer effectiveness is conceded on all sides, some use none and most
      of the small and not so small farmers use, on the average, relatively little. ... The nonfulfillment is not in
      the midst of supply shortages but ample availability. The reluctance to use more fertilizer is due to
      insufficient water supply, but the basic deterrent even in the case of those who have water in lack of credit.
    


    
      He reiterates that "of ail the retarding factors, the prevailing view is that inadequate credit is the
      principal explanation of failure to use fertilizer adequately.53 Two studies in Gujrat also found that the principal reason that farmers
      gave for not using recommended levels of fertilizers was the lack of finance.54
    


    
      Fertilizer Industry: The entrepreneurial process in
      the Indian fertilizer industry during 1966-75 was primarily oriented toward the development of economies of plant
      scale and toward the selection of production techniques that facilitated higher capacity utilization in those
      large-scale plants. The trend toward larger scale plants is easily observable in Table 3-6.
    


    
      M.G. Menon wrote in 1973 that "the main reason so far for the high cost of production has been the
      inadequate utilization of capacity." But, he added that the plants constructed since 1967 were showing
      improved capacity utilization. He explained:55
    


    
      This is essentially due to improved processing techniques and utilization of more suitable materials of
      construction, the development of a nucleus of trained technical personnel, and a significant improvement of the
      availability of indigenous substitutes for imported materials.
    


    
      Table
      3-6: SCALE OF FERTILIZER PLANTS
    


    
      
        
          
            	

            	Year
          


          
            	

            	1967

            	1975
          

        

        
          
            	Nitrogen:

            	

            	
          


          
            	Number of Plants

            	19

            	28
          


          
            	Capacity (thousand tons)

            	504

            	3024
          


          
            	Average capacity

            	26.5

            	108
          


          
            	Phosphorus:

            	

            	
          


          
            	Number of plants

            	28

            	32
          


          
            	Capacity (thousand tons)

            	184

            	341
          


          
            	Average capacity

            	6.6

            	10.6
          

        
      


      
        Source: Fertilizer Statistics 1966-67 and 1975-76. Fertiliser Association of India.
      

    


    
      A consequence of the achievement of these cost advantages was that it was possible to keep the rise in the price
      of fertilizers down to a rate below that for wholesale prices of foodgrains until the oil price rise of 1973-74.
      During the period of 1966-73, the price of the most widely used fertilizer, urea, increased by only 6.4% per
      year, compared to a annual rate of 10.5% for foodgrains.56
    


    Market Culture in
    Agriculture and Fertilizers


    
      The competence logic spanning the agriculture and fertilizer sectors is diagrammed as a market culture in
      Figure 3-6.
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        Figure 3-6:
        MARKET CULTURE OF HYV FARMERS AND THE FERTILiZER INDUSTRY
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    Chapter Four
    

    The State


    The Property
    Regime


    
      Each firm in a market is a corporation, an entity with specific rights and obligations. As firms, corporations
      may be giant conglomerates or individual peasants. The corporation is a unit of proprietary authority and a unit
      of appropriation. The broad range of activities through which states regulate firms can and will be viewed as
      equivalent to the specification and enforcement of the property rights and obligations of corporations.
    


    
      The corporation is endowed by the state with an implicit or explicit, formal or informal, charter specifying its
      rights and obligations with respect to the rest of the society. The provisions of the charter create the
      state-enforced, legal or extralegal framework of production, exchange, appropriation, and accumulation for the
      firm. Each charter specifies which state agencies have the authority to enforce and alter the provisions of the
      charter. A single state may issue several types of charters. Each type of charter will be called here a property
      form.
    


    
      Some examples of property forms common to modern developing countries are as follows. Stock market corporations
      are distinguished by their capital structure. Their equity securities, which grant their owners a claim on
      dividends and a vote in the selection of the board of directors, can be traded on the stock market. These
      companies are invariably subject to special laws concerning the issue and trading of their securities. In India
      such companies face a lower tax rate than some other property forms. Proprietary authority in such corporations
      is shared among many stockholders and the voting rules are subject to state regulation. Privately held
      corporations are usually owned by a few people, there is no regulated market on which to trade their shares, and
      proprietary authority is more concentrated and less regulated. Public sector corporations, which are owned by the
      state, may have access to the national treasury for capital, may enjoy certain monopoly privileges, and may be
      subject to intense scrutiny from the governmental bureaucracy and the political elite. Subsidiaries of
      multinational corporations typically receive rights to repatriate profits abroad and special guarantees regarding
      expropriation. So do other property forms associated with foreign direct investment, such as joint ventures. But
      they may also be obligated to export to an extent that other property forms are not Farmers may have guaranteed
      access to state agricultural institutions, be guaranteed minimum prices for their product, face procurement
      obligations, and face land ownership ceilings.
    


    
      The property regime is defined by the array of a state's property forms and by the distribution of capital
      among them. Thus the property regime is created by both the state and proprietors. The state defines the
      available property forms, but the distribution of capital depends on the pattern of accumulation in enterprises
      incorporated under them.
    


    
      The property regime is a system of norms that resolves a conflict of each against each. Every
      person or firm making claims on resources must either be protected from conflicting claims by others, or denied
      the claim. The state's goals are to avoid situations where valid conflicting claims on the same resources
      exist, and to enforce valid claims. The property regime is backed ultimately by the coercive apparatus of the
      state. It claims obedience from all members of society, and is understood by all members of society as a moral
      order, though some may oppose it. As a moral order, the property regime is a relation among people about things,
      not a relation between people and things. Property cannot be reduced to posession. Similarly, transactions cannot
      be viewed as mere exchange, but rather as contracts that transfer among the parties specific titles to goods,
      services, or money.
    


    
      Let us examine the range of rights and obligations a proprietor may be assigned by the property regime in a
      charter. One type of charter provision protects the proprietor from the rest of society. These are laws barring
      theft, destruction of property, and other "crimes" against property. Also in this category are laws
      protecting patents and trademarks. A second type of provision protects the rest of society from the proprietor by
      imposing certain restrictions on the activities of the proprietors themselves. Some of these restrictions are a
      consequence of protections granted by provisions of the first type to other proprietors.
    


    
      With a third type of provisions, the property regime endows a property form with transferable titles to goods,
      services, and money, and with available contracts that the proprietor can negotiate with other proprietors. The
      property regime promises enforcement of certain, but, as Max Weber has noted,1 not all contracts. These provisions create the legal
      framework for market transactions. As noted, this process cannot be seen as mere exchange of goods and services,
      but rather as the conditional transfer of titles, such titles imputing to the recipient specific rights and
      obligations regarding the object of the title.
    


    
      The fourth type of provisions concern economic rights and obligations directly between proprietors and the state.
      This includes tax obligations, obligations to sell commodities to the state at prices and in quantities
      determined by the property regime, subsidy rights, licensing systems, proprietary claims of access to state
      economic institutions in finance, technical assistance, and marketing, or other areas.
    


    
      Associated with the property regime there are state agencies assigned the mission of administering and enforcing
      the property regime. At the most basic level there is the coercive apparatus of the state. However,
      intermediating between the coercive apparatus and civil society there are several layers of administrative
      agencies whose mission is to determine when the property regime has been violated, to determine what the property
      regime requires in particular instances, and even to elaborate some of the details of the property regime in
      terms of new regulations and procedures.
    


    
      The reproduction of the property regime requires the resolution of conflicting proprietary
      claims. But it is not possible for the state to anticipate all contingencies that must be regulated. Invariably
      there are gaps and contradictions, "loopholes" in the law that open the door to conflicting claims.
      Indeed given that the very essence of entrepreneurship is to undertake activities that have not been undertaken
      before, the entrepreneurial process is likely to expose such gaps and contradictions continually. Traditional
      rights of others can be effectively denied by enterprises in ways not specifically banned by the property regime,
      traditional obligations may, in new circumstances, turn out to be unenforceable. Rights available to old sectors
      may be effectively unavailable to new sectors, or new sectors may be able to infringe with impunity upon existing
      rights of old ones. When such a condition arises the state is faced with an unavoidable choice. It can continue
      to enforce the old property regime and accept the consequences, or it can assign new property rights and
      obligations to restrict or to enable the new activities.
    


    
      Elaboration of the property regime proceeds by eliminating the gaps and contradictions exposed by the
      entrepreneurial process. But just how the property regime closes those gaps cannot be inferred from the prior
      content of property regime itself since there is generally more than one choice. The letter of the law cannot
      provide a guide to the elimination of its own contradictions and gaps, only the "spirit of the law," an
      ideology guiding legislation, can do that.
    


    The Property
    Regime Interacting with the Market Culture


    
      Any given property form is more conducive to the reproduction of some corporate cultures than others. Consider
      the factors that cause a property form to discriminate among the cultures of firms. To reproduce, a corporate
      culture must guide the construction of a competence integrated with those of linked firms, and the firm must be
      able to accumulate capital. Inevitably, there will be social impediments to these processes, and a property form
      is conducive to the reproduction of a corporate culture to the extent that it removes them.
    


    
      A social impediment is posed by any social practice that prevents a firm from constructing its culturally
      mandated competence, or from appropriating the returns. (The term social distinguishes these impediments from
      natural ones.) Social impediments to corporate cultures can arise from a wide variety of sources. One type of
      impediment arises from transaction costs due to rational mistrust among the parties.2 Consider the case of the Indian stock market. It was
      moribund until 1956 because the colonial legal structure had permitted widespread fraud against prospective investors by certain promoters.3 State pricing policies obviously can influence the fortunes of
      firms. The inadequacy of financial institutions may impede the mobilization of savings. Taxes and subsidies
      clearly can affect the elaboration of corporate cultures. A comprehensive list of possible impediments to
      corporate cultures can never be compiled; what can be an impediment depends on the corporate culture that would
      be impeded, but one can identify them in particular historical instances.
    


    
      Assumption 5: Social impediments are sufficiently
      pervasive that: (a) A growth ensemble cannot endure unless the state adapts the charter's of the
      ensemble's firms to remove social impediments to their corporate cultures. (b) Firms in the adapted property
      forms concentrate their accumulation in those sectors to which they have been adapted.
    


    
      This is a crucial assumption in the theory. The idea behind it is that in modern developing countries, property
      regimes are rapidly obsolescing and need to be adjusted if entrepreneurship is to continue. More specifically,
      for a firm to succeed in entrepreneurship, it must invent transactions that simultaneously meet three different
      constraints. First, their competence goals must be integrated with the corporate culture. Second, they must be
      integrated with the market culture. Since the integration between a corporate culture and its market culture is
      inevitably incomplete, the second constraint is not automatically subsumed by the first. Third, new transactions
      must escape all social impediments. Assumption 5 says that in modern developing countries unanticipated
      impediments are sufficiently pervasive that under s fixed property regime the entrepreneurial community will
      eventually be unable to invent new transactions that pass all three constraints. The technological ensemble
      required by the firms' competence logic is necessarily fragile and cannot be arbitrarily bent or stretched to
      work around external obstacles. Hence the state must adapt property forms to remove social impediments if growth
      is to continue.
    


    
      Consider the overall interaction of the property regime with a market culture and its growth ensemble. A market
      culture is an integrated network of corporate cultures. To the extent the property regime removes social
      impediments to the elaboration of particular corporate cultures in that network, it facilitates the reproduction
      of the whole network.
    


    
      Given the pervasiveness of social impediments, growth can continue only in adapted property forms. And growth
      occurs only in ensembles, so the adapted property forms must encapsulate the growth ensembles. It also follows
      that the adapted, property forms will accumulate capital more rapidly than others.
    


    
      Social impediments to corporate cultures entail two levels of conflict. First, there is the level of atomistic
      conflict among claims to rights and resources of the persons impeding and those impeded. At the second level,
      there is a group conflict Corporate cultures are integrated into market cultures, and given
      the symbiosis among firms in a market culture all the firms have an interest in the removal of social impediments
      to each. Hence growth ensemble as a group has an unified interest in the removal of impediments to it, while
      those who are engaged in the impeding practices evidently have an interest, unified or not, in continuing them.
    


    The Image of
    Progress


    
      When a state alters the property regime to resolve a conflict, it makes a normative choice between the old and
      new, slightly or very different property regimes, which are themselves norms. To make these choices in a
      consistent way, the state requires a norm to which the property regime is subordinate in the state's moral
      logic. Such a norm will now be explored.
    


    
      The leadership of a developmentailst state will tend to have a conception concerning what progress means and how
      to achieve it. Some examples of development strategies are "import substitution in light industries,"
      "expansion of heavy industries," "industrialization through labor-intensive export
      promotion," "agriculture-oriented development," and "raw materials exporting - capital goods
      importing development" The term "image of progress" will connote a particular form of development
      strategy.
    


    
      An image of progress is a system of meaning consisting of: (a) A concept of the worthy material needs of society.
      (b) A specification of a set of interdependent core sectors. These are a set of sectors in the economy that are
      given the highest priority for state assistance. The image expects these sectors to be capable of relieving
      critical shortages for the fulfillment of the social needs of (a), and to be the fastest growing sectors of the
      economy.
    


    
      The fundamental logic of an image of progress is that the economy is unbalanced in relation to the social needs.
      The core sectors are held to be too small in relation to the rest of the economy. Progress in achieving the
      social needs is seen to require the rectification of the imbalance. Thus, to fulfill the social needs, the core
      sectors must grow in relation to the rest of the economy.
    


    
      An image of progress combines three types of meanings. First, it contains moral values which resolve the
      conflicts among sectors of the economy. Through its concepts of social needs and core sectors, it proclaims a
      harmony between the interests of the whole society and those of the core sectors. Second, an image of progress
      contains causal hypotheses about how these needs can be attained, which come into play in the selection of core
      sectors. Third, an image of progress entails an intention, a plan for future action, namely to assist the
      development of the core sectors.
    


    
      The implementing coalition of an image of progress consists of the set of state agencies that have the authority
      to enforce, alter, and administer the charters of firms in the core sectors, and also the persons in the
      government hierarchy who have authority over the heads of these agencies. The implementing
      coalition will typically contain the ministries that regulate the core sectors and the top executive in the
      government The coalition may also contain a centralized planning body to coordinate the actions of the various
      agencies in the implementing coalition. It is simply that part of the government which contains the authority and
      expertise required to implement the image of progress.
    


    
      An image of progress can be articulated at varying levels of explicitness and formality. It can be relatively
      implicit; believed mainly as some assumptions about what progress is and as an informal methodology for
      recognizing it, expressed mainly in discourse among the implementing coalition. It can be articulated explicitly
      as a strategy for development, expressed in the implementing coalition's public discourse and in public
      documents. Finally, it can be fully explicit and formal, expressed in quantitative development plans formulated
      by a planning bureaucracy. In this view, the essence of a quantitative development plan is not the numbers, but
      rather the image of progress underlying the numbers.
    


    
      The reproduction of an image of progress depends on the achievement of its desired balance of interest
      satisfaction and on the causal hypotheses that connect its parts being confirmed by the development experience.
      The image of progress desires the primacy of core sector interests against those of all other sectors. There are
      two principal causal hypotheses in an image of progress. One is that the core sectors must grow faster than the
      rest of the economy to achieve the balance required to fulfill the social needs. Another is that the core sectors
      are dependent on each other. These ideas can be condensed into two assumptions.
    


    
      Assumption 6: The reproduction of an image of progress requires that existing and
      new firms in its core sectors accumulate capital faster than firms in other sectors.
    


    
      Assumption 7: The reproduction of an image of progress requires that firms in its
      core sectors concentrate their new external transactions within the core sectors.
    


    
      An image of progress may originate as loose collection of ideas gaining acceptance in certain specialized state
      agencies. Its influence spreads as more members of its implementing coalition are persuaded of its identification
      of critical shortages. But to retain long term credibility it must elaborate itself on the basis of experience.
      The implementing coalition will adjust their definition of core sectors, and hence their own composition, and
      redefine the linkages among the core sectors.
    


    
      It will be assumed that the state can implement only one image of progress at a time. Images of progress make
      demanding claims on the state's limited resources for removing social impediments, and if the state attempted
      to implement two or more distinct and independent images of progress, they would inevitably make irreconcilable
      claims on the state, forcing a choice. Further, two independent images of progress would contradict each other,
      asserting two distinct sets of imbalances and sectoral priorities. Sooner or later, the political elite would be
      forced to recognize these contradictions and make a choice.
    


    
      Assumption 8: The state can
      implement only one Image of progress at a time.
    


    The Market
    Culture Acting upto the Image of Progress


    
      The reproduction of an image of progress requires that it constitute an understanding of the broad features of a
      growth ensemble, or equivalently, that the market culture constitute detailed entrepreneurial interpretation of
      the image of progress. The two systems of meaning must agree on where the criticai shortages of the economy are.
      The market culture identifies necessary but scarce competences, while the image of progress picks the sectors
      that must grow if the desired balance is to be achieved. The two systems of meaning fit when the core sectors
      coincide with the growth ensemble.
    


    
      Proposition 3: For an image of progress to reproduce, its core sectors must
      coincide with the growth ensemble.
    


    
      
        Argument: Assumption 6 says that for an image of progress to reproduce, its core
        sectors must become the fastest growing sectors of the economy. Proposition 2 requires that for the firms in
        these sectors to grow, they must grow in ensembles.
      


      
        It remains to be shown that the core sectors will constitute a single growth ensemble. Assumption 7 requires
        that the firms in the core sectors concentrate their new external transactions within the core sectors. Hence
        the core sectors form a connected transactive network which must reproduce to endure. Assumption 2 then implies
        that the new transactions must elaborate s competence logic that is integrated with the cultures of the firms
        in the core sectors. Hence these firms will establish a market culture uniting them. So they are in a single
        growth ensemble which coincides with the core sectors.
      

    


    
      It Is important to realize that in a situation where there is such a fit between an image of progress and a
      market culture, the two are not the same system of meaning. As a norm, an image of progress holds that its brand
      of progress is good, that the state has a responsibility to pursue it, and that the instruments of authority
      which the state creates in that pursuit are justified, and ought to be obeyed, because they are instruments of
      the higher good. The market culture contains only descriptive and analytical meanings. It provides enterprises
      with a guide to competitive advantage. However, the normative meaning of the image of progress infuses the
      competence goals of the market culture with the moral imprimatur of "service to worthy social needs"
      and indirectly but firmly brings all citizens of the state under the hegemony of the market culture and its
      entrepreneurial community.
    


    The Image of Progress Acting upto the Property
    Regime


    
      Assumption 9: Only a state agency believing an image of progress can successfully
      evolve the kinds Of charters that are likely to remove social impediments to the elaboration of a market culture.
    


    
      This assumption is based on two ideas. The first is that in order for the agency to make normative choices in a
      consistent way among alternative elements in the property regime, it must be guided by a norm to which the
      property regime is subordinate and instrumental. An image of progress is such a norm. Second, not just any higher
      norm or ideology will suffice. The political-moral vision needed must contain the kinds of information needed to
      guide the agency successfully in the task of removing social impediments. An image of progress is such a vision.
    


    
      Let us elaborate the first idea. An image of progress and a property regime are both norms, but there are
      differences in their form as well as in their content. A property regime consists of concrete rules of behavior.
      It recognizes only atomistic conflict among individuals and resolves them with its rules. It is a template for a
      particular social order within which economic actors can carry out their daily routines and introduce new
      routines. A property regime claims it ought to be obeyed because it is the law. An image of progress is a more
      abstract, utilitarian moral vision. It seeks to transform society from the present order to a different, and
      "better" one. It can judge one social order to be better than another. An image of progress recognizes
      that the conflict over resources is not only atomistic, but also pits large groups against each other in a
      contest over how the property regime should be defined. It resolves the conflict by a utilitarian logic;
      identifying the interest of the whole nation with that of certain groups in the contest and mandating change in
      the property regime accordingly. An image of progress claims it ought to be obeyed because such obedience will
      take the whole nation forward.
    


    
      In the language of Kohlberg's theory of moral consciousness, a property regime is a moral structure of the
      stage four level and an image of progress is a structure of the stage five level. He describes the transition of
      an individual from the fourth to the fifth stage thusly:4
    


    
      When attention shifts from the defense of law to legislation necessary to maximize the welfare of individuals, an
      entirely different attitude of respect for law is involved. The law's function is then seen as adjudicating
      between the property rights and interests of one group of individuals as opposed to another, rather than
      protecting the property rights of all decent citizens. Such adjudicating requires ... a rational model of
      calculating economic welfare.
    


    
      An image of progress is precisely a rational model for calculating economic welfare. Since an image of progress
      can judge one social order to be better than another, it can serve as a moral basis for choice among alternative
      provisions in charters or administrative procedures.
    


    
      The second question regarding Assumption S is: how can the information in an image of
      progress guide the removal by a property regime of social impediments to corporate cultures? Since an image of
      progress includes a causal model of the economy's development possibilities, an agency knowing it can proceed
      to distinguish important social impediments from unimportant ones, and can understand how to coordinate a complex
      process of removing several social impediments in different areas of the economy. The specification of core
      sectors by an image of progress generates a commitment by a believing agency to concentrate its limited
      capabilities on these sectors. The image of progress selects charter provisions for property forms to remove
      social impediments in the core sectors. And it selects titles, contractual forms, and institutions needed to
      connect the core sectors to each other and to the rest of the economy. Further, an image of progress provides the
      kind of methodology that can detect success in the removal of social impediments. The implementing coalition may
      not know in advance just how to remove social impediments to the elaboration of a market culture. It must perform
      some experiments. An image of progress is sensitive to the success or failure of such experiments as it is
      reinforced, according to Proposition 3, precisely by the elaboration of a market culture in a growth ensemble.
    


    
      Images of progress should be distinguished from ideologies like liberal capitalism or socialism which make moral
      choices among property forms based on the intrinsic desirability of the social interactions they entail. These
      choices are made without reference to their effects on any particular market culture. The leadership of the state
      may well have a widely shared ideology that does make nonutilitarian normative choices among property forms or
      among entire property regimes. However, that the leadership has such normative preferences does not explain why accumulation does indeed occur within the favored property forms (when it does
      occur). It is entirely possible for the political leadership to admire certain property forms while enterprises
      fail to accumulate capita! within those forms. Such an ideology does not contain the kind of practical
      information the state needs in order to create property forms which remove social impediments that enterprises
      actually face. What is required from the state is the successful adaptation of the property regime to the
      concrete imperatives of removing social impediments to an historically specific market culture. Only an image of
      progress that is being reinforced by that market culture contains the kind of information necessary to do so.
      This is not to say that such ideologies have no effect on the course of development, but rather that their
      effects are intermediated by images of progress.
    


    
      Assumption 10: A state agency that believes art image of progress will remove
      social impediments only from the core sectors.
    


    
      Assumption 10 expresses the idea that a state agency is severely constrained in its ability to remove social
      impediments and will concentrate its efforts on the priority sectors. These constraints may be a shortage of
      financial resources, a shortage of administrative or technical personnel, or contradictions between the laws and
      measures needed to remove social impediments in the core sectors and those needed to remove obstacles from other
      sectors. The assumption taken is a strong one. Certainly, real State agencies do remove some
      social impediments in some low-priority sectors, but it is contended here that they tend to concentrate on the
      core sectors. The strong assumption is taken for simplicity.
    


    
      Proposition 4: A property form can accumulate
      capital faster than others only when adapted under an image of progress believed by its implementing coalition.
    


    
      Argument Property forms accumulate capital by the growth of firms with their types
      of charters. These firms grow, according to Proposition 2, only in ensembles. Assumption 5(a) says the
      elaboration of a growth ensemble requires that the state adapt charters to remove social impediments to the
      ensemble. Assumption 9 says the concerned state agencies can remove social impediments only if they believe some
      image of progress. Assumption 8 says the state can implement only one image of progress, so these agencies must
      share s single image. Under Assumption 10, the agencies will remove impediments only from core sectors of their
      image of progress. Hence the agencies which remove impediments to a growth ensemble must be those regulating the
      core sectors of their image of progress. So these agencies form the implementing coalition. It is established
      that an image of progress is believed by its implementing coalition.
    


    The Triangle
    of Reproduction


    
      The cycle of reproduction of the dominant alliance is now complete. When each of the three structures is
      integrated into its successor in the manner described above, the dominant alliance is reproduced and the
      following three statements are true. The market culture reinforces an image of progress administering a property
      regime which protects the market culture. The image of progress administers the property regime so as to remove
      social impediments for a market culture that reproduces the image of progress. The property regime removes social
      impediments for only a market culture which confirms an image of progress reproducing the property regime. This
      cycle of reproduction is illustrated in Figure 4-1.
    


    Elaboration of the
    Dominant Alliance


    
      The structural integration described above is, of course, always incomplete. The property regime does not remove
      all the social impediments in the growth ensemble in one fell swoop. Rather, the state is continually closing
      gaps and resolving contradictions in the letter of the law, the property regime, guided by the "spirit of
      the law," the image of progress. Moreover, as the market culture develops, new social impediments arise.
    


    
      The elaboration of a dominant alliance is a clearly distinguishable historical phenomenon. Several processes
      occur simultaneously. First, there is a growth ensemble. Certain intensely interdependent sectors grow
      significantly faster than the rest of the economy by elaborating their market culture. At the
      same time, the property regime is incrementally adapted to remove social impediments to firms in the growth
      ensemble. The property forms thus refined tend to concentrate their investments in the growth ensemble, these new
      property forms accumulate capital at a higher exponential rate than other property forms. Meanwhile, the
      implementing coalition receives steady confirmation of its image of progress from the growth ensemble. And the
      image of progress also grows more detailed in its understanding of that growth process. The
      fundamental prediction of this theory is that in developing countries, all of these processes will occur
      simultaneously, or none will endure.
    


    
      [image: Image]

      
        Figure 4-1:
        REPRODUCTION OF THE DOMINANT ALLIANCE
      

    


    
      MAIN PROPOSITION: If any of the following processes is
      to endure over a period of time, then all the others must also occur during that
      period.
    


    
      (a) There is s growth ensemble.
    


    
      (b) Adapted property forms accumulate capital faster than others.
    


    
      (c) An image of progress retains credibility in its implementing coalition.
    


    
      (d) The growth ensemble of (a) coincides with the core sectors of the image of progress of (c).
    


    
      (a) The implementing coalition of (c) adapts the property forms of (b) to remove social impediments from the core
      sectors.
    


    
      (f) The newly adapted, fastest accumulating, property forms of (b) concentrate their
      accumulation in the sectors of (a).
    


    
      Before presenting the argument for the Main Proposition, it is convenient to present a subproposition.
    


    
      Subproposition: The growth of an ensemble precludes the removal of social
      impediments to firms outside it.
    


    
      Argument Assumption 5(a) says that an ensemble cannot grow unless social
      impediments to its market culture are removed. Proposition 4 says that social impediments will be removed only
      under an image of progress believed by its implementing coalition. By Proposition 3, the only image of progress
      that can continue to be believed is one that has a growth ensemble as its core sectors. By Assumption 10, social
      impediments are not removed from noncore sectors, that is, from sectors outside the growth ensemble.
    


    
      Argument for the Main Proposition.
    


    
      
        (b) => (e): Proposition 4 says (b) implies (e).
      


      
        (e) => (c): (c) follows from (e) by the definition of the two conditions.
      


      
        (c) => (d): Proposition 3 implies (d) follows from (c).
      


      
        (d) => (a): (a) follows from (d) by the definition of the two conditions.
      


      
        (a) => (f): First I will show that some property forms are adapted and that they do concentrate their
        accumulation in the growth ensemble. Assumption 5(a) requires that, for (a) to happen, the property forms in
        that growth ensemble be adapted to remove social impediments. The Subproposition says that the growth of an
        ensemble precludes the removal of social impediments to cultures outside the sectors of (a). Assumption 5(b)
        says that adapted property forms concentrate their accumulation in those sectors to which they are adapted, so
        these adapted property forms must concentrate their accumulation in the sectors of (a).
      


      
        It remains to be shown that these property forms accumulate capital faster than others. Since only social
        impediments to the sectors of (a) are removed, property forms not adapted to the sectors of (a), are not
        adapted to remove social impediments from any sectors, thus, by Assumption 5(b), those property forms do not
        sustain accumulation in any sectors. Hence, the adapted property forms accumulate capital more rapidly than do
        other property forms. The conditions of (f) are thus met
      


      
        (f) => (b): (b) follows from (f) by the definition of the two conditions.
      

    


    
      This rather lengthy argument is outlined in Figure 4-2.
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        Figure 4-2:
        Argument for the Main Proposition
      

    


    Crisis


    
      The Main Proposition claims that after one of its processes ceases, the others must cease too. In this sense, a
      dominant alliance can encounter crisis and breakdown. In principle, reproduction may fail at any point in the
      triangle. The dominant alliance, like all social structures, does not reproduce all the requisites of its own
      reproduction. Certain causes of failure are especially noteworthy. First, the growth ensemble may fail. That is,
      it may face bottlenecks it cannot overcome. Second, the property regime may find itself in sharp contradiction
      with the other norms in society. That may lead to failures in enforcement of the property regime, causing the
      cessation of reproduction in the dominant alliance as a whole. Third, a new leadership with a different image of
      progress may gain command over the state. It is pointless to attempt a more comprehensive general discussion on
      the possible causes of crisis, but it is fruitful to examine the roots of crisis when studying particular
      dominant alliances in history. From such a crisis, a new dominant alliance can arise. This would involve a new
      image of progress, a new property regime, and a new growth ensemble. However, only such a new alliance will be
      reproduced that escapes the crisis. Hence the basis of reproduction of a new alliance depends on the nature of
      the crisis in the old alliance. If there is a stubborn bottleneck in the old growth ensemble, a new growth
      ensemble overcoming or sidestepping that bottleneck is required, along with an adapted image of progress and
      property regime. If the property regime incites effective popular sabotage, a more congenial one is needed, but
      it must support a growth ensemble and be consonant with an image of progress. If a new political elite introduces
      a new image of progress, it poses to itself and to society the enormously difficult challenge of constructing a
      new property regime and a new market culture.
    


    
      But once the rescuing alliance appears, that heroism itself becomes a basis for reproduction and strength for it
      At this point the process of elaboration begins anew. New property forms concentrate their accumulation in a new
      growth ensemble, the image of progress redefines social needs and reorganizes the economy to serve those needs.
      Most strikingly, there is a new cast of characters, new corporations arise in a new growth ensemble, and a new
      implementing coalition clears the obstacles from their path.
    


    The
    Dominant Alliance in Society


    
      It will now be established that the triangular structure described above does indeed constitute an alliance
      between the implementing coalition and certain economically dominant classes. This alliance will be shown to
      impose upon the whole society a legal and administrative framework for economic activity - a property regime -
      which is progressively adapted to the distinctive needs of the dominant classes.
    


    
      Dominant classes correspond here to the intersection between the adapted property forms and the growth ensemble.
      Part (f) of the Main Proposition says that the newly altered fastest accumulating property forms concentrate
      their accumulation in the growth ensemble. A member of the dominant classes is one who:
    


    
      
        - is in a firm that is in the growth ensemble and in one of the fastest accumulating property forms, and
      


      
        -occupies a position of high proprietary authority in the firm or posesses a scarce competence valued by the
        market culture.
      

    


    
      Note that dominant classes are characterized here strictly in terms of property relations and business
      strategies. This theory does not require that these classes be integrated by broader social or political
      relationships.
    


    
      Dominant classes construct their practical culture - their market culture -and their preferences among property
      forms - not necessarily from a conscious grand design to dominate the rest of civil society, but as a concrete
      response to the imperatives of entrepreneurship and appropriation. The dominant classes understand their shared
      interests to be the development of a property regime that will remove the social impediments from their growth
      ensemble The payoff from membership in the dominant alliance is that corporations in the dominant market culture
      are able to accumulate capital faster than others, thus the dominant classes accumulate capital faster than other
      classes.
    


    
      What makes this entrepreneurial-proprietary community economically dominant is that its market culture, through
      the image of progress, guides the development of the national property regime. The property regime becomes
      increasingly fitted to the specific needs of the dominant classes but not to those of other actual or potential
      entrepreneurial communities. Yet there can be only one property regime and it is binding over all members of
      society.
    


    
      Their market culture provides the dominant classes with a "project" The project is to develop the kinds
      of technological competence mandated by the market culture. Once this technological vision connects with a
      consonant image of progress it takes on a moral, conflict-resolving, and hegemonic character. It is the fit
      between the market culture and the image of progress, required by part (d) of the Main Proposition, that gives
      the dominant classes a moral language for their claim to represent the good of society as a whole.
    


    
      Part (e) of the Main Proposition says that the implementing coalition concentrates on adapting property forms to
      the needs of firms in the core sectors. Part (d) assures us that the growth ensemble
      coincides with the core sectors. Hence the Main Proposition implies that the implementing coalition concentrates
      its efforts upon adapting the charters of the dominant classes to the needs of their market culture. No other
      actual or potential entrepreneurial-proprietary community receives such favor. Given that the property regime has
      fixed the conditions of market competition in favor of the dominant classes, no rival entrepreneurial community
      can construct a contending technological vision matching the grandeur and the concreteness of their project
    


    
      In this theory, the state is autonomous of the dominant classes. It is autonomous on several levels. At the most
      basic level, it is the state which creates the property foundation of the dominant classes. Second, the dominant
      classes need the state to impose, by its unique moral and coercive authority, the conflict-resolving scheme of
      the image of progress which is so favorable to them. Third, during periods of crisis in a fallen dominant
      alliance, the state can exercise leadership by envisioning a new image of progress and initiating new dominant classes through new property forms.
    


    
      While neither the state nor the dominant classes are reduced here, in the language of Cardoso and Faletto, to an
      "expression."5 of the
      other's interests, they are seen as "mutually indispensable."6 The state needs an entrepreneurial community, in the private or
      public sector, to carry out its developmental mission, and the dominant classes of course need the state to
      create a protective property regime. In this sense, the general form of the dominant alliance is invariant among
      modern capitalist developing countries, but its particular content: the specific dominant classes and
      implementing coalition from a specific market culture, property regime, and image of progress, can vary.
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    Chapter Five
    

    The First Dominant Alliance 1956–1965


    
      The vision of the first alliance was to industrialize India. An implementing coalition under the spirited
      leadership of Prime Minister Nehru cleared the way for a new and an old class of entrepreneurs to build the
      foundation of long-term industrial development The alliance concentrated on heavy and basic industries. It
      dramatically altered property relations by creating the public sector which started virtually from scratch and
      grew to dominate the "commanding heights of the economy." But the powerful industrialist families that
      had risen up under colonialism also achieved unprecedented success.
    


    
      Yet during the first alliance, there was little improvement in agricultural productivity, and little progress
      toward the cooperativization of the rural economy that the state had called for. And the alliance failed to
      connect its project with the talents and aspirations of the overwhelming majority of the Indian people.
    


    Social
    Impediments


    
      The major social impediment to the elaboration of the first market culture was the weak industrial financing
      system that existed in India as of 1955. The first market culture, with its emphasis on capital-intensive heavy
      industries, and with its emphasis on economies-of-scale cultures, required an unprecedented scale of financing.
      These requirements were new both in terms of the large aggregate amounts of capital required for the various
      heavy industries to achieve collectively the kinds of competence required of them, and in terms of the quantities
      of capital that had to be concentrated in single firms pursuing economies of scale.
    
}

    
      The financing organization India had inherited from colonial times is analyzed by Gupta He divides the channels
      through which savings were available to industry in preindependence times into four categories1.
    


    
      	Accumulated profits of established firms.


      	The savings new entrepreneurs would invest in their enterprises.


      	The direct purchase of industrial securities by investors.


      	Loans and investments made by intermediary financial institutions, such as banks, insurance companies, and
      investment trusts.

    


    
      Of the first two, Gupta observes that since industry in India was a very small portion of the
      economy, and since entrepreneurial participation in that industry was limited to a very narrow segment of the
      society, it was not possible for these channels to increase the flow of finance to industry at more than a
      moderate rate.
    


    
      Industrial securities "were not popular with the public, an important reason being the general distrust by
      the public of private "business. Neither law nor the organization of the industrial securities market
      afforded adequate protection to holder of industrial securities against the machinations of market operators and
      company promoters." And commercial banks were the "only important intermediary financial institution
      concerned with industrial financing. They were wedded to the orthodox practice of short-term lending for working
      capital purposes."
    


    
      Gupta's evaluation of financial organization that independent India inherited is negative:2
    


    
      The principal features of the preindependence industrial financing organization in India were the closed circle
      character of industrial entrepreneurship, a semi-organized and narrow industrial securities market devoid of
      issuing institutions, and virtual absence of participation by intermediary financial institutions in the
      long-term financing of industry. As a result, industry had very restricted access to outside savings and had to
      depend primarily on internal savings. ... Such a -financial system was clearly incapable of sustaining a high
      rate of industrial growth, particularly the growth of new and innovating industries.
    


    
      Not only was there a bottleneck to rapid growth in aggregate financing, there were also obstacles to the
      concentration of capital in the kind of large-scale companies that arose during 1956-65. The only financing
      mechanism available for such large-scale enterprise was the securities market distrusted by investors.
    


    
      The industrial financing system of the colonial era had not undergone major changes between 1947 and 1956.
      Gupta's analysis suggests that had that system endured unchanged beyond 1956, then the kinds of competence
      that evolved in the first market culture would not have evolved. So the underdeveloped financial system was, in
      1956, a social impediment to the elaboration of any heavy industries-oriented market culture.
    


    
      A second obstacle to the first market culture was a severe foreign exchange shortage in the late 1950s. Since the
      establishment of large plants required the import of capital goods, this situation worked against the completion
      of heavy industries projects.3
    


    The Property Regime


    
      MAIN PROPOSITION(b): Adapted property forms accumulate capitel faster than all others.
    


    
      The year 1956 witnessed the culmination of an adaptive revolution in the Indian property regime. This section
      describes the changes in the property regime that occurred at that time. The next section shows how the changes
      adapted the property regime to remove social impediments from the growth ensemble In 1951, the state had taken on
      the authority to veto any significant entrepreneurial proposal arising from the private corporate sector. This
      was accomplished by the Industries (Development and Regulation) Act 1951. The act required that entrepreneurs
      obtain a license from the government before undertaking any new enterprise or manufacturing any new
      product4 In 1956, the
      government passed a resolution that was to launch the public sector. The industrial Policy Resolution 1956 was
      the clearest statement to that date of the roles that the public and private sectors were to play in development
      The resolution divided all sectors of industry into three parts. Schedule A consisted of industries reserved
      exclusively for the public sector. Schedule Β consisted of industries that were to be "progressively
      State-owned and in which the State (would) therefore generally take the initiative in establishing new
      undertakings, but in which private enterprise (would), also be expected to supplement the effect of the
      State"5 All other
      industries were left to the private sector. Schedules A and Β covered heavy industry, mining, and arms
      manufacture.
    


    
      The years preceding 1956 had witnessed a major growth of government financial institutions dedicated to serving
      private sector industry. The new institutions increased the aggregate amount of loans going to the private
      corporate sector from Rs.20.6 crores in 1956 to Rs. 1231 crores in 196.6 And they brought new financial services to India, such as foreign
      exchange lending and underwriting.7 In 1956 the Companies Act was passed. One of its principal aims was to create a
      legal framework for the equity capital market within which a modicum of trust between capital investors and
      entrepreneurs would be built up. A major thrust of this act was to require extensive information disclosure in
      prospectuses from persons seeking to promote new companies or to expand existing companies. 8 The Companies Act 1956 was extremely
      important to the creation of a national capital market since the absence of such a legal framework in the past
      had led to widespread fraud by promoters.
    


    
      These changes in law and administration gave rise to an array of new and modified property
      forms. Given the extent and detail of Indian corporate regulation, especially the licensing system, virtually
      every company was a distinctive property form in that it received a distinctive charter from the state. However,
      one can distinguish five basic property forms of this era. These were the public sector company, the public
      limited company and an unofficial subform - the large industrial house, the private limited company, and the
      multinational corporation (MNC) affiliate.
    


    
      The main distinctive features of the public sector charter were the rights and obligations arising from the
      Industrial Policy Resolution 1956 and the access to the national treasury for financing. The industrial Policy
      Resolution gave the public sector a monopoly in new undertakings in Schedule A industries, and favored access,
      enforceable by the licensing apparatus, to Schedule Β industries. Access to the treasury endowed the public
      sector with superior claims on venture capital and on subsidies against losses.
    


    
      But along with these unique rights came unique obligations. While these companies were separate from the
      administrative arm of the state, they were accountable to the ministry concerned with their industry, and
      ultimately to Parliament The board of directors of a government company were all appointed by the ministry
      responsible for that enterprise. Further, all persons earning over Rs. 24,000 per year, which would include ail
      senior management personnel, were to be appointed by the government, not by company management. Company budgets
      had to be approved by the government.9
    


    
      A second property form was the public limited company. It was distinguished by laws governing the issue and
      trading of its securities and by the lower tax rate than for private limited companies. However the "public
      limited company" was a category containing a good deal of variation among its charters. The licensing system
      made each company's charter distinctive. One significant distinction it created unofficially was between the
      "large industrial houses" - the top 73, and especially the top twenty houses, led of course by the
      Tatas and the Birlas - and the rest.10
    


    
      The Dutt Committee studies the operation of the licensing system over the years of 1956 to 1966 (which coincide
      with the years of the first alliance). The decision to grant a license was taken by the Licensing Committee -
      composed of representatives of the ministries concerned with the industry in question, the Ministries of Finance,
      Railways, and Labour, the Planning Commission, concerned state governments, the Council of Scientific and
      Industrial Research, and the Development Commissioner for Small Scale Industries.11 The
      Dutt Committee found the procedures of the Licensing Committee to be unstructured and that "the authorities
      can discriminate, if they so wish, between one person and another,"12 The committee discovered that the large
      industrial houses had privileged social and business contacts with government officials who bore the
      responsibility of regulating industries of interest to these houses, and had privileged access to information
      about the licensing process.13
      And they found evidence of direct collusion between licensing authorities and the large houses.14
    


    
      We have come across cases where applications are received just a little before the subject is being considered in
      a licensing meeting; this does not always seem to be a coincidence. In a large number of cases a discussion is
      held between the intending applicant and a representative of Government, and the applicant is advised to make a
      formal application. At the same time instructions are issued that when the application is received, it should be
      put before the licensing meeting without delay, many times within a few days. The discussions as well the
      instructions indicate that the decision has almost already been taken before the application is received. The
      more important of such cases are found to belong to industries where large investments are involved and where a
      great deal of preliminary discussion seems to take place leading to formal applications.
    


    
      So the effective charter large industrial houses received -from the state was more privileged than those
      available to the rest of the. private corporate sector. Hence one can distinguish the "large industrial
      house" as a separate property form.
    


    
      Private limited companies constituted another property form. These were mainly smaller businesses. They were
      subject to a higher tax rate than public limited companies. In 1955, a Reserve Bank of India study found that
      private limited companies paid 54% of their profits in taxes, compared with a 45% payment for a sample of public
      limited companies covered in another Reserve Bank of India study that year.15 Further, private limited companies had by law less access to state
      financial institutions than did public limited comoanies.
    


    
      MNCs constituted a fourth property form. Their charters were negotiated individually with the government. In
      cases of larger MNCs, such as the oil companies, the negotiations were conducted by ministers of the central
      government. MNCs were forced to dilute their equity holdings in their subsidiaries and informally restricted to
      certain industrial sectors. But unlike domestic companies, they had the right to transfer their profits abroad
      and received guarantees on compensation in case of nationalization. The regulation of MNCs by the property regime
      was done on a detailed but relatively informal basis. State approval was required for all MNC direct investment.16
    


    
      The growth of the total assets of the four major industrial property forms is given in Table 5-1. The public sector had by far the highest exponential growth rate, while
      the public limited companies sector, including the large industrial sector, accounted for the largest share of
      total industrial accumulation during that period.
    


    
    
      Table 5-1:
      GROWTH OF PROPERTY FORMS 1956-1966
    
[image: Image]


    
      Observe the consistency of this data with part (b) of the Main Proposition, which predicts that the newly adapted
      property forms will be the fastest accumulating ones. The public sector and the large industrial house with its
      licensing privileges were the newly created property forms of the first property regime.
    


    The Property Regime Interacting with the Market
    Culture


    
      MAIN PROPOSITION(f): The newly adapted, fastest accumulating, property forms concentrate their
      accumulation in the growth ensemble.
    


    
      The first property regime adapted the public sector and public limited company property forms to remove social
      impediments to the growth ensemble. The major social impediments listed earlier were the inadequacy of the
      financial system in the early 1950s, and the foreign exchange shortage of the late 1950s. The obstacle of
      inadequate financial organization was addressed with three provisions. The first was the creation of the public
      sector. This created a channel by which the massive financial resources of the state could be deployed in
      industry. Second, there were the new financial institutions. These channeled the state's financial resources
      into private sector firms. Third were the reforms in the securities market that lowered the barrier of mistrust
      which had weakened the stock market in earlier years.
    


    
      These new provisions not only allowed a larger aggregate flow of finance to heavy industry, they also permitted
      the concentration of large quantities of capital in individual firms. The public sector property form was
      especially effective in this regard By giving the public sector access to public funds the property regime
      created the possibility of concentrating in one firm a quantity of capital much larger than what the private
      sector had ever managed. The largest public sector company at the end of the first alliance in 1965-66 was
      Hindustan Steel Ltd. The total investment in the company as of March 1966 was Rs.960 crores,17 compared with an investment in the
      largest private sector company in 1966, the Tata Iron and Steel Company, of Rs. 130 crores.18 But firms in the large industrial
      sector also grew to sizes unprecedented for the private sector. The special relationship between the large
      industrial houses and government officials, whatever the private motives of the officials may have been,
      functioned to permit new heights of concentration of public and private capital in these corporations. As the
      Dutt Committee observed, the licensing of large-scale ventures often involved extensive preliminary discussions
      between the favored houses and government officials for the coordination of the public and private roles in the
      ventures. The understandings resulting from these discussions reduced the risks and difficulties facing the
      enterprises in uncharted fields.
    


    
      The second social impediment, the shortage of foreign exchange after the late 1950s, was addressed by the
      licensing apparatus. The licensing system governed the allocation of rupees and foreign exchange. The licensing
      system acted to concentrate both foreign exchange and total private investment in heavy and basic industries. The
      distribution of total licensed investment among sectors between 1959 and 1966 is given in Table 5-2. Note that 72% of licensed private investment was in heavy and basic
      industries.
    


    
      Table
      5-2: SECTORAL DISTRIBUTION OF LICENSES 1959-1966
    


    
      
        
          
            	Sector

            	Investment (Rs. crores)

            	Percentage
          

        

        
          
            	Heavy Industry

            	

            	72%
          


          
            	Metals & Metal Products

            	475

            	24.4
          


          
            	Chemica1s

            	386

            	19.9
          


          
            	Minerals & Processing

            	209

            	10.7
          


          
            	Machinery 6 Components

            	170

            	8.7
          


          
            	Transport Equipment

            	155

            	8.0
          


          
            	Other

            	

            	28%
          


          
            	Consumer Goods

            	253

            	10.5
          


          
            	Others

            	346

            	17.8
          


          
            	

            	

            	-------
          


          
            	

            	

            	100%
          

        
      


      
        Source: Hazarl, R.K., Final Report, 1966. Table 2
      

    


    
      These newly adapted property forms, the public sector and public limited companies, concentrated their
      accumulation in the growth ensemble. During the first alliance total investment in the public sector increased by
      a factor of thirty (twenty in real terms, if one discounts for a total inflation of 46% in manufactures from 1956
      to 1966.) Given that almost all the investments standing at the end of the period were made during the period,
      one can approximate the sectoral distribution of growth in the public sector over the period by the distribution
      of standing investment in 1965-66. Table 5-3 shows that nearly all
      public sector investment was in heavy and basic industries.
    


    
      Table 5-3:
      STANDING PUBLIC SECTOR INVESTMENT 1965-66
    


    
      
        
          
            	Sector

            	Investment (Rs. crores)

            	Percentage
          

        

        
          
            	Steel

            	981

            	40.6
          


          
            	Engineering

            	490

            	20.3
          


          
            	Chemica1s

            	220

            	S. 1
          


          
            	Petroleum

            	295

            	12.2
          


          
            	Min i ng

            	181

            	7.5
          


          
            	Aviation

            	120

            	5.0
          


          
            	ShipbuiIding

            	11

            	0.5
          


          
            	Mi scellaneous

            	110

            	4.6
          


          
            	Finance

            	7

            	0.3
          


          
            	

            	
              

            

            	
              

            
          


          
            	Total

            	2415

            	100%
          

        
      


      
        Source: Bureau of Public Enterprises 1966-67.
      

    


    
      Among public limited companies, the leading sectors, measured by gross capital formation are given in Table 5-4. Of the sectors with the fastest capital formation by public limited
      companies, only "silk and rayon textiles" and "paper and paper products" are not heavy or
      basic industries.
    


    
      Table 5-4: CAPITAL
      FORMATION IN PUBLIC LIMITED COMPANIES ANNUAL GROWTH RATES OF FASTEST GROWING SECTORS 1956-66
    


    
      
        
          
            	Sector

            	1959-66

            	1956-66
          

        

        
          
            	Basic Industrial Chemicals

            	18%

            	19%
          


          
            	Electrical Machinery

            	17%

            	16%
          


          
            	Transport Equipment

            	15%

            	16%
          


          
            	Nonelectrical Machinery

            	15%

            	16%
          


          
            	Silk and Rayon Textiles

            	14%-15%

            	13%-14%
          


          
            	Medicines and Pharmaceuticals

            	14%

            	13%
          


          
            	Foundries and Engineering Workshops

            	
              13%*
            

            	-
          


          
            	Miscel 1aneous Chemicals

            	12%

            	12%
          


          
            	Nonferrous Metals

            	11%

            	10%
          


          
            	Ferrous/Nonferrous Metal Products

            	
              11%*
            

            	-
          


          
            	Paper 8 Paper Products

            	11%

            	15%
          

        
      


      
        
          *Data available only for 1961-66
        


        
          Source: RBI Bulletins 6/62, and 12/67.
        

      

    


    The Image of
    Progress


    
      MAIN PROPOSITION(c): An image of progress retains credibility in its implementing
      coalition.
    


    
      The image of progress expressed in the Second Five Year Plan in 1956 envisioned India's rapid
      industrialization by means of basic and capital goods industries.
    


    
      
        The social needs are expressed at the outset:19
      


      
        The Second Five Year Plan has been formulated with reference to the following principal objectives:
      


      
        	
          a sizeable increase in national income so as to raise the level of living in the country;
        


        	rapid industrialisation with particular emphasis on the development of basic and heavy industries;


        	a large expansion of employment opportunities; and


        	reduction of inequalities in income and wealth and a more even distribution of economic power.

      

    


    
      A logic for deriving the core sectors from the given needs was set out in the Ρlan.20
    


    
      If industrialisation is to be rapid enough, the country must aim at developing basic industries and industries
      which make machines to make the machines needed for further development This calls for substantial expansion in
      iron and steel, nonferrous metals, coal, cement, heavy chemicals and other industries of
      basic importance. (Italics added)
    


    
      The planners imputed a framework of priorities and interdependences to the core sectors. The iron and steel
      industry was given the highest priority.21
    


    
      The expansion of the iron and steel industry has obviously the highest priority since, more than any other
      industrial product, the levels of production of these materials determine the tempo of progress of the economy as
      a whole. Conditions in India are favourable for securing the production of iron and steel at costs which are low
      in comparison with those of most other countries.
    


    
      The Plan saw the heavy engineering industry as a natural outlet for steel and as a necessity for the development
      of other core sectors.22
    


    
      Heavy engineering industries are a natural corollary of iron and steel works. The high priority accorded to them
      arises both on this account and from the fact that they will provide from within the country a wide range of
      industrial machinery and capital equipment, such as locomotives for railways and power plants for the generation
      of electricity. In the absence of facilities for their manufacture, a developing economy has to depend on foreign
      sources of supply with attendant difficulties and uncertainties.
    


    
      The core sectors can be compiled by listing the sectors the Plan regarded as crucial for fulfilling the need of
      rapid industrialization. The core sectors were: iron and steel, and other basic metals, capital goods such as
      industrial machinery, railway equipment, electricity generation, heavy chemicals and fertilizers, coal, and
      cement
    


    
      After the Second Plan, the next major statement of the image of progress occurred in the Third Plan statement in
      1961. The emphasis on heavy and basic industries, that had been present in the Second Plan, was preserved. But there was a new feature. In an abstract and somewhat vague way there was a new
      emphasis on agriculture following the recognition that slow growth in agriculture had become a bottleneck to
      overall development. The planners wrote23
    


    
      In the scheme of development during the Third Plan the first priority necessarily belongs to agriculture.
      Experience in the first two Plans, and especially in the Second, has shown that the rate of growth in
      agricultural production is one of the main limiting factors in the progress of the Indian economy. Agricultural
      production has, therefore, to be increased to the largest extent feasible, and adequate resources have to be
      provided under the Third Plan for realising the agricultural targets.
    


    
      However the concreteness and practicality of the Plan conception of heavy industry remained superior of that of
      agriculture. Their conception of resource availabilities and technological possibilities in manufacturing was
      detailed and coherent.24
    


    
      (1) While agriculture and industry must be regarded as closely linked parts of the same process of development,
      there is no doubt that industry has a leading role in securing rapid economic advance. Because of her natural
      resources, India has considerable potential for industrial growth. She has extensive known reserves of iron ore,
      manganese, bauxite, coal, mica and atomic materials such as thorium ores. Surveys and exploration have already
      indicated the prospects of oil reserves. There is a large potential for hydroelectric power. (2) With high grade
      iron ore available in considerable quantities India is able to produce her own steel at reasonable cost Her
      potential capacity to produce steel and other basic materials relatively cheaply and the large and growing
      domestic market, place her in a favourable position to produce machinery and a large range of engineering,
      chemical and electrical goods needed for development In turn, these will stimulate the growth of medium and small
      industries and expand employment both in urban and in rural areas. (3) Thus, on foundations which have been
      already laid, it should be possible to build up an integrated industrial structure and expand industrial
      production efficiently along the lines of real comparative advantage. However, until recently, the industrial
      sector had a narrow base with little development of basic and heavy industries. (4) In view of the small size of
      the capital and intermediate goods industry, special emphasis has to be placed on industries such as steel, coal,
      oil, electric power, machine-building and chemicals. These must grow speedily if the requirements of further
      industrialisation are to be met in adequate measure from the country's own resources. In other words,
      development of these industries is an essential condition of self-reliant and self-sustained growth. (Numbered
      markers inserted by author)
    


    
      The logic of this statement can be summarized as follows. Between markers (1) and (2), the
      Plan recognizes the importance of raw materials and India's favorable endowment in several minerals critical
      to the core sectors. From marker (2) to (3), the document points to some high priority technologies that utilize
      the available resources, and to the benefits the spread of these technologies will generate. Between (3) and (4)
      the Plan finds reason for new optimism about the prospects of industry due to the growth of the core sectors.
      After (4) the Plan proclaims the continuing shortage of core sector outputs and calls for their rapid expansion
      to achieve the desired balance. This coherent and detailed line of reasoning was based on accumulated experience
      in industrial development.
    


    
      In comparison, the Third Plan's vision of agriculture, presented on the same page in the document as the text
      on industry quoted above, was uneven in its concreteness and practicality.25
    


    
      
        In any long-term view, the prospects of agricultural developments are closely connected with the success
        achieved in:
      


      
        (i) bringing about technological changes, specially the adoption of scientific agricultural practices and
        improved implements and other equipment;
      


      
        (ii) fuller utilisation of manpower resources in rural areas and the organisation of the maximum local effort;
      


      
        (iii) reorganisation of the rural economy along cooperative lines, including the provision of services, credit,
        marketing, processing and distribution, and cooperative farming;
      


      
        (iv) improved utilisation of available land resources through systematic land-use planning, extension of
        multiple cropping and introduction of improved cropping patterns; and
      


      
        (v) expansion of nonagricultural activities in rural areas so as to diversify the occupational structure and
        reduce dependence on agriculture.
      


      
        These are already accepted goals and are being pursued, but in each direction, the effort must be intensified
        and speeded up.
      

    


    
      Note especially provisions (ii) and (iii). These involved a significant reorganization of rural society. Such
      thoughts were not new, similar ideas had been advocated in the Second Plan. However, progress in their
      implementation had been extremely slow or nil. There had been significant success in the expansion of cooperative
      credit, but not in any of the other kinds of cooperatives mentioned in (iii). Yet there is no discussion in the
      Third Plan on why cooperatives had failed to spread. The kind of detailed reasoning tying together resources and
      technologies that animates the discussion of industry is absent here. Indeed, the section devoted to cooperative
      farming ends on a telling note26
    


    
      As the Plan proceeds, In the light of practical experience in pilot areas and elsewhere, it is hoped to formulate
      more comprehensive programmes for promoting cooperative farming.
    


    The
    Implementing Coalition


    
      An image of progress must be believed by all state agencies with the authority or expertise to alter, administer,
      or enforce provisions of the charters of firms in the core sectors. The members of the first implementing
      coalition and the reasons for their inclusion are given below:
    


    
      	- The Prime Minister was of course the top executive.


      	- The Ministry of Finance had extremely broad authority over the charters in the core sectors. The Finance
      Ministry allocated foreign exchange by fiat, allocated the government budget, set tax rates, controlled capital
      issues, and had other powers as well. This ministry was deeply involved in the licensing process.


      	- The Ministry of Commerce and Industry was involved in the licensing procedure, in the administration of
      some public sector units, and in setting import policy.


      	- The Planning Commission acted as an expert agency in elaborating the image of progress. They were charged
      with the responsibility to formulate detailed Five-Year Plans in consultation with the ministries and state
      governments.


      	- In addition, there were several ministries responsible for specific industrial sectors. Broadly, their
      responsibilities included the oversight of public sector enterprises in their sectors, involvement in the
      industrial licensing process, and in some cases, the allocation by fiat of outputs and inputs among firms. The
      specialized ministries in the implementing coalition were: the Ministries of Steel and Heavy Industries,
      Railways, Petroleum and Chemicals, and Irrigation and Power.

    


    
      The state governments were not closely involved with the regulation of heavy and basic industries and thus out of
      the implementing coalition. The exception was the electricity sector, where the states had responsibility for
      establishing electric utilities. Of course, state governments could affect heavy and basic industries indirectly,
      but only with the compliance of at least some of the agencies listed above.
    


    
      Nehru's leadership of the first alliance fostered certain institutional relationships between his office, the
      Planning Commission, and the ministries of the implementing coalition. The Planning Commission performed
      essentially a staff function for the Prime Minister's office. The Prime Minister sat as its chairman. It had
      no statutory authority and was completely dependent on other state agencies for the implementation of its
      plans.27 In spite of its lack
      of statutory authority, the planning commission's close relationship with the Prime Minister during
      Nehru's tenure endowed its plans with the backing of the Prime Minister's authority.
      Frankel found a rapid climb in the Planning Commission's power after 1955.28 She explains29
    


    
      Nehru's unique position in the government and the Congress party was central to this transformation As prime
      minister, he often requested Cabinet approval for recommendations he had already endorsed as chairman of the
      Planning Commission. In most cases, none of his colleagues has sufficient prestige or popular standing to
      challenge his advice effectively. ... Even when the National Development Council (NDC) was created in 1952
      specifically for the purpose of giving the chief ministers of the states an opportunity to review and recommend
      social and economic policies and targets for the National Plan, Nehru's voice as chairman of the NDC was
      ultimately decisive on questions of national policy.
    


    
      Tarlok Singh, who became a member of the Planning Commission during 1962-66 after serving in the junior role of
      "additional secretary" to the body during 1950-62, also advances the view that the relationship with
      the Prime Minister was important for the effectiveness of the commission. As one of the "institutional
      devices" that contributed to the effectiveness of the Planning Commission, he cites:30
    


    
      The personal interest of Jawaharlal Nehru as Prime Minister in planning as an administrative practice and in the
      success of the Five Year Plans and his readiness to participate personally in the meetings of the Planning
      Commission were known to all concerned.
    


    
      Institutional links between the Planning Commission and the other ministries and agencies of the central
      government existed as well. Several key officials in the Planning Commission also held senior posts in the
      central bureaucracy. The Cabinet Secretary was also the secretary to the Planning Commission.31 Similar links connected the Planning
      Commission to the finance ministry and to the statistical advisor post in the cabinet secretariat.32 And the Finance Minister held a post as
      member of the Planning Commission as well.33 These links created channels of authority and communication from the Planning
      Commission to the other agencies of the central government.
    


    
      Did the key members of the implementing coalition in fact believe the image of progress presented above? It is
      clear from the Plans and from Nehru's links to the planners that Nehru and the Planning Commission did
      believe it Thus we shall concentrate on the other agencies.
    


    The
    Finance Ministry


    
      From 1956 to 1958 the Finance Minister was T.T. Krishnamachari, "who was known to support the rapid
      development of basic and heavy industries in the public sector."34 In 1958 he resigned due to a scandal and was replaced by Morarji Desai.
      A brief description of Desai's ideology and relationship with Nehru is in order here.
    


    
      
        Frankel writes of Desai35
      


      
        Desai was, in fact, the most influential opponent inside the government of socialism and the predominant role
        of the public sector in the development strategy. The finance minister ... followed a correct policy in public
        of supporting the prime minister's policies. Nevertheless, he did not hide his own strong private
        conviction that the socialist approach was bound to fail because it did not take into account the basic
        motivations of human behavior.
      

    


    
      Clearly Desai was an ideological opponent of the public sector property form. The personal relations between
      Nehru and Desai were not close.36 Also, in 1963, Nehru was to purge Desai from the Cabinet as part of the
      "Kamraj Plan." Both Desai himself and Frankel interpret Nehru's move as aimed toward removing Desai
      from the line of succession to the Prime Minister's office and improving the prospects of his daughter,
      Indira Gandhi.37 So neither
      ideological sympathy for the public sector nor a political alliance with Nehru would have predisposed Desai to
      support a development strategy favoring heavy and basic industries during the late 1950s and early 1960s. Yet he
      did do so.
    


    
      In his autobiography (published in 1974) Desai has discussed the question of whether heavy industries or
      small-scale industries should receive priority. Desai's general answer is that both are important But his
      specific view on the wisdom of the Second Plan in its time can be reconstructed thusly. He writes38
    


    
      
        There was little provision for large-scale industries (in the First Plan) as we did not have the necessary data
        for considering such projects.
      


      
        Special attention was paid to the establishment of heavy and large industries in the Second Five Year Plan.
      

    


    
      Writing in the present tense in the early 1970s, he explains why heavy industry is vital to the fulfillment of
      the basic needs of society, and why the dependencies among the various heavy industries mean
      they must be developed together;39
    


    
      
        The economy of the country cannot become strong without developing large-scale industries also. In the age in
        which we are living, we cannot do without modern means of transport and communication. Every village must have
        electricity and the demand for metals will grow continuously. The production of iron, steel, aluminium, copper
        and other metals will have to go on increasing. If we do not produce these materials ourselves, we will have to
        import them, which would make us economically dependent We have therefore to put up factories to produce these
        materials and unless we do it we cannot supply cheap electricity to our people or put up large fertilizer
        factories which are essential for our development Cement and steel are used in large quantities in modern
        buildings and it is, therefore, also necessary to increase the production of cement. To enable these factories
        to work properly, efficiently and economically, it is essential to produce the necessary machinery in our
        country as well. It becomes imperative, therefore, to manufacture all these items ourselves if we are to
        increase agricultural production. Large-scale and heavy industries are, therefore, as necessary as village and
        cottage industries. If we do not have proper coordination of development in these three directions, our
        difficulties in the economic field will go on increasing.
      


      
        We could not think about all these matters when we started our planned development as we did not have the
        necessary experience. We gained much of it in the implementation of the Second Five Year Plan, and the need for
        utilizing it fully was felt since then.
      

    


    
      Having established the necessity of heavy industry, Desai justifies past government actions saying that when it
      became possible to develop these sectors, in the middle 1950s, it was natural to proceed to do so.
    


    
      Desai's actions as Finance Minister were consistent with his support for the first image of progress. As
      noted, in 1957 India experienced a severe shortage of both foreign exchange and rupee resources. The entire
      financial basis of the Second Plan was threatened. Desai cooperated with the Prime Minister and the planners to
      protect core sector projects from the financial crisis. He wrote40
    


    
      We were convinced that it would not be possible to mobilise all the resources for the successful completion of
      the Second Five Year Plan and realised the danger of failing in achieving Plan targets if necessary changes were
      not made in the Plan after proper consideration. I therefore discussed these matters with the Planning Commission
      and Jawaharlalji. All agreed to consider the whole thing fully and to ensure that the core of the Plan was implemented. We accordingly considered the whole matter, fixed the targets
      anew and decided to mobilize the necessary resources. The Planning Commission was extremely
      helpful in these considerations and decisions. The work was satisfactorily done in cooperation between officers
      of the Planning Commission and the Finance Ministry. (Italics added)
    


    
      Thus we observe that Desai played an active role in solving a problem critical to the success of the first
      alliance. Note especially that Desai was in agreement with Nehru and the Planning Commission on the question of
      what the core of the Second Plan was when it came to the crucial practical decision of which projects were to be
      sacrificed.
    


    
      Further, Desai has specifically denied the charge that the Second Plan neglected agriculture. He
      writes41
    


    
      Some people have been complaining that agricultural development was neglected in the early stages of planning I
      cannot agree with this view.
    


    
      He proceeds to explain why all that could have been done for agriculture during that time was done.
    


    
      Overall, we observe that Desai accepted the basic features of the first image of progress. He does express the
      need to develop small-scale industries alongside heavy industries, as did the Second Plan document, but he
      accepts the necessity of developing heavy industries if overall development is to occur. He makes no objection to
      the sectoral priorities of the Second- Plan and mentions no conflicts with Nehru and the
      planners over those priorities. (It is not the case that Desai papers over conflicts in his book. He does
      describe conflicts with colleagues on other issues and frankly criticizes such persons as Nehru and Indira
      Gandhi.) And he specifically defends the Second Plan against what is the most damning charge against it the
      neglect of agriculture.
    


    
      In the preparation of the Third Plan, which expressed the same image of progress as the Second, Desai did lose in
      a debate over the size of the Plan. However, this disagreement arose from differing judgments on the availability
      of resources rather than on sectoral priorities. Desai was deeply concerned with the prospect of failure due to
      the inadequacy of resources.42
      However, there is no suggestion from Desai that the accomplishments should be in a different direction from the
      one planned. After Desai was purged in 1963, T.T. Krishnamachari resumed the post of Finance Minister and
      remained in it until 1966.
    


    Ministry of Commerce and Industry


    
      Recall that Morarji Desai was the minister during 1956-58. He was followed by Lal Bahadur Shastri and Manubhai
      Shah. Both men carried out Nehru's wishes. Shah was quite effusive in his espousal of heavy industries. He
      declared that heavy industries were essential for overall industrialization.43
    


    
      In any massive programme of industrialisation, the role of heavy industries is obvious. Only with the
      establishment of these heavy industries, an underdeveloped country can look forward to a bright future where an
      accelerated growth of the industrial sector could be firmly assured. ...
    


    
      He recognized that heavy industry included the machine-building sector, which was under his authority.44
    


    
      Heavy industry builds up production of basic raw materials producer goods and capital goods. Therefore, we in
      India have to particularly undertake it with a vastly increased tempo. In this note we are primarily concerned
      with the production of capital goods i.e., the machinery and equipment manufacturing programmes of the heavy
      industrial sector
    


    
      And he advanced a slogan to highlight the link between machine-building and overall developmental
      needs.45
    


    
      'BUILD MACHINES, BUILD INDIA' is the slogan which we have repeatedly emphasized in the last few years. I
      am passionately wedded to it and I have given and repeated this slogan from a hundred and more platforms.
    


    Ministry of Steel and
    Heavy Industry


    
      This ministry was formed in 1962. During 1956-62, the steel industry had been the responsibility of the Ministry
      of Steel, Mines, and Fuel. The other heavy industries had previously been the responsibility of the Ministry of
      Industry and Commerce.
    


    
      The Ministry of Steel and Heavy Industry, not surprisingly, fully accepted the commitment to concentrate on steel
      and heavy industry. Moreover, given its detailed knowledge of the this sector, it was able to elaborate the image
      of progress's conception of the needs of the steel industry.
    


    
      In 1962, C. Subramaniart became the minister. He said of the Indian steel industry46
    


    
      It is undeniable that higher production of steel is a necessary precondition for industrialization. In India,
      steel development has, therefore, been one of the pillars of economic planning.
    


    
      Recall that in 1962 the HSL steel plants were suffering from low capacity utilization due to teething troubles
      and an inefficient management structure. Subramanian articulated a highly technocratic vision of the needs of
      heavy industry. He said47
    


    
      Efficient production at tolerable costs depends exclusively upon good management If
      India's industrialization is to progress, then we must trust our public sector projects to managers with full
      authority and accord to these managers the same trust and confidence that we repose to our leaders in other
      fields. (Italics added)
    


    
      That is, the skills crucial to the development of heavy industry are those of managers, rather than say workers,
      engineers, or government administrators. Subramanian's response to HSL's problems was, as we have seen,
      to award more authority to the plant managers.
    


    
      The railway ministry assigned the highest priority to the needs of the steel industry in terms of the allocation
      of capacity and the development of new facilities.48 In the cases of the Ministries of Petroleum and Chemicals and of Irrigation and
      Power, their reports expressed a commitment to meeting the targets assigned by the plan to these core sectors
      49
    


    The Image of
    Progress Acting upon the Property Regime


    
      MAIN PROPOSITION(e): The implementing coalition, guided by the image of progress, adapts
      property forms to remove social impediments from the core sectors.
    


    
      The most significant new element in the first property regime was the expansion of the public sector; justified
      and protected by the Industrial Policy Resolution 1956. The ideological justification of the public sector in the
      resolution emphasized the "socialist pattern of society," which is not an image of progress as it
      identifies no material social needs or core sectors. Rather, it is a principle of distributive justice. But the
      effect of this ideology of socialism on the property regime was intermediated in large part by the image of
      progress. The full effect of socialism was not expected to be realized in the near future. Rather, the pragmatic
      meaning of "socialism" was held to be state-guided and, in part, state-executed
      development through planning and the public sector. Consider the following statement by Nehru in a Parliamentary
      debate in 1963.50
    


    
      
        Of course, we can generally say we want a good life for all our people. That is a vague statement to which
        almost anybody would subscribe. But if you think more closely on this, it ultimately leads you - it leads me
        anyway and I think the great majority in this House and the country - to some kind of socialistic structure.
        ...
      


      
        Therefore, to put it broadly, we want to plan for a socialist State. We want to plan for as great a measure of
        equality as possible for everybody in India, and we want to do all this within the democratic structure of the
        State. I think that we shall succeed. I cannot say how long it will take us to do it.
      


      
        Meanwhile, naturally, the major problem before us is to increase production; only then can we supply the goods
        that people want, and keep an eye on distribution so that it should not result in heavy accumulations on the
        one side and lack of them on the other. These are the broad approaches. ...
      


      
        Therefore, we have adopted a mixed economy. We have a private sector and a public sector, the public sector,
        being the more important, dominates the economic policy. Otherwise, there is no point in having a public sector
        to help the private sector. We want all kinds of things to be produced; we want the private sector to be
        helped.
      

    


    
      Having equated socialism with good life, equality, and democracy, Nehru proceeds to the key sentence at the
      beginning of the third paragraph of the quote: "Meanwhile, naturally, the major problem before us is to
      increase production." The problematique of socialism is reduced to the problematique of production.
      Socialism as a form of social interaction in the production process is postponed indefinitely. Instead, whatever
      will maximize production - under minimal distributive constraints - is identified with socialism But it is the
      image of progress that constituted Nehru's vision of how to maximize production. So the effect of the
      "socialist pattern of society" on the Industrial Policy Resolution is intermediated through the image
      of progress.
    


    
      The Industrial Policy Resolution is introduced with general statements concerning the role of the state in the
      economy, and a declaration of commitment to justice, liberty, equality, and fraternity, and to the
      "socialist pattern of society." The first pragmatic paragraph reads51
    


    
      In order to realize this objective, it is essential to accelerate the rate of economic growth and, . in
      particular, to develop heavy industries and machine-making industries, to expand the public sector, and to build
      a large and growing cooperative sector.
    


    
      in this statement, the reference to heavy and machine-making industries expresses an image of
      progress while the reference to the public sector (and to the cooperative sector) expresses a meaning of
      property. The document does not explicitly derive the creation of the public sector from the image of progress.
      However, that such a meaning is implicit becomes clear upon examination of the division of responsibility between
      the public and the private sectors the resolution mandates. Schedules A and B, within which the public sector had
      a monopoly and a preferred position, respectively, included mainly heavy and basic industries.
    


    
      The second major element in the first property regime was the industrial licensing policy. If one examines the
      sectors that were licensed for the largest total investments, the effect of the image of progress is clear.
      Recall from Table 5-2 that 72% of private investment was licensed
      in the core sectors: heavy and basic industries. The Dutt Committee criticized the licensing system for deviating
      from the numerical targets of the Plans. However, it is clear that the overall thrust of licensing policy was in
      the direction of heavy and basic industries. The licensing system was the main instrument to ensure that private
      sector investments adhered to Plan priorities.
    


    The Market Culture
    Acting upon the Image of Progress


    
      MAIN PROPOSITION(d): The growth ensemble coincides with the core sectors of the image of
      progress.
    


    
      The core sectors of the first image of progress were defined as iron and steel, nonferrous metals, heavy
      chemicals, "machines which build machines", electricity generating equipment, railway equipment, coal,
      and cement. All but the last two constituted the first growth ensemble.
    


    
      There is also evidence of reinforcement; of the implementing coalition reflecting back upon the development
      experience and finding confirmation of the wisdom of their image of progress. During the first alliance, the
      clearest instance of such reflection occurred in the statement of the Third Plan, in 1961.52
    


    
      
        The past decade has witnessed striking development in industry - in terms of the rate as well as the pattern of
        industrial growth. Some idea of the trend may be obtained (from the table below). Even more significant than
        the quantum of industrial development has been the direction in which the expansion has taken place, especially
        under the Second Plan. ...
      


      
        With the successful completion of the First Plan, it was possible to take up in a large way the development of
        new industries, especially the capital and producer goods industries, which constitute the basis for any
        programme for accelerated industrial growth. Judging by the progress so far achieved by the metallurgical,
        mechanical and electrical engineering and chemical industries in augmenting industrial potential and taking
        cognisance of
      

    


    
      Table 5-5: Index
      numbers of industrial production (1951-100)
    


    
      
        
          
            	group

            	1955-56

            	1960-61
          

        

        
          
            	general Index

            	139

            	194
          


          
            	cotton textiles

            	128

            	133
          


          
            	Iron and steel

            	122

            	238
          


          
            	machinery (all types)

            	192

            	503
          


          
            	chemicals

            	179

            	288
          

        
      

    


    
      the heavy machine-building projects recently initiated, it can be stated that some of the basic conditions
      required for an accelerated growth towards- the goal of a self-reliant economy have been successfully established
      over the last decade.
    


    
      In the first paragraph the planners observe that the critical social need - industrialization - has been well
      addressed. In the next two paragraphs, the recognize that this success has followed, as they had expected, the
      relative and absolute expansion of core sector industries. Note that in the index numbers of industrial
      production cited by the planners, they included an index of the slow-growing cotton textiles sector, presumably
      seeking to emphasize the distinction they were drawing between heavy-and light industries. Nehru made the same
      distinction more dramatically in the Lok Sabha in 1960. He sought to persuade the House that his conception of
      industrialization was the only legitimate one and that success to date of such industrialization justified
      continued effort in the same direction.53
    


    
      The beginning of industrialization really can be seen in India. A number of textile mills in Ahmedabad or Bombay
      or Kanpur is not industrialization; it is merely playing with it I do not object to textile mills; we need them;
      but our idea of industrialization will be limited, cribbed, cabined and confined by thinking of these ordinary
      textile mills and calling it industrialization. Industrialization produces machines, it produces steel, it
      produces power. They are the base. Once you have that base, it is easy to build. But for a backward country, even
      to build that base is a difficult task. We have not finished building the base but we have put a good part of the
      base and we can now look forward with some confidence to a more rapid advance which could never have happened
      without that base, however much we might have built the smaller industries.
    


    Reproduction of the First Dominant Alliance


    
      The data of this chapter is summarized in Figure 5-1 as a
      triangular cycle of reproduction in the form of Figure 4-1.
    


    
      [image: Image]

      
        Figure 5-1:
        REPRODUCTION OF THE FIRST ALLIANCE
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    Chapter Six
    

    The Crisis


    
      In the middle 1960s a number of events combined to create a crisis and bring down the first dominant alliance.
      The first alliance's image of progress failed to sustain support for itself among its implementing coalition
      and the growth ensemble encountered bottlenecks in supply and failures in demand These events in turn blocked the
      reproduction of the first alliance as a whole.
    


    
      in 1964, Jawaharlal Nehru, Prime Minister of India since independence, died. He had been the leading promoter of
      the first alliance's image of progress. Within the Congress Party he had been opposed during the first
      alliance by conservative, landlord-based groups seeking a more agriculture-oriented strategy. With his death and
      replacement by Lal Bahadur Shastri, the commitment of the central government to the "heavy and basic
      industries" image of progress was weakened. Simultaneously, the growth ensemble ran into bottlenecks in
      supply and failures of demand. The former arose from a rising dependence on foreign aid and the latter from
      agricultural disaster.
    


    
      The 1965 rice crop was stricken by drought, recording a 21.6% decline over the previous year. The 1965-66 wheat
      crop was not much better, declining 12.8% from the previous year. This triggered a recession in the economy as a
      whole.1 The first alliance had
      witnessed a major increase in dependence on foreign aid, especially from the US. During the First Plan, US aid
      amounted to 6% of Plan outlays, and total aid to 8.5%. During the Second and Third Plan periods, covering the
      first alliance, US aid came to 16% and 20% of Plan outlays, and total foreign aid to 30% and 38%,
      respectively.2 In September of
      1965 war broke out between India and Pakistan. This led several aid giving nations, including the US, to cut off
      financial aid. The ensuing foreign exchange shortage caused a cut in imports of industrial inputs essential to
      the growth ensemble. That, the recession, and other factors combined to halt the rise in industrial production
      that had been so steady over the previous nine years. Production of pig iron and ferro-alloys decelerated due to
      a drop in demand. Production of finished steel declined due to operating difficulties after seven consecutive
      years of increases. Production of capital goods dropped by 13.5% in 1966 owing to reduced demand after having
      averaged 13% annual growth during 1956-65.3
    


    
      While the growth ensemble was stagnating, the implementing coalition for the first image of progress collapsed.
      Through a process of intense bureaucratic and political struggle, a new implementing coalition for a new image of progress emerged from this period. I shall rely extensively on the detailed and
      insightful account of this process provided by Francine Frankel.4
    


    
      Shastri took office in the middle of 1964. in a period of acute food shortages. There were two contending
      explanations for the food shortages and price rises, and two contending solutions to the problem. One view,
      advanced primarily by the Planning Commission and Finance Minister T.T. Krishnamachari, was that the shortages
      were mainly the result of hoarding by traders and rich farmers, and that the solution was to extend state control
      over food trading and to introduce rationing into the cities and the more distressed of the rural areas. This was
      consistent with the heavy industries-orientation of this group in that their solution did not require any basic
      changes in development strategy.
    


    
      Another view, advanced by the new Food and Agriculture Minister C. Subramanian (formerly the Minister for Steel
      and Heavy Industries), and by most of the chief ministers, was that while some hoarding was occurring, the
      fundamental problem was the stagnation of food production, indeed, while foodgrain production grew by 2.9% per
      year during 1950-58, it grew by only 2.4% per year during 1959-64.5 This group argued that fundamental changes in the development strategy were
      required.6 Subramanian argued
      for a new strategy based on higher agricultural prices and plentiful supplies of inputs. In fact, previous
      agriculture ministers, who were of course outside the first implementing coalition, had also advocated such a
      strategy.
    


    
      Shastri brought to this conjuncture an approach to leadership quite different from Nehru's. Brecher
      writes7
    


    
      The death of Nehru made inevitable a change in the power pyramid of all-India politics: the age of charisma'
      was about to give way to an era of 'collective leadership'. And Shastri was
      astute enough to realize this. In any event, his political style was markedly different from that of Panditji
      (Nehru).
    


    
      Shastri's initial response to the food crisis seems to have been guided by two political objectives. First,
      he wished to maintain the continuity of Nehru's policies. Chopra writes that it was widely believed at the
      time Shastri took office that "at best he would be honestly obedient to the memory of Nehru and would
      faithfully tread the long line of examples Nehru had set"8 Frankel states that "Shastri's legitimacy as a successor was
      publicly linked to at least the formal affirmation of continuity with Nehru's basic
      approach."9 But he also
      sought to find a solution to the immediate food crisis. Shastri's immediate economic priorities were to
      alleviate the shortage of food and to eliminate the humiliating foreign dependence for food supplies.10 His initial solution was to seek a
      middle ground between the conflicting imperatives. At his first meeting with the Planning Commission he approved,
      as Nehru had three weeks earlier, tentative guidelines for the Fourth Plan that continued the emphasis on heavy
      and basic industries. However, he also appealed for a "common man's plan", giving emphasis to the
      immediate needs of the villages.11 It should be noted that even if Shastri had desired to commit the nation to a
      heavy industries-oriented Fourth Plan, he would have faced a major political constraint in terms of opposition
      from the conservatives within his own party. Nehru had been able to override such opposition, however
      "Shastri had neither the ideological commitment nor the political power necessary to insist, like Nehru,
      that shortfalls in Plan performance had been failures of implementation rather than strategy."12
    


    
      Thus we observe that while Shastri was not actively opposing the Planning Commission, he was driven by his
      leadership style, by the requirements of retaining the support of his party, and by his own commitments, to view
      the social needs of India in a way that was incompatible with the expertise and the commitments of the Planning
      Commission. The effect of this contradiction on the Planning Commission's role in policy-making has been
      described by Frankel:13
    


    
      The Planning. Commission ... had lost its most effective shield against direct attack from its opponents inside
      the government and the Congress party. The planners' influence on the formulation of national development
      policy had all along rested on the commitment of the prime minister as chairman to ignore criticism from his own
      party leaders. As long as the prime minister and the chairman of the Planning Commission spoke with one voice -
      and that voice was decisive on questions of national economic policy - there was every incentive for ministries
      to negotiate directly with the planners to reach an agreed position before an issue was considered at the cabinet
      level.
    


    
      When Shastri took office he made several changes in the institutional framework of the Planning Commission He
      changed the status of the members of the commission from indefinite tenure to finite tenure with a renewable
      contract He also broke the link between the Cabinet Secretary and the Planning Commission Secretary posts Nehru
      had created. Tarlok Singh described this link as having been one of the key institutional supports to the
      Planning Commission.
    


    
      Meanwhile, the institutional framework for an alternative center of expertise was coming into
      being. Shastri had begun his term by creating the post of the Prime Minister's Secretariat; a new staff
      apparatus. He may have done so originally due to his restrained or even dependent style of leadership. But the
      person Shastri appointed as his secretary was L.K. Jha, a bureaucrat of considerable experience and reputation in
      finance and economic affairs, and a conservative.14 Brecher writes that on all of the major contested issues in the Fourth Plan
      debate; the size of the Plan, the allocation between agriculture and industry, and between the public and private
      sectors, Jha "stood squarely with the conservatives."15 Jha told Brecher in an interview that16
    


    
      he rejected the widely-espoused thesis that investment in heavy industry and agriculture are complementary, not
      competitive; at best, he declared, there is partial complementarity; hence, capital inputs into industry should
      be diverted into agriculture to stimulate that lagging sector of the economy.
    


    
      He also favored a small Plan and incentives for the private sector.
    


    
      "Within a few months," Brecher notes, "Jha became a member of almost every committee at the
      Secretary level in the Government of India." 17 These committees consisted of outside experts appointed by the government to
      give advice on various issues. By the device of these committees and Jha's participation in them, a source of
      expertise outside the Planning Commission became available to those seeking to chart an alternative image of
      progress.
    


    
      However, the most important source of expertise inside the government for an agriculture-oriented image of
      progress was evolving in the Ministry of Food and Agriculture. Here the technical expertise needed for conceiving
      and implementing a "Green Revolution" in India was coming into being. In the early 1960s, the Ministry
      had gained experience from the Intensive Agricultural District Program (IADP) regarding effective methods of
      organizing extension services. Subramanian had also assembled a team of scientists and administrators to apply
      the ongoing research on high-yielding variety seeds to the practical problems of farmers. At this time he also
      made efforts to ensure that sufficient foreign exchange was provided for the import of fertilizers.18
    


    
      The battle between the falling first implementing coalition and the nascent second raged from the summer of 1964
      (when Nehru died and the food crisis began) to the 1967 elections (which disappointed the Congress party but also
      occasioned the consolidation of the second implementing coalition). The demise of the first implementing
      coalition can be traced to two basic causes. The first is the political pressure upon the
      Congress party to resolve the food crisis Obviously, the long-term industrialization goals of the first image of
      progress did not address the immediate food shortage. The second cause is that the first growth ensemble itself
      collapsed and ceased to reinforce the industrializing image of progress. Heavy industry could no longer be
      presented credibly as the critical shortage of the economy while there was a sharp contraction in the demand for
      its products, and while a rising foreign dependence rooted in the weakness of agriculture intruded to undermine
      the nation's capacity to import necessary industrial inputs.
    


    
      In the summer of 1964, Subramanian suggested to Shastri that an expert committee headed by his ally, L.K. Jha, be
      appointed to find a solution to the dispute over food policy. In June of 1964 Shastri appointed Jha to head a
      Prices Committee to study foodgrain price and distribution policy as a whole, and the question of support and
      procurement prices in particular.
    


    
      The Jha Committee recommended a high price level for the for the 1964/65 season and that the private foodgrain
      trade network be left in place rather than be wholly replaced by a government trading system. However, the Jha
      Committee restricted its recommendations to the 1964/65 season and presented its report so as to suggest that the
      higher prices to be offered by the government would be an ad hoc measure to meet the immediate crisis 19 Frankel interprets the presentation of
      this measure as ad hoc as a step specifically designed to placate the Planning Commission20 The Planning Commission and the Cabinet
      accepted the proposals of the Jha Committee, in July of 1964, the Cabinet agreed to the formation of the Food
      Corporation of India (FCI), as a public sector food trading corporation, as the planners had wanted. However, the
      FCI was given a mandate to compete with private traders in bidding for supplies, rather than to procure by
      compulsion as the planners had sought.
    


    
      Over the next eighteen months, a running battle between Subramanian and the Chief Ministers on one side and the
      Planning Commission and Krishnamachari on the other continued. The Food and Agriculture Ministry published a
      preliminary document outlining a new agricultural strategy. The strategy consisted of the use of HYV seeds, high
      incentive prices, and of initial concentration on areas that were already well irrigated.
    


    
      The Planning Commission published a counterdocument: a preliminary draft of the Fourth Plan. In it, the planners
      proposed an agricultural outlay that cut by 46% the request of the Food and Agriculture Ministry,21 and the emphasis on heavy industries
      was maintained.
    


    
      During 1965 several events intervened to swing the balance of opinion in the Cabinet in favor of Subramanian and
      his allies. First, the World Bank sent an economic mission to investigate India's economic policies. The mission's report backed essentially the strategy that Subramanian was proposing
      and further recommended a devaluation of the rupee. These measures were presented to India as a precondition for
      large-scale aid flows.22 In
      September of 1965, war broke out between India and Pakistan. The US responded by cutting off financial aid. As
      noted, this severely exacerbated the foreign exchange problems associated with the continuation of a heavy
      industries-oriented development strategy. In addition, the US made the continuation of food aid contingent on the
      adoption of a Subramanian-type strategy.23 But perhaps the most convincing event of all was that by late in 1965, it was
      clear that the 1965 fall crop would be a disaster. In December of 1965, the Cabinet approved Subramanian's
      plan for achieving self-sufficiency in foodgrains through HYV seeds, incentive prices, and concentration upon
      well-irrigated areas.
    


    
      In January of 1966, the planners' ally Krishnamachari was forced to resign as Finance Minister because a
      scandal had arisen and Shastri refused to use his office to protect him from it. Shastri replaced him with Sachin
      Chaudhuri, who was regarded as likely to go along with the proagriculture policies.
    


    
      At this point the implementing coalition for a second image of progress was nearly complete. It included the
      Prime Minister, the Food and Agriculture Ministry, The Finance Ministry, and most of the state governments.
      However, within a space of fourteen months, virtually all the individuals who were in positions of high authority
      in this nascent implementing coalition in the central government, and in many of the state governments, were
      ousted. Yet, as will be shown in the next chapter, the implementing coalition for the second image of progress
      was reconstituted and strengthened.
    


    
      On January 11, 1966 Shastri died. Of course, he was replaced by Jawaharlal Nehru's daughter, Indira Gandhi.
    


    
      Indira Gandhi had been selected by the Congress party leaders, mainly Kamraj and the chief ministers, over
      Morarji Desai. It is widely held that these leaders believed they would be able to manipulate her.24 Her initial actions regarding
      development do not indicate any consistent choice among the prominent alternative strategies. She began by
      merging the Ministry of Community Development and Cooperation into the Ministry of Food and Agriculture, thereby
      giving Subramanian complete authority over agricultural matters. Further, she appointed Subramanian to the
      Planning Commission. These actions favored Subramanian's strategy.
    


    
      However, in August of 1966, the Planning Commission made one last attempt to reassert the heavy industries
      oriented strategy, arguing that it was necessary for economic independence and national defense. Indira Gandhi
      supported this approach at the meeting with the chief ministers in the National Development
      Council. The chief ministers severely criticized the proposal.25 Further, there was a unanimous resolution in
      the Lok Sabha to the effect that26
    


    
      This house is of the opinion that the Government should give top priority to rural sector for irrigation,
      electrification and water supply.
    


    
      Although the resolution that was passed was a somewhat moderated version of a more specific resolution originally
      introduce by a Congress M.P., which spoke of "reorientation" of the Plan's "outlay-resource
      position", it is nevertheless significant that such a resolution, proposed on the heels of a stormy NDC
      meeting, was able to command unanimous assent By the fall of 1966, the both the 1965 kharif (fall) and 1966 rabi
      (spring) harvests had been disasters. The country had become abjectly dependent .on food aid, principally from
      the US. The member who opened the discussion on the issue said of the need to request foreign aid27
    


    
      that was the most humiliating time through which we had to go and I hope that there would be no occasion in
      future when we will have to pass through such humiliation from foreign countries,... We want to be self-reliant
      even in regard to development, but let us first be self-reliant at least for our existence.
    


    
      In the face of these objections, for the heavy industries Plan proposal, she dismissed the Planning Commission.
      Indira Gandhi withdrew her support Shortly before the 1967 elections, she dismissed the Planning Commission.
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    Chapter Seven
    

    The Second Dominant Alliance 1966–1975


    
      In response to the crisis, the Indian political economy underwent a swift reversal of sectoral priorities. There
      was a new emphasis on agriculture and it paid quick dividends. In 1979 India suffered one of the worst droughts
      of the twentieth century, yet there was no massive food importation or starvation. New technology had enabled
      Indian agriculture to withstand the drought far better than it might have done earlier, and buffer stocks
      accumulated in the preceding years of record harvests helped tide over what shortfall in production did occur.
      This event signalled an historic victory of the Indian nation over a nemesis that had haunted it over the
      millennia: famine.
    


    
      This victory was the achievement of the second alliance. The combination of new technology and" new
      institutions had raised harvests of foodgrains from 72 million tons in 1965-66 to over 120 million tons by the
      late 1970's. However, the victory was by no means shared equally by all Indians. The precise effects of the
      "Green Revolution" on landless and small peasants is subject to debate, but there has certainly been no
      large-scale rise of people above the poverty line. The second alliance created a new dominant class of
      "kulak" farmers, permanently altering rural class relations and national politics.
    


    Social
    Impediments


    
      There were two major social impediments to the elaboration of the second market culture during the middle 1960s.
      First, the prices of foodgrains were not high enough (relative to the required inputs) to motivate farmers to
      take up the package of practices the second market culture required. This is evident from the experience of the
      Intensive Agricultural District Program during the early 1960s. This program sought to encourage farmers to take
      up a package of practices basically similar to that of the second market culture, although the seeds used by the
      IADP before 1966 were inferior to the HYV seeds. The IADP failed to increase output in the districts where it was
      applied, and it failed to induce farmers to take up the practices it recommended. Brown discovered there was no
      significant difference between IADP districts and other districts in the, increased use of inputs 1 She cites the effect of inappropriate
      prices.2
    


    
      An analysis of the differences in growth rates between IADP and other districts supports the conclusion that
      changes in output, yield, and growth rates were determined mostly by the profitability of crop production as determined by changes in relative prices, and
      technology and the adaptability of these changes to environmental resources. (Italics added)
    


    
      She adds3
    


    
      The IADP experience did demonstrate one point clearly: during most of the Third Five-Year Plan, Indian
      cultivators lacked adequate yield increasing technology and satisfactory benefit-cost relationships. ... Many
      cultivators who tried the recommended practice rates of application suffered net losses in income.
    


    
      This suggests that the inadequacy of foodgrain prices relative to input costs was one factor impeding the
      adoption of the IADP package of practices.
    


    
      Agriculture Minister, C. Subramanian also identified inadequate foodgrain prices as an obstacle to
      innovation.4
    


    
      
        Let me refer to some of the aspects of the new strategy. I propose to refer particularly to the social and
        political processes which accompanied the inception of the new strategy to discern some of the obstacles to
        social innovation. ...
      


      
        Easy availability of food under PL 480 (US aid program) ... had ... encouraged the advocates of cheap grain
        policy who did not quite realize the impact of such a policy on farmers' incentives.
      

    


    
      Subramanian sought to convince other government officials that "in the long run, only a remunerative price
      could lead to self-sufficiency."
    


    
      Another impediment to the elaboration of the second market culture was the inadequacy of finance. The practices
      involved in the Green Revolution required financial outlays on a scale that was unprecedented in Indian
      agriculture, both in aggregate terms and in terms of the capital needs of the average cultivator. As both
      Maharaja and Ladejinsky reported, the single most important reason for the inadequate use of fertilizer by the
      farmers they studied was the inadequacy of finance. Other inputs, such as tubewell irrigation, involved even
      larger capital outlays by farmers than did fertilizers. However, as of 1966, 80% of agricultural finance in India
      came from noninstitutional sources such as landlords and moneylenders who charged "usurious" interest
      rates5 These financing
      mechanisms lacked the capacity to increase rapidly the aggregate quantity of capital available to cultivators.
      And lacking expertise in the new technology to be financed, they were unable to distinguish between good and bad
      credit risks.
    


    
      Another social impediment in the second market culture involved the utilization of canal irrigation. In the early
      1960s a serious problem arose in major canal irrigation projects.6 Farmers were not utilizing fully the water available
      to them from the large canals. Anagol has analyzed the problem in the case of the first major postindependence
      irrigation project, the Tungabhadra system in Karnataka. 7 He found that the low utilization stemmed mainly from government policy: only the
      large canals were built, and it was left up to the farmers to agree upon the placement of field channels covering
      about 500 acres of land. The farmers also had to invest their own resources to dig these field channels. This
      raised formidable difficulties in working out the agreements among the many farmers. It was not until the
      irrigation authorities decided to extend their responsibility to channel the water out to fairly small areas of
      land that the farmers began to take fuller advantage of canal irrigation.
    


    The Property
    Regime


    
      MAIN PROPOSITION(b): Adapted property forms accumulate capital faster than all others.
    


    
      The main institutional adaptations of the second property regime concerned agricultural pricing, marketing, and
      finance. Two of its key innovations were the Agricultural Prices Commission (APC) and the Food Corporation of
      India {FCI). The APC was established in January of 1965.8 Its function was to advise the government on price policy for agricultural
      commodities, especially in regard to minimum support prices - declared by the government before " planting
      times to guarantee a minimum revenue to cultivators - and procurement prices - at which the government would
      purchase grains. Also the APC made recommendations on the legal framework for procurement. In 1966-67 the APC
      recommended a levy on producers obliging them to sell to the government a fraction of their crops based on the
      size of their harvests,9 The
      FCI was established at the beginning of 1965 on a relatively ad hoc basis "with the primary object of
      undertaking purchase, storage, movement and distribution of foodgrains and other foodstuffs in the southern
      States." 10 However,
      within two years the FCI had established offices all over the country and became the sole procurement agency of
      the central government
    


    
      Agricultural finance was the other major element in the second property regime. As noted, agricultural finance in
      India in the middle of the 1960s was overwhelmingly dominated by the noninstitutional sector.
    


    
      The major source of institutional credit at the village level at the beginning of the second
      alliance was the system of credit cooperatives. These local cooperatives were financed by state and central
      cooperative banks. At the next level was the Reserve Bank of India. In 1966-67 the Reserve Bank of India line of
      credit to State Cooperative Banks for seasonal agricultural operations and the marketing of crops was extended at
      an interest rate two percentage points below the bank rate, and the line for medium term loans was extended at
      1.5 points below the bank rate.11 There were also land development banks of the state and central governments
      which provided long-term credit for such purposes as minor irrigation and the installation of tubewells.
    


    
      The main features in the evolution of the property regime during the second alliance were the growth and
      development of the foodgrains procurement, grain storage, and price support systems, the progressive
      reorientation of state financial institutions toward agriculture, and the nationalization of banks. There were
      steady rises in the procurement and support prices for foodgrains and a fluctuating but discernible tendency
      towards the procurement of an increased share of the total foodgrain output These two trends are presented in
      Tables 7-1 and 7-2.
    


    
      Table 7-1:
      SUPPORT AND PROCUREMENT PRICES FOR RICE AND WHEAT
    


    
      
        
          
            	

            	Minimum Support Prices (R's. per quintal)

            	Procurement Prices (Rs. per quintal)
          


          
            	Year

            	Paddy

            	Red Wheat

            	Rice

            	Wheat
          

        

        
          
            	1965-66

            	35-40

            	42.50

            	

            	
          


          
            	1966-67

            	35-40

            	49.50

            	68-94

            	54-65
          


          
            	1967-68

            	42-44

            	52.00

            	73-95

            	65-95
          


          
            	1968-69

            	procurement prices

            	73-99

            	76-81
          


          
            	1969-70

            	procurement prices

            	73-99

            	76
          


          
            	1970-71

            	46

            	proc.

            	74-99

            	76
          


          
            	1971-72

            	46

            	proc.

            	74-99

            	76
          


          
            	1972-73

            	procurement prices

            	83-92

            	71-82
          


          
            	1973-74

            	63

            	85

            	98-119

            	105
          


          
            	1974-75

            	not announced

            	104-125

            	105
          


          
            	1975-76

            	not announced

            	117

            	110
          

        
      


      
        Source: Reserve Bank of India Reports on Currency & Finance.
      

    


    
      Between 1967 and 1975, there was approximately a four-fold increase in nominal terms, and a 71% increase in real
      terms, in direct institutional finance for agriculture. The average annual growth rate in institutional finance
      for agriculture during that period was 18%. In comparison, the average annual growth rate for total investment in
      India, as measured by gross fixed capital formation, during 1965-75 was only 12.6%.12 There was a major increase in loans issued by
      cooperative
    


    
      Table
      7-2: FOODGRAINS PROCUREMENT 1965-75
    


    
      
        
          
            	Year

            	Procurement

            	Product ion

            	Percent
          


          
            	

            	(mi ll ion tons)

            	(mi ll ion tons)

            	
          

        

        
          
            	1965-66

            	4.0

            	72.0

            	5.6
          


          
            	1966-67

            	4.0

            	74.2

            	5.4
          


          
            	1967-68

            	4.5

            	95. 1

            	4 . 7
          


          
            	1968-69

            	6.8

            	94.0

            	7.2
          


          
            	1969-70

            	6.4

            	99.5

            	6.4
          


          
            	1970-71

            	6.7

            	99.4

            	6.7
          


          
            	1971-72

            	8.9

            	108.3

            	8.2
          


          
            	1972-73

            	7.7

            	105.1

            	7.3
          


          
            	1973-74

            	8.4

            	97.0

            	8.7
          


          
            	1974-75

            	5.7

            	103.5

            	5.5
          


          
            	1975-76

            	9.6

            	99.8

            	9.6
          

        
      


      
        Source: Reserve Bank of India Reports on Currency 8 Finance
      

    


    
      banks and the commercial banks began to increase rapidly their advances to agriculture after they were
      nationalized in 1969. These trends are visible in Table 7-3.
    


    
      Table 7-3:
      INSTITUTIONAL FINANCE FOR AGRICULTURE 1967-75
    


    
      
        
          
            	Year

            	Total

            	Cooperatives

            	Scheduled Commercial Banks
          

        

        
          
            	1967

            	366.0

            	366 .0

            	0
          


          
            	1966

            	450.3

            	450.3

            	0
          


          
            	1969

            	557 .0

            	503.5

            	53.61
          


          
            	1970

            	724.0

            	540. 1

            	184.0
          


          
            	1971

            	818.0

            	743.8

            	N.A.
          


          
            	1972

            	882.8

            	614.0

            	N.A .
          


          
            	1973

            	1155.6

            	776. 1

            	N.A.
          


          
            	1974

            	1211.7

            	755.7

            	219.2
          


          
            	1975

            	1389.4

            	877.4

            	271 .7
          

        
      


      
        Source: Reserve Bank of India Reports on Currency 8 Finance.
      

    


    
      The property forms created in the first alliance endured during the second alliance. But the second alliance gave
      rise to a major new property form to be called the "kulak" property form here. The precise character of
      the transformation of the class structure in Indian agriculture has been the subject of considerable writing and
      debate.13 However, it is clear
      that the rise of new institutional structures relating to agriculture offered some peasants a new charter of
      property rights and obligations. The charter was not equally available to all cultivators. Even in areas where
      the Green Revolution has penetrated intensely, such as Punjab, small-holding peasants received far less access to
      the new institutions than others.14
    


    
      The distinctive features of the kulak property form are as follows. First, the kulak had access to institutional
      finance from cooperative credit societies, had access as a "priority sector" to credit from commercial
      banks,15 and had access to
      long- and medium-term credit from land development banks. So there came into being a class of farmers who could
      obtain large-scale financing from sources other than landlords and moneylenders. Second, the kulak had access to
      the government procurement system for marketing his harvest at procurement prices and was assured before planting
      that the prices of his products would not fall below a certain minimum support price. Third, the kulak had access
      at concessional rates to irrigation facilities built by the government, where such facilities existed. The kulaks
      benefited from the government's financing of the expansion of irrigation facilities. Fourth, the kulaks had
      access to government extension services for technical assistance in the production process.
    


    
      The question arises as to how to measure the growth of kulak assets. There is little data available that directly
      addresses this question, so it is necessary to seek proxy indicators. Assume that the fraction of HYV cultivators
      who used the rights of the kulak property form did not decrease between 1966 and 1975. Then, one can use the
      growth of area under HYVs as a lower bound for the growth rate of assets owned within the kulak property form.
      This index underestimates the growth of the monetized value of kulak assets. First, it ignores the rapid rise of
      land values due to the increased profit potential of land under HYV agriculture. Frankel found in Ludhiana
      district, Punjab, where HYVs were used extensively, the price of an acre of irrigated land went from Rs,
      1000-FÌS.5000 in the mid-1960s to Rs.5000-Rs. 10000 in the early 1970s.16 Further, this index ignores all other assets of kulaks such as
      machinery, draft animals, and inventories (or hoards). In the decade from 1966 to 1976, the kulak property form,
      as measured by the area under HYVs, accumulated assets faster than any other. This
      can be observed from Table 7-4.
    


    
      Table
      7-4: GROWTH OF PROPERTY FORMS 1965-76
    


    
      
        
          
            	Year

            	Area under HYVs

            	Public Sector (Rs.

            	Public Limited Companies

            	Private Limited Companies
          


          
            	

            	(million hectares)

            	crores)

            	(Rs. crores)

            	(Rs. crores)
          

        

        
          
            	1965-66

            	1.9

            	2415

            	5888

            	623
          


          
            	

            	(12)

            	(57)

            	(91)

            	(57)
          


          
            	1970-71

            	15.4

            	4247

            	6439

            	1079
          


          
            	

            	(100)

            	(100)

            	(100)

            	(100)
          


          
            	1975-76

            	32.2

            	10424

            	11479

            	1438
          


          
            	Average

            	(209)

            	(245)

            	(178)

            	(133)
          


          
            	Gtrth Rate

            	36 .9%

            	15.8%

            	6.9%

            	8.7%
          

        
      


      
        
          Numbers in parentheses are index numbers with 1970-71=100.
        


        
          Sources: RBI Bulletins and Reports on Currency and Finance. Private corporate assets computed in sane manner
          as for Table 5.1
        

      

    


    The Property
    Regime Interacting with the Market Culture


    
      MAIN PROPOSITIONS): The newly adapted, fastest accumulating, property forms concentrate
      their accumulation in the growth ensemble.
    


    
      Recall that there were two major social impediments to the elaboration of the second market culture. The first
      was the inadequacy of prices in the early 1960s, and the second was the incapacity of the noninstitutional
      financial sector to meet the new capital needs of HYV agriculture. The second property regime was adapted to
      remove these social impediments.
    


    
      Consider first the procurement pricing policies of the government and their effect on the profitability of HYV
      agriculture. Between 1963 and 1975 there was a slow but sustained shift in the terms of trade in favor of cereals
      and against manufactures. Between 1962-63 and 1975–76 the price index of cereals increased by 3.13 times, against
      a rise by a factor of only 2.64 over the same period for manufactures.17 The question arises as to the connection between the movements in
      government support and procurement prices and this relative price shift Mitra has argued forcefully that such a
      connection exists.18
    


    
      We must however, explicitly discuss the modalities of official intervention for raising farm prices and tilting
      the terms of trade against non-farm goods. Apart from fiscal and monetary measures, the
      instrument which has been most effectively deployed for the purpose during the past decade is the network of
      administered prices policy for the farm sector. Both minimum support prices ... and procurement prices ... have
      been repeatedly pushed upwards during the period since 1964-65, irrespective of the size of the crop and of other
      considerations. This has had two effects. First, official agencies, as the leading price-setters in the case of
      each crop, have immediately succeeded in imparting a bullishness to the state of market expectations. While at
      the operational level the policy of minimum support prices has not played a significant role, the same can hardly
      be said in regard to procurement prices: in quite a number of years, and in the case of quite a number of
      foodgrains, the increase in the level of official procurement prices by a certain proportion has acted as a
      signal for a spurt in open market prices by a similar proportion. Second, as the pitch of market prices in the
      case of a particular crop has been queered by the rise in its procurement price, the prices of other crops too
      have risen in sympathy, and the increase in farm prices has emerged as a general phenomenon.
    


    
      He defends his thesis against attack from the arguments that prices are set by a competitive market since
      collusive price-fixing among forty million or more producers is impossible, and that the effect of government
      procurement prices is slight since no more than around 10% of the harvest is procured. Mitra says the market
      operations of big farmers constitute a psychological "focal point" for the whole market, giving them an
      influence over prices out of proportion to their market shares.19
    


    
      At the prevailing prices, agriculture was a far more profitable activity than manufacturing. Bhattacharya and
      Majid discovered that profits came to 47% of total revenues for both big and small farmers in Punjab in
      1972-73.20 Roy found that at
      procurement prices for 1968-69, the average profitability per acre was 44% of total revenues for HYV rice and 74%
      of revenues for HYV wheat21
      Mitra shows that during 1967-72 profit margins on wheat, in the three main wheat-growing states, Punjab, Haryana,
      and Uttar Pradesh, were consistently above 20%, and in Uttar Pradesh reached 70% of procurement
      prices.22
    


    
      Krishnaji showed that in the early 1970s returns on wheat were 60% of sales in Haryana, 54% of sales in Punjab,
      and 63% of sales in Uttar Pradesh at procurement prices, and returns on paddy were 38% of sales in Andhra
      Pradesh, and 50% of sales in Orissa at procurement prices.23 In contrast, between 1965 and 1976, gross profits
      never exceeded 11.4% of sales for the industrial public limited companies studied by the Reserve Bank of
      India.24 This data shows that
      the second property regime rendered the kulak cultures far more profitable than those associated with other
      property forms. This would account in part for the higher rate of accumulation-within that property form.
    


    
      The second social impediment to the growth ensemble was inadequate financing for cultivators. Knowing that
      institutional finance went from 15% to 35% of agricultural finance between the mid-'60s and the late 70s, and
      that institutional finance to agriculture went from Rs.366 crores in 1967 to Rs.2186 crores in 1978, it follows
      that noninstitutional finance went, approximately, from Rs.2000 crores in 1967 to Rs.4000 crores in 1978.
      Discounting for a cumulative inflation of 100% over that period, it represents virtually no real increase. Thus
      all the real growth of agricultural finance in that period came from the newly created institutional sector.
    


    
      Available evidence suggests that kulak proprietors would have concentrated their investments in the growth
      ensemble. In 1970-71 the National Council of Applied Economic Research studied the agricultural credit
      requirements of a sample of farmers overrepresenting those in the IADP, in the Intensive Agricultural Area
      Program, and those with large holdings.25 They found that 68% of institutional credit, comprising government, cooperative,
      and bank credit, went to farmers .using HYV techniques. In comparison, only 46% of moneylender credit went to HYV
      farmers.26 Recall that a
      defining feature feature of the kulak property form is the use of institutional credit So 68% of kulak borrowing
      in this sample was invested in the growth ensemble.
    


    The Image of
    Progress


    
      MAIN PROPOSITIONS(c): An image of progress retains credibility in its implementing
      coalition.
    


    
      In 1967 a new image of progress was emerging after a period of crisis. There was a delay in the formulation in
      the Fourth Plan, and instead Annual Plans were formulated for the years 1966-67 to 1968-69. In the 1966-67 Annual
      Plan, the planners acknowledged the developmental crisis:27
    


    
      There is little dispute that progress in the Third Plan period has been less than adequate and less than
      anticipated Although in financial terms the Plan targets will have been reached, several of
      the physical targets of production and capacity will not be achieved by March, 1966 - the most significant
      shortfalls being in the agricultural sector. The unprecedented difficulties that the country had to face in
      1965-66 in the form of a severe drought and a severe restriction on imports, have further contributed to making
      the actual position less satisfactory than it might otherwise have been.
    


    
      Under pressure from the emerging political consensus for agriculture, the planners accepted Subramanian's
      quick - yielding strategy of agriculture development They wrote28
    


    
      The highest priority is being given to agriculture and in other sectors of the economy, to activities catering to
      the needs of agriculture.
    


    
      They called it the "New Agricultural Strategy," identifying a set of interdependent programs to address
      critical shortages.29
    


    
      While formulating proposals for 1966-67, agricultural development has been visualised not as fragmentary and
      individual schemes but as a plan of coordinated and integrated programmes, each programme including a number of
      interconnected schemes. This approach marks a certain departure in the strategy for agriculture. The new strategy
      for agriculture is also founded - and in fact constitutes the main feature of the new approach - on the premise
      that the problem of raising agricultural production is not so much the backwardness of the farmer as
      insufficiency of modern inputs like chemical fertilizers, irrigation, pesticides and new
      crop varieties of proved genetic capabilities. (Italics added)
    


    
      Observe that the planners themselves recognized the superior coherence and practicality of this conception as a
      "departure" from the one animating the Third Plan's approach to agriculture.
    


    
      The Fourth Plan commenced in 1969 with a new Planning Commission. The "New Agricultural Strategy"
      continued to command a central position in the planning logic. The planners identified the main needs as overall
      growth, price stability, and national economic independence. The key to achieving these goals was held to be
      agriculture.30
    


    
      
        In the Indian situation at present the supplies and prices of agricultural commodities, particularly of food,
        play a crucial role in attaining stability. Therefore, continuing increase in agricultural production and food
        supplies and careful management of available supplies must have a pivotal position in Indian Plans.
      


      
        ... The continuity of even this moderate rate of growth is likely to be threatened if
        instability emerges because of the weakness on the food front and too great a dependence on foreign aid. The
        Fourth Plan aims at acceleration of the tempo of development in conditions of stability and reduced
        uncertainties. It is proposed to introduce safeguards against the fluctuations of agricultural production as
        well as the uncertainties of foreign aid in the period of the Fourth Plan. Together with programmes of
        increased agricultural production the Plan provides for the building of sizeable buffer stocks to even out the
        supplies of foodgrains and other measures to stabilise foodgrain prices and the price level in general.
      

    


    
      By contrast, the Fourth Plan approach to industry was characterized by an emphasis on consolidating existing
      capabilities.31
    


    
      
        The industrial programmes and policies for the Fourth Plan have been conceived keeping in view the need to
        correct imbalances in the industrial structure and to bring about conditions within which the maximum
        utilisation of capacity already built up is achieved. At the same time conditions have to be brought about for
        a vigorous growth in industrial output and capacity without any undue burden on balance of payments. In broad
        terms, the objectives of investments in the industrial field are:
      


      
        (1) completing investment in relation to which commitments have already been made;
      


      
        (2) increasing existing capacities to levels required for present or future developments, in particular,
        providing for more adequate internal supplies of essentials in increasing demand or needed by import
        substitution or for export promotion; and
      


      
        (3) taking advantage of internal developments or availabilities to build new industries or new bases for
        industries.
      

    


    
      The main priorities here were to "complete investments" and to attain "maximum utilization of
      capacity". No longer was there the emphasis on steel or on "machines which build machines".
    


    
      The draft of the Fifth Plan had a different character from that of the Fourth Plan In the statement of the
      "objectives and policy frame of the Fifth Plan," the discussion was largely on the methodology of
      planning rather than on the substance of policy. There is an explicit discussion of the need for a "policy
      frame".32
    


    
      Since planning inevitably implies the pursuit of multiple objectives, the absence of a policy frame, which
      indicates the necessary coordination between instruments and targets, has resulted in the past in less-than-full
      achievement of the targets.
    


    
      There is also a discussion on the need for the "coordinated deployment of all
      instruments available to the Government,"33 and on the need for the "assignment of instruments to targets (to be) done
      in a manner which takes account of the institutional factors in operation and thereby minimize the strain on
      administrative and implementing agencies."34 There are further methodological discussions on "policy" toward
      resource mobilization, balance of payments, science and technology policy, public investment, private investment
      and savings, black money, and income distribution.35 But all these discussions focus on the formal rationality of planning and
      implementation, rather than on a concrete set of actions to be carried out within such a formally rational plan
      that will yield progress.
    


    
      The Fifth Plan's concrete development strategy Is discussed only In sections pertaining to individual
      sectors. At no point is there any explicit, nonquantitative discussion of overall development strategy in such
      terms as the relationship between agriculture and industry or how the particular needs of various sectors will be
      met by other sectors. There is a detailed quantitative presentation on planned sectoral growth rates based on
      expected input-output coefficients. But there is no attempt to express the intuitive logic underlying the
      quantitative model, as had been the case for previous Plans. So the Fifth Plan identifies no core sectors, and
      hence no image of progress.
    


    
      However, the strategies discussed at the sectoral level were relatively coherent within the boundaries of the
      sectors themselves. On agriculture, the Fifth Plan stated36
    


    
      
        The Fourth Plan strategy of agricultural production was based eminently on the exploitation of the
        high-yielding varieties of cereals and multi-cropping programme, both of which had been tried and found
        feasible in the Plan interregnum period of 1966-69. The other part of the strategy comprised involvement of as
        large a part of the rural population as possible, especially the small farmer, the farmer in the dry areas and
        the agriculture labourers. The intensive production strategy has revealed certain deficiencies which are now
        sought to be corrected in the Fifth Plan.
      


      
        High-yielding varieties programme in the Fourth Plan revealed that its impact was mainly in wheat and bajra and
        not in rice and jowar. The progress of maize was patchy. The steps taken to identify the weaknesses in the rice
        programme have led to the introduction of new varieties developed for regional agro-climatic preferences. The
        main bottleneck was traced to the bad water management mainly in the irrigation commands of the major and
        medium irrigation projects in the country. A large programme of integrated development of irrigation commands
        in 50 major irrigation projects covering 14 million hectares is being put through in the Fifth Plan.
      

    


    
      Thus the basic thrust of the New Agricultural Strategy - to provide the farmers with
      "modern" inputs - was sustained, and irrigation was identified as an especially critical shortage.
    


    
      in industry, the Fifth Plan set out four objectives. They were
    


    
      	"Rapid growth of core sector37 industries, defined as steel, nonferrous metals, fertilizers, mineral oils,
      coal, and machine building.


      	"Export production."


      	"Adequate supply of mass consumption goods."


      	"Restraint on the production of inessential goods.38 However, there is no discussion of synergy among these goals or of trade-offs or
      contradictions. In that sense the industrial strategy is relatively unintegrated.

    


    
      To analyze the image of progress of the second alliance one must concentrate on the image expressed in the Fourth
      Plan. The priority social needs were the acceleration of development and national economic independence by the
      rapid expansion of agriculture. Industry was required to consolidate the gains of the previous decade. The
      critical shortages were modern agricultural inputs. Hence the core sectors to fulfill these needs were to be HYV
      agriculture and its complements, specifically HYV cereal crops, fertilizers, irrigation, and agricultural
      machinery. There was an initial concentration on already well-irrigated areas, mainly northwestern India, however
      it was recognized that irrigation had to be spread throughout the country.
    


    The Implementing
    Coalition


    
      Let us establish what the implementing coalition for the second image of progress was. Its core sectors were
      agriculture and related sectors. The following agencies had authority to alter, administer, or enforce charters
      of "corporations" in those areas.
    


    
      	- The Prime Minister.


      	- The Ministry of Food and Agriculture formulated and executed agricultural programs, such as the HYV
      Program, administered agricultural institutions, such as the Food Corporation of India, set procurement and
      minimum prices, and had a host of other agriculture related responsibilities.


      	- The Ministry of Finance allocated the Government budget and foreign exchange, set tax rates, etc.


      	- The Reserve Bank of India was responsible for setting credit policy. It was the major source of finance for
      agricultural credit cooperatives.


      	
        - The Ministry of Irrigation and Power had authority for administering the construction
        and operation of central government irrigation and rural electrification facilities.
      


      	- The Ministry of Petroleum and Chemicals regulated public sector fertilizer projects, set licensing policies
      for private sector fertilizer projects, and administered the distribution of all imported and some domestic
      fertilizers.


      	- The state governments had extensive authority over agriculture within their boundaries. The state
      agriculture departments functioned to educate cultivators through extension services, and to distribute inputs
      such as seeds and fertilizers. The state governments administered the state cooperative banks which were apex
      institutions for the village level cooperative credit societies. States also set electricity rates and allocated
      electricity distribution between agriculture and industry. And they performed some procurement and price setting
      functions.39

    


    
      In 1968 there was a major Institutional reform in center-state relations in the area of economic planning. The
      Administrative Reforms Commission of the central government recommended that the states be allowed "full
      initiative and freedom of action." The central government responded by instituting a new procedure for
      allocating central financial assistance to the states. In the past, central assistance had been closely tied to
      particular projects planned by the central government. The new formula allocated assistance mainly on the basis
      of population, extent of poverty, and tax effort among the states. In this wav states were given unprecedented
      freedom to formulate their own plans.40
    


    
      National arid state elections in 1967 thoroughly reshuffled the second implementing coalition. The Congress party
      registered its worst electoral performance since independence. The Congress margin of majority in the Lok Sabha
      was reduced to 25, In eight states - Bihar, Kerala, Madras, Orissa, Punjab, Rajasthan, Uttar Pradesh, and West
      Bengal Congress failed to win majorities in the state assemblies. In most of these states there was considerable
      parliamentary instability; a few defecting legislators could bring down a government
    


    
      Facing these results in 1967, the Congress party leadership reacted by seeking to maintain the unity of the
      party. Morarji Desai, who had lost the contest to succeed Shastri to Indira Gandhi, was appointed to the Cabinet
      as Deputy Prime Minister and Finance Minister. He reports. being told that his participation In the cabinet was
      necessary to maintain the strength of the party in the Lok Sabha.41 After the cabinet was formed, it was necessary to
      reconstitute the Planning Commission. In their negotiations to bring Desai into the Cabinet, Indira Gandhi and
      Desai had agreed that persons who had lost their seats in the elections should not be appointed to high posts in
      the Government.42 However,
      Planning Minister Ashok Mehta had proposed that Subramanian, who had lost his seat, be appointed as Deputy
      Chairman of the Planning Commission. Indira Gandhi argued in favor of this proposal with Desai. However, Desai
      rejected the proposal, claiming that while Subramanian was "a very capable person and (could) do the work
      very well" it was important to obey the principle of not appointing those who were defeated in the election
      to high posts.43 Ultimately,
      Gandhi and Desai agreed upon the selection of the proagriculture economist DR. Gadgil for that post
    


    
      Let us now establish whether the agencies in the implementing coalition did in fact believe the second image of
      progress.
    


    The Prime Minister and
    the Planning Commission


    
      That Gandhi argued in 1967 in favor of appointing Subramanian suggests that she accepted his well-known views
      regarding the requirements of agricultural development and their implications for overall development44 Further, since the Prime Minister is
      the chairman of the Planning Commission it is highly unlikely that the Planning Commission would publish a Plan
      that the Prime Minister disagreed with. So the Fourth Plan document, published in 1969, is evidence that Indira
      Gandhi accepted the second image of progress at that time. However, this acceptance did not endure beyond 1971.
      After the Congress party split in 1969, Indira Gandhi began to advocate programs oriented specifically to small
      farmers and agricultural laborers. These two groups had gained little from the Green Revolution. However, there
      did not emerge any alternative image of progress to guide these programs.
    


    
      In 1969 she took the post of Finance Minister. In her 1970 budget speech to Parliament she said:45
    


    
      
        It is generally accepted that social, economic and political stability is not possible without the growth of
        productive forces and the augmentation of national wealth. Also, that such growth and increase in wealth cannot
        be sustained without due regard to the welfare of the weaker sections of the community.
      


      
        Therefore it is necessary to devise policies which reconcile the imperatives of growth with concern for the
        well-being of the needy and the poor. Measure have to be devised which, while providing welfare, also add
        momentum to productive forces. Any severance of the vital link between the needs of growth
        and of distributive justice will produce both stagnation and instability. Both must be avoided.
      

    


    
      While she does identify social needs (growth and distributive justice), she specifies no critical shortages, no
      imbalances - no core sectors crucial to the desired kind of growth. Of the growth prospects in the economy she
      said:46
    


    
      If the opportunities for growth, which are now available, are to be seized fully, the Central and State
      governments must make adequate provision for developmental outlays in the coming year. Private investment in
      agriculture, small industry and construction has been buoyant for some time now; and there is a revival of
      interest in investment of organized industry. A decisive increase in Plan outlay in the public sector will also
      stimulate productive investment in the private sector.
    


    
      Thus the "opportunities for growth" are seen to cover virtually the entire economy; agriculture,
      small-scale industry, organized (larger scale) industry, and construction. There is no discussion of synergies,
      linkages, or tradeoffs among sectors. This stands in sharp contrast to the highly focused priorities and
      opportunities envisioned in the Fourth Plan document and, for the first alliance, in the Second and Third Plan
      documents.
    


    
      These new ideas on development strategy followed Indira Gandhi's shift to the left, at least at the
      rhetorical level, following her break with the old guard of the Congress party in 1969. And the ruthlessly
      suppressed Naxalbari uprising, with its revolutionary intent, provided further incentive for placating the poor.
      While the new thinking on development can be viewed as a consequence of these two events, it did not constitute
      an alternative image of progress. Absent any competition, the second image of progress endured in those parts of
      the implementing coalition that were the most critical for removing social impediments to the second growth
      ensemble, as we shall see. And those elements in the government which most prominently articulated the new growth
      and redistribution strategy, did not interfere with the activities of the remnants of the second implementing
      coalition, regarding them as essential for the growth part of their strategy.
    


    
      The pursuit of the new strategy brought Gandhi into conflict with the Gadgil Planning Commission. In 1971, Indira
      Gandhi won a landslide victory in the elections under the slogan of "Remove Poverty!" Immediately after
      the elections, Gadgil and all the members of the Planning Commission resigned. Gandhi appointed C. Subramanian to
      head the commission. Subramanian had by this time abandoned his advocacy of concentrating on the "new
      agricultural strategy."
    


    
      After that point, the Planning Commission ceased to express any image of progress in its main documents. A 1972
      document entitled "Approach to the Fifth Plan" takes the following view.47
    


    
      Removal of poverty and attainment of self-reliance are the two major tasks which the country
      has set out to accomplish.
    


    
      The planners wrote that48
    


    
      The desired composition of the growth process can be obtained by following a policy of massive employment
      generation which will sustain and will be sustained by much greater availability of goods and services of mass
      consumption.
    


    
      Arid the sectors deemed the most efficient at generating employment were HYV agriculture and
      construction.49 However, it is
      not the case that HYV agriculture and construction, or indeed any other set of sectors, were identified as the
      being the highest priority sectors. Equal billing is given to both agriculture and industry. As we have seen,
      this absence of core sectors endured through to the Fifth Plan.
    


    The Ministry of Food and
    Agriculture


    
      Each annual report from the Ministry's Department of Agriculture between 1966-67 and 1975-76 emphasized that
      the expansion of the HYV program was the primary method to increase agricultural production. In 1974, in the
      regional meetings between officials of the ministry and state governments, particular attention was paid to the
      implementation of programs. relating to expansion of area under high-yielding varieties, arrangements for the
      production of quality and high-yielding seeds, the best use of available fertilizers and fulfillment of targets
      of minor irrigation.50 While
      the new programs for assisting small and landless peasants were partly under the authority of the agriculture
      ministry, it is clear that the main features of the Fourth Plan approach to agriculture the second image of
      progress - guided the ministry through 1975 despite the shift in strategy by the planners and the Prime Minister.
    


    The Ministry of
    Finance


    
      Morarji Desai was the minister during 1967-69. He described his participation in the planning process as
      passive:51
    


    
      I always participated in the discussions which took place in the Planning Commission on mobilizing financial
      resources, and I used to give them an indication of the maximum limit to which resources could be mobilized The
      financial resources which were mobilized were alloted to different Ministries and States by the Planning
      Commission. I took part in this task also, but I always agreed with the arrangements made by
      the Planning Commission, I adopted this policy as I wanted to see that it was done objectively.
    


    
      In his budget speech in 1969, he said:52
    


    
      While food production has increased, we have still a long way to go before we can assure satisfactory levels of
      consumption for our growing population. Imports of agricultural raw materials and foodgrains are still sizeable.
      Investments in agriculture, including those in research, inputs such as fertilizers and water and provision of
      credit and storage facilities, must therefore, have a prior claim on our limited resources matched only by the
      attention to family planning.
    


    
      Thus it is clear that Desai accepted the overall approach of the Gadgil Planning Commission - the second image of
      progress.
    


    
      However, Desai was purged from the Cabinet in the 1969 Congress split and was replaced as Finance Minister by
      Indira Gandhi. Her budget speech has already been discussed. She was followed by Y.B. Chavan, who remained in
      that office until 1975, when he was replaced by C. Subramanian. Chavan's budget speeches in each of his years
      in office followed basically the same themes expressed by Indira Gandhi in her speech in 1970.
    


    Reserve Bank of
    India


    
      In 1967, L.K. Jha was appointed as Governor of the Reserve Bank. Of course Jha had been instrumental in the
      ascendance of the second image of progress during Shastri's tenure. In his first meeting with bankers he
      issued advisory guidelines according to which sectors should be assigned priority. The sectors were agriculture,
      small-scale industries, export industries, and engineering industries.53 The Reserve Bank formalized this designation after the
      nationalization of banks in 1969 and declared agriculture to be a priority sector, along with small-scale
      industry, and other small businesses. This designation was maintained during the period of 1967-75.54 In addition, the Bank maintained a
      policy of increasing its support to agricultural credit cooperatives. During 1967–75, Reserve Bank credit to
      cooperatives increased at an average annual rate of 15.3%.55 Thus we observe a stable pattern of sectoral credit allocation priorities
      placing agriculture in the highest rank. Indeed there was no shift in these priorities following the the
      introduction of the new growth and redistribution ideas after 1969.
    


    
      The Ministries of Irrigation and Power and of Petroleum and Chemicals also accepted their roles in the second
      image of progress. The Irrigation and Power Ministry sought to reorient rural
      electrification to energize pumpsets for irrigation. The ministry also stepped up its efforts to ensure the
      utilization of existing irrigation capacity.56 The Ministry of Petroleum and Chemicals sought to accelerate the development of
      the fertilizer industry to meet Plan targets.57
    


    
      We have noted that the state governments were part of the implementing coalition. In 1967, non-Congress states
      came to power in several states. However, virtually all of these states accepted the "new agricultural
      strategy" outlined by the central government. Subramanian noted in 1968 (he was out of office at the time)
      that:58
    


    
      It has been fortunate for us that notwithstanding political changes in many states, the new strategy found
      acceptance and adaptation in all the states in India.
    


    
      This was true in spite of the unprecedented freedom in economic policy awarded to the states under the new
      formula for central assistance. The three most important Green Revolution states - Uttar Pradesh, Punjab, and
      Haryana - contained 69% of the irrigated area in India as of 1969.59 The documents of the state Fourth Plans of these states reveal an
      acceptance of the need to promote agriculture and of the strategy of the HYV program.60
    


    The Image of
    Progress Acting upon the Property Regime


    
      MAIN PROPOSITION(e): The implementing coalition, guided by the image of progress,
      adapts property forms to remove social impediments from the core sectors.
    


    
      The agriculture-oriented image of progress produced several new agriculture-related institutions, reoriented
      existing institutions toward agriculture, and intensified the activities of existing agriculture-related
      institutions. In a speech to the Banker's Club in New Delhi a few months after nationalizing their banks in
      1969, Indira Gandhi emphasized the importance of agricultural finance.61
    


    
      The nationalization is an opportunity and a challenge to the banker to cast himself in a dynamic and innovating
      role. Rural banking in particular, will require new techniques and methods of work. The attitudes of conventional and conservative banking will not be enough if banks are to foster and
      enlarge the oncoming agricultural revolution, and to benefit from the substantial incomes which it is generating
      in the rural areas.
    


    
      The Fourth Plan listed its agricultural institutions and proclaimed them as the supports that would spur
      cultivators to fulfill the Plan.62
    


    
      It may be pointed out here that substantial allocations have been made in the Plan to some of the more strategic
      financial and other institutions, old and new, connected with these programmes. Including those to which
      reference has already been made, some of the relevant institutions are: cooperative banks, credit societies,
      marketing societies and National Cooperative Development Corporation (for credit, marketing, processing and
      storage); the Agricultural Refinance Corporation, Land Development Banks and Rural Electrification Corporation
      (for land reclamation, soil conservation, minor irrigation and energisation of pumpsets); Agricultural Credit
      Corporations; Agro-industries Corporations (in connection with agricultural machinery); Food Corporation and
      Fertilizer Credit Guarantee Corporation (for food and fertilizer, as also storage); and Central Warehousing
      Corporation and State Warehousing Corporation (for storage). Assured of stability of prices, supported by
      research and know-how, given the credit, inputs, services and other supplies he needs, the farmer - it would seem
      in the light of recent experience - can be trusted to achieve in the next few years the level of production
      envisaged in the Plan.
    


    The Market
    Culture Acting upon the Image of Progress


    
      MAIN PROPOSITION(d): The growth ensemble coincides with the core sectors of the image
      of progress.
    


    
      The core sectors of the second image of progress were the HYV cereal crops, fertilizers, irrigation, and
      agricultural machinery. The second growth ensemble consisted of precisely these sectors. Further, we find
      evidence of the implementing coalition reflecting back upon the recent development experience and seeking
      reinforcement of their choice of core sectors. The Fourth Plan, written in 1969, states63
    


    
      The eight years since the commencement of the Third Plan have been significant years for Indian agriculture. This
      is particularly true of the latter half of the period. It has been marked by near disaster and much achievement.
      And also, more importantly, it has held out great promise for the future. The farmer responded readily to a
      combination of good prices, high-yielding seeds and adequate fertilizers. He took to improved farm practices, as
      he did to nontraditional farm inputs with considerable enthusiasm. Also, there was a
      remarkable expansion in the exploitation of ground water resources particularly from 1965-66 to 1967-68. There
      was an increasing shift from subsistence to commercial farming. Insofar as optimum production was sought as a
      matter of deliberate policy in the best endowed and most promising areas, there emerged what has come to be known
      as the new strategy of agricultural development
    


    
      In spite of Indira Gandhi's espousal of a different strategy during the early 1970s, she acknowledged the
      validity of the basic causal hypothesis of the second image of progress: that promoting HYV agriculture would
      lead to sustained increases in food production. She said in 1971:64
    


    
      In agriculture, we have disproved the prophecies of certain experts and have achieved near self-reliance. Bumper
      wheat crops have been the result not of good weather only but also of the systematic adoption of
      high-productivity techniques. The hands of our farmer have been strengthened by a powerful weapon science-based
      technology. This is evidence of what can be achieved when ' there is a team spirit amongst scientists,
      administrators, extension workers and farmers and when plans and implementation are dovetailed.
    


    
      Clearly, the planners and the Prime Minister believed the recent agricultural success had been caused by the
      adoption by the "farmer" of the ensemble of techniques envisioned in the second image of progress.
    


    Reproduction
    of the Second Dominant Alliance


    
      The data of this chapter is summarized as a triangular cycle of reproduction in Figure 7-1.
    


    
      [image: Image]

      
        Figure 7-1: REPRODUCTION OF THE SECOND ALLIANCE
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    Conclusion


    
      Development is a process of social learning. Persons are able to perceive the possibilities of fruitful
      innovation only by entrepreneurial participation in the productive process. Enterprises must learn meanings of
      competence that serve the greater competence sought by the market culture. This learning is individual and local,
      but equally collective and global. It is a self-sustaining process of learning and teaching amongst an
      entrepreneurial community.
    


    
      Once this collective learning process begins, it draws entrepreneurs inward; it makes them interdependent for
      continued learning. If only a narrow segment of society can overcome the barriers - erected by the market culture
      - to entry into the entrepreneurial community, then this centripetal tendency becomes a divisive and exclusionary
      tendency as well. But nothing in the present theory precludes the possibility of mass entrepreneurial
      participation in a growth ensemble. Anyone can innovate by elaborating upon what he or she has already learned.
      The critical competence for development in India and other Third World countries is not limited to what is
      knowable only to the highly educated. Narrow, mass-excluding learning processes arise because they do-not connect
      with the knowledge of the masses. While that is no accident, it is not inevitable.
    


    
      The role of the state in development is fundamentally to create and adapt norms, especially the property regime,
      within which the learning process can proceed. The capacity of a fixed norm to nurture an entrepreneurial
      learning process is always receding. Normative and administrative learning must accompany entrepreneurial
      learning, and the direction of each influences the direction of the other. But the property regime does not
      contain the kind of moral and economic concepts necessary for its own adaptation. The state must articulate a
      vision in which the legal order of property is subservient to a higher mission, to progress. The image of
      progress commences as a collection of tentative and undeveloped ideas, but if it connects with the right
      entrepreneurial community it can gain credibility, coherence, and detail.
    


    
      The norms of development will contain in their very form the seed of dominance. Who dominates, and the fate of
      the dominated, depend on the content of the particular norms. The state may be able to relegate the masses to
      marginality, by convincing them of their own unworthiness of a deeper role, by dividing or distracting them, or
      by even less subtle means. But it does not have to be so. Dominant alliances can be narrow or mass-immiserating,
      or they can include the masses and value their creativity. There is no intrinsic limit to the size of dominant
      alliances. There can be an alliance between an innovative majority elaborating their inherited skills and
      learning new skills, and a state with the vision to remove the obstacles from their path.
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