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Introduction

Poverty remains wide spread in India and a crucial issuthé contemporary globalization
era during which inequalities between nations aatlvben citizens of a same nation are
increasing, in developing as in developed countiie®, 2008¥. Social stability is viewed as
supportive to economic growth, and poverty can didya threat for its continued existence,
making the definition of pro-poor policy a prioritindian poor are in great majority workers
of the informal economy with a subsistence levelirmfome, and they are also often the
majority stakeholders of Indian clusters, in othards, sectoral agglomerations of firms,
which are a common form of production organisatiothe country. The concept of cluster in
regional science does not limit itself to firmsalso encompasses their environment, namely,
local institutions and culture; and by broadening $cope of a “purely” economic analysis of
cluster trajectories to include social elements lagdlized specificities, sometimes rooted far
back in history, a realistic multidisciplinary euation could be envisaged.

This study attempts to assess the accuracy ofecldsivelopment policy aiming at sustainable
poverty alleviation as actually deployed in theiémdhandloom sector. A review of the cluster
concept, from its inception to the main contempgragional science perspectives concerned
with agglomerations of enterprises begins the rebe#o continue with an introduction to the
main school of thoughts interested in the role nbwledge and learning, an asset and a
capability essential to innovation, the driver obntemporary economic growth. An
investigation of what innovation means and of thet$ to innovation and learning follows. A
tentative classification of clusters and policy siderations conclude this first section. Indian
clusters are then explored. The contribution to Itidian economy of Small and Medium
Enterprises (SMEs), which are in great majorityrapag in clusters, is firstly highlighted.
The trajectories of the Agra footwear cluster amdCxissa silver filigree cluster are then
considered with a particular attention to the labquestion, poverty being primarily a labour
issue. The investigation of the Tiruppur knitwedrster follows; its evolution shows that a
demand-led growth does not necessarily resultdeveelopment on a high road to growth, a
path supposing innovation and increased produgt(fAykeet al., 1990). The effectiveness of
‘collective efficiency’, the competitive advantagesulting from the combination of the
externalities linked to proximity and joint actig@chmitz, 1999), is then discussed in the light
of the experiences of an Uttar Pradesh saddlestariiand Tamil Nadu leather clusters. The

1A common method used to measure poverty is bas@éucomes or consumption levels. A person is comsidipoor if his

or her income or consumption level falls below sonigimum level necessary to meet basic needs.miisnum level is
usually called the "poverty line". What is necegdarsatisfy basic needs varies across time aneétsex: Therefore,

poverty lines vary in time and place, and each trgurses lines which appear appropriate to itsllef’development,
societal norms and values. The World Bank fixeditiernational poverty line at $ 1 a day in 200dséd on a 1993 cost-
of-living data, the best available at the time, dngount was revised in 2008 to $ 1.25 a day in 20@%®s, a review which
showed that 400 million more people lived below plogerty line in 2005 than earlier thought, cf.
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXDVERTY/0,,contentMDK:20153855~menuPK:373757~p
agePK:148956~piPK:216618~theSitePK:336992,00.ramd, also
http://fecon.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EPRESEARCH/0,,contentMDK:21882162~pagePK:641654
01~piPK:64165026~theSitePK:469382,00.html

The designations “developed” and “developing” coiestis intended for analytical convenience andhalionecessarily
express a judgement about the stage reached bti@fz country or area in the development process



studies of two Cluster Development Programmes (GDielving artisans conclude this
introduction to Indian clusters; the former was Idged in the Jaipur block printed textiles
cluster, under the aegis of UNIDO, and the latta@sveonducted in the Athani footwear
cluster, in Karnataka, by an association of stateate sector and non-profit organisations,
including a government educational institution.igmdhandloom clusters are the focus of the
third section. The sector is first apprehended faomacro, mesoand micro perspective to
continue with an introduction to the Integrated Hlaom Cluster Development Programme
(IHCDP) actually implemented by the Entrepreneyrdbevelopment Institute of India (EDII)
under mandate of the Office of the Development Caaioner for Handlooms in twenty
clusters. The Varanasi and Chanderi handloom chkjstdich are among the twenty localities
benefiting from the scheme, were chosen for the sagdies, Varanasi being the pilot cluster
of the programme, and Chanderi, one of the Indilusters where the UNIDO cluster
development methodology was previously deployece Tdatures and trajectories of both
localities are first reviewed, to then explore mxdjve institutional intervention. A discussion
of outcomes and of possible alternative approaehédsmeasures that might prove supportive
of further policy definition concludes each clusteview. An overall evaluation of the opted
cluster development methodology and of its impacpoverty, as well as a summary of the
suggested policy innovations, conclude the section.

® ‘On the meso-level, state and social agents f&gatoncepts of political backing and promoteftirenation
of social structures’, cf. http://tiss.zdv.uni-tirepen.de/webroot/sp/barrios/themeB1b.html



1. The Conceptual Framework

The success of some ltalian industrial distfictaring the global recessionary trend of the
1970s and 1980s, when large firms aligned on thst p@r Fordist model and producing
similar goods found it difficult to live up to fastvolving and increasingly customized
demand, arouse a strong interest of the reseamimaoaity. Agglomerations of enterprises
and their potential to succeed in a highly competienvironment became a regular research
topic of economic geography and social sciencesprapassing issues such as industrial
clustering, learning and innovation. Theory suggélat the role of location in competition
should diminish with the liberalization of marketsality differs: the contemporary economy
is dominated by sectoral agglomerations of enteggtiin other words, by clusters, with each
having its specific added value. Hollywood and Mainare examples of the film industry;
Tiruppur and Varanasi examples of the Indian texaéctor, and Silicon Valley and Bangalore
illustrate best such production organisation in lernet Technology (IT) industry. Local
specificities become more pronounced in a globdleE®nomy and spatial dimension is today
affirming itself as an indispensable reading keyhaf economic phenomenon.

1.1 From Marshall’s Industrial Districts to the Cluster Concept

The definition of firms’ agglomerations varies degag on approach. Alfred Marshall
highlighted the externalities linked to proximity the 1920s - externalities as unpaid outside
the market side effects of the activity of one ewpuit agent on other agents in the industry,
and used the concept of industrial district to suppis investigations, industrial district as a
‘large number of small businesses of a similar kimdhe same locality’ (Marshall, 1920:
277). He stated that proximity most notable adwgedaare a pool of qualified workers, the
local availability of inputs and knowledge spillose The achievements of the Italian
industrial districts led Giacomo Becattini (197®)draw on similarities between Great Britain
regions specialized in textile and metallurgy stddby Marshall and these successful Italian
areas. Becattini referred to the Marshallian indaistlistrict as ‘a concrete case of localized
division of labour, which is neither diluted in argeral market, neither concentrated on one or
a small number of enterprises’. Localization medese something different from an
accidental concentration in a same locality of patthn processes that would have been
attracted by pre-existing localization factors. HiRat the enterprises take root in the territory,
and this outcome cannot be understood independéntly its historical development. This
localized social and productive ‘thickening’ is thiébgether by ‘a complex and tangled web of
external economies and diseconomies, of joint ast@ated costs, of historical and cultural
vestiges, which envelops both inter-firm and inéegonal relationships’ (Becattini, 1989:
132). The process of territorial construction oflustry is dynamic and intrinsically a

* Notably neo-artisan districts specialized in labimtensive activities, such as high added vahlmi¢s and
footwear, in which less developed countries argpsapd to have a comparative advantage becauseiiof th
cheap labour. The firms constitutive of these dittrare of small and medium sizes, and relatively
homogeneous. The districts are located in smalé sggriculture areas and industrialized relativetg, and a
common set of cultural and social values creatslactive identity that drives their success. Broased
associations are present, which provide favouratgdit facilities, market linkages and industry cfie
training (Asheim, 1994; Best, 1990; Brusco, 1998pKinga, 2005; Ottati 1994; Rabelotti, 1995; Sakarsi
Musyck, 1994).
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phenomenon of imbalance resulting from the consthstovery of new productive and
market opportunities, from the creation and accatmh of knowledge, and from the
combination of resources. The dynamic of productie®vities develops in a territory and this
territory participates in the viability of produedi activities.The division of labour is not set
once for all and there is no stable relation betw#e localization of the firms and the
organisation of the industry (Lecocq, 2007). TheoMéarshallian industrial district model
was an alternative proposal to the Fordist appreastocating mass production and grounded
on a Taylorist organisation of labour and the cphaet out the basis of most subsequent
cluster studies. Theorists attributed the succesaah localized production systems to various
correlated factors, notably a high degree of varttivision of labour among enterprises, an
adequate blend of competitive and cooperative hebhes; flexibility in the use of qualified
manpower, a diffuse capacity of innovation, and phesence and role of institutions and
associations.

1.2 The Flexible Specialization Model

The success of the lItalian districts was not onlg tb falling demand in period of recession,
but also to a shift in the nature of demand thateuscored the need for customization and
small lots of products, suggesting new opportusife SMEs and a reduction of interest in
mass production, a market dominated by transndtiommpanies (Menkveld and Thurik,
1999; Roper, 1997). This change in demand led Paok Sabel to identifflexibility and
specializationas alternatives to the Fordist model (1984; Pia&@90), features which are
characteristic of small enterprises. ThHexible specialization motlés based on flexible
automation, differentiated products and small bgedduction, relying on dense networks of
enterprises, combining competition and collaborati€lusters are viewed as models of
flexible specialization, where efficiency in prodion and organisational adaptability can be
enhanced by economies of scale and scope in régamidlasectoral settings. In this model,
labour is considered as a flexible factor of prasuccontributing to the overall performance
of production, flexibility refers to the ability ahulti-skilled workers to shift across jobs as
and when production requires. Experiences with tetssin western economies, where
employment is regulated and workers are usuallyesgmted by work councils and unions,
resulted in the betterment of the workers remurmraand working conditions. Under such
specific circumstance, it is believed that titexible specialization modemproves labour
conditions and increases employment with the dgwetmt of new commercial opportunities.
Successful clusters were associated with trustioekhips between employers and workers,
the latter sorted new problems and issues, andtaths learned new skills. In this
framework, labour is ‘a resource to be developetliamested in, not a cost to be minimized’
(Holmstréom, 1993). There has been some intereftteofesearch community shown in how
far such models are applicable or adaptable toldpwvey countries (Cadene and Holmstrom,
1998). All these studies deal with the importandelabour in the process of industrial
restructuring and the flexible specialization modehs generally experimented at the
detriment of labour in these countries, notablyagions with surplus labour. The increase in
production was not met through innovation and déigoroductivity, in other words, through
a high road to growth, but through increased laltoue by the use of family labour and
downward pressures on earnings. While increasiagvthnerability of the workers, this low
road to growth strategy, low in the extent thanBropt for cost reductions, notably in labour,



discourages innovation and the adoption of newnrtegctes, which could positively impact
labour productivity and the level of remuneratiétuijan, 2005). These researches highlight
the danger of enterprises capitalizing on the abdity of cheap manpower, and underline the
crucial role that regulation and unions may plapiatecting labour.

1.3 Clusters and Competitiveness

Competitiveness studies started to focus on gebgrap the early 1990s, when Michael
Porter introduced the importance of proximity ahgsters for competitiveness, and stated the
primary role of the region or the city, which be@ source of competitive advantage and
unique environment for competing in the industrgr(Br, 1990 1998). Proximity facilitates
the diffusion of information about new organizaaband production processes and product
innovations, and lowers transactional costs, ardliemng competitive advantage in a global
market increasingly lies in local features, thataint competitors cannot match. For Porter,
clusters are geographic and sectoral concentratbmsterconnected firms and institutions,
including suppliers of specialized inputs and isfracture, and also encompass governmental
agencies and other institutions, such as univessitrade associations and vocational training
providers. They also extend laterally to manufaatsiof complementary products and service
providers, and to companies related by skills, netdgies or inputs. Clusters influence
competition by increasing local productivity, bywing the pace and direction of innovation,
and by stimulating the formation of new businesgefew decades ago, input costs were the
main driver of competitive advantage, and locatienth a special endowment, such as a
natural harbour or cheap labour, generally enjogedecisive and lasting comparative
advantage. In the contemporary economy, competgiomuch more dynamic and competitive
advantage rests increasingly on making a more pto@uuse of resources, which requires
continuous innovation. Clusters are an alternadinganisation of the value chain, promoting
both competition and cooperation; without compeitifi a cluster will fail. Much of the
cooperation is vertical, involving companies inated industries and local institutions, and
coexistence of competition and cooperation is pdssibecause they occur in differing
dimensions and among different players (Porter81L98lusters highlight that not only what
happens inside enterprises matters, but also whppems outside them; the business
environment is crucial, and its features are deteant elements of competition sophistication.
High quality physical infrastructure will maximizbe efficiency of logistics, well-educated
personnel will positively impact the productivity gervices and a court system that resolves
disputes fairly and rapidly will facilitate operatis. A cluster allows each member firm to
benefit as if it had a greater scale, or as ifat hoined formally with others, without the
sacrifice of its flexibility. Social and culturalspects were less emphasized in Porter’s
approach; he nonetheless underlined the facilitatsgbss to information flows in clusters,
resulting from sustained personal relationships@mmunity ties fostering trust.



1.4 The GREMI Innovative Milieu

The GREMP approach stresses the dynamic nature of clustersheir capacity to generate
change, and favours the idea that regional grovaih loe best analysed in terms of the
innovative forces contained in the rich texturettté local economic and social milieu. The
terms “innovative milieu” (‘Le milieu innovateuriyas used to define the concept; the milieu
regroups in a coherent whole a production systewylare and actors. It is understood to
encompass elements of the political and economiza@mment, including local governmental
and non-governmental organisations and privateosesgrvice providers, and also social
constructs that condition behaviour, including bess behaviour, within the cluster. The
coherence between actors lies in their common agprao situations, problems and
opportunities (Crevoisieet al., 1989: 11). Maillat (1990), a leading GREMgjre, defined
the milieu as material and non-material elementsystem ‘organised around a territorial
production system, a local labour market and ansifie system (training systems, research
institutes, production and accumulation of regidardwledge)’, material elements which ‘are
re-enforced by non-material elements, most paditplby the technical culture’, which
requires proximity to be shared, acquired and redewhe innovative environment of the
milieu is tied to the presence of processes okctite learning and of reduction of dynamic
uncertainty elements (Camagni, 1991). Camagni ddfthis same “innovative milieu” as the
‘set, or complex network, of mainly informal socialationships on a limited geographic
area... which enhances the local innovation capgbilitough synergetic and collective
learning processes’. SMEs are the focus of theagabrand the main assumption is that these
cannot be apprehended without taking into consiaeraheir environment, in other words,
their milieu. An “innovative milieu” may be consigel as an incubator for innovative
enterprises on a given territory, and an innovalbiebaviour is influenced as much by local
and regional factors than national specificities.

The notions of coherence and process are fundamenthis approach. The processes of
communication, sustained interactions and apprestip develop a shared vision of the world
in the long run. This common perspective can beinddf as a coherent system of
representations, underlining the cognitive dimemsad the milieu. This paradigm faced
criticism as being rather abstract and vague, aasl neviewed by the GREMI; new elements
were integrated, originating from evolutionary eooty, network theory and from the
respective spatiality of both concepts. Networkstgbute towards the functioning of the
milieu; from an evolutionary perspective, functioasning at coping with uncertainty are
introduced, which can be formalized as follows:

- TheResearch functigrthe milieu is a collective information brokeraselessly scrutinizing
the environment, notably in the technological domaind offering structured information;

® Groupe de Recherche Européen sur les Milieuxvateurs (GREMI), a network of geographers and
economists that was formed in 1986 to study the megionalism in places such as Silicon Valley,gbath
Parisian Cité Scientifique and the Third Italy reetisan clusters, cf.
http://www.unine.ch/irer/Gremi/presentation.htm



- The Selection Functiondecision processes and management styles of ntegpeases
constitute the basis of this function;

- The Signal Function the milieu stands for a signal that indicates diegelopment and
needs of the outside world, the function also dgy®lthe group awareness of the
stakeholders;

- The Transcoding Functionthe milieu learns from the outside world and adiuster
information is codified according to needs, in ortie become accessible to the cluster
stakeholders, this flow of information is generalypportive of enhanced performance;

- TheTransformation Functionthe milieu helps to internalize external forcad aesources,
and sets up structures, notably organizationakdace their complexity;

- The Control Function the milieu defines and coordinates collectivelgnagement styles
and decision processes, and serves as a sociaiomoni

These functions are assumed to be taken on by éotaiprises and institutions, and partially
by universities and institutes, and they enablectifeesion of the local “innovative milieu”.

1.5 The Learning Region

The national territory can and continues to beugiat entity in some circumstances within the
globalization process, it becomes nonetheless asorgly evident that there is no a priori
reason to privilege this spatial scale, regional #ocality-based learning and knowledge
production systems can be of equal or greater fiiggnce (Hudson, 2005: 61). The deep
spatial embeddedness of some clusters providepamng for more general notions of the
significance of territorially based knowledge famtpetitiveness and growth. The concept of
the ‘learning firm’ is thus transposed in the cqrtoef the ‘learning region’ (Camagni, 1991),
meaning that the success of a region is intringicdake result of territorially defined assets,
derived from exclusive and often tacit knowledged @ognitive assets. Tacit knowledge is
sticky by definition and embodied in people, it uggs face-to-face contact and direct
interactions to be diffused, and it cannot be dieged from the collective work practices
from where it originates; know-how thus cannot Iorted from its social and territorial
context. Knowledge is a concrete social phenomeand, production of knowledge and the
pattern of social life are reflexively intertwiné8cott, 2000: 34). Learning involves more than
transactions of information between markets andalhthies, shared language and culture as
well as the national regulatory framework shapgettaries of innovation and learning.
Clusters are viewed as spaces where social resatiom entangled with productive ones, a
social embeddedness that is believed to createnaimoement favourable for knowledge
spillovers and that promotes at the same time a&egs of social monitoring among the
collectivity (Becattini, 1990). Knowledge spillowiare seen as leaks of knowledge which
diffuse in the economic system and are “in the @ifarshall, 1920); knowledge, which is
inherently a private good, becomes thus public drekly available (Arrow, 1962).
Geographically bounded spaces are seen as hightiucive to knowledge spillovers, because
they allow tacit knowledge to be transferred eagdjven that one of the major features of



developing countries clusters is their weak tecbgichl base, knowledge spillovers are
crucial to their upgrading and ultimately to theavelopment (McCormick, 1999). In clusters
characterized by a vertical division of labouiisimost likely that buyer-producer linkages are
established, that promote informal interaction amctemental learning. Knowledge areas
accessed will nonetheless depend on the readinéss buyer to see his supplier/s upgrade in
domains that he considers as his core competelmm@emental learning is also believed to
occur in horizontal relations between proximate petimg firms, between which unintended
leaks of knowledge may happen (Bellandi, 1989; i@ini) 2005).

The learning region approach highlights the impworéaof spatial proximity in collective
learning processes, and emphasizes the cruciabfalegional institutional structures, it also
concludes of the permeability of the boundariesvbenh economy, state and civil society.
Innovation and knowledge creation are perceivedirdsractive processes shaped by
institutional routines and social conventions. Huate fulfils a distinctive role as arbitrator
and facilitator of relations between autonomousaniggtions, as well as pursuing its more
traditional functions of specialized services pd&riand defining the legal framework. This
model falls between the concepts of the liberal smerventionist states (Offe, 1975). The
concept, originally developed to analyse the spmitéfs of the Danish case, can thus be
linked to the concept of the ‘learning state’ ananade of regulation positioned between
market and hierarchy, through which an enablingestgeks to create the conditions for a
dialogic approach to conflict resolution and polfoymation in general (Hudson, 2005). This
approach rests on discursive, moral and polititgddratives rather than on legal sanctions and
formal contracts: focus is on shared values, unaedsngs and meanings, specifically locally
embedded tacit knowledge and the institutionalcstme through which it is produced; these
emphases are apprehended in notions such asutrstal thickness’ (Amin and Thrift, 1994)
or ‘social capital’. The region is a key elementthe ‘supply architecture’ for learning and
innovation. Territorial knowledge production nevetess does not exclude firm learning,
enterprises seek to combine codified information #ecit knowledge into ‘firm specific
knowledge’ (Camagni, 1991).

1.6 The Collective Efficiency Approach

During the 1990s, cluster development became & tfpnterest for an increasing number of
developing countries which saw in clustering atettg to overcome growth constraints of
small informal firms (Schmitz, 1995; Humphrey anch®&itz, 1996; Van Dijk and Rabelotti,

1997). The concept of ‘collective efficiency’, paged by Schmitz and defined as ‘the
competitive advantage derived from local exterr@n®mies and joint action’, acting as a
catalyst for growth, became then popular. Accordiagthis author, ‘clustering opens up
efficiency gains that individual enterprises carelaattain’ (Schmitz, 1999), and it enables
investments that isolated firms cannot considerth\the ‘collective efficiency’ theory, the

high road to growth was made accessible with thgefong of horizontal and vertical

cooperation between local firms and institutionadies, focusing on the intra-cluster
productive and cooperative networks. The approggnednended a cluster as: ‘A sectoral and
geographical concentration of enterprises. Whespecialization and cooperation develop is
considered a matter for empirical research angubsumed to the definition’ (Humphrey and
Schmitz, 1996: 1863). The ‘collective efficiencielature emphasizes the importance of local



level governance - governance defined as the aoatidn of economic activities through non-
market relationships, and the role of incrementagrading through interactions between
firms, and between firms and institutions. With thethering of economic integration and in
order to remain competitive, enterprises, by extenglusters, have to upgrade, in other
words, they either have to increase the skill aointé their activities and/or move into market
niches with entry barriers, which are thereforatiekly isolated from competitive pressures.
The collective efficiency approach sees the ressufor upgrading as originating from the
locality; the competitive challenge is met througiproved organisation and efforts within the
cluster. The proposition is that development amoimmt diffusion of knowledge within the
cluster are not solely the result of incidentalesgnes, but are fostered by networks of public
and private actors. Competition remains the essehcemmerce, and trust, reciprocity and
mutualism are the cluster success formula (HumpaneySchmitz, 1998).

1.7 Clusters and Knowledge Systems

Interactions are constitutive of upgrading; Neo-$halian approaches have long emphasized
the endogenous potential of knowledge generatioglusters. Several contributions have
investigated the processes by which the integratibextra- and intra-cluster knowledge
occurs (e.g. Schmitz, 2004; Giulatial.: 2005), and some authors have highlighted ttihet
propensity of enterprises to establish knowledgikalges with other clustered firms is
associated with the extent of similarity in theimokvledge bases (Rogers, 1993), leading the
firms to play differing roles within a cluster kntagige system. If knowledge bases should be
too dissimilar, firms appear unable to absorb eatter's knowledge. The ‘cognitive
positions’ of the firms will differ function of theknowledge accumulated over time,
transferable to others, and of their capacity t@wode and absorb externally sourced
knowledge, suggesting that knowledge diffusion elwster is uneven. Some enterprises may
transfer more knowledge than they receive, actsmget knowledge sourcesthers may be
more likely to absorb more knowledge than theyudidf and ar@et absorbersSome firms
may have such a low knowledge base that they fietnselves excluded from the cluster
knowledge system. Dense knowledge networks shoel@ddsociated with enterprises with
strong knowledge bases, and dynamic clusters, eaginented and highly disconnected
knowledge systems linked to the predominance ahdirwith weak knowledge bases,
characteristic of incipient or static clusters (@mn, 2005: 277).

Further studies view industrial districts as Neor$allian nodes in global networks or value
chains. The perspective suggests the importanextad-cluster links, notably of the export
orientation of the cluster (Humphrey, and Schn202), and led some scholars to consider
the dynamic of a cluster as depending on its aliserpapacity (Cohen and Levinthal, 1990),
in other words, its capacity to absorb, diffuse ameatively exploit knowledge acquired
outside of the cluster (Giuliani, 2005). This alpmm capacity entails two related aspects: the
formation of linkages with extra-sources of knovgedand the structural specificities of the
intra-cluster knowledge system, or, in other wordfsthe flows of knowledge linking the
clustered firms. The firm is at the centre of thigproach and the cluster absorptive capacity is
function of the capacity of the firms to establislra- and extra-cluster linkages, and of the
knowledge bases of the firms. It is however notanstbod as the mere sum of the firm
capabilities, and ‘a cluster absorptive capacitjuances and is influenced by the efforts
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undertaken by clustered firms to accumulate newwkedge (Cohen and Levinthal,
1990:131)". The firm knowledge base is consideredh& result of a process of cumulative
learning which is inherently complex, imperfect aoath-dependent; complex, because, in
Giulani’'s words (2005), ‘learning and innovationeanot linear processes..imperfect
because of the uncertain nature of technical chandeof the agents’ bounded rationality, ...
and path-dependent because previous technologataévements influence future ones’,
notably via their knowledge specificity, the dey@izent of particular infrastructures and the
emergence of various increasing returns (Dosi, 199he heterogeneity of the firms’
knowledge bases shapes the structure of the ihistec knowledge system, and also affects
the cluster capacity to absorb extra-cluster kndgde Comparison between empirical cases
shows a positive correlation between the firms’ Wiealge bases, the cluster absorptive
capacity and its potential for dynamic growth. Btatusters tend to be characterized by basic
absorptive capacity, their knowledge bases are weeak, and interactions between
enterprises are fragmented and limited, and eXtstar linkages are almost nonexistent.
These static clusters, mostly present in developountries and constituted of informal firms,
are unable to attract new resources, and their tgroapability appears limited. The absence
of interactions with local institutions and of amgchnological and productive linkages
between leading firms and small informal sectoemnises with weak knowledge bases are
among the reasons that limit the informal sectagraging. Dynamic clusters tend to show a
more open knowledge system and participate in teation of knowledge with active intra-
and extra-cluster knowledge linkages, and alsmbgdting in in-house R&D. Dimensions of
the absorptive capacity of a cluster appear relédeiis growth trajectory, suggesting that
policy emphasis should be on the determinants baeced absorptive capacity, notably of
those firms that have no or very limited linkagése implications which this framework may
have is that, if the capacity of a cluster to giepends ultimately on firm level specificities,
cluster development policies should be orientecatdw strengthening the knowledge bases of
the firms rather than towards the cluster as a&ctlle entity (Giuliani, 2005).

The firms that are relevant for the openness dfister can be either cluster outsiders, notably
multinational corporations or smaller foreign firnms insiders; the former being attracted by
the resource base of the cluster, the latter trianigp into the outside knowledge. Among the
clustered actors attempting to tap into the out&idewledge, the literature emphasizes the
role of the leading firms, which are typically latgechnologically advanced and regarded as
the cluster engines of development; these firmsioklathe extra-cluster information into the
cluster knowledge system and they will plausiblytie cluster enterprises with the strongest
knowledge bases. These technological gatekeepestly defined as such by Gambardella
(1993), are often difficult to identify, in the absce of institutionalized role, and as their
position often results from highly informal intetms within and outside the cluster. They
are nonetheless vital connection nodes betweea-iatrid extra-cluster knowledge systems,
and, therefore, may positively impact on the cluatesorptive capacity. Further research also
concluded that they may also opt for not transfigrthe acquired extra-cluster knowledge to
the other clustered firms (Giulani, 2005).
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1.8 Global Value Chains & Upgrading Perspectives

Upgrading and value chains can be of different $ygs¢umphrey and Schmitz, 2062yalue
chains can be coordinated through arm-length celakiips, meaning that buyers and suppliers
do not enter in close relationships and that thedgoproduced are relatively standard, or
through hierarchical governance, in which the Idiach takes direct ownership of some
operations in the chain. In between, there are éotveer important types of coordination:
networks, that bring together partners with comm@etary assets and in which firms
cooperate in a relative information intensive modéen dividing essential value chain
competences between them; and there is quasi tlgran which there is asymmetry of
power in favour of one party. In quasi hierarchiatienships, a few firms exercise a high
degree of control over other firms in the chairyally specifying the features of the product
to be manufactured, and sometimes also the pracdssde followed and the control
mechanisms to be enforced. A large majority of pomis in developing countries find
themselves in asymmetrical relationships with tHmiyers and this inequality transforms
relationships and upgrading strategies, produagsyeonsiderable advantages in some type
of upgrading, but encounter barriers in others.hBbe ‘collective efficiency’ and the global
value chain approaches emphasize the crucial impoet of upgrading to face increasing
competition, as well as the role played by goveceam upgrading. However the two
approaches consider governance operating at gstiada loci, with different implications for
learning within chains and upgrading opportunities developing countries firms. In the
literature on global value chains, knowledge reeplifor upgrading flows through the chain.
Local producers, which may be clustered or notrnlleom global buyers about how to
improve their production processes, attain consisiad high quality, and increase their speed
of response, while the ‘collective efficiency’ appch focuses on the intra-cluster knowledge
system.

The global value chain approach appears de fastovallid within vast emerging nations such
as India or China, where quasi-hierarchy is a feafjucoordination mode between domestic
enterprises. Powerful lead firms undertake the tional integration and coordination of
nationally dispersed activities; by exercising tlggvernance, they play a crucial role in
determining the upgrading opportunities of prodacesnd, by extension, clusters. The
geographical dispersion of the production and ithstion systems as envisaged by the global
value chain approach means that firms, or clusggrscialize in a narrow range of functions.
More particularly, firms in developing countries ar underdeveloped regions may be
specialized in labour intensive production actestiwith low added value and income, and
excluded from product development, marketing arahéhing where the high added value is.
The process of acquiring new functions and capedslin these latter activities is critical for
upgrading. East Asian garments producers have ssitdly followed this path, they moved
from assembling garments made of imported inputsntweasing local production and
sourcing, and continued their upgrading with thsigle of garments for brand names, to
conclude with the sales of their own branded merdis® on a global scale. In other value
chains, notably the footwear industry, global bgyappear to discourage, even obstruct

® A particular emphasis was put on Humphrey andizhvalue chain analysis, as coordination moahegact
upgrading perspectives of firms involved in gloalue chains as of enterprises involved in valwsreh
limited to a national territory.
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upgrading to higher added value activities. Theuastion of such know-how would encroach
on the buyers’ core competences and plausibly tresud halt of collaboration, meaning
sometimes the full loss of income, a risk that eath difficulty be confronted by any
entrepreneur. Suppliers become tied into relatissipreventing them from functional
upgrading, and often also from diversifying thdiewt base, leaving them dependent on one
or a few powerful buyers.

The influence of external powers varies functionha chain organisation and with the type of
upgrading considered, which may be classified redhmain typesprocess upgradingvhich
involves a more efficient transformation of inpiurtsoutputs by reorganizing the production
system or adopting superior technologypduct upgrading supposing the move to more
sophisticated product lines, with increased unilues; andfunctional upgrading which
means the acquisition of new functions or qualtfaas to increase the overall skill content of
activities, and which may also mean the abandoexisting ones. Another type of upgrading
is inter-sectoral upgradingvith the move into new productive activities. Rifént forms of
chain governance have varying upgrading implicatioimvolvement in quasi-hierarchical
relationships offers very favourable conditions fmroduction processes upgrading, but
hinders functional upgrading in more remuneratigéviies of the value chain. Participation
in networks reduces the speed of production upggadiut is more favourable to functional
upgrading. Chains characterized by networks offerliest conditions for upgrading, but are
rare in developing countries, where firms have gaheinsufficient knowledge and skills to
satisfy the full value chain requirements.

Several reasons motivate the choice of quasi-tulyaas coordination mode in value chains.
In labour intensive activities, such as garmentpobion, buyers are outsourcing as a means
of reducing manufacturing costs. New suppliers @guested to comply with standards
unknown to them that generally do not (yet) applytheir market, and may need active
management from their buyers, including specifaatiand enforcement of parameters related
to product design and production processes. Thelisus poor knowledge base and
dependence on the buyer result in a quasi-hiekchielationship. The increasing
concentration of the retail sector is another faetothe origin of such a hierarchy within a
value chain. Retailers play an important role imduct development and branding, and
competition based on product differentiation andowation leads to customized, complex
interactions and asymmetric relationships betwaeyeits and suppliers. The increasing focus
on safety, labour and environmental standards, edsalts in the emergence of credence
goods, of which the features cannot be easily ieerifat the point of production; these
products require greater monitoring to guaranteepitesence of the claimed characteristics
and convince customers, and are particularly pestah segments of the food industry and
increasingly in the retail market. This normativegsure is not only coming from consumers
and non-governmental organisations, but also froreghiments, and it is most likely to lead
to the close monitoring and supervision of produttand management processes which
characterize quasi-hierarchical relationships. Tagkmplexity increases with product
customization and cannot be obtained readily fratermediaries and alternative suppliers.
The emergence of low inventory supply systems dredttend to reduce time to market
intensify pressure and coordination needs. Wheeerigk of suppliers’ failure in meeting
requirements is low, coordination is likely to tatkke network form, where the risk of failure
is high, quasi-hierarchical relationships will dege Chain governance is nonetheless
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dynamic and constraints to functional upgrading roaytemporary. Power is relational, and
the exercise of power by one firm depends on tiveeplessness of the other enterprises in the
chain. Suppliers may explore new avenues and acqeiv skills, leading to changes in power
balance. Quasi-hierarchy is also costly for the ii#an as the level of transactions is high, and
leads to inflexibility because of transaction spiednvestments. However a prerequisite for
upgrading is the strategic intent of the firms ilweal. Without investments in equipment,
organisational innovations and people, no upgradih@ny kind is conceivable. The East
Asian experience in the textile sector shows satént: firms, including SMEs, invested in
the required capabilities. The emphasis on inten-fielationships in the cluster debate and
regional science highlights the concern with wha¢ggon inside the firm. Where strategic
intent exists, various ways to escape quasi-hibreatrelationships can be envisaged: to use
the knowledge acquired in these relations to supphy markets with possibly less uneven
collaboration terms. The organisational set updatisfying the requirements of the quasi-
hierarchy chain lead firm may constrain such atetyg Manufacturing to tight specifications
generally builds up narrow and highly sophisticata@abilities, and developing new market
linkages may require additional competences, whithneed to be acquired by the producer.
Another option for upgrading is to move into adies which the chain lead firms are willing
to relinquish. Which form the new relationships ntake and how far upgrading may be
effective will depend on the type of buyer and stweent capabilities. Buyers considering
sourcing as their core competence are unlikelgave the management of their supply chain
to their suppliers, to the contrary, lead firmshamtarketing and branding as core competences
are less likely to retain this role. A reasonaldsumption is that greater the leap in upgrading,
the less likely the existing knowledge bases ankiajes suffice. Firms must then rely to a
greater extent on local and national sources ajvation.

1.9 Innovation and Localized Development

Upgrading in process and in product respectivelgmsehe launch of new processes, new for
the enterprise and/or for the market, or the rewsgdion of existing ones; and of new
products, which may be existing ones that werevented or re-designed, or fully new ones;
upgrading is thus innovating. Innovation is inciegly viewed as fueling economic growth
and as a determinant factor in the process of vahtewealth creation; it is said to be the
materialization of creativity, it means novelty, centainty and risk, and it requires a
stimulating environment, in which the probabilitiyaochaotic situation is low, to transform in
productive capacity without threatening the surbied the enterprise (Saint-Pierre and
Mathieu, 2007: 61). Empirical researches stated thaovations are mostly happening
because of social needs and that they may take plager varied social conditions provided
that suitable organisational forms exist locallygd ahat communication is fluid, knowledge is
diffused and skills are present.

1.9.1 The Spatiality of Innovation

Space appears far from neutral in the innovatiatess, as stated by Alfred Marshall (1920:
225): ‘when an industry has thus chosen a locé#dityitself, it is likely to stay there long: so
great are the advantages which people following shme skilled trade get from near
neighbourhood to one another. The mysteries otrde become no mysteries; but are as it
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were in the air, and children learn many improvetsen machinery, in processes, and the
general organisation of the business have theiitsngromptly discussed: if one man starts a
new idea, it is taken up by others and combinedh sitggestions of their own; and thus it
becomes the source of further ideas’. Developingvamnshall’'s observations, several studies
have highlighted the existence of a relationshigwben spatial clustering, knowledge
spillovers, learning and innovation capacity. Inaten is intrinsically linked to knowledge
and learning, the creation of knowledge is integwlthe competitive dynamic of the
economy; much of this dynamic rests in the capaditihe firms to create new commaodities
and new ways of producing them. Analysis of inntratn order to identify success or failure
factors must then not only include the enterprigesources, but also, their organisational
development, their strategy, their working methadsl their behaviours, notably their
interactions with other economic agents (Olsbal., 2001). Innovation is a collective process
that involves the synthesis of different types nbwledge, and there is a crucial difference
between information, which is codifiable and thas de traded and transmitted, and tacit
knowledge in the form of know-how and skills thahoot be so codified and diffused. In line
with this statement, Landry and Amara (2002, 18hctuded that ‘innovation not only
depends on the use of tangible factors such asdialaresources and advanced technologies,
but increasingly depends on the firm use of intalegiactors.” Intangible factors pertain to the
way of mobilizing knowledge associated as much v@ttors internal as external to the
enterprisesinternal intangible factors include the intelledtwapital of the enterprises, in
particularly the characteristics of the workingder R&D activities, the technological capital
and other contextual elements; external factorspecm@ the knowledge bases of the clustered
enterprises and the intensity of use of external\tedge linkages.

1.9.2 Measures of Innovation

The most common measures of innovation are: the R&fyet for product development, the
possession of patents or registered trademarksatbeof new product introduction, new for
the firm or new for the market. The two first me&sulisted are inadequate for SMEs; and
patenting also appears an inadequate mode of prmjaatellectual property in developing
countries, where such valuation and administradioknowledge remains generally unknown,
and innovations are kept secret in the family re@MEs do not always measure formally the
funds invested in R&D activities, unless there issaal incentive, and their R&D processes
are also often diffuse and unorganised. SMEs’ iations are also often not patentable, or
entrepreneurs are reluctant to patent them forouarreasons. Administrative requirements
often do not suit their reality and the obligatitmreveal certain strategic information can
place them in a situation of vulnerability relativéo more resourceful competitors. Formal
R&D activities may not be a condition for innovatian structures of reduced size. On the
other hand, R&D can be useful as much for prodwstetbpment as for maintaining or
increasing the skills to absorb and exploit exteknawledge. R&D activities do not only aim
at producing innovation, but can also be orientedbtrds the imitation of a new technology or
process, and its diffusion in the enterprise. Reselas shown that R&D personal contributes
to the enterprise creativity, stimulates extermdknactions and increases the use of rich
sources of information, which are crucial in a eomtof uncertainty (Saint-Pierre and
Matthieu, 2007).
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1.9.3 Micro, Small and Medium Enterprises Innovation & Rinancing

Innovation requires financial resources that gdheramain inaccessible to SMEs and even
more so to micro-enterprises (micro-enterprise viation in the extent that the introduction of
proved technologies is also considered as suchihvdonstitute the bulk of economic agents
in developing countries and are essentially the dathe poor. Financial institutions are often
unable to determine the risk level of small sizeemrises’ innovation, or they only partially
understand its development process. Banks prowe ralely interested in the credits of
generally low amounts requested by such firms. Otheses to the absence of conventional
financial services to small and micro-entrepreneurs developing countries are that
geographically dispersed credits, without real gotees, are not profitable for banks
submitted to immediate return constraints and tadential ratios. Micro-credit is an
alternative to conventional banking for financingadl and micro-enterprises upgrading in
developing countries and the group is the basit einthe approach. Through micro-credit,
actors without resources, excluded from conventiomauits, can access the funds necessary
for their upgrading (Mayoukou, 2007; Servet, 2007). Advantages of mfarance relatively

to the conventional lending system are, on one hiweddecrease in transactional costs, on the
other, its higher adaptation to the reality of {h@or, from a cultural and psychological
perspective, and from an economic point of vievertias, organisational rigidities, lack of
resources and of education remain nonetheless adsstéo the prompt diffusion of this
relatively new financial product among the poor gdakou, 2007: 336). A partnership may
also be considered for accessing the financing eweddr innovation; the majority of
developing countries’ enterprises being family rtime family members remain generally
reluctant to such foreign interference. The ontyaation for such a power dilution is access to
technology and know-how transfers at the best ptessionditions in order to strengthen
competitiveness and enter export markets (Régr2i@9y7). If an enterprise succeeds in
accessing venture capital, it will find itself comfited to a “partner” shareholder, the relation
thus created, between the SME and the ventureatapitnpany, implies ad hoc innovations in
the commercial, financial, technical and manageiiglds (Eloundou, 2007: 273).arger
firms remain nonetheless more prone to develomeeships, since they are generally more
sensible to the advantages that these can provetkdr, 2002).

" Micro-credit is one of the solidarity finance insnents designed during these three last decadely by
Muhammad Yunus and the bank that he created in itBBangladesh, an endeavour for which he recedved
Nobel Prize in 2006. The solidarity dimension mateference to the social integration enabled byipmity
saving and credit. This solidarity is simultanegusbrizontal and vertical, respectively between rhers, and
between members and financial institutions. Supigaah integral part of solidarity finance, anériiables to
reduce the default risk of actors involved in miadivities, since only a trust and proximity réat may
sometimes spur on to reimbursement. Micro-credii@aarity resides in its small amount relativédythe
credit that an enterprise may seek from a bank.\Whdd Bank refers to a ceiling of 30 percent af tBNP
per capita, which in India is approximately equérgito $ 780 (based on a CIA GNP per capita 20fihate:
$2,600, cf. https://www.cia.gov/library/publicat®ithe-world-factbook/geos/in.html#Econ) (Lelart02).
Micro-credit aims at the poor and may be soughifor purpose, it is nonetheless generally soughefenue
generating activities; it is, in this perspectiagyoverty alleviation tool. Moreover, micro-creditgranted
without guarantee, the only guarantee is the gréhip.group members commit themselves mutually to
reimburse the credit, if one of them fails to kéépcommitment. This guarantee substitutes to teolids
which the conventional banking system usually retgieA dynamic incentive for reimbursement is tréase
progressively the amount of credit, if the firstamts made available were timely reimbursed (Magaoik
2007: 331).
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1.9.4 Obstacles to Innovation

Innovation leading to the best profit is evidentipt necessarily the one that aims at
maximizing social satisfaction. Enterprises haveoiration opportunities and needs that do
not necessarily correspond to social necessifiess ffirst serve their own objectives and only
indirectly those of society, and rationality at tiécro-economic level does not necessarily
match macro-economic considerations (Gern, 2000¢. ilicreasing linkages between, on the
one hand, governmental agencies and researctutestiand, on the other hand, industry, lead
society to take an active part in the enterprisasovation activities and risks. This
interference may result in the non-convergence éetwthe opportunity to undertake and
social values, and is a source of counter-powgil sbciety organises itself and protests take
place. Dialectic emerges between innovators aneseptatives of the social reactions, which
may develop in a fair risk assessment, but, iftmated, can also result in the neglect of
promising innovations, or open the door to hazasdendeavours. Social pressure is not the
only factor that might hinder innovation: if finamds available, this doesn’'t mean that
producing firms have the financial resources anasumers the revenues that would enable
the use of potential profitable innovations. Theéhpaf innovation is not unidirectional, and
structure of revenues and social hierarchies mdtteovation can also be constrained by the
higher returns of proved methods and productsedolmes above all reality when existing
production processes and technologies are obsdetd,it happens more easily in new
geographical spaces than in regions more engagedrlier production modes, as younger
firms appear keener to have the required charatitsri of adaptability, efficiency and
flexibility, which have a propensity to soften wittie strengthening of market position (Saint-
Pierre and Mathieu, 2007). The stability of thetitn§onal environment is currently perceived
as a prerequisite for progress in entrepreneurahig local innovation. Institutions appear
supportive to plan coordination optimization, thregluce the risk of a cumulative instability
of interactions and of an increasing volatilityindlividual action8 (Lachmann, 1986; Lecocq,
2007: 52). Institutional intervention seems nonketbe to impact negatively the propensity to
innovate, which is best stimulated in a context ighegents remain free of their choices and
strategies (Gern, 2007). The growing damages afi@o@ activity on the environment also
result in an increasingly constraining relationvixn ethic and innovation. Global warming
suggests that economic agents will increasinglyobeed to integrate the limited availability
of natural resources in their production proceslseswhat may effectively appear as a priori
constraining is certainly also the source as mucéhrmvation in processes and products, as of
innovative policy.

8 Enterprises, engaged in production and innovatiom facing difficulties with coordination and teanal
problems of activities and resources managemertrdiwation is a discovery process, a progressivegss of
knowledge acquisition; the heterogeneity of ecomoagients, the divergence of their anticipationsthed
differences in interpretation hinder a mechanietdtion between coordination and knowledge. Inrtexd of
uncertainty or even of ignorance, the compatibititylans is necessarily fragile and unstable. Gation is
no more linked with balance, but becomes an is§gertrolling successive imbalances in order tontah a
minimal framework in which the economic agents cealize their investments and productive projedts,
Lecocq, 2007.
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1.10 Institutional Lock-in & the Questioning of Learning and Collective Efficiency

Many clusters appear unable to adapt their devedoprstrategy because the institutional
bases of the region reflect the past dominanceosi declining firms and sectors. This
possible ‘institutional lock-in" (Grabher, 1993)ghiights that ‘institutional thickness’ is
insufficient for successful regional economic adéiph and innovation, as it may constrain
rather than facilitate processes of collectiverieay and change. The emphasis on knowledge
and learning, and their institutional bases, mayl o a neglect of other institutional factors
that underlie regional competitiveness. ‘Learnimgn$’ within a region may be successful
economically and the institutional structures dfearning region’ may both be produced by
and facilitate the reproduction of ‘learning firmshis nonetheless does not equate to an
egalitarian socio-economic regional developmente Treatest competitive advantage is
conferred by tacit knowledge, and successful fiamd regions should guard it jealously. If,
however, firms learn via producing and protectinghs knowledge, and if regions learn the
same way, uneven development within regions andr thecial groups is unavoidable
(Hudson, 1999). Social inequalities are persisfeatures of the historical geography of
capitalist productio) and modes of development appear constrained byctntinued
existence of the structural logic inherent to tlbmtemporary organisation of the economy.
Growth, and hence development, is driven by cortipetiand search for profits, it must
therefore remain uneven — socially and regionallgan be based on less rather than more
divisive guide lines. Social structure cannot beoigd in the production and diffusion of
knowledge. Learning and knowledge production asefiicient for guaranteeing equality and
cohesion, and they are crucial issues about whtraerknowledge production and learning,
which suggests the need for the development oftutisns to enable firms and sectors to
evolve successfully, in other words, to supporirtperformance while ensuring sustainable
and redistributive growthFirms have a wide panel of possible approachesradugtion,
equally, there are a variety of forms of developtmerodels, nationally and regionally,
indicating that there is room for the definition refgional development strategies. The wide
body of work on clustering and regional growth neubms can only be supportive of
developmental policy, and offers the scope for vative strategies; it also highlights the need
for developing adaptive programmes able to integr&ical socio-economic factors
handicapping or hindering performance.

1.11 Classifications of Clusters & Policy Options

Clusters differ from one another depending uponr theation, their history of emergence, the
nature and organisation of their production, arartimarkets. A broad distinction may be set
between clusters on a high or low road to growdspectively between clusters where
commercial dynamism is promoted through investmentsfficiency enhancement and
innovation, or clusters where firms adopt stratedgised on cost reductions, notably in
labour, resulting in the stagnation of productivéigd growth. The high road to growth is
current in developed countries, where the natioegulatory framework and certain formal
regulation, often devised at the cluster levelypnt from unfair business practices. Low road

® Successful regional economies in th& &&ntury, notably the British industrial coal dists, were certainly
learning regions, including learning firms, theyrevalso deeply socially divided ones, cf. Huds@9a
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strategies prevail in developing countries, sonusters show a combination of the high and
low roads to growth, but none is on an entirelyhhigad. Schmitz and Nadvi (1999) propose a
distinction between incipient and mature clusténg, former are characterized by an early
stage of industrial development, usually locateduiral areas, producing for the local market
with simple technologies and skills, the latter afien more advanced in terms of technology
and skills, they often export, and are thus vulbker&o global competitive pressures. Clusters
may also be defined function of their dynamismseasn in the discussion about knowledge
systems, agglomerations of firms with weak knowketgses and low dynamism may thus be
gualified as static, in opposition to dynamic chust where the level of interactions and
knowledge flows is high and growth occurs (Giulj@005).

A South American study of clusters (Altenburg andyr-Stamer, 1999) identified specific
policy for three types of clusters: survival clusteregrouping micro and small enterprises,
more advanced clusters of mass production prodwsstransnational companies’ clusters
and their suppliers. According to the study, suaiglusters deserve government attention
because of their employment creation potentialgotuthors believe that they provide a
source for entrepreneurship and growth. Emphasighendevelopment of networks is a
priority for these clusters, and the identificatioihcommon issues and of the means to solve
them collectively may provide a basis for local getion and facilitate the emergence of
new productive interactions. Policy for more matwilesters should aim at promoting
innovation and technological upgrading. These nmature clusters have generally a higher
number of associations representing the interelsthen different stakeholders; this feature
nonetheless does not mean that government actismpsrfluous, as the often increasing
differentiation between stakeholders going withvgio generally results in a higher rate of
conflicts (Schmitz and Nadvi, 1999). The state ieuld then be the one of a mediator and
facilitator, a conclusion implying strategic fooms local governance.

1.12 Policy Considerations

Most regional studies conclude that cluster devekaqt policy need to be customized to local
socio-economic settings to be effective, the pemtorce of clusters being function of the
specific features of the localities where these,lim other words, of their embeddedness in the
locality. Spatiality of a cluster has a strong refee to the level of regional developments that
determines the cluster accessibility to social aaohomic infrastructure. The dynamism and
the performance of a cluster, thus its potentialggrade and innovate, appears closely related
to the level of development of the region whereisitlocated, suggesting that policy
intervention for cluster promotion must be envishge the broader context of regional
development. The macro-policy environment may mfice the cluster directly and indirectly.
Governmental investments in infrastructure andptteenotion of social sectors such as health
and education, and the regular provision of eleityrimay have far reaching impact upon
cluster development paths and their functioninge Titgh level of poverty prevailing in small
and micro informal structures of the developing ilanakes clusters of such enterprises the
focus of poverty alleviation policy, this propensilso means to have to deal with their
reluctance or inability to pay taxes, and to comfdo labour and environmental standards,
which may undermine other crucial concerns abouir@nt strategies for reducing poverty
through increased employment and development, mmioved governance. Governance is
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central to the generation, transfer and diffusidérkrmowledge, and it has been particularly
stressed as a source of competitiveness by regsoieice, market dynamics being perceived
as insufficient to achieve growth along the higahdoThe problems at the origin of poverty
are often complex and the results as much of ecanéaotors, than of social and politic
determinants, meaning that cluster developmenttagemd business development services
(BDS) per sewill be unlikely to reduce regional poverty orwsttural backwardness (Brown
and Cord, 2000). A sectoral or sub-sectoral andtdoinintervention appears thus insufficient
for tackling regional structural constraints; thre4qpoor impact of such policy will nonetheless
depend on the number of poor involved in a clustaetivity relatively to the total population
of a locality or region. Certain fiscal measuresl dimancial incentives such as excise tax
exemption, low interests rates, financial suppanrt hvestments in fixed assets and the
provision of cheap land can certainly be suppomifzentrepreneurship and regional economic
development. Of particular relevance is the pravisof micro-finance to micro and small
enterprises on flexible terms. The role of the oval and regional states is central in
identifying the right catalysts and fiscal instrumtse which will support a cluster growth.
Policy and decision makers have to opt for an ogltidegree of state intervention, as well as
for where to locate these powers to provide thetfa®urable environment for integrating in
the global economy while ensuring an inclusive glothat lasts.
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2. Indian Clusters and Cluster Development Policy

This section about Indian clusters and cluster ldgveent policy begins with macro-economic
and policy considerations, to continue with anddtrction to India SMEs, which represent the
core of manufacturing employment and essentiallgraji@ in clusters. The features and
trajectories of five localities representative betindian context are then explored, with a
particular focus on the labour issue. The Agra Wweat cluster and an Orissa Filigree cluster
are first investigated; these regroup artisans laigtilight the divide between traders and
producers which may be observed in a large majofitindian artisan clusters. The study of
the Tiruppur knitwear cluster follows and revediatta demand-led growth does not suffice for
ensuring a high road to growth. The role of ‘cdilee efficiency’ in shaping the trajectories of
the Tamil Nadu Palar Valley leather clusters andUdiar Pradesh saddlery cluster is then
briefly investigated. Their experiences confirmtttiee advantages which may result from the
combination of local externalities and joint acti@main generally skewed in favour of already
leading firms in the Indian context. The investigatof two CDPs concludes the section; the
former was deployed in the Jaipur block printeditex cluster from 1997 to 2001, under the
aegis of UNIDO, and is designed around the buildipgof social capital, and, subsidiarily,
capability building and access to credit; and #iteet was implemented from 1998 to 2003 in
the Athani footwear cluster in Karnataka by a growoip different BDS providers and
government institutions, and is based on an apprtameled Group Enterprise, which posits
the artisans as the leaders of change.

2.1 Policy, Macro Data, SMEs & Clusters

By liberalizing its economy in 1991 and by adherianghe World Trade Organization (WTO)
and free-market rules in 1995, India opted forbaral trade system contrasting strongly with
the socialist option rooted in Gandhian ideologwttiprevailed since 1947, in which
protectionist and anti-concentration measures,uésidies were the rule. Anti-concentration
measures aimed at preventing the concentratiorapitat and power; the policy led to the
proliferation of SMEs in all industrial sectors, illastrated by their high growth in number:
organised sector units multiplied eight fold fro@78-74 to 2000-01, reaching then 3.37
million. The value of production in current pricas increased from about Rs. 72 billion
(approx. $ 1.6 billion at current exchange Jate 6’455 billion during the same periodpfrox. $ 142
billion) (Government of India, 1997). Small enterprisesstitute the backbone of industry and
the lifeline of the Indian process of industriativa and development, with 80 per cent of
manufacturing employment in 2000-01 and a contidiouto the gross manufacturing turnover
of over 40 per cent and to total exports of 35 @et.cAccording to a 2004 Asian Development
Bank (ADB) publication, industrial SMEs are 12 nafi in India, including informal units, and
their production represents 95 percent of the to@hufacturing output. A remarkable aspect
of this sustained growth is that the capital prdhity of the sector has generally been superior
to that of large firms, this at least during thé&@9 and 1990s decades. The recent achievements
of SMEs prove nonetheless less probing, as doméatie and medium industries have
commenced sourcing their inputs through cheaperoitap(Viswanath, 2008). A large
proportion of Indian SMEs operate in clusters, an8007 account indicates 400 industrial
SMEs and 6000 rural and artisan based clustersONICSF Evaluation: 20). Case studies
reflect their functional dynamics at a relativeby level of technology and capital, and at a
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high level of labour intensity, and they are henglatively open, that is that the markets in
which they operate may be entered at rather loviscbyg outsiders (Bagchi, 1999). Indian
clusters may exist since a few decades or sevendlices, and may cater to the local, regional,
national and international markets. The countryesents a large segmented domestic market
for products differentiated by quality and pricesulting in clusters characterized by a
considerable diversity of products and quality deads. Handicraft products, including
handloom goods, have historically thrived in clustey serving mainly the local and regional
markets, and high added value products were géyenainufactured under the patronage of
local elites. The progressive elimination of prét@tst measures and subsidies, and the
growing competition from imports, posed new challem to Micro, Small and Medium
Enterprises (MSMESs), and necessitated a full regiring of the institutional set up towards
enabling their upgrading. The need for product@ustation and the importance of quality and
of other global standards, notably environmental fair trade norms, were assessed by policy
makers. Developmental strategies were adaptedkeeyl evolving with the implementation of
numerous projects throughout the country underadtgis of government and/or international
agencies, and NGOs. Organisations deploying CDPe westimated to be 35 in 2007
(UNIDO). Clusters — not considered as such by jevipolicy - are required to develop
networking with service providers, such as desighemerchandising and marketing
consultancy firms, as well as financial institusonn order to increase their dynamism and
performance. Emphasis for achieving a competitdgeds on the building of social capital and
upgrading skills, processes and quality (Das, 2005)

2.2 Indian Clusters and Informality

Clusters in India often draw their sustenance ttihoinformal functioning. The Factory Act
submits enterprises of the organised sector tawuarobligations and permits unionization of
workers. Operating in the informal economy, a pgassstrategy up to ten workers, or twenty if
production is carried without the aid of powerllows avoiding the law and its obligations,
and ensures flexibility in workforce and remunemataccording to demand and priorities. A
primary feature of informality is the non-existenmiecontract, and informal sector units also
often do not hold accounts, and when records apt, kkey do not necessarily reflect the
reality. Capital requirements of informal units generally matched through internal sources,
suggesting that these are able to generate surmhasthe human capital generated by the
informal economy is substantial, notably througditional apprenticeship (Unni and Ranni,
2003). Informal activity consists primarily of uigndated but productive activity, generally
viewed as a survival activity of the very poor. fSehployed workers constitute a major
portion of the informal sector, and their earnirags benefits are inferior to those of the
organised economy. Their contribution to the ecop@often underestimated, because of the
difficulties of assessing what constitutes productivork and how to measure production
(Sudarshan and Unni, 2003). Empirical studies seidshe high degree of informality that also
prevails in labour arrangements within the orgathsector (Unni and Ranni, 2003), where the
lowest wages are often below the legal minimum (2863). There is in fact a heterogeneous
informal labour market on its own; and informalibay be embedded in the production sphere,

Y<http://labour.delhigovt.nic.in/act/html_ifa/page2&tml>, http://www.smallindustryindia.com/ssiindfeame.htm
and also <http://www.vakilnol.com/bareacts/facteaig/factoriesact.htm>
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in the flouting of fiscal and/or environmental réafions, in the markets and networks, and it
results in accrued net profits for the firm ownersjob givers. It manifests in the form of
invisible work, meaning a large number of irregulasrkers, including children, unsafe and
unhealthy working conditions and precarious termsnoployment. Increasing casualisation of
the workforce, especially in micro- and small epteses, renders certain sections of workers,
the young, old, handicapped, sick, illiterate, migrand women, vulnerable even when clusters
are experiencing a dynamic growth. The non-labapeats of informality may be found in
copying trademarks, brand names and designs, thg@aygment of excise duty, compromising
on the quality of inputs and unscrupulous firm picgs. Since informal employment is outside
the regulatory framework, it is assumed that infalrmnits do not pay taxes or contribute in
any way to the resources of the state. Researckvevhighlights that informal enterprises pay
fees to continue their activities, 67 percent estntaxes were collected illegally in Ahmedabad
during the year 1995-1996 (Unni and Ranni, 2003prmal practice often holds the key for
understanding the dynamic of an Indian clusterfdsaal innovation. A revision of the Factory
Act is an option for a change in entrepreneuriddayeour. The scope of reform is nonetheless
limited by the high opposition that would possiblgise such a modification of the law,
considering its potential of ending the relativelgh economic rents resulting from the actual
environment; and it would also not suffice for emsg enforcement, as suggests current
general practice. A concomitant review of the olepadicial system that would enable
effective enforcement appears to be a prerequisiteh an institutional re-vamping requires
time, and alternatives need to be deployed in teantime.

An alternative to legal reform is to integrate thimrmal economy into the overall development
process, as successfully attempted by the Self &magl Women's Association (SEWA) and
Basix'}, at a later stage. The objective of SEWA, an Indi&0 formed in 1972, is to provide
full employment and job security to women activehe informal sector. In line with SEWA'’s
mission, Basix started operations in 1996, with #im to promote a large number of
sustainable livelihoods for the rural poor and womehrough the provision of financial
services and technical assistance. Emphasis sliified development strategies based mainly
on economic growth, to strategies focusing on egtpent creation and poverty reduction. The
Indian government financial means were up to régead weak for the provision of a social
security coverage based on citizenship, a commanuia in Europe. In order to palliate to this
absence of state, SEWA, Basix and other less kravgenisations, launched micro-insurafice
schemes, currently named Community Based Healtlrdnse Schemes (CBHIS), intended to
the workers of informal units involved in their grammes, this generally in partnership with
private sector specialists such as, notably, AVIVEGICI Lombard (World Health
Organization, undated). Strong of the success of thnovative approach, the Indian
government introduced a health insurance schenemdet! to the workers of the informal
sector late 2007, with the proposal to bear a ntgjpercentage of the premium, an initiative
which was already taken late 2005 in the handloeatos after previous unsuccessful attempts
(Ministry of Textiles, 2001; 2006). Access to tlehemes, as to other benefits, remains an issue

Y ¢f. http://www.sewa.org/ , and also http://www.ixisdia.com/

12 spontaneous subscriptions to micro-insurance ipslicovering risks such as death, accident, natatamities
and loss of goods can be observed, as well agthdar settlement of premiums. This recent inswdrend
gives the poor the opportunity to increase his manay relatively to the previously prevailing tradital vote-
catching relations, where economic and social ciemations were closely intertwined; a development
suggesting that the social and economic spherésviie future increasingly diverge, cf. Baumag@7
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for the poor, considering their generally low ediam@al background and limited access to
information; and local NGOs with reduced means haften insufficient human capital for the
provision of effective support, and interactionghaoreign counterparts are constrained by
language and local specificities, which developrmemodels struggle to integrate. A new
social phenomenon however supports this relatikedgnt insurance trend: the development of
networks linking rural residents and urbanitesséheetworks are deeply embedded in a social
nexus and generally based on cHsee religion, and they serve as social securitglifficult
times and are often crucial for obtaining employhwarfinancial support (Jacobson, 2004).

2.3 Joint Action for Meeting the Globalization Chalenge

Indian clusters must today align on internation@ndards in costs and quality, and on
environmental and ethical norms, such as fair eympént and remuneration, and the non-
employment of children. These constraints suggegteater need for joint action between
firms, and the most appropriate means for incregsiteractions appear to be through regional
associative structures, as notably highlighted by Third Italy clusters, and the surgical
instruments cluster of Sialkot in Pakistan (Nad@99), and the Palar Valley leather clusters in
India (Kennedy, 1999; 2005), which will be briefigvestigated under the title “Collective
Efficiency in Tamil Nadu Leather Clusters & an UtRradesh Saddlery Cluster”. Clustered
SMEs may opt for networking in order to make thestrad the advantages that may result from
the combination of the externalities linked to pnoity and joint action, in other words, from
‘collective efficiency’. While collective action ahe network level may be perceived as well
functioning, there is still a need to cooperatéhatcluster level for accessing specific facilities
such as basic infrastructure, fiscal concessidresptomotion of the locality brand image, and
the state, at the national and regional levelspilmes here a business facilitator (Das, 2005).
Clustering and such a business supportive ethoti@mever tempered by the high level of
informality of the economy, and cluster responsegylbbalization vary within cluster and
between clusters, all studies however agree ofattiehat enterprises of which the interactions
increase have a performance superior to the orssrémain isolated (Schmitz and Nadvi,
1999). Some studies also stated of the emergenoedium firms in the development process,
which started to play a dominant role; their neabguired position resulted in an increasing
differentiation of the cluster stakeholders andesppd to be a source of conflicts (Knorringa,
1996; Schmitz, 1999). In India, joint action seamgenerally remain confined to those with a
shared community, caste, group or class identither than to involve members of different
communities, and clustering seems to only benhkét dlready leading segments of clusters
(Smyth, 1992).

13 According to the original Vedic myth, the sociagjan is the body of the first maRurusha of whom the body
was divided into fouWarnasor functional social categories. The VaBrahmanis born fromPurushas
mouth, and has the duty to study the Vedas, thediog texts of Vedism and Hinduism, and to makeiSees
for the two inferior Varnas in exchange of offerind@he Varn&shatriyais born from the arms ¢furusha
and has the duty to fight the enemy and to prdtexbther Varnas. The VarNaishyais born from the thighs
of Purusha and he cultivates and grows cattle for sacrifipizrposes. The Varr@hudra,born from the feet of
Purusha has the duty to serve the other Varnas.
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2.4 Artisan Clusters on the Low Road to Growth:
the Agra Footwear Cluster & an Orissa Silver Filigree Cluster

Cultural embeddedness in India appears not to sagbsbe a binding factor, but can also be
the cause for a deeply devastating chasm througggianal industry, as shown by the Agra
footwear cluster (Knorringa, 2005). The competmiess of the cluster relies on the availability
of cheap and abundant skilled labour, and alsdsstiategic location in the domestic market,
ensuring facilitated access to country wide distitn networks. Inputs and machinery are
available locally as well as services such as pginlgainsurance and transport facilities. With
regard to distribution, numerous agents are acind 225 wholesalers and retailers were
identified in one specific area of the city. Thelustry, likewise many craft based clusters in
south Asia, is characterized by a caste-based chmtmeen the artisan community that
manufactures the products and a traders commuratysells them. Footwear artisans occupy a
sensibly lower social position than traders, ttaseatially because of the inherent feature of
their work, which is to handle leather, a highlyllpitng material in Hindu orthodoxy. The
artisan caste position blocks productive interaxtiavith the traders and inhibits cooperation
between artisans and marketing professionals, whielsential for functional upgrading and a
development on a high road to growth, such as twptaon of a premium craft strategy.
Ingrained cultural embeddedness acts here agaihsineed performance. The study observes
that over four fifths of footwear workers, that56’000 of a total of 60’000, manufacture low
quality product under sweat shop rules. The leadimgs minimize the cost of labour, a
strategy proper to the low road to growth. The gtadhhlights a strong heterogeneity of
enterprises, to the difference of the Third Itahdustrial districts, and a clear correlation
between the type of unit and the market channgblgagh Head of households and home based
artisans deal directly with commission agents ahdlesalers. Small and medium workshops,
managed by white collar entrepreneurs, work on rofde larger commission agents and
wholesalers. More modern set ups deal with largeedic firms, which may serve the national
market and/or export to nearby Asian markets othéar destinations. Entrepreneurs are
generally operating in one market channel, withimolh they may alternate transactions with
different agents. The exception are a few leadintererises led by local entrepreneurial
families, which have integrated production faciéti and also subcontract part of their
production to smaller units and home-based artistins production of these firms covers the
main market segments; they often have their owndisaand also produce for others, and have
relatives involved in the leather trade. Direct @tpunits often offer better employment
conditions, notably a higher degree of employmegularity. The large number of home-based
producers has relatively low output and turnovehjlevthe corresponding data is sensibly
higher for modern manufacturing units. To contionethe actual low road would possibly lead
to a further deterioration of the artisan employim@onditions and downward pressures on an
already meager remuneration, the challenge beingotopete with mass and industrially
produced shoes.

A comparable situation was stated in an Orissaesifiligree cluster (Chandra Kar, 2005),
which suffers from the absence of adequate incestito the artisan-producers. Working
conditions and earnings are pitiable; artisansirargebt and barely manage an existence for
their families, leading them to abandon the professr to migrate to other states in search of
employment. Despite jewellery’s high contributiam éxport and promotional efforts of the
central government, notably through the Gems aneellery Export Promotion Council of



25

India, the Orissa cluster recent evolution highiigiihe apathy of the regional state and the lack
of vision to revive the craft, despite its exclesieatures and thus comparative advantage. The
under-utilization of the artisan skills and of tpetential that represent upmarket niches
suggests that a shift to a higher added value ptmdu and the adoption of a premium
handicraft strategy is feasible. Artisans would ché® demonstrate adaptability, and fashion
and quality consciousness, and build up their asgdéilonal, marketing and management skills.
Surplus labour would still remain an issue, andqgies to ease this surplus would have to be
simultaneously implemented. So far such shift rategy didn’t materialize mainly because of
caste based antagonisms, the obsolescence of tegiimmd an unstable political setting.

Investments and strategic intent of the lead fiand institutional actors, crucial for securing
upgrading, appear absent from both artisan cluskems a shift in entrepreneurial behaviour,
pertinent policy intervention appears crucial. Kimaya, author of the Agra footwear cluster
study, sets the priorities for the national andaeal governments as: first, the marketing of the
locality premium artisan production at country wisleale; second, the strengthening of the
cluster associations, as such organisations hawoegegr highly supportive to growth, if
functioning on the Italian model, that is if prowid credit at favourable conditions, if
supporting marketing, and if productive training aet up; third, the capability building of the
artisans, through these latter associations andfber structures, such as governmental
agencies, NGOs or BDS providers; fourth, an instihal innovation that would enable to
overcome the vivid chasm between traders and peyduavhich appears to be the major
handicap to trust building and increased ‘collextafficiency’. For Chandra Kar and in the
context of the Orissa silver filigree cluster, ugpdjng would need interventions on various
fronts, and he suggests a particular emphasiseprttmotion of joint action, the definition of
product standards, the obtaining of a Geographiwitation (GI}* the provision of credit,
market access support and the artisan capabilitdibg, so that the overall activities of the
value chain are taken on by the producers’ commiumtsuch circumstances, the role of the
state should be more than that of a mere facilitdtot ‘'one which intervenes in a substantive
manner to “collaborate” with the local artisan epteneurs’. The enforcement of law,
associated to an environment conducive to busiress, remains an area of intervention,
which would need to be apprehended for ensuringtistainability of outcomes.

2.5 Demand-led growth and the Labour Issue: the Tuppur Cotton Knitwear Cluster

Labour and flexibility have been central to Vijagaskar’'s study of the Tiruppur cotton
knitwear cluster (2005), acknowledged for its sssoen the export front. The cluster is a major
concentration of cotton knitwear producers sinee1830s, and served essentially the domestic
market with innerwear until the early 1980s, whepat demand started to boom. Foreign
demand originated essentially from Western marlkaatsgl, rested on cheap basic t-shirts. The
major change was the seasonality of demand, asrdkfoacotton products in the West peaks

4 The Geographical Indication is a concept simitethie European “Appellation d’Origine Protégée” @br “
“Indication Géographique Protégée” (IGP), desigmgtrespectively, the naming of a food product bfch the
manufacturing, the processing and the preparadikestplace in a determined geographical area with a
recognized and stated know-how, and the namingpodduct of which the link with the locality occursat
least one of these stages; further more the prdzkrefits from enhanced reputation, cf.
http://www.ipindia.nic.in/ipr/gi/geo_ind.htm andtpt//ec.europa.eu/agriculture/qual/en/pdopgi_en.htm
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during the summer months to be almost nonexisteningl the winter period, a schedule
meaning that most of the firms are only operatidoalsix to eight months per year. Products
diversified in the 1990s; t-shirts were still thieister dominant product, but no more basic
products, differentiation became the trend, andints started to be printed and embroidered,
and dyeing quality improved. Producers also stattednanufacture sports-, women and
children wear, and these items constituted an asing proportion of the cluster output. The
global market for knitwear can be classified inethmain segments: use and throw; casual
wear and designer wear. Use and throw refers tonib& standardized goods that cater to the
low end segment; casual wear to relatively mordaked designs influenced by fashion
trends, thus less standard products; and desigear iw the premium segment characterized by
customization and high quality. The Tiruppur clustes been active on the first segment
during the 1980s to then develop its activitiestlom second segment; the proportion of each
segment relatively to total output was estimateddorespectively of 40 and 60 percent in
1996. The markets to which the cluster caters hasreasingly become volatile over the years,
western market summers are changing temporalitytawéimate change, and cotton sourcing
becomes increasingly challenging for manufactunetis inflation and re-allocation of land for
other uses, notably for biofuels. Seasonal fashiemds of export markets remain also
generally unknown to producers, causing uncertaiiitye comparative advantage of the
Tiruppur cluster is its ability to produce smallagptities of sophisticated products, starting with
25 units, as well as large orders up to 100'00Qsuyiinis at lower cost and time compared to
competing Asian clusters. Some firms cater onlyhi® domestic market, others also export
directly, yet others only subcontract for lead ®;mactive in the domestic and/or export
markets. Among the subcontractors, some undertakeamplete production process, others
limit their operations to stitching, the core stdpthe value chain. Stitching constitutes nearly
four fifth of a garment production time, and pacwl a&onsistency in quality are crucial for
competitiveness. Numerous units also operate iflarycactivities, such as bleaching, dyeing,
printing, calendaring and embroidery.

Workers appear to have relatively low qualificasand no formal training. Before the export
boom, labour was essentially sourced locally, with rapid development of the cluster, it
started to be increasingly sourced from fartheforegy Employment of women and children
became more common, these were already part afidhidorce before the 1980s, and exports
increased their incidence. Employment grew in eagstunctions and new roles were created,
notably in ancillary activities and white collarnictions. Migrant workers, and women and
children are usually employed in ancillary occugas, while the “traditional” local labour
remains active in stitching. The increasing neetlaise with banks, agents, buyers and state
agencies resulted in the settling in of educatedl mostly male white-collars. Workers are
recruited informally and this either through lab@antractors or directly by the hiring firms.
Recruiting through contractors enables the firmsatlapt workforce and thus production
capacity as per market requirements. The practiae already prevailing in the 1970s and
became dominant with the development of exportsnélcal flexibility and the lowering of
production costs, notably of labour, appear asntlaén drivers of the lead firms’ strategy to
compete, cooperation with foreign markets de fawtoeasingly led to the casualisation of the
workforce. The process was facilitated by a captbeal labour market without employment
alternatives, and also by the increasing seasgnalitdemand, which made temporary
migration current.
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Remuneration for stitching when domestic demand/gled was predominantly time-rated;
payment on a piece-rate basis became the preva@dmgneration mode in the 1970s with the
entry of merchant capital, a process which intéesiin the 1980s with the growth of exports.
Time-rated remuneration was again adopted by celdad firms in the 1990s, with increasing
focus on quality, the reversal remains neverthelessmplete. Most workers in the ancillary
units are paid on a time-rate basis and, interglstirall the firms that cater to the domestic
market pay today on a piece-rate basis. Labounensector has been highly unionized in the
past, starting plausibly in the 1950s, and colectvage bargaining did prevail, this strength
eroded with export growth. A factor at the origihtbis erosion is likely to be the piece-rate
remuneration system that dominated during the yesis of the export boom. Since there were
consistent variations from one order to the otherappeared impossible to the cluster
stakeholders to agree on a standard wagé’ratte growing proportion of women and
children in the workforce also prevented unionsnfrgustaining their bargaining power,
leading to labour's weakening vis-a-vis capital.thhe intensification of time pressure, the
increasing division of labour among firms, the seadity of the industry, and the entry of
unskilled workers in the profession, the skillinggess of the workers diminished relatively to
the pre-export period, when work intensity was éessd division of labour less rigid. Under
these earlier conditions, most workers ended upapable of undertaking multiple tasks and
vertical mobility was current. Patronage of workéss entrepreneurs was then possible and
associations of workers outside the caste netwfmkshe setting up of a unit were current.
Relations between entrepreneurs and workers betapersonalized with the casualisation of
labour. Initial investment also increased overytears, due to the high prices of now imported
machinery, and a sustained inflation in land privéh the cluster growth, factors that rendered
workers’ start-ups almost impossible. Only to thas#h land and pertinent caste networks are
such avenues accessible at present; caste fasliitnsactions among a community and also
excludes those who are not part of it, meaning that new situation may increase the
marginalization of the poor by blocking upgradingrgpectives. The introduction of new
technologies and processes created a need forkidsy and impacted the mode of acquisition
of existing skills and reduced the workers’ vetticebility. Vijayasbaskar’s findings highlight
that the working conditions of the workers improwkding the first years of export growth and
then deteriorated with the rising differentiatiam products. Aiming at high end segments
impacted positively on quality standards and thospooduct and processes upgrading, the
employment of migrant workers and the neglect efldbour issue however led to a low road
to growth. Further segmentation restricted the sdop functional upgrading and increases in
labour productivity, calling for a newer role oktktate and unions.

2.6 Collective Efficiency in Tamil Nadu Leather Clisters & an Uttar Pradesh
Saddlery Cluster

Looking at sociological factors and at the develeptmof the leather clusters of the Palar
Valley in Tamil Nadu (Kennedy, 1999; 2005), a hidgégree of cooperation between firms
prevails, as shown by intense subcontracting anfiomg and the participation in collective

13 |n the majority of countries, remuneration of &centractor is determined by a price per minutei¢tvis
multiplied by three in the case of sampling) anchgreed production time per piece; accordinglyglat®n in
the present case could have been to decide oca et minute and a minute range per type of garmen
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institutional arrangements such as associationcamanon effluent plants. The lead firms also
appear to have developed multiple extra-clustekalpes at the domestic and international
levels, notably through their cooperation in theimlacal association. This supra-structure
gives them access to information on markets andrpss in technology, and enables them to
express their needs to policy makers. Becauseegbdhuting aspect of leather work for Hindu
orthodoxy, a majority of the clusters’ stakeholdars Muslims, and cooperation is enhanced
by common religious believes and overlapping ptesl, personal and kinship relationships
which reinforce each other. The success of the imusbmmunity is however a factor of
communal tension between Hindus and Muslims in wh#ey, making overall regional
progress fragile.

Cooperation and trust are characteristic of an sinexclusively export oriented saddlery
cluster of Uttar Pradesh (Dwidedi and Varman, 2@0%) play important roles at practically all
stages of the value chain. Vertical interactione aumerous and horizontal ties are also
present, these links span across community, casiectass, and develop only once the
transacting parties have interacted sufficientlg dave become accustomed to each other. A
high degree of interdependence prevails, and catiparis clearly based on the collective
awareness of the need of reciprocal support to $&se the market and support the cluster
performance. The effective use of the advantagesdi to proximity nevertheless does not
hinder a low road to growth for what pertains te ttemuneration of labour, which again
proves to be low, if not abysmally low.

2.7 Lessons Learned

Overall innovative trends, continuous quality imygment and good working conditions which
characterize clusters of western economies, notidgyindustrial districts of the Third Italy,
have not been identified in these studies of Indiasters, highlighting the need for specific
cluster development policy. The chances of an Imdiaster to follow a high road to growth
appear minimal, social structure, the informalifyagtivities and surplus labour hinder this
development. The integrating role of local instdns appears less prominent than in developed
countries, to the contrary, they seem to reprodunckoften strengthen inequalities (Knorringa,
2005). Because of the often extreme differencesbangaining power between cluster
stakeholders, benefits from ‘collective efficienagmain generally skewed in favour of lead
firms (Smyth, 1992), and intense price competitmmbined with sweat shop working
conditions are the most likely to prevail. This epgs to apply to craft based Indian clusters as
well as to less historically rooted clusters baitt self-employment survival strategies in urban
areas (Alam, 1994; Cawthorne, 1995; Knorringa, 20@fhich de facto generally consist in
artisans and farmers having migrated to citiefiénsearch of employment.

2.8  Cluster Development Policy: Indian Experiences

In the late 1980s early 1990s, some internatiomaleldpment agencies, notably UNIDO,
started inducing pro-activity among and within ¢dwrs. This was attempted notably in India,
Latin America, South-East Asia and China, amongdéeeloping nations, and in Denmark,
Norway, the USA, and other industrialized countriese UNIDO CDP in India, which was
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initiated in the mid-1990s, is the first concertedtiative to induce dynamism in clusters
through targeted collective action of selected gsoaf firms and service providers along with
the involvement and also creation, if needed, afows, and mostly local and regional,
associations. A Cluster Development Agent (CDA)respnts the programme implementing
agency and builds upon his/her neutral status totixe trust of the cluster stakeholders, who
currently perceive each other only as competit@arKar, 2005). The objective is to shift
groups of enterprises to a framework of cooperatidmle competing. After relatively
successful deployment of the UNIDO methodology, Itidian government opted to use it in
the small scale industries, and handicraft and lloana sectors, and much of the Indian cluster
development policy promoted in the 1990s and beyamghasizes ‘collective efficiency’, and
the role of associations and institutions (Das,5300

2.8.1 Handicrafts and the Collective Efficiency Approach:
The Hand Block Printed Textiles of Jaipur

With development and changes in consumers’ beheyjidgkaditional handicraft markets have
given way to the high end segment of the domestickat and export niches. Artisans,
unaware of the macro economic changes, continuexupply their local market this either
directly or through traders, resulting in sometintgastically falling returns. The issue was
addressed by a UNIDO development programme in ekbpointed fabrics cluster in Jaipur,
Rajasthan, from 1997 to 2001. The intervention sleped by a demand-led perspective, and
multilateral trust building, joint action and batamg of activites were among the
implementation tools of the chosen strategy (Sa2@d5}°.

Jaipur printers experimented declining earnings aaiking conditions as from the early
1950s, because of evolving market conditions antappr change in the acquisition mode of
the fabric needed for printing. Demand started rimgpessively shift to cheap factory made
printed fabrics and to a bulk purchase system.grbeess resulted in the impossibility for the
majority of printers to pursue their earlier praetiof small quantity buying, and fabric supply
concentrated in the hands of a few, who succeadedpitalizing during the previous relatively
prosperous period of the craft. This transitiongghpaved the way to a new type of investors,
technically knowledgeable or/and considerably ditey particularly prompt to acquire the
needed expertise. These entrepreneurs venturediketing the printed fabrics in their own
high end and often urban outlets or in those oé®hand in developing exports. They have full
control over production without ownership, and appéo provide better earnings to the
printers. A suggestion for explaining this highexdl of remuneration is the emphasis on
quality and timely delivery, requiring higher quaations, and plausibly also a compensation
for keeping the secrecy of design. Indeed, the ymtsddeveloped by this category of traders
have higher design content and are marketed asitg att form, of which the uniqueness is
promoted; a confidentiality requirement and a fiiahcompensation for meeting it appears
hence highly plausible. However and in the casexpiorts, many of these traders remained

'8 Interestingly the author named the reviewed choéselopment programme the Cluster Development
Approach, by choosing such a generic wording fdindeg the local UNIDO intervention, he assumedfaeto
that cluster development policy may only be degigm®und the building up of ‘social capital’, amdllective
efficiency’, and supposedly as outlined by UNIDQjuestionable perspective, as will be highlightéith wore
in depth analysis of the Indian context.
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dependent on their clients for the designs thatdceell and to that extent their development as
the cluster progress remained constrained. A fegeldirms also own and monitor the entire
production process, and all stakeholders involvedveage earners or only dedicated to that
unit, a system that maximizes the use of humartadaglompetition is almost nonexistent with
such organisation of production, which remains.rBsethe mid 1990s, the cluster had reached
a stage where it required a serious rethinkingfdother and sustainable growth. The major
issues identified for intervention were:

- Market intelligence and development;

- Working capital support;

- Infrastructure support;

- Institutional support;

- The creation and strengthening of implementatidricles.

The UNIDO intervention in the Jaipur block printedbrics cluster can be broadly summarized
in five steps”:

1. The promotion of multi-lateral trusthe creation of multi-lateral functional trust sva
the priority before initiating any activity, mulk&teral functional trust as full trust
among all participants in an activity for infornatisharing related to that activity, a
process led by the CDA. The creation of the deirldwvel of trust required the
organisation of various activities among stakeh@delementary activities such as joint
meetings and the set up of workshops, to meso-bmtalities like grouping for credit
purpose and joint export delegations, to high askvities such as the creation of a
handicraft village. The more complex the activiigher the level of trust among
stakeholders has to be.

2. The promotion of local interest groupexisting associations were identified and new
associative structures created, if necessarydardo best promote the business needs
of the different local interest groups. These orgmions were mostly operating in the
areas of opinion and confidence building to bestqote interactions with support
institutions.

3. The role of micro-vehicle-networkifie implementation of diverse business activjties
notably the development of market and credit lirdsagwas spearheaded by formal
networks, such as Self-Help Groups (SH&s} informal networks of groups of

Y This classification is greatly inspired by Sarkaptoposition, order was nonetheless reviewed aarelement
was suppressed, namely the balancing of intervesitio be integrated elsewhere in the text.

8rhe first SHGs were formed in the mid-eighties #rely are today several hundred thousands, estinmated
regroup nearly 4.5 million members. In order tolgea SHG, a group of twenty people maximum must fi
decide to regularly spare a certain amount; thd thaos created then serves to satisfy the creddsef the
group members, or can also be deposited in a bigiskonly once the group has demonstrated itsrozgdional
capability during several lending cycles and itgatality to spare that it becomes eligible for albaredit,
sometimes through the intermediary of an NGO. Legdionditions to the SHG members are then detedmine
by the group itself and interest rates may varynf® to 60%. This mode of credit has several acwps
relatively to the Grameen Bank model: group memheax® a greater autonomy, as it is not about daitig a
given model, and empowerment is sensibly enharasefarticipating partners are involved, and nopsim
clients. The fact that the sine qua non conditmmef SHG formation is sparing nonetheless mearngtbanost
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enterprises under the banner of a macro-interescasion.

4. Start off with the weak point and expand to otlreaa an underachieving cluster has
always a set of critical weaknesses which are afdi@m a developmental perspective.
For the Jaipur cluster, it appeared to be essbntrarketing, the activities in the cluster
thus started with marketing related training artdnsified with the progress of
intervention. As the cluster started maturing, ¢élgg building in other areas, such as
credit, technical changes, the creation of inftagtire, and so on, also got initiated. The
stakeholders are supposed to contribute to allities.

5. Macro economic impacthis step stated the macro outcomes of the pnogre, which
appeared holistic in nature and spoke for the imeatr revival of associations, for the
formation of linkages with institutions and also fom level results.

Three broad categories of support activities wenplémented, defined according to their
foreseen duration: short, medium and long run aigss Short run activities require less than
seven days to be planned and completed, mediuraativities between one to three months,
and long run activities more than six months. Categ differ according to cluster
specificities, and activities may also vary in dima during their life time, an activity initially
envisaged as medium run may evolve to short ruh vatitine, the contrary evolution, from
short to medium run, may also occur, due to ressssent of needs or low efficiency. Short,
medium and long run activities are not exclusivd amy overlap, and the balancing of the
number of interventions for the different intergsbups is crucial, so as to ensure synergies in
the development of activities and between stakednsld Monitoring is carried out
simultaneously to implementation. The UNIDO prognaen was planned with an ideal
sequencing of activities as follows:

- Year 1 trust building activities and activities suppogithe definition of the action plan;

- Year 2 the incidence of trust building activities isately low and action plan definition
intensifies, while medium and long run activitiésvdy pick up, their implementation
speed will depend on the already created trustalapi

- Year 3 Medium and long run activities pick up;

- Year 4 Medium and long run activities intensify.

If progress does not occur as planned, this deced#gity pattern may help to assess

posteriori the cluster maturity. The more year 1 interactiams fruitful and support trust
building - a function of the stakeholders mindsatsl their openness to change, earlier short

distressed populations can with difficulty accdgs mode of financing, which is not the case fa @rameen
model, based on an initial credit. The SHG fornadasibly reduces management costs relatively extarnal
control, as required by the Grameen option. With$tG modelthe bank becomes a wholeseller in credit,
which each group then cedes in a retail mode tmémbers. The SHGs fragility nonetheless resideghit
makes their difference: their autonomy. With thea@een model, the bank is the fundamental of theesyand
ensures its continued existence, with the SHG agbrahe survival of the group only depends ogatsdwill,
cf. Servet, 2007.
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run activities will be initiated and the action pldrawn up accurately. Higher the maturity of
the cluster or its capacity to mature, higher thebpbility of falling percentages of trust
building activities and activities related to actiplan definition, and corollary of rising
percentages of medium and long run activities endiaerall activity framework. In the Jaipur
cluster, the level of short run activities appeairezdidentally still relatively high in year 3, a
trend that will persist in year 4, medium run aitieés picked up in year 2, but decreased in year
3, without substantial setting in of long run aities. This evolution suggests that the cluster
reached a limited maturity during the four yeamsgopamme and would need further support for
sustainable development, confirming thus the UNnageview that artisan clusters should be
supported for a minimum duration of 5 years, if nobre, depending on local context
(UNIDO, 2002). The low initial level of trust an@aperation are suggested as the main factors
at the origin of the cluster trajectory.

2.8.2 Handicrafts and the Group Enterprise Approach: Hoetwear Cluster of Athani

A very different perspective for cluster developmeramed “Group Enterprise” (Chatrapathy,
2005) and involving a private business servicesvigey, was experimented in Athani,
Karnataka. Athani is a small town of 35’000 inhahits and a cluster that produces hand made
leatherchappals®. 800 families are active in the craft, these dr¢ha bottom of the caste
system, and hence social and economic hierarche. ditire family participates in the
production process and a clear division prevaitsvben men and women. While men cut the
raw material and prepare the bottom soles, and ehadhle chappals women craft the inner
soles and decorative uppers, and grade. Womenilmatndn was rarely acknowledged in the
past as men were leading interactions outside harnere production usually takes place. The
activity flourished up to the 1970s, with a broamhekstic distribution and sales in Europe, and
demand progressively vanished in the subsequeaiddsec The decline resulted as much from
guality issues as from shortage of raw materia¢ ({tbason for this unavailability was not
detailed in the study), which led to intense contipet among traders as artisans; the latter saw
their annual workload decrease to hundred dayyeear, while already meager daily earnings
remained constant or decreased. Credit from tramsrame routine and made the artisans fully
dependent, a situation which forced many famileegive up the cratft.

The Khadi and Village Industries Commission (KVI@itiated governmental interventions in
Athani in 1968, with the opening of a training-cymmeduction centre, which imparted technical
know-how, working capital and marketing faciliti@sthe artisans. The initiative was a success
with a sensible increase in new designs and predaad was duplicated in Nipanni, a nearby
small town of the Belgaum district. The Karnatakates government started to support actively
the industry as of 1976 by promoting the Karnatdleather Industries Development
Corporation Ltd (LIDKAR), which focused on increagithe demand fochappalsthrough
marketing. The Corporation opened 29 outlets instiade and entered into cooperation with a
governmental marketing agency of Assam, in orderlsn cover the northern region. It
succeeded in providing employment to 10°000 leathtisans in the Karnataka district of
Belgaum alone. The state government facilitated pinecess by providing house-cum-
worksheds to workers at subsidized and interest livans. Quality remained insufficient to

19 Chappalsare Indian sandals, made of leather or of otheeriad, usually with a loop strap over the big toe.
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meet export requirements which led to extended @upbrough the Central Leather Research
Institute (CLRI) and the District Industries Cen{f2IC) as from 1997. The CLRI concluded
that the provision of technical inputs alone woulddt suffice to enhance the artisans’
performance, training in marketing and changesair tmindsets, notably in their depreciative
perception of their work and of themselves, wetepprerequisites for success. In the light of
this assessment, the organisation set up trainfogr@mmes in entrepreneurship aiming at
transforming the artisans into entrepreneurs irudgn1999, this in collaboration with the
Asian Centre for Entrepreneurial initiatives (ASCBENa Bangalore based NGO, and the
National Leather Development Programme. The iivgaivas named Project EnterPrice, it
involved 600 artisans and put a specific emphasisvomen empowerment. Its volunteers
conducted a baseline survey and interacted witisaad, governmental and developmental
agencies, and also with community leaders throhghRotary Club. Before initiating its first
workshop, ASCENT conducted entrepreneurship awaseneamps for women while
interacting regularly with their families in ord&y build up trust. In the process, SHGs were
created regrouping 15 to 20 women, who starte@dalarly save a certain amount in order to
benefit from their savings in the form of loansadtter stage. Training aiming at building up
awareness in costing, pricing, standardization rfdpcts as in the importance of quality
standards and timely delivery were conducted. A @om Facility Centre (CFC) was set up to
ensure that market requirements were met, and av@wen were also trained in design and
trained others. Brand building became then theripyiothe groups promptly understood the
implications of the concept, which led to the ci@atof the ToeHold brand. The ToeHold
Artisans Cooperative (TAC) was registered as a tru©ctober 1998, regrouping SHGs and
ASCENT representatives, and members of the Rotuip,Qvith the aim to act as the apex
marketing agency and develop sales in foreign ntswrk@nce a buyer places an order with
TAC, the order is submitted to the eleven SHGs #natregistered with the Corporation, and
these SHGs, representing 150 families, bid compelyt for it. On acceptation of the
guotation, which takes into account quoted pricapabilities, as much as equity and
developmental concerns, the SHGs member executeortter individually or together as
agreed. Thehappalsare then submitted to a two-level quality contanot delivered to TAC,
which remunerates the artisans through the SHG#heAend of the financial year 40 percent of
the net profits are redistributed to the artis&®spercent to the SHGs and 40 percent remain
with TAC to finance productive and social investriseconsidered as necessary for enhancing
the cluster competitiveness and the artisans’ beilhg.

Between 1998 and 2003, over 60 percent of theaagibtained electricity and about 10
percent accessed a telephone line. CooperationtiagtiRotary Club resulted in health camps,
improved sanitation, educational initiatives, vomaal training for shoe making and the
promotion of computer literacy. A more speakingrapée of ToeHold success is the case of
Balabai Kamble, who managed to get her husbandgsetk from bonded labour with the
payment of a Rs. 13'400 ($ 295) debt. Considerirgghbld efficiency in operation, the
organisation was considering the application fa IO 9002 certification at the end of the
programme. The new generation had also formedwts 8HGs. Earning per pair ghappals
are from Rs. 50 to 60 ($ 1.10-1.32), with additigmafits settled at the end of the year ranging
from Rs. 15 to 25 ($ 0.33-0.55) per pair. Previptevailing earnings are not detailed and the
average production time per pair as yearly avepagduction by artisan are omitted from the
analysis, the information would have been supperfr assessing the poverty alleviation
impact of the programme in terms of revenue.
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Both cluster development programmes provide a glengf the generalities and particularities
that make Indian cluster development policy. Empbhass outcomes vary, and interpretations
and interventions in western economies appear afficulty applicable to the Indian reality.
Cluster development experiences in India as lestearsed are many, and they provide an
important material for the definition of innovatipelicy, notably aiming at artisan clusters, in
dire need of support. Both development experieraethe majority of authors interested in the
issue of poverty in India, demonstrate however aseasus on the fact that the priorities for
sustainable poverty alleviation are the buildingaipthe producers’ capability and of social
capital; increased market access and extra-cllisteges; institutional re-vamping, including
facilitated access to credit and changes in reigulavhile designing mechanisms for ensuring
enforcement, and infrastructural development. Thigjority view suggests that policy
innovation should be designed around these areastmin and that novelty will essentially
reside in implementation mode and prioritisation.
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3. Indian Handloom Clusters

A brief history of handloom sets the backgroundhi$ section on Indian handloom clusters.
The sectoral policy implemented since the countryependence and its outcomes are then
investigated to continue with the evolution andamigation of the sector, and a description of
the production process. A comparison of four Orisaadloom clusters follows; the analysis
confirms that local specificities are determinal@nmeents of cluster trajectories, and also the
need for differentiated policy function of the lbsacio-economic environment. The IHCDP,
implemented since 2006 by the EDII in twenty haodioclusters located in all India, under
mandate of the Development Commissioner for Hamdkois the next topic. Its main
objectives and the foreseen strategy for reachiegtare first explored to continue with the
studies of the Varanasi and Chanderi clusters, lwihiath benefit from the governmental
scheme. The former locality is the pilot cluster tbé programme, with the objective to
replicate achievements on a broader scale, anthttee has the particularity to have already
benefited from substantial institutional interventibefore the launch of the IHCDP, notably a
three year UNIDO CDP. The characteristics and dtajees of both localities are first
highlighted; local institutional intervention iseth explored to continue with a discussion of the
methodology deployed and of measures which couldsiply serve a more prompt
development and sustainable poverty alleviation. @éwerall evaluation of the CDPs
investigated and their pro-poor impact concludedbetion, with a particular emphasis on the
role of institutions and local governance in getiegaand diffusing knowledge, and shaping
cluster trajectories.

Primary sources for both cluster studies and tHeéDR intermediary evaluation originate from
the EDII working documents, including the UNIDO Qldari diagnostic and the programme
evaluation, which was conducted by Basix, and ffaid work for a period of four months,
during which the author’s collaboration in prodaevelopment was initiated and interviews
were conducted with representatives of the IHCD® @NGOs and government agencies, as
well as with beneficiaries and other cluster staka#érs. Regular contacts with the EDII
programme Director were initiated before the fifiid visit, and were continued on an
ongoing basis from then on. Sustained interactaeseloped with the Varanasi CDA during
the course of research, while contacts with thenGea agent proved sensibly more sporadic.
An NGO aiming at reviving handloom and at allewgtipoverty wasn fine formed by the
author, with the involvement of Indian handloom entg®, a development which greatly
supported investigations.

20 Namely, Shri Himadri Ghosh, ex-chair person ofXtagional Institute of Design (NID, Ahmedabad) drehd
of the Khadi cell, now active as craft and desigpegt for his own venture as for NGOs, instituti@msl private
sector enterprises, and Meghshyam and SharmilaGuejspectively weaving and dyeing specialistd, oth
professors at the Banasthali University, Rajasthad,currently involved in handloom developmenjgets.
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3.1 A brief History of Indian Handloom

Up to the early 2B century, handloom was under the patronage of tie i@ cities and
complemented agriculture in rural areas, notablgnduthe rainy season. The craft became
then instrumental to resist British imports in th®20s under the leadership of Mahatma
Gandhi and a regular topic of the Independence memé Handloom has carried forward an
age old heritage, and has evolved with specificorea features that are identifiable through
the distinctive styles and techniques used. Thditibmal apprenticeship practice and the
protectionist policy enforced up to the liberalipat of the Indian economy in 1991 are the
main factors at the origin of the survival of thisique know-how up to the contemporary
globalization era.

3.2 The Handloom Sector: Policy and Macro-economi&ggregates

At the time of India’s Independence, handloom wasach a high added value for the elite, as
a product of mass consumption, a notable consequehdViahatma Gandhi’'s Swadeshi
movement. Programmes to support the sector wereisets of 1953 (Asian Development
Bank, 1990), these aimed at facilitating accessatw material and credit, and at marketing
production, notably on export markets. The coopexagocieties were viewed as the support
structures for making these benefits availablentweavers. Training to enhance production
techniqgues and innovation capability were also wiggd. At the macro economic level,
restrictions on imports and a differentiated tastegn favouring hand made production were
introduced, as well as the reservation of the pcoda of certain items for the sector. Supply of
raw material remained insufficient and of irreguarality, and was often misappropriated by
the power loom sector. Financing essentially bée@fthe already leading firms, and seldom
reached the cooperative societies and small stegitunable to provide the requested
guarantees and transparency in accounts. Prodyctfithe sector increased marginally in
spite of the existence of technologies positivehpacting outcome, irregular power supply
remains the main obstacle to their use. The measiming at supporting exports appeared
inadequate for their sustainable growth: all ldiagories set up during the 1960s, when export
demand boomed, closed down in the late 1970s, @é989s (Cable, Weston, and Jain, 1986),
unable to adapt to declining demand, they ofteiit sptio smaller informal units, an option
which provided the flexibility to do so, with redians in workforce and in remuneration at
convenience and without bearing any responsibibitythe workers. The tax system which
should have advantaged handloom was diverted wufaef power loom and the reservation of
production was poorly enforced. Cooperative stmaguwere initially considered by the
political leadership as a way for the artisansdcape the putting-out system, in which traders
supply all inputs to the weavers and get the fimsproduct against payment, and which easily
leads to abuse by the former; they failed in gneajority in reaching this aim. The low level of
education of the artisans and the frequent memipeesid also leadership of master weavers
and traders, who kept the governmental benefitessed for their personal use, instead of
redistributing them to those to whom they werendtxl, doomed the cooperatives to fail. The
lack of competences of state employees, corru@mhthe absence of political will appear to
have been the main causes of the relative polisyctess during the four decades after India’s
Independence. The high contribution of textilestie economy and the absence of private
investments led to the setting-up of an independentstry in 1989, including the Offices of
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the Development Commissioners for Handlooms andHordicrafts. The role of the Ministry
of Textiles is to define sectoral development polnd the promotion of exports, and cluster
development is the policy option which was chosgnihie Development Commissioner for
Handlooms to revive the sector. Governmental iretions since 2004 appear more incisive,
as suggested by the constantly increasing bereftsschemes, including the IHCDP. Schemes
proposing financial support are nevertheless raitdisbursement in the first place, they have
to be requested by the potential beneficiariesetsd, and have remained relatively unused
(vVarsha, 2007). The inefficiency of state agencibg lack of education of the potential
beneficiaries, the generally insufficient humanitdpf local NGOs and the limits to support
posed by language and local specificities in thatexd of interactions with foreign
counterparts are the main factors hindering effectss.

According to government data, the handloom seatoviged direct employment to more than
6.5 million artisans in 2005 and contributed foarg 13 percent to Indian textile production
this same year, all manufacturing modes includdx [atter aggregate in turn contributed for
14 percent to Indian industrial production, for érgent to the Gross National Product (GNP)
and for 16 percent to exports revenues (Ministryf extiles, 2006). Handloom remains much
present in rural areas where it still complemegtscalture and the craft prevents migration to
already overpopulated urban centres, a specifigltich makes its sustainability crucial. The
sector is characterized by a high degree of infityn@orollary by a low level of unionization,
as well as by the prevalence of the putting-outesysand piece-rate remuneration. With the
progressive elimination of state support and ptaieist measures, the intensification of
competition from power loom and the adoption of lomads to growth by leading sector
stakeholders, the weavers are facing increasirfggulifes to meet their everyday needs, and
the majority lives today in extreme poverty witlaly remuneration of 2 USD, if not less, and
has no employment alternatives.

3.3 The Evolution of the Handloom Sector

Handloom has originally thrived in clusters in dfiegarts of villages or cities, and is a low
caste occupation. Traditionally, the weavers, besraftsmen, were an essential part of the local
economy and producing mostly utility products floe focal market and occasionally exquisite
items on request of the local elite. The flora &magha, and decorative motifs influenced by
Persian art and Buddhist iconography constitutenth@ traditional design inspiration sources,
and remain prevalent in contemporary handloom. gissand colours are often signifiers of
social and marital status, or have a religious nmganWhen industrialization and
mechanization started to provide for utilities, theditional market progressively disappeared
to be gradually replaced by urban and export markatith the distance from demand, the
producers lost track of the market intelligence thay previously integrated in their designs,
and existing forward linkages didn’t succeed ireass1g evolving market needs. Quality issues
added to the loss of market knowledge and the cttigmeof power loom resulted in declining
demand for handloom products. The adoption of wess¢yle outfits by a growing middle
class accelerated the trend. In order to remaicepcompetitive relatively to machine made
production, which has a much higher productivitg &ience price advantage, traders or master
weavers increasingly opted for cheap inputs andiatsmhs in labour costs and processing
times, to the detriment of quality and of the weavevorking and living conditions. Power
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loom designs were also copied by handloom, leattirthe erosion of the traditional heritage.
Handloom failed to match the new market requiresamid to upgrade. Competition between
deprived and often starving community members becauorrent, weakening the traditional
solidarity which could be observed among membera same caste or religious community
before the changes in market conditions. Steadyctexh in earnings and loss of dignity
resulted in the migration of weavers — both pratessly and geographically, and also, in last
recourse, in the sale of their blood or suicideeSprospects, which can notably be observed in
Varanasi and in some Madhya Pradesh localities, ttedhe disinterest of the younger
generation in continuing the traditional occupatioausing sometimes the definite loss of a
particular technique with the death of some weawetls unmatched expertise. The craft got
exposed to significant loss of millenary valuatdehniques, and to social instability. With 6.5
million people directly involved in the sector, tlstakes are high and the task appears
substantial.

Significant resources have been channeled to revbis declining trend; the measures proved
inadequate, notably because of their relative xilfiety and supply driven orientation, and, on
the other hand, of the delegation of implementat@mthe support structures rather than to the
weakest interest group, the weavers. Inputs wereigerd subsidised or for free, which induced
a ‘debilitating dependency and a cynicism over igpand value’ (Gibson, 1999: 4). Policy
needed to be reviewed in light of the low levehohievements on the poverty alleviation front,
and involve the artisans as the leaders of chahnle.priority is to transform weavers into
entrepreneurs (which they de facto are), as expeztk by the Athani footwear cluster, or, if
not full entrepreneurs bearing all business rigkdeast active cluster stakeholders and actors
of their craft, aware of the features of competitiand demand, and of the advances in
technology and product. Marketing is crucial fomguoercial success and it has been largely
neglected by governmental policy; this graduallgrudes, emphasis of actual measures remains
nevertheless insufficient and the mode of trainiagpears inadequate for supporting
competitiveness and sustainable development, dsbwilhighlighted by the studies of the
Varanasi and Chanderi clusters. CDPs should ideallglve around positioning handloom on
niche markets based on a strategy promoting praghicueness, high quality and best client
servicing. Autonomy in design must be acquired,pkeg with traditions as much as with
market trends, a balance of which the adequateuiarmas not yet been found. Time and
guality awareness are other assets that needltailbeip to match global standards, which are
increasingly alsahe ones of the upper segments of the domestic ehaRethinking is in
process and the issue is to find the miracle gyateat would enable the move towards a
demand-led and sustainable development of the bamdsector with an optimum allocation of
resources, and efficient redistribution mechanisms.

3.4 The Organisation of the Handloom Sector

The putting-out system, viewed as a “pre-capitalisbrganisation of production and that
prevails in Indian handloom clusters, is intrinflicdinked to informality. The system is

characterized by the provision by the trader ofirgluts necessary for production to the job-
worker, the former will then get the end-product specified and at a given date against
payment from the latter, the amount will have beemmonly agreed at the start of production,
on the basis of a sample or without, depending wdyxt specificities and the weaver’'s
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knowledgé'. From the traders’ perspective, the main reasowsivating the continued
existence of the system are the minimization ofsaad flexibility that it enables, notably and
respectively through the use of the artisans’ gettareduced labour costs, and employment as
termination of employment at convenience and withmaring any formal responsibility. The
system is also perceived as advantageous by theevgeavho often prefer to work at rather
than outside home, it nevertheless exposes thategendency from and abuse by the traders,
notably in rural areas, where these operate inIsmahber and have quasi monopolistic
positions. A clear division of labour characterizbge prevailing putting-out system and it
enables the trader or master weaver (Biswas, ZB)5to primarily focus on marketing and on
arranging the provision of inputs and regular wéwk the weavers. The trader is the main
medium of knowledge diffusion and technologicalawation among the weavers, and he may
play a leading role in upgrading, as in perpetgatstagnation or decline. Significant
improvements in production processes have beenesstd in clusters where traders
demonstrated of the strategic intent to supporvation and the skill building of the weavers.

Weaving is a traditional occupation involving anfily members, and the art is transmitted
from one generation to another, generally fromdato son, since early times. Apprenticeship
may last more than eight years; this traditionarieng mode enabled the richness and
endurance of traditions up to today, and provideglastic supply of skilled labour with little
formation costs. A household includes generally skided weaver and an apprentice, who
may be the son of the former or a close relativepranticeship starts around the age of ten,
early débuts which are one of the causes of thevevgachildren early school drop outs,
poverty is another reason. Most currently men pethe loom and weave, and women take on
ancillary activities such as preparing the yarnd &nishing the products. Women are not
directly employed but work as part of a family urlihe use of family labour, assimilated to
invisible labour, has a depressive effect on watlesmore family members are involved in the
activity, the lower effective wage. Family labouropides little incentive for technical
innovations and increases in labour productivitgc&use of their low level of education and
limited access to information, weavers are generalbware of the existence and role of trade
unions, and not knowledgeable about governmentitl&ion on working conditions and
wage$’. Traders and master weavers are generally inflemtembers of their community,
and involved in the politics of the region, and @daemained unchallenged in their way of
operating up to present times. They are not resplentor any liabilities associated with the
weavers producing for them and appear in great miajoot ready to give up the economic
rents resulting from their actual position at tieadh of the sectoral hierarchy (Biswas, 2005).

All Indian handloom clusters face the competitidrpower loom fabrics, produced nationally,
notably in Surat, Gujarat, or imported, essentifiiyn China. The adjustments of clusters to
this competitive pressure vary: some clusters declinable to innovate in process as much as
in product, others introduce product innovationd astill others initiate both types of
innovation. Product innovation in handloom may ¢sing new designs, and also innovative
blends of fibers and weaving modes; process inmmvanay reside in the introduction of

2L A similar putting-out system exists in developedmiies, notably in garment manufacturing; theat#hce
relatively to developing countries essentially ieshe formal aspect of activities.

2 About wages, see http://labour.nic.in/annrep/8leislab5.pdf and http:/labour.nic.in/wagecell/vatwe. html,
http://www.vakilnol.com/bareacts/minimumwagesaaimumwagesact.htm
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jacquard accessories (which necessarily also mgatkict innovation) or of other technical
innovations, such as gears at the end of the loeambthat facilitate weaving and increase
productivity, a mechanism currently named “takeamol let-off motion®?; and it also pertains
to ancillary activities, essentially yarn procegsand dyeing. Yarn is acquired through local
merchants, often in quasi monopolistic situationdioectly in producing regions. India is the
second world producer of cotton and silk, afterrahiDespite large areas under cultivation,
Indian productivity remains comparatively low, aodtput is insufficient to satisfy domestic
demand (Ministry of Textiles, undated); a fourth ddmestic silk needs were matched by
Chinese imports in 2065 The quality of Indian production is also an isstegularity in
guality of Chinese silk is superior, and importsnir China also diversified these last decades,
notably with the adopting of Indian qualities byid#se producers, such as the Mugga and
Tassar silks. Improvements in yarn productivity aqhlity become increasingly pressing,
notably with the higher quality standards thattstiatecome the norm for the upper segments
of the domestic market. Dyeing is also an issuerslyften compromise on dye quality and
guantity, essentially because of their high priaed bulk buying conditions, and they also
disrespect dyeing time and water temperature, reguh end products of low quality that run.
This deficient practice is current at the pan Indievel and a major handicap for commercial
success. Dyes were essentially of natural origipstai the late 19 century, and their
compositions often kept secret. Indigo is the nrepuuted exception, it became a prevalent
export product during the colonial era, until thecdvery of chemical dyes in the West in
1856. Chemicals dominate today the market; progiesshe use of natural dyes may
nonetheless be observed with growing environmeatatern.

The professions involved in the handloom sectothwi varying weighting of the different
stakeholders, are: traders, master weavers, catekrgjadyers, weavers, BDS providers,
including governmental agencies and NGOs, and @m¢es active in related activities, notably
yarn and dye suppliers. The use of marketing agensiresidual, and marketing functions are
generally nonexistent in enterprises.

Four categories of workers directly involved in wig may generally be identified:

Master weavers:they work for one or several traders and emplogwees working in their
cottages on a piece rate basis; they may alsotlgiteade, and have a weaving background or
not. They supply the yarns and designs, and momitoduction, to then deliver the end-
products to traders, which may be serving domestforeign markets, or both.

Weavers paid on a piece-ratethey weave according to the designs and yarnsigedvto
them by the often single trader or master weavemtoom they work. They are home-based
and may own one or a few looms, or these may haea lnstalled by the trader or master
weaver.

% E-mail exchange with Shri Himadri Ghosh, Augusb20

24 Chinese mulberry raw silk or yarn imports are altyusubmitted to an anti-dumping duty, consistirfgte
differential between a price of $ 27.98 per kiladhe landed price. The rate was agreed in 2008vier
years and the measure should be continued in 2009,
http://feconomictimes.indiatimes.com/Garments__ TesfExtension_of_anti-
dumping_duty_on__Chinese_silk_yarn_fabric_sougiit/ashow/3220311.cms
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Daily wage earning weaversthey usually learned the craft at home, and wdavene or
several master weavers outside of their homes i@ngaad on a daily basis.

Independent weavers:they decide of all product specificities and aceguiie inputs to then
manufacture and market the weaves; these areduatgiercentage of the weaving workforce,
generally of less than 5 percent.

Weavers’ earnings vary according to the skill cantef their production, which may be

categorized in three types: high or intricate, imtediary and low. Kolis, belonging to a North
Indian weavers’ caste and Muslim communities anegeed among the most vulnerable by
handloom professionals.

3.5 The Production Process

Weaving is commonly done in the artisan home aralrioom partially or fully reserved to this
end. This organisation is considered as an advaribggthe weavers relatively to the other
employment opportunities available to them on thgualified work market and outside of
their homes, such as rickshaw driver or constractworker. Focus of studies generally limits
itself to the remuneration of labour, while retuorsfixed assets are silenced; if the latter are
factored in, the average remuneration for weaviegehses of 25 to 35 percent. The prevailing
organisation of production appears far from optimiemrespect of productivity, the rooms
being often small and the families large. Irregudad insufficient power supply is also an
issue: the structures of many urban houses mak®dssible to weave without power, and, if
weaving is feasible, weavers are forced to stopictvith daylight or power failure. Leaking
during the rainy season, because of deficient ngofis another factor which may force the
weavers to stop activity; heavy rains, of which treguency intensifies with climate change,
may also render production and transportationdadiftj if not impossible.

The handloom value chain starts with design, ctingiof the definition of the motif, colours
and fibres. Design may be a copy of an existingepat or a new motif realized by a designer
of the locality or residing outside of the clusteotably in metros. Anuhallahor “traditional”
designer generally undergoes a training whichstdund the age of 10 years and lasts up to
8 years. A design takes one day to be producedhatebsigner sells in average 75 designs per
year for an average price of Rs. 300 (approx. $ 6i& clientele usually consists of 10 to 15
traders or/and master weavers. Motif intricacy naagy from plain to intricate; the weaver’s
skills as remuneration will vary accordingly. Ortbe design chosen, a paper duplicate in real
size is realized, currently named graph, which wétve as basis for designing the jacquard
cards and defining the loom drafting requiremerfitise trader or master weaver generally
provides the design and related specificationsthad/arn to the job-weaver; the extent of the
weaver input will depend on the human capital asibés through him, as he might be closely
related to one or several designers, as dyers,alsudon the trader willingness to use the
weaver’'s network. Motifs were previously essengialburced among the weaving community
and it seems that during the two last decades rindgon of the design by traders or master
weavers became increasingly prevalent, relying logir town contacts, essentially family
members or close relatives, or on designers forémrtheir locality of operations and,
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supposedly, of residence. These options all leahtmcreasing loss of market intelligence by
the weavers anchuhallahdesigners, and reduce their upgrading scope.

The yarn generally needs to be processed beforepusgaration may include de-gumming,
spinning, bleaching, dyeing and reeling (bobbitiniy), depending on yarn specificities on
delivery. The warp yarn is in general not de-gumnedhe contrary of the weft yarn; de-
gumming results in a 25 percent increase in priggeing is often done in rudimentary
conditions, notably in rural areas, and azo-dyes wased, containing heavy metals and
particularly harming water resources. If necessany simultaneously to the yarn preparation,
jacquard cards are produced; a design may redquerproduction of a few hundred cards up to
a few thousands, according to intricacy and sind, average daily production is of 200 units,
sold two rupees each for a net profit of one ryperecard. Daily earnings are thus of Rs 200.00
($ 4.39), and usually paid cash, conditions whictkencard makers far better off than weavers.
After dyeing and once the cards ready, the drafohghe loom starts, which is relatively
difficult and time consuming with high design iy, in which case, two people may
sometimes be needed during ten to fifteen dayd sihple designs, two to five days suffice.
Weaving is the core operation, it may be realizgdie or two weavers, according to design
intricacy and fabric width, and an apprentice misp assist. In fly-shuttle looms, the shuttle is
thrown manually from one side to the other, a mettwitable for simple weaves and designs.
The weaver sets the shuttle in motion by puttirjgrla to the cord attached to the picker; the
shuttle is then stopped without rebound at theradlte of the warp to start again the process.
While one hand sets the shuttle in motion, the rothanipulates the batten and the weaver
simultaneously presses his legs on the treadleomtrol the heddles; the simultaneity and
precision of operations require confirmed skillsl @xpertise. A shuttle slip means that it has to
be reset, it also results in yarn losses and queirig weft shoots, causing quality reduction.
Unequal pressure through the batten may resultlmid density variations, also inducing
inferior quality (Biswas, 2005: 86). Sophisticatddsigns may be woven with the help of
needles or jacquard accessories, which mechanisalgct heddles controlled by perforated
cards of which the holes represent the designshimg concludes the production process and
may include waxing and pressing; the fabric mayp alsedbhutti cutting that is the cutting of
the threads linking the motifs on the wrong sidehaf fabric, depending on local specificities.
The weaving of a plain sari of 6.4 meters, the bgaedage, may take less than a week, the
production of a sophisticated product up to a feanths. Embroidery, for which demand is
increasing, may also be a finishing option. Plahbric may be bleached, dyed, printed and/or
embroidered.

Poverty, a still relatively high illiteracy rate érthe lack of organisation have made the
majority of weavers particularly vulnerable to mamyms of exploitation. Because of their
ignorance of the changes in market conditions, wesado not see the necessity to adjust, and,
if they would, they would have neither the knowledwr the skills to do so. Artisans and their
families come from very disadvantaged circumstaneé®re they experience discrimination
based on caste, taking the form of low wages, itethtess to traders, which may be transferred
from one generation to the other, and working iffialilt and often unhealthy conditions. No
interest is generally taken on credit and advanbesthey lead to the weavers’ full loss of
bargaining power and independence. Traders alse hapropensity to review remuneration
downward on receipt of merchandise. They nonethels® serve as social security in difficult
times and in absence of a state run system, ayredhiich also enables them to keep the
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weavers’ remuneration low when demand is sustaiBedause of surplus labour, any market
conditions improvement are unlikely to result isensible increase in the weavers’ earnings,
and the availability of a cheap and elastic lab&uwpply as well as the nonexistence of labour
organisations provide little incentives for thedges and master weavers to introduce labour
savings techniques of production. As in industzedi countries, important dynamics for
increasing productivity have to come either fronvgmment measures and incentives, or from
trade unions or workers’ organisations which pragsufor increased wages and benefits
(Kurian, 2005; Biswas, 2005).

3.6 Conditions and Progress of four Indian HandloonClusters

Despite the exploitation potential inherent to plgting-out system, certain handloom clusters
developed fair relations between weavers and tsaolemaster weavers, based on mutual trust
and faith, and formed through recurrent transastiover a long period of time. In one of the
most successful West Bengal clusters surveyed $wd (2005) in 1991-92, namely, the Fulia
cluster, of which the production is characterizgdthe use of all yarn types, namely silk,
cotton and manmade fibres, innovations were firsbduced by the local cooperatives in the
1970s, and subsequently adopted by the tradersinitied credit to the artisans served at the
acquisition of improved looms to be installed ie @irtisan cottages. Once the looms installed,
the traders provided the designs and yarns to tiga@; trust ensured required quality and
timely delivery, and also reduced transaction cdatsvation in process and product occurred,
productivity and the earnings of the weavers ineeda and some weavers even acquired
designing skills during the upgrading process. Hagne innovation mix was stated in
Bishnupur, another West Bengal cluster working lo& putting-out mode and specialized in
silk products, outcomes proved nonetheless lesbimgo In nearby Islampur, where the
putting-out mode also prevails, but the core prdidads plain silk fabric, the dyeing process
was improved, and printing was introduced and geinunearby facilities to be taken on by
non-weavers. These local innovations supportedriaketability of production and expanded
output, but without improvements in weaving teclogyl and in the weavers’ earnings. The
study of the Nabadwip handloom cluster, in whiclpitist producers dominated, owning
factories of 30 to 40 looms, showed that thesedaib innovate and to invest in developing
their market, which resulted in the decline of thester. The submission to the Factory Act and
to the payment of taxes as to other obligationsstaming flexibility, to which the informal
sector escapes, may partly explain the poor pedonom of the Nabadwip cluster, another
explanatory factor is that the entrepreneurs predeto channel the surplus outside the activity
instead of re-investing in it. 60 percent of thertss were identified idle in the cluster. Despite
the decline in the industry, the producers continieeenjoy high margin; their level of earnings
could only be made possible with the hiring of uls#t weavers and the payment of
particularly low wages.

Among the four clusters surveyed, earnings per eeappeared to be the highest and the
traders margins the lowest in Fulvia. A proposedlaxation for this leading position is the
greater diversification and shorter product life lotal production. Differing patterns of
technological development may also explain theed#iices in earnings. Improvements in
Islampur only pertained to dyeing and printing, @t to weaving, the earnings of the weavers
consequently did not improve. Local traders alskedsthe weavers to deposit Rs. 2°000
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($ 43.9) as security for the provision of silk; amount that then became part of the traders’
working capital. The Islampur and Nabadwip weavsad abysmally low earnings per day;
respectively of Rs. 15.25 ($ 0.34) and Rs. 20.90.6B6Y>; interestingly, the margins of the
traders appeared to be the highest in these ladbtalities among the four clusters studied.

In all successful clusters, the traders financeal ittivestments needed for upgrading and
advanced the necessary working capital. This nlegkass occurred only once the cooperatives
had given the initial stimulus with the introductiof new technology. The role of the local
state in stimulating the development of the Fuha &8ishnupur clusters has been essential.
Innovation in these clusters resulted essentiatiyjnfgovernmental interventions in the 1970s
and 1980s, when new looms were introduced throbglhcboperatives, along with short-term
training programmes to operate them, and to upgitaeleveavers’ designing skills. Loans and
subsidies to install new implements complementeddhmeasures, and the weavers could only
find it advantageous to acquire new qualificatiomising their employment opportunities and
earnings. The cooperatives failed to capitalizeéhair initiatives, notably because of a sporadic
yarn supply and hence irregular work for the wesytire traders did, and used the skills made
available and invested further, which resultedhe tegularisation of the weavers’ work and
corollarily in an increase in their remuneratiorneTstrategic move of the traders was also
supported by the already relatively developed mtalidethe product, the outcome of previous
government efforts in marketing the cooperativesdpction, notably through advertising and
the opening of emporia in metros. Both clustersastimat the putting-out system may support
innovation and cluster upgrading while alleviatipgverty under certain circumstances. New
processes or products were absent of other WegjaBafusters surveyed, where this same
putting-out system prevailed, but strategic int&as missing.

3.7 The Integrated Handloom Cluster Development Prgramme (IHCDP) °

The IHCDP executive agency, the EDII, is respomsitdr supporting the development of
twenty Indian handloom clusters, and for coordmgtthe programme activities, and their
monitoring and evaluation, this under the aegisthd Office of the Commissioner for

Handlooms. The official definition of cluster inetiprogramme context is a large concentration
of weavers, producing high added value productl aitonfirmed niche market potential.

The IHCDP has five declared objectives:
- To support in a holistic manner the sustainableettgpment of handloom clusters;

- To facilitate cooperation between weavers and gappliers as well as BDS providers (the
state becomes here a business facilitator, as athaby regional science);

- To ensure the building up of adequate infrastrictund services (which may mean inter-
sectoral upgrading for some weavers);

% Biswas assumed the presence of two weavers péy fanobtain these daily amounts.
% Cf. http://edi-handlooms.org/index.asp?id=M1
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- To provide an environment conducive to participatmd reinforcing the weavers’
autonomy;

- To encourage the convergence of governmental sebsadd schemes, in order to optimize
the use of resources.

The programme was initially envisaged for a threaryduration, which was extended to five
years during the second year of implementatiomsaddditional year to evaluate the clusters’
specific needs and elaborate action plans, anchanta step out while ensuring the take over
of activities by BDS providers. Different approashaere privileged for the satisfaction of
objectives and defined as follows: the capabilityilding approach, focusing on skills
upgrading; the market approach, supposing demaddnieasures, such as information
dissemination, the definition of marketing straésyi including meetings with buyers,
advertising campaigns, and so on; a technologiesdgective, emphasizing improvements in
looms and in dyeing process; and an institutioreletbpment approach, in other words, a
particular emphasis on the formation of associatir facilitating the provision of yarn,
access to credit and market, and social intervestio

The clusters involved in the scheme had to regeoapnimum of 5000 looms; in line with the
official definition, the other main criteria forefr selection were the exclusive features of their
production, their niche market potential and trediility to survive in a highly competitive
environment. CDAs were named for each cluster whih task to analyze its strengths and
weaknesses, and elaborate the action plan spdoifitheir respective locality in close
collaboration with the cluster stakeholders, bycHyang activities envisaged and expected
results. The action plan is then reviewed on a lyebasis according to previous year
achievements, with, ideally, an increasing paréitign of local sectoral associations. Once the
action plans approved, comes implementation, whlsh lies with the CDAs. Emphasis is on
the promotion of institutional and backward andmard linkages, support to the formation of
governance structures and on other elements imdithethe approaches retained.

Local authorities are planned to contribute to HHEDP by ensuring the free or subsidized
provision of land for the building of needed fatds, notably dyeing and CFCs. They are also
requested to guarantee legal status to the assosidahat will emerge during implementation,

and to ensure the convergence of state and cesfpglort measures in order to maximize the
use of resources.
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3.8 The Varanasi(Uttar Pradeshand Chanderi (Madhya Pradeshilandloom Clusters

Emphasis in these studies of the Varanasi and @niahdndloom clusters is on the local
organisation of the craft, most particularly onnfirelations, and on the local institutional
arrangements, with the perspective of evaluatimggt, ftheir relative contribution to the

clusters’ structure and performance, and their irokde poverty prevailing among the weavers,
and, second, in what extent these local factordriboie or hinder growth and poverty

alleviation, and how, in the latter case, thesedi@@ps to performance and inclusive growth
could be overcome. Before considering these dimessilocation, size, composition,

production and evolution of both clusters are ree.

3.8.1. The Varanasi Handloom Cluste

Varanasi is one of India’s most renowned holy amclent places, and is also one of the highest
weavers’ concentrations of the country. Weaving iecal tradition since 1500 to 2000 BC,
and is mentioned in Vedic and Buddhist literat@etton weave seems to have dominated up
to the 14 century, when silk was introduced and became peavén local production. Early
19" century British authors recount the richness dreddommercial importance of the local
craftsmanship, and also that the most delicate némissilks were then adorning the halls of St.
James and Versailles. The city is located soutbttdr Pradesh, one of the poorest and most
populated Indian states, with a population estiohdtetween 140 and 170 million; it is also a
state where the illiteracy rate is relatively highd communal tensions are frequent, as
illustrated by the incidents in the locality andartey Ayodhy&®.

The Varanasi Cluster Stakeholders

The Varanasi cluster comprises around 100’000 weaaecording to governmental data, of
which only 40 percent are active (other sourcegatd between 125’000 and 250'000 weavers
in the city and its surroundings, with a total dettpopulation of 3.15 million in 2001, of
which 1.4 million lived in Varanasi, cf. Ahmad, 200 Weaving is locally a male centered
occupation and the weavers’ population is estim&dedave tripled during the last 34 years.
According to governmental data, 59 percent of treawers are literate. 70 percent of the
Varanasi district weavers are urban and locategp@tific areas of the city, with eantuhallah
having its specialty, if not each family, from law high end production. 90 percent of the
urban weavers are Muslims, compared to 30 peroeihiei villages, where the 70 other percent

" This section is notably based on: the 2005 ED#dbibstic Study of the Varanasi Handloom Silk Clyste
conducted through desk research, intensive dialegthe30 stakeholders and structured interviews (cf
http://edi-handlooms.org/DiagnosisStudy.asp?id=Rf)annual progress report written at the endef th
programme first year, 2006-07; and a comprehenmiwposal written at the end of the second year of
implementation, 2007-08; as interviews conductethlyauthor and her experience of the cluster.

2 A railway station and a Hindu Temple were the nangets of 2006 terrorist attacks in Varanasipssedly led
by Pakistan groups with the view to build up comaduensions. A Mosque was destroyed in Ayodha mdHi
militants in 1992, these wanted to build a Hindupée in its place, to mark what they believe taleebirthplace
of Lord Ram, the Hindu warrior king. In February02Q one of the Hindu groups involved in the viol&@62
demonstration called hundreds of volunteers tcsitgeto begin the construction of the temple,
http://news.indiamart.com/news-analysis/varanaasistnew--11866.html and
http://news.bbc.co.uk/onthisday/hi/dates/storiestdeber/6/newsid_3712000/3712777.stm
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are essentially low caste Hindus. 95 percent ofseavers are job workers and the putting-out
system prevails. About 500 traders and master wesal@cally named Sattiwalas, Grihastas
and Gaddedars, rule the sector. Sattiwalas arestgddetween weavers and traders, and they
usually work on a 3 percent commission and areenghged in the craft. Grihastas buy from
weavers or master weavers and sell to Gaddedawsnayy the risk of transaction. Gaddedars
are large traders, who may employ weavers on a weageiece-rate basis and limit their
activities to wholesale, or who may also be activeetail operations, often by owning outlets,
locally and/or in metros; they are generally alswolved in yarn business. Designers are
estimated to be between 100 and 300, and dyersebet@0 and 500. Card makers and BDS
providers, including governmental agencies and NG&Ds the other cluster stakeholders. The
number of cooperatives has increased since 1998gdoh 385 structures in 2006. The
functioning of the majority of cooperatives turnmat to be deficient at the start of the IHCDP:
schemes and benefits generally remained with thd leembers, who often proved to be
traders, yarn supply was irregular and inconsisiemuality, and functional divorce between
marketing and financing, on one hand, and weaving,the other hand, was generally
complete. The cooperatives had become a meansafders to avail government incentives
instead of promoting the weavers’ empowerment.

The impact of social structure on the sector orggtion appears to be particularly strong, and
the chasm between traders and weavers which charsg artisan clusters particularly vivid.
The confinement of joint action to those with arsldacommunity finds confirmation in the
locality, where the level of interactions betweeimddis and Muslims is remarkably low. The
poor of the different religious communities appeanetheless more prone to interact than
leading cluster stakeholders.

Labour and the Remuneration Issue

The weavers’ remuneration encountered a slump db3@0 percent these last fifteen years,
corollary to the decrease in demand for hand wdabrics, notably for saris, the cluster core
production. If a weaver was earning 100 rupeesy&ans ago, he is today getting 60 rupees,
equivalent to 1.3 USD, excluding inflation (whichactually reaching its highest rate since 13
years). Credit facilities to the weavers are nostexit, and the poorest are generally unaware of
governmental benefits because of their low level edfucation and reduced access to
information; their only possible access to finaappears to be the traders. A cash advance by
the trader is current at the start of working tielag and the amount currently equals 50 percent
of a weaver annual earnings. Debts may also beedaorward from father to son, and traders
currently review remuneration downwards at the tiofedelivery, giving as reason the
weakness of demand, and issue post-dated chequesyment, forcing the weavers to use
intermediaries working on commission. These methesounter a high tolerance from the
authorities, plausibly because of the traders’dantal social security provider role. Traders
appear particularly secretive about their earniraggl the evolution of their revenues during
these last fifteen years is unknown. The weavdggi hnemployment and their abysmally low
level of remuneration however suggest that dechndemand has been matched by reductions
in labour costs and in the workforce, while thedé&a’ profits remained constant or even
increased. Traders control production, distributi@tcess to credit and often also the
cooperative structures and related schemes anditisernenhis concentration of power has
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gradually led to a form of soft exploitation, ammda low road to growth harming productivity
and the cluster upgrading perspectives.

The Varanasi Production and its Market

Silk and zari, a yarn with a metallic finish, ahe tmain fibres used in Varanasi and the locality
is particularly reputed for the intricacy of itaafirand designs. The most common zari used is a
polyester yarn with a golden, silver or cupperdimiproduced in Gujarat; the yarn may also be
silk, cotton or any other fibre, finished with anglyetic metallic finish or with real gold, silver
or cupper. The silk is Indian or Chinese, the farséts better the production of heavy fabrics,
the latter of light ones, such as organza; consimmtf Chinese silk is estimated at 50 to 65
percent of total local consumption. Four compamige the Varanasi yarn supply, and the
wealthiest traders often directly source from pdg regions, notably Karnataka. Most used
denieré® are 16-18, 20-22 and 24-26, and yarn consumpgonmeter starts at 35 grams. Yarn
is always used dyed in the locality and the avemggpmntity given for dyeing is 1 to 2 kilos,
which is extremely small. Because of the high @ioé quality dyes and the prevailing bulk
guantity buying conditions, dyes used are oftendpced locally and of low quality, and
temperatures as waiting times recommended, eskéotiaatisfying quality standards, are
generally not followed. The cluster experience atunal dyes is limited and water pollution by
azo-dyes not tackled. Saris represent more thgre@tent of the cluster output; the average life
of a sari design was earlier of 2 years, it is yoda6 months, an evolution highlighting the
contemporary need for product innovation. Buddbistades are another traditional product of
the locality, aiming at satisfying the demand oanoy Nepal and Tibet, and of the worldwide
Buddhist community. The recent political instability experienced ttbcountries negatively
impacted demand, adding to the already decliniagdrin domestic demand for saris. Scarves
and stoles, as running fabrics for the productibrgarments and interior decoration items,
suiting better export market needs, are a resipeta@entage of the cluster production, and only
2 to 3 percent of the latter are exported. Accaydmgovernmental data, the annual output of
the cluster if first sales are considered is edtohado be between 250 and 300 crotes
equivalent respectively to almost 55 and 66 millid8D. No local outlet promotes efficiently
Varanasi handloom production. The absence of sustiugture was highlighted by tourists
having visited the locality; these didn’'t suspdwt diversity of the craft at the time of their
visit, and proved astounded at the view of itsm&ss once accessed in their home country.

Export orders appear to be of high quantities, estygg the use of power loom for their

production. The production on power loom of handioorders was already en vogue in the
1970s at the pan-Indian level and caused sens#iteage to the craft, notably on the export
front. Western market customs became then incrglysingilant and started to stop the imports
of goods of which the production mode could notitbentified, hand woven items being

usually free from import taxes to the contrary odahnine made fabric (Cable, Weston, and
Jain, 1986). Varanasi traders and master weavdifeirently use both modes of production,
handloom and power loom, function of loom availidjilpower supply and delivery deadlines,

2 Deniers define the yarn thickness, higher therégthicker or heavier the yarn.
% Brocades are religious fabrics designed to be irsedremonies as mural ornaments or integratgeiments.
31 One crore is equivalent to 10 million.
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this to the detriment of the reputation of handloamd the weavers remuneration, most
particularly if the latter should produce a poweorh order using handlooms in case of
prolonged power failuré. In such circumstances, the artisans find theresatonstrained to an
impossible alignment of their productivity on poweom performance, causing unsustainable
downward pressures on their earnings. Silk appdi#fisult to work with on power loom and
became increasingly mixed with polyester these diestades; the mix has the advantage to
reduce costs, considering the lower price of thelsatic fibre, and was progressively adopted
by the traders, and consequently by the weaversal&e of similar cost considerations,
artificial silk, in other words, acetate or viscpatso increasingly replaced silk. The changes in
composition lowered the value of the cluster praidmcand facilitated copying by power loom;
they also led to the marketing of viscose and mifreproducts as silk ones, an unfair
commercial practice which was also adopted by gowental agencies, and which, as the
earlier mentioned sales of power loom fabrics asdltmm produced, could only harm the
sector. Growth on the low end segment, on whichaWasi production was previously not
present, incurred, with South India as main sakestidation. In addition to the traders’ low
road strategy, poverty led the weavers to incregdgifavour the production of low added value
items, requiring less time for production and hemmeasing cash flow, an outcome suiting
better their every day needs. Likewise the charigefibres, this development facilitated
copying by power loom and added to the other elésnanthe origin of the declining market
share of Varanasi handloom. Another factor rendgnitricate weave work less in demand and
perceived as a threat for the sector by local sialkiers is the domestic trend for embroidery,
which is supposed to offer more scope for custonimzaand exclusivity, and higher margins.

The Institutional Set-up

The Directorate of Handloom (DoH), the Weavers &erCentre (WSC) and the Indian
Institute of Handloom Technology are the local seadt government agencies. The DoH
registers cooperatives and monitors their actwjtend is also responsible for managing the
schemes and benefits intended for the weaversWBE role, as defined in its chartéris to
support the development of the sector, and thectstrel proposes an exhaustive panel of
services, including technical and marketing suppamt training in dyeing. It also comprises a
design centre which sells its creations to tradesmaster weavers. The WSC also occasionally
serves as designer and commercial agent for theergaassuming thus the traders’ role. The
centre develops samples, submits them to potdmiigrs, takes the orders and gives the latter
for production to local weavers; financial conditsorelated to these transactions are unknown.
Interactions of the Centre with the weavers, whoshould primarily serve, proved rare at the
start of the IHCDP. The fact that its services nbespaid for, making them out of reach for the
poor, is plausibly one of the reasons for fail@eother cause is the low level of trust prevailing
between the agency and the weavers. The WSC apjoehesre developed close relationships
with powerful local entrepreneurs, employing getigraore than 500 weavers. These are often
influential members of one or the other governmdmards, notably the Central Silk Board and
the All India Handloom Board, as of their communind their contributions to the craft are
generally acknowledged by national awards. Becafisbese relations with dominant traders,

32 power failures in Varanasi may last up to thregsdauggesting that the switch from power loomandioom is
current practice.
33 Cf. http://handlooms.nic.in/HL_Citizen_Charter WS@ranasi.pdf
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who, if their lack of strategic intent is considér@ppear to be among the causes for the sector
decline and the weavers often pitiable working Bvidg conditions, the WSC scope of action
for increasing the capability and autonomy of theavers, and thus for alleviating poverty, is
limited in the short run. A new WSC head officerswe&cruited in 2008, suggesting that the
need for a change in management was also felt glgehiinstances. An additional factor
handicapping interactions is that the weavers lagefocus of numerous academic researches,
notably on poverty, and the object of charitabldeavours, and seldom has any durable benefit
reached them, causing the a priori discredit ahferrresearch and support. The Varanasi Indian
Institute of Handloom Technology and the reputeddas Hindu University (BHU) are local
higher educational institutions which might both sfagportive of the cluster upgrading. The
Institute has de facto no linkages with the localustry, despite that its statutes stipulate a
reservation of 20 percent of its seats to the wewehildren; the evolution and the actual state
of Varanasi handloom may reasonably be assumed i the origin of its ineffectiveness for
attracting the younger generation. No synergiewéen these institutions and the weavers were
envisaged by the IHCDP.

The district Industry Centre, the Joint Directordmdustries and the District Rural Development
Agency (DRDA) are the other agencies present inldbality; the first two structures are not
involved in handloom, given the existence of the@\&hd DoH, and the DRDA has not started
promoting any weavers’ SHGs or any other endeawhich might prove supportive of the
cluster development. The Reserve Bank of India [RBidelines stipulate clearly handloom as
a distinct sector, resulting in the exclusion o traft from the credit scope of conventional
banking institutions, including the Small IndussriBevelopment Bank of India (SIDBI) and
the Union Bank of India, the lead financial indiibun; the latter simply ignores the sector in its
format for reporting credit targets and performanbee National Agriculture Bank for Rural
Development (NABARD) appears to be the only locstitution indirectly supportive of the
craft, although in an extent which appears largesyfficient considering the cluster needs: it
recently granted a credit to a women SHG engagedilkn cocoon buying and reeling.
Considering the short duration of activity, it appepremature to assess results. Power loom
classification as small industry however ensurexllteom access to financing, and the blurred
limits between the two sectors make it impossilbeascertain credit to the craft. The
institutional set-up suggests little customizatiorthe local socio-economic environment, and
also insufficient involvement of the district adnsimation and local credit institutions for a
change in conditions that would result in sustdm@loverty alleviation.

A Stakeholders’ Perspective

The main causes to the actual situation of thet @d¥anced by the local stakeholders are:
inflation in raw material prices; the competitioh machine made fabrics, produced in India
and imported, notably from China; the progressimieation of previous support measures;
the reduction in demand for handloom products, bigtéor saris, and the lack of adequate
financing. Protectionism, in the form of increasegbort duties, is the strategy suggested for
responding to the new market conditions; investsiard upgrading are not considered.
According to interviews with a representative grafpB88 weavers, the combination traders-
government is mainly responsible for their pligBé (veavers), government comes second (31
weavers), then the traders alone (4 weavers)teefifpercent of the weavers interviewed did
not know (14 weavers), two abstained to comment arel weaver invoked destiny. One of
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them mentioned the perspective of exhibiting indérdairs in metros; this while keeping
anonymity, scared by a possible traders’ retalmatithe behaviour suggests the existing chasm
between producers and traders and the low pregddivel of trust, and also that the progress
of the cluster will be slow. As for designers, oham a group was also interviewed, they
advocated government intervention in marketing, @mel of them suggested training in design
for improving the sector future.

The IHCDP in Varanasi

According to the Varanasi diagnostic, the main carapve advantages of the cluster are the
intricacy of its production, its skilled workfor@nd the availability of all backward linkages.
Other assets are: the history and heritage ofdtadity, which make it a privileged pilgrimage
and tourist destination, and which also support\theanasi brand equity (Varanasi handloom
silk sari) and thus local production; and the gammhnectivity of the cluster to major
commercial centres. The presence of a particuksstive traders association is also mentioned
as an advantage. The weaknesses of the clustesugskis labour and the nonexistence of
professional alternatives for the weavers, the radesef product diversification, the dilution of
the Varanasi brand equity through the traders’ inrdammercial practices and the weavers
production of cheaper fabrics in order to increaash flow, the poor quality of dyeing,
insufficient financing and deficient infrastructurédditional handicaps listed are the
informality of the sector, the high prices of lopabduction because of the use of silk (the fact
that these may also result from design intricacynas pointed out), the related dry-cleaning
constraint, and also the irregularity in demandp@punities mentioned are brand building,
product diversification, increased linkages in tthemestic market, exports, reductions in
custom duties on yarn, design and product patentind the registration of a Varanasi Gl;
these possible developments are opposed to thiEatsisting in the competition from other
clusters, declining demand for saris and increademand for value added products, meaning
here embroidery work. An increase in demand foraph@ower loom products is also
mentioned, a statement supposing competing orothehd segment.

Considering the large size of the cluster and tmeetimes conflicting interests of the different
stakeholders, the growing market share of powem|othe absence of handloom dedicated
traders and the lack of professional alternatithe, diagnostic posed the setting up of an
umbrella structure and its autonomy in the conadietffairs as sine qua non conditions for the
cluster upgrading. The platform should promote raefanigy and technological initiatives, and
improve the functioning of existing agencies. Tloeus is on inculcating the habit of
collaboration, and the structure was viewed assserdial support to interactions and dialog
between cluster stakeholders. Major investmentsildhoot be envisaged before its existence
and functioning are ensured, and its formation thas posed as a priority of year | of the local
programme; the main reason for this stance beiay stakeholders should not perceive the
programme as government owned in order to avoidvichaal benefit seeking. The initial
action plan also encompassed: the establishmeatHdndloom Alone Alliance, regrouping
traders working with handloom only, with the view restore the Varanasi brand equity; the
capability building of the weavers as the formatafran association that would represent their
interests; and the integration of large buyerdyen\talue chain, if the umbrella platform should
appear slow to materialize.
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Among the actions proposed for the platform are: ldunch of a promotional campaign (of
which the traders are ready to bear 25 percenpramements in dyeing techniques with the
intervention of a pole of experts and the settipgafi dyeing units financed by public-private
partnerships or by private capital, but then subsit] and this for a minimum duration of two
years and a maximum of three; and support in priodagelopment and marketing to small
traders and master weavers. Creativity should bekehariented, and a methodology for
setting trends that would become prevalent at tae-lpdian level should be developed
(a proposition which goes against the Gl certifmato which the locality should also aspire).
Training in design should aim essentially at lab@signers, weavers as traders should however
also be introduced to design mechanisms. Prodoowation, which power loom should not be
able to copy, is advocated. Participation in trides is also envisaged, and the suppression of
the dry-cleaning constraint. With regards to thedédaom Alone Association, the organisation
should aim at increasing cooperation and supportitgy definition of local and sectoral
development measures. Actions suggested are t@ecascess to yarn and the enforcement of
the Handloom Product Reservation Zcwhich reserves the production of eleven prodtats
handloom only, including saris, in line with preus policy. This last proposal may prove
supportive of the sector development, effectiveveisnevertheless depend on political will,
as proved by the poor outcomes of previous sinmlaasures. Other foreseen areas of action
are the ban of the production of certain motifs thg power loom sector, the explicit
specification of the hand made feature, and tharosgtion of an awareness campaign in order
to enable consumers to differentiate handloom fpawver loom. The diagnostic also mentions
the need for more in depth studies of the sectdrthe necessity to review the cooperative
model for the effectiveness of policy. Local asations are foreseen to be the drivers of the
overall development process, and ensuring theitamable functioning appears de facto the
programme priority. The visit of a dynamic clustersuggested for a better understanding of
the role that joint action and associations mayy pila the development process. The
involvement of BDS providers is also emphasizedd déime formation of private sector
companies delivering such services encouragedistieg structures should not match needs.
Interactions between cluster stakeholders and BipBlers should intensify with the view of
creating the latter full ownership of the clust@velopment. Competition should be quality
based in order to support the cluster competitisen&€he weavers’ capability building should
also be an area of initiatives, considering theability to access credit and inputs, and to
market their production. Surprisingly, the documeoncludes that intervention at their level
cannot be the fact of the IHCDP, and should bertakeby NGOs, without going into further
details. Large buyers should be involved, if thatfiokm should not be operational after a year
and the disorganised aspect of the cluster persSsish firms may accelerate upgrading by
bringing in technology, sales and financial resesrdt is also mentioned that their contribution
may lead to a situation of oligopoly. Other argutsgout forward against the participation of
such large structures are the high quantities tinage generally order, supposing a certain
degree of standardization, and their usual requéssubsidies to operate in such an
environment. A database covering the units invoivetthe programme is projected, in order to
assess impact and serve as basis for the defimtiurther policy.

%The Handloom Reservation Act was enacted in 1985raplemented as of 1993. Under this Act, 22 texil
items were reserved for the exclusive productiohasfdlooms. The Mira Seth Committee recommended the
reduction of the number of items reserved from®21 in 1995. The Act was never implemented eféetyi up
to date.



53

Action plan for the first three first years of tiaranasi programme was set as folldtvs

Table 3.1
Sno Activity Project period
Year I Year II Year III
1. | Trust Building Activities v v v
2. | Awareness Seminar v v v
3. | Domestic and Export Marketing v v v
4, Strengthening Backward-Forward Linkages v v v
5. | Facilitating Consortium Driven Initiative v v
6. | Strengthening BDS-Enterprise Linkages v v v
7. | Organizing Buyer-Seller Meet v v v
8. | Providing Diversification Opportunities v v v
9. | Capacity Building and Networking v v v
10. | Strengthening Local Associations v v v
11. | Enterprise Upgradation Programme v v
12. | Developing Frequently Asked Questions v v v
13. | Cluster Visit v v
14. | Organizing Workshops and Seminars v v v
15. | Brand Building v v v
16. | Intervention in the Areas of Occupational Health | v v
17. | Personnel Counseling v v v
18. | Advertisement, Selection, Recruitment and v v v
Training of BDS Providers

19. | Implementation in the Units v v v
20. | Design Development v v
21. | Establishment of Common Facility Center v v

Article 1.

Article 11. Analysis and planning for years IV & V will be cer out in due time, in order

to accurately decide upon priorities.

Implementation: 2006-2008

The EDII office is located in the WSC premises, émel programme is implemented in close
collaboration with the centre. Two EDII representg were initially active in Varanasi: a

CDA and a cluster Officer; and 5’000 weavers ofe¢hccluster pockets, namely Ramnagar,
Lohta and Kotwa, were involved in the programmaestFnterventions consisted in awareness
camps in order to introduce the stakeholders to dluster concept and to the potential

%The table originates from the comprehensive Vaianaster development proposal written during teeand
year of the IHCDP.
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advantages to which such an organisation of prasluctay lead. Focus of the CDA during the
first year was essentially on trust building and tbrmation of weavers’ SHGs, in order to
enhance collective efficiency and facilitate accésscredit and market; while the cluster
Officer concentrated on the cluster mapping, ireotlords, on defining the socio-economic
profile of the cluster pockets and of the weavawived in the programme, with the purpose
to identify the poverty nodes. Poverty nodes araceatrations of poor which may arise
because of the position in the value chain andémabse of social, religious or ethnic status,
and which are currently identified through a vathain analysis, the position in the chain
determining the level of poverty. Considering tbe llevel of trust among cluster stakeholders
with which the programme started, the CDA effopipeared substantial during the first year
and resulted in the formation of 44 SHGs, withoatable increase in vertical relations; an
outcome which proved insufficient for the setting of the planned umbrella platform. The
visit of a dye producer was set up, which did resuit in any sensible process improvement,
and training in export management was also prowddabut tangible outcomes. According to
the CDA, the latter initiative proved prematurensiolering the insufficient quality of local
production for satisfying global standards. Fivenydepots were established with the support
of the National Handloom Development CorporatioHC), in order to facilitate yarn supply
at mill gate prices; offer consists in silk, cottand viscose. Meetings with large buyers were
also organised during the programme first yeagystg hence away from the action plan,
plausibly with the perspective of accelerating tluslding. Sales were achieved for an amount
of Rs. 400’000 ($ 8'780), with the support of tres@ner named for the locality.

The first year activities consisted essentiallythe cluster mapping, in the definition of the
action scope according to the socio-economic conged in the building up of social capital.
At the start of the second year, support mechangichsiot satisfy much the weavers training
and credit needs, and efforts intensified as cedlim the action plan. The local team was
progressively increased; and specialists in thkrtieal and marketing domains, and in “social
capital building”, meaning endowed with the capépito lead the weavers to form new
associative structures, notably SHGs, were reatuife consultant with cluster development
expertise was named to support the cluster prognessper need basis and the recruitment of
training experts was also foreseen, according gqoirements; these experts should be locals
and trained on a continuous basis by the implemgratgency, with the view to transform them
in BDS providers at term. A new designer was aisedhfor the locality, considering the poor
achievements of the first involved, who proved torkvessentially from Delhi, leaving the
interactions with the weavers to the WSC. Trainimgentrepreneurship was integrated in the
programme with the aim to improve quality and pritity; another declared objective of the
training is that the entrepreneurs overcome thauctance to share commercial information.
Visits of enterprises by experts and BDS provideese planned, in order to investigate their
marketing, export, packaging, health and safetynufecturing and quality monitoring
practices and evaluate their weaknesses, to centith their individual counseling according
to needs. Monitoring of follow-up was envisagedtlas documentation of achievements, in
order to facilitate duplication. Trust and cluséevareness building initiatives were continued
during the second year, and the building up of $tGs office bearers’ capabilities was
initiated, with the involvement of institutions amdivate sector entrepreneurs. Contacts with
banks were taken to obtain credit and interactimesilted in loans totaling Rs. 120000
($ 2'634) on the basis of the spared capital oH&S involving in average 12 members each.
Further credit was approved with the satisfactibrthe first loans’ conditions. Two existing
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dyeing houses were upgraded, and training in dyeiag provided. Certain master weavers
were supported in their tie up with new prospectd ¢he handloom mark schethevas
launched in the locality, with the declared purptséenefit to the grass root weavers. As for
design and product development, 35 new designspaodlicts were developed, and regular
design support was imparted. More than 4’000 wesagecessed insurance schemes specific to
the sector through ICICI Lombard, the insurancegnirh the ICICI bank. At the end of the
second year, the CDP had resulted in a monthlyase of Rs. 600 ($ 13.20) in the earnings of
500 weavers, equaling to Rs. 20 ($ 0.44) per dagraved access to yarn was advanced as the
main factor at the origin of this improvement. Cuated turnover of the yarn banks was then
of Rs 250’000 ($ 5'488).

Under the impulse of institutional interventionpeoducer company was formed early 2008,
the Banaras Hathkargha Vikas Sangh (BHVS), regraupgieven master weavers, operating
cooperatives or private structures, and SHGs. Rerducompani€$ have been thought in
replacement of the cooperative societies and operader a legal framework similar to the one
prevailing in the private sectr while keeping features of the cooperative mo&énned
activities cover the complete value chain and aepees in other clusters, notably in Athani,
and also in the Chanderi cluster of which the stiadlpws, suggest that such structures may be
particularly effective in alleviating poverty, nbig through the creation of employment, if
sufficient financing is made available and pertinetapability building, notably in
entrepreneurship, is organised. The BHVS was irealin all IHCDP activities since its
formation in January 2008; sales took off, the ansibility of growth remains nonetheless to

%The Textiles Committee, set up in 1963 with the @irpromote quality in Indian textiles, introducie
Handloom mark in 2006, in order to guarantee pradaoaenode and put an end to the unfair practicsetiing
power loom made goods as handloom produced. Ttiatimé followed the 2005 introduction of the SMark
Scheme, with the purpose to support the marketiig® percent silk goods. The Handloom Mark Schame
operational throughout the country, and entitlenfenparticipation is against the payment of a s&gtion fee.
Individual weavers, apex and primary handloom cerative societies, development corporations, master
weavers, retailers and exporters may participaie Each label is bar coded and its initial pneas fixed at
1.25 Rs, which was reduced to gaise within three months and to 60 paise in M&@Bi7. The registered users
are entitled fothe purchasing of labels as per their assessedigtiod or sales capacity. Enforcement is
ensured through periodic audit by officials andd@m market verification, and the duty for manufaeta to
supply a certificate confirming the mode of productto exporters, along with the products and otbquested
documents. In case the mark should be misusedethery of labels would immediately be stopped bgal
action against the person or entity involved ingih No statutorily clause under any legal provisizakes the
handloom and silk certifications compulsory, noyablthe case of exports, and this nonexistencetepres a
priori the effectiveness of the measures. Besidisselement, effectiveness will depend on the dzgfe
enforcement and ultimately on political will, ardg plausibly at the state level, as highlightedhsydata
pertaining to the Handloom Mark Scheme. Tamil Nakows the highest participation rate in the scheme,
totaling more than 70 percent of overall registnasi while the other states are far behind, sugmggstat policy
is differently enforced function of state, and thffectiveness ultimately depends on state autheritf.
http://www.textilescommittee.gov.infhandloomms. nhttp://www.indiatogether.org/2006/sep/eco-
handloom.htm

3" Members have to be at least ten producers, optaucers associations, or a mix of both. Only priyn
product producers can be members of a producengpany; according to official definition, these are
producers involved in activities related to thenmaiy product, in the present case, handloom. Tingeraf
activities undertaken by a producers’ companystigsilated by law, are the production, the supiblg,
marketing, the selling and the export of the priyaioduct, and also investments in capital andhénrelated
training.

% Formalized by th€ompany Acbf 1956, cf. http://www.vakilnol.com/bareacts/camfesact/companiesacts.htm
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be confirmed, considering the short life span @& $tructure. Relations with the SIDBI were
initiated for accessing credit; financing remaimeaccessible for handloom specific activities,
a credit perspective of Rs. 40'000 ($ 878) was timless mentioned for training in IT. No
solid business plan supported the initiative, saggg that involvement with the IHCDP was
perceived as sufficiently convincing for succesgeaspective that proved hors propos. The
bank position evolved with further contacts, legdia its sponsoring of a Mumbai fair visit by
the BHVS. According to the action plan, a CFC remdb be set up, the Varanasi Gl would
need to be registered and brand ambassadors eecriMeetings between the Varanasi
stakeholders and the representatives of succedafiers should also be organised, in order to
strengthen the understanding of the cluster cormegbtof the advantages that may result from
clustering. Initiatives aiming at facilitating asseto credit and market, and at building up
awareness about the programme are planned to beénweth on a regular basis. The
comprehensive cluster development proposal, writkénthe end of the second year of
operations, foresees to reach 75’000 weavers smreadl17 cluster pockets, a sensibly more
ambitious objective than the 5000 weavers and thoaxets initially considered, and which
appears more able to result in a sensible andisabta impact on poverty. The document
assumes that the weavers’ remuneration will ineedsRs. 4’500 ($ 109) per year during the
programme implementation, and that employment gritiw by a rate of 3000 new full time
jobs yearly as from the third year of interventibmorder to maximize the use of resources, the
linking with other governmental schemes, coverimgfull scope of operations as social issues,
is advocated: skill building of the weavers throagiining by the WSC; marketing through the
cooperatives apex bodies and the DoH; health isduesigh the DoH with the support of
ICICI Lombard; access to raw material, through MieDC; integrated and comprehensive
support through the Ministry of Textiles and wittbaH implementation; and brand building
with the Handloom and Silk Marks, through respesiivthe Textile Committee, the EDII, the
Silk Mark Organisation of India (SMOI) and the CahtSilk Board.

Monitoring of the IHCDP incurred in an informal wdwuring the first year of operations, which
essentially consisted in the cluster mapping antthéndefinition of the action scope according
to the socio-economic context. Once action plahsadeCDAs, who were re-baptized Cluster
Development Executices (CDES) in the course of ignogne, have to report progress relatively
to plan® on a monthly basis to the Development CommissidaeHandlooms. A Cluster
Development Cooperative Group (CDCG), regroupirapdrs and master weavers of the
clusters involved, was formed in 2007 to serve @ssaltative forum for the implementing
agency. The CDCG meets regularly in order to dsdhe clusters’ progress and common
issues. However, no formal reporting mechanism iwaieduced to support information flows
and policy definition.

3 This information was communicated to the authothgyfirst Varanasi CDA, in function up to mid 2008
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An Intermediary Evaluation: Local Approach and MedDperandi

Before any intermediary evaluation of the Varand§iDP, it appears pertinent to mention that
one of the prime objectives of intervention, acaagdto the local EDII representatives, not
explicitly mentioned in official documents, is potye alleviation. Transparency prevails in
other sectors where CDPs are implemented, notaldgruthe aegis of the Ministry of Small
Scale Industries; the aim was silenced in handloghausibly because of the sector
organisation: direct intervention would encroachtbea traders “core competences” and be a
source of conflict, which the government undersédohgl wants to avoid. The situation should
evolve with the weavers’ empowerment and the tsidehange in mindset, two highly
desirable outcomes for sustainable growth and pyp\adlieviation, as will be highlighted with
further investigations. In the meantime, governrakmmbivalence renders policy making
complex and achievements probably slower to maitezighan could be.

a. Training

Objectives of the programme first year have esaliytibeen organisational with the
perspective to build up interactions and trust, a®d up the foreseen associations of
stakeholders, while ensuring the emergence of tshge within these organisations. If the
Varanasi programme is reviewed in light of the apphes retained, it appears that local
strategy focuses essentially on institutional dgwelent, on marketing initiatives, including
new linkages with domestic buyers and involvingeesially small traders and master weavers,
on training in design and on the upgrading of thieiny process. The weavers’ training sums
up to dyeing and design workshops, and the diagnssggests the delegation of training in the
other needed areas to NGOs; a stance which praves imotivated by the social security
provider role that the traders play in the absesfce state run systéfh The empowerment of
the weavers is critical for sustainable poverty\a#tion, and the involvement of NGOs or
other specialized agencies at an early stage efviantion in order to develop their skills in a
holistic manner would probably have been supporiv@ more prompt progress. Humphrey
and Schmitz (2002) propositions for escaping vaheains coordinated along a quasi-hierarchy
mode suggest that the objective of the weavershitrgq should be that their community
masters all steps of the value chain, so that thay escape exploitative working relations, if
these should be. The attainment of such an enddmmglan the functional and also inter-
sectoral upgrading of some weavers, and would hease labour surplus and plausibly result
in increased earnings for the weavers. Coordinatiosts may be high, various means may
however be used to reduce them and prevent oppemurncluding the creation of mutual
dependence, and the benefits from regular tramsectind risk sharing. It must be reminded in
this context that the hiring of external agencwstfaining and other services appears generally
more cost effective and responsive compared tousé units (Humphrey and Schmitz: 2002).

Traders and master weavers are the foreseen hanefcof the planned marketing activities.
By opting so, the programme implicitly positiondain as the leaders of change. Traders have
proved instrumental in diffusing innovation and goging upgrading in certain clusters,
notably the earlier studied Fulia cluster, whiletswstrategic intent was crucially missing in

* Information communicated by the local programnypresentatives.
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otherd’. In these latter localities, a low road to growtlas opted, and benefits remained
skewed in favour of already leading stakeholdetstae statu quo continued for the artisans or
their situation even worsened. Considering thengtire of social structure in Varanasi and the
cluster trajectory during these last 15 years, ayrmbe reasonably assumed that the cluster
belongs to this last category of localities, arat #h change of the traders’ mindset in favour of
improved working conditions for the weavers is lkely to occur in the short run. A fair trade
training, which would build up their awareness ihi@l issues, while proving the commercial
solidity of the optioff, notably in export markets, appears as a possiliiative for initiating
change at their level. Such training was not inetlich the programme. Relationships between
traders and governmental agencies appear to himdgate owned approach of the issue,
suggesting that it would probably be best apprebdémnith the involvement of a specialized
agency, as proposed for the weavers’ capabilitylding. The same is true for the
environmental question in the context of dyeingjotonly became a topic of interest at the
end of the first year, but remained overlooked lianping, while the limited availability of
natural resources suggests that it should also rlmgitized for sustainable development.
Traders generally employ a relatively high numbemeavers and changes in their modus
operandi would possibly lead to sensible improve@nthe weavers’ employment and living
conditions. Field experience suggests that the eovdy to initiate behavioural change of
powerful and generally reluctant stakeholders thwrders and valuable inputs, notably in the
technical domain and marketing; and a way of inNmgvthem indirectly in the poverty
alleviation effort could consist in the collectiof a percentage on the turnover generated by
them thanks to the programme that would then belietpto needed social interventions at the
weavers’ level, this with the traders’ agreementclts an approach would presuppose
effectiveness in marketing and sales and thus tadahility of the needed qualifications
among the personnel of the structure involved.dyhoe reasonably assumed that the necessary
business skills are more common among private settterprises than among government
agencies and NGOs, suggesting that the countegogénisation for sales and marketing
activities should ideally be a private sector agémofits drive such structure, it appears thus
necessary to ensure its adherence to the govermmission, in the present case, sustainable
poverty alleviation, which may mean reductions iargins comparatively to the returns that
could have been obtained by remaining “sociallgsponsible”. The setting-up of such an
organisation on a public-private partnership babis involving sales and marketing
professionals might prove to be one of the optibias would enable to best conciliate the state
interests with those of private sector agents. rééso prove to be a probing stimulus for

*1 Among the six handloom clusters reviewed in thisearch, two seem to have developed along a ragréwdh
that may be qualified as high, these are the FulghBishnupur localities, while the four othergliing the
Varanasi and Chanderi clusters opted for low raadgowth, suggesting that the latter strategy aitsxamong
Indian handloom clusters.

“2«Fair Trade sales in Europe have been growingiatverage 20% per year since 2000. The annuaétast r
value of Fair Trade products sold in Europe noweexis EUR 660 million. This is more than doublefipere
five years ago,” noted the Fairtrade Labelling @igations (FLO) International in 2005. Fair tradéélling
initiatives were under way in 15 European countaiethis time, while fair trade producers were oigad into
some 3,000 grass-roots organizations, with umbsgilactures present in over 50 developing countAgsirt
from coffee, bananas and some other fruits andtabtgs, fair trade producers also include handier&urope
represents most of the fair trade market (60—70%?. trade importing organizations say 26% of tkales
come from Africa, 40% from Asia and 34% from Lafimerica. Fair trade sales still represented leas th1%
of all goods traded internationally in 2005, ac@ogdo the United States-based Fair Trade Federatio
http://www.tradeforum.org/news/fullstory.php/aid8i0Fair_Trade_.html
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change among the weavers, as these might give thenopportunity to access improved
working conditions, notably earnings and upgradmegspectives, and the proposed structure
could certainly also serve the distribution of th@ioduction. An increased focus on sales, and
corollarily on marketing, and this at all levels tbke cluster hierarchy, might greatly support
achievements, and should plausibly be prioritized facilitating changes in other areas. A
condition that also appears mandatory for ensuredistribution and avoiding conflicts of
interests is that the organisation keeps controhefsales that it will have generated, a follow-
up that would be best conducted by an extra-clsstacture.

Training in entrepreneurship was integrated ingtegramme; focus nonetheless suggests that
it is essentially intended to traders and masteavers, and not to weavers. Considering the
EDII expertise, the weavers’ meager knowledge ehpitd their de facto micro-entrepreneur
status, the set up of a training in entrepreneprshiline with the initiative of GroupEntreprise
in the Athani cluster, could pertinently be desdjrte support their empowerment and the
cluster progress. The individualised approach oftiedupporting the enterprises in the context
of the planned training in entrepreneurship seeroseaver inaccurate, notably from a cost
perspective. The different segments of the Varadaster hierarchy appear to share the same
weaknesses and thus needs, a situation which pops#vails at the pan-Indian level: weavers
need support in all domains, except fair trade, maders need training in the latter as in
product development, marketing and environmeniahdlly practice; a conclusion speaking
again for a network approach as outlined earliem@ercial practice and the legal framework,
which authorizes informality, and thus the inexiste of accounts and officially of taxes, also
suggest that the objective to lead the tradersraaster weavers to share their commercial
information will be doomed to fail. It would prolgidoe more pertinent and cost effective to
focus on designing redistributive measures invgvihese and aiming at improving the
conditions of the weavers working for them, as fyicuggested. The traders’ and master
weavers’ training in entrepreneurship would thesodbe an opportunity for introducing the
defined measures in the course of upgrading.

b. Product development and the Design Issue

As for training in product development and desitpe, perspectives of building up horizontal
interactions appear limited considering the sedesign input, which may be highly valuable.
Exclusivity of design appears a solid comparatidgaatage in handloom, as in the textile
industry in general. Copy is current practice amel lbest way to prevent it is to keep novelty
secret, considering the ineffectiveness of legaltgmtion for Intellectual Property (IP) in
handloom at this stage of development. A stratetppted by some of the leading Varanasi
trading firms to avoid copying is not to sell Idgalbut only to buyers external to the cluster,
notably in metros. Design is generally integratednterprises operating in industries for which
it constitutes a decisive comparative advantagesthategy is often not exclusive and external
designers may be employed at the same time. Thalpreee of such an organisation suggests
its pertinence for Varanasi and other clusters withilar characteristics and also that training
in product development and design would be the neféctive within networks of
stakeholders with similar knowledge bases, andatdhe cluster level. The confidentiality
requirement stimulates de facto product innovatiangd hence product diversification and
competitiveness. However, a prerequisite for snatde poverty alleviation on which the



60

major authors in the domains of clustering and bgreg countries seem to agree is a higher
training intensity at the poor level.

Earlier governmental interventions in design haaeotired sporadic short term training and a
top down static approach, with designers exteraalhe cluster giving precise instructions
about the goods to be produced, in line with thddrs’ practice. Such training appeared to be
also the EDII option in 2007; it can with difficyltead to an increased autonomy in design, as
proved by previous experiences where similar metha@re implemented. Regular and
dynamic training for a minimum duration of 6 monthks small groups of predisposed
stakeholders appears as an alternative that mayestise sustainability of results; the option
would also better match the earlier mentioned demiiiality requiremefi. Such training in
design could also be considered for the tradersnaaster weavers, considering their low rate
of product innovatioff; and the mode suggested would plausibly also kénpat for the other
capability building activities envisaged for the awvers, considering their poor level of
gualifications in activities of the value chain etithan weaving. Regional science highlights
the productive role that educational institutiongynplay in the development process, and the
involvement of the Indian Handloom Institute of fieology and of the BHU could certainly
be supportive of training, the former institution the area of weaving and the latter in
marketing. Contacts with these institutions weteet& with the proposal to have teams of
students train the weavers, starting with a spefufimation to the trainers, in order to facilitate
interactions with the weaving community. Two deargse approached, one expressed interest
in the initiative, further interactions did not aeccbut appear pertinent. The weavers’ often low
self-esteem and lack of confidence suggest thatirigawill be the most effective if set up in
their premises, as they will possibly show morepdwe in a context which is theirs, notably if
compared to lectures outside their homes, whickgogenerally inadequate, if the educational
background should come down to the traditional epjceship without institutionalized
schooling.

c. Marketing & Sales

The IHCDP appears to envisage the presence of "gsir&sandloom production on all market
segments, with a predilection for the mid and lange segments, as suggests the proposal of
suppressing the dry cleaning constraint, whichad¢of means the adoption of man made yarns
in replacement of more expensive natural fibress plsitioning seems inaccurate considering
the high added value of the local heritage. Theiticmal Varanasi production uses noble yarns
and know-how of exception, suggesting that the hegd segment is the one on which the
cluster should operate and which would value exgsskills and tacit knowledge. This strategy
would leave the inferior market segments to powenl and may appear as the option with the
most productive and sustainable outcomes, as Qigeld by the industrialisation experiences
of western countries. The evolution of crafts inedsh markets shows that products
manufactured locally and according to often ceesinld traditions and by hand, have become

“3 According to the local EDII representative, a noetlsimilar to the one suggested was adopted by the
implementing agency during the year 2007-08.

“**The poor product innovation capability of the trexjevhich was also stated in the Jaipur hand bpoirked
textiles cluster, seems to have become an issinelia during the 20 century.

* The contacts were taken by the author in the abofiethe NGO established in the course of research
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luxury products on the global market with theirefaction during the industrialisation process.
The high-end segment seems also more resilienedessionary trends, as shown by brands
such as Louis Vuitton and Gucci, or also Chanelclvintegrated the crafts necessary for its
continued existence, notably the French embroideesage, also known for its use of Indian
craftsmanship. With such a high end positioning &mking into consideration handloom
unmatched comparative advantage relatively to nm&cihmade production, that is the sector
ability to manufacture small customized quantitidsmestic sales and exports are likely to
encounter sustained growth.

Embroidery work is commonly perceived as a threat Handloom, notably for intricate
weaves. Nothing opposes to the embellishment & veeaves with embroideries and the
potential on this niche market appears substaritiabuld be observed, notably in Ramnagar
and in certainMuhallas of Varanasi, that a family often weaves and enu®®, and the
development of increased synergies between boithitesst appears as a strategy to investigate,
it would also ease surplus labour among the weawogmunity. The high number of
embroiderers igle factoalready the result of the high level of unemplogimamong the
weavers, who migrated to an activity perceivedféeriag more promising perspectives.

Cooperation and competition are said to occur fieidint dimensions (of which the limits may
be blurred). Porter suggested cooperation in tkeldpment of new markets, while competing
in finding new buyers in the identified market/s1 Bigh end market niches, on which Varanasi
handloom should be positioned, buyers are relatifeal/ and the scope for finding new clients
is thus limited, and cluster stakeholders will gli#ly find themselves involved with the same
buyers at term. In such conditions and for sustdengrowth, competition needs to be based on
products, so that buyers put in consistent anceasing orders of differentiated items sold by
different vendors, a conclusion highlighting theeddor diversification and confidentiality, as
the earlier cited limits to common training and peration in product development and design.

The handloom and silk marks were initiated with viev to protect the hand made feature and
natural yarn authenticity against industrial pradut and manmade fibres, and ultimately
support marketing and the sector (and not to spatlif benefit to the grass root weavers, an
outcome that would only become a reality if adegumaeasures and incentives are introduced).
Control mechanisms were adopted for preventing imbussage, while no statutorily clause
makes them compulsory to all producers, questioaipgori the effectiveness of the measures.
Fair trade and eco-friendly marks could be suitaipgons for apprehending the labour and
environmental questions, most particularly in tbatext of exports, the sine qua non condition
for effectiveness would nonetheless remain thatadlers comply with the decided measures.

Powerful buyers were involved during the first yeathe Varanasi programme, plausibly with
the perspective of accelerating trust building. Mus were set up, the positioning of the
majority of prospects proved inaccurate, in ordhat they invest in Varanasi handloom; prices
appeared as the main handicap to sales. One comeactgd positively, already involved in
the Chanderi cluster. A specific offer was devetbpgon its request with the support of the
WSC and the EDII designer; the work was not billed, is the custom in the majority of
markets. Once the order put in, the weavers folnetnselves in the impossibility to start
production in the absence of yarn, and of finan¢oguy some. The WSC served as financier.
Considering the well known difficulties of the weas to access credit, it would have been
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opportune to negotiate payment conditions which ldidxave enabled to cover input costs. In

addition to these first commercial malfunctionirthe merchandise remained unpaid once
delivered. New buyers were involved since 2007 aredallowed to return the merchandise if

unsold after three months, making the weavers aikarvestment and production risks. In the

majority of markets, buyers take on the risk ofirtteequisitions and unsold merchandise is
liquidated with an often consistent rebate. Comméroethods and sales conditions appear to
work against the programme objectives, confirming earlier assumed insufficient business
qualifications of government representatives arehking for the involvement of private sector

professionals knowledgeable about marketing anedssdlowever, if these practices should
prevail in the domestic market, developing expamtountries, where sales conditions for

generating the cash flow needed for production begegotiated, should then be prioritized.

d. Social Structure

Despite the numerous elements that confirm the dantirole of social structure in the
Varanasi weavers’ precariousness, its role in thdigued existence of extreme poverty was
not investigated in the documents pertaining todlster. Approach even suggests the belief
in a trickle-down effect, while previous developrh@nojects in artisan clusters with similar
characteristics have demonstrated the inaccurasudfi a perspective on account of social
structure. Women empowerment was also not consldaréhis stage, possibly because of the
high orthodoxy prevailing in Varanasi, which maytatdy stated through the relatively high
enforcement oPardah women seclusion, among all religious communiteesther possible
reason for this a priori neglect of the women casgkat discrimination in the handloom sector
indifferently affects men and women because of tb&ste belonging.

e. The Power Issue

The irregular and insufficient provision of poweasvnot tackled by the programme, while its
apprehension, notably through renewable energy, ldvazertainly serve quality and
productivity improvements, as well as social pugsmsnd it would also limit, if not eliminate,
the need for power loom producers to use handlaanproducing their orders in the case of
prolonged power failure; a forced practice whicim @mly put downwards pressure on the
weavers’ already abysmally low wages.

3.8.2 The Chanderi Handloom Clustef®

Chanderi, located in the central Indian state ofdM@a Pradesh, is a small town of 30’000
inhabitants, home to slightly more than 3’650 locans of which 60 percent of the population
depend on weaving. The sheerness of local handlwasalready mentioned by the locality
aristocracy as of the Tlcentury. Three fabrics made the local offer at stet of the 20

century: a 100 percent silk using a particularhyefiyarn of 13/15 or 16/18 deniers; a cotton

“6 Considering that information regarding the clugtergress since early 2007 sums up to financiarés, focus
of this Chanderi cluster study is essentially atiNIDO programme aiming at alleviating poverty afhiook
place in the locality from 2003 to 2006, and suiasity on the local IHCDP.
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fabric, finished with an onion extract, commonlymed the Chanderi cotton and a blend of the
two fibers. It is at this time that the use of Z&r the motifs became popular, under the
impulse of the royal family of Scindia, who alsoeoed a training centre in the locality. A

specificity of Chanderi is the needle weaving a& thotifs on the loom, with one or more weft

threads, and the traditional heritage which makas the local weavers are particularly skilled

in working with thin yarn, giving them a definitomparative advantage over other Indian
clusters, notably Varanasi.

The Chanderi Cluster Stakeholders

Chanderi traders generally employ from 200 to 25awers, they are fairly innovative in
design and secretive about their activities andmenaial choices, an attitude in line with the
one stated in Varanasi. They appear to have bedamduring times of sustained demand, and
reinvested part of their profits in handloom, ndyabh dobby looms and jacquard accessories,
and channeled the remainder in other activitiesilewthe weavers’ living and working
conditions worsened with the increase in workload anflation, and without employment
alternative. Women are estimated to constitute &f8gnt of the Chanderi weaving workforce,
a percentage which reduced since the 194@sd their empowerment was a priority area of
state intervention since 1999. Women of poor fasjliwho previously were indirectly
employed and constituted the large majority of ldeal invisible labour, were approached in
order to form SHGs. The initiative resulted in #wastence of ten SHGs at the start of the
UNIDO programme in 2003. The Chanderi weavers’drkih schooling is often cut short and
education perfected at home, so that apprenticeshighe loom may start. The young
generation appears willing to take over the tradai family occupation, to the contrary of the
Varanasi youth. This readiness may be explainetthéypositive performance of the cluster this
last decade, notably under the impulse of insthal intervention, contrasting with the
Varanasi cluster decline.

Three religious communities are present in Chandiéuslims, Hindus and Jains, and trade is
controlled by Jains and Maheswaris, a Hindu mercbaste. Weaving is done half by Muslims
and half by Hindus. The Muslims (Ansaris) consét@4 percent of the cluster households, and
Brahmans and low caste Kolis total up respectii€@yand 13 percent. The other castes active
in the profession are the Khuswas, Mongias andrBaeand the Jains represent 12 percent of
the households. The Ansaris have the best repatatitong the weavers; they generally work
more and consequently earn more, are more disegpliand invest their profits in the
profession. 70 percent of the weavers in extremeenpp are nonetheless Muslims. The
Chanderi cluster confirms the caste based antagobh&tween producers and traders which
characterizes Indian artisan clusters, the pooveptmwever more prone to interact without
considerations of religious adherence, as in Vaiana

*" No satisfactory explanation could be accessethferdecrease; an assumption which would need to be
confirmed is that religious orthodoxy increasedsithe country independence.
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The Chanderi Production: Evolution and Features

Fabric didn't change much up to the late 1970sepik¢hat yarn became thicker, which
reduced weaving time, and natural finishing wasdbaed, to the detriment of the richness of
local production. Traders proved unable to inno\aatd to keep with the changes in demand,
and traditions also eroded. State support intetsidis from then, the production of the cluster,
which consisted essentially in saris, diversifiadd integrated furnishing fabrics and stoles.
Chanderi weaves are not intended for local conssinagid more than 90 percent are sold in the
domestic market excluding Chanderi, and the renssirslexported. The silk supplied locally
is Indian, Chinese and South Korean, and is usaaityuired greige and dyed locally. In spite
that the local government stated in 1926 the silittatof local climate for sericulture, no
initiative was taken to develop the industry. 8@cpet of the cotton is acquired already dyed in
South India, mainly in Coimbatore, and in Jaipuajad8than, and the remainder 20 percent are
dyed locally. Zari, likewise in Varanasi, comesnfré&ujarat. Dyeing remains of poor quality,
despite the setting-up of a dyeing facility in gt@l existing but state run local training centre
in 2002. The facility failed to arouse the interesthe weavers, as the Computer Aided Design
(CDA) software which was acquired in 2000. Staterwvention since 1999 resulted in product
innovation, notably in the weaving of designs ihocoed cotton yarn, and in the adoption of
geometrical shapes and new yarn blends. Trainimgelaer did not result in sustainable product
innovation capacity, suggesting again its inadeguhevas conducted on a sporadic and static
mode, privileging a top-down approach and givingsoope of initiative to the weaver, as
could be stated in Varanasi in 2007. Governmenhe@ge also initiated the participation in
domestic fairs; the initiative was monopolized bgster weavers and traders with the early
buying of exhibition space to re-sell it at a laggage and at an inflated price.

Social Capital and Support Structures

Local state run support structures are the alr@aeliytioned training centre and a small office
of the Maddhya Pradesh Hastha Shilpa Vikas NigarRHEVN), a state owned handicraft
promotion council. The training centre failed taewe the weavers’ interest and involvement,
and outcomes suggest that modus operandi would toeleel reviewed for effectiveness. BDS
providers are present in the locality, productiveeiactions between these and specific
handloom structures proved rare in 2003. In addlitm the ten SHGs mentioned earlier, the
Chanderi Silk Club was the only handloom speciisaxiation active in the locality at this
time. The association regroups traders and aimmg@iorting handloom trade, notably exports,
it also lobbies at governmental level for intervenin areas of which the enhancement would
be supportive of the craft development, notablyestinents in infrastructure. The study of the
locality revealed substantial government suppaattgining at all activities of the value chain,
except credit, which comes down to credit througd tooperatives. Numerous cooperatives
are listed, operating 1’100 looms and represen8@gpercent of the operating looms; their
functioning proved generally similar to the onetetiain Varanasi in 2005, and the credit and
other benefits that these should have made avaikabthe weavers remained inaccessible to
the latter.



65

The 2003 Chanderi Cluster Diagnoéfic

The strengths of the cluster are its rich trad&jooffering a confirmed source of added value
and diversification, and the history of the logaglitvhich is listed as national heritage, a fact
supporting brand equity and tourism. The keennétisedocal youth to take on the craft is also
mentioned. Lack of water is a crucial issue andfitisé weakness mentioned by the diagnostic.
Other weaknesses listed are: the poor connectithe locality, which is only accessible by
road, with the nearest train station at 38 kilomsetthe weak position in which the weavers are;
the absence of social security; the deficient dygrocess, and the absence of credit and of
linkages with export markets. From a developmemp@ispective, several aspects are to
investigate: equity and growth; marketing and pridievelopment; and the role of institutions
and capability building. From an equity and growdhtlook, it appears that the cluster
production and the number of looms increased sindilring the preceding decade, traders
built on state intervention, as occurred in thed&ahd Bishnupur clusters, but without that the
growth benefited the poor. They also bypassed nmgdraries and inflated their margins.
Vertical interactions and knowledge flows betweeadérs and producers as between
institutional structures and weavers proved instigl in 2003, and the weavers were in great
majority fully dependent on the traders and disemted from the market. Caste structure and
religion appeared to be the main determinants efctimposition of the workforce and power
structures legitimized by religion the primary caws poverty, a fact which was confirmed by
the value chain analysis.

The diagnostic highlights the still large scope fooduct diversification of the cluster and its
potential on high end niches of the domestic angbgxmarkets. Accordingly, the weavers
should be trained to best satisfy such a positqynsapposing the production of small batches
of high end customized products. The promotionhef training centre among the weavers is
advocated as well as its financing by a privateliputartnership and its supervision by the
private sector with the view to disseminate impibyechnology and production processes,
notably in dyeing, and to build up the weavers’atafities. Technological progress may also
be achieved on the looms, considering that 90 peraee pit loom¥, with no jacquard
accessories and/or other existing technical meansupport product diversification and
productivity. The limited availability of water shlnl also be apprehended, considering that it
may impact at term the quality of dyeing (the fHwt it may also endanger humans is not
mentioned). Building up the traders’ awarenessintfade is another suggested area of action.
There is also a need to improve the linkages with lzetween the different institutions specific
or related to the sector, notably the DoH, the MFNSthe Central Silk Board, and to
optimize the use of the different schemes and litsn@fcessible through them. Approaching
the SIDBI and the State Bank of Indore, and thestigament of a credit model specific to the
weavers are suggested to overcome the absenc®atiing. The training of BDS providers, in
order that productive relations between these dwedcobmmunity exclusively dedicated to

8 The 2003 Chanderi diagnostic, written under tlgisaef the Madhya Pradesh Government and UNIDO, and
which served as basis for the local UNIDO CDP agrahpoverty alleviation, constitute the main seuiar
this section, cf. http://www.msmefoundation.orgdeil/Diagnostic/88.pdf

*9 The pit loom replaced the horizontal ground lott required the weaver to lean over to accompiishask,
which made the occupation a very uncomfortablea@ser The pit loom was so named because the losn wa
placed over a pit dug into the ground, the weaweidc:thus sit comfortably on the edge of the pitwviegs
dangling in the hole and be on the same planesa®tm.
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handloom intensify, should also be initiated areluke of the Gl provisions is recommended to
support local brand equity. The development of reatinkages, with a particular focus on

exports, is emphasized, and Internet should beidemsl to reach this end. In all initiatives, the
weavers, most particularly women and the youngeegion, should be the focus of action.
Training of the traders in fair trade is also acted. The objective is to improve the cluster
competitiveness by developing synergies betweestarustakeholders. The promotion of

cooperation is the motto and the prime advice isotwsider the cluster as an organic whole for
success. The involvement of a strong private semtganisation as an umbrella structure is
suggested in conclusion, in the absence of effedgadership at the cluster level, in order to
spearhead the development of synergies and apprémfeastructural and meso-level issues.

The UNIDO Cluster Development Programme: 2003-2006

The cluster problems are well known since long amvious interventions have not succeeded
in solving them. Emphasis of the UNIDO three yemsgpamme, which explicitly aimed at
alleviating poverty, was consequently on the dgwelent of sustainable solutions by
consolidating existing assets, while putting BD®vmlers in relation with the cluster. The
strategy is to increase competitiveness througlecle efficiency, by forming or developing
local institutions, networks, associations and SH{Sghe weavers’ capabilities. Sixty SHGs of
an average of ten weavers were formed during tii@liphase of the programme, these were
asked to regularly spare a certain amount collelstimgreed, in order to constitute a capital for
their future activities and emergencies. Underitigulse of these first achievements and in the
need of a structure which would manage activities deal with common issues in production,
marketing, credit and management as well as sooiaerns, some of these SHGs formed an
association on their own initiative: the Bunkar &gk Sansthan (BVS), which initially
regrouped seven groups of weavers. The BVS wakisglvo sub-committees respectively in
charge of marketing and of production; the lattbocates work among the weavers and is
responsible for the weavers’ remuneration, andftlmer deals with marketing issues, of
which the details were not defined upfront, becaafsthe perceived complexity of the matter.
One person per group is in charge of accountingctwpertains to the financial operations
related to inputs and to the weavers’ remuneratigrishe is remunerated 3 percent of the
group total turnover. The association premisesuthelan office, a meeting room and stocking
areas, where quality control also takes place. UDIEfforts in capability building aimed
essentially at the BVS members and pertained tandyedesign, quality and technology
improvements, and marketing. The raw material @ow and dyeing issues were apprehended
with the creation of a yarn bank and a dyeing eenixs for process upgrading, a warping
technology was considered without that it materedi and 21 Tara loonfssubsidized by the
government were to be installed at the end of thgnamme. Visits of different localities and
enterprises were set up in order to get the weauskiding women weavers, accustomed to
marketing practice and to the other activitieslilstThese initiatives enabled the building up of
the weavers’ confidence, a process which accelénatth their new role in the BVS. Some
weavers also participated in a foreign fair andamestic trade shows. Product diversification

0 Tara looms were developed with governmental suppat have take-up and let-off mechanisms, as atigel
and a steel frame for increased productivity, tth:Hwww.dainet.org/livelihoods/taraloom.htm
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continued and resulted in the development of custdied and table covers, and running fabric
for garments. Women were involved at all stepshaf projects and are represented in the
management committees of all local associationsitiMjr classes were specifically and
successfully set up for them; another initiative baen the recruitment of a woman doctor as
none was active in the locality. This particularpdrasis on women empowerment resulted in
the formation of their own associatiddamari Duniya

The BVS obtained 0.15 million rupees ($3'300) fratNIDO for training, a half million rupees
($11'000) from the Madhya Pradesh government, atttkerofinancial support without
compensation. The presence of the UN agency grealped to access this financing; access to
credit without support remains nonetheless difficimtervention also resulted in the formation
of the Chanderi Development Foundation (CDF), ttigeilly foreseen umbrella structure of the
cluster, which regroups weavers, including womemawees, master weavers and traders. The
organisation aims at supporting handloom at theormsl and was viewed by UNIDO as
important for confronting developmental issues gaimhg as much to infrastructure as to
education and health. Social actions were not deduin the CDF agenda during the UNIDO
programme as initially foreseen, and the povertigvadtion impact of the organisation
appeared marginal at the end of intervention. TB& & at the origin of Chanderi’s GI, which
was obtained in 2005 thanks to the local needlekvemd sheerness of production. TBik
Club, which regroups only traders, was the structuitgally envisaged to serve as the cluster
umbrella organisation. The involvement of its mershi@ the programme proved negligible,
they participated in a foreign fair and also irrip to Varanasi, which introduced them to new
techniques and designs; according to them, thewldhalso have been introduced to major
domestic buyers by the UN agency, as was donén&BVS, they are nonetheless not ready to
communicate their own contacts.

An Evaluation of the UNIDO Programme: the Framewfarkthe Local IHCDP

An evaluation of the UNIDO programme was condudtedhe Indian NGO Basix at the end of
intervention, upon the request of the UN agency served as basis of intervention for the
local IHCDP. Basix was also asked to continue tii@ts for making credit accessible to the
weavers, with the creation of a micro-finance iitbn, its area of expertise, while the IHCDP
would concentrate on other areas where suppoit @tidved necessary for sustainable
development. The main points and recommendationBasix evaluation are summarized
below, and further initiatives since the UN agedeparture investigated.

The BVS appeared to be the local organisation tnéhhighest poverty alleviation impact at
the end of the UNIDO programme, and not the CDFe WMeavers’ association regrouped 130
members, of whom the remuneration increased inageeof 15 to 20 percent during the three
year programme, notably thanks to the regularisatd their work, which previously
encountered sensible seasonal variations. Thisiymsichievement was nonetheless fragile, as
it depended on one major buyer and the weaversahibies proved insufficient for
developing sales and ensuring an autonomous arndirslde growth. Further support and
functional upgrading, notably training in team worgroduct development, production
management, marketing and in finance and accoyrdimg) the acquisition of leadership skills
by some members of the association were considae@quisites to reach these ends. The
UNIDO programme essentially benefited the BVS memmband the cluster stakeholders who
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were not members of the association persistedai tteficient dyeing practice at the end of
intervention. Dyeing quality remained insufficieat the cluster level, despite the programme
and earlier institutional efforts to offset the Wpass. The evaluation suggestions are to invest
in quality testing in the context of the dyeingilig and to make the latter accessible to the
weavers not members of the BVS and also to tradéexnditions that remained to be defined.
The use of the training centre dyeing structural$® advocated, and natural dyes should be
experimented. The necessity of high quality managegnfor an optimum functioning of the
yarn bank and dyeing centre is highlighted. As tloe traders, the knowledge that these
accessed on the occasion of their participatiora iforeign fair and in a trip to Varanasi
appeared not to have served much their capabilitging, the BVS members proved sensibly
more receptive and open to change, but unable alsfiorm the knowledge accessed in
sustainable productive activity. Capability builgim this context would probably best be
advanced with orders and adequate follow-up supmargygesting the need for renewed
participation in domestic and foreign fairs.

The high end buyers working with the BVS were poegily unknown to the cluster, and their
involvement was considered by Basix as an initeatithich greatly helped to link the BVS with
the market. Products diversified under their imputnd weavers also get accustomed to trends
and product cycles. The knowledge acquired provedeker insufficient for sustainable
development at the end of intervention, and théviies of the marketing sub-committee
remained to be defined and launched. The objedtiv@006, at the end of the UNIDO
programme was to increase the BVS turnover of l@gme up to 2010 relatively to the
8 million Rupees (approx. $ 175'625) estimate foe fyear 2006-07 — it was of 3.6 million
Rupees ($ 79'030) in 2005-06. Such an increasedwadult in the improvement in the living
conditions of 1’000 families, and indirectly of 26 households. The strategy suggested for
achieving this growth is to build on the BVS assatdl to facilitate the association access to
micro-finance instruments. New textures should Xygeemented and shops opened in metros,
with the involvement of the Silk Club, of which tlaglditional areas of action remained to be
defined. For what pertains to marketing, the ineahent of reputed artisans is proposed, the
objective being the creation of a catalogue. Atjanarketing strategy involving Chanderi, Kota
and Maheshwar, two nearby localities, is mentiow&tlout going into more detail. The BVS
should also start to focus on social issues, antbam, access to medical care for all and
children education; efforts in adult education dtialso be continued, and the construction of
a school is suggested. The traders’ awarenesstmyild fair trade, which was suggested at the
start of the UNIDO programme, did not materialiagidg implementation and was omitted
from the evaluation. The Gl certification obtaineg the CDF in 2005 did not mean much at
the departure of the UN agency, as, if support lshimave the locality, neither the traders, nor
the weavers were ready to assume the administrdinies related to its enforcement. Its
increasing use and a promotional campaign for mgldip the consumers’ awareness of it are
recommended; to guarantee its enforcement, the aneaverage of a case is suggested.
Meetings with local authorities should also be eaged in order to improve access by road.
The association viewed for these two last actisitie the CDF; another suggested area of
intervention is the abolition of the taxes intertmMadhya Pradesh, handicapping the flows of
goods. The involvement of specialized agencies whimuld effectively support institutional
initiative and the cluster development is advocdbedhe maximization of outcome.
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Into Perspective
a. The BVS

The BVS is the organisation with the highest poveleviation impact; interestingly, the
association has a commercial purpose to the difteref the CDF which acts on meso-level
issues, an assessment underlining the importancenomerce in the development process and
the role that such associations may play. The &ssmt achievements should nonetheless be
put into perspective: capabilities, notably in Hreas where the high added value is, namely,
product development, marketing and branding, reethinsufficient at the end of intervention,
and the association proved still dependent on supfmr autonomous development.
Management and accounting were added to the edN@DO training scope, as the instilling
of leadership skills for predisposed members ofdbkgociation. Two Basix consultants, and
one IHCDP representative were present in Chande 2007; and the almost unique client of
the association has set up a local office since,theggesting that the enterprise is the strong
private sector organisation foreseen as the clustérella structure by the diagnostic, in the
absence of effective leadership. In spite of thpriari relevance of the strategy, the BVS
turnover decreased since 2006, no further marké&tdes developed and no new members
joined the association. The BVS remained unabkatisfy export requirements in 2008, as per
the CDE responsible for the locality. Thegtu quan the weavers’ empowerment suggests the
need to review approach and/or training methodologysustainable poverty alleviation and
the inadequacy of support since the end of the gdhey programme.

b. Process and Product Innovation, and InfrastructuPabgress

The adoption of jacquard tools, as used in Vararssems one of the process innovation
privileged by local stakeholders. The choice sequestionable, as it may lead to the erosion
of the traditional needle work which constitutes geculiarity of local handloom, and thus to a
meaningless Gl, suggesting that the technologyldhoertainly be carefully thought through
before being adopted. As for the GlI, the Tea Baaqoerience with the Darjeeling tea shows
that important investments and human resources rieethe pooled for effectiveness
(Narashima, 2006; Srivastava, 2005); the latteraiemalso constrained by differing national
regulations in the case of exports and supra-nalti@gulation would need to be harmonized,
suggesting that the Chanderi Gl is pointless ab.slice propositions to revive the Chanderi
cotton and to start local silk production were fakowed up by UNIDO, neither by Basix or
the IHCDP. The Chanderi cotton is certainly an mesewhich it should be capitalized, as the
onion finishing which was previously used, whichulcbplausibly also be suitable for other
fabrics. Such initiatives would pertinently suppddcal brand equity and the cluster
development. The yarn provision issue was solvat te setting up of a yarn bank, while
initiating local production would enable the regidation of supply, enhance price
management, reduce surplus labour and transpdd asgollution; advantages which can only
support the cluster performance.

The building up of the BVS members’ quality awasnded to the formation of a team
dedicated to quality control. The operation is agtdd while sitting on the ground and this
organisation appears sub-optimal, the best meansofdrolling fabric quality being a lighted

table on which the fabric is put in order to spetettts with the help of the increased fabric
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transparency resulting from lighting. Such a tatdquires power, a feature that appears an
obstacle to its use, as power supply in Chandergtahe pan-Indian level, is deficient. This
infrastructural issue was omitted from all locati@ac plans while its apprehension, notably
with the use of renewable energy, would positivetyact quality and productivity, and also
plausibly serve social ends, as already highlighfedrucial weakness of the Chanderi cluster
was not tackled by any development programme tpday: the lack of water. A dyeing centre
was set up, without the mention of a clean watehnnelogy, and natural alternatives to the use
of azo-dyes were only considered at the evaluattage, this with minimal emphasis, as in
Varanasi. It would be opportune to apprehend thmieiswith the building up of the
stakeholders’ awareness and investments in theedetzthnology and inputs, as with the
cooperation of technical institutes. Natural dyeprgcesses being longer and the fixing of
colours of inferior durability, research in thelfieappears moreover a propos. Envisaged
improvements in infrastructure are limited to trevelopment of the road network; a railway
liaison could appear a pertinent complement orradteve, if sustainable development is the
objective.

3.9 An Overall Cluster Development Policy Evaluatia
3.9.1 Approach and Modus Operandi

The IHCDP appears to have been organised aroundbtimeapproaches constitutive of the
Chanderi UNIDO intervention, namely, the capabibiyilding, the market, the technological
and the institutional approaches. Emphasis is dto fan institutional development, with a
particular focus on trust building and collectivificiency and, subsidiarily, on capability
building, more specifically in technical areas|ine with the cluster development methodology
elaborated by the UN agency (UNIDO, 2007). The URIprogramme resulted in the creation
of 60 SHGs and two novel associations were forntieel, CDF and BVS, the latter on the
weavers’ initiative only. The skill level of the aeers members of the BVS, who proved to be
the main beneficiaries of the UNIDO interventionaswvinsufficient at the end of the
programme, and support needed to be continueceisdme domains as previously, as in new
ones. The NGO Basix was then involved and the IHCAIAched. Basix was firstly asked to
evaluate the impact of the three year UN intenamtto then continue with the creation of a
micro-finance institution. The UNIDO strategy gigainfluenced the IHCDP, without that
field experience served to perfect the latter apginoand resulted in the early involvement of
specialized agencies. As mentioned in the Varadasiter study, such an approach would
probably support a more prompt attainment of objest and its strategic advantage appears
substantial, if the limited time frames of prograesand the sometimes extreme poverty of the
weavers are considered. The building up of theetrsicdhwareness in fair trade and social issues
was neglected by both institutional endeavours|enmientioned in the Chanderi diagnostic. As
already highlighted and considering what seemsetpriavailing relations between traders and
weavers in Indian handloom clusters, such initatwould plausibly be supportive of
sustainable poverty alleviation.

Both clusters are characterized by the chasm betweeducers and traders which can be
observed in a majority of artisan clusters. Ther@ea diagnostic mentions the importance of
caste structure in the composition of the workfoere highlights that power structures
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legitimized by religion are the primary cause of/g@dy. This statement was omitted from the
Varanasi document, despite that it is also fullytipent for this latter locality, where local
orthodoxy appears de facto particularly strongnaf stronger than in Chanderi. This omission
suggests that the executive and government agemeaeing the IHCDP either have integrated
this essential parameter of social reality or thaty are not ready to confront it. Considering
the inexistence of action directly supportive ofvery alleviation at the traders and master
weavers level (demand led growth having proved ffisent for this end), and also the
silenced poverty alleviation aim of the IHCDP, thater assumption appears the most
plausible. As highlighted in the Varanasi clusterdg, a high number of weavers work for
traders and master weavers, and a change in tiee kabdus operandi by tackling upfront
behaviours that hinder a high road to growth waquddsibly magnify the poverty alleviation
impact of initiatives.

The Chanderi traders’ behaviour when it comes &ris commercial data confirms the limits
posed by the features inherent to certain actsvitiethe value chain to ‘collective efficiency’ at
the cluster level, namely product development, mismg and sales. Institutional approach
seems not only to neglect the confidentiality regmient of the profession and the related
concept of Intellectual Property (IP), but also doenmercial reality of goodwill, which relates
to a company brand equity and its clientele, andchvimay be a highly valuable asset.
Interventions persist in aiming to improve horizinand vertical interactions covering all
dimensions of activity, and linking all communitiaad hierarchical segments of a cluster, in
line with the UNIDO view to consider clusters agamic wholes, while it would plausibly be
more productive to focus on networks for the justaded activities, notably because of
goodwill and of the confidentiality requirement,datiis with differentiated support according
to the knowledge capital of the stakeholders ingdhas suggested under the Varanasi section.
Institutional approach substantiates the misreadfrgpmmercial reality already stated and the
need for the involvement of business professiomalthe different areas where weaknesses
persist.

3.9.2 Marketing and Sales

Marketing and sales efforts in both clusters cdressentially in the participation in domestic
fairs and linkages limited to a reduced number afyé Indian buyers with a relatively
important leverage power. The impact of such stmest appears greatly questionable in the
light of the Chanderi experience. Production fa ¢imly major buyer of the BVS involved 100
weavers in March 2007, orders consisted essentiglyone colour fabric aimed at
manufacturing garments; the quality was then cdilygroduced for this client and among the
only type of fabric which he was buying, a realitigich can with difficulty serve the continued
existence of the traditional heritage, and the wwesiwvemuneration. The youth producing these
orders, often recently trained on the loom, dematest a confirmed readiness to learn, time
and money are missing. 6 days a week are busy erdotm for 10 hours per day and a
remuneration of 25 Rs. (0.55%) per meter of fab@esyplting in daily earnings ranging from 50
to 60 Rs (1.1-1.32%). These amounts lead to coaclhdt the collaboration with this almost
only client, who thus finds himself in a quasi mpabstic position, resulted in an increase in
employment and in the regularization of the latteithout absolute increase in remuneration
and improvements in the weavers’ working and liviogditions, this while serving the erosion
of the traditional heritage, in spite of governnarégmphasis on its uniqueness and revival.
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This still insufficient capability of the weavergyhlights the need for functional upgrading and
diversifying clientele, so that the weaving comntiési may master the full value chain and
access buyers who not only create employment,lbatesmsure a level of remuneration making
effective functioning (Sen, 1985, 1999) a realijo solid vision on the export front was
worked out in both localities at this stage desphe declared will of all programmes
considered to develop sales in foreign markets thedconfirmed positive impact of such a
strategy on performance (Humphrey, and Nadvi, 1.9D8ir incipient state and the inflation in
transport costs may explain this choice; exportketgrpotential is nevertheless substantial — as
highlighted by the recruitments of master weaveys Ghinese entrepreneurs - and the
exploitation of this sales channel would deseneatgr attention. Launching exports by linking
the weavers with small foreign enterprises, ofteoranflexible for what concerns delivery
schedule than larger structures, would plausibsultein a more prompt upgrading, and also
less uneven collaboration terms. The setting umardketing and sales agencies located in the
countries or regions of destination appears to peranent commercial organisation to support
this development, as highlighted by the Athani iugxperience; the option would maximize
export performance, proximity being positively eated to performance (Saint-Pierre, and
Mathieu, 2007). Volatility of demand is often oppdgo export growth, this appears true with
mass production and the mid range market, howekerargument appears less valid on the
more resilient high end segment, on which Vararaagl Chanderi handloom should be
positioned.

The use of Internet by export structures for sugipgisales is current and the sales channel
seems to be favoured by developmental programmessedRch has however highlighted that
the technology is not a mean to realize salesandktile trade (Didelon, 2004), texture being
difficult to assess on a screen. The touch remessential for placing orders, and sales are
achieved essentially through meetings, which shtiuld be prioritized.

3.9.3 Product Development and the Design Issue

Innovation in design is almost absent from conterapo handloom, traditional motifs are

woven, or contemporary designs are copied, eitteen fexisting handloom products or from

power loom fabrics; designs may also be simplyizedl according to client specifications.

Adaptation of products to foreign and contemporastes means the dilution of the design
capital and traditions that today make the richreégbe craft. The most successful products in
the early 1980s were those of which the designsonfdbeen slightly altered and of which the
colours had been adapted to better match the gpeeifuirements of the destination markets
(Cable, Weston and Jain, 1986). Assuming thatdbreclusion remains true in present times,
training in product development should ideally @tperpetuating traditions while maintaining

an adequate degree of innovation. A constraint tiesterves thought which governmental
agencies and other organisations seem not to hased yet. The transfer of foreign training

models was privileged up to today, and has prowedequate for finding the right balance
between tradition and modernity. The traditionakteng mode successfully carried forward an
incredibly rich heritage. The statement suggests itliteracy might not be an obstacle to the
weavers’ and designers’ sustainable upgrading auymt development, and that learning by
doing, supported by material requiring the usagsigiit and speech, the primary vehicles of
knowledge and know-how acquisition in this systemght be the most adequate option for the
maximization of outcome. The recruitment of expemted retired weavers for the training of
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the younger generation could be an option for enguhe continued existence of the richness
of the craft. Interestingly, entrepreneurship oé tharly 28 century seems to have been
sensibly more dynamic from a product innovation spective than actual handloom

entrepreneurs, if its patronage of the professiod @otably initiative such as the Chanderi
training centre are considered. Western firms uskilis of exception have a strategy in line

with the then local aristocracy: they often intégdaa training centre for artisans, in order to
perfect the knowledge and know-how of the lattethvdometimes centuries-old techniques,
while developing a contemporary offer distributdabglly.

3.9.4 Institutions and Local Governance

The presence of governmental agencies was percawezh advantage by all programmes,
independently of ownership. Governmental agencies am advantage for developmental
projects aiming at sustainable poverty alleviatasnlong as they participate in the creation of
an environment conducive to an inclusive growtht tlzests. The study of both clusters
highlights the deficient functioning of the cooperes, and indirectly of the DoH, and the
WSC confirms that government agencies may de faetas much a handicap as an advantage
for sustainable poverty alleviation. The latteusture functioning also stresses that local ‘soft’
or non-state institutions may exert a significamfiience (Peck, 2000) Institutions prove
generally slow to adapt to changes in economicctira, as they may be rooted far back in
social history, and there is no a priori reasohdleve that theimodus operandwill change in
the short run, if no innovative mechanisms to supfiee process are introduced. A change in
management, as decided for the WSC, may certainyp@t the desirable evolution, it is
nonetheless not much plausible that such a medsagisively impacts local tacit norms and the
way sometimes generation long relationships betweaster stakeholders are conducted.
Regulationists consider institutional forms as tiredictable outcomes of social struggles
and political interventions, abounding with ruleadlging behavioural adjustments, the full
effects and implications of which can only be eatddlex post The process by which modes
of social regulation are formed is irreducible heitto ‘functionalist’ responses to the needs of
capital, nor to conscious action of state employéestitutions play an important role in
normalizing and regularizing specific trajectorieé development, but no defined set of
institutions can however guarantee a sustainaldistrdutive growtha priori.

Research however concluded that a systematic arichieed approach to institutional change
proves generally ineffective, and that regionakdes are of more significance (Peck, 2000),
and also that regional and local institutions awmdamental for regional growth and

regeneration. Amin and Thrift (1995) consider tihas not only desirable, but also feasible to
develop locally based, bottom-up and progressiven@mic governance, building on the
associative, networking, and learning capabiliie€bcal economies, sustained by a thickening
of the institutions, albeit within a broad macroeasmic and political framework. Such

associative strategies are nevertheless contingergither a vibrant private economy or a
secure public economy, or both, and their deploymenunlikely to significantly counter

existing patterns of spatially uneven developm&he concern is to explore configurations of

*1 Regulationists emphasize that Modes of Social Réign (MSR) should not be reduced to institutidmst, also
embrace ‘softer’ forms, such as consumption nosoeietal expectations, economic habits and conwesiti
and cultural practices, which together make théatcontext for the accumulation process.
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local capabilities and macro-level supportive fraraegks that permit a plurality of local level
strategies to be developed. The objective shoultbbevolve the regional and local powers,
with the view to create an intermediate governastrecture capable of establishing an
enabling environment for development and sustagpbVerty alleviation (Bianchi, 1996: 204)
that can be applied on a broader scale. The IH@&DRests local authorities to guarantee legal
entity to the associations that will emerge duiimgrvention, to provide the land for building
the necessary facilities or to partially subsidtgeacquisition, and to ensure the convergence of
regional and central support measures in order a@immize the use of resources. Support
measures and schemes have proved relatively urssiicten the past, notably because of the
weavers’ poor education and limited access to métion, and the lack of political will. A
great majority of schemes’ requests have to be fubmitted to the state authorities for
agreement on its financial participation, as pex thnding pattern designed by the central
government. The role of state governments is thusia for the effectiveness of policy. State
governments do what they are told to do, according Varanasi stakeholder, it would be
pertinent to build on this predisposition by invioly them pro-actively in the definition of the
right instruments that would ensure the weaversess to the schemes, and support
entrepreneurship and regional economic developmBEms broader scope of participation
could include: the provision of human resourcessigoporting capability building, notably by
promoting the involvement of the private sector amigractions between local educational
institutions and the weaving community; and alsofdgcilitation of the setting-up of marketing
and sales structures through public-private pastnips, or direct or indirect subsidies, among
others, as previously mentioned.

The role of the elites in the institutional enfraigniof regional economies is of paramount
importance. Comparative international researchhigislighted that the existence of a ‘close’
and ‘hegemonic’ growth coalition that brings togathpublic and private elites plays a
determining role in generating and maintaining laeal competitiveness (Judge¢al., 1995).
Economic growth as decline is ‘carried by the eeoiap political, and cultural elites’ and ‘it is
social power that creates growth’ (Swyngedouw, 20B@rsistent socio-economic decline and
failure to regenerate highlight either the absentannovative elites or a dominance of
traditional elites that attempt to hang on erodpugitions of power. Local elites may be
defined as ‘more or less loose groups of self-egd economic agents and institutions that
are actively inserted in the local economy; theission as “locality marketers” is to maintain
or attract activities that benefit themselves’ (8ggdouw, 2000). They are both catalysts and
market makers; they command considerable politeoal economic power and exercise a
notable influence on policy formulation, regulatoggrocedures, planning, and even
appointments to key positions. The underlying raldy is that the collective promotion of the
city or region and forms of co-operation benefdiuidual agents (Papadopoulos, 1996; Stone,
1993). The Varanasi handloom elite may be reasgnadiceived as a traditional elite that
hangs on its economic rents, to the detriment mbwation and competitiveness, and it appears
closely linked to the sector political elite. Thastationships are with difficulty compatible
with the objective to alleviate the poverty of tveavers, considering that the latter — among
others, make the wealth of the handloom elite. lrtespiandloom merchants prove de facto to
be a key element of local governance, and plausibly larger geographical scale, and would
need to be involved in the programme for the soatality of results. Both elites want
handloom to grow, the difference of perspectivesdes in the redistribution of part of the
returns or not. The proposal should then be to @upine growth of the handloom elite
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activities, while ensuring a partial redistributiohreturns to the weavers with adequate policy
instruments and the agreement of this elite, widbbuld not be an issue considering the
foreseen increase in turnover.

3.9.5 Poverty, Labour, and the Remuneration and Saa Security Issues

Poverty is about workers and thus about labouditheato conclude that the prerequisites for
sustainable poverty alleviation are the definitaord implementation of pro-labour measures.
Such measures in more advanced countries currentigist in: a legal framework which
protects labour from abusive practice, notablydéippng employment conditions and minimum
remuneration, and which permits unions and otherkeroassociations; a social security
system, which may be fully state owned or partiywhich case, firms will contribute for part
of the benefits; and the capability building of theemployed, currently named pro-work
measures. The high level of informality in the bBrdihandloom sector and the weavers’ poor
educational background and limited access to inédion hinder the effectiveness of law at this
stage of development. The Minimum Wages Act wasnpiigated to guarantee a minimum
remuneration to the unskilled workers of schedweatpbloyments in the unorganised sector
(including a house rent allowance). These schedwdetivities vary function of the
governmental level considered, they are 45 at ¢éiéral level, notably agriculture, mining, and
construction and maintenance works, whereas thgylbmanore than 1200 at the state level.
An amendment of the Act in order to include handig@nd, by extension, other crafts, and all
workers of the informal economy), appears to besa $tep to consider for ensuring a level of
remuneration which would ensure the satisfactiontted weavers’ basic needs and an
acceptable level of functioning. Such an amendmentld nonetheless not make much sense
as is, as there is no statutorily clause makingAbecompulsory, and states discretionarily
adapt the categories of scheduled employments amidhom wages. The Central Government
adopted the concept of national floor minimum wéwescheduled employments in 1996 and
fixed it at Rs. 35.00 per day, it is of Rs. 80.@01(76) since September 266and should
shortly be increased to Rs. 100.00 ($ 2.2), andrtsffintensify in order to make the Act
effective for all workers of the informal economihe topic was recently prioritized, as the
informal sector keeps growing relatively to theaniged economy, the strategy to compete of
organised sector firms operating under the Fackmtybeing to increase their participation in
the informal economy. This same informality is thest common argument put forward for the
impossibility to envisage a comprehensive statesamal security system that would also be
accessible to the weavers and to the other workkrthe unorganised economy. Further
analysis suggests that social structure and théemgmtation costs of a welfare system in
which citizenship would be the criteria for benefdre the main handicaps to its introduction.
Micro-credit and micro-insurance are the alterretiavailable for the informal sector weavers
to overcome the risk of employment loss, sicknesd disability, and the access to such
instruments should thus be prioritized. Micro-ctetinetheless does not make much sense if it

*2The Central Advisory Board of the government W&g# met in February and July 2008, and considéved
amend the act with the inclusion of an additiorsegory of scheduled employment defined as “Empkrynot
mentioned above”, cf. http://labour.nic.in/wagetéihutes220208.pdf, and also Menon, S. (Sep 200&jtre to
revise national minimum wage levBlew Delhi, on line: http://labour.nic.in/wagecelélcome.html,
www.business-standard.com/india/storypage.php?as®88146, and also
Minimum Wages in Indjehttp://www.paycheck.in/main/officialminimumwages
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is not for marketing, diversifying clientele andogiing sales, and ultimately for developing,
but to indirectly subsidies firms in quasi-monoptt situation, of which the involvement
appears unable to lead to sustainable povertyialiem and to the effective functioning of the
weavers, a situation which the Chanderi clustasitates. Pro-work measures consisting in the
building up of the capabilities of the unemployeddaenabling productive activity are
attempted through localized developmental endeaymotably through programmes such as
the IHCDP and the UNIDO Chanderi CDP, and theiraoimn poverty is the next focus.

3.10 The Pro-poor Impact of Cluster Development Ry Rooted in the Collective
Efficiency Approach

The Chanderi CDP resulted in an increase in empdoyrand in remuneration thanks to the
regularization of employment, while the level oflgaarnings remained constant relatively to
the pre-intervention period. The creation of empient is certainly a commendable attainment
considering the high level of unemployment in tleetsr, and also in other industries. It
nevertheless does not suffice for increasing rematiom at a level that would enable
sustainable poverty alleviation and effective fumrung, and for enhanced productivity and
competitiveness. Earnings remain abysmally low avliiie re-sell margins of some of the
buyers involved are known to be comparatively \agh; the redistribution of returns appears
still to be an issue. Local developmental expeesnghow that the poverty alleviation impact
of institutional intervention focusing on the build up of social capital, as implemented, is not
sustainable, highlighting the need for elaboratimg the model. Research in economic
geography has stressed the crucial role of knowedgjuisition to upgrade and avoid entropic
death and negative lock-in (Grabbher, 1993) and ithgortance of governance for the
generation and diffusion of knowledge, market dyitanbeing considered insufficient to
achieve competitiveness along the high road to tirowhe evolution of the BVS suggests the
insufficiency or inaccuracy of knowledge flows witthe retained cluster development
methodology. As highlighted by the learning regpmrspective, knowledge is a concrete social
phenomenon, and production of knowledge and théenpatof social life are reflexively
intertwined (Scott, 2000). The caste systarfactoinhibits knowledge flows between weavers
and traders in what seems to be a majority of méi@ndloom clusters, and thus the weavers’
functional upgrading. The cluster success formpissjting trust, reciprocity and mutualism as
the foundation of collective efficiency, is thusrealizable in the sector at this stage of
development. Considering the strength of orthodarogably in rural areas, and the need for
adapting policy function of the local socio-economsbntext for effectiveness, programmes
appear to be forced to integrate social realityhm short run while attempting to bypass it as
much as local context permits and creating the itiond for its desirable evolution.

The role of institutions may be reasonably assutoedefine how things should be done and
how learning should take place, while the econastnacture affects what is done and therefore
what is learnt (Lundvall and Masken, 2000). Insiins appear instrumental in managing
knowledge flows, and their role in enabling the we¥a’ access to the knowledge and skills
needed for upgrading is crucial. Traders are tiragomedium for accessing knowledge in the
prevailing putting-out system, subsidiarily, thatst The focus of policy should consequently
be on determining BDS providers that would subtito the traders in the role of knowledge
providers. Traders market and sell products, tngiraind support in marketing and sales to the
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weavers should thus be prioritized, while pursusggial capital building and training in
technical areas. Conflicts might arise becausehefahanges in balance of power that will
occur in the course of upgrading, and the state ed mediator appears to be of prime
importance, emphasis should however be on prewgrttiese tensions to materialize by
infusing the needed strategic intent to the handl@hite and by involving it in the poverty
alleviation effort. The important task is to bringo being an ensemble of social practices,
relations, and way of thinking that will allow chesed firms to co-operate and compete with
success (Shoenberger, 2000: 325), while ensurimgcarsive growth.

3.11 Possible Policy Innovations for Sustainable Rerty Alleviation ?

Envisaged alternatives to the methodology of CD&sted in the ‘collective efficiency’
approach as actually deployed or additional measdhat would plausibly support a
development on a high road to growth and sustagnpbVerty alleviation in handloom may be
summarized as follows:

- A more sustained involvement of the local and regi@overnments, and consequently of
local and regional institutions, notably educatipna

- the involvement of qualified non-governmental agesi¢or the provision of training and
services early during programmes, if governmemigrvention should appear
inappropriate or insufficient, because of the latkompetences or funding, or of socio-
economic factors making direct action at the wesivewel problematic;

- ahigh-end positioning, and the development of syire between handloom and
embroidery, if the latter activity should also lregent in the cluster considered;

- the setting-up of marketing and sales structunesutih public-private partnerships,
involving the central or/and state governments/@niddirect subsidies, notably rebates in
taxes and facilitated access to credit;

- the development of sales and exports at all leivedecluster hierarchy;

- the launch of fair trade and environmental marksl, the amendment of the handloom and
silk marks, in order to make them compulsory fépabducers;

- capability building organised around networks adremmic agents with similar knowledge
bases and differentiated training according tongevorks’ knowledge capital, while
developing cluster level associative structuresrieso-level issues;

- dynamic and regular training for a minimum duratedrsix months, with a higher intensity
at the poor level,
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- the weavers’ capability building, notably in entrepeurship, a term that includes training
in management, marketing and sales, so that theimgeaommunities master all steps of
the value chain;

- the simultaneous building up of the traders’ awassrin fair trade and environmental
issues as well as their training in product develept and design, and in marketing, this by
non-governmental specialized services providerdevitivolving them in the poverty
alleviation effort through sales;

- the apprehension of the power issue with the user@wable energy, and of the clean
water question in the context of dyeing with inveshts in the needed technology.

Caste facilitates transactions among a communityadso excludes those who are not part of
it, meaning that the suggested network approacichaliould probably come on top of social
hierarchy, may increase the marginalization of plo®r. Relationships should nonetheless
evolve with the weavers’ empowerment and the adfjests of the traders to changing norms
with the globalization process. To fully satisfyettobjective of poverty alleviation, a
concomitant evolution of society, indirectly of tbatrepreneur perspectives and of the micro-
economic sphere as well as of the macro-economicaegmment, is asine qua norcondition.
Generational change should ease the process (Amamographics, 2003; Bernoud, 2004),
although the increasing communalism which may bgeoked in India, which seems to be
correlated to its degree of integration in the glalconomy, may prove a major handicap for a
more redistributive society.



79

Conclusion

Clusters make up a new way of apprehending locatmehquestion conventional wisdom about
how enterprises should be configured and interantj about how central and regional
governments can promote economic growth, and hafitutions such as universities and
research centres can contribute to competitive(fesder, 1998). By clustering and exploiting
the advantages linked to proximity, the SMEs probtd limited resources can be tackled with
increased collaboration between enterprises, atveelea institutions and enterprises. Costs and
risks can be shared, and co-operation facilitatesss to information, markets and extra-cluster
linkages, and thus knowledge flows, which are dsserior upgrading and economic
development. Power and control are divided amomgdependent firms that collaborate
voluntarily in order to develop competitive advagega and aim for greater efficiency and
profitability. Competition is at the network anduster levels, where enterprises collaborate in
differing dimensions to attain an increased andualuprofitability at which an independent
structure could not aspire by itself. With the plolescomparative advantage made accessible
through the combination of the externalities linkid proximity and joint action, namely
through ‘collective efficiency’, a high road to gvth, privileging innovation and increased
productivity, becomes attainable. While the collextefficiency approach focuses essentially
on what happens inside clusters, the absorptivaatigpand global value chain perspectives
stress the importance of knowledge systems and-ehister linkages for upgrading. The
greater the leap in upgrading, the less likelyakisting knowledge bases and linkages suffice,
and enterprises, by extension clusters, must thgnte a greater extent on local and national
sources of innovation for acquiring the knowledgd akills needed. The firm is at the centre
of the two latter approaches, and outlook suggdsis policy should be oriented towards
strengthening firms’ knowledge bases, most paditylof the firms that are excluded from a
cluster knowledge system, rather than towards @lsists collective entities, the knowledge
capital of a cluster and its absorptive capacityndpgositively correlated to its performance.
The role of tacit knowledge in supporting localizddvelopment must not be neglected;
untradable knowledge gives a decisive comparatihartage, suggesting that firms and
governments alike should focus on the remaininglined capabilities, the ones which have
not yet become ubiquitous, equally available t@mrrises regardless of their location (Maskell
et al. 1998). Governance, at the local and regiosakell as national and global levels in the
context of nationally and internationally dispersedue chains, is also fundamental in shaping
cluster trajectories. The state role, nationallg aegionally, should be one of a mediator and
business facilitator, notably through the promotaininnovation, local entrepreneurship and
joint action, and to continue its more traditiofahctions of specialized services provider and
defining the legal framework.

Different regional and national contexts offer dse opportunities for organizing markets and
taking advantage of proximity; the firms’ interawti modes, the organisation of the financial
markets and institutional arrangements, the educatnd health systems, the legal framework,
physical infrastructure, all matter. Policy root@dGhandian and socialist ideology has been
determinant in shaping India’s industrial developingince Independence, and its deployment
resulted in the proliferation of SMEs and microezptises, which in great majority operate in
clusters. Empirical data reveals their dynamics @latively high level of labour input and low
level of capital intensity, and barriers to entee tmarkets on which they operate are thus
relatively low. They may exist since decades ortwees, and cater to the local, regional,
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national and/or international markets, and are adtarized by a substantial diversity of
products and quality standards, and also by a lewgl of informality, which appears to be a
crucial element for understanding their trajectrieTwo other decisive factors for
comprehending the evolution of Indian clusters, enspecifically of artisan clusters and of
clusters built on self-employment survival stragsgin urban areas, are social structure, which
remains organised around caste and function, anchwiinders vertical interactions between
artisan producers and traders, as the craftsmdicalemobility; and surplus labour, which
makes any increase in employment unlikely to resulan increase in remuneration. These
specificities highlight the need for innovative tetantervention and the designing of cluster
development policy aiming at poverty alleviationelgrating these contextual elements. Policy
makers have assessed the requirements of furtbeomic integration. Cluster development
programmes were conducted since the late 1980s;@geration with UNIDO started in the
early 1990s to intensify with the country growthor@mon endeavours consisted initially
essentially in supporting the setting up of fa@tand in the provision of technical support,
and focus progressively moved towards building ogiad capital through joint action during
the decade. Relatively successful experiencesifeataht ministries and other developmental
organisations to deploy the cluster developmentousilogy designed by the UN agency on a
broader scale, notably in the handloom sector.

Handloom is a traditional activity, which has cadiforward a richness and a know-how
unequalled on the global market. Weavers are ewan@ be 6.5 million, of which a large
majority lives in extreme poverty with less tharU3D a day, and weaving is conducted at
home and in family, and is frequent in rural areabgere it complements agriculture. The
sustainability of the craft is crucial for prevergi migration to already overpopulated urban
areas, and for social stability. The sector is ab@rized by a high degree of informality and by
the putting-out system, in which traders or magteavers supply all inputs to the weavers and
get the end product against payment. Traders asee sas financiers and social security
providers, in the absence of credit and of antutsbinalized social security system, a situation
leading to the weavers’ full loss of bargaining govand often complete dependence from the
generally single trader for whom they work. Comfpati of power loom fabrics, imported or
produced in India, is advanced as the main causthédecrease in demand for hand woven
products and the weavers’ precariousness. A modemth analysis of the sector suggests that
the inadequacy of policy and the absence of palitwill and of strategic intent of the
handloom elite are the main factors at the oridithe craft's decline and the weavers’ endemic
poverty, it also highlights the crucial role of anfmal practice and social structure in the
continued existence of the status quo, if not thesening of the weavers’ working and living
conditions. Informality induces the traders andamiged sector enterprises to opt for low roads
to growth, built around reductions in labour coststrategy supported by religious orthodoxy;
and social structure inhibits the knowledge flovesween traders and weavers that are essential
for the latter upgrading. Previous support measysesved relatively unsuccessful in
supporting the weavers’ empowerment, notably bexatfishe delegation of implementation to
support structures, the lack of political will aodrruption; actual policy, notably the IHCDP,
with its focus on clustering and ‘collective ef@acy’, and its central government management,
seems more able to confront the challenges posethéyliberalisation of the economy.
Empirical evidence nonetheless suggests that teguments retained are inadequate for
sustainable poverty alleviation: policy persistcamsidering clusters as organic wholes, while
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social and also commercial reality, which requicemfidentiality and the building up of
valuable goodwill, speaks against such a view.

Social constructs, often rooted far back in histdipit the scope of cluster development
initiatives in the Indian context, and the full le¢its of concepts such as ‘collective efficiency’
and the learning region in their practice. The psifon for sustainable poverty alleviation in
handloom is to confront social reality with the idesng of policy integrating the main
contextual element hindering productive verticaleractions and knowledge flows to the
weavers, namely, social structure. The perspeduggests that cluster development policy
should focus on networks of cluster stakeholdeith wimilar knowledge bases and provide
differentiated support function of position in thalue chain and thus cluster hierarchy, while
building social capital and cluster level assoemtstructures for apprehending meso-level
issues, such as health, education and physicalsinficture development. Local governance
and formal and ‘soft ’ institutions are crucial fshaping cluster trajectories, and changes in
their actual modus operandi, which appears to thpre, if not to strengthen inequalities,
would need to be conducted concomitantly for tHeotifzeness of policy. Joint action between
national, regional and local government agencied,@tween the political leadership and the
handloom elite as well as between the public amdata sectors, more particularly between
formal institutions and successful entrepreneurd specialized agencies, including NGOs
should also be promoted for optimizing outcomeseRech has shown that regulation and soft
institutions, which notably shape relations betwwaders and weavers, and between these and
the state, are slow to change. The provision ofMedge, a facilitated access to credit and the
securing of social security benefits appear to Hee dimensions of developmental action of
which the intensification would probably lead te tmost tangible and sustainable impact on
the weavers’ level of poverty in the short run, d@hey should thus be prioritized. The social
security and access to credit issues have fourmbmess in micro-finance instruments, and
progress should be continued. The weavers’ capabillilding in entrepreneurship and in the
areas where the high value is and in the functiwhsch would enable them to escape
exploitative working conditions if these should bemains insufficient, if not nonexistent, and
should be the focus of further cluster developnolicy for ensuring the sustainability of
results. Strong political leadership and commitnrentain however the prime prerequisites for
policy success.
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