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State vs. Industrial Firms:
The Puzzle

evelopment after statism trig-
D gers a provocation around pre-

vailing assumptions on eco-
nomic development. Statism, central to
the book’s debate, entails the view that
the state holds a dominant position in
directing economic life (Colburn 1988).
Developmental state theory argues that
industrialization requires strong state
intervention to provide capital and co-
ordination, predicting that weak state
capacity leads to poor economic perfor-
mance. East Asian developmental states
or import-substitution industrializa-
tion in Latin America positioned the
state capacity to pursue developmental
goals (Johnson 1982; Amsden 1989;
Wade 1990; Cardoso and Faletto 1979;
Hirschman 1958). Free-market theory
views statism as a hindrance to growth
and pushes for economic liberalization
and private enterprise. Scholars still de-
liberate the state capacity notion, not
through intervention but by guiding
the economic shift. India’s economic
growth by embracing globalization was
viewed not as decline of the state ca-
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pacity but institutional and ideation-
al transformation within it (Mukherji
2014). Institutional theory argues that
economic outcomes hang on “rules of
the games” and are capable of efficient-
ly providing credible commitments
(North 1990).

Adnan Naseemullah observes
that Indias manufacturing industry
presents a puzzle for these theoretical
assumptions, as they grew under in-
effective state governance, as well as
thrived despite high costs in the mar-
ket environment. Finally, “rules of the
game” would suggest that the same for-
mal and informal rules should require
adopting similar strategies and con-
sistent firm behavior within the same
country. However, firms show divergent
strategies across sectors and regions.

These anomalies imply that nei-
ther strong state nor market frame-
works fully explain growth in manu-
facturing industries. And institutional
theory does not explain why, despite
being in the same region, firms exercise
observable divergent practices. The au-
thor then proposes an alternative model
called governing firms around industrial
governance.
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Methodological-Empirical
Aspects

he author employs Mill's meth-

od of agreement carrying out the

empirical study on two compar-
ative country cases, India and Pakistan,
and analyzes key variables on sectors,
garments, pharmaceuticals, and auto-
motive components. A qualitative ap-
proach is built on field visits, observa-
tions, and interviews with industrialists,
managers, and workers blended with ar-
chival materials. Chapter 1 lays out the
research puzzle; Chapter 2 delves into
theoretical underpinnings. Chapters 3,
4, 5, and 6 covered over two hundred
qualitative interviews in seven states in
India, roughly 160 firms’ owners, direc-
tors, and managers, and Chapters 7 and
8 involve more than 70 interviews in
Lahore, Faisalabad, Sialkot, and Gujran-
wala in Punjab and Karachi in Sindh.

The Concept of Firm-Level Governance

The conceptual innovation of the book
encounters the state capacity by replac-
ing firms’ capacity through the prisms of
the manufacturing industry. Economic
shifts compelled that the state no longer
provide coherent direction, coordina-
tion, or investment cooperation; indus-
trial associations are too fragmented
and weak to shape coherent national
policy; and markets alone cannot coor-
dinate the complex production process-
es, skill requirements, and technologi-
cal innovations that the manufacturing
sector demands. Globalization dissemi-
nated structural change; global linkages
forged a new kind of governance envi-
ronment, leaving a far-reaching impact

on investment decisions, and industri-
al organization. Whether in technolo-
gy, auto parts, or emerging managerial
and skill requirements, firms needed
to encounter international standards of
quality, safety, and efficiency. To remain
competitive in global markets, they
had to develop skills and technological
capabilities through targeted training,
strategic recruitment, and continu-
ous innovation. This means firms have
adapted and learned by training work-
ers internally, innovating process tech-
nologies locally, and building relation-
al ties with international partners. The
state no longer provides coordinated
training or research and development
infrastructure; firms themselves must
create these capacities, often informally
or in partnership with global firms. In
the absence of credible, coherent insti-
tutions such as state or global markets as
to how production should be organized,
firms established their own channels
and relationships with other stakehold-
ers in acquiring capital and recruiting,
training, and the like. Variables such as
how firms secure finance, hire labor, and
conduct training, how they procure ma-
terials, and how norms vary across sec-
tors yet support the theoretical claim.

Empirical chapters’ historical
narratives display that firm-level gover-
nance evolved and entrenched in the lo-
cal, regional, national, and international
networks of the manufacturing regime,
as path dependent and evolutionary
pattern. During the statism epoch, the
state was heavily involved in licensing,
credit allocation, industrial organiza-
tion, and the like. Firms owners and
managers have skillfully learned how
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to handle bureaucracy, build networks
and trust, and develop informal rela-
tionships with suppliers, officials, and
financiers. After statism, as state control
declined, they repurposed those rela-
tional and organizational skills. Strate-
gies that are developed for handling the
state restrictions are transformed into
adaptive strategies for self-organiza-
tion. Facing uncertainty and weak state
capacity, firms gradually developed
their own governance systems shaped
by their global linkages but embedded
in local and regional norms and prac-
tices. Driven by structural constraints,
owners and managers build and main-
tain along-established relationship with
workers, agents of global markets, and
sources of capital. The state remains as a
central regulatory body, however, at the
firm level, norms and practices are iso-
lated from formal rules and regulations.
This highlights how conventional wis-
dom overlooked or failed to recognize
these norms, as the author discovers.

Findings

tate-led industrial governance

structured a conformed access to

capital, credit, and investment that
was largely determined by state-led fi-
nancial institutions, and firms being
seen as institution-takers. This structure
terminated in post-globalization tran-
sitional phase without fully developing
a market-based financial system. Firms
could no longer predict finance either
from state or market channels. In this
condition, owners and managers proac-
tively negotiated their own networks to
secure finance by building relationships
and networks with banks, suppliers, in-

vestors, and other external actors. Firms
no longer operate fully by the state or
market, but their informal institution-
al norms and practices. This adaptation
strategy suggests that for their own sur-
vival, they transformed themselves into
institution-makers.

India’s automotive sector, for ex-
ample, shows a path through the net-
work of supplier-producer linkages,
quality standards, and export-oriented
collaborations that internalized forms
of coordination once mediated by state
planning. Sectoral institutions, such as
the Automotive Component Manufac-
turers Association (ACMA), are seen as
role players. This kind of sectoral orga-
nizational and governance mechanism
is evident elsewhere as well. Bangladesh
Garment Manufacturers and Exporters
Association (BGMEA), for instance,
played a historic role in shaping global
competitiveness (Mostafizur Rahman
2024).

The state agencies continue to
issue authoritative rules to oversee efhi-
cient use of capital and labor; however,
findings suggest that the state hardly
function as agency at the firm level. In
other words, the state is not source of
influence over how firms operate. In-
stead, firms develop their own internal
systems of coordination and gover-
nance in order to manage production
challenges, forming a new kind of in-
dustrial governance, one shaped more
by firm-level systems than by state di-
rectives.
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Reflections on India-Pakistan
Comparison

hile problematizing con-
ventional debate on devel-
opment, the author rejects

a long-standing narrative by claiming
that the state under Nehru discrimi-
nating against or trying to eliminate
private enterprise was “unfounded”
(Naseemullah 2017, p. 80). The Second
Five-Year Plan provided 48.9 percent
industrial investment, and in the third
plan, 45.6 percent industrial investment
came from the private sector. India’s
high statism development epoch was
private industry dominant. This histori-
cal interpretation seems to be problem-
atic for the author’s persuasion in the
conceptual base.

Primarily, scholarly consensus
has not been whether the private in-
dustrial sector was substantial during
the Nehru era. Rather, the development
trajectory was the state-controlled na-
ture. The License Raj era, from the
1950s-1980s, was substantially rigid.
Imports, foreign exchange controls,
and import licensing were restricted.
Foremost political economy schol-
ars describe India during this period
as state-dominated industrialization,
state-led development, or restrictive di-
rigisme (Bardhan 1984; Amsden 1989;
Kohli 2004; Jalan 1996; Harriss-White
2003; Das Gupta 2016). Most of the in-
dustrial private sector survived through
subsidies and rents, but not through
competitiveness. Furthermore, many
industries and sectors were strictly re-
served for the state. Indias telecom-
munications, for example, opened for

the private sector not before the early
1990s, which later became a global eco-
nomic player owing to competitiveness
(Mukherji 2014). Thus, establishing
private-sector dominance solely on in-
vestment shares, while overlooking the
deep institutional setting, places doubt
on the author’s core claim.

In the Pakistan case, the author
claims that during the 1950s-1960s,
the concentration of industrial power
was tied to political power under au-
thoritarian auspices, which could easily
coordinate industrial policy, with cap-
italist oligarchs working together with
administrative technocrats, referring
to Peter Evans’s embedded autonomy
notion. In fact, Pakistan’s economy was
largely private-sector-led during the
1950s5-1960s, until Bhutto launched the
nationalization policy in 1972. Mah-
bubul Haq revealed that the 22 families
who controlled 66 percent of the indus-
tries and owned an 87 percent share of
the country’s banking and insurance
industries also controlled state policy
(Hussain 2007).

The author utilizes Pakistan as a
mirror case. That’s where things seem to
become complex. India followed a co-
herent and persistent trajectory of stat-
ism through nationalized industrializa-
tion during the 1948 and 1980 period
and then moved towards neoliberal
policy (Bhattacharjea 2022; Sen 1982.)
While Pakistan first followed a strong-
ly private-sector trajectory during the
1950s-1960s, followed by nationaliza-
tion, and then a mixed economic mod-
el, and eventually, liberalization. India’s
political-economic path diverges sharp-
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ly from Pakistan’s sequence. The two
countries, therefore, have rather differ-
ent industrial trajectories and outcomes
that are historically and institutionally
distinct.

On the concept, the author is
certain that India and Pakistan show
structural similarities and differences,
yet firms develop firm-level governance.
Why have India’s manufacturing sectors
become globally competitive while Pa-
kistan’s have not? Does it mean there is
more to be taken into consideration oth-
er than the firm-level governance alone?

The author does counterintu-
itively leave a hint, though: at the exit
of the British, the formation of the new
country Pakistan required building in-
stitutions from scratch, causing “sys-
temic vulnerability” India, on the other
hand, inherited bureaucratic institu-
tions and governance capacities.

The Pakistani state is defined as a
military-bureaucratic oligarchic nature,
whereas Indias dominant proprietary
notion suggests that all social groups
created scope for competition in de-
velopment (Alavi 1974; Bardhan 1984).
These conditional, political variables
could draw a thin line between why Pa-
kistan—despite developing the govern-
ing firm mechanism—has not achieved
similar economic growth like India.

Finally, the author identifies
the Maruti-Suzuki collaboration, “path-
clearing” for India’s auto sector. How-
ever, other scholars view “triggering
mechanism” diffusing Japanese produc-
tion techniques, management practices,
and supplier capabilities throughout the
Indian auto sector, laying the ground-

work for export orientation (D’Costa
2004; Motohashi 2009; Becker-Ritter-
spach et al. 2008). If India’s manufac-
turing benefited from a global linkage
while Pakistan’s did not, this may help
understand India’ rise.

In essence, India’s firms achieved
international collaborations and ab-
sorbed cognitive globalization. Paki-
stani firms display weak institutional
patterns, are labor-intensive and do-
mestically-oriented, reling on relation-
al, kinship-based provincial bourgeoi-
sies and moral economies; they are
also lagging in technological improve-
ment and integration into global value
chains.

These reflections indicate that
even Pakistani firms developed firm-
level governance; however, they can-
not be considered equivalent to India’s.
While firm-level governance exists in
both countries, the techniques, types of
capacities developed, and intensity of
competition differ, shaped by divergent
political economies.

Implications and Relevance

onald Trump’s tariff war caused

global economic uncertainty.

Furthermore, political turmoil
shaping geopolitical realignments in
South Asia. Bangladesh emerged to
become India’s largest trade partner in
South Asia (Govt. India 2024). Howev-
er, relationships between two countries
soared after political change in Bangla-
desh (Economic Times 2025). India put
a ban on road trade. Reports suggest
that from large-scale to local industries
are affected (Ethirajan 2025). The gar-
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ment sector has the largest dependence
on India’s yarn. A ban on road trade is
threatening supply chains. Conglom-
erates like Pran-RFL Group, whose

In this milieu, firm-level gover-
nance assumes that firms can thrive au-
tonomously of state policies, socio-po-
litical, regional, and global geopolitical

forces. Firms would then be able to
overcome these political dimensions
and devise their mechanisms to secure
and sustain their production networks.
Adaptability capacity and tactics are
key in the way the firm-level gover-
nance interprets.

products are exported to northeastern
states, have severely affected (France24
2025). Small-scale factories that pro-
duce for domestic demand are facing
lack of raw material: crucial chemicals
(Seraj 2025).
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