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CHAPTER 1

INTRODUCTION

Michael R. Chambers

Whither South Asia? This is not a question that has troubled
many Americans, although the number has been growing over the
last few years. The nuclear weapons tests of 1998 and the Kargil
crisis of 1999 helped to increase that number. But as this is written in
June 2002, perhaps more Americans than ever are concerned about
the future of South Asia. This, of course, is a result of the attacks on
the United States on September 11, 2001 (9/11 as it is often referred
to) and the resulting war on terrorism that has been conducted in
part through Pakistan. It is also a result of the December 13, 2001,
attack on the Indian Parliament by Islamic militants out of Kashmir,
and the escalation of tensions that followed between India and
Pakistan. By June 2002, these two nuclear-armed neighbors seemed
on the threshold of war.

In an attempt to answer this increasingly pressing question, the
Asia/Pacific Research Center and the Center for International
Security and Cooperation of Stanford University joined the U.S.
Army War College’s Strategic Studies Institute to cosponsor a
conference on January 4-5, 2002. This volume consists of revised
versions of papers presented at that conference. While there are
numerous ways to approach the question of “whither South Asia?”
the conference organizers decided to focus on the future of strategic
balances and alliances in the region, with 2020 as the target date.
This choice of topic allowed the conference participants to talk not
only about the patterns of amity and enmity within the region, but
also about the role of extra regional powers and issues such as social
and economic trends, domestic political conditions, strategic culture,



and the role of nuclear weapons. These factors can affect the relative
power of countries as well as their relations of friendship and
hostility.

The Effects of 9/11

The attacks of September 11 had a very profound effect on this
conference. First of all, the conference was originally scheduled for
September 14-15, 2001, but had to be postponed in light of the
events. Second, and more substantively, the attacks and the resulting
war on terrorism led to important changes in the South Asian region
and in U.S. policy toward the region that affected the discussions.
Possibly most significantly, it ended America’s relative isolation of
Pakistan and its tilt towards India in the regional system. Because of
the need to conduct the war against the Taliban regime and the al
Qaeda terrorist network in Afghanistan at least in part through
Pakistani territory and airspace, the United States quickly
reestablished military relations that it had severed a decade earlier.
Moreover, the United States was not merely more intensely engaged
again in South Asia, it was seeking good, cooperative relations with
both India and Pakistan at the same time—something it had not
done previously.

Besides this new American engagement in South Asia, the events
of September 11 also forced changes in Pakistan, albeit changes that
may have already been in the works in the few months previous to
September. The Pakistani government —or at least the Inter-Services
Intelligence agency (ISI) —had helped to create the Taliban regime in
Kabul and maintained close relations with it. Islamabad had also
colluded with Islamic militants in Kashmir to keep pressure on India
to end its rule in this disputed territory. When asked on September
12 whether Pakistan would be with the United States or against it in
the war on terrorism, President Pervez Musharraf chose to side with
the United States, severing Pakistan’s relations with the Taliban and
cracking down on Islamic militancy within his country. Following



the December 13 attack on the Indian Parliament, and under
pressure from the United States and the international community, he
cracked down on Islamic militant groups in Pakistan—including a
ban on the two groups that allegedly carried out the December 13
attack and the arrest of their leaders. Subsequently, in June 2002
Musharraf pledged to “permanently” end the infiltration of Islamic
militants into Indian-controlled Kashmir.! The combination of these
developments—the new policies in Islamabad and the new
involvement of the U.S. in the region—led many conference
participants to express optimism that perhaps the situation in South
Asia could finally be turned from one of conflict and animosity
between India and Pakistan to one of more cooperation.

Common Themes

This cautious optimism, that relations between India and
Pakistan might finally be put onto a more cooperative path and that
several of the outstanding issues between them might be resolved,
was enunciated by several participants, including Sir John Thomson
and Brigadier Feroz Hassan Khan. Both of these participants
discussed a scenario of the future based on such assumptions and
argued that this would be the best path for the region. But this was
just one possible scenario for both participants, and they each
included a scenario in which the pre-September 11 dynamics
returned to the fore, with continuing tensions as the result.

A second common theme was the difficulty in making
predictions about the future of South Asia. This caveat was claimed
by, among others, Rajesh Basrur and Stephen Cohen, Aaron
Friedberg, Sumit Ganguly and Teresita Schaffer. As several of these
participants noted, there are too many variables—political,
economic, and social, and at both the domestic and international
levels —to confidently state what India will look like politically in 18
years (never mind Pakistan), or what the nuclear weapons posture of
these countries might be, or even what shape India’s patterns of



alignment might take. Nevertheless, by focusing on the set of
variables and factors that each thought to be most important, they
were able to lay out for the other participants a range of scenarios
that they believed to be the most likely.

A third common theme was the importance of the region to the
United States. An economically prosperous and politically stable
South Asia is very much in the U.S. interests. For some participants,
such as Shripad Tuljapurkar and Vijay Kelkar, this importance is
based on the fact that South Asia is home to one-sixth of the world’s
population and that there is great economic potential in the region,
particularly in India if it can capitalize on favorable demographic
trends and follow through on the next generation of economic
reforms. For others, including the three flag officers who presented
U.S. military perspectives on South Asia as well as Scott Sagan, the
effects of South Asia on U.S. and global security demand such
importance. As was demonstrated again during spring 2002, India
and Pakistan have too regularly found themselves in crises, and with
both possessing nuclear arms, there is great apprehension about a
conventional war escalating to the point of a nuclear exchange.
Moreover, any negative behavior by these two countries could have
demonstration effects in other countries that would undermine the
global efforts to halt the proliferation of nuclear weapons. Finally,
several participants, among them Thomson and Thomas Simons,
noted the important role that Pakistan could play in providing a role
model for Muslim states in the Middle East. Since it is an explicitly
Islamic state, yet one that is secular and seeks to modernize, the
United States should help Pakistan achieve this goal so that it can
demonstrate to other Muslim states a path that leads into the future
rather than back into the past, with all of the repression and troubles
that path has demonstrated in countries such as Afghanistan.

The converse of this theme is the importance of the U.S. to South
Asia, and this was also stressed by several participants. A number of
participants, civilian and military, noted that the U.S. abandonment



of Pakistan in 1990 contributed to a sequence of events that led in the
end to the creation of the Taliban regime in Afghanistan and its
cooperation with Osama bin Laden’s terrorist network, including the
attacks of September 11. The U.S. should consider this history and
not precipitously withdraw from the region again when our
objectives are achieved in Afghanistan. In particular, as emphasized
by all three flag officers participating as panelists, Washington
should maintain the military-to-military relations that have been
growing in the case of India and reestablished in the case of
Pakistan. The United States can also play a role in stabilizing the
nuclear balance between India and Pakistan. As noted by both Khan
and Sagan, the United States can provide expertise as well as
technologies that would strengthen Islamabad’s and New Delhi’s
command and control over their nuclear arsenal to prevent
accidental launchings without giving one side an advantage over the
other. Finally, Washington can use its influence with the leaderships
in both countries to contribute to a resolution of their political
differences. In the new triangular relationship that was formed last
September, the United States is in the pivot position, having better
relations with both India and Pakistan than they have with each
other. It can use this leverage to promote the resolution of political
conflict in the region. American influence, exemplified in the June
visits of Deputy Secretary of State Richard Armitage and of Secretary
of Defense Donald Rumsfeld, along with the diplomatic efforts of
countries such as Britain, China, Japan, and Russia, appears to have
contributed to the reduction of tensions between India and Pakistan
in early-mid June.?

Organization of the Volume

As will be discussed in greater detail in the conclusion, strategic
balances and alliances are relations of cooperation between countries
that are directed (implicitly or explicitly) against real or potential
adversaries. These axes of amity and enmity are based on past
relationships with other countries, on current assessments of relative



power and threat, and on the expectation that others will threaten
the security of your country in the future. The chapters that follow
shed light on various components of national power in India and
Pakistan, on these countries’ perceptions of threat, and on their
relations of amity and enmity that will shape the strategic balances
and alliances of South Asia in 2020.

Part I of this volume contains two “scene setting” presentations,
delivered by Sir John Thomson and Thomas Simons, which were
intended to provoke thought and discussion. Thomson's
presentation (Chapter 2) was delivered at the opening of the
conference as a way to get the participants thinking about the future.
In this presentation, he sketches three scenarios of the future with
varying degrees of optimistic divergence from a path based on the
status quo in South Asia on September 10, 2001. Simons’
presentation ( Chapter 3), offered before dinner on the first night of
the conference, provides an overview of the changes in South Asia
based on the nuclear tests of 1998 and the events of September and
December 2001. These papers have different orientations, one more
forward-looking while the other tries to draw more on the past.
Nevertheless, they reach two similar conclusions. First, the United
States needs to remain engaged in South Asia if the region is to have
any hope of rising above the tensions and conflict which have
plagued it these last 50 years. Second, Pakistan represents a potential
model of a modern Islamic state for other Muslim countries, and the
United States should do all that it can to assist this enterprise.

Part II considers the political, economic, and demographic factors
that will affect the relative power capabilities of India and Pakistan
over the next 18 years. In Chapter 4, Teresita Schaffer examines some
of the changes taking place in India’s domestic political system, such
as the growing importance of coalitional politics and the coming
leadership changes in both the Bharatiya Janata Party (BJP) and the
Congress Party, as well as demographic changes and potential
economic performance to suggest what future Indian foreign policy



might look like. Deriving three basic scenarios from these factors and
speculating on Indian foreign policy in each, Schaffer concludes that
it is too early to tell which of the scenarios is most likely, due to the
contradictory evidence as of spring 2002.

The economic prospects of South Asia, and of India in particular,
are the focus of Chapter 5 by Vijay Kelkar. Surveying the progress
that has been made in the region so far, particularly in the 1990s as
India liberalized its economy and launched economic reforms,
Kelkar notes that the region still has far to go in comparison to the
economies of East and Southeast Asia, and proposes a multilayered
second-generation reform effort to point India in the right direction.

Chapter 6 by Shripad Tuljapurkar discusses the demographic
trends in South Asia that could help to fuel continued economic
growth. Comparing India and Pakistan to China, Tuljapurkar also
notes the significant improvements in South Asia, particularly in
terms of declining fertility and infant mortality, and increasing life
expectancy and literacy. However, significant differentials continue
to exist based on gender, region, and the urban-rural divide. If these
differentials are not addressed, they could lead to political instability
in either India or Pakistan.

Part III takes up the role of nuclear weapons and regional
security. The chapters by Rajesh Basrur and Stephen Cohen and
Feroz Hassan Khan consider the nuclear futures of India and
Pakistan, respectively. Noting the multiplicity off actors affecting
India’s future nuclear posture, Basrur and Cohen propose three basic
scenarios and then consider how variations in ten of the most
important factors—including India’s relations with Pakistan and
China, the role of the United States, and the number and types of
nuclear weapons—could shape which of the three ideal-type
scenarios India will most closely approximate. In Chapter 8, Khan
points to the importance of the Indian nuclear weapons program in
generating the push for Pakistan to develop such weapons itself. He



also proposes a restraint regime for India and Pakistan that could
prevent a damaging nuclear arms race between the two neighbors.

Such a restraint regime may well be crucial. In Chapter 9, Scott
Sagan argues that the proliferation of nuclear weapons in South Asia
could be very dangerous. Challenging the arguments of
“proliferation optimists” who posit that nuclear deterrence will
reduce the chances for war in the region, Sagan draws on
organization theory to show that deterrence may fail, and provides
evidence of several of the expected pathologies already emerging
within the Indian and Pakistani bureaucracies that control the
nuclear weapons.

Part IV begins to move us away from power resources to the
realm of perceptions. Chapter 10 relates U.S. military perspectives on
South Asian security. This is a summary of the views expressed by
the three flag officers serving on the panel, Rear Admiral Jay
Campbell (ret.), Major General Kevin Chilton, and Brigadier General
Karl Eikenberry. All three emphasize the importance this region has
for U.S. national interests —and not just security interests. The three
panelists also agree on the need to maintain the military-to-military
relations that the U.S. has established with the region because they
promote American interests.

Part V examines the role of strategic culture in shaping threat
perceptions in the region —including China, because of its role in the
patterns of amity and enmity in the region. In Chapter 11, Kanti
Bajpai discusses the three competing strands of strategic culture in
post-Cold  War  India—Nehruvianism, neoliberalism  and
hyperrealism —focusing in particular on the elements of grand
strategy in each. Indian grand strategic thinking has moved away
from Nehruvianism during the 1990s, and Bajpai concludes that it
has moved toward hyperrealism in the aftermath of the terrorist
attacks of September 11 and December 13. Such a shift could lead to
a harder-line Indian foreign policy.



Hasan-Askari Rizvi assesses Pakistani strategic culture in
Chapter 12, noting the deep insecurity and strong distrust of India
that are major components of this mind-set. Rizvi also discusses the
relationship of Islamic beliefs to Pakistani strategic culture, and how
many Pakistani security policymakers have come to favorably view
the use of Islamic militants to put pressure on India in Kashmir.

In Chapter 13, Andrew Scobell argues that Chinese strategic
culture is driven by a “cult of defense” in which China is prone
toward using force but always sees itself as acting in self-defense.
Moreover, Scobell warns that Chinese strategic thinkers see India as
an expansionist, hegemonistic power that seems to have designs on
Tibet. Such views seem at odds with the warming of Sino-Indian
relations over the last several years, leading Scobell to conclude that
tensions continue to simmer below the surface, with the possibility
that the Sino-Indian rapprochement could yet collapse.

Part VI considers alliance politics in Asia, focusing on India and
Pakistan but also considering the broader Asian context. In Chapter
14, Sumit Ganguly surveys the potential alliances India may form by
2020, including those with the United States, or Russia, or even with
Russia and China against the United States. Ganguly finds that,
based on external threats to Indian security, an alliance or a less
formal alignment with the United States is the most likely
relationship, although domestic factors might prevent this from
taking place.

If a U.S.-India alignment remains only a potential, John Garver
finds in Chapter 15 that the current Sino-Pakistani entente is nearly
certain to continue to 2020. Garver notes that, despite the forces at
work since the end of the Cold War, including the Sino-Indian
rapprochement, China has not significantly reduced its strategic
commitment to Pakistan. Moreover, its continuing interests in a
balance of power in South Asia, along with Pakistan’s continuing



desire for assistance in balancing against India, should sustain the
Sino-Pakistani partnership.

Looking at Asia more broadly, Aaron Friedberg suggests in
Chapter 16 that we are likely to see a Sino-American rivalry for
predominance in Asia. This rivalry will have economic, military and
political-diplomatic aspects. While this rivalry will be focused
especially in East Asia, Friedberg warns that it could have spill-over
effects into other parts of Asia, including South Asia. In particular,
the threat of rising Chinese power coupled with Beijing’s efforts to
maintain the Sino-Pakistani entente could lead India to balance with
the U.S. against China.

Chapter 17 tries to tie these various pieces together to arrive at
some conclusions about the prospects for strategic balances and
alliances in South Asia in 2020. Drawing on alliance theory and the
analyses of domestic and international trends that have been
discussed in the preceding chapters, it will be suggested that we are
likely to see at least a loose configuration of the United States and
India against China and Pakistan. The conclusion will also suggest
some policy recommendations for the United States—as well as
India and Pakistan—drawn from the analyses in the previous
chapters.

ENDNOTES

1. Erik Eckholm, “Pakistan Pledges to Bar Any Groups Linked to Terror, “
New York Times, January 13, 2002, p. 1; Glenn Kessler, “A Defining Moment in
Islamabad,” Washington Post, June 22, 2002, p. Al.

2. For example, see John Lancaster, “India to Recall Warships, Name Pakistan
Envoy,” Washington Post, June 11, 2002; and Thom Shanker with Seth Mydans,
“Rumsfeld Says Threat of War Over Kashmir is Receding, “ New York Times, June
14, 2002.
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CHAPTER 2

POLICY PATHS IN SOUTH ASIA:
INTERSECTIONS BETWEEN GLOBAL AND LOCAL

Sir John Thomson

The events of September 11 have severely shaken the South
Asian kaleidoscope. As we peer into it, trying to discern the patterns
of the next twenty years, we see a region in motion: the pieces
remain much as they were before 9/11, but their relationships are
altering. If the war against terrorism is prolonged, as it may be, the
chances increase that September 11 will turn out to be one of the
three or four major influences shaping the patterns of international
relations in the early twenty-first century. Its chief influence will be,
presumably, on U.S. policies, and this will be a principal theme of
my presentation.

Naturally, South Asian patterns will be pushed and pulled by
additional external influences, by the forces of globalization, for
instance, and by Chinese policies. But it is beyond my present scope
to consider all possibilities. Here I must single out merely a handful
of local and global influences and judge the effect of their
intersections.

That said, September 11 is the appropriate place to begin, for it is
having a huge effect on South Asia. While it has resolved some
issues, it leaves others more unsettled than before. This arena for the
first major action in President Bush’s global war against terrorism
and for the first-ever invocation of Article 5 of the North Atlantic
Treaty contains material for more conflict.! If the only superpower
sees military action in South Asia as its top priority and puts
together a world coalition to support it, there is no gainsaying the

13



global significance of South Asia.

Yet South Asia did not seek it. Importance was thrust upon it by
forces more or less beyond its control. That the headquarters of al
Qaeda, a movement with cells in at least sixty countries, should have
been in Afghanistan, verges on the accidental. Bin Laden might well
have taken refuge in Sudan, Somalia, or even Saudi Arabia. After all,
it was not Afghans but Arabs who struck at New York and
Washington. So, at one level, South Asia appears unlucky in being
caught up in a war to which it was not an original party. However,
at a deeper level, local conditions in South Asia bear significant
responsibility for this fate.

What were —and to some extent still are —the conditions in South
Asia that attracted first the terrorists and then the U.S. lightning?

Afghanistan in the mid-1990s was a ruined state given over to
warlords, drugs and poverty. The depth of its degradation can be
measured by the welcome given to the harsh, obscurantist Taliban.
People knew where they stood under the Taliban. Order, it was felt,
even by the women robbed of freedom and dignity, was preferable
to chaos. Afghanistan provides a vivid illustration of the conditions
that support an organization like al-Qaeda.

If the Taliban rule, despite its brutality, was tolerable in already
ruined Afghanistan, the same was far from true in Pakistan. That
country, still not fully consolidated after fifty years of alternating
civilian and military rule, was struggling to avoid ruin and to find a
future to which all its citizens could rally. The founding fathers
intended Pakistan to be at least as modern and progressive as
Ataturk’s Turkey. They correctly perceived that many varied shades
of Christianity could be successful; so, they supposed, Islam too
could adopt forms suitable to the needs and culture of the people
concerned. History justifies this supposition, and if Muslim countries
are to become successful in the modern world, adaptation is needed.
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Islamic countries must not isolate themselves as the West goes from
strength to strength. To “catch up, “ Pakistanis need help and
favorable circumstances, whereas in reality they have scant natural
resources, a feudal society, a country deeply and unevenly divided
by ethnic groups, enormous poverty, and hugely mounting debts.
Unfortunately, a passionately felt quarrel with India causes them to
skew their priorities. Resources that should go to health, modern
education, and economic development go instead to military
expenditure and debt servicing. The Army has become the only
modern institution in which the whole nation takes pride. Thus, after
tifty years of disappointing failure to meet their objectives, some
Pakistanis wondered whether the “Talibanization” of their society
might be inevitable or even desirable. And the Islamic mercenaries,
mainly Arabs, who flocked to enlist in anti-Western terrorism had
everything to gain by venting their fury in somebody else” s country.
In their own Middle Eastern countries, they had failed to overthrow
the poverty, elitism and Western customs they found humiliating.
Another lesson here is that while it is too soon to be certain, it looks
as if firm action by the global coalition against terrorism may be
helping the Pakistani regime to prevent the Talibanization of their
society.

While it may be an accident that the global war against terrorism
began in Afghanistan, we can be certain that it will continue
wherever grinding poverty, disappointment, ignorance, illiteracy,
and resentment exist. Our struggle cannot succeed for long if it is
restricted to fighting armed terrorists: we must also overcome the
conditions that breed terrorism. Otherwise, the war may deteriorate
into skirmishes between the West and developing peoples in many
parts of the world. We are fortunate, in a way, that this struggle
concerns terrorism, for terrorists are criminals, and all societies
oppose criminals. More nationalistic, more culturally specific issues
could make it harder to mobilize a broad coalition.

Professional observers in the West blame themselves and their
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political masters for failing to deter and prevent September 11. We
did not put enough resources into understanding conditions in
South Asia and the Middle East, and we did not pay enough
attention to what we could see was going wrong. Evidently, the
West cannot afford a hands-off policy. But it takes two to reach
understandings. If the West is blameworthy, so are some South
Asians and also many Middle Easterners. Their level of under-
standing of the West is dangerously low. Of course, I am not talking
about their knowledge of say, medicine or engineering: profes-
sionally, they are well versed. But the typical Indian politicians, for
instance, underestimate the damage their actions cause to Western
interests. I am thinking, for instance, of nuclear non-proliferation and
nuclear safety, of failures to deal with AIDS and drugs and illiteracy,
of offenses against human rights, of arms exports, and of quarrels
over Kashmir. Naturally, there will be Western reactions.

I began by saying that September 11 had settled some issues and
unsettled others. Nothing better exemplifies this dictum or is more
important for the next 20 years than U.S. foreign policy. Change
there certainly is, but what does it mean? President Bush is fond of
saying “everything has changed.” That assessment—or should I say
sentiment —is widely shared. It is easy to believe when Mr. Putin has
become one of the President’ s best friends and when Mr. Jiang
Zemin is an ally, not a competitor. But so far, I have not found
anyone who will tell me authoritatively what “everything” means.

Hence, we confront a paradox. We are supposed to come up with
comments that will help to guide U.S. foreign policy on South Asia—
and by extension the policies of many other governments—but the
most important input, U.S. global policy, is highly uncertain. That
uncertainty necessarily shadows all my speculations and prescrip-
tions.

Yet the paradox itself imposes certain conclusions which I would
like you to bear in mind throughout my description of three
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scenarios.

My first conclusion is that the U.S. will enormously influence its
policy towards South Asia by the way it shapes its global policies.
This is bound to happen in the long run, but the sooner left
hand/right hand coordination is achieved, the better.

My second conclusion I state tentatively, and will return to later.
It is that U.S. policy toward South Asia will have some reciprocal
influence on U.S. global policies.

Third, the present uncertainty in the global line-up brings with it
exceptional opportunities for shaping the longer-term future of
South Asia. The explosion of evil and bitterness on September 11,
together with the worldwide response to it, has produced such a
moment as occurs not more than four or five times in a century. The
world situation currently has a fluidity that comes, usually, only at
the conclusion of a major war. Things that were politically
impossible or at least very unlikely on September 10 are within our
grasp today, if we stretch for them. I have in mind particularly the
relationships between the Great Powers, as well as the future of
Indo-Pakistani relations. I will come back to that, but at present, I
want to stress not only the fluidity of the world situation but also its
fleetingness. Even as we speak, government actions are forming
patterns that will mold international relations for decades to come.
What we do and don't do in 2002 may be decisive for 2020.

I would like to add a fourth conclusion, though it is not drawn
directly from the paradox. The geographical definition of South Asia
has expanded. If we had any doubt before, September 11 has made it
clear that we have to take into account Afghanistan and its
neighbors: Iran to the west, all the former Soviet republics to the
north, and China to the east. The geographical context for South Asia
may be even wider. We in the West say —sincerely, I believe — that
we are not against Islam, but many Muslims do not believe it. So, to
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a greater or lesser extent, our relations with Arab countries can be
connected with our South Asian policies. And this potential
extension of our area of concern is being reinforced, unfortunately,
by the spiraling disaster in Israel-Palestine.

I ask you to bear these thoughts in mind as I take you through
three scenarios.

The first assumes that the world reverts as much as it can to pre-
9/11 conditions. This means that for one reason or another the
present coalition comes to an end or becomes dormant, that U.S.
foreign policy returns to that proclaimed by President Bush during
the presidential campaign and his first months in office, and that
trends in South Asia settle down approximately on the tracks they
were following before September 11. The heart of the problem as
always is Indo-Pakistani relations, a subject that preoccupies most
Pakistanis most of the time. By contrast, few Indians outside the
northwest are bothered about Pakistan except in moments of
drama —for example, an attack on Parliament or a hijacking. Indeed,
many are more concerned with the continuing Tamil insurrection in
Sri Lanka coupled with political instability in Colombo, or with the
Maoist insurgency in Nepal, or with the spillover of Bangladeshis
into Assam and the northeast. This imbalance of concern reflects not
only different geographies but also different views of time.

Most Indians feel that time is on their side. So long as they
continue to hold what they have in Kashmir, they can continue
indefinitely on the present course. True, they suffer some discomfort
both at home and abroad from brutal events in Kashmir and on the
Siachin Glacier, but not enough to change course. The Pakistanis, on
the other hand, aware that for most people possession is nine-tenths
of the law and conscious also that they have failed to garner
significant international support, are facing an increasing erosion of
their position.
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There are other reasons, too, why time favors India. Virtually all
economic trends look better for India than for Pakistan. Before the
December 2001 meeting of the Paris Club and the earlier promises
from the IMF, Pakistan was on the verge of bankruptcy, whereas
India has good reserves and relatively low debt. In recent years,
India’s growth rates have been superior to Pakistan’s. And with a
fertility rate a shade below 3%, compared to Pakistan’s 4% or above,
India has not had to spread its growth as thinly. Besides, in the last
few years India has had considerable success with rates for literacy,
infant mortality and life expectancy, while Pakistan has not.

Moreover, several factors have led to a definite U.S. tilt toward
India accompanied by neglect of Pakistan: Indian restraint over
Kargil; U.S. suspicion of China; and the burgeoning recognition by
Western—especially American—business that India offers huge
potential markets while Pakistan does not. Since September 11, India
has sought to disguise its dismay at the crucial role Pakistan has
played in American and coalition plans and operations. But this first
scenario assumes that for one reason or another Pakistani
prominence fades quickly and that her only real gain is in greatly
improved debt arrangements.

On this basis, India” s pre-September 11 complacency is likely to
return, together with Pakistan’s sense that only dramatic events will
shake the Indians out of this complacency or engage Western
concern. Timings are unpredictable, but I believe that sooner rather
than later, there is significant risk of an Indo-Pakistani clash. The
root cause might be Kashmir, or perhaps a renewal of serious
economic weakness in Pakistan or, in the longer term, major political
instability in Pakistan, possibly aggravated by a new wave of Islamic
militancy. It may also be some combination of these influences,
together with tensions arising from the growing gap between the
privileged and the poor.

Whatever the causes, the outcome of a clash could be disastrous
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now that both sides have nuclear weapons. I have the impression
that the Pakistanis have thought through how to deploy and to use
them, whereas the Indians are dangerously vague. I am not saying
that a clash will inevitably lead to the explosion of a nuclear weapon,
but I do think that the risks for the rest of the world are too great to
dismiss.

Apart from the appalling physical consequences of the use of a
nuclear weapon—or more than one—there is no telling what the
ramifications might be. They could severely jolt the relationships of
the Great Powers, they could inflict a mortal wound on non-
proliferation policies, they could severely complicate relations with
the Islamic world, and so on.

My analysis has led me, somewhat to my own surprise, to the
conclusion that the first scenario is the most dangerous, and
unacceptably so. I therefore suggest we should rule out a return to
the pre-September 11 conditions and policies.

Unfortunately, such a reversion is all too realistic. It is hard to
escape from old attitudes and assumptions, even while declaring
that “everything has changed.” Unless we make conscious decisions,
reversion, for a time at least, to pre-September 11 conditions is
possible. In that case, we risk major sadness before 2020.

My second scenario sounds more risky than the first, but actually
is less so. It postulates a classical balance of power in Asia. The big
players are China, Japan, Russia, India, probably Pakistan and, of
course, the United States. The key assumption is that American
policy is neither the hands-off, let’s-not-get-involved attitude of
President Bush prior to September 11, nor the buddy-buddy
relationship with Vladimir Putin and Jiang Zemin of October and
November. It would be half way between—a sort of pax Americana,
intervening actively and forcefully but intermittently in accordance
with the doctrine that Washington knows best. So there would be no
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permanent commitments and no permanent consultations.

The main theme in this scenario would probably be tension
between China and the United States, with Taiwan as the principal
flashpoint. Russia will probably spend most of the next 20 years
seeking to establish and maintain a cooperative role with the United
States and especially with Europe, overwhelmingly its largest
trading partner and best customer. Japan will wish to avoid
unnecessary engagement in a power struggle, having much to lose
both with the United States and China, but like Russia it will feel
obliged, from time to time, to show support for the United States.
India, on the other hand, is likely to become a reliable friend of the
United States though maintaining the prickliness for which the
Ministry of External Affairs is famous. Faced with a fairly consistent
U.S.-India-Russia axis, China is likely to support Pakistan.

As with many classical balances of power, over a 20-year period
there will be instabilities and sudden emergencies. Since all the
parties, except perhaps Japan, will possess nuclear weapons, mis-
understandings and crises that get out of control could be
exceedingly dangerous. Remembering Austria-Hungary in 1913-14,
one cannot exclude the possibility of a weaker player trying to drag a
stronger partner into its quarrels. But it does not seem likely that a
crisis would get totally out of hand. China would restrain Pakistan,
and the United States and Russia would restrain India. That is why,
essentially, the second scenario is less dangerous than the first.

A subsidiary reason lies in the economic assistance that Pakistan
and India would in all likelihood receive from their allies. This
would bind them politically and give them incentives for avoiding
crippling defense expenditures. Economic growth would help,
particularly in Pakistan, to avoid internal instabilities.

Following this line of reasoning, it is quite possible that in
periods of relative harmony, their respective allies would strongly
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urge India and Pakistan to resolve their differences on Kashmir.
Such periods could recur fairly frequently, given that the future of
Taiwan is the only clearly defined issue that could plausibly lead to
Great Power military conflict. Even if America were to play its hand
badly, that would not seriously affect the position of the United
States as the number one global power. Conversely, even in relative
weakness, China’s position is secure. No one is going to try to
conquer it or take it over. China’s main risks are internal ones,
scarcely touched by the balance of power internationally.

As I have said, the only really big threat to stability is Taiwan (
and to a lesser extent the South China Seas) and there is no
convincing reason to suppose that Taiwan, which has been managed
successfully for fifty years, cannot continue to be managed. Maybe
that is a mite optimistic, given certain tendencies both within the
PRC and Taiwan, but at least the risks look lower than those
associated with Kashmir.

My third scenario is the most benevolent for all parties, but until
September 11, most people would have described it as the least
probable. Now it must be taken seriously. Its basis is the present
coalition against terrorism. Provided the United States will take the
lead, the coalition could be given an enlarged mandate, refined and
made more systematic. Specifically, I suggest that the United States
invite a few Great Powers to engage in a daily diplomatic dialogue
with a view toward reaching consensus on international affairs
whenever they can. No new institutions would be required, nor
would any, such as the Security Council, be altered. No formal com-
mitments would be required, merely mutual undertakings to discuss
international problems and where possible to reconcile positions.
Each Power involved would retain freedom of action, and even
when acting as the result of a consensus, would act individually.

Which Powers? There is no magic number and one could argue
at the margins. My choice would be the United States plus eight,
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namely Russia, China, Japan, India, Brazil, and the three Europeans
—Germany, France and Britain —who by 2020 might instead appoint
the European Union.

Together these nine countries represent a shade over half of the
world’s population and contain a good mix of developed and
developing nations. None, I believe, would reject an invitation from
the United States. So, the crucial point becomes the U.S. attitude. I
leave that to you, but I would point out that with those states
working together, it would be foolhardy for any nation to think of
attacking one of them whether openly or indirectly via terrorism,
whether conventionally or with weapons of mass destruction.
Besides, discussion amongst the Nine would be an effective way of
getting at the big problems of development: the provision of capital,
lowering fertility rates, coping with AIDS and drugs, conserving
water and protecting the environment, raising standards in educa-
tion and health, dealing with debt, protecting human rights and
other measures to increase economic activity and reduce poverty.
The cooperation of the Nine would be handsomely justified if it
produced effective action on even half of these problems.

To make the Nine work, big bilateral problems would have to be
resolved. But as I have already said, apart from Taiwan there are few
of these in Asia. And Taiwan, I suggest, is neither so dangerous nor
so difficult as is sometimes made out. With the incentive of joining
the Nine, it should be possible for China and India to resolve their
boundary differences and for Japan and Russia to settle the fate of
the four islands.?

To join the Nine, India would also need to resolve its dispute
with Pakistan. India would then be involved in politics on a global
scale and so could give up its preoccupation with dominating its
neighbors. Defense expenditures could be reduced, and terrorism
suppressed. All the countries of the area could benefit from
improved developmental programs.
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Consensus among the Nine would not always exist, and even
when it did, it would not necessarily solve all problems or prevent
new ones from arising. The cost of funding development would
probably be greater than in scenarios one or two, but there could be
offsets, for example, in security and probably via improved market
access. Constant consultation would reduce misunderstandings and
promote a common outlook. So although not a panacea, I judge
scenario three to be preferable to one and two.

In conclusion, I return as promised to two or three points I
mentioned earlier.

I suggested tentatively that U.S. policy towards South Asia will
have some reciprocal influence on U.S. global policies. I believe the
analysis in the three scenarios shows this is correct. If the Indian-
Pakistani differences are too dangerous to be viewed with indiffer-
ence, international cooperation to resolve them is required. Such
cooperation can be effective only if the United States exercises
leadership. Probably it also requires the involvement of Russia,
China and Japan, as well as Europe. Provided the action is kept
confidential and heeds the susceptibilities of the South Asian
countries, it can forward the true interests of both India and
Pakistan. Each now has as strong a government as can be reasonably
expected over the next decade or more, and yet they have repeatedly
failed to reach an agreement on their own. Even if there were no
nuclear issues involved, this failure makes it irresponsible to assume
that time is a healer. Lesser governments would find it even harder
to establish a permanent international boundary and acknowledge
the special status of the Kashmiris.

Another point to which I promised to return has a bearing on the
Kashmir issue as well as importance on its own terms. I refer to the
problem of confrontations between the West and Islamic countries.
This will continue to plague us as long as the central issues between
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Israel and Palestine remain unresolved. Action here is as necessary
as over the Kashmir issue. It would help in both cases if a major
Muslim country became modern and efficient. Hopefully, in due
course they all will. The prospects for Bangladesh and Malaysia have
recently improved. The same cannot be said of Indonesia, but that
country is so rich that all it needs is honest, efficient government and
a low fertility rate. However, these countries east of India will have
relatively little influence on the Islamic heartlands to the west.
Within a generation, Iran and one or two of the Arab countries may
look successful, modern and still Islamic. But at present, only two
major Muslim countries west of India seem to have realistic though
still doubtful prospects for success in the next decade. The two, of
course, are Turkey and Pakistan. The West should make a big effort
to help both.

Finally, I return to the most crucial point: the fleetingness of our
present opportunities and the question of what U.S. global policy
will be in, say, six months or a year. Tell me that, and I will tell you
how South Asia will fare in 2020.

ENDNOTES

1. Article 5 of the North Atlantic Treaty states that an armed attack on one
member of the alliance shall be considered an attack on all, and that the other
members shall join with the attacked member in collective defense.

2. Referred to by Japan as the Northern Territories, these islands consist of
Etorofu, Kunashiri, Shikotan and the Habomai group of islets.
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CHAPTER 3

THOUGHTS ON THE CURRENT CRISIS

Thomas W. Simons, Jr.

The Basics

Our discussions so far have underlined how much events over
the next weeks and months will determine projections for South Asia
in 2020, how critical the India-Pakistan relationship is for everything
that happens in the subcontinent, and how many variables there are
in the current situation. Yet it seems to me possible to identify a
number of basic features of the India-Pakistan situation over the past
half-century that can serve as a baseline for some thoughts on what
changed and what did not change with the nuclear explosions of
1998, and what has changed and not changed with September 11.

Briefly put, these basic features are the following. These two
countries have much in common, but more divides them. They
began their national existences in 1947 with different self-definitions.
India emerged as a necessarily secular democracy, inheriting much
of the apparatus and some of the ethos of the British Raj. Pakistan
was the world’s first intentional Islamic state, basically a refuge for
Indian Muslims from second-class citizenship in a free but Hindu-
majority Indian Union. Their experiences have not given their elites
persuasive or compelling reasons to change these definitions or
narrow these differences. On the contrary, the differences have been
sustained by the persistent hostility of the two countries, especially
by the differences in size and power between them, and most
especially by their dispute over the former princely state of Jammu
and Kashmir.

27



In fact, since independence India and Pakistan have actually
grown further apart in basic structural terms, and that fact cannot be
masked by rhetoric about 5, 000 years of common culture or their
shared need to put aside conflict in order to concentrate on develop-
ment. As time has gone on, they have become more and more
different countries. And there is also nothing inevitable about their
convergence on any common denominator in the future.

That said, it is also true that India and Pakistan have gone in
roughly the same directions in terms of economic and social
development: economic growth, urbanization, literacy, absorption of
technology. These imply proliferating linkages within their societies:
more and more, previously isolated and disconnected people now
connect with others on a continuous basis. And as new connections
become new dependencies, opportunities multiply both for greater
harmony and for greater friction—economic, social, cultural and
political.

These processes do not supersede politics. In particular, even if
India were to perform more successfully against these criteria
compared to its neighbors, Indian regional dominance would not
automatically follow. These processes do not guarantee outcomes
independent of politics. In fact, they can give politics new salience in
the life of the region. The reason is that they are producing growing
middle classes, both property-based and state-dependent, and the
makings of “new masses.” As more and more people and groups
enter “the system,” they develop stakes in the system. They awaken
to new hopes of gaining, to new fears of losing. And they have new
means — technical and conceptual as well as economic—to mobilize
for action to advance those hopes and/or to allay those fears. Joining
different kinds of people for common purposes in society becomes
more conceivable, and modern mass communications provide ways
to make it happen.

These processes cut in contrary directions when it comes to social
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and political results: they can exacerbate distinctions of caste, ethnic
origin, and communal affiliation; but they can also supersede these
distinctions with more modern nationalisms. That is why in India we
are seeing the emergence both of regional and caste-based parties and
of a powerful new nationalism. And it helps explain the nationalism
of India’s new private media, which one of our speakers alluded to.

Yet nationalism is a problem as well as a solution, as the history
of 20th century Europe attests. It is an ideology like any other,
existing in time, expressing and responding to human needs, with
many variants. There is nothing “given” about it. In today’ s
subcontinent, the chief variant, a kind of middle ground between the
narrow self-definitions of the past and the broader communities of
the future, is of course modern nationalism with a religious
component. We are seeing it in both countries. In Pakistan, an
Islamic component has been built into national feeling from the
beginning. Islamic piety and Islamist revivalism have appeal not just
in the civil and military bureaucracies that have always been the
backbone of the Pakistani state and the core of its middle classes, but
beyond them. The largest Islamic organization in Pakistan is not
Jama’at-I-Islami or any other political party, but Tablighi Jama’at,
which promotes individual and family piety and renewal, something
like Moral Rearmament in our early 20th century. In an almost all-
Muslim country, it has proved easier to mobilize Muslims for
reconversion to a purer and more disciplined “Islamic” personal and
family life than for “Islamist” politics, at least up to now. (Of course,
if Pakistan ever embarks on a path of rapid development which
pushes millions of peasants quickly into the outskirts of cities with
collapsing infrastructure, that could change.) In India the religious
component has taken more muscular political forms, in the Hindu
radicalism of core elements of the Bharatiya Janata Party (BJP) and
its constituencies.

It is true that there is no guarantee of peaceful development in
these trends. On the contrary: highly destructive nationalism may
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now be part of Ireland’s past, but it is almost certainly part of the
subcontinent’s future. Yet it is also true that in both countries you
find a growing consciousness that joining the world is not just
necessary but desirable.

In India, new global aspirations are setting new standards of
conduct. Being what Pervez Musharraf has called a “responsible and
dignified” member of the world community —as both countries
desire to be—means you cannot treat your neighbors or your own
people as arbitrarily or brutally as you did when you lived in
subcontinental isolation. Pakistan has always wanted to draw the
world into the subcontinent as a counterweight to India, but there
too the new global standards are now sharpening the country’s
original dilemma. The original Pakistan movement of the 1930s and
1940s was a coalition of three different kinds of Indian Muslims:
Western-educated  professionals, for whom  Quaid-I-Azam
Muhammad Ali Jinnah may stand as the exemplar; East Bengalis
who wished to rid themselves of their Hindu landlords and
moneylenders; and (latest of all, beginning only in the mid-1940s),
powerful feudal and tribal leaders in India’s Northwest and their
religious allies, mainly the shaikhs and pirs of the Sufi traditions. All
wanted an Islamic country that would protect Indian Muslims from
Hindu domination, but they had no common vision or definition of
what it meant to be an “Islamic” country. And although the actors
have changed, in 54 years of independent existence no such common
vision or definition has ever emerged. Pakistan has stayed locked
into its point of departure: it is a refuge for Indian Muslims that
needs to be defended, but its positive Islamic identity remains
contentious and poorly defined.

What Changed and Did Not Change in 1998

It may be useful to sketch out the impact of the crises of 1998 and
2001 on these basic features. Let us begin with the nuclear explosions
of May 1998.
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In India, going overtly nuclear sharpened the discourse already
underway on the country’s proper global role. Some who promoted
overt nuclearization had high hopes that once the deed was done the
doors of the world’s top club would simply swing open for India.
But at least in the first months after the explosion, the sounds of
doors slamming shut against her reverberated in Indian ears. And
Pakistan somehow remained attached to her destiny like a tin can
tied on by a naughty deity. In Pakistan, going overtly nuclear
sharpened the perennial discourse on the country’s original
dilemma: was the Islamic Republic now more secure from Indian
domination, or did it need —and could it afford —to strike out with
new vigor? The result was Pakistani oscillation between the horns of
that dilemma. Being an overt nuclear power gave Pakistan the
confidence to be wise —to negotiate with India at Lahore in February
1999 —and then the confidence to be stupid —to put regulars as well
as irregulars across the Line of Control (LOC) at Kargil a few months
later.

A s was the case with going overtly nuclear, the Kargil crisis of
spring and summer 1999 also had contradictory results. If India
believed after May 1998 that being nuclear would make it immune to
Pakistan” s low-intensity warfare in Kashmir, the incursion put paid
to the thought. But if Pakistan thought that being nuclear would
neutralize India” s conventional superiority and make the world safe
for low-intensity conflict in Kashmir, the Indian reaction —the threat
to cross the LOC in force —at least put that in question.

Nevertheless, neither lesson was clear. Politically, the lessons of
Kargil were muffled by the fact that India had not crossed the LOC
and by the stab-in-the-back theory that spread in Pakistan, the myth
that politicians had stolen a victory from the military. Kargil should
have shown both countries that in contemporary South Asia, the
really dangerous threshold of conflict, the line beyond which conflict
enters a new and more dangerous stage, is not between conventional
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and nuclear war but between low-intensity and conventional war.
But even after Kargil, the focus for actors and onlookers alike has
continued to be the point at which one side in a conventional conflict
uses nuclear weapons. So Kargil did not change the basics.

What Changed and Did Not Change in 2001?

It seems to me that September 11, the attacks on the World Trade
Center and the Pentagon, and December 13, the attack on the Indian
Parliament, should, taken as a sequence, finally demonstrate to both
India and Pakistan that the critical threshold in their region is the
one between low-intensity and conventional conflict. That seems to
be the direction in which events and thinking are taking us.

Much of what we have seen and heard over the month since
December 13 has been traditional: high-decibel rhetoric and
invective; ultimata and conditionalities that can be very dangerous if
taken literally, as they often are in politics; a lot of grandstanding for
the outside world. As one contributor has pointed out, both
countries are in fact giving peeks at their nuclear card for political
advantage. Nevertheless, it also seems clear that Pakistan’s decision
to join the world and the world’s decision to join Pakistan in
September have laid the basis for a non-traditional outcome to the
phase of the crisis that opened on December 13. Pressure from India
and the world have been moving Pakistan along a path that its
leadership had already chosen in September and stuck to through
three hard months. This path was toward a definition of what it
means for Pakistan to be Islamic that derives from the country’s
founding fathers, Muhammad Ali Jinnah, Liaquat Ali Khan, and the
other professionals from India who did so much to establish the
Pakistani state, rather than the definitions offered by Islamist radical-
ism —either the home-grown, North Indian variety associated with
the Deoband school or the imported variety that has surged onto the
world scene out of the Middle East since 1970.
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And India, meanwhile, appears to be realizing that the issues
involved in the current crisis are not black-and-white, not zero-sum,
not all-or-nothing: because the world cannot do and will not do
without a viable Pakistan. Using force to eliminate the problems
caused by Pakistan, or even just making Pakistan a pariah, are not
realistic options for India.

In fact, when it comes to India, the most striking change that the
crisis has wrought up to now (January 2002) has been India’s new
willingness to entertain a close relationship with the United States
and strong U.S. involvement in the subcontinent.

Obviously much depends on the durability of the world’s
engagement in the region. Right now both India and Pakistan are
making decisions that assume sustained international engagement in
the subcontinent. If they begin to make decisions once more on the
assumption that the United States and others will once again leave,
both are likely to revert to their bad old impulses and policies, and
probably to cruder, even more dangerous versions of them.

Just as obviously, much also depends on whether the threshold
from low-intensity unconventional warfare to conventional warfare
can be recognized as the potential trigger for nuclear use (at one
remove) that it really is. Pakistan’ s low-intensity warfare against
India is rooted after all in political disputes of which Kashmir is
simply the most salient example. If the key threshold between
unconventional and conventional warfare is to be raised and
(especially) stabilized, the two countries and their friends must begin
to deal with those disputes. If they cannot do so, the original
dilemmas are likely to reemerge.

33



Part 11

POLITICAL, ECONOMIC AND
DEMOGRAPHIC FACTORS
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CHAPTER 4

A CHANGING INDIA

Teresita C. Schaffer

About ten years ago, I went for lunch to the home of an Indian
friend. His neighborhood, in trans-Jamuna Delhi, had few cars but
plenty of motorcycles, scooters and three-wheelers. Leafy trees
shaded neighborhood shops. I had not been there in many years, and
was utterly taken aback at the billboard that loomed over the main
shopping street. It advertised an automatic washing machine. The
makers of an expensive, power-eating machine evidently thought
they could find buyers in a neighborhood I would have considered a
far better market for traditional laundrymen. This was the moment
when I realized how much middle-class India had changed.

In the decade since this mini-moment of discovery, India has
begun major transformations in its politics, economy, foreign policy,
and security outlook. These may not manifest themselves in similar
“light bulb moments,” but they will profoundly affect India’s future.
Their impact will be affected as well by whether they are joined by a
fifth transformation—in governance, in the transparency and effec-
tiveness of India’s judicial, administrative and civic institutions.

This essay analyzes the likely changes in India’s politics and its
foreign policy over the next decade. These will be driven, however,
not just by strictly political factors but also by India’s economic
progress. Coalition politics, leadership transitions within India, and
economic change will profoundly affect both India’s internal
dynamics and its behavior on the international scene. The analysis
begins with a brief look at where India is now, including the
demographic changes that are likely during the next ten years. Next,
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it presents three possible scenarios for India” s evolution, and finally
the policy lessons we should learn.

WHERE IS INDIA NOW?
Changing Political Landscape

The rise of the Bharatiya Janata Party (BJP) and its Hindu
nationalist ideology, the weakening of the once dominant Congress
Party and its moderate socialist and secular philosophy, the
increasing power of regional parties, and the rising profile of caste-
based parties represent a major reshaping of the Indian political
landscape.

The Congress Party and the BJP remain at center stage of Indian
politics, but their ability to stay there is not assured. They are
currently the only two parties with national reach and ambition. The
BJP’s support across a wide range of demographic groups appears to
be strengthening. The only populations where the Congress and its
allies outpolled the BJP and its associates in 1999 were illiterate
voters, scheduled castes, and Muslims. The number of illiterates is
shrinking rapidly, and Congress’s lead in these traditional “vote-
banks” is shrinking. The BJP coalition’s lead was particularly strong
among voters under age 25, urban voters, well-educated voters, and
upper-caste voters.

More importantly, Congress and the BJP together still poll only
about half of the votes in India” s national elections. Votes for the BJP
as an individual party actually fell in 1999 compared with 1998, and
its aggregate votes as a party fell below those of Congress (24% to
Congress’s 28%).1 The BJP is vulnerable at the state level: its own
geographic base is narrow and its record in state government
unimpressive. Moreover, the power of incumbency is much weaker
in India than, for example, in the United States. Out of 545 members
of parliament elected in 1999, 183 were new, and this in an election
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that did not make major changes in the parliamentary numbers.2

The two biggest systemic questions facing the Indian political
system in the next decade are the impact of coalition politics,
including the role of state-based parties, and the issue of leadership
change within parties.

Coalitions. The last three Indian governments have been
coalitions, and in all likelihood this pattern will continue at least over
the next ten years. India’s elections increasingly revolve around local
or regional concerns and power dynamics between social groups,
and partly as a result, parties based in only one state have become
increasingly important. Taken together, such parties polled almost as
much as the combined votes of the BJP and Congress. Their
increasing power has also increased the bargaining strength of the
states with the center, with an impact on national economic and
foreign policy as well.

This change in India’s political center of gravity affects India’ s
two large parties differently. Thus far, the BJP has had an easier time
making alliances with the regional parties. At least for now, it is
counting on these alliances, and has given upon establishing itself
more firmly in the states of the south and east, where it is weak.
Congress has difficulty making alliances with regional parties, since
it often has to compete with them for power at the state level. It seeks
allies instead among India’s “leftist” parties. At present, this gives
the BJP a structural advantage in building coalitions, but the
Congress has a persistent advantage in projecting an all-India
appeal.

Coalition building means that even parties with a strong
ideology, such as the BJP, need to govern from the center. This has
not been an easy transition for the BJP. However, in one important
area—economic policy —the ideological differences between the
major parties have almost vanished. As a result, the key factor in
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determining how a government deals with economic policies is not
so much its party profile as its stability. A government that expects
to last four or five years will make more reform-oriented policy than
one whose cohesion is under threat and whose members may be
interested in using economic is sues for demagogic purposes. The
coalition strains that followed the March 2002 communal violence in
the state of Gujarat illustrate the problem. Several of the coalition’s
members voted against the government on a censure motion regard-
ing the government’s handling of the violence. The scramble for
enough votes to survive completely preoccupied the government for
two months, and was a major factor in the government’s decision to
cancel some of the rather modest austerity measures proposed in its
budget.

Leadership. In the coming decade both the BJP and the Congress
will undergo a transition in leadership. The BJP has a fairly deep
bench, but it consists largely of older men, less flexible by reputation
than Prime Minister A. B. Vajpayee. Unless they change their style,
they may have difficulty holding on to power or forming new types
of coalitions. The Congress, on the other hand, is likely to have great
difficulty moving outside the Nehru-Gandhi family for leadership,
or dealing with the demonstrated weakness as a national standard-
bearer of Sonia Gandhi, the Italian-born daughter-in-law of former
Prime Minister Indira Gandhi and widow of Rajiv. The Congress
will be a very different party depending on whether it is able to
grow new leadership outside the Nehru-Gandhi family or whether it
waits for Sonia Gandhi’s daughter, Priyanka, to join the political
race.

Regional politics could be the key arena for developing a new
generation of politicians. Some of their leaders, such as Chief
Minister Chandrababu Naidu of Andhra Pradesh, are progressive
and dynamic. Others have perfected the art of patronage. The combi-
nation of low economic growth, huge populations, and patronage-
oriented politicians gives states like Bihar and Uttar Pradesh (UP)
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considerable power to disrupt national economic reform policies
they find painful.

Thus far, however, the state party leaders have primarily acted
as spoilers on the national scene. To make a real play for national
power, they would have to allow someone else to run their state
power bases, and they have been reluctant to make this move. They
would also face the challenge of extending their own geographic
reach, either by working with a national party that would have a
larger parliamentary presence to start with, or by starting their own
political party, with all the challenges that implies.

Foreign Policy and Security: India in a Changing World

India’s foreign policy has moved away from its ideologically
grounded Nehruvian roots. It still rests on a strong consensus that
India must remain an autonomous actor in the world, one that no
larger power can take for granted, and that it prefers a multipolar to
a unipolar international political and security structure. Leadership
in the Non-Aligned Movement once was the principal means of
gaining international status, and Russia was the primary extra-
regional friend. Now, India has joined the “nuclear club,” and seeks
a permanent seat in the United Nations Security Council. The United
States has emerged as its key extra-regional relationship. India’s
preoccupation with Pakistan remains, as does its desire for
unchallenged dominance in South Asia. But far more than in the past
couple of decades, India finds South Asia too small a stage.

Three big question marks hover over India” s foreign policy
orientation in the next decade. First, to what extent will it accept the
US. global leadership role, or to put it another way, how
assiduously or successfully will it seek out partners in creating a
more multipolar order? Second, how will the future evolution of
China and Russia affect India’s strategic goals? And finally, and
most importantly, will India be able to resolve its differences with
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Pakistan, or will it remain tethered to its past and to a static position
in the region by a continuing dispute across its western frontier?

Relations with the United States. The India-U.S. relationship is
central to the new Indian foreign policy. For the United States,
changes in East Asia—the rise of China, the changing dynamics of
the Korean peninsula, the prolonged slump in Japan, the dislocation
in Indonesia—and India’s own rapid growth in the past decade have
awakened the U.S. government to India as a major factor in the
larger Asian regional picture. For India, the increasing importance of
economics in their foreign policy, the end of the Cold War, and a
series of governments with pragmatic foreign policies have raised
the priority accorded to ties with Washington. Both countries
acknowledge a growing overlap in their strategic interests in the
Middle East, Central Asia and increasingly Southeast Asia, in
contrast to India’s traditional misgivings about the U.S. military
presence in Asia. Both countries oppose having a single power
dominate Asia, and both are carefully watching a rising China. Even
in the contentious nuclear area, they are quietly discovering a
common interest in stemming further proliferation of weapons
technology, and India’s strategists see in the Bush administration’s
disenchantment with international nonproliferation agreements an
opportunity to sidestep some of the traditional U.S.-Indian nuclear
disputes.

The U.S. decision to reengage Pakistan after the attacks of
September 11 raised questions in India about whether the “bad old
days” of the U.S.-Pakistan alliance were returning. Since that time, a
steady parade of high-level visitors between New Delhi and
Washington have made it clear that despite the new U.S.-Pakistan
ties, the United States and India are far more productively and
intensely engaged than at any time in the past half century. How
both countries manage that relationship —both the common interests
and the inevitable continuing disagreements —will to a large extent
shape the role that India plays in the region and the world.
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W hither Russia? Despite the reduction in its international role,
Russia remains India’s largest foreign source of military supply, and
will remain so at least for the next decade. It is a significant trading
partner, and if Russia’s economy revives, trade is also likely to grow.
But perhaps its greatest importance for Indian policymakers is as a
potential power center in the multipolar world Indians would prefer
to see develop in the next decade or two. A revived Russia is
unlikely to accept continued U.S. dominance without making some
effort to push back. Russian leaders have encouraged India to think
of itself as an important power center as well—something that
hardly needs encouragement in Delhi. Whether the India-Russia
connection fits peacefully into the network of relationships the
United States is now trying to build or whether it instead becomes a
thorn in the side of the United States and a threat to American ties
with India depends in large measure on how valuable both India
and Russia find their respective relations with the United States.

A Rising China. India-China relations have changed less with the
end of the Cold War. The two countries share the longest disputed
border in the world and fought a war over it in 1962. India’s loss in
that war left a chronic sense of insecurity vis-a-vis China. More
recently, Indians resent the discrepancy in the way the world
regards India’s and China’s nuclear programs. Their position as two
rising states next to one another is likely to sustain their rivalry
despite both countries” efforts to manage their disputes peacefully.

China and India both have troubled and vulnerable peripheries:
Tibet and Xinjiang for China, Kashmir and the Northeast for India.
China’s continuing nuclear and missile aid to Pakistan suggests that
China wants to keep India somewhat concerned about its western
frontier. Its failure to support Pakistan’s Kargil incursion in 1999,
however, indicates that China does not want to see its two nuclear
neighbors go to war. On the other side of the ledger, India has
caused China angst by allowing the Dalai Lama to live in
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Dharamsala since he fled Tibet in 1959, and more recently by taking
in the Karmappa Lama. Although the Tibetans’ activities are
restricted in India, their presence there is nonetheless a source of
irritation to China.

Future Sino-Indian relations will be influenced by both countries’
leadership changes, by their overall economic health and potential
for an outward-looking foreign policy, and by their success in
tackling internal instability. At present, China is far more important
to India’s security than the reverse. India may narrow the gap
between its and China’s economic performance and regional profile
in the next ten years, but is not likely to overtake China, barring a
major economic disaster in China. Both will carefully watch the
Indian Ocean sea routes through which their oil is imported. An
Indian naval build-up and closer ties between India and the United
States, or India and the ASEAN states, which form China’s strategic
periphery, could arouse concerns in China.

The “Pakistan Trap.” The hardy perennial in India’s foreign
relations is its unresolved dispute with Pakistan, which keeps both
countries trapped in the past. This “Pakistan Trap” is one of the
principal impediments to India’s fulfilling its ambitions for a higher
profile international role. For both countries, Kashmir embodies
basic questions of identity, symbolizing for Pakistan the Muslim
majority area that it was deprived of, and for India the demon-
stration of its secular character. Besides this central issue, the two
countries dispute a laundry list of “normalization problems” —visas,
trade problems, and the like. These specific problems are magnified
by Pakistan’s and India’s asymmetrical views of their place in the
world. Pakistan suffers from chronic insecurity and a 50-year quest
to move out of the shadow of India’s superior size and strength.
India, on the other hand, resents being equated with Pakistan and
seeks recognition as a world power. With nuclear weapons in both
countries, the volatility of India-Pakistan relations takes on greater
international importance.
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At present, the India-Pakistan relationship remains at more or
less the same impasse where it has festered for the past 10 years. If
this continues for another 10 years, it will severely depress India’s
chances of making good on its economic and international potential.

Escaping the trap will require strong leadership in both
countries. The big danger for India remains the institutional weak-
ness and threat of fragmentation in Pakistan. Following the attacks
on the United States and especially following the attack on the
Indian parliament in December 2001, Pakistan has reversed its
Afghanistan policy and banned several militant groups active in
Kashmir and within Pakistan. If this policy change is seriously
implemented and sustained, it will represent an opportunity to put
both Pakistan and its relations with India on a different course. In
the short run, however, the impact of the attack on the Indian
parliament has been a dangerous increase in tensions between these
two nuclear-armed countries.

In looking at scenarios for India’s future, I have tried to identify
the opportunities and assets India could mobilize in solving this
stubborn problem, but this remains the biggest drag on India’s
potential development.

Demographic Change by 2010: Building Blocks for the Future

India’s 2001 census records remarkable demographic changes in
the past ten years, changes that are likely to herald even more
dramatic ones in the next decade. A few trends are likely to have
particular political importance:

* Population: Population growth has slowed dramatically.
India’s population is projected at 1.18 billion in 2010 —only 18
percent above its current level3 Population growth may
stabilize in three of India’s states in the next 20 years —Kerala,
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Tamil Nadu and Andhra Pradesh. On the other hand,
population growth has been accelerating in Uttar Pradesh,
Bihar and the normally more progressive Haryana and
Gujarat.*

* Literacy: Literacy has grown rapidly in the past ten years, and
primary school enrollment figures suggest that it will continue
to do so. The census shows male literacy at 76 percent. The
growth of female literacy is even more dramatic—up by 15
percentage points to 54% nationwide. Male literacy could be
nearly universal in ten years. Regional variations in literacy
rates are even more striking, with some of the most
economically and socially laggard states—Rajasthan and
Madhya Pradesh—having nearly doubled literacy.? This has
the makings of a social revolution. Less heralded is the
increase in secondary school enrollment. United Nations (UN)
data for 1996 show 59 percent of boys and 39 percent of girls
enrolled in secondary school. While primary education starts
the social revolution, secondary education provides the
potential economic boom.

* Urbanization: Cities continue to grow faster than the
countryside. Today’s urban population accounts for about 25
percent of India’s population. The Indian census projects urban
population at 32 percent of the national total by 2011. Literacy
is markedly higher in cities than in the country as a whole;
even states with literacy rates well below the national average
have solid majorities that are literate in the cities.® Cities
incubate both a rootless working class population and the new
middle class. Their political allegiances follow different
patterns. A larger and more volatile urban population may
also magnify the political reaction to potential future political
or security setbacks.

* Inequality: Economic growth has been unevenly distributed
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among India’s states. Growth rates in the 1990s ranged from
over 8 percent (Gujarat) to 2.7 percent (Bihar).” The fastest
growing populations have the slowest growing economies.
Some of today’s laggards—notably UP and Bihar—are
showing few signs of progress, and their large size means they
can extract a considerable political price on the nation’s
economic reform efforts. On the other hand, the acceleration of
literacy in some of the traditionally backward states shows that
these trends cannot be taken for granted. They also argue that
decentralization may be a good remedy for some of the social
ills that have resisted progress thus far.

The Wild Card-AIDS: The growth of AIDS is the biggest
demographic wild card —and the one where statistics are least
reliable. According to an estimate calculated by the National
AIDS Control Program in India, in 2000 there were close to
four million people infected with HIV in India. Many experts
believe that the disease is massively under-reported; estimates
of the real incidence run as high as 10 million. The rate of
increase could be as large as one to two million per year, with
the total number of infected doubling every 2-3 years. These

tigures could result in as many as 100 million infected people
by 2010.8

The scenarios given below do not factor in the rate of HIV/AIDS

infection. But if it reaches anything like this faster pace, it will have
devastating economic and social consequences. Based on the experi-
ence of the most heavily infected countries, when infection reaches 5
percent of a country’s population, economic growth is affected, and
at 10 percent, growth can be halted altogether.® Due to the weak
health infrastructure in India, life expectancy after infection is likely
to be only 4-5 years. Success in containing AIDS and caring for the
infected depends critically on governance.
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THREE POSSIBLE FUTURE SCENARIOS

These political trends and demographic changes may combine in
any number of ways in the next 10 to 20 years. I would like to
discuss three possible scenarios, focused on the next 10 years. The
first two are largely driven by different economic growth rates; the
third is driven by major changes in the political leadership and
structure. They tell very different stories about how India may look
in the future, and how it will manage not only its domestic problems
but its foreign policy and security as well. Scenario building is of
course speculative, but I will try to distill some useful lessons from it
at the end.

Scenario I: The “Well-Fed Tiger.”

In this first scenario, India continues to enjoy high economic
growth, reaching 7 to 8 percent per year by the end of the decade. By
2010, its per capita income has doubled, reaching roughly the level of
today’s Peru. This is accompanied by significant improvements in
the efficiency and integrity of governance; indeed, it is almost
impossible to expect this kind of sustained growth without a major
push for good governance. The more dynamic and successful states
surge ahead; in the process, they expand their political margin for
maneuver vis-a-vis the center, and the result is greater
decentralization without any formal constitutional change.

The economic success of the BJP is mirrored at the polls. The
parliamentary elections of 2004 return a BJP government, with a
stronger coalition, still based heavily on parties based in the more
economically successful states. The next generation of BJP leaders
takes over, its hard-line instincts somewhat tempered by the need to
keep a coalition together and win votes outside of the BJP’s home
territory.

But this political and economic success comes at a price. The
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politics of northern India, largely left out of the economic boom,
become increasingly dysfunctional. The large parliamentary delega-
tions from Uttar Pradesh (UP), Bihar and some of the other large
states of the north become increasingly resistant to decreases in sub-
sidies and insistent on increasing their share of the resources redis-
tributed by the central government. Dealing with their demands
becomes an increasingly time-consuming chore for the government,
and strengthens the sense that there are at least two Indias
developing in different ways.

Both the growing economy and the strong defense orientation of
the government result in a steady increase in defense budgets,
especially in the first half of the decade. The first focus of this
defense buildup is power projection capability. The missile program
accelerates, with the Agni being deployed in 2006, and the navy
benefits from a surge in procurement. The second key area is state-
of-the-art border monitoring and control, including Phalcon aircraft
from Israel and sensor technology. A growing number of India’s
military supply contracts are with Western or Israeli suppliers,
reinforcing the importance India attaches to those political
relationships.

A government of this sort will take a fairly tough line toward
Pakistan. It will respond harshly to cross-border incidents, though a
combination of monitoring equipment and a decision to allow
international monitors have resulted in a significant decrease in
infiltration. However, if the government becomes convinced the
dispute with Pakistan is interfering with its broader goals, it would
have an opportunity to change the relationship with Pakistan. The
de facto decentralization of the political system could make it easier
to bring in real autonomy in Kashmir, and this could become part of
an expanded compromise agreement with Pakistan. An economic-
ally successful BJP government would be well placed to face down
domestic critics of its peace overtures. The big obstacles to such a
happy outcome would be the new BJP leaders’” own hard-line
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instincts and the difficulty for a still fragile Pakistan to reduce its
goals in Kashmir.

The booming economy will also make energy diplomacy an
important priority for India. Here, the government’s nationalist
instincts might conflict with the kind of sensitive handling needed to
negotiate gas and hydroelectric supply agreements with Bangladesh
and Nepal.

Outside the region, India’s policy under this scenario will be
pragmatic. Relations with the United States will remain key, and will
prosper. India’s economic success will expand both trade and
investment with the United States, a central ingredient in any really
significant U.S. relationship. In addition, the security dialogue begun
after the Clinton visit in 2000 is likely to grow, with special emphasis
on Indian Ocean security and on the broader Asian security picture.
In the nuclear field, India will work pragmatically with the United
States to find ways of participating in international efforts to reduce
the further spread of nuclear weapons.

The India-China rivalry will remain, but will be driven primarily
by the stability of the Chinese and the Indian periphery and by
Chinese internal stability. A Sino-Indian breakthrough is unlikely.
Internal trouble in China would lead to a more brittle Chinese
approach to India. China will maintain a strong relationship with
Pakistan, but will not seek to provoke an India-Pakistan crisis.
Indications that China is meddling in India’s troubled northeast
would spark a crisis in India-China relations; the same would be true
of any indication that India was involved in Tibet or Xinjiang.

In general, economic ties will be a more important feature of
India’s foreign policy outlook. This means that India will give
heightened priority to its relations with Southeast Asia, with its oil
suppliers in the Middle East, and with potential new suppliers in
Central Asia. This could lead to disagreements with the United
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States over how to deal with Iraq and Iran, though that will also
depend a great deal on how U.S. policies develop.

Scenario II: The “Hungry Tiger.”

In this scenario, India’s rapid economic growth of the past
decade falters, and a series of cautious budgets leave India at mid-
decade with slightly reduced growth (4 to 5 percent). The govern-
ment’s fiscal problems have severely constrained investment in
public infrastructure, the more so since parliamentary log-rolling has
prevented any significant reduction in subsidies. The result is far
from disastrous, but certainly does not represent a breakthrough in
reducing India’s poverty. Nor can one point to any significant
improvement in governance. There is little change in the relationship
between the center and the states. This helps various state-level
coalition governments avoid trouble, but also depresses growth in
more dynamic states.

The BJP is re-elected in 2004, but its weak economic performance
contributes to a reduction in both the BJP’s individual showing and
the strength of the coalition. Within a year, political polarization in
the states of UP and Bihar coupled with a backlash from
“progressive” states leads to a successful Congress move to unseat
the new government on a motion of no-confidence.

A weak and fractious Congress coalition takes over, dependent
on mutually antagonistic coalition partners. Its new leader, Priyanka
Gandhi, excites the popular imagination, but has little experience
and inherits many of the “old guard” advisers that had remained
close to her mother. They are reluctant to undertake more vigorous
economic reforms, given the fragility of their political base and the
importance to it of the traditional leftist parties. They are also eager
to show that their foreign policy is more nationalistic than that of the
outgoing BJP. By the end of the decade, Priyanka is beginning to
shift to a new group of advisers, but she never expands her working
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majority in parliament enough to make possible a bold approach to
policy.

The BJP in opposition reverts to its more militant tradition,
demanding stronger policies vis-a-vis the neighbors, and pressuring
the government to continue its expensive military build-up. They
also resurrect aspects of their cultural and communal agenda that
had been put aside during the years they ran the government.

The new government maintains a tough stand on Pakistan. In
contrast to the previous scenario, however, India’s lackluster
economic performance and highly visible political squabbling leads
the Pakistan leadership to conclude that India’s strength is waning in
very fundamental ways, and that it can afford a more aggressive
stance on supporting the militancy in Kashmir. India-Pakistan
relations become even more crisis-prone as a result. The possibilities
for a misunderstanding or faulty intelligence leading to a nuclear
face-off are significantly higher under this scenario than under the
previous ones.

The government’'s defense build-up is constrained by its
economic woes. It focuses on a few high-profile items. The missile
program is a high priority. Procurement from the West does not
increase, largely because of the cost of Western equipment. India
extends its nationalistic approach to policy beyond the region as
well. Relations with the United States stagnate, partly because of an
increasingly contentious Indian posture in multilateral negotiations
and partly because the private economic relationship is going no-
where. Trade remains at about the same level; investment falls, with
a couple of contentious investment disputes and the unfavorable
economic policy climate scaring away new investors.

India makes a major bid to revive its relations with Russia. The
impact of this effort depends to a large extent on what happens in
Russia during the next decade. If Russia’s economy has revived and
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its foreign policy has become more active, it would find in the
“Hungry Tiger” India a partner interested in scoring points against
the United States on a variety of global issues.

Relations with China, on the other hand, do not change very
much. China essentially ignores India, reinforced in its view that
India is not in the same league. India’s relations with Southeast Asia
also stagnate, lacking the economic stimulus the relations thrive on.

Scenario III: “The Tiger Regroups.”

This is the most speculative of the scenarios, and unlike the other
two is driven by changes in the political structure rather than
economic growth. As the 2004 elections approach, splits in Congress
and the BJP shake up the political system. Two groups could gain
from such a scenario.

The most interesting potential “winners” are the state-based
parties. Those in southern India have been a source of pragmatic and
savvy political leaders. However, taking advantage of this type of
opportunity would require wrenching change in those leaders’
modus operandi: if they made a bid for national political office, they
would probably have to leave their state Chief Minister position to
someone else. Moreover, they cannot run the country without the
north, and would therefore have to find allies among parties with a
base there.

The other potential winner is the Congress, or more precisely
parts of the Congress. The present weakness in Congress leaves a
vacuum at the center-left of the Indian political spectrum that might
attract a new combination of Congress and non-Congress politicians
looking for a new political base.

In the short-term, political regrouping would be a recipe for
inward-looking politics. Forming and maintaining coalitions would
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become the overwhelming preoccupation of political parties. This
creates an environment that is bad for economic growth, bad for
foreign policy, and bad for relations with the U.S. in the short term.
The question is whether it can be an opportunity in the long term, by
bringing some new faces on to the national scene. A shakeup of this
sort could also encourage de facto decentralization and be a turning
point in center-state relations, especially if the new leadership were
drawn from state-based parties.

While a messy scenario like this one is not a good backdrop for
peace initiatives, it is interesting to speculate on how a peace
initiative might arise. Perhaps a leader from outside the north comes
to power determined to reach a settlement with Pakistan so as to
position India better to pursue its international agenda. Not
beholden to Kashmir Chief Minister Farooq Abdullah and the
Kashmiri politicians with whom India has worked over the years,
he/she succeeds in bringing a broader range of Kashmiris into
discussions and eventually into the electoral process. This opening to
the Kashmiris is matched by a serious offer of discussions with
Pakistan, starting with an equally dramatic gesture—perhaps a
proposal to resolve the Siachen Glacier problem, long a bone in
Pakistan’s throat.

Another element in this hypothetical peace initiative could be a
vigorous effort at energy diplomacy. Energy trade represents the
greatest untapped economic benefit for the South Asian region. India
is one of the two fastest-growing energy markets in the world;
Bangladeshi gas, Nepali and Bhutanese hydropower, and oil and gas
transported from Central Asia and Iran through Pakistan could all
help meet India’s demand provided the political obstacles can be
overcome. Here too, new leadership in India might be able to shed
some of the historical baggage Indian governments have accumu-
lated by cultivating a more supple and less overbearing approach to
India’s smaller neighbors. On the Pakistan front, provided India and
Pakistan first make some political progress on their larger dispute,
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an energy transit agreement could strengthen the peace constituen-
cies in both countries.

The fundamental question in trying to assess the prospects for a
peace initiative is how Pakistan would react. Would it take a
similarly bold approach, or would it try to take advantage of India’s
internal “messiness”? The answer depends in part on Pakistan’s own
internal coherence, and in part on its leaders’” willingness to redefine
the position on Kashmir they have maintained for half a century.
Predicting Pakistan’s future goes well beyond the scope of this
paper. The policy changes President Musharraf undertook after the
attacks on New York and Washington, and especially after the attack
on the Indian parliament, could provide a chance that Pakistan will
start the kind of revival that would make possible a constructive
policy toward India. The signs since then are mixed.

SIGNPOSTS AND IMPLICATIONS

Which of these scenarios is most likely? At present, the indicators
are not clear. The economic performance of the 1990s would be
consistent with the “Well-Fed Tiger,” but the past year has seen
economic activity slump. Turmoil in the BJP-led coalition following
the communal riots of March 2002 suggests that India could be
headed toward “The Tiger Regroups.” Perhaps the most concrete
indicator over the next few years of the direction in which India is
headed will be whether the government is able to tackle the
multilayered problems of the electric power industry. This can be
taken as a proxy for economic reform, governance, and the vitality of
decentralization efforts.1? On the political side, one important indica-
tor will be the ability of the two major parties to bring in new blood.
Another is the concentration or fragmentation of votes at the state
level in India’s major states: will the BJP and the Congress revitalize
themselves in the major states, or will parties based in one state or
drawing from one caste group continue to proliferate and to expand
their collective role in national life?
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On one point, the prognosis is more discouraging. Nothing in
current trends provides much optimism that India and Pakistan will
make real progress toward a settlement. This should be a major
priority for both. The scenarios as well as more conventional projec-
tions make it clear that the continuing dispute extracts a heavy price.
For India, it stands in the way of a much-prized greater role on the
world stage, and tends to pull down both economic growth and
national integration. For Pakistan, the impact is much more severe:
the domestic strains that have come close to tearing the country
apart as well as its international isolation during the 1990s are both
traceable to the country’s involvement in the Kashmir insurgency.

Predicting which scenario will come to pass, however, is less
important than assessing the policy conclusions that arise out of all
three. Four lessons are particularly important.

Lesson 1: The Economy is Key.

High growth is likely to produce greater political stability and
more constructive international policies than stagnation. It fosters
trade and investment and encourages outward-looking policies. It is
particularly beneficial to India-U.S. ties. India’s emerging relation-
ship with Southeast Asia (India’s “Look East” policy) was a result of
its new economic policies and the foreign policy that flows from this
economic diplomacy. Politics in India will always be messy, and
inequality between states will cause some backlash. But the
problems of success are preferable to those of economic stagnation.

Low growth leads to confrontational and poisonous politics. The
“Hungry Tiger” scenario, with a combination of low economic
growth and attempts at military expansion, is the most dangerous,
and is a recipe for India-Pakistan miscalculation. Low growth in the
“Tiger Regroups” scenario compounds the political upheavals built
into the scenario.
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Lesson 2: Political Leadership is Essential.

In trying to assess what backdrop is most favorable to dynamic
economic reform and statesmanlike stewardship of India-Pakistan
relations, one cannot escape political leadership. Prosperity may be
the most promising condition, but it cannot do the job by itself. That
is why we should focus on the coming leadership and generational
transition in the big parties. It will have an impact on national policy
as well as on the character of the parties themselves. Leaders of state
parties will become more powerful at the center, and will seek a
national role. Their success and scope will depend in large part on
the alliances they build, as well as their ability to deal with the large
and backward states like Bihar and UP, whose high populations give
them enormous electoral power.

To provide leadership in the next decade and beyond, the
political system needs to develop new talent. And it may be—as
illustrated by the “Tiger Regroups” scenario—that the price of
developing long-term leadership is short-term instability.

Lesson 3: The Mismatch Between India’s Policy Goals and Its
Capabilities Will Continue.

India’s foreign and military policies show a curious imbalance
between ambitions and capabilities. Published policy documents and
private conversations, for example, both suggest that India is much
more dedicated to the goal of achieving permanent membership on
the United Nations Security Council, for example, than it is
committed to any particular course of action once it gets there. Its
military plans in the past few years have involved ambitious
procurement and technology upgrade goals, but the link between
these and its immediate operational requirements has sometimes
been weak.
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This disconnect is most dangerous in the low-growth scenario,
where it can contribute to disastrous miscalculations (for example,
between India and Pakistan) . A high-growth scenario would make it
easier for India to fill some of these gaps in the next decade. In the
meantime, it is worth thinking about whether a more operationally
savvy defense policy could increase India’s power, as well as save it
money. It is also worth reflecting on the mismatch between military
plans and India’s diplomacy. A continued high defense build-up will
backfire without a deft foreign policy outreach in the Indian Ocean
region.

Lesson 4: The External Dimension: Deal with Pakistan.

While India’s basic orientation will be based chiefly on what
happens inside India, the unresolved dispute with Pakistan is the
biggest sea anchor on India’s international ambitions. These
scenarios suggest that dealing with it will probably get harder with
time. If India is successful in this effort, it will be able to focus more
of its attention on its relations with the world’s major powers; if not,
it is likely to be pulled back toward its preoccupation with Pakistan
at regular intervals.

The scenarios discuss the opportunities and constraints for India.
The obstacles to a vigorous and effective Indian peace policy become
more severe if India goes through a messy political leadership
change. An extended period of lagging economic growth also makes
it more difficult for India to make a serious move toward peace,
partly because it will make the Indian government more concerned
about being driven from off ice, and partly because it could lead to
miscalculation by Pakistan of where India really stands. None of
these conditions is likely to improve with time. If there is a moment
of opportunity, in other words, it is now.

But prospects for a successful peace effort also depend on
Pakistan. Indeed, some observers have gone so far as to say that the

58



prospects for international stability in South Asia depend chiefly on
Pakistan. The sources of instability in Pakistan are many and
complex: an anemic economy, weak political institutions made
weaker by persistent military intervention in politics, divisions
among provinces and religious communities, and policies in
Afghanistan and Kashmir that have encouraged the growth of
militant organizations that operate with little respect for the state.
This last point is probably the most fundamental issue.

Since September 11, President Musharraf has reversed his
government’s Afghan policy and announced action against the
militant groups’ activities within Pakistan. Will the logic of this
action extend as well to cutting off the infiltration of militants into
Kashmir? The policy changes have been well received in many parts
of the Pakistani electorate, but have provoked a vocal and violent
challenge from some of the militants. How will this play out? The
April 30 referendum on President Musharraf’s continued tenure as
president left a sour taste in many Pakistani mouths and weakened
Pakistan’s already troubled political institutions. What will be the
impact of the parliamentary elections expected later in 2002, and will
they provide the political legitimacy the current government lacks? If
the answer to these questions is positive, then Pakistan will
gradually become a steadier and more coherent country, and a better
bet for a serious peace effort—provided its leadership is prepared to
go down that road.

A successful effort to take advantage of today’s opportunities
will require imagination, forbearance and steady nerves in India,
and even more so in Pakistan, where a 50-year sense of grievance
and insecurity and the reality that its ambitions are unlikely to be
met will make the peace effort more painful. It will require an
extended effort, a process that can be sustained through the
inevitable interruptions, and leaders willing to keep the effort going.
It will also, I believe, require active, sophisticated and discreet
encouragement from a third party, and since its reengagement with
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Pakistan, the United States is for the first time in decades uniquely
placed to play a constructive role. But the first step out of that trap is
to recognize that this is something important for India, not a favor to
Pakistan or the rest of the world, and that there is a problem that
needs solving even during periods when the violence in Kashmir
ebbs.
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Enron investment at Dabhol, in Maharashtra, is a particularly conspicuous
example.) The central government, acutely conscious that the power sector is
responsible for a major portion of the combined massive and growing fiscal deficit
of the center and the states, has tried to implement a package of policy reforms
that would give states a positive incentive to address the problems of their
respective power sectors. In the final analysis, however, corrective action depends
on the hard work of each of the state SEBs and state governments.
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CHAPTER 5

SOUTH ASIA IN 2020: ECONOMIC OUTLOOK

Vijay L. Kelkar!

Rapid economic growth and successful poverty reduction in
South Asia, the home for the largest number of poor people in the
world, is of strategic importance to the global community, as a
prosperous South Asia would vitally contribute to global peace. This
paper deals with the challenges in achieving accelerated economic
growth in South Asia in this age of globalization. The first part
covers long-term economic trends in South Asia in general and in
India in particular. The second part develops a growth scenario for
the South Asian region for the year 2020, focusing on the challenges
faced by India—the predominant economy in the region—in
accelerating growth as well as discussing the reform prospects of
other major countries of the region such as Bangladesh, Pakistan and
Sri Lanka.

PART I: SOUTH ASIA: A PROFILE

The countries of South Asia vary in size and complexity,
particularly in terms of social stratification. The seven countries of
the region—Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan
and Sri Lanka—are spread over an area of half a million square
kilometers (sq. km.). Presently about 1.34 billion people live in South
Asia, accounting for 22 percent of the world’s population. About one
billion of these live in India, making it the world’s second most
populous country after China. The estimated gross domestic product
(GDP) generated by all the South Asian countries in the year 1999
was about US$593 billion, accounting for less than two percent of the
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global GDP, with India’s contribution being US$449 billion (about 76
percent of the regional total).?

Demographic Profile.

The size and structure of the South Asian population have been
changing. From 1960 to 2000, the regional population increased from
about 562 million to an estimated 1.34 billion, making its combined
size larger than that of China (data for this section is presented in
Table 1). The four countries of India, Bangladesh, Pakistan and Sri
Lanka together constitute 96 percent of that population. As the most
populous among these four countries, India has more than 75
percent of the region’s population. The annual population growth
rate in South Asia has come down from 2.30 percent in 1961 to 1.89
percent in 1999. And in the next two decades, as can be seen from
Table 1F, the annual population growth rate is projected to gradually
slow to 1.1 percent in South Asia and 1 percent in India. Though the
demographic transition of the past four decades has led to a
reduction in the dependency ratio (number of dependents per 100
working-age population) from 78 to 67 and brought about a
substantial increase in the size of the labor force in all of the
countries in the region, its late arrival, to some extent, has worked
against fast economic growth in South Asia. However, with reduced
birth rates and consequent demographic changes, the dependency
ratio by the year 2020 is projected to come down to about 49 in South
Asia and to about 47 in India. Such a low dependency ratio would
imply that the economically active population in the South Asia
region would increase from about 800 million in 1999 to about 1.2
billion by 2020 and bring in its wake associated advantages of
demographic transition. What this means is that over the next few
decades, the South Asian region will have the world’s largest
economically active population. These trends have profound
implications for the increased potential for achieving a miracle of
rapid economic growth through higher savings and investment.
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Table 1A
Trends in Population, 1960-99 (in millions)

1960 1970 1980 1990 1999
Bangladesh 51 67 87 110 128
India 435 548 687 850 998
Pakistan 46 61 83 108 135
Sri Lanka 10 13 15 17 19
South Asia 562 712 903 1122 1329
World 3019 3676 4430 5252 5978
Korea, Rep. 25 32 38 43 47
Malaysia 8 11 14 18 23
China 667 818 981 1135 1254

Table 1B
Dependency Ratio (No. of dependents to 100 working-age population)

1960 1970 1980 1990 1999
Bangladesh 80.8 95.7 97.9 90.3 729
India 76.1 78.8 74.2 68.8 63.8
Pakistan 92.3 97.9 89.6 84.7 82.7
Sri Lanka 84.0 83.6 65.5 60.8 49.6
South Asia 781 82.2 78.1 73.0 67.2
World 73.9 76.6 712 64.2 60.0
Korea, Rep. 82.7 83.0 60.8 44.6 39.6
Malaysia 94.9 923 754 67.2 62.5
China 77.8 78.7 67.4 49.8 479

Table 1C
Population Growth (annual %)

1960 1970 1980 1990 1999
Bangladesh 2.45 2.73 2.46 1.99 1.61
India 1.85 231 2.25 2.02 1.80
Pakistan 243 3.01 291 2.54 241
Sri Lanka 2.51 212 1.83 111 1.10
South Asia 2.30 243 2.34 2.09 1.89
World 1.25 217 1.73 1.77 1.36
Korea, Rep. 3.09 2.13 1.56 115 0.92
Malaysia 3.02 2.54 2.35 297 2.36
China 1.83 2.76 1.25 147 0.91

Note: Population growth data of South Asia and the World are for the year 1961.

Table 1. Population Statistics of Selected Countries.
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Table 1D
Population Projections (in millions)

2005 2010 2015 2020
Bangladesh 142 155 166 176
India 1,091 1,160 1,222 1,281
Pakistan 156 174 193 210
Sri Lanka 20 21 23 24
South Asia 1,467 1,576 1,676 1,772
World 6,418 6,758 7,086 7,403

Table 1E

Dependency Ratio Projections (No. of dependents to 100 working-age population)

2005 2010 2015 2020
Bangladesh 59.1 57.5 54.4 49.5
India 57.2 52.7 49.2 46.9
Pakistan 73.7 66.9 61.4 56.9
Sri Lanka 46.2 46.7 48.6 49.6
South Asia 59.8 55.6 51.9 49.2
World 54.4 51.8 50.5 50.5

Table 1F

Population Growth Rate Projections (annual %)
2000-05 2005-10 2010-15 2015-20

Bangladesh 1.8 1.7 14 1.2
India 14 1.2 11 1.0
Pakistan 24 23 2.0 1.7
Sri Lanka 11 1.1 1.0 0.9
South Asia 1.6 14 1.2 1.1
World 1.2 1.0 1.0 0.9

Table 1G

Projected Life Expectancy at Birth (in years)

2000-05 2005-10 2010-15 2015-20
Bangladesh 62.1 63.6 65.2 66.7
India 62.9 63.2 64.7 66.0
Pakistan 63.9 65.1 66.8 68.3
Sri Lanka 74.1 75.2 76.2 77.2
South Asia 62.7 63.2 64.7 66.1
World 66.7 67.2 68.4 69.4

Source: The World Bank, World Development Indicators 2001 (CD-Rom)

Table 1. Population Statistics of Selected Countries. (concluded)
Natural Resources.

Unlike other regions, such as Africa, West Asia or Latin America,
South Asia is not well endowed with critical natural resources such
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as land, water, minerals and hydrocarbons. For instance, presently
the per capita arable land in South Asia is 0.16 hectares, much lower
than the world’s average of 0.24 hectares. Similarly, the South Asian
region accounts for just 2 percent of the world’s forest cover, which
is essential to maintain ecological balance and biodiversity, despite
having 3.8 percent of the world’s total surface area.3 Presently
782,000 sq. km. of forest area in this region account for only 15
percent of its total land area, as compared to 29 percent of land area
covered by forests in the world. Further, the rate of forest depletion
in South Asia has been the highest in the world.4

With respect to fresh water, although three large watersheds (the
Brahmaputra, the Ganges and the Indus) serve the region, the per
capita availability of fresh water is much lower compared to other
watersheds in the world. The per capita fresh water availability is
estimated to be only 2,854 cubic meters (m3), as compared to the
world average which exceeds 8,000 m35 With increasing
urbanization, the most critical challenge for the region will be that of
water. Further, if no significant changes in the environmental
protection policies are made in the next 10-15 years, the devastating
consequences of environmental degradation will pose the most
serious challenge to the economy of the region.

With respect to energy, which is so essential for industrialization
and economic growth, South Asia fares poorly. The estimated
reserves position, particularly that of oil and gas in the region, is not
very encouraging. For instance, crude oil reserves are estimated to be
just six billion barrels of the world’s 1,009 billion barrels (0.6
percent). In per capita terms this comes to 4.6 barrels compared to
169 barrels per capita in the world. The region has only 85 trillion
cubic feet of natural gas reserves out of the world’s 5,016 trillion
cubic feet of total gas reserves (1.69 percent). The coal reserves in the
region, amounting to 195 billion metric tons out of the world’s 1,427
billion metric tons (13 percent), give its people 147 metric tons per
capita in contrast to the world average of 235 metric tons.°
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Consequently, in the energy sector as a whole, South Asia is a major
energy-importing region. The growth in population, urbanization
and incomes will lead to further increase in energy imports, with
greater dependence on the Persian Gulf region. This will have a
considerable influence on the politics of the region. The relative
scarcity of critical natural resources in South Asia has profound
implications for regional growth strategies, calling for much greater
participation in international trade as well as deeper integration with
the world economy.

Economic Performance.

The four populous countries of the region, viz. Bangladesh,
India, Pakistan and Sri Lanka, share a common legacy of British rule.
Soon after attaining independence around the middle of the 20th
century, the South Asian countries adopted a strikingly similar
planned approach to development by as signing a major role to the
public sector and focusing on self-reliance and import substitution.
They succeeded in achieving considerable economic progress
compared to the period of colonial stagnation. Over the last 40 years,
the GDP of the region as a whole increased from US$105 billion in
1960 to US$593 billion in 1999 —an increase of 5.6 times.” However,
as can be seen from Table 2, the overall growth rate of only 4 percent
over the 3 decades between 1961 and 1989 is much lower in
comparison to the generally observed growth rates of the countries
of East Asia—including China. During the pre-reform period of
1961-89, the per capita gross national product (GNP) in the South
Asia region grew at an average annual rate of 2.25 percent. However
in the subsequent period, i.e., 1990-99, the per capita GNP grew at
the rate of 3.44 percent per annum. In a comparatively brief period of
10 years, when economic reforms were underway, the increase in
percentage terms was almost equal to half of what had been
achieved in the first 40 years. In sum, for more than 3 decades
following independence, the output growth in the region —especially
that of India—was lower than that of global growth. However

68



during the past 20-year period (1980-99), output growth has been
out-performing the global growth rate. Further, during the latter
period, economic performance remained more stable than in the
preceding 30 years, confirming the belief that the economy has
reached a qualitatively new phase.

Table 2A: Gross Domestic Product (GDP)

1961-89 1990-99
Bangladesh 3.10 4.87
India 4.23 5.62
Pakistan 6.14 4.01
Sri Lanka 433 5.26
South Asia 432 5.34

Table 2B: Per Capita Gross National Product (GNP)

1961-89 1990-99
Bangladesh 0.76 3.71
India 2.36 3.77
Pakistan 3.07 1.63
Sri Lanka 2.50 3.99
South Asia 2.25 3.44

Source: The World Bank, World Development Indicators 2001 (CD-Rom)

Table 2. Average Annual Growth Rates of Selected Countries
of South Asia, 1961-99.

Trends in Trade.

The countries in South Asia began opening up their economies in
the late 1980s and early 1990s, much later than the East Asian
countries which followed an export-led industrialization strategy
from as early as the 1960s. Even China initiated such reforms in the
late seventies. Among the South Asian countries India was a
latecomer, initiating reforms only in 1991. The economies of South
Asia were relatively closed until the late 1980s. In the year 1980, as
shown in Table 3, the trade-to-GDP ratio of the South Asian region
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was 21 percent, while for India it was only about 16 percent.® By
comparison, the ratio was 74 percent for South Korea and 45 percent
for the East Asia and Pacific region as a whole. At that time South
Asia’s share of world exports was at the very insignificant level of
0.7 percent. Generally the countries in South Asia not only followed
a high tariff regime but also resorted to comprehensive quantitative
restrictions. Even until the 1990s, the average tariff rate of 80 percent
was almost four times higher than the rates prevalent in East Asia
and twice that of China. The reasons for the slow growth of trade
were rooted in the trade policies pursued by the South Asian
countries.

In the 1990s, the boom in world trade and reduced protectionist
policies helped to increase South Asia’s trade growth to a rate of
about eight percent per annum as compared to six percent for the
world. During the 1990s, the value of trade (exports plus imports) in
South Asia increased from US$84 billion in 1990 to US$162 billion in
1999.% In almost all the countries of the region, tariff barriers and
import restrictions were reduced. For instance, the mean tariff rate in
Bangladesh came down from 110 percent in 1989 to 22 percent in
1999; the Indian tariff rate came down from 80 percent in 1990 to 32
percent in 1999; and in Sri Lanka it came down from 28 percent in
1990 to 19 percent in 1999. Nevertheless, the countries across the
region experienced greater divergence in their trade performance
(see Table 3). Smaller economies had a larger share of trade as a

1970 1980 1990 1999
Bangladesh 17 20 20 32
India 8 16 17 27
Nepal 13 30 32 53
Pakistan 22 37 39 35
Sri Lanka 54 87 68 78
Korea, Rep. 37 74 59 77
South Asia 12 21 22 30

Source: The World Bank, World Development Indicators 2001 (CD-Rom)

Table 3. Share of Trade as Percentage of GDP—Selected Countries.
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percentage of GDP. For instance in 1999, Sri Lanka’s trade as a
percentage of GDP was as high as 78 percent whereas the
corresponding figure for India, which accounts for three-fourths of
the regional economy, was only 27 percent. For the region as a
whole, trade as a percentage of GDP went up from 21 percent in 1989
to 30 percent in 1999, signifying increased openness. Despite this
increase, the share of South Asia’s exports in the world increased
only marginally from 0.8 percent in 1990 to one percent in 1999. By
comparison, the countries that form the Association of South East
Asian Nations (ASEAN) increased their share of world trade from
4.3 percent to 6.5 percent during the same period.10

As for trade within the South Asia region, India was the
dominant exporter, accounting for 75 percent of total exports. In 1990
the South Asian Association of Regional Co-operation (SAARC)
countries generated exports of only US$863 million among
themselves, constituting a mere 3.2 percent of their total exports. In
the subsequent 10 years there was some improvement. The exports
within the SAARC countries went up to US$2.68 billion in 1999,
constituting 4.7 percent of their total exports.l! However, compared
to the countries of ASEAN, the South Asian region has yet to make
any significant progress toward increasing trade within the region.
The intra-regional exports among the ASEAN countries even in 1990
totaled US$28.7 billion, constituting 19.8 percent of their total
exports. By 1999, these figures were US$82 billion and 22.2 percent,
respectively.12

As the countries in the South Asia region generally opted for
state-led industrialization for the major part of their 40 years of
development, relying primarily on domestic resources and markets,
their attitude toward foreign investment was lukewarm and their
policies were restrictive. Consequently the flow of foreign direct
investment (FDI) of US$464 million in 1990 constituted a mere 0.23
percent of total FDI in the world. Subsequently, in 1999 the FDI
inflows into South Asia went up to US$3.1 billion, i.e., an increase of
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6.7 times. However, this still constituted a mere 0.34 percent of the
world’s total FDI and remained much smaller than the FDI flows
into China or other East Asian countries. For instance, the FDI into
China went up from US$3.49 billion in 1990 to US$38.7 billion in
1999. This resulted in an increase of its share of the world’s total FDI
from 1.7 percent in 1990 to 4.4 percent in 1999. In contrast the FDI
inflows into India increased from US$162 million in 1990 to US$2.17
billion in 1999.13 The success of China in attracting FDI was, inter alia,
attributed to its liberal regulatory regime and the expansion of the
special economic zones (SEZs). The SEZs offered attractive
incentives such as preferential tax and administrative treatment of
foreign enterprises, more advanced infrastructure and a liberal
business environment, and consequently the direct contribution of
FDI to GDP growth in China has been the highest in these provinces.
In fact, China has emerged as the most favored destination for FDI
flows. The success of the SEZs was evident from the fact that 40
percent of all FDI flow into China during 1990-97 was accounted for
by the three provinces (Fujian, Guangdong, and Hainan) with SEZs.
A recent IMF study shows the considerable contribution of FDI to
the dynamics of growth in China. It is estimated that FDI has led to
an increase of 3 percent in the GDP growth rate of China. This
successful example of China harnessing FDI to accelerate economic
growth merits emulation by the countries of South Asia.

Human Development Indicators.

The region’s human development indicators are improving, but
at a relatively slow pace.’® Over a period of three decades the
combined adult literacy rate increased from 32 percent in 1970 to 51
percent in 1997, which is rather depressing when compared to the
achievements of developing countries as a group (from 43 percent to
71 percent during the same period). A comparison with China (91
percent) and other East Asian countries like Korea (99 percent) and
Thailand (97 percent) is even more striking. The health indicators
show some improvement but also highlight the gaps. For instance,
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the infant mortality rate (IMR) has declined from 128 in 1970 to 69
per 1000 live births in 1999, but it is still very high when compared to
East Asian countries (32/1000). During the last 30 years the life
expectancy of South Asians has risen from 50 years to 62 years, but it
is still short of the world average of 66.4 years.

On the whole range of social indicators —such as life expectancy,
access to safe drinking water and sanitation, infant mortality, and
child malnutrition—the countries of South Asia (except for Sri
Lanka) are far behind most of the East Asian countries. The picture
looks even more disturbing when one moves away from the social
indicators to a broader range of indicators. For example, in 1999
India had only 75 TV sets per one thousand people, compared to 292
in China, 289 in Thailand, and 361 in Korea. In terms of telephone
lines per thousand people, there were only 27 in India as compared
with 86 each in China and Thailand, and 438 in Korea. In the same
year, there were only two mobile phones per thousand people in
India while China, Thailand and Korea had 34,38 and 500
respectively. If we take the case of internet hosts, India had only 32
internet hosts per one million people in 1999 as compared with 69 in
China, 884 in Thailand and as many as 10, 065 in Korea. While India
and other countries in South Asia are in the lowest 20 percent of all
countries in terms of the Human Development Index, the East Asian
countries are among the highest 20 percent.

Poverty Reduction.

Despite the fact that South Asia’s GDP grew at a rate of over 4
percent per year on average in 1961-89 and of over 5 percent in the
1990s, and that GDP increased more than five-f old from US$105
billion in 1960 to US$593 billion in 1999, the countries of South
Asia—except India—have witnessed increasing poverty. In fact, the
number of absolute poor in the region has increased from 270 million
in 1960 to approximately 515 million in 1995. This trend is
particularly disheartening because in the 1960s, all of the countries of
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South Asia (save Sri Lanka, with a poverty rate of only 37 percent in
1963) had over half of their population living in poverty. As the lone
exception to the trend, India reduced its poverty rate from 53 percent
in 1973-74 to 36 percent in 1993-94.16

Again, South Asia’s performance stands in contrast to East
Asia’s. Like their South Asian neighbors, the countries of East Asia
had poverty rates of over 50 percent in the 1960s. However, within a
span of 15-20 years (starting from 1965) these East Asian countries
experienced a remarkable decline in poverty. Estimates indicate that
Korea had just 5 percent (1984) of its people living in poverty, while
Indonesia had 17 percent (1987) and Malaysia had 15 percent
(1984).17 In subsequent years there was a further reduction in
poverty in these countries. For instance, in 1993 Korea had just 2
percent of its population surviving on less than a dollar a day, while
the corresponding number in 1999 for Indonesia was 7.7 percent.!®
With their earlier integration into the global economy, the East Asian
economies have reaped the advantages of growth and eliminated
poverty in the long run.

While South Asia has not made as much progress in reducing
poverty as East Asia, it does not suffer from the higher levels of
inequalities in the distribution of wealth affecting these neighbors.
For instance, if we consider the Gini index, which summarizes the
distribution of income or consumption in an economy, the four
major countries of South Asia had a lower index than China and the
other East Asian countries, with the exception of South Korea.’® The
World Bank’s World Development Report 2001 shows an index of 40.3
for China, 49.2 for Malaysia, and 41.4 for Thailand. By contrast,
Bangladesh has an index of 33.6, India has 37.8, Pakistan has 31.2
and Sri Lanka has 34.4. Based on these data, South Asia has
experienced a lower level of inequalities than the countries of East
Asia, and lower even than many developed countries including the
United States.20
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The most noticeable features in India’s poverty profile are that
poverty remains predominantly rural and there is a wide disparity
across Indian states, with uneven progress in poverty reduction.
Since the mid-1970s, the growth rate has risen, poverty has declined
and social indicators have improved. India has reduced the
percentage of its population living in poverty mainly through faster
economic growth (particularly that of agriculture), a rise in
agricultural wages, lower inflation, and human resource
development. In a recently published paper by Prof . S. R. Hashim,
who was a member of the Indian Planning Commission, the Gini
index was found to be improving during the pre-reform period (i.e.,
prior to 1990), albeit marginally.?! This implies that the reasons for a
large number of people remaining in poverty are embedded in the
slower growth of the economy as well as of productivity, rather than
in income inequalities. The faster pace of poverty alleviation with
high economic growth in the countries of East Asia shows that high
economic growth facilitates a more rapid progress towards poverty
alleviation. The dramatic reduction of poverty levels in India in the
reform period of the 1990s, a period associated with higher growth
rates, further reinforces this conclusion.

India and South Asia.

The relative size of the Indian economy and its population
implies that the changes taking place in South Asia reflect the
changes in the Indian economy to a large extent. Further, the growth
profile and the structure of the Indian economy is also identical to
that of the region. During the past 40 years per capita income in
India and South Asia increased more or less uniformly. The
correlation coefficient between the average annual growth rate of
GDP per capita for India and that of the region as a whole is very
high. During the long history of the pre-reform period (1961-89) as
well as in the relatively short reform period (1990-99), the changes in
the GDP growth rate in India and South Asia were strikingly similar.
We also notice similarities in the changes in the structure of output,
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such as the relative shares of agriculture, industry and the service
sector in GDP.22 These trends show that developments in India
parallel those in the other countries of the South Asia region.
Accordingly, the projections for India are taken as a base for future
projections of economic performance in South Asia as a region.

PART II: INDIA: ECONOMIC TRANSITION AND POLICY
CHALLENGES

Reform in the 1990s and Economic Trends.

The mixed economy model of development adopted by India,
with the state at the commanding heights, was successful in many
respects during the first four decades. Until the 1980s India had
combined a highly dirigisme approach to economic development
with conservative macroeconomic policies. The development
strategy was aimed at building a largely public-owned heavy
industry sector, leaving the production of consumer goods and
agriculture to the private sector in a highly regulated regime. As the
initial massive investment in import substituting industries
subsided, the pace of economic activity was dominated by low
productivity and inefficient public enterprises leading to slow
economic growth. The key assumption in this choice of post-
independence development strategy was the generation of public
savings, which could be used for higher and higher levels of
investment. However, during the last two decades the public sector
became a consumer of community savings instead of being a
generator of savings. Compared to the successful economies of East
Asia, the growth rate remained slow, the productivity level was low,
and progress toward poverty reduction remained rather limited.
Thus low productivity rather than inadequate savings explains the
weak growth performance of the decades until the 1990s.23 During
the second half of the 1980s the macroeconomic situation was
characterized by growth reversal and a fiscal deficit financed by
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borrowings, both external and internal, that reached unsustainable
levels.

By 1991, India suffered macroeconomic weaknesses, with the
central government’s revenue deficit reaching 3.5 percent of GDP, a
combined fiscal deficit of the states and the center that exceeded 10
percent of GDP, a current account balance that ran into a deficit of
3.2 percent of GDP, and a steadily increasing rate of inflation that
exceeded 16.7 percent by August 1991. Further, by 1991-92 the
outstanding liabilities of the central government exceeded 69 percent
of GDP. The interest payments on the public debt represented nearly
70 percent of the center’s fiscal deficit. At the heart of these macro-
economic imbalances were the rising public sector deficit in the late
1970s and the subsequent sharp rise in public debt and consequent
increase in interest payments in the 1980s.2*# These adverse
developments in the economy were further compounded by two
unexpected external shocks: the collapse of the Union of Soviet
Socialist Republics (USSR) and the Gulf War that caused an increase
in oil prices. The collapse of the USSR brought uncertainty to the
export market, since until then it had been providing an assured
export market. The war in the Persian Gulf had almost frozen
remittances from Indian workers in the Gulf region and also caused
a run on Non-Resident Indian (NRI) deposits held in Indian banks.
The high price of oil and the loss of workers’ remittances weakened
India’s current account position by US$1.5 billion, and the external
current account deficit widened to 3.5 percent of GDP. Despite
purchasing US$1.8 billion from the International Monetary Fund
(IMF) in early 1991, official reserves declined to US$2.8 billion. By
March 1991 the import cover of foreign exchange reserves reached
just 1.3 months of imports. For the first time, the foreign exchange
reserves touched the extreme lowest level of less than one billion
U.S. dollars, not even sufficient to cover India’s import requirements
for 2 weeks.?> The deteriorating fiscal situation and mounting
current account deficit precipitated an unprecedented macro-
economic crisis in 1991.
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The Indian authorities responded to the 1991 crisis by launching
a bold program of macroeconomic stabilization and structural
adjustment buttressed with assistance from the IMF. The first-
generation reforms that began in 1991 were a historic turning point.
Though the reforms started as a response to the prevailing crisis,
they went beyond conventional macroeconomic stabilization
measures. The reforms aimed at reorienting the economy from a
statist and highly controlled economy to a market-friendly one, “re-
linked” to the international economy through freer international
trade. Consequently, the Indian economy moved to a distinctly
higher growth path.

Over the decade since the reforms were first implemented, the
real GDP averaged 6.4 percent growth per year, placing India among
the top ten growth performers in the world. Excluding the growth of
1991-92, the average annual GDP growth rate during the subsequent
5-year period (1992-97) was 6.7 percent. This started decelerating in
subsequent years, with an average annual growth rate of 5.8 percent.
The higher growth profile emanated from a sustained improvement
in total factor productivity—a clear break from the past trend.
Coupled with a slowdown in the population growth rate, per capita
income also registered an impressive increase with an average
annual growth rate of 4.4 percent during the 1992-97 period.
Moreover, the improved growth performance has been accompanied
by distinctly lower inflation rates, e.g., less than five percent in
recent years compared to an average inflation rate near double digits
for the period 1970-1990.

The 1990s witnessed important strides in relinking India’s
economy with the world economy as it saw India’s share in world
trade increasing —once again a trend reversal from the experience of
earlier decades. The share of trade in gross domestic product also
increased steadily, and this share for the merchandise sector now
exceeds 30 percent. During this decade, the peak tariff levels were
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reduced from 270 percent to 35 percent and all quantitative
restrictions (QRs) on imports were abolished. These developments
are of fundamental importance for sustaining productivity growth.

The decade of the 1990s also witnessed a very significant
acceleration in financial sector reforms-covering the banking sector
and the capital markets, as well as the insurance sector. Most
importantly, the 1990s were marked by a virtual elimination of
financial repression, leading to the removal of the implicit taxation of
financial intermediaries. From a long-term perspective, the
cumulative transformation of the Indian economy has been
substantial. Indeed, the Indian economy in the year 2001 was a very
different one from that of the year 1991.

Further, the first generation of reforms in the 1990s has had a
perceptible impact in placing the development process on a
distinctly resilient footing. There are several indicators to this effect.
First, the variability in the growth rate and the volatility of inflation
rates, as measured by the relevant coefficients of variation (CV),
have been much lower in the 1990s compared with the earlier period.
Second, the traditional dependence on the vagaries of the monsoon
has come down significantly, with the dramatic decline in the share
of agriculture and allied activities from as much as 55 percent of
GDP in 1950-51 to only 25 percent in 1999-2000. 2¢ The share of the
service sector has pari passu shot up from 32 percent to 53 percent
during the same period with information technology (IT) being a
leading engine of growth for exports, employment and GNP. The
remittances in the year 1999 went up to US$12 billion or about one-
tifth of total export earnings. The conventional external vulnerability
indicators show a decisive improvement over the decade of 1990s. It
is not a coincidence that the Indian economy could withstand the
recent oil price rise and the resulting significant terms of trade losses
without precipitating a crisis. In the 1970s and 1980s, oil crises
invariably led to macroeconomic crises in India. This time was an
exception. The oil import bill shot up from US$6.4 billion in 1998-99
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to US$12.6 billion in 1999-2000 and further to US$15.6 billion in 2000-
01, signifying a cumulative terms of trade loss in excess of two
percent of GDP. But this loss was effectively financed through higher
exports and innovative financing instruments. Flexible exchange rate
policies coupled with a cautious approach towards short-term
borrowings insulated the Indian economy from the effects of the

Asian crisis in 1997, the Brazilian crisis in 1998, and the Russian crisis
in 1999.

During the 1990s India made remarkable progress toward social
development and poverty reduction. The poverty ratio—the
proportion of the population below the poverty line—has declined
significantly in the 1990s under the impact of the first generation of
reforms. Poverty estimates released by the Government of India
indicate that the poverty ratio has declined from 36 percent in 1993-
94 to 26 percent in 1999-2000, implying that more than 120 million
people have moved up over the poverty line. However, double that
number are still estimated to be below the poverty line.?” This means
there remains a long way to go to fully overcome the challenges of
poverty.

The 1991 crisis has compelled India to deregulate industry and
liberalize trade and investment. The macroeconomic reforms,
outward oriented policies and improved performance opened up
new opportunities for the integration of the Indian economy into the
global economy. There is no doubt the overall economic reforms
have generated positive results by increasing opportunities.
However, the “great question” remains: Are these trends of
accelerated growth sustainable so that India can meet its strategic
objectives of removing poverty and playing its rightful role in the
world by becoming a source of growth and stability for the global
economy? Recent setbacks to India’s growth performance make the
question relevant and urgent. For example, the real GDP growth rate
has shown a steady decline since 1997-98, with the annual average
growth rate during the last three years being less than six percent.
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The growth estimates for 2002 have already been scaled down to five
percent.? A quick glance into the basic data sources on the Indian
economy reveal that the industrial production growth rate, which
peaked at 12 percent in 1995-96, started decelerating and remained
sluggish during 1997-98 and 1998-99, and was estimated to grow at
merely 2.1 percent during the year 2001-2002. The gross domestic
investment rate, which was 26.8 percent of GDP in 1995-96, declined
to 23 percent in 1999-2000. The capital markets, an important source
for mobilizing investment, witnessed a slump during the second half
of the 1990s. For instance, the total number of primary issues (shares
and debentures) by non-government public limited companies has
declined from a maximum of 1,678 in 1994-95 to 79 issues in the year
1999-2000. The growth rate of exports, in U.S. dollar terms, fell from
22.6 percent during 2000-2001 to 1.9 percent during 2001-02. The
performance of the agriculture sector is much more alarming with
respect to its annual growth, which peaked at 9.3 percent in 1996-97,
and is projected to be negative in 2001-02 due to a fall in the
production of food grains from 209 million tons in 1999-2000 to 196
million tons. On the fiscal front, the combined fiscal deficit of the
center and the states in 1999-2000 has already exceeded 10 percent of
GDP —almost reaching the level of 1990-91. In fact the average fiscal
deficit of 9.2 percent during the period 1997-2000 is considerably
higher than the average of 7.5 percent of GDP during the period
1991-97. Similarly, the combined revenue deficit has reached 6.2
percent of GDP, exceeding the deficit level of 4.2 percent recorded in
1990-91. The ratio of central and state government debt stands at a
significantly higher level of almost 70 percent of GDP. The external
debt as a percentage of GDP has declined from 30.9 percent in 1994-
95 to about 21 percent in 2001. However, external debt exceeding the
US$100 billion mark and declining export receipts are going to take
the debt-to-export ratio to the levels that prevailed in 1991. All these
indices point to the main problems confronting the economy and the
likely challenges India has to face in the medium term. Thus the
economy, which is entering into a decelerating phase, needs urgent
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steps to restore its growth momentum in an adverse environment
due to the current slowdown in the world economy.

In these circumstances, if India continues with the “business-as-
usual” approach in the management of the economy, ignoring the
need for an accelerated investment in infrastructure, the present
economic slowdown may not only lower the growth rates to
politically unacceptable levels but also lead the economy into a
domestic debt trap. A recent IMF study shows the likely serious
implications of this trend in the absence of fiscal adjustments.? In
the absence of fiscal adjustments, the scenario projected for the year
2020 shows an exploding debt-to-GDP ratio of more than 140 per-
cent; a current account deficit of six percent of GDP; and an overall
public sector deficit of over 24 percent of GDP. In such a scenario the
public debt burden would explode, leading to macroeconomic
instability. Further, with the increasing size of the labor force and in
the absence of investments, unemployment problems would be
grave, and the resulting social tensions would undermine political
stability. Clearly, therefore, the business -as-usual approach is not a
sustainable growth path at all. This has to change.

Fortunately, there is a growing public awareness about the need
to accelerate GDP growth. The elaborate menu of policy reforms
suggested by the Prime Minister’s Economic Advisory Council in
February 2001 and the Planning Commission’s “Approach Paper for
the Tenth Five Year Plan” are indicative of this trend.3? Moreover, at
the political level the National Development Council (NDC) in India,
consisting of leaders from different political parties, approved the
objective of reducing poverty by 20 percent during the Tenth Five
Year Plan period (2002-07) and doubling per capita income in the
next ten years; it also implicitly recognized the need for accelerated
reforms to achieve the growth level required to meet such
objectives.3! Real GDP growth rates in the range of eight to ten
percent are contemplated as part of the strategy, with emphasis on
measures for increasing openness, enhancing productivity and

82



implementing a viable plan to reduce poverty. Consequently, the
strategy of a reform-led high-growth path based on second-
generation reforms is receiving increasing attention.

Second-Generation Reforms and “Reform-led” Growth.

Economic growth and poverty reduction require increases in
investments as well as factor productivity. In order to overcome the
problems of low productivity and the consequent poverty, and to
achieve and sustain a double-digit growth rate, the reform process
needs to be widened and intensified. Today, India is at a crossroads,
with a choice to proceed either on a “business-as-usual” path or the
“reform-led growth” path. The second-generation reforms will need
to consist of comprehensive measures which complement each other.
I will now discuss what should be the contents of these reforms.

Macro-, Meso-, and Microeconomic Reforms. The policy measures to
be undertaken in such a reform-led growth strategy can be broadly
identified as follows:

* Macroeconomic reforms that ensure increased transparency
and fiscal consolidation at the central and state levels, and
acceleration of the privatization process that includes redefining the
role of the government in the economy. These measures will lead to
the reduction of real interest rates, spur investment, and also lead to
an exchange rate regime that supports trade reforms.

* Mesoeconomic reforms that raise efficiency, productivity, and
private investment in infrastructure industries such as energy,
transport, telecom, and higher education and put in place a new
institutional architecture for the improved governance of the
economy.
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* Microeconomic reforms that promote competition in product
markets, factor markets, and the services sector, by allowing free
entry and freer international trade and by providing a “level playing
field” to all entities.

Macroeconomic Reforms: Improving Fiscal Health. In the process of
transforming the economy, the most important reform is improving
the fiscal health of the state. In this regard the Fiscal Responsibility
Bill, which is currently under consideration in the Parliament (spring
2002), provides the legal and institutional framework to ensure
intergenerational equity in fiscal management and long-term
macroeconomic stability. It also provides corrective measures to
eliminate the revenue deficit and to reduce the fiscal deficit to not
more than two percent of GDP over a period of 5 years. Thus, the bill
is set to reduce the growth of public debt, prescribe a limit on debt
stock, and stabilize debt as a proportion of GDP in a set timeframe.
Such fiscal legislation needs to be designed so that the government’s
ability to undertake counter-cyclical measures through fiscal policies
is not restricted. Further, in order to bring about fiscal discipline, it is
necessary to impose obligations to increase transparency in fiscal
operations, reduce secrecy in budget preparation, and regularly
review trends in receipts and expenditures every three months —and
to place the outcome of such reviews before both Houses of
Parliament. In this context the need for fiscal discipline in the state
governments, whose combined expenditure is as much as that of the
central government, is of equal importance. By 2000 the combined
deficit of the center and the states had exceeded 10 percent of GDP,
and the public debt by 70 percent of GDP. Almost 40 percent of the
fiscal deficit is due to the poor condition of state finances, which
needs to be rectified. Therefore the legislative initiative taken by the
center needs to be followed at the level of the states as well. The
outcome of such a fiscal correction would be the reduction of long-
term real interest rates from the current high level of six to eight
percent to three to four percent, which would reduce the cost of
capital, promote investment and technological innovations, and thus
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trigger a spectacular growth boom throughout the economy. Such a
reduced interest rate regime would also enable an exchange rate
regime that is supportive of trade liberalization.

An important area to focus on for promoting fiscal health is
related to a reduction in expenditures and an increase in revenues.
Both the center and the states are showering subsidies through direct
budgetary expenditures or through foregone revenues. The growth
in subsidies has been very high. In 1971, the total explicit subsidy
provided in the budget amounted to three percent of GDP, and
within three decades this share has increased four-fold, exceeding 12
percent. The merit subsidies—yielding more social benefits than
social costs—are estimated to be less than one-third of total
subsidies. Further, there are implicit subsidies in the form of the
under-performing public sector as well as indirect subsidies through
cross-subsidization. For in stance, by 1998-99 the central government
investment in the public sector reached about US$63 billion. The
post-tax rate of return on the investment was below three percent. If
these enterprises had achieved returns comparable to efficient
private enterprises, the rate of return would have been at least two
or three times higher. Therefore, to reduce the subsidy to inefficient
enterprises and also to release investment locked up in such
enterprises, India needs to pursue privatization vigorously. Further,
increasing user charges for services provided by the public sector
enterprises, such as power and water, would enable the states to
recover their costs, make their operations sustainable and in the long
run attract private investment and release government funds. These
measures would enlarge the supplies of needed infrastructural
inputs and reduce their costs to the economy, thereby spurring
growth in industry and agriculture.

On the revenue front, there is a need to increase the tax-GDP
ratio, which is presently very low. India’s tax-GDP ratio (center and
states) at 14 percent in 1999-2000 was lower than other Asian
countries like Korea (17 percent), Indonesia (15 percent), and
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Malaysia (19 percent) . This ratio needs to be increased so as to
reduce the revenue and fiscal deficits. The tax-GDP ratio needs to be
increased through 1) improved tax administration by using
information technology; 2) drastically pruning the tax exemptions,
e.g., small-scale sector exemptions from excise taxes; 3) bringing the
services sector into the value added (VAT) system of taxation; and 4)
widening the tax base. An improvement of four to five percent in the
tax-GDP ratio is needed.

Now let me turn to the size of the government. One of the
biggest drags on India’s development is increasing government
expenditure, particularly the ever-increasing wage burden. There-
fore, another important policy initiative would be to redefine the role
of the government, reduce its size, and reduce the structure of
employees’” compensation. With the implementation of the recent
Pay Commission decision, the public sector wage bill (government
employees plus public sector employees) has increased by two
percent of GDP. Besides bringing down the wage bill, a downsizing
of government would also mean privatization of nonstrategic public
sector enterprises, including the banking sector. Only those public
sector enterprises which are strategic in nature, such as atomic
energy, space and defense production, should not be permitted in
the private sector. All other enterprises should be privatized.

Privatizing the existing public sector enterprises by selling them
to strategic investors whether domestic or foreign can be one
possible route. But this has a very limited role at least in the near
future, as the political economy of India requires a somewhat
different strategy for privatization from those adopted by the
countries of Latin America, East Asia or Central Europe. Therefore,
the process of privatization would have to be transparent and lead to
an industrial structure that becomes more competitive and less
concentrated. Hence the privatization process would need to ensure
that major public sector undertakings such as oil companies, telecom
companies and steel companies become widely held. They would
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also need to be professionally managed by organizations observing
the best standards of corporate governance, maximizing value for
shareholders, and protecting the interest of all stakeholders
(including employees, suppliers and purchasers). Such aggressive
privatization will not only reduce fiscal stress but also considerably
increase efficiency in the economy.

Mesoeconomic Reforms: Infrastructure Sector. The next wave of
reforms that will be of crucial importance are the mesoeconomic
reforms, i.e., sectoral reforms covering major infrastructural sectors
such as energy, communications, transportation and financial
sectors. Currently, all these are under the public sector and in some
cases these are monopolies. Poor infrastructure is a major contrib-
utory factor to the lower competitiveness of India. The poor
performance of most of these enterprises is due to managerial
inefficiency and the poor realization of user charges. For instance,
the massive losses of the state electricity boards are attributed to a
combination of low prices for certain categories of users, like
farmers, and massive leakages in distribution due to inefficiency and
corruption. State road transport corporations also incur losses due to
setting uneconomic prices. These have become a drain on fiscal
resources, defeating the very purpose for which they have been
established: capital accumulation. India requires a mammoth level of
investment if it is to achieve higher growth rates in the next twenty
years. The estimated cumulative investment needs in the infra-
structure sector by 2022 could be in the region of US$1.6 trillion to
US$3.6 trillion. If privatization and competition are introduced in
these sectors, it would not only facilitate rationalization of prices and
pave the way for efficient use of resources, but also promote
investments from the private sector. Consequently, the gains to the
economy are likely to be quite spectacular. Even in advanced
economies such as the United States, which liberalized the transport
and energy sectors over the last 20 years, efficiency gains have been
as high as 10 to 15 percent of the sectoral GDP. Some studies suggest
that the benefits of these mesoeconomic reforms to the Indian
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economy could be as high as three to four percent of GDP per
annum.?? In this regard, Chinese policy that successfully leveraged
infrastructure to induce foreign direct investment is an example to
emulate.

Mesoeconomic Reforms: Regulatory Institutions. The next wave of
reforms should reach the factor markets—e.g., land markets and
natural resource markets such as water —as well as institutions that
nurture and regulate various markets. The “mother of all markets”
—the financial markets—are still vulnerable to the actions of
individuals and/or small operators. The recent developments in the
Indian stock markets have shown the deleterious impact of the
actions of one private bank, one cooperative bank or the manage-
ment of a major stock exchange.3® Such impacts can be avoided only
by a strong regulatory regime. In a rapidly integrating world, the
risks to the stability of the financial markets get amplified if regula-
tory regimes are weak. To cope with such problems, reform
measures must involve the banking sector, securities markets, the
foreign exchange market, and the insurance sector. Such a new
institutional architecture should include an independent monetary
authority —independent along the lines of authority enjoyed by the
U.S. Federal Reserve and the Bank of England in the United
Kingdom—and a council of financial regulators consisting of the
Central Bank, the Securities and Exchanges Board of India, and the
Insurance Regulatory Authority for coordination and supervision of
all financial markets.

The institutional reforms should also include state and quasi-
state institutions as well as the judiciary and civil society. The
reforms in this sector would strengthen the social capital base as well
as the physical and human capital bases of the economy. Pushing
policy reforms further to strengthen the physical and human capital
bases of the economy requires consensus among the major players in
the economy — politicians, businessmen, labor unions, social organi-
zations, etc. Therefore, introducing measures to strengthen the social
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capital base will facilitate this process. Although many leading
economists are skeptical of “social capital,” coming from India, I find
the concept as elaborated by Francis Fukayama quite appealing.34

Mesoeconomic Reforms: Reforms in Education. In addition to its
intrinsic value, education is also valued for what it can do in terms of
human resource capabilities. It is this sector that could make or break
India. Compared to 1951, when more than four-fifths of its adults
were illiterate, India reached a remarkable level of achievement by
1997, when almost two-thirds of its adult population had attained
literacy. Compared to China, however, the gap is huge: with an
equally large population and similar size of illiterate population in
the 1950s, the PRC has now virtually eliminated illiteracy among its
younger population and raised adult literacy to 80 percent. To
reduce such a gap requires an enormous effort with resources on a
matching scale. It is estimated that an additional amount equal to 1.9
percent of GDP would be required annually to provide schooling to
those who are not currently in school.3®> Thus, demand for state
support is going to mount pressure on the fiscal resources.

University-level education, currently funded by the state, is
another area that will require huge amounts of investment in a
growing economy. Currently the barriers for investment in higher
education are many. These institutions face enormous constraints in
terms of financial resources and operational freedom. Reforms that
can attract private investment into universities and institutions of
higher learning would reduce the funding burden of the state and
improve the quality of their output. With these reforms and a
supportive public policy on science and technology, Indian
universities would have the potential to become part of a coherent
framework in advancing technological innovations for economic
growth. Such innovations could also contribute to the global pool of
knowledge and technological progress.
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Mesoeconomic Reforms: Quality of Governance. So far, I have
discussed the need for policy reforms for economic growth, which
obviously have to be promoted by the government. A critical issue
that is intertwined with sustainable growth is the quality of
governance. Governance encompasses a whole range of issues—
from the formation of the institutions of government to the quality of
the checks and balances in the relationship between such institutions
on the one hand and the citizens on the other. The quality of
governance directly and indirectly affects factor productivity, the
general quality of life and the liberty of the people. Weak governance
leads to poor service delivery and excessive bureaucratic control,
thereby impeding development. It leads to the centralization of
bureaucratic systems, distortions in public expenditure, the
deterioration of physical infrastructure, the reduction of public
revenues and increases in the parallel economy.3® The state
apparatus, such as the legal system and the police, come under the
influence of a few people with vested interests. In India, while the
role of the state has increased, its capacity to deliver has declined.
There is an increasing recognition that successful implementation of
reforms needs efficient institutions of governance that can deliver
public services and promote policies to mitigate the negative impact
of a market economy. Consequently, many states in India have
initiated reforms to improve the quality of governance and
introduced measures for the empowerment of the people. States like
Madhya Pradesh, Kerala, and Rajashtan have introduced innova-
tions in the fields of education and health services. Information
technology is being put to intensive use to empower the people and
increase quality in the delivery of services; it is also being used in the
monitoring of development works. The state of Andhra Pradesh has
been doing pioneering work in this regard. In some states like
Rajasthan, people are empowered with the right to seek and the
means to get information on public works. In states like Kerala,
people are becoming involved in the local-level planning, thus
increasing the stakeholders” participation in allocation decisions. A
number of states are now competing to provide improved services.
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This trend needs to be extended further across India. Improving
governance is a key challenge to India’s political system.

Microeconomic Reforms. Microeconomic reforms would promote
competition in product markets and services. Allowing free entry
into these markets and freer international trade are central for
achieving sustained productivity growth. To achieve this, one of the
foremost policy measures would be to reduce the tariff and
investment barriers, and let the winds of international competition
blow freely. Today, with a 34 percent tariff rate, India continues to
have one of the highest tariff barriers in the world. India needs to
accelerate its program of tariff reduction to reach East Asian levels
by 2010, and the levels of the Organization of Economic Cooperation
and Development (OECD) members by 2020. By that time India
could also achieve tariff-free intra-regional trade in South Asia. If the
quantitative trade barriers are reduced by 50 percent, it has been
estimated that the gains would be 1.5 percent of India’s GDP.3” The
complete elimination of non-tariff barriers and the reduction of
tariffs will lead to even greater welfare gains. These gains could be
achieved through increased allocative efficiency and would not
require any new physical investment or new capital.

In the legal arena, the laws relating to competition policy, the
provisions governing bankruptcy and liquidation wunder the
Companies Act, and the provisions in the Sick Industrial Companies
Act are fundamentally flawed, as these sustain systems that restrict
competition and make the revival of sick companies extremely
difficult. Therefore, in order to correct such a situation, India needs
new competition as well as comprehensive laws on bankruptcy. The
combined effect of these reforms will provide the springboard
needed for further dynamic gains, particularly by attracting new
investments and associated productivity growth.

The role played by the small-scale industries (SSI) sector is of
vital importance due to its potential to increase employment and
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reduce regional imbalances, especially in rural areas and in the non-
farm sector. This sector acts as a valuable entry point for
entrepreneurs who start small and grow big.38 India’s unique policy
of reservations of certain small industrial activities and investment
limits to the SSI sector prevents this sector from becoming strong,
viable and able to successfully face international competition. This
policy of reservations needs to be reconsidered, as many expert
studies have found them to be irrational in the face of competition
from imports, and concluded that such reservations have hurt export
capability in many areas.?® Although the SSI reservations issue is
sensitive, the ambitious recommendations suggested by the Abid
Hussain Committee need to be implemented in a phased manner,
initially abolishing reservations for select products in which India
has a strong export potential.#® A reformed SSI sector, with the
flexibility to increase investments, can opt for efficient technologies
and grow larger networks of units that assure international buyers of
quality products, adequate quantities, and timely supplies. In the
background of dismantling the Multi-Fiber Agreement (MFA)
regime in textiles by 2005, the recent decision to dereserve garments
is timely as it removes the garment exports from textile quota
protection and prepares them to face competition. This logic should
apply to other products too.

In India, a major shift in attracting foreign direct investment
(FDI) started with the changes in the regulatory framework of FDI in
1991. India opened up sectors previously closed to foreign investors,
including power generation, followed by other sectors such as
telecommunications, cable networks, etc. As a result of the changing
investment climate, the net inflow of FDI shot up from US$74 million
in 1991 to US$3.6 billion in 1997 —the year in which India benefited
from its highest level of FDI. However, in comparison, China also
experienced a peak inflow of FDI during 1997, attracting US$44
billion—i.e., twelve times that of India. China’s share of FDI that
year constituted about ten percent of the total FDI in the world. In
India’s case it was less than one percent. The FDI flows have a
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positive impact in accelerating GDP growth in China as FDI brought
in new technologies, managerial know-how and indirectly enhanced
its impact by augmenting total factor productivity.*! Similarly, India
should tap the advantages of globalization by reducing barriers to
investment through a better handling of challenges related to the
investment climate. These challenges include improving the quality
of infrastructure, providing sound regulation of industry, removing
entry and exit barriers for the firms, and addressing the inefficiency
and corruption that cause delays. Thus, if overall gains from internal
liberalization, privatization of public sector monopolies and
improved investment climate are also included, the benefits referred
to earlier would be even more substantial. The technology
revolution, based on all-purpose information technology, is going to
yield manifold macroeconomic benefits through its contribution to
productivity growth, followed by falling prices that encourage
capital deepening and the reorganization of production around
capital goods.#? Therefore, if you take into account the dynamic
efficiency gains arising from new investments and new technologies,
supported by investment promotion policies, the gains would be
truly spectacular.

In the factor markets, reforms in the labor market are very
important. Although India’s present labor welfare legislation for
organized labor appears to have served the laudable objective of
protecting employment, the actual effect has been quite the opposite
as it discourages labor-intensive industries. Some of the legislative
provisions discourage foreign direct investment, especially in labor-
intensive industries, and put the Indian industry at a disadvantage
in the era of globalization. Some of the strategies adopted by
entrepreneurs make industry less competitive. Reforms in this sector
are needed to balance labor interests with the need to increase the
performance of enterprises. Therefore, legislative reforms that are
underway should encourage labor productivity and provide
employers with sufficient flexibility to reduce the volume of
employment or restructure their units to reflect changes in market
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conditions. They should also encourage employers to continuously
update technology. These reforms would provide growth
momentum to the Indian economy on the basis of increased factor
productivity and capital accumulation. While the first-generation
reforms focused essentially on macroeconomic policies, the second-
generation reforms, with the synergetic effects of macro-, meso- and
microeconomic reforms, would accelerate overall economic growth
through sustained growth in total factor productivity, and thereby
achieve the goal of eradicating poverty.

One may recall that the miracle economies in East Asia and
China achieved high growth when their proportions of the
population working were the highest, resulting in increased labor
supply, increased savings and investment, and accelerated
productivity growth.#3 In India, with a higher share of the popula-
tion working, the changing demographics offer a similar opportunity
now. The policy reforms in Korea and China during the last 20 years
were almost synchronized with their demographic transition, and
the present state of the Indian demographic transition offers a
similar conjunction. Just as China and South Korea brought their
dependency ratios down from over 60 percent in 1980 to the 40-48
percent range by 1999, it is feasible for India to reduce its current
dependency ration of about 62 percent to about 47 percent by 2020.
This could help achieve higher rates of savings, investment and
economic growth. What India needs is high-velocity reforms to make
use of this once-in-a-lifetime opportunity.

The Growth Scenario: South Asia in 2020.

The synergetic effect of macro-, meso-, and micro-economic
reforms with favorable demographic dynamics would enable India
over the next two decades to achieve a GDP growth rate of eight to
ten percent—similar to the one achieved by the miracle economies of
East Asia and China—and raise its GDP to US$3 trillion by 2020.4
Such growth would lead to increased per capita income at least 3.5
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times that of the present level. The second-generation reforms
involving concerted action and radical departures from present
practices would also result in the enhancement of human well-being
through improved access to basic social services, especially in
education, health, availability of drinking water and basic sanitation.
In such a scenario the poverty ratio would likely decrease to ten
percent by 2012, leading to the removal of absolute poverty by 2020.
The reform-led growth would also bring India’s share in world trade
to a much higher level. The experience of economies like China and
South Korea over the past 20 years indicates that successful
economic reforms and consequent accelerated growth led to export
growth of 14-15 percent every year. With intensified reforms and
increased openness, the South Asian region could also attain a
similar growth in its exports. Thus, the reform-led growth would
likely boost India’s exports from the present level of US$51 billion to
about US$800 billion by 2020.

In the energy sector the countries in the region rely on a
significant level of imports. These fuel imports constitute about 18
percent of the total value of imports into the South Asia region. The
import of fuel by India and Pakistan is now in the range of 20-21
percent of the value of their respective imports. With the accelerated
economic growth, there would be a corresponding increase in the
demand for energy. In this regard, the International Energy Agency
projections on “oil balance” indicate that India’s reliance on
imported oil from the Middle East is bound to grow significantly. By
the year 2020 it is estimated that more than 90 percent of India’s oil
requirements will be met through imports that would be equivalent
to more than 60 percent of Saudi Arabia’s present production.*> With
such an increase in hydrocarbon imports, India would become a
major player in the world oil market and consequently would need
to develop strategic, economic and political relationships with
countries in the Persian Gulf region.
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In the service sector, in the 1990s India’s share in the global
services trade doubled from 0.6 percent to 1.2 percent, pointing to
the emergence of India as an influential player in global services,
perhaps similar to what China has become in manufacturing exports.
We have already seen an enormous increase in India’s export
earnings associated with the Information Technology (IT) sector,
which has grown at more than 60 percent per annum during 1992-99.
The Taskforce on Information Technology has stated that “with a
potential US$2 trillion global IT industry by the year 2008, policy
ambiance will be created for the Indian IT industry to target for a $50
billion annual export of IT software and IT services by this year. ...”4¢
Although such a goal in the IT action plan sounds ambitious, the
recent performance of the IT industry proves the potential of this
sector. For instance, the Indian software industry, which employed
400, 000 professionals by the end of 2000, has zoomed from a mere
US$20 million 10 years ago to US$8.7 billion in 1999-2000. It is
estimated that this sector is likely to employ over 2 million people by
2008.47 Keeping in line with the trends in software exports, the
remittances from the Indian diaspora are estimated to have increased
from about US$1.7 billion in 1991 to about US$11.5 billion in 1999,
constituting about 2.5 percent of Indian GDP. Already in the 1990s,
India’s share in global services trade doubled from 0.6 to 1.2 percent,
while that of goods exports barely increased from 0.6 to 0.7 percent.*8
Thus, with the increasing contribution of the service sector, led by
engineers and professionals from institutions of higher learning, on
the one hand and the increased competitiveness that will follow
second-generation reforms on the other, attaining sustained growth
in exports is well within India’s reach.

At the regional level, the need for increasing regional trade has
been recognized by the countries in South Asia. The South Asian
Preferential Trade Agreement (SAPTA), which started in 1993, was
very cautious in tariff reduction. Under SAPTA, Bangladesh, India,
Pakistan and Sri Lanka committed to establish preferential trade
arrangements among themselves with respect to 300 commodities.
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The constraints in its implementation are complex and numerous,
ranging from the existence of poor communications and
infrastructure to security concerns. But once the SAPTA is fully
operational, the gains in the entire region would be substantial.
Further, with the changes in the structure of the Indian economy that
follow second-generation reforms, exports would be competitive due
to an increase in productivity. This would help to diversify the
composition of India’s merchandise. For instance, exports would
shift to more capital-intensive products such as textiles, software,
machinery and equipment, light manufacturing, and heavy
manufactures.#® On the strength of increased openness associated
with all these reforms and by virtue of the implementation of
SAPTA, as well as other measures proposed by the countries in the
region, the intra-regional trade share is expected to increase. Even if
it achieves only 50 percent of the levels achieved by other regional
trade arrangements in Asia such as ASEAN, whose intra-regional
trade constitutes about one fifth of their total trade, the intra-South
Asian trade in 2020 will be as much as US$120 billion.

In recent years other major countries in the region such as
Bangladesh, Pakistan, and Sri Lanka have also embarked upon
reform programs. With assistance from international financial
institutions including the IMF, Sri Lanka has initiated economic
reforms to restore macroeconomic stability and develop a poverty
reduction program.®® Under the aegis of a new IMF facility (the
Poverty Reduction and Growth Facility), Pakistan adopted an
economic program in 2001 to increase growth through sound
macroeconomic policies and structural reforms.5! Similarly, the new
government in Bangladesh is taking steps to improve governance
and implement decisive reforms on the basis of a Poverty Reduction
Strategy Paper (PRSP). The development partners supporting
Bangladesh are prepared to increase assistance to the country in its
pursuit of a broad-based program of macroeconomic stabilization
and structural reforms.>> Thus, with all the major countries in the
region pursuing reforms at the same pace, if not faster than India, an
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increasingly open and more integrated South Asian economy would
be able to increase the region’s GDP from the present level of US$593
billion to as much as US$4 trillion by the year 2020, and
consequently also substantially improve the region’s overall human
development index score. If the world economy continues to grow at
an annual rate of three percent, as witnessed during the 1990s, South
Asia’s regional share in world GDP would increase from the present
level of only one percent to more than five percent.>

Thus by 2020, the South Asian region, with India leading on the
reform front, has the potential to become one among the top four
economic giants. At this juncture, given the large size of its
population and its current stage of demographic transition with the
consequent advantage of a low dependency ratio, the resource-poor
South Asian region is uniquely positioned to promote policies for
accelerated growth. These policies would build on the success of the
reforms that began in the 1990s and make up for the delay of the last
four decades. The South Asian countries, the latecomers in the
“game” of reform-led growth, would also be in a position to tame
the challenge of poverty in the coming two decades. The journey of
miracle growth, which began in the late 19th century in Japan and
spread to the East Asian countries and China in the second half of
20th century on a “flying geese” pattern, would now cross the Indian
Ocean to make South Asia a “new growth miracle.” This would
make the South Asian region more prosperous, with intensified
intraregional interdependence from increased levels of trade and
investment flows. It would also provide the region a durable peace.
Only then could South Asia play its rightful role in the world
economy and global affairs.
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CHAPTER 6

DEMOGRAPHIC FORCES IN SOUTH ASIA THROUGH 2050:
POPULATION, ECONOMY, AND HEALTH

Shripad Tuljapurkar

Introduction.

This chapter surveys trends in demography and related aspects
of human capital and economic change in China, India, and Pakistan
centered on the start of the 21st century. Although this chapter is
concerned with South Asia, it is motivated by questions—security,
strategic balance, alliances —that make it essential to include China
in order to provide context and comparison. The first goal of this
chapter is to describe the large demographic shifts that have
occurred and continue in these three countries, and to describe their
implications for policy. The second goal is to describe some changes
in aspects of human capital and economic change, particularly
literacy, employment, and infrastructure. This chapter does not
directly address strategic questions but rather the backdrop against
which those questions need to be examined. The chapter concludes
with a summary of the factors and trends considered here and their
likely impact on the future of India and Pakistan.

The chapter begins with discussions of fertility and mortality
change and their trends and forecasts. Mortality change is closely
tied to health status, and this connection is briefly discussed. Given
these changes, the chapter considers age structures today and their
changes over the next 50 years. The focus is on features that are not
commonly appreciated, including the certain prospect that the
growth rates of important age segments will change dramatically
over the coming decades. The chapter then turns to literacy and
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education, which are the important elements of human capital, and
considers trends and projections of these and the differences to be
expected across the region. Next, the chapter considers labor force,
employment, Gross Domestic Product (GDP), and some related
indicators of economic capacity. The final section summarizes the
overall outlook suggested by the factors that are discussed below.

The discussion here relies on a range of sources but an effort is
made to point out the limitations of the data and analyses where
necessary.

Fertility Decline.

It is now commonplace to observe that in 2000 China and India
together make up nearly a third of the global population, up from
about one-fourth in 1950.! This relative growth was the result of
many decades of relatively high fertility in both countries. Yet the
past three decades have seen a substantial and sustained decline in
fertility in China and India, and Pakistan appears to have begun a
fertility decline as well in the past few years. To indicate the trends, a
useful summary measure of fertility in any year is the Total Fertility
Rate (TFR), which is essentially the total number of children that an
average woman would have in her lifetime —if she were to live her
life in the conditions of that year. It is obvious that fertility is at a
“replacement” level if every woman has a TFR of about two, which
will result in a population staying roughly constant in number.

In all three countries, efforts have been made to reduce the TFR
from a high value of about six in the early 1950s towards
replacement—Figure 1 shows the trends and forecasts for all
countries. In this and other cases, the forecasts used here are taken
from the World Bank projections;? these are largely similar to those
of the United Nations (U.N.). Between 1970 and 1990, China made a
remarkably quick transition to replacement TFR via the one-child
policy, and its TFR has since fallen below replacement to near 1.8,
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Figure 1. Total Fertility Rate (TFR) Past and Present.

India’s TFR has fallen at a slow but steady pace since 1970, and is
currently about 3.2. (In this chapter the word “about” is used to
qualify values that have margins of error of a few percent but where
it is unwise to be more precise without a great deal of additional
detail.) In Pakistan, fertility has been resistant to change: several past
studies have declared that TFR is falling, only to be followed by
subsequent measurements that show TFR to still be at a high level .4
It now seems fairly certain on the basis of several independent
assessments that Pakistan’s TFR, currently the highest of the three
countries at about 5.7, has finally started to decline.

Figure 1 also shows projections of future fertility, partly based on
assumptions by the World Bank. China is shown at a TFR of 1.8 for
the next 50 years, which is lower than World Bank estimates.
William Lavely discusses the problems of correctly estimating
current TFR from Chinese census data which are subject to “adjust-
ment” for official purposes.> A value of 1.8 or lower for TFR seems
likely for several reasons: informal indications are that China’s TFR
has fallen below replacement; China’s policy commitment to the one-
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child policy has been firm in recent years; and urban TFR and rural
TFR in the majority Han population are declining or steady. It is
possible that TFR will be unstable over time as the last large cohorts
of only children hit their childbearing years, and as China
experiences economic cycles, but the level of TFR seems certain to
stay low. Regional variation in China’s TFR is smaller than in the
other countries — there is higher rural fertility than urban but only by
half a child or so. The minority Chinese populations are permitted to
have more than one child and often do, but their contribution is
small and even their fertility is following the national trend.®

India’s TFR has been declining for decades, accelerated by
increases in literacy, educational attainment, and contraceptive use.”
The government now has a formal population policy that includes a
commitment to reach replacement TFR by 2010. Uncertainty about
this goal is due to the well-known problem of the “BIMARU” (sick)
states of Bihar, Madhya Pradesh, Rajasthan, and Uttar Pradesh,
where high TFRs of well above four are coupled with low literacy
and high mortality. The Planning Commission of India appointed an
Expert Panel that made projections in 1996 which are based on
excellent demographic analyses, and they predict that these problem
states will not reach replacement until about 2030. But the remaining
states should reach a TFR of 2.1 by 2015 or 2020 — this without any
impetus from a national policy. An overall target of 2010 to 2015 is
optimistic but may well be achievable with political consensus.

Pakistan’s TFR is now falling and analyses of fertility transitions
in other countries suggest that rising literacy, declining mortality
and increasing contraceptive use are likely to lock the trend into
place8 The rate of decline shown for Pakistan in Figure 1 is that
assumed by the World Bank in their latest projections and is similar
to what the U.N. Population Division assumes. It is clear that the
assumptions for Pakistan parallel what happened in India but with
decline accelerated by about a decade. However, there is substantial
uncertainty about Pakistan’s future TFR: the economic environment
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has had a definite effect in the past, and continued steady growth is
probably necessary to achieve the projected TFR. Also, there is a
great deal of variation between urban and rural populations, and
between provinces. Of the forecasts in Figure 1, then, the one for
Pakistan is most uncertain; the other two are well-supported but
remain uncertain with regard to level and timing. In practice, it is
best to visualize the uncertainty in projected TFR in terms of an
uncertainty “band” around the projected values: over the period
shown in Figure 1, we may rely on other analyses to argue that the
width of such a band will be about 0.5 for China, 0.75 for India, and
2.0 for Pakistan.®

Mortality and Health.

The three countries have also experienced mortality declines in
the past three decades. Table 1 displays two standard measures of
mortality: infant death rates per 1000 live births and life expectancy
for each of the specified years. The values in Table 1 are for both
sexes combined, and include the U.N. projection for 2050. For
comparison, note that in the year 2000 the values for the United
States are an infant mortality of seven and a life expectancy of 77.5
years.

It is clear from Table 1 that China has made rapid progress in
reducing mortality in the past decade, that India and Pakistan have
also made regular progress but at a slower rate. The numbers for
Pakistan are probably close to those for India. It is worth noting that
the projected values for India and Pakistan may be too pessimistic.
Recent data from India (from a large national sample, the Sample
Registration System!?) indicate that declines in infant mortality were
slow in the 1990s but have speeded up in the past few years.
Experience with long-term analysis of mortality change in other
countries suggests that long-run rates of mortality decline can
provide a better assessment of prospects than short-run slowing
down or speeding up—on this argument, the long-run prospects
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may be comparable in the three countries.

Infant Infant Infant
Death Life Death Life Death Life
Year Rate  Expectancy Rate Expectancy Rate Expectancy
China India Pakistan
1990 43 68.4 80 57.2 106 56.7
1995 35 69.9 74 60.6 93 59.1
2000 29 71.4 65 62.5 82 61.1
2050 13 79.0 25 75.4 36 73.7

Sources: World Bank, World Population Projections: Estimates and Projections with
Related Demographic Statistics, Baltimore: published for the World Bank by Johns
Hopkins University Press, 1994; United Nations, World Population Prospects: The
2000 Revision, New York: The UN, 2001.

Table 1. Infant Mortality and Life Expectancy.

In all these countries, the decline in infant mortality is a useful
indicator of the effectiveness of health policy aimed at child health.
Assessments of the health care systems in India and Pakistan by the
World Bank show that poor nutrition remains a widespread problem
for young children (under 5 years) in both countries, and also among
low-income women and mothers.! India has made substantial
efforts to immunize children against communicable and infectious
diseases, which probably accounts for the lower infant mortality rate
as compared to Pakistan. But facilities such as safe drinking water
and ready access to low-cost primary care remain a challenge. The
public health sector in both countries is large but relatively ineffi-
cient, and the private health sector is focused on high-income
groups.

The other numbers in Table 1 are the expectation of life at birth
as computed from the age-specific probabilities of death in a given
year. These values are correlated with infant mortality, but they also
depend strongly on mortality conditions of children between the
ages of 1 and 15, and of older adults at ages 45 and up. Here, too, it is
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clear that China has much lower levels of mortality, with India and
Pakistan showing much higher and similar mortality. For many
years in India and Pakistan, female mortality at all ages was
atypically higher than male mortality (relative to all industrialized
countries). This differential was clearly related to the lower status,
lower economic capacity, and poorer health conditions of women.
But the differential has narrowed and female mortality has been
falling faster than male mortality over time in both countries.

A potentially large impact on mortality in all three countries will
result from the spread of HIV through the sexually active popula-
tion. In India, there is wide public and official recognition of the
issue, and a reported 3.5 million infections exist in 2000. The Indian
government has a policy to treat infected cases and reduce the
spread of new infections. India is also in the unusual position of hav-
ing a strong local pharmaceutical industry that is active in the
production of antiviral drugs and other treatments. In Pakistan,
there are few reported infections, but the country certainly is
vulnerable to the spread of HIV. Given the experience of other
societies, including India, there is reason to think that HIV may
spread to a large number of people before it is officially recognized
as a problem in Pakistan. In China and India, HIV will produce a
sizeable lowering of the projected life expectancy, perhaps by about
3 years by 2025. Much of this increased mortality will be felt among
the younger male population, not overall.

All three countries report unusually high male-biased sex ratios
at birth. In a population without a strong bias towards male children
and against female children, good data show that the sex ratio at
birth is 105 males to 100 females. Natural (genetic, environmental)
variation around this ratio is small. So a population in which this
ratio is significantly different is almost certainly one where females
are “missing.” They may simply be missing from official counts
because people do not report them when they are very young, or
really missing because of infanticide, sex-selective abortion, and so
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on. It is well known that the sex ratio at birth in China has been
increasing rapidly since the advent of the one-child policy and is
now about 122. In India the data are consistent with a ratio of about
110.12 Pakistan’s sex ratio is in the same range as India’s.13

This sex-ratio bias is an indicator of the low status of women,
and can be traced to higher female than male infant mortality rates
and abortion rates. The implications of these unbalanced sex ratios
for the condition of female infants are grave. Aside from that, there
will be a shortage of females in the marriage markets in these
countries over the next few decades. We may hope that the impact of
this imbalance on female status and roles will be positive.

Population Age Distributions.

Fertility and mortality together determine population age
structure, which can be summarized in a population pyramid
showing how many (or what proportion of) people there are at
different ages. In any given year, the population structure of a
country is a summary and reflection of the history of fertility and
mortality rates in past years. In some countries, like the United
States, immigration is an added and important factor, but it is not
important for the countries we discuss here. Figures 2 and 3 show
population structures for the three countries in the 1990s. China’s
structure shows dramatic variation with respect to age. There is a
population “bust” between ages 30 and 40— this is the signature of
the Great Leap Forward and famine of the late 1950s and early 1960s.
A second “bust” is centered at age 15 and reflects the one-child
policy starting in the 1980s. The relative “boom” just below age 10
was generated by the “bulge” of people shown at age about 30—
these were the cohorts sandwiched between the Leap and the one-
child era. India shows just the one sizeable “bust” at ages 5 and
below, reflecting the sizeable decline in TFR in just the past decade.
For Pakistan (Figure 3), where the TFR decline has barely begun, the
age structure shows only a steep decline with age. The shape of the
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Figure 2. Age Structures Compared: China and India.
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Figure 3. Age Structures Compared: India and Pakistan.
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age structure in Pakistan reflects the classical pre-transition demo-
graphy of high fertility and mortality. During a demographic transi-
tion, fertility declines result in baby “busts” that are inevitably
followed some years later by “echo” baby booms. Mortality decline
is also a characteristic of demographic transition, and results in a
longer-lived population so that the old-age tail of the population
structure elongates. For populations in transition, the age structure
will be noticeably variable with peaks and troughs at different ages.

Projections. The World Bank projections (used below) and U.N.
projections rely on the fertility and mortality projections discussed
above. As fertility and mortality fall, the population structures will
start to flatten at the younger ages (as birth rates decline) and display
increased weight at the highest ages (from increasing life
expectancy). The economic consequences of these trends are sub-
stantial. One way of assessing the trends is in terms of dependency
ratios —ratios of the number of young (under 20) or old (over 65)
people to the nominal labor force (people 20 to 65). Figure 4 shows
the projected dependency ratios for all three countries, with the U.S.
2000 values marked in for context. The dependency ratios are a good
indicator of “support” burdens—the fraction of labor wages earned
by the 20 to 65 age segment that is needed to support the young and
the old. Economists use the term “transfers” to describe such expen-
ditures from private and public sources. Clearly, lower transfers
imply that a higher fraction of labor income is available for increased
consumption or savings, and thus imply a higher contribution to
economic growth.

Figure 4 shows that the total dependency ratio (adding the
displayed fractions in the two panels) should decline substantially
over time in both India and Pakistan, by as much as 30 percent. This
decline represents a major demographic window of opportunity
during which effective government policy can stimulate savings
rates and economic growth. Successful examples of such economic
stimulus include many East Asian countries.!4
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Figure 4. Young and Old Dependency Ratios
Projected into the Future.

A different perspective on the economic potential of demo-graphic change is
obtained by examining projected rates of change in age segments. Consider just
one example, the age group 15 to 20, which includes persons who are completing
education and prepar-ing to enter the labor force. This age segment is an
important focus for government policy in terms of education, occupational
training, creation of jobs, and so on. Figure 5 shows projected annual percent-age
changes for the 15 to 20 age segment in the three countries. Note that India and
Pakistan will experience a substantial decline in the growth rate of this segment of
the young population, with long periods when the growth rate will be zero or
slightly negative. For governments, such declines represent both an opportunity —
because, for example, expenditures on education will not have to increase forever
and may be freed up to spend on other priorities —and a challenge, because
resources will need to be allocated in an efficient manner to anticipate changing
needs. These structural shifts will be a serious preoccupation of government,
education, and business over the coming decades.
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", Pakistan

Figure 5. Projected Annual Percentage Change by Age Group:
15 to 20 years.

Human Capital and Labor.

We now turn to a comparison across the three countries of some
elements of human capital and labor. A useful basic index of human
capital is literacy, which has been rising in all three countries
especially in recent years. Table 2 displays the percentage of the
population of each sex that is illiterate.!> Literacy is on the rise most
rapidly in China, while India and Pakistan still have substantial
percentages of the population illiterate. There is a substantial
difference favoring males over females in all countries, but it is
especially large in Pakistan. More detailed assessments show that in
India literacy is rising far more rapidly at the youngest ages and in
the past few years, whereas World Bank data show that Pakistan is
still making only slow gains in this area.’® Both India and Pakistan
are characterized by large rural-urban differentials in literacy,
although the differences in India are declining somewhat.
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Female 15+ Illiterate Percent

1996 1997 1998 1999 2000
China 27 26 25 25 24
India 58 58 57 56 55
Pakistan 73 72 71 70 69

Male 15+ Illiterate Percent

1996 1997 1998 1999 2000
China 10 10 9 9 8
India 34 34 33 32 32
Pakistan 44 43 42 41 40

Source: United Nations Economic and Social Commission for Asia and the Pacific
(UNESCAP), information available online at http://www.unescap.org/stat/statdata/
apinfig.htm.

Table 2. Illiteracy Percentages.

Pre-Primary Primary Secondary Tertiary
1997 1980 1997 1980 1997 1980 1997
China 28 113*  123* 46 70 2 6
India 5 83 100 30 49 5 7
Pakistan 16 40 - 14 - 2 4

*Note: percentages over 100 are possible because these percentages are relative
to specific target ages, and can exceed 100 percent if children at older ages are
enrolled in a given category.

Sources: United Nations (UNICEF) data available online at http://www.unicef.org/
statis/; and Vinod Ahuja and Deon Filmer, “Educational Attainment in Developing

Countries: New Estimates and Projections Disaggregated by Gender,” Policy
Research Working Paper No. 1489, Washington, DC: World Bank, 1995.

Table 3. Enrollment Percentages.
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Education per se at primary, secondary, and higher levels is also
on the rise. Data in Table 3 show rapid increases in primary
enrollments in China and India.l” Pakistan is moving much more
slowly towards increased enrollments—the sources above provide
no estimate for Pakistan in 1997, but informal accounts suggest that
there has been only modest change since 1980. Secondary enrolments
are also rising rapidly in China and India, much more slowly in
Pakistan. India is at about seven percent enrollment in higher
education, compared to about six percent for China, reflecting a
historical emphasis on higher education in India. Pakistan is at about
four percent at the tertiary level. There are significant male-female
differences in enrolment, and these are projected to persist by the
World Bank and other agencies even though there are efforts
underway to change this.

The growth rate of the potentially employable labor force is a
matter of the supply of people in different age segments. But actual
employment remains dominated by agricultural employment in all
three countries. Table 4 shows the numbers of persons employed in
non-agricultural jobs (formal employment), the percentages
employed in agriculture, and the percentages of females employed.
Missing entries are reported as unknown by the UN. Sample surveys
in India show that labor force participation rates (including
agricultural work) are higher in rural males than urban males at ages
through 25—there are a rather large absolute number of young
unemployed males in urban India.!8 Socially this is and will remain a
challenge. These studies also show that labor force participation
remains high through age 60 years—higher than is now typical in
the rich industrialized countries. Historical data show that India’s
overall participation rates have stayed roughly constant for nearly 20
years —this translates into the observation that India has successfully
added work opportunities in proportion to the growth in its work
force.
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China 1980 1990 1998
Pop. employed, non-  Thousands 19,930 63,350 40,719
agricultural (entities
with > 10 employees

In agriculture Percentage 68.7 60.1 50.1
Female Labor force Percentage 43.2 - ———
India

Pop. employed, non-  Thousands 241,534 315,152 360,713
agricultural (entities
with > 10 emplovees

In agriculture Percentage 69.7 64.0 ——-
Female Labor force Percentage 27.2 —- —-
Pakistan

Pop. employed, non-  Thousands 24,606 30,180 34,590
agricultural (entities

with > 10 emplovees

In agriculture Percentage 52.7 46.79 47.25
Female Labor force Percentage 10.4 11.39 13.92

Source: United Nations Economic and Social Commission for Asia
and the Pacific (UNESCAP), information available online at
http://www.unescap.org/stat/statdata/apinfig.htm.

Table 4. Employment.

Employment data for China are varied and hard to interpret
consistently.’® At an aggregate level, unemployment is about eight
percent in urban China (an “official” figure of about 3.5 percent is
artificially low because it does not include laid-off workers). Rural
unemployment in China is thought to be massive—even official
reports say that there are 100 to 150 million unemployed in rural
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areas now, with a possible rise to two or even three times that
number over the next two decades. Large numbers of the rural
unemployed form a transient “floating” population that finds
occasional work in urban areas. China’s entry into the World Trade
Organization (WTO) may exacerbate the problems of unemploy-
ment.

Finally, we consider the economic status of workers in all three
countries. Table 5, from a study by H. Dagdeviren et al., shows the
per-capita income for all three countries in the 1990s.20 There is some
trend information in the World Bank’s Development Indices,?! but
the essential comparisons have not changed. The third column of
Table 5 displays the Gini coefficient — this is given here on scale from
0 (perfect equality) to 100 (perfect inequality), and is estimated from
a set of aggregate indicators and an assumed functional distribution.
The last column of Table 5 gives the proportion of the population
that is below the poverty line of US$1 per day. China has the highest
Gini coefficient and thus the highest wage inequality, but lies
between India and Pakistan on the percentage of poor. India and
Pakistan have a similar level of inequality, but there are far more
poor in India.

Percent
Gini Coefficient Population
Per Capita of Income Living on <1
Income US$ Inequality US$ Per Day
China 1995 972 41.5 22.7
India 1992 460 32.0 479
Pakistan 1991 850 31.2 11.8

Source: H. Dagdeviren, Rolph van der Hoeven, and John Weeks, “Redistribution
Matters: Growth for Poverty Reduction, ” International Labor Organization

Working Paper, Geneva: ILO, 2001.

Table 5. Income and Inequality.

120




Conclusion.

We have seen that demographic changes will reshape the
population age distributions in South Asia and in China over the
next few decades. India’s population structure already reflects the
tirst major change, as the youngest age cohorts are the smallest that
have been born for many decades. Pakistan’s fertility has begun to
fall but remains much higher than India’s. Mortality has improved in
both countries and should continue to do so at roughly similar rates.
It is clear that India can look forward to a demographic “bonus” as
the growth rate of its youngest members declines, freeing up
resources for additional investments in literacy, education, and
capital investment. If Pakistan stays on course with fertility decline, a
similar change should occur there but delayed by a decade or two.

Both India and Pakistan evince substantial differences between
men and women in terms of mortality, literacy, educational
enrollment and employment rates. These differences are much
stronger in rural than urban segments of both countries. But in India
they are also regionally concentrated. Reduction of these differences
is going to remain a challenge for government and non-
governmental organizations (NGOs) in the coming decades. These
differentials are also a source of political and social tension and
potential instability. For example, a large unemployed population of
young people is a segment of population susceptible to political
manipulation.

India has achieved relatively high rates of secondary and tertiary
education that should enhance its labor force and economic perform-
ance in the coming years. Pakistan is clearly in need of stronger
initiatives in these areas, because it lags far behind at all levels of
education. Labor force participation rates for the population as a
whole appear to be roughly comparable in the two countries. In both
education and employment, women remain strongly disadvantaged
relative to men in both countries.
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India and Pakistan have made progress in the economic welfare
of their people. Pakistan enjoyed a period of rapid growth in the
early 1990s, but this has slowed substantially in recent years.
Economic progress is sensitive to the political instability that seems
to have a more episodic nature in Pakistan. The absolute numbers of
poor people have declined in both countries, and Pakistan has fewer
truly poor people than India does, even though their income
distributions appear to be similarly unequal. There is an ongoing
debate about the relative importance of redistribution vis-a-vis
growth as a path to reducing poverty, but it is likely important to use
both policies so as to increase the overall size of the economic pie
while also trying to divide it in a reasonable way.
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CHAPTER 7

BOMBS IN SEARCH OF A MISSION:
INDIA’S UNCERTAIN NUCLEAR FUTURE

Rajesh M. Basrur
and
Stephen Philip Cohen

It is our contention that India’s nuclear future may be impossible
to predict with any confidence. At best, it might be possible to set
forth a range of futures and develop policy recommendations, but it
would be unwise to assume that even a straight-line projection of the
present will yield a reliable vision of the future.! This conclusion has
two important implications. The first is that policies made now on
the basis of a fixed vision of the future are as likely to be proven
irrelevant or misguided as they might be correct. The second is that
the wide range of possible futures, and the uncertainty as to which
will materialize, should lead to a degree of humility among analysts
and policymakers. Low risk and low cost (if things should go wrong)
policies should be favored.

Our skepticism about the ability to foresee the future is based, in
part, upon our understanding of past efforts. Outsiders and regional
experts had been predicting the nuclearization of South Asia for
decades, yet when it came, it was still a surprise. Then, it was widely
assumed that having “gone nuclear, ” India and Pakistan could no
longer engage in armed conflict. Indeed, some argued that the
possession of nuclear weapons by both states would freeze their
hostility, and that time would eventually lead to a reconciliation of
their outstanding differences. These expectations have proven false:
India and Pakistan did become embroiled in a military conflict of
significant proportions in 1999, and despite their declared nuclear
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status, they seem to be no closer to a real accommodation now than
they were before Kargil, or before the series of nuclear tests each
conducted in 1998. The military buildup and confrontation that
occurred after the attack on India’s parliament on December 13,
2001, confirms this assessment.

However, this analysis is also based upon our understanding of
the complexity of the India-Pakistan nuclear dyad. It is unlike the
Cold War nuclear standoff, or any other nuclear “set.” Neither the
European case, nor that of Israel, nor that of China provides many
clues as to the future direction that India and Pakistan will take in
their nuclear programs and how those programs will contribute to
peace and war in South Asia. Nor is the India-China nuclear
equation well-understood. Finally, we argue that the region’s two
nuclear relationships may also be transformed if key variables at the
global and regional levels change significantly.

This chapter first presents a “baseline” projection of the current
strategic status of the region, briefly examines ideal-type alternatives
within which we might expect to locate India’s posture in 2020, and
then shows how variations in each component of the baseline
posture might shape actual outcomes. In these projections, we try to
exhaust the likely (and unlikely, but important) alternative futures.
A final section offers a few comments on the policy implications of
our analysis.

Baseline Projection: The “Expected” Future.

Many expert observers of India’s nuclear trajectory would agree
on the following projection:

* There will be no breakthrough in India-Pakistan relations, but
no war either. The future will see frequent crises, but nuclear
deterrence will remain robust and escalation to nuclear war
inhibited.
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* There will be no significant change in the course of the India-
China relationship. A nuclear dyad will gradually emerge, but
it will be a stable one. China will continue to “balance” India
by providing nuclear support to Pakistan.

* The global balance of power and the strategic relationships
among the major players will remain substantially the same.
There will be no serious rivalry or tensions among the big
three-the United States, Russia and China. In short, there will
be no dramatic systemic impact on regional nuclear dynamics.

* Though the United States will retain an interest in cultivating
long-term relationships with India and Pakistan, it will not
intervene directly in the region, except during crises when
Washington will play the role of crisis-manager.

* All of the region’s nuclear players-India, China, and Pakistan-
will remain internally stable. There will be no major change in
the internal politics of any one of them that causes disequi-
librium in the regional strategic relationships.

* There will be a gradual increase in the numbers of nuclear
weapons possessed by India and Pakistan, and limited deploy-
ment of these weapons may occur. India and Pakistan may
move to deploy mobile launchers. In 20 years, it is conceivable
that India will have developed a sea-based deterrent, perhaps
mounted on a surface vessel. China will have a relatively more
robust arsenal, but it will not be seen as threatening by India.

* India’s and Pakistan’s command and control arrangements will
be somewhat better than they are now, presumably keeping up
with the slow accretion of numbers and increased dispersion
of their nuclear forces.
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* There will be little likelihood of a preemptive attack by India
against Pakistan or against India by Pakistan or China, in part
because the numbers will make such an attack difficult, and in
part because of mobile basing. In the India-Pakistan case, both
sides will be worried about miscalculations. Also, as the
numbers increase, the possibility of significant fallout on one’s
own country from even a successful attack will increase. Both
factors thus enhance self-deterrence.

* There will be continued uncertainty and ambiguity over
different escalation scenarios. It will remain unclear to outside
analysts as to where Pakistani (or Indian) “red lines” are
drawn, i.e.,, where a provocation crosses a certain threshold
that triggers a nuclear response. Indeed, it is likely to remain
unclear to Indian and Pakistani policymakers themselves, and
both sides will continue to rely on ambiguity, coupled with
verbal threats, to enhance deterrence.

In brief, the future could look pretty much as it does today. In
contrast with relatively stable India-China relations, India-Pakistan
relations will regularly enter a crisis state. But the two countries are
likely to move back again to long-standing “cold war” positions
through their own common sense or the intervention of friendly
outsiders. There remains a small possibility that they will not move
back, and that a crisis will “go all the way.” At the time of writing
(early 2002), India and Pakistan are in the midst of their most
extended crisis, with well over a million men facing each other along
the international frontier and the Line of Control in Kashmir. This
crisis, and likely future ones, will always have nuclear overtones,
which is why concern will remain about the South Asian nuclear
balance. Quantifying the risk of actual war is important, but beyond
the scope of this chapter. It may be analogous to the risk of a nuclear
exchange during the Cold War or, perhaps, of a North Korean
nuclear weapon falling on Seoul. Even if one could measure the risk
at a particular moment in time, is it likely to increase over the years
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as the Indian and Pakistani arsenals grow steadily? Or is the
likelihood of a large-scale exchange of nuclear weapons balanced by
an improvement in the quality of command and control structures,
and, above all, by the enhanced deterrent effect of an increase in the
destructiveness that such larger numbers would bring?

Variations: Three Ideal-type Models.

While it is tempting to assume that this baseline projection is
accurate, if for no other reason than the lack of expectation that
things will dramatically change, sharp divergence may occur. Some
attempts have been made in the past to present alternative nuclear
futures for the region. Most prominent among these is Ashley
Tellis’s set of five models, ranging from nuclear renunciation to the
establishment of a “ready” arsenal.? Our own models go beyond the
operational focus of Tellis’'s models and are based on a wider set of
criteria that integrate operational variations with changes in doctrine
and arms control preferences.

Table 1 presents three ideal-type models which India’s nuclear
posture may approximate, given changes in the numerous variables
that determine the expected future projection. (Needless to say,
similar models could be developed for Pakistan.)

The models are devised so as to reflect likely futures in terms of
four criteria: conceptions of deterrence, the size and sophistication of
the arsenal, the relationship between levels of armed conflict, and the
status of arms control. The static model envisions a period of modest
growth in India’s nuclear arsenal until operational capabilities are
sufficient to convince political decisionmakers that no more
expansion is necessary; this could occur at any time up to 2020. The
model envisages a steady state in which deterrence is existential (i.e.,
the mere existence of undeployed weapons is considered as
sufficient to deter by both sides); the arsenal remains relatively small
and a sea-based subsurface capability is eschewed; only marginal
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subconventional conflict is considered feasible (and perhaps even
that is eschewed); and a stable framework of arms control is in place.

n Conceptionof | Sie and Relationship Arms Conirel
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s Arsenal Levels of
E Conflict
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Table 1. Three Ideal-Type Models.

In the creeping growth model, minimum deterrence is conceived of
as having relatively larger numbers on the basis of some notion of
redundancy against the event of a first strike; at least partial
deployment is seen as perhaps necessary because “credibility” is
equated with visibility; a limited conventional war is thought
possible under the nuclear shadow; and there is little or no
significant development in arms control, though there may be an
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underlying stability based on tacit understandings. Both of these
models are not far removed from the current trend, but the
trajectories they represent diverge significantly over time.

Finally, the robust expansion model represents a shift to MAD-
oriented thinking (i.e., mutual assured destruction based on second
strike capability) and a more ambitious conception of limited
deterrence-a smaller arsenal cast in the image of the American and
Russian ones-accompanied by an open-ended acquisition and
development process and a perception that a full-scale conventional
war and a limited nuclear war are possible. In this model, there is
limited interest in arms control because of doubts arising with
respect to unilateral verification. On the vertical axis of Table 1, it is
seen that the three ideal types are placed along a continuum from
nonoffensive defense to offensive defense.

Potential Changes Resulting from Shifts in Major Variables.

The ten components of the baseline projection embody a number
of variables that may shift in different directions, thereby altering the
trajectory of the projection as a whole. Of the ten variables we
consider, the first five are political, the next four are military, and the
last is a combination of both.

The India-Pakistan Relationship. The period from 1947 to 1971 was
an era of war between India and Pakistan. Thereafter, following a
relatively mild interregnum, the period from the mid-1980s has been
one of repeated crises and constant border skirmishes, with tensions
aggravated by the nuclearization of both countries. Recent
developments have been less than encouraging. The matching
nuclear tests of 1998 were followed by the short-lived bonhomie
represented by the Lahore Declaration of 1999. However, the
atmosphere was quickly vitiated by the Kargil conflict. The U.S.
campaign in Afghanistan, ironically, has, for the first time in their
troubled history, placed the two countries on the same side, but the
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tension has actually risen instead of subsiding, as each seeks to use
its closer relationship to the United States to force Washington to
pressure the other. Could things get worse?

The terrorist attacks on the Jammu and Kashmir Legislative
Assembly in October 2001 and on the Indian Parliament in
December are indicators of the potential for further deterioration in
the relationship. It is conceivable that the secessionist problem in
India may not only persist over time, but become worse. Should this
be the case, domestic pressures may impel the Indian government to
retaliate by using some form of force, such as quick strikes against
terrorist bases in Pakistan, or by a tit-for-tat game of fomenting
trouble in the Pushtun community that straddles the Pakistani-
Afghan border. The result could be the ratcheting up of tensions and
the beginnings of a nuclear arms race as hardliners on both sides
gather support and press for stronger forces to counter the visible
threat from the other. On the other hand, it may equally happen that,
learning from the risks their confrontations create, Indian and
Pakistani leaders bridge the gulf that prevented a détente at the July
2001 Agra summit. A really serious nuclear crisis, which is not
inconceivable, could compel the two countries to seek a more stable
relationship. One characteristic of India-Pakistan relations has been
an increase in the number of crises and sub-war conflicts; another
has been the series of high-level summits that have taken place, and
the general acknowledgement, even by Indian and Pakistani leaders,
that South Asia needs-and may actually have-a “peace process.” In
brief, while there have been repeated crises, and both countries seem
to be driven by a fear of losing that is even greater than the desire to
win, there is also a powerful understanding among them that the
present hostility over Kashmir is dangerous and damaging to their
respective national interests.

Therefore, we do not rule out the possibility of a general
settlement on Kashmir, even if it is only an agreement to disagree.
How would this affect the development of each country’s nuclear
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program? All things being equal, it is doubtful whether a settlement
on Kashmir will lead to a reduction in weapons or anything but a
slower pace in the development of new designs and delivery
vehicles. However, a general peace might reduce pressure to resume
testing and perfecting new kinds of weapons, especially if
international pressure against testing were to continue. Without new
designs, and with the prospect of a lessening of general tensions
between them, both India and Pakistan might be content to freeze
their systems qualitatively and quantitatively.

The India-China Relationship. The India-China relationship is not
entirely predictable in the long term. For a pessimist, there is plenty
of reason to expect the deterioration of the relationship. The border
dispute lingers, and is complicated by China’s refusal to recognize
India’s sovereignty over its northeastern state of Arunachal Pradesh
as well as by the fact that Pakistan has allowed a part of Kashmir,
where the Karakoram highway has been constructed, to come under
Chinese control. China’s propensity to use force in resolving some of
its international disputes (for instance, with Vietnam, Taiwan, and
over the Spratly Islands) might still come into play. Both China and
India have the potential to come under the control of more
aggressive regimes in the event of domestic turbulence. Specific
events could also aggravate the tension between them. If Tibet were
to be inflamed by a burst of secessionism, a rightist Indian regime,
irked by the sustained China-Pakistan nuclear missile nexus, might
be tempted to exploit the situation to enhance its bargaining power,
thus provoking an angry Chinese response. An India-China
confrontation would likely have a nuclear dimension, with India-
under a more direct threat- motivated to seek a higher level of
deterrent capability than the baseline projection envisages. That in
turn would, of course, invite a similar response from Pakistan,
though not necessarily so if the Indian nuclear upgrade is confined
to the judicious deployment of intermediate-range missiles.?
Alternatively, an unstable success or regime in China might be
tempted to consolidate its position by adopting an aggressive stance
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toward an insurgency-ridden north-eastern India or by assuming a
hawkish posture in an India- Pakistan crisis, thereby precipitating
the same result.

From an optimist’s perspective, the long-term trend in Sino-
Indian relations is distinctly positive and unlikely to be reversed. It
may even be reinforced. Over the years, the two countries have
agreed not to allow their border dispute to prevent steadily growing
cooperation on trade, and they have reached a broad consensus on
the desirability of a multipolar world. The possibility of a loose
understanding among India, China, and Russia cannot be ruled out,
particularly if the United States continues to exhibit its current
proclivity toward unilateral decisionmaking on key international
questions. In such a setting, China may prefer to assuage India’s
anxieties by gradually reducing its support for Pakistan, pushing for
a quick resolution of the border dispute and, reversing its current
stand on India’s nuclearization, launching arms control talks. At a
minimum, the rising trend of India-China cooperation would be
sustained, and perhaps be placed on a steeper incline. Indian nuclear
hawks would have one less argument for a more robust posture.

The Global Strategic Environment. The post-Cold War global
environment has been in flux, with conflict and cooperation
coexisting. Different scenarios are conceivable that could impact
significantly on India’s (and Pakistan’s) nuclear posture. On the
positive side, there is an accelerated integrative process of
globalization that has brought more and more nations into a
seamless web of information flows, investment, production and
trade. The winding down of the Cold War has simultaneously
reduced great power tensions and the threat of a global nuclear
holocaust. As Russia seeks a stronger European identity, its relations
with the United States and Europe are showing signs of
improvement in spite of its dissatisfaction with the American
abrogation of the Anti-Ballistic Missile (ABM) Treaty and the U.S.
determination to proceed with its missile defense program. But there
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is a greater element of uncertainty with regard to China’s response
over the long term. And worse still, the threat of terrorism has had a
dramatic impact on global security following the events of
September 11, 2001.

One negative scenario for India involves growing U.S.-China
rivalry and tension. Chinese leaders have shown a willingness to
extend limited cooperation to the West on specific issues such as the
hunt for Osama bin Laden and the campaign against the Taliban. But
China’s overall objective is to become one of the world’s
independent power centers, toward which end it is engaged in a
major program of military modernization. There are important
divergences of strategic interest between China and the United
States over Taiwan, and over the U.S. missile defense programs.
There are also significant differences over China’s treatment of
political dissenters. Specific events, such as the 1989 Tiananmen
Square incident, the 1999 bombing of the Chinese embassy in
Belgrade, and the collision between an American surveillance
aircraft and a China fighter over the South China Sea in April 2001
have created a lack of trust between these two states. To many
Americans it appears that China sees itself as the successor to the
Soviet Union, as the new challenger to American hegemony. Some
have also argued that China’s strategic culture embodies a tendency
to use force in its approach to difficult external disputes and that a
future cold war cannot be ruled out.* In that case, the U.S. might
decide to resume nuclear testing, and pursue the fast-track
development of missile defense, possibly providing Taiwan with a
theater missile defense (TMD) umbrella. A crisis over Taiwan may
occur. In such a deteriorating situation, China may expand its
arsenal rapidly and assume a more aggressive posture.

China’s direct response-deploying more inter-continental
ballistic missiles (ICBMs), many or all with multiple warheads-may
not directly threaten India, but the overall threat environment would
encourage India to move toward a more robust posture, particularly
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if India-China relations are initiated by continuing Chinese nuclear
and missile assistance to Pakistan. A Chinese perception that India is
part of a U.S. strategy to contain China would raise Sino-Indian
tensions several notches. A more aggressive and unstable nuclear
relationship may emerge as a result. A strong Indian nuclear
response to changes in its relationship with China would inevitably
raise the strategic temperature between India and Pakistan.

On the other hand, a cooperative global trend might also emerge.
The present American tendency toward unilateralism may diminish
over time as the United States adopts a multilateralist strategy,
perhaps in a continuing effort to counter new terrorist threats, or in
the event of the destabilization of the present Saudi regime. Growing
costs and technical difficulties could well cause a moderation of the
U.S. missile defense program. The United States, Russia, and China
may draw closer together and pay more attention to economic issues
while cooperating on common threats like terrorism and
communitarian radicalism. A renewed interest in arms control could
bring a new agreement on cuts, the beginnings of a multilateral
framework on arms control and a new era of strategic stability. In
that case, India’s own strategic environment would become
generally more stable, even if regional conditions are not entirely
congenial. In general, the existence or otherwise of global strategic
equilibrium is likely to have a significant effect on regional strategic
developments.

An American Role? The United States has changed its South Asia
policy a number of times over the past 50 years, siding weakly with
India or Pakistan against the Soviet Union and/or China. This
pattern could continue, but there are more radical possibilities.
Washington could decide to side with India against Pakistan,
providing technical and military assistance to the former, and even
nuclear assistance, should the international nonproliferation regime
break down. If Pakistan is viewed as a failing state, and if it is seen as
part of the problem rather than as part of the solution so far as
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terrorism is concerned, the United States might think it is time to
side entirely with India on the Kashmir problem, and undertake a
containment strategy against an increasingly unstable and radical
Pakistan. This would lead American strategists to the contemplation
of different strategies for containing or transforming Pakistan, and
could also lead to Indian-American discussions about still another
alternative: the breakup of Pakistan into its constituent provinces.

Should India and the United States draw close together, Pakistan
would be under great pressure to adopt a more conciliatory posture
toward India and negotiate a stable arms control regime with it.
Though the probability is not great because of the difficulty it would
have in resisting U.S. pressure, it is also possible that Pakistan would
continue to maintain a hostile stance by drawing closer to China.

What about the converse? Less likely, but conceivable, would be
a return to a pro-Pakistan policy, especially if India were to decline
the role of balancer against China. It seems improbable now, but one
could imagine India undergoing enormous political change as a
result of its many and simultaneous economic, cultural, political, and
ideological transformations. This could conceivably be an India with
a very large nuclear potential. Such changes might even alienate the
large and increasingly influential Indian-American community,
which has hitherto been a “lobby” for closer U.S.-Indian relations.

If it were to transform its identity, become more politically
unstable at home and more aggressive abroad, India might well
undertake an extensive nuclear testing program and seek a close
strategic relationship with other major powers, especially Russia,
whose technology would be valuable. In such circumstances, the
U.S. might view India as the state that needed containing, especially
if China were to cease being a strategic threat in the minds of
American strategists. India’s likely response would be a radical
strategic shift to something like the Robust Expansion Model.
Projections of nuclear technology and capabilities are constrained by
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physical and technical factors, but even these could be altered
quickly were a major power to decide that it would assist India or
Pakistan to enhance its nuclear arsenal and related delivery systems.

Political Stability in India, China and Pakistan. India, China, and
Pakistan have each undergone periods of profound political
instability in the past. India underwent an “emergency” in the 1970s
that turned it into a virtual dictatorship. China experienced a pro-
longed internal upheaval in the form of the Cultural Revolution in
the 1960s and 1970s. Pakistan has oscillated between military rule
(sometimes with martial law) and weak civilian governments for its
entire history. Further, Pakistan was physically divided in 1971, and
all three face several separatist threats, sometimes encouraged by
each other.

As a variable, political instability affects their nuclear futures in
two ways. First, there is the question of control over nuclear
weapons—a state driven by political conflict may have problems in
storing and safeguarding, let alone using, its nuclear weapons and
fissile material stocks. Second, there is the question of perception:
does political instability in one state raise the prospect in the mind of
its adversary that a moment of great opportunity or danger is
approaching?

While in the short run it seems improbable that instability in
India could be of a magnitude that would affect the nuclear balance,
it is not unimaginable. It would be especially likely in the aftermath
of armed conflict or serious economic crisis. India is metastable, but
a chronically weak center, or disorder in states where there were
significant nuclear assets, might raise questions concerning India’s
ability to protect its nuclear assets and its vulnerability to nuclear
blackmail.

A similar argument may be made with respect to China. China is
a country that has had its share of upheavals in the past. While we
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may have no expectation today of renewed internal turmoil, it is
important to remember that closed authoritarian societies are subject
to deep crisis in moments of sudden change. The breakups of the
Soviet Union and Yugoslavia, and the turmoil that has ravaged
many members of the former communist bloc, are examples of what
could happen to China. A severe economic crisis, rebellions in Tibet
and Xinjiang, a reborn democracy movement, and a party torn by
factions could be the ingredients of an unstable situation. A
vulnerable Chinese leadership, determined to bolster its shaky
position by an aggressive policy toward India or the United States,
or both, might become involved in a major crisis with India, and
perhaps engage in nuclear saber-rattling. That would encourage
India to adopt a stronger nuclear posture, possibly with American
assistance.

Pakistan today seems to present the most immediate problem. Its
non-Punjabi provinces are deeply resentful, its economy is teetering
on the edge of collapse, it has undergone a traumatic reversal of
policy in Afghanistan, and its political parties seem to be stuck in
their personalistic rut. There is no credible civilian leadership
emerging among the younger generation of politicians, and the two
civilian leaders of the 1990s, Benazir Bhutto and Nawaz Sharif, are
distrusted by the military.

One political development must be singled out as critically
important. This is the coherence of the Pakistan army. For decades,
the unwritten “golden rule” of the officer corps has been that the
army sticks together against the political order. This rule was acted
upon when Zulfigar Ali Bhutto tried to assert control over the
military, and more recently in 1999 when Nawaz Sharif tried to
insert his own man as army chief .

This pattern of army unity could be undone in one of two ways.
First, the Pakistan army might suffer a military setback that created a
division within the higher ranks of the officer corps. Second, a
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politician might be successful in splitting the officer corps, perhaps
along ideological rather than linguistic/ethnic lines. In either case, if
the army lost its political coherence, there might be immediate
consequences for Pakistan’s nuclear program, and in turn, for Indian
calculations of risk and gain.

A politically divided Pakistani army might come under a
military commander who is a demagogue or dictator. Wracked by
domestic turbulence, Pakistan might worry less about the future of
Kashmir than the future of the Punjab heartland. It would be
obsessed with access to the sea, particularly with control over
Karachi and Sindh, and would treasure its nuclear weapons as the
“last resort” against an Indian intervention designed to create more
Bangladeshes. However, would a Pakistani regime take this step?
Even if it hesitated to unleash a massive nuclear attack on India
would it be able to prevent some officers from acting without orders
and using nuclear weapons against Indian cities in such a crisis?
Here, the standard of command and control that might be sufficient
for a whole, united Pakistan might not be adequate to prevent
unauthorized use.

For all the negative possibilities outlined above, actual develop-
ments may be far more positive and reassuring. All three countries
may experience relatively stable development, including the growth
of greater democracy. At the very least, more stable orders are
conducive to less external tension. Translated into the realm of
strategy, this could mean an overall picture of restraint, the absence
of major crises and the adoption of more dove-like nuclear postures.

Numbers and Types of Nuclear Weapons. Numbers do count, as do
the kinds of weapons in the possession of nuclear weapons states.
Given the fissile material production capabilities of each state, it is
possible to predict the numbers of bombs in their arsenals 5 or 7
years ahead, but this could change dramatically if new production
facilities were created or India were to start “mining” its spent fuel
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stocks. Further, the (presumably) first-generation designs tested by
both countries could be perfected over the years, although this might
require additional testing or assistance from states with more
advanced nuclear programs. The expansion of China’s nuclear
capability in itself is unlikely to affect the subcontinent. The Chinese
modernization program has not elicited anxieties in India. But, in
conjunction with other factors, such as the deterioration in bilateral
relations outlined above, an enhanced and more alert Chinese
posture could result in a chain reaction in India and Pakistan.

Numbers and types of nuclear weapons matter in several ways.
1) Larger numbers create command and control problems if more
weapons are deployed. There are still greater problems if they are
suddenly deployed during a crisis. 2) The greater the number and
the larger their size, the more potential there is for massive civilian
damage. At the higher levels expected over the next 20 years, a
nuclear war would lead to the virtual destruction of Pakistan as a
state and the permanent crippling of India. 3) At higher numbers
and larger yields, with adequate delivery systems, either the Indian
or the Pakistani systems or both could intersect strongly with nearby
emerging nuclear sets. Paul Bracken has described the process by
which a number of regional nuclear systems could be intertwined in
a larger interactive nuclear web stretching from Israel to North
Korea, and including China.> At still farther ranges, the United States
and Europe might be included in Indian or Pakistani nuclear
targeting doctrines. At the very least, the nuclear politics of the two
countries would have a new and complicating dimension.

The Quality of Command and Control in Peacetime and Crisis. We
draw a distinction between command and control in crisis and non-
crisis periods. A system that is reliable in ordinary circumstances
may not be so during a crisis, and a weak command and control
system may generate the fear that a state is planning a first-strike
attack. Further, the quality of command and control must also be
considered in terms of changing technologies and strategies: a
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system that is adequate for five or fifty first-generation weapons may
be inadequate for a hundred advanced, mobile systems that are
widely dispersed.

In times of peace, the nature of deployment has diverse
implications for command and control. For instance, if bomb cores
are separated from their casings and other components, the risk of
sabotage is higher, whereas integrated weapon systems are relatively
more vulnerable to unauthorized launch, thus putting command and
control systems under pressure. In times of crisis, there would be a
natural inclination to disperse weapons as widely as possible, which
would mean delegating launch authority or accepting greater
vulnerability to a first strike, each of which is associated with a
higher level of risk. The conjunction of policymakers’ decisions,
operational decisions, and the actions of adversaries make for a
range of possible outcomes—from the stable to the catastrophic—that
are impossible to predict.

This is a subject that has received a considerable amount of
attention, and the possibility of assisting either the Indian or
Pakistani governments to improve their command and control
systems has been raised. A s m