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29 February 2024

Mr Rakesh Mohan
President Emeritus and Distinguished Fellow
Centre for Social and Economic Progress

Dear u}ri ,

Congratulations to the Centre for Social and Economic Progress (CSEP) for
organising the second edition of the India in Asia: Deeper Engagement
conference.

| am pleased to note that you are co-chairing this year's conference with
Prof Danny Quah, Dean of the Lee Kuan Yew Schooi of Public Policy. This
partnership will | am sure enhance the conference’s potential in building stronger
intellectual and policy exchanges between India, Southeast Asia, and the broader
Asian region. The importance of these exchanges will only grow as we enter a
world of greater geopolitical contestation.

The theme for this year's conference, “New Industrial Policies’, is well
chosen, and | am pleased to share my perspectives in the attached message.

| thank the CSEP once again for inviting me to deliver this message, and |
wish you a productive and enriching conference.
Yours sincerely

Tharman Shanmugaratnam
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MESSAGE FROM THARMAN SHANMUGARATNAM,
PRESIDENT, REPUBLIC OF SINGAPORE,
FOR THE 'INDIA IN ASIA: DEEPER ENGAGEMENT' CONFERENCE 2024

Thank you for inviting me to contribute to the India in Asia: Deeper Engagement
Conference once again, although in a different capacity.

| commend the organisers for your choice of theme for this year's conference — “New
Industrial Policies”, and in particular the implications of the shift towards more
interventionist economic policies in the major economies.

The shift is taking place largely by way of drift, and tit-for-tat actions, rather than a
reselting informed by new economic thinking, powerful new evidence, or a cogent
reappraisal of the economics of prosperity.

But the new interventionism is nevertheless creating a new global reality — an unstable
competition of industrial subsidies and a shifting but uncertain geometry of trade and
investments. It is both reacting, and contributing, to the weakening of global economic
order.

We have to likewise respond to this new reality in Asia, but also seek to shape it. Asia’s
regions do have agency — particularly if we act in broad coordination with each other.

We can and must use this agency wisely. | believe we can do so:

¢« By thinking long-term, rather than responding to either the geopolitics or
domestic mood of the moment.

« By resisting further economic fragmentation, which will ultimately hurt every
nation.

» By investing more actively in inclusivity and growing human potential — both
within our own societies, and globally, by unlocking growth in the developing
world.

s By collaberating to halt the deterioration in the planet’s ecology. And doing so
by pivoting towards sustainable growth strategies in both developing and
advanced economies.

| believe these sirategic corientations, pursued with vigour, give us the best chance of
securing both our national and collective interests, and shared prosperity.

| found the Issues Notes for each of your sessions, curated by eminent scholars, to be
thoughtful and constructive. Allow me to add three broad observations, in the hope that
they are helpful in the course of your discussions.

Page | 1
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First, we have to remind ourselves that innovation remains the fundamental driver of long-
term growth. It is also why industrial policies should be focused on upgrading our
capabilities, rather than crowding out other countries. It is the difference between spurring
innovation through a competition of capabilities, and stifling innovation.

s Efforts to promote national economic performance by developing our
capabilities — through both economy-wide policies such as investment in basic
R&D and education, or cluster-based strategies to develop deep applied
strengths and synergies between firms — cannot go far wrong.

¢ Economic performance can also be aided by adopting and adapting the best
technologies and innovations, regardless of where they come from. In practice,
they can and often do go hand in hand with national capabilities.

A second cbservation. For industrial policy to succeed, we need social policy enacted on
an industrial scale. To develop every human falent, to deepen and upgrade skills
continually, and to advance social mobility. It cannot be left to the social marketplace. It
requires new forms of collaboration, between the public sector, enterprises, unions and
community organisations, and educational and training institutions. This is itself a large-
scale and complex endeavour, but is too often neglected in the rush to implement
industrial policy in its narrow definition.

There is also an important nexus to be achieved here. Investments in social inclusivity
are critical to keeping intact the political consensus needed for open economic and
industrial policies. And that economic, social, and political nexus is what helps us achieve
our long-term goals of good jobs and shared prosperity. They go together, or they each
fall apart.

My third observation should be the most obvious, but it is where the shortfails are growing,
with potentially devastating effects in the decades to come. It is not just a global goal, but
in all our interests, to step up the pace of actions to arrest climate change, and the closely
associated crises of biodiversity and the global water cycle. It is in every community,
village, and farmer’s interests.

Debate over appropriate burden-sharing between the advanced and developing world —
or between cumulative and current emissions — is refevant and important. But the climate
challenge is most fundamentally an opportunity for investment and growth, rather than a
burden.

It is about creating new engines of growth in the developing world and globaily. Achieving
scale in the transition to affordable clean energy, in agricultural reforms for climate and
water-resilience, and in the other innovations needed for sustainability, are a major
opportunity for new prosperity.

A concluding observation. We should guard against the reverse of John Maynard Keynes’
famous dictum on politicians who believed themselves to be exempt of intellectual

Page | 2
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influences, but were “usually the slaves of some defunct economists’. The equal danger
we run today is of economists and commentators, not least those in the advanced
economies, despite protestations of independence, being in the service of the political
temper of the times.

| am sure this conference, and its gathering of outstanding minds from India, Southeast
Asia, and others in East Asia, will help advance honest thinking on our long-term interests,
and how we can best achieve them. | wish you a fruitful discussion.

Page | 3
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The hyphenated word pan-European
is defined in the online Cambridge dic-
tionary as “including or relating to all
places in Europe.” However, one draws
a blank if the meaning of pan-Asian is
sought in the same dictionary. It appears
that there is relatively less credence
given to a pan-Asian identity. This is
understandable as the differences in
the levels of economic development
across the Asian economies are greater.
Further, Asian peoples with their sepa-
rate histories, ethnicities, religions, and
cultures have interacted and overlapped
but not to the same extent as European
nations.

Modern India’s orientation to the East
began to change in the 1990s with
the initiation of the official “Look East”
policy and was then strengthened
more recently with the enunciation of
the “Act East” policy. Although some
progress has been made over the past
two decades, India does not yet have
sufficiently extensive person-to-person
and non-governmental institutional
engagements with the Asia region to
the East of us.

Asia is expected to incrementally con-
tribute a higher proportion to global

20

Introduction

Rakesh Mohan

GDP and trade over the next couple of
decades than in the past. The centre of
gravity of the global economy is shifting
gradually from the Atlantic Ocean to-
wards the Indo-Pacific after almost 300
years. Greater interaction between India
and East and Southeast Asia would be of
mutual benefit to both. Over the next de-
cade or so the combined nominal GDP of
Asian economies comprising Northeast
Asia, Southeast Asia, and South Asia
could be larger than the United States
and West Europe put together.

As the Indian economy continues to
grow faster than most other economies,
its weight will expand commensurately.
Simultaneously, it will also have a larger
strategic and geopolitical role within
Asia and in the rest of the world. Greater
financial and trade integration across
all of Asia would be mutually beneficial
for the entire region, including India.
This agenda will be helped by greater
interaction among policy influencers.

Although COVID-19 slowed global eco-
nomic growth, the longer-term trend
of higher GDP growth in populous Asia
is likely to continue. This incremental
yet steady structural shift in the world
economy has already brought about

consequences in its wake with world-
wide political and strategic ramifica-
tions. Greater overall Asian integration
is an objective that should be of mutual
interest to all the subregions within the
Asia Pacific.

In this context, the Centre for Social and
Economic Progress (CSEP), initiated an
annual conference in March 2023—India
in Asia: Deeper Engagement. These
conferences are designed to help deep-
en the current and future engagement
between India and Asia. It is aimed at
building and deepening intellectual
engagement among experts who have
government, academic, private sector or
think-tank experience across the Asian
region spanning South, Southeast, and
East Asia. The focus is on geo-economic
issues along with inter-weaving rela-
tionships with political and strategic
developments.

Within East and Southeast Asia, a dense
network of institutions has emerged
over the past few decades, which has
connected countries in the region with
one another and has deepened econom-
ic integration incrementally in various
spheres. These include APEC, ASEAN,
AMRO (ASEAN +3 Macroeconomic Sur-



veillance Organization), CMI (Chiang
Mai Initiative), EAS (East Asia Summit),
SEACEN (Southeast Asian Central Banks
Initiative), ERIA (The Economic Research
Institute of ASEAN and East Asia), AlIB
(Asian Infrastructure Investment Bank,
Beijing), RCEP and others. India is not a
member of any of these institutions (ex-
cept AlIB), although it now has observer
status in some of them.

Over the years, membership in these or-
ganisations has provided opportunities
for the development of institutional and
deep personal relationships among pol-
icymakers, officials, academics, and oth-
er opinion-makers. This has contributed
greatly in fostering mutual understand-
ing among influencers across Northeast
and Southeast Asia. At the same time,
India is relatively less well-connected in
terms of non-governmental interactions
with the rest of Asia. Closer interactions
without government oversight should
foster better understanding across
civil societies in the region particularly
about defence, mutual security, and
knowledge promotion.

We feel gratified that the first Confer-
ence successfully brought together aca-
demics, influencers, and policymakers to
discuss and explore the implications of
Asia’s growing significance. The confer-
ence served as a platform for knowledge
exchange and collaboration, with the
aim of strengthening relationships and
furthering research in the region. As a
follow up, CSEP plans to build on this
success and make the conference an
annual gathering of scholars, academ-
ics, government representatives and
think tanks between India and Asia to
the East of us.

Objectives of This Annual
Conference

In view of the region’s increasing im-
portance in the world it is evident that
we should promote processes which
can make up for lost time and deepen
engagement between India and East
and Southeast Asia. This could happen
through greater interaction across
think-tanks, academics, and other in-
fluencers.

Consequently, what would be the future
roles and prospects of countries in the
region including that of India in the
coming years in the economic and po-

litical-strategic spheres? How will India
engage with, and be more accessible to
countries in this region as it assumes
greater economic, political, and strategic
salience in the world, and vice versa?

Since the conference is residential and
is held over two days in an exclusive
Fort Heritage Hotel, it is characterised
by continued informal animated discus-
sions over lunches, dinners, and teas.
We are therefore confident that the ob-
jective of fostering deeper engagement
at the personal level will take place suc-
cessfully over a period of time through
these annual conferences.

Second Annual Conference Theme

New Industrial Policies: Asian
Perspectives

There has been a reasonable degree of
consensus on the course of desirable
economic policy for growth in emerging
markets and developing economies
(EMDESs) over the last three decades or
s0. Much of this was centred on strate-
gic integration with the world economy,
encompassing relatively open trade and
foreign investment; mobility of factors
including flexible labour markets and
financial market development; high sav-
ings and investment rates; and a capable
government committed to growth. In
individual economies, however, policies
have been influenced by country cir-
cumstances and opportunities shaped
by global trends.

Although there was some broad corre-
spondence between these development
strategies and the so-called "Washing-
ton Consensus”, there were significant
differences as well. For example, “stra-
tegic integration with the world econ-
omy” meant neither unfettered trade
liberalisation nor totally open capital
flows. There is a widespread view that
the remarkable economic growth and
development achieved by East and
Southeast Asian countries over the
last 50 years had much to do with the
calibrated utilisation of industrial poli-
cies in these countries, along with the
importance given to the role of health,
education, and openness to trade and
foreign investment. On the other hand,
many industrial policy initiatives in Asian
countries yielded disappointing results,
including some in otherwise successful
countries.
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This general view of desirable policy has
been shaken by recent developments
such as climate change and the associ-
ated energy transition process, geopo-
litical conflicts and pressures and their
geo-economic consequences, expanding
US-China rivalry, weakening of a rules-
based global economic order and of the
WTO, and ongoing technology-driven
transformation of economic structures.
The perceived importance of industrial
policy has grown as countries seek to
ensure a green, digital, and inclusive
recovery after the COVID-19 pandemic,
and to reduce dependence on critical
raw materials and other strategic in-
puts consequent to the Russia-Ukraine
conflict.

These developments have led to the
emergence of so-called “New Indus-
trial Policies”, particularly in advanced
economies. These policies are seen to be
inconsistent with the broad consensus
outlined earlier, promoted by the devel-
oped world, which gave broad emphasis
to the importance of free markets and
trade, along with a minimal role for
governments. These countries cham-
pioned a liberal global economic order
underpinned by such global institutions
as the WTO, the IMF, and the World Bank,
which consistently promoted trade liber-
alisation as a key driver of growth and
development.

What is industrial policy: we usually
refer to industrial policy as the applica-
tion of one or more government policy
instruments to promote targeted firms,
industries, or economic sectors to
achieve strategic objectives.

These objectives can include, among
others:

- Encouraging national champions in
global markets.

+ Driving productivity growth through
innovation and scale economies.

- Accelerating the transition to clean
energy.

- Bolstering national (including health
and energy) security and economic
resilience.

+ Increasing economic opportunities in
lagging regions, generating jobs and
building a more inclusive economy.

- Shifting the balance of power globally
or regionally.

21
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Government intervention is then said
to be justified because markets are
perceived to be incapable of achieving
such objectives and the targeting of
firms, industries, or sectors becomes
necessary.

A host of advanced economy govern-
ments have announced new industrial
strategies such as UK's ‘Industrial
Strategy: Building a Britain Fit for the
Future’(2017); the European Green Deal
(2019), the Next Generation EU Fund
(2020), the European Chips Act (2022)
and the EU Green Deal Industrial Plan
(2023), to enhance its "open strategic au-
tonomy” in the transition to a green and
digital economy; and most importantly,
the US Inflation Reduction Act (2022),
the US CHIPS and Science Act (2022),
which have introduced subsidies to
reshore production of semiconductors

22

and have adopted restrictive national
content regulations for electric vehicles
to ensure domestic production. The
surge in industrial policy initiatives in
the advanced economies represents an
inflection point in size and scope.

In Asia, Japan established a feed-in-tariff
(FIT) system in 2012 to incentivise the
diversification of its power supply, and
under Japan's Renewable Energy Act,
a new “feed-in-premium” (FIP) scheme
went into effect in April 2022 alongside
the existing FIT scheme; Korea initiated
the Korean New Deal (2020); the Made in
China 2025 initiative, consisting of large
subsidies to targeted industries, focused
on reducing external dependence by
strengthening domestic sourcing by
local firms, and the drive for self-suffi-
ciency in key technologies. Nearer home,
the “Production Linked Incentives” (PLI)

scheme in India provides subsidies to
a whole host of industries, along with
increased protection in some. Many
other countries have enacted analogous
schemes.

As a consequence, policymakers in
emerging markets and developing econ-
omies (EMDEs) are now debating what
the features of their economic policies
should be in the future. Along with the
introduction of these new industrial poli-
cies and the weakening of the WTO, they
are concerned about the fragmentation
of the world economy and the flouting of
global trade rules. Trade interventions
are on the rise, in the form of industrial
policies and subsidies, import restric-
tions based on national security and
environmental concerns, and export
controls to punish geopolitical rivals
and ensure domestic supply. These is-



sues are of salience to Asian countries
in particular because of their own past
practice of industrial policy.

These industrial policy trends in devel-
oping and advanced economies raise
questions of central importance for poli-
cymakers in Asia and will constitute the
core of the 2024 India in Asia: Deeper
Engagement Conference. What explains
the recent explosion of industrial poli-
cies around the world? How effective
have industrial policies in Asia been in
achieving their stated objectives? What
have been the cross-border conse-
quences of industrial policies in Asia?
What lessons can Asian economies
draw from global experience and how
can these be applied to shape regional
and global institutions and make them
fit-for-purpose for the 21st Century?

What should be their response to these
emerging policy developments in the
advanced economies? Should they
continue with their broad policy stance
of promoting technology and human de-
velopment, while practising broad open
trade and market-oriented policies?
Or do they need to respond to these
developments in other ways and pro-
mote specific industries and economic
activities through subsidies and focused
traded interventions, as they are doing?
Are such policy interventions necessary
in the wake of impending climate change
that requires significant economic
interventions particularly focused on
the energy transition? Is there a new
economic growth and development
paradigm that needs to be discussed in
the Asian context?
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The emergence of these new industrial
policies has also occurred because
of the geopolitical developments that
have taken place in recent years. The
increasing perception of China as a
strategic and political competitor by the
United States is a key ingredient in the
new worldview of appropriate economic
policies. This conference will therefore
also discuss the implications of geopo-
litical developments on industrial policy
and vice versa.

For the second conference in March
2024, we have therefore chosen the
overarching theme of New Industrial
Policies: Asian Perspectives.
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Welcome Address

Honourable Minister of Foreign Affairs,
Shri Jaishankar, Madam Pangestu,
Professor Danny Quah and, of course,
my friend and colleague Rakesh. It is
my privilege to welcome all of you to
this second ‘India in Asia Conference’
that we are holding, under the umbrella
of the Centre for Social and Economic
Progress (CSEP) - the think tank | chair.

Last year, in 2023, the Centre for Social
and Economic Progress completed 10
years. It was earlier called Brookings
Institution India Center (BIIC): in 2020
we changed its name to the Centre for
Social and Economic Progress.

Ten years ago, when the President of
the Brookings Institution, Strobe Talbott,
asked if | would help him set up an af-
filiate of Brookings in India, | agreed on
three conditions.

The first condition was it must be an
Indian think tank. The second, that it
must focus its efforts on issues of policy
importance to India. And the third, that
it must be funded by a cross-section
of donors so that the reality of inde-
pendence is not marred by perception.
Strobe Talbott and his colleague Martin
Indyk agreed to my conditions.

Vikram Singh Mehta

The third condition made the chal-
lenge of implementation difficult. This
is because the role of policy-oriented
research and think tanks was not well
understood at the time. Most corporates
were of the view that Indian bureaucrats
were reluctant to accept advice from
entities outside their own fraternity.

My endeavour was to persuade cor-
porates that the world was complex
and that, if proffered, our bureaucra-
cy would welcome policy briefs that
addressed matters of contemporary
significance, were built on empirical and
rigorous analysis, written in clear and
comprehensible prose, and contained
recommendations they could wrap their
hands round.

BIIC was successful in this endeavour.
Twenty-five donors agreed to contrib-
ute towards the corpus, and we refer
to them as our Founding Circle. | have
thanked them often but | would be re-
miss in not thanking them again on the
occasion of this conference.

As mentioned earlier, BIIC changed its
name to the Centre for Social and Eco-
nomic Progress (CSEP) in 2020.

CSEP is today one of the larger and most
respected multi-disciplinary think tanks
in the country. It has a faculty of around
100 people, working on a range of issues
such as economics, international secu-
rity, health, energy, climate change, and
minerals. The plan is to broaden this
to cover technology and many other
emergent issues of importance.

The world is at an inflection point - it
faces many risks; it is polarised and
fragmented; it is a world in which in-
dividuals responsible for navigating or
captaining the ship of state, people like
the honourable minister and others in
this room today, have no option but to
bring all hands to the till to steer the
ship of state to a safe harbour. What
is gratifying is that over the course of
the last few years, CSEP has gained
recognition for providing a useful pair
of hands. Its policy briefs and discussion
seminars are increasingly welcomed
by individuals in various positions of
authority, and this is a matter of great
pride for me.

This conference is one more milestone
for us. It is a particular pleasure for me
to welcome you all.
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Inaugural Address

This conference is about ‘India and Asia:
Deeper Engagement’. The agenda itself
brings up two questions: with whom
is that engagement and what are the
terms?

This year's theme is of Asian perspec-
tives on new industrial policies. It is
obviously an eminently suitable one, in
part because it addresses key aspects
of the two questions | mentioned. But,
equally, because it responds to an
ongoing debate about globalization, to
the emerging reality of great power
competition and the compulsions of a
multi-polar Asia.

For India, in particular, this relevance is
heightened because it catches us at a
time when we are taking decisive steps
in regard to deepening manufacturing in
this country. Not just by boarding a bus
that we missed to some degree in the
last many decades, but by concentrating
on emerging areas that are now likely
to have a global impact. Some of you
may be aware of the Cabinet decision
yesterday to approve a semi-conductor
fab and two assembly projects. This
comes on top of collaborations that
were announced during PM Modi's visit
to the US last June. We also began a

26

S. Jaishankar

solar rooftop initiative that is aimed
at covering 10 million homes in the
coming months. Also relevant here, is a
second space port that has been final-
ized a few days ago, even as FDI in the
space sector has been liberalized. | cite
these three illustrations because they
are requirements of an era that will be
characterized by Al and EVs, chips and
batteries, clean and green tech, space
and drones, by critical minerals and
trained human resources.

But it is not just the emerging domains
that are witnessing such activity. India
is approaching manufacturing with a
renewed zest, combined with much
more effective delivery in regard to
infrastructure. It is also seeking to get
its human resources, improved through
better skilling and training, much more
into play. A culture of startups and in-
novation has also taken root in the last
decade. It is also noteworthy that pro-
duction in India is getting a fairer deal
through robust measures against unfair
competition. Whether it is the new or the
established sectors, the Modi govern-
ment is committed to transforming India
into a significant manufacturing force.
And there is an equally clear strategic
realization that without adequate manu-

facturing, we will never master the new
technologies so essential to becoming a
leading power.

All of this has a global context, just as
it has global implications. For years,
issues of growth and development
were discussed with an emphasis on
outcomes and efficiency alone. If the
mantras of the past are under challenge
today, it is because earlier thinking was
oblivious to the political, security, and
even social consequences of a particular
method of globalization. It is therefore
essential to revisit some of those as-
sumptions in the light of recent devel-
opments. When the talk has turned to
foreign policy for the middle class in the
US, to dual circulation in China, to Make
in India here, or to strategic autonomy in
Europe, it is time to wake up and smell
the coffee.

So, what has really changed? Most fun-
damentally, the perception of the costs
and benefits of globalization. In fact, it
has raised the question: whose global-
ization are we talking about exactly?
Much of the concern emanates from the
enormous production and technology
over-concentrations that it has pro-
duced in the last three decades. What



may have been latent uneasiness about
it has morphed into distinct discomfort
if not a sense of actual danger. This has
been accelerated by the frequent lever-
aging of the over-concentration across
different domains. At an economic plane,
it has created strong dependencies. At
the social one, the hollowing-out of man-
ufacturing in other geographies has led
to employment concerns. At a political
level, there are both strong security and
sovereignty implications.

Such concerns have acquired even
greater life in the light of our Covid
experiences. Many of us woke up to a
situation where the basics of our health
security were outside our control. We
saw the arbitraging of pandemic anx-
ieties in a ruthless manner. Demand
and supply were manipulated and costs
were often exorbitant, if not actually
extortional. Such situations brought
home two basic truths: one, that many
of us were far too dependent for basic
necessities on others; and two, that we
needed to be aware about the sources
of our dependency.

Granting that this was an unusual
period, there are still lessons to be
drawn for normal ones. For example,
as climate events happen with increas-
ing frequency, there is no guarantee
that they would not disrupt key supply
chains. On the contrary, there is an
increasing likelihood that they would, if
our reliance is so narrow geographically.
Moreover, supply lines themselves can
come under stress for other reasons.
We are today experiencing some of the
turbulence as a result of missile attacks
in the Red Sea. Some years ago, the
accidental blocking of the Suez Canal
created its own difficulties. There could
even be more planned events, such as
the impact of conflicts, like the one we
are currently seeing in Ukraine. Just-
in-Time may work in Nagoya; it cannot
work for the international economy as a
whole. A more uncertain and turbulent
world means that the needle is moving
in the direction of Just-in-Case. We
express that in current parlance as the
argument for more resilient and reliable
supply chains.

These concerns are particularly strong
in regard to critical and emerging
technologies. If we look at areas like
renewable energy, telecommunications,
semiconductors or electric mobility,

there is good reason for the world to
worry about the lack of options. It is
inevitable, as these grow, that serious
efforts at de-risking will start to gather
steam. In some areas, this is already
visible. Any debate on new industrial
policies must therefore take into ac-
count the growing collective interest in
diversifying production. This has already
reached a level where new understand-
ings are being forged, as much between
nations as between enterprises.

So far, we have been discussing the
world of products. When we move to the
digital domain, this same case becomes
infinitely stronger. It may not matter
that much to us where the apparel,
consumables or furniture we use are
made, though we would naturally prefer
that these are made by us. But when it
comes to data - who harvests it, where
it resides and how it is processed - this
makes a world of difference. Rules,
norms and firewalls acquire a critical
importance. For that reason, trust and
transparency are at a particular premi-
um. The digital concerns are already
spreading as we live in an increasingly
informationalised environment. The
auto industry appears to be one such
example. Technology today connects
political sociology increasingly with
international economics.

In an era of great power competition,
these aspects naturally come to acquire
greater salience. We have already expe-
rienced that market shares have been
leveraged, that trade, finance and even
tourism have been weaponized, and
that existing mechanisms and platforms
effectively gamed. Such compulsions
have also given new life to technology
controls and strategic trade, as indeed
to the acquisition of key resources. For
that world which has grown comfortable
with established globalization, these
have now emerged as new points of
stress. The accompanying debate has
been one of decoupling or de-risking. In
real life, both are happening to certain
degrees, and sensible policy makers will
refrain from extreme interpretations of
both their viability and their impossibili-
ty. The challenge that many will face will
be to continue to walk on both sides of
the street in as many destinations and
on as many days as possible. That will
become more difficult as time passes.
Some choices on some issues on some
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occasions could be unavoidable.

The rebalancing of the world has seen
the emergence of new production and
consumption centres. What has lagged
behind is a key link: the creation of new
connectivity. This is particularly neces-
sary in those parts of the world where
the era of imperialism disrupted histor-
ical linkages. Like production, connec-
tivity too could be exposed to the risks
of over-concentration if it is unilateral,
non-transparent and non-commercial.
That realization has become much
sharper in the last decade. Where India
is concerned, our views on the need for
a genuinely collaborative international
effort has been long known. Today, it is
visible in the exploration of the IMEC
corridor, the International North-South
Corridor to the West, the Trilateral
Highway, and the Chennai-Vladivostok
Corridor to the East. Asia would truly
benefit from additional lateral connec-
tivity that is free, open and rules-based.

Friends, industrial policies cannot be
divorced from the quality of human
resources. In our own country, it is
noteworthy that the two challenges are
being addressed by the Government in
an integrated manner. Such thinking is
increasingly a global necessity as well.
We have already seen that ambitious
plans in the developed world on new
and emerging technologies have slowed
down because of the human factor. The
truth is that new technologies are going
to create a global workplace. In the
last year, India has concluded mobility
agreements with a number of European
nations, as well as Japan and Australia.
Both in numbers and scale, such initia-
tives will become more serious with
the passage of time. In many ways, as
India develops its skills and talents, the
attraction of Make in India will commen-
surately grow.

So let me conclude by saying this: we
are heading into a process of re-global-
ization. It is shaped by more resilient
supply chains, by trusted and trans-
parent digital transactions, sharper
competition, and greater innovation.
These are the realities to which new
industrial policies must respond. And
as a foreign minister, one last piece of
advice: you now ignore geo-politics at
your own peril.

Thank you.
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Keynote Address

Good afternoon, ladies and gentlemen.
Namaste. As you have guessed, | am
also a guest here. The host is CSEP. But,
by virtue of being Indian, | am also a bit
of a host to those of you who have come
from abroad. So, let me add my words
of welcome as well.

At this time of year, there is another
competing conference at Stanford. This
is the second year that the Stanford con-
ference is being held, and, deliberately
or inadvertently, the dates invariably
clash with CSEP’s. My wife and | were
committed to going to Stanford, but such
is the clout that CSEP, Rakesh Mohan,
and Laveesh Bhandari have that we
were forced to drop out. In any event,
that was the “India Dialogue”; this is
“India in Asia”.

As most of you know, | asked Rakesh
and Laveesh what they wanted me to
talk about. They were very vague, so |
am also going to be—not vague—but a bit
unstructured in terms of what | want to
say. | am going to ramble a little bit, but
| hope to convey a sense of what India
is striving for within as well as outside
Asia, and what the trajectory looks like.
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Most of you probably know that in India
now there is a lot of discussion on what
we in the country call Amrit Kaal, which
is the trajectory for the next 23 years,
for the year 2047 when India celebrates
100 years of independence. So, there is
a lot of discussion around that. What
does India have to do to become what is
an aspirational goal of Viksit Bharat or
developed India?

Certainly, everyone present here knows
that the expression “developed” does
not quite have a precise definition
or meaning anymore, as opposed to
World Bank classifications like “middle
income”, “upper middle income”, “lower
middle income”, and so on. Having said
that, there are different ways to try and
pin down what a “developed” India in
2047 might be. One way of doing that is
in terms of UNDP's Human Development
Index (HDI). | have become developed
“if the HDI value is more than 0.8". |
could also try to define “developed” in
terms of the share of manufacturing or
industry in GDP. The more customary
way of defining developed is, of course,
in terms of per capita income. Roughly

speaking, a country can be said to be-
come developed—despite my saying that
there is no precise definition—if it moves
into the higher income category. So, we
are talking about a per capita income
of US$13,000.

One will fiind there are many discus-
sions, speculations, forecasts in India
floating around about what India’s
per capita income might be in 2047.
And that boils down to a few obvious
assumptions: How is the exchange rate
going to behave? What is going to be
the inflation rate? That's a bit easier to
forecast because the Reserve Bank of
India (RBI) has a band that you can use
for that assumption. But, most important
of all, what is going to be the real rate of
growth? There is, of course, the question
of the rate of growth of population, since
it is the per capita income. But that is
easier to pin down.

When one looks at that figure of per
capita income in 2047, the crux is
whether we are talking about current
US dollars in 2047 or constant US dol-
lars. If we are talking about constant US
dollars, it makes things a little bit more



difficult. If we are talking about current
US dollars, it's a bit easier. Accordingly,
we will find some people saying, yes,
it is possible for India to move beyond
$13,000, assuming the World Bank does
not change the classifications. And there
will be others who will say, “No, no, it's
not going to happen. India will touch
about $10,000 in constant dollars.” And
you have similar figures, similar esti-
mates, and similar forecasts about the
size of the GDP.

So, this is one set of discussions in
India, about India in 2047. There is a
second set of discussions that happens
in India, probably a little bit more lim-
ited to within India, and that is in view
of the fact that we are heading into the
2024 elections, as several countries in
the world are. Obviously, the question
that is asked is: What's going to be the
agenda for the new government? What
are going to be the priorities for the new
government that's going to be sworn in
in May 20247 Remember that this new
government will be for 2024 to 2029.
This will have been a period when India
will attain a GDP of $5 trillion, become
the third-largest economy in the world,
and, towards the end of 2024-29, India
will approach a GDP aggregate of $7
trillion. And, of course, in 2030, we have
the terminal year for the Sustainable
Development Goals (SDGs). Most coun-
tries in the world have deviated from the
path of attaining the SDGs, but | need to
quickly mention that India has deviated
less compared to many other countries
in the world. So, what will be the agenda
for this new government?

There is near consensus—although ev-
erything is uncertain—that the political
composition of this new government
will be no different from the present
government. In other words, it will be
a Bharatiya Janata Party (BJP) gov-
ernment, a BJP-led government, and
the Prime Minister will continue to be
Narendra Modi. So, when people ask
me this question, “What is going to be
the agenda for the new government?”,
| am a bit puzzled about what | should
say. The moment you ask the question,
“What is going to be the agenda for the
new government?”, automatically and
implicitly, you are assuming that there
was something wrong with the policies
pursued by the Narendra Modi govern-
ment in the first and second terms, and,

therefore, in the third term, the policies
are somehow going to be different. They
won't be, as is understandable. There
is a continuity in the policies. So, you
won't have a completely different set of
priorities. Understandably, you will have
tweaking, you will have modifications,
but there will be a certain continuity. And
what | hope to do is to present before
you some of the elements of what is
going to shape that particular agenda.

When we are talking about the gov-
ernment, we are really talking about a
union government. Please do remember
that India is a federal country, though
not quite in the legal sense. And there
are limited degrees of freedom that the
union government has. What happens
in India is largely a function of what
happens at the level of the states. The
precise figure depends on the year, but,
otherwise, 97% of India’s GDP originates
in the states. If you leave out railways,
national highways, and stuff like that, it
is essentially the states. The states do
differ. States are large, states are small,
states are generally heterogeneous, and
states vary.

Going back to an earlier question that |
mentioned, of what is likely to be India’s
per capita GDP in 2047, it boils down to
your assumption or your guess of what
is likely to be the real rate of growth
from now until 2047. Of course, as econ-
omies develop, the rate of growth tends
to slow down, but let's ignore that. If you
look at the various forecasts that people
have done, you will find that some peo-
ple will say, as a medium-term growth
rate trajectory, 5.5 to 6%. Some will say
6.5t0 7%, some will say 7.5 to 8%. These
may seem to be minor differences, but
by virtue of the fact that growth is expo-
nential in nature, those differences blow
up. After the recent GDP figures for the
third quarter in yesterday and today's
papers, and the full year’'s estimate of
7.6%, | am inclined to think that some
people who said 5.5 to 6% might now
grudgingly accept that, no, India is likely
to do better.

The point that |, however, want to flag is
what | just said: that what happens in the
aggregate to India is a function of what
happens to the individual states. And if
| look at the last 10 years, amongst the
major states, not the minor ones, if |
look at the last 10 years, only two states
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among the major states have grown by
more than 7%, and those are Gujarat and
Karnataka. So, obviously, if India has to
grow faster, the other states have to
grow faster. And quickly in passing, in
terms of contributions to the aggregate
Indian GDP, almost 50%, or 47% to be
precise, is made up by just five states.
Gujarat and Karnataka | already men-
tioned. The others are Maharashtra,
Tamil Nadu, and Uttar Pradesh.

Again, several of you will know there are
reasons for these union-state—union as
in the Centre—there are reasons for ten-
sion between the union government and
state governments. There are traditional
mechanisms, traditional avenues to
reconcile and sort out these differences.
NITI Aayog is one of those. The Finance
Commission, of which the 16th one has
just been constituted, is another. The
Inter-State Council is another.

Let me now turn a little bit to the imme-
diate, for the government that is formed
in May 2024. That government in May
2024, one of the first things it will have
to do, one of the first things the Finance
Minister will have to do, is to formulate
and present a budget. A budget is not
merely a statement of the union govern-
ment’s annual receipts and expenditure.
It also sets out a reform agenda of sorts.
| want to quickly mention what | think
will be the important components of this
reform agenda.

Now, when we say tax reform, there is a
direct part of it, and there is an indirect
part of it. The indirect part of it is really
further reforms to the Goods and Ser-
vices Tax (GST). Make no mistake, the
fact that the GST was introduced was a
phenomenal achievement, and the GST
Council is a phenomenal example of
union-state cooperation. But also, make
no mistake, the present GST is a work
in progress.

There is a figure that is often bandied
around—perhaps not that much now—
which said that the introduction of GST
in India would add 1.5 to 2% to GDP
growth incrementally. This was estimat-
ed by the National Council of Applied
Economic Research (NCAER) on the
basis of a model for the Ninth Finance
Commission, and this was based on the
assumption that the GST was a perfect
GST. What do | mean by a perfect GST?
| mean, every good and service is part
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of the GST. There are several important
items that are not part of the GST today,
even when an agreement has been
reached that they ought to be part of
the GST. Examples of that are petroleum
and related products, stamp duties,
items for which they have not been in
agreement so far but they should be part
of the GST: liquor and tobacco. And, of
course, the number of rates. Today we
have too many rates: 0%, 5%, 12%, 18%,
3%, 0.25%, 28%. | personally think that
there should be one single GST rate.
However, let me also say that none of
my economist friends agree to it. Either
you are not an economist or you are not
a friend. Most of my economist friends
tend to argue that there should be three
rates: a standard rate of, let us say, 12%,
a merit rate of 6%, and a demerit rate of
something like 18%.

The problem with doing something like
this, or attempting something like this,
is that we begin to quibble about what
should belong to 6%, what is an item
of mass consumption, what is an item
of elitist consumption? And, therefore,
instead of simplifying, we make life more
and more complicated, which is why we
have so many rates today. Therefore, if
it is an air-conditioned restaurant, the
rate will be higher. If it is non-air-condi-
tioned, it will be lower. If it has a seating
capacity of more than 25, the rate will
be higher; less than 25, it will be lower.
In my view, issues of equity are best
addressed through direct taxes, not
through indirect taxes like the GST. In
the process, this is not a decision about
the GST that the union government
alone can take decisions. The decisions
are for the GST Council to take. In the
process, the decision will also have to be
taken about what should be the average
GST rate. The average GST rate today is
about 11.5%. Computing revenue-neu-
tral rates, what kind of rate would have
given you the same kind of revenue,
is always problematic. It depends on
assumptions. But when the GST was
introduced, the revenue-neutral com-
parison computation was something
like 17%. So, compared to 17%, we have
11.5%. Of course, GST revenue is doing
very well, but that is largely because of
more companies being brought into the
GST net and better enforcement.

Let me now turn to direct tax reform. On
direct taxes, there is a personal income
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tax part and there is a corporate tax part.
| should quickly mention that the taxa-
tion of agricultural income is completely
under the purview of the states. And,
with the exception of plantation income,
agricultural income is generally not
taxed. Of course, from an enforceability
point of view, once | decide not to tax
agricultural income, it becomes very
difficult to tax non-agricultural income
of farmers also. Leaving that aside, to-
day—when | say “today”, it always means
six months ago, because data has a time
lag—94 million people submit income tax
returns, which means a very small per-
centage of the Indian population. These
are individuals, and | am not talking
about corporates. What may surprise
you, unless you know what is going on,
two-thirds of these returns... | said 94
million submit income tax returns, and |
did not say they pay income taxes. Two-
thirds of them submit returns that show
zero tax liability.

There is an impression that there is a
lot of tax evasion. There is indeed tax
evasion. Otherwise, how would the char-
tered accountants and lawyers make a
living? But the bulk of what happens is
not tax evasion, which is illegal, but tax
avoidance, which is perfectly legal. Tax
avoidance is the use of legitimate exemp-
tions to reduce your taxes. And one of the
things on direct taxes, one of the items
on the agenda is the complete removal
of exemptions and to have a direct tax
code which has no exemptions, zero ex-
emptions, and which also breaks down
the silo that exists between personal
income tax payers and corporate tax
payers because do remember that any
unincorporated enterprise pays income
under the personal income tax laws and
not under the corporate tax laws.

What is the tax-to-GDP ratio in India
now? Well, you will find a figure of about
11.5%, but that's only the union govern-
ment. The states also contribute taxes. If
you add the states, it's about 17.5%, the
tax-to-GDP ratio. It's gone up a bit. 17.5%.
Is that high or low? It depends on which
country you are comparing with. What |
want to point out is that every year, we
lose about 5 to 5.5% of revenue because
of exemptions. So, had those exemptions
not been there, then the tax-to-GDP ratio
would have been something like 23%.
So, one of the issues to be debated as a
country is what we do with exemptions.

As of today, for both personal income
tax payers and for corporate tax payers,
there are two channels: one with fewer
exemptions, one with more exemptions.
But today, there isn't enough of an in-
centive to opt for, either the personal
income tax act or the corporate tax
side, for the channel that has fewer
exemptions. By virtue of the hat that
| wear as the Chairman of the Prime
Minister’s Economic Advisory Council,
often people come to me. They come to
lobby, as they no doubt did when Rakesh
used to be in the Finance Ministry. And
the usual lobbying exercise is, “Remove
exemptions for everyone else but please
retain them for me”, which is the reason
why we have not been able to remove
the exemptions in their entirety.

| should quickly mention something
about enforcement also. Many people
are not aware—even Indians are not
aware—that in the increased scrutiny
that has happened since 2014, there
are 600,000 shell firms that have been
closed down. Let me give you a figure
only from 2023, or only calendar year
2023. In calendar year 2023, there
have been 6,323 cases of GST evasion
involving input tax credit. 6,323. You
don’'t know how to relate to that. Let
me give you the total evasion according
to the department. The total evasion
according to the department, only for
calendar year 2023, is Rs 198,324 crore.
One crore is 10 million. Now, once these
allegations were levied, about Rs 28,000
crore—so Rs 280,000 million—was vol-
untarily paid without any further contest
on the part of the assessees.

Let me now turn to something else
which | don't think is sufficiently talked
about. As economists—most of us here
are economists—we dabble in policy. We
are concerned with public goods, which
| am not using in the strict economic
sense, but in the sense of goods and
services that should be provided by the
government. There are three kinds of
issues that arise:

First, what should the government be
spending on? We want the government
to do all kinds of things under the sun.
Should the government be spending on
A or B? Because resources have oppor-
tunity costs, and that is something we
sometimes do not appreciate. Here are
some back-of-the-envelope kind of num-



bers. The government should spend 6%
on education. 4% on health. 6 plus 4 is
10. The government should spend 10%
on infrastructure. 10 plus 10 is 20%. The
government must spend 3% on defence.
It's 20 plus 3, 23%. | already gave you a
tax-to-GDP ratio of 17 to 18%, and we
already have demands of 23%. Which
is why we need to have—not as the
union government, but as a collective
entity—we need to be clear about what
we want the government to spend on,
because, as | said, all resources have
opportunity costs.

The second question, which is perhaps
an even more important question, is
what level of government should be
spending this? Invariably, when we talk
about decentralisation and devolution,
we have in mind union-state issues.
But decentralisation and devolution
are not only about the union and states,
it is also about local governments.
Local governments have some sort of
recognition under the constitution. But
they are recognised, and also quite not
recognised, because state governments
have done precious little to devolve fi-
nancial resources and other powers to
the local bodies. We spend a lot of time
debating what the union Finance Com-
mission should be doing. We spend little
time debating what the state Finance
Commissions have recommended. Most
of the public goods you will be able to
think of are actually delivered by local
governments and not the union gov-
ernment, and certainly not even state
governments.

In passing, down the years, we have built
up a silo between what is rural and what
is urban. Let me quite clearly mention
this because there is a census definition
of what is urban, but it is hopelessly
outdated. And to understand what has
been happening in India, one needs to
appreciate that most of the urbanisation
that has occurred ... we don't have the
2021 census yet. But earlier, most of
the urbanisation that has happened
has taken place in what is called census
towns. In other words, they are towns
as per the census, but they don't have
municipalities yet. So, there are serious
governance issues in these urban areas.
| don't know how many of you know,
even those who are from Delhi, techni-
cally Delhi has 224 villages within Delhi.
There are 224 villages.

| should also quickly mention, when
| said that what level of government
should be spending, should the union
government be spending on health? Be-
fore you immediately say yes, because
there is a national mission on health,
health is a completely state subject. |
am just mentioning this to illustrate that
what is there in the Seventh Schedule
of the Constitution was inherited from
the Government of India Act of 1935. So,
there are issues about what the India
that looks forward to 2047 should be
doing in terms of the allocation of de-
cision-making, not only between union
governments and state governments,
but vis-a-vis local governments also.

Recently, the Finance Minister, when she
was asked about the agenda of reforms
for the new government, mentioned
factor markets. She mentioned labour,
land, and, of course, capital. On labour,
guite often, historically, people have
flagged an exit policy for labour, and
particular provisions of the Industrial
Disputes Act. Certainly, those who follow
India will know that the 50-odd labour
laws have now been consolidated into
four codes: on wages, industrial rela-
tions, social security, and health and
working conditions. But, like | said,
health is completely in the state list.
Labourisin the concurrent list. So, once
the union government has announced
these codes, state governments have to
announce the orders. If you look at the
orders issued by the state governments,
you will find that all the rigidities that
existed in the labour laws have crept
into the orders. And in case you do not
know, the Shops and Establishments
Act, those are completely administered
and enacted by state governments, and
the services sector is entirely governed
by the Shops and Establishments Act.
One reason why the call centres moved
to Gurgaon—the main reason why the
call centres moved to Gurgaon—was
the rigidity of the Delhi Shops and Es-
tablishments Act.

We are also talking about the labour
force participation rates, not just for
males but for females also. We are
talking about greater formalisation
amongst the many kinds of transitions
that are happening in India. There is a
formalisation that is going on. There is
a transition that is happening in terms
of rural to urban, there is a transition
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that is happening within agriculture—
from traditional food grain output to
commercialisation and diversification—
there is a transition that is happening
towards wage employment, and there is
a transition that is happening in terms
of formalisation of both individuals
and enterprises. About 97% of micro,
small, and medium enterprises (MS-
MEs) are in the informal sector, so to
speak. They are not registered under
any form of legal undertaking. | am
not even talking about the Companies
Act. A lot has been done by this gov-
ernment to encourage formalisation.
You will have heard of Aadhaar, direct
benefit transfers, and the JAM trinity:
the Jan Dhan, Aadhaar, and mobile
trinity. But we still do not have a com-
plete identification of individuals in the
sense that some individuals, some pro-
grammes—government programmes,
welfare programmes—are targeted as
individuals, like health programmes.
Some are targeted as households, like
the Mahatma Gandhi National Rural
Employment Guarantee Scheme (MGN-
REGA). So, there needs to be a matching
of the individual identification with the
household identification. About half of
that work was done before COVID-19. It
has to resume properly after COVID-19.
Similarly, you cannot mandatorily insist
that informal enterprises must register.
| mentioned MSMEs are not registered
under any form of legal undertaking.
But the Goods and Services Tax Network
(GSTN) number, which is the number
associated with GST, is a beginning of
what can become an identification num-
ber, a unique identification number, for
informal enterprises.

Land. Everyone here, particularly since
you did not have to travel through Pun-
jab to come to India, will accept the need
for agricultural reforms, reforming the
kind of input subsidies we give, reform-
ing controls in marketing, distribution,
and so on. The Agricultural Produce
Market Committee (APMC) Acts, etc.,
etc., commercialisation, diversification,
and all of that. What | want to mention
is that quite often we do not talk about
land reforms, not as much as we should.
Who is a farmer is defined by the state.
How does the state define who is a
farmer? State as in provincial or state
government. How does the state decide?
The definition of a farmer across states
is that you must own agricultural land,
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ancestral or otherwise. Therefore, to
decide who is the farmer, | need to
have land records. | already know how
this can be done. | have the revenue re-
cords, | have the survey records. | have
hand-held gadgets which can plot a plot
of land. | can marry those together as
has happened in some states, not only
Gujarat, but even a far-flung state like
Nagaland. Except the government of
India, by the way, also has computeri-
sation of land records and digitisation
of industrial maps programme, which
provides assistance to the states. But
until | have modern surveys, industrial
surveys, all computerisation is garbage
in, garbage out. In a state like Bihar, the
last cadastral survey was done in 1911.
So, you can imagine the state of land
records in Bihar, by implication also in
Jharkhand. In Punjab, you are agitated
about farmers. By 2025, in Punjab, the
land survey will have been done in only
12% of the villages. For other villages,
we do not know. In a state like West Ben-
gal, land revenue has been abolished.
If land revenue is abolished, then land
ownership is frozen at a certain point in
time. | will never be able to update the
land records.

Having said this, | should quickly men-
tion an interesting government pro-
gramme that is known as Bhu-Aadhaar,
which has started on a pilot basis. What
Bhu-Aadhaar does is to give every plot
of land a 14-digit number. It's a bit like
an Aadhaar number; obviously it is not a
binary. | cannot do it everywhere at the
same time, as a pilot. So, once | have that
plot of land under Bhu-Aadhaar, which is
just a number, if you like a plastic card, |
know the complete antecedence of that
plot of land.

In May 2014, Narendra Modi became
India’'s Prime Minister. At that time, a
lot of people tried to anticipate what he
might do. Would he be another Margaret
Thatcher? Would he be another Ronald
Reagan? What would be his position in
the market versus the state continuum?
No one bothered to state the obvious,
generally, that why does he have to
be a second Margaret Thatcher? Why
does he have to be a second Ronald
Reagan? Why cannot he simply be
Narendra Modi? Since May 2014, the
government’s initiatives have been
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fairly obvious. There is the ease of doing
business part, and the ease of living
part. Government-to-business (G2B),
government-to-citizen (G2C), and—
sometimes not appreciated—govern-
ment-to-government (G2G) also. All of
which is intended to reduce the malign
role of the government. And whenever
there has been an attempt to reduce the
malign role of the government, it has
been applauded. There is not necessar-
ily the same amount of applause when
there has been an attempt to increase
the benign role of the government, to
ensure that the government exists in the
places where it has not existed in more
than seven decades after independence.
Out of the 700,000 villages that India has,
about 200,000 lacked basic necessities:
the physical and social infrastructure,
the local private goods in the form of
electricity, gas, toilets, roads, health. In
much of these, what has been done is
provision of these basic necessities. In
much of these, what has been done is
an emphasis on individual deprivation
and not community-based. One example
is the switch from community-based
toilets to individual toilets.

The use of technology. One example
of that is the digital public infrastruc-
ture, and, of course, the decentralised
identification of subsidies. So, while |
am catching my breath in the middle of
coughing, let me narrate two anecdotes.
In Delhi, there are some ancient ruins
in a place known as Suraj Kund. | read
somewhere that in Suraj Kund, those
ruins have been completely revamped.
Early in the morning, | went there to
see what it looked like. When we talk
about digital public infrastructure, most
of the time, at least people like us, we
have in mind Aadhaar. But it has done
phenomenal other things also. | turn up
at Suraj Kund, and there is an entry fee
to the monument, which is Rs 15. So, |
take out my wallet, fish out Rs 15, and
give it to the guard. The guard says no,
he can’t take cash. So, | said, “OK, here
is my credit card.” The guard said, “The
machine is not working.” So, | said, “Now
what?” The driver was hanging around,
listening to this conversation. He says,
“It's OK. | will Paytm it." He pays using
Paytm. Something like Paytm or other
such interfaces are used much more by
relatively poor people.

The other anecdote | have recounted
earlier, but not in this forum. So, it bears
repetition, particularly because my wife
is also here, as | said earlier. Some of the
things that the PM has tried to do is in
terms of what would be called a “nudge”
in behavioural economics. To make peo-
ple’s attitudes change, whether it is in
the Swachh Bharat issue, whether it is
in the transition towards green energy,
whether it is in the planning of smart
cities. In one of his speeches from the
Red Fort, he used the word “sab ka
prayaas—everyone's effort. India will be
a more prosperous and better-governed
country not only because of what the
governments do but also because of
what individuals do.

Some years ago, | was the Chairman
of the Committee, following actually
Rakesh's footsteps, to examine railway
reforms. In the course of which we
travelled everywhere by train, not the
super-fast Rajdhani kind of trains, but
ordinary trains. Once, in the middle of
the night, we had stopped in a godfor-
saken station in what was then a god-
forsaken state, namely Uttar Pradesh.
The train had stopped—it was something
like 2:30 in the morning—the train had
stopped because a Rajdhani train had to
pass. So, we asked the Ticket Collector
(TC), “How long is the train going to stop
here?” He said, "40 minutes.” So, my
wife and | decided to get down, stretch
our legs on the platform. Completely
deserted platform. 2:30 in the morning.
There is only one food stall that is open.
It was 2015, some 10 years ago. There
is a tall, hefty man who walks up to
that food stall, buys a packet of chips,
proceeds to eat those chips and throws
the wrapper on the platform. And | can
see my wife approaching this man. I am
not very sure what | should do. After all,
she is my wife. | cannot pretend | do not
know who she is. But this man is tall
and hefty. | am sort of venturing 10 feet
behind her. She goes, taps him on the
shoulder and says, in Hindi, “Pick that up
and put it in the garbage bin." He looks
at her, looks her up and down, picks it up
and throws it in the garbage bin. He goes
off. We go up to the food stall owner and
say, “This is remarkable.” He says, “It is.
But before the Swachh Bharat mission,
this would not have happened.”



Everywhere in the world, every country
in the world has faced the shock of
COVID-19. The shock of COVID-19 had
many lessons. One lesson, which is
obvious enough, is that you should not
be excessively dependent on one par-
ticular country. It was obvious enough.
But we learned it or imbibed that lesson
even more during COVID-19 because
of things like pharmaceutical interme-
diaries, things like solar panels from
China. And we recognised something
that should be obvious enough, that the
attitude towards so-called protectionism
are sometimes determined by known
economic interests also. And one of the
best articulations of this was in a paper,
an essay, which generally got ignored,
written by Keynes in 1933 in the Yale
Review." And to understand what this
government has been doing, it's import-
ant to appreciate this.

Given what is going around in the world,
it is more or less recognised that, as of
today, in the immediate short term, net
exports will not be much of a driver of
GDP growth. So, it has to be consump-
tion, it has to be investment, and it has
to be government expenditure. And
government expenditure in the form of
capital expenditure. And this particular
government has been characterised by
fiscal rectitude generally, and with an
emphasis on capital expenditure. But it
has also been driven, particularly since
COVID-19, by an emphasis on welfare. |
mentioned basic necessities, but more
than that. Part of this is because of the
debate that happened everywhere in the
world, including India, on inequality and
the K-shaped recovery. And, therefore,
the recognition, stating the obvious, that
| do have to win elections. If | don't win
the elections, then what is the point of
talking about the reforms? So, to a large
extent, not deviating too much from my
basic economic principles, | will have
to cater to getting elected. Now, this
explains partly why there is a contrast
between the Narendra Modi govern-
ment’s first term and the Narendra Modi
government's second term. You will find
in the second term that there has been
less of an emphasis on cutting down
on subsidies—union government sub-
sidies—in food, fertilisers, and fuel. You
will find that there has been a greater
degree of emphasis on capital expen-

diture driven by the union government
and not by Public Sector Undertakings
(PSUs), because the PSUs weren't de-
livering. You will also find that there is
a relatively lesser degree of emphasis
on privatisation, and all this investment
which | am sure is a transient phenom-
enon and will recover.

| am nearing the end. A few weeks ago,
Shekhar Gupta wrote a piece in the
Business Standard. The sum and sub-
stance of the piece—and | am not being
unfair to what Shekhar said—was that
to understand what the Narendra Modi
government is doing, one should read
the books, the speeches, or the writings
of what drove its ideological underpin-
nings. It didn't say this, but we should
read a little less of Milton Friedman or
Hayek or whoever it is, and try and read
what went into the formation of the BJP
and all its different incarnations. It's
an obvious enough point. Not worth a
column. But it is a point that sometimes
we miss. And you must realise that
while trade and investment are linked
to each other, the ideological under-
pinnings of the BJP, going back to even
before Independence, they were based
on Swadeshi. So, the first one of the
items to be discussed at this conference
is industrial policy. The first industrial
policy resolution in India of 1948 was
essentially drawn up by Dr Shyama
Prasad Mukherjee. And Shyama Prasad
Mukherjee was not only identified with
a fairly liberal policy resolution in 1948,
he is also identified with the Chittaranjan
Locomotive Works, the Sindri fertiliser
plant, the Damodar Valley Corporation
(DVC), and Hindustan Aircraft.

Shekhar Gupta mentioned Deen Dayal
Upadhyay. But there is much more than
Deen Dayal Upadhyay. That Swadeshi
strand is there, was there in the writings
of not only Mahatma Gandhi—and | am
not only talking about Hind Swaraj—but
also Savarkar. It's there in the writings
of Dattopant Thengadi, who wrote a book
in 1995 called The Third Way. It's there
in the concept of “Antyodaya”. So, to
understand what's happening in India,
we must remember this Third Way. It's
never going to be the market, it's never
going to be the state. Let's understand
that the emphasis is not just on tariff
reduction for the sake of reducing
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tariffs. There is a separate argument
there about unilateral reduction in tariffs
leading to my losing a bargaining chip.
There is a separate argument there
that tariffs have become completely
complicated, particularly the regional
trade agreements. | don't really know
what is the finished good, what is the
raw material, the basic good. And all
the effective rates of production have
gotten completely messed up. That's
fine. But there is an emphasis on Foreign
Direct Investment (FDI) and “Make in
India”. There is already evidence that the
Phased Manufacturing Programme, PLI,
has begun to work. After many, many
years, India is becoming part of the
global supply chain in manufacturing.

So that: reduce the malign and increase
the benign, welfarism, liberalise, priva-
tise where you can, that is essentially
the building block of everything that this
government in the earlier two terms,
and in the possible third term, will em-
phasise. Let me end with the following.

Today is the 1st of March. What do we
remember the 1st of March for?

We might remember the 1st of March,
specifically March 1, 1946, for the na-
tionalisation of the Bank of England. One
might criticise this government, particu-
larly in the second term, for depending
too much on the state at the expense of
the markets. It is valid. But the 1st of
March also happens to be World Civil
Defence Day, which is not just about civil
defence as we understand it. It's also
about mitigating risks and disasters.
And much of what has happened in the
post-COVID world, is a lesson for India.
That of many things that India must do,
and | am sure Dr Jaishankar will also
talk about this in a slightly different kind
of way, is that, India will have to pursue
its own interest. India will have to do
it its own independent way. India will
have to do its own little bit whether it's
in foreign policy or economic policy, to
guard against the risks. To guard against
possible disasters. And then there is
an uncertain world; in this uncertain
global world, the dangers of those risks,
the dangers of those disasters haven't
completely gone away.

Thank you very much.

1 ‘National Self-Sufficiency’, John Maynard Keynes, The Yale Review, Vol.22, 1933
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Keynote Address

Your Excellency, Minister Jaishankar, Mr
Vikram Singh Mehta, Chairman of CSEP,
and co-chairs of this conference, Rakesh
Mohan and Danny Quah. Good evening,
everybody, Namaste.

| would like to thank the co-chairs and
the conference organisers for inviting
me to this very beautiful place—Neem-
rana. Even though itis, like the world we
are facing now, very difficult to navigate
around, with guidance and collaborative
efforts by finding people to go to this
location together, we can start our eve-
ning tonight!

[t is an honour for me to share my
thoughts on this very important topic:
how India’s engagement in Asia can play
arole in the context of today’s challeng-
ing situation. | am actually in awe of this
audience today because, as Rakesh said
earlier, we have very senior and sea-
soned participants at this conference.
So, | am in awe because | must try to
be visionary and share thoughts about
what we need to do moving forward.

| would like, foremost, not just to talk
about the challenges but, most impor-
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tantly, I would really like to focus on the
opportunities for India’s engagement in
Asia and, | would say vice versa, Asia’s
engagement with India.

Before | begin my remarks, | will start
with a caveat, that what you will hear is
probably a rather biased view because
of my background. | am a trade person,
so that's my background and my expe-
rience. And for the last 30 years | have
been working as an academic in track
two; as a policymaker in my own country
and most recently in a multilateral de-
velopment institution; on trade, invest-
ment, and development in the national
Indonesian context in international
debates and regional debates; and in the
shaping of the regional architecture, but
also as a policymaker. So, probably what
| am going to say may not necessarily
be visionary, but hopefully | can offer
what | would call a pragmatic, realistic,
constructive, incremental approach. In
other words, there should not be one
approach. There are many approaches.
But we have to be pragmatic and real-
istic. And we cannot ignore reality, as
the Minister just said. So, | am going to

frame my remarks with the before, the
now, and the after.

It will be self-evident why | am calling
it the before, the now, and the after. |
will start with the before. The before is
really about the fact that if you want to
figure out what you should be doing to
respond to these new realities, and the
role of India's engagement in Asia—and
vice versa—we need to recall history and
what shaped development in the past
and the lessons we learned. And wheth-
er any of it remains relevant. Some of
you may argue that some of this is not
relevant anymore. But | would like to
argue that some of it remains relevant.

First of all, we can go back to history
when we had the tariff war. The United
States imposed an additional tariff of
20% on imports in 1930 through the
Smoot-Hawley Act, which led to a tit-for-
tat, as referred to already by President
Tharman. This led to widespread tariff
retaliation and tariff wars, leading to
a global trade slowdown, which con-
tributed to the outbreak of the Second
World War.
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The tit-for-tat tariff war exacerbated
and prolonged the Great Recession. We
had ratcheting up of tariffs, restricting
global trade, and a whole fragmentation
of global trade, which led to the Bretton
Woods conference. All of you know this
very well, but | just wanted to remind us
that we don't want to go there. And we
don't also want to reinvent the Bretton
Woods institutions. Whether or not we
need to improve them, to revitalise
them, or to reform them, the answer is
a resounding yes.

One of the G20 results of India’s pres-
idency last year was the recommen-
dations related to the evolution of the
multilateral development banks, for
instance. But we are not about to dis-
mantle what has worked in the past.
What we really want is to prevent the
kind of crisis that happened in the in-
terwar period.

| just want to reflect now on the South-
east Asia and Northeast Asia experience,
which was often termed at that time
as the “East Asia miracle”. | think all of
you are very familiar with that. Let me
just summarise it in a couple of words.
It was based on a labour-intensive, ex-
port-oriented model, going from import
substitution to a labour-intensive export
orientation, removing and reducing
restrictions on trades and investments,
special economic zones, incentives,
and tariff liberalisation. | think it was at
lunchtime that the Chair of the Economic
Advisory Council mentioned that we
shouldn't be doing trade liberalisation
for the sake of trade liberalisation.
Totally agree. So, the role of trade
liberalisation at that time was really to
increase competition and diversify these
economies, like Indonesia, to diversify
away from its dependence on oil and
gas, and that led to the regional produc-
tion networks that happened in Asia: in
Southeast Asia and Northeast Asia, the
flying geese pattern, and so on. This was
the model of development that existed
at that time. But it didn't sit on its own.
It sat within international commitments:
the ASEAN Free Trade Agreement; the
commitments in WTO in 1995; APAC, as
well as others that are known as the
encouraging forces that framed the re-
forms. Some of them were encouraging;
some of them were punitive in the sense
of conditionalities in the IMF's letter of
intent. But they drove and framed the
reforms, leading to growth.

36

So, this growth model grew in an
environment where these countries
reformed with the framework of in-
ternational commitments and within a
regional setting under the influence of
“peer pressure” or by way of countries
competing with each other in a positive
way and learning from each other. That
was part of the rationale of ASEAN.
There was a lot of debate on industrial
policy even then. Korea adopted it, Ja-
pan also did to some extent, Northeast
Asia adopted it to a greater extent than
Southeast Asia did.

We will have more discussion on this in
the following two days.

But why did Southeast Asia not use
industrial policy much? Mainly because
some disciplines already existed. For
example, at the WTO, there were dis-
ciplines on local content requirements
and investment and trade-related mea-
sures that existed at the time when we
were just shifting from import substi-
tution to export orientation. Other than
the discipline on the use of industrial
policy due to WTO commitments, there
were emerging lessons about the effec-
tiveness of the use of industrial policy at
the time which led to the conventional
wisdom at the time about limited use
of industrial policy. The main lessons
learned were that effective industrial
policy is one which is well-targeted in
terms of sectors or companies, trans-
parent in selection and allocation, is
based on performance requirements,
and should be monitored and reviewed
with a sunset clause if it involves sub-
sidies or incentives. A major problem is
transparency, and | am going to quote
Chatib Basri, who always says, “The
government is bad at picking winners,
but the losers are very good at picking
the government.”

We then had the Asian financial crisis,
and that is where the so-called Wash-
ington Consensus broke down. And we
recognised that the exports-oriented
model of development is necessary but
not sufficient.

You need to have good institutions,
governance, a level playing field, and
continued investment in infrastructure
and human capital. You need to also
address the distribution issues. | think
we have heard about all these themes
from previous speakers.

As the Minister mentioned already,
during the post-global financial crisis
time, globalisation was questioned. When
| was a trade minister, | always said |
was not just the trade minister but that |
was the trade and development minister.
Trade is a means for development. It is
not enough just to have trade policy. You
need complementary policies. In fact,
international trade theory, whether it is
Stolper-Samuelson or Heckscher-Ohlin,
will tell you that there are losers and
gainers in free trade, but it will only
work if the gainers will compensate the
losers. That is in theory, but in reality,
that doesn’t happen. The complementary
policies needed to ensure distribution are
what has been missing, leading to the
guestioning of globalisation.

Okay. Maybe | have spent too long on the
past, but | wanted to remind everyone of
what has happened before, just because
some elements of what happened before
need to be remembered when we are
talking about the after.

How about now? What is the “now"? |
am not going to repeat what the Minister
and Tharman have described very elo-
qguently. We are facing a huge amount
of uncertainty in a post-pandemic world
where there is a global slowdown in eco-
nomic growth. All predictions are saying
that the world economy and developing
countries are going to grow below their
trajectory, except India. Southeast Asia is
going to grow at a lower trajectory but at
a higher rate than many other regions.
So, in other words, India and Southeast
Asia are in a very good situation to
capture this growth that will happen in
the future. We all know about the uncer-
tainties due to the conflict, the war, the
COVID-19 pandemic, and disruptions to
the supply chains, whether it is energy,
food security, health, and critical goods
such as semiconductors, and so on. So,
the prediction is that we are not going to
have fewer shocks. We are going to have
more shocks. So, therefore, the notion of
resilient supply chains, not just efficient
supply chains, becomes key. And then
you have three other challenges.

One is, of course, the climate crisis;
second, the challenges associated
with digital and Al technology; and,
most importantly, are the uncertainties
around the global economic order. We
are seeing increased global disorder—
great power competition, multipolar



competition—and the absence of the US,
which had been the main safeguarder of
the multilateral trading system of the
post-Bretton Woods era. Instead, we are
seeing unilateral actions, interventionist
actions, by advanced countries, mainly
a lot of that coming from the US, where
they are using tariffs as import substi-
tution and using it to “make America
great”. A trade war has taken place be-
cause of tit-for-tat, with retaliation from
China. When the US imposed tariffs,
China retaliated with almost the same
amount of tariff lines and tariff levels.

The data from five years of the trade
war shows the expected result: that ex-
ports from China to the US went down.
Likewise, exports from the US to China
went down. But the bystanders or the
third countries increased their exports to
China and the US, as well as to the rest of
the world, especially in production where
there are higher US or Chinese tariffs.
So, in other words, a relocation has
happened. The countries that benefited
were Mexico, Taiwan, Korea, Vietnam,
Thailand, and, to a lesser extent, Ma-
laysia and Indonesia. India is not there
yet. India may get there if we become
more forward-looking. Why did those
countries benefit from the relocation?

That is because they were already part
of the global value chain. It is important
to understand that the direction of relo-
cation is being termed as “lengthening
the supply chain”.

Therefore, the US may be importing
from Vietnam, but, in fact, the product
is, or a lot of the inputs are, actually
coming from China. Indeed, if the US's
desire was to delink or decouple from
China, it is not happening with these
policies. If the objective is to decouple
from China, then there could be further
policies down the line by the US to also
de-risk from the inputs and components
coming from China even though the
production is not in China. This is al-
ready happening, as we know, with the
IRA and the Chips Act. Preliminary data
suggests that for at least 23 products in
the IRA and Chips Act, which was enact-
ed in 2022, there is already a decline in
electronic and machinery exports to the
US from China and ASEAN. There would
probably be more impact if we looked at
the green industrial policy.

All these trends are as the Minister
also described very well, that there is a
redefining of the supply chain based on
resilience, based on security, and not
just on economics.

Let me now close with the after. So,
what does this all mean? What are the
implications of all this? | don’t know the
answers as we are facing an evolving
situation, one in flux. So, I am just going
to pose questions and try to offer some
answers. | believe that there will be two
types of responses. Some of it is already
happening. One, you will see a diversi-
fication of the supply chain, where you
try to reduce the role of China within the
supply chain. It would not be possible
in the short term, or even in the longer
term, to decouple totally from China. The
other response is to develop a totally
new supply chain or a different supply
chain that doesn't include China in it
at all. So, you would have two supply
chains: one supply chain that would in-
volve the region and non-US and non-EU
markets, where the participation of Chi-
na is not an issue; another supply chain
for exporting to the US or the EU, where
you reduce or attempt to eliminate the
involvement with China.

These two trends are not mutually
exclusive, and the question is, what
does this mean, and how should we be
navigating this? | will close with my own
take, my own view based on my expe-
rience, which may be wrong or overtly
optimistic.

First, what should be the national re-
sponse? Obviously, whether it's SEA
or India, you would want to be part of
those diversified supply chains. Diversi-
fication is the best response to address
risk and resilience and have trusted
supply chains. Given the geopolitics, for
the US, and to some extent for the EU,
diversification means deconcentrating
from China. This is the reality, and to
attract investments that are part of the
diversification and reshaping of value
chains, countries need to have the
enabling environment to attract invest-
ments. This is old wine in new bottles,
as was mentioned in the concept note
by Vikram Nehru.

In other words, the usual policies of
good investment climate, infrastructure,
and human capital still apply if you are
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trying to attract investments. But you
need to learn from the lessons that we
just talked about in "the before”.

As for Southeast Asia, another challenge
is the premature deindustrialisation
that took place in Southeast Asia, with
the exception of Singapore. That is, a
number of the SEA countries didn't
progress to higher value-added—to
more technology- or capital-intensive,
or skill-intensive—industries after the
labour-intensive export-oriented indus-
trialisation. There were various reasons,
including resource-rich countries with
resource booms.

Therefore, this time round, if countries
want to deepen supply chains, develop
complementary and component indus-
tries, then industrial policies need to
be designed not just for certain sectors
but for building the ecosystem, institu-
tions, and a forward-looking process of
continued development and upgrading.
Furthermore, recalling the pushback
against globalisation, complementary
policies are needed to ensure the bene-
fits of globalisation are distributed.

This conference is about the resurgence
of industrial policies that advanced and
developing countries are enacting to
attract certain sectors. We are seeing
Japan’s industrial policy in attracting
Taiwanese and US companies in the
semiconductors industry. We also just
heard the Minister share the Indian
experience in implementing industrial
policy in India. The US and EU are also
conducting industrial policy to develop
the semiconductor and low-carbon tech-
nologies. Many developing countries,
including in Southeast Asia, are also
following suit.

In the “before”, there has been a push-
back against industrial policy, especially
by advanced countries at the time. The
reality is that now we see a resurgence
of industrial policies in many coun-
tries, then we need to be realistic, and
that, politically, we will see countries,
political leaders, and policymakers
implementing some form of industrial
policy. Therefore, what is important
is to recall the lessons from “before”.
That is, there has to be transparency,
performance requirements, sunset
clauses, and that it is about building the
ecosystem and institutions. Industrial
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policy for a certain sector does not stand
on its own. Otherwise, one could end up
with a semiconductor industry, but it is
limited to packaging and not necessarily
going upstream to develop the chips, for
instance. Similarly, you may have the
crucial critical minerals for EV batteries,
but to advance from refining to process-
ing and manufacturing of EV batteries
and vehicles will need the development
of the ecosystem.

Deepening your industrial supply chain
will require innovation, investment in
infrastructure, and investment in human
capital. This needs to be part of indus-
trial policy so the ecosystem develops.
One should also beware of the risks and
that supply chains are not about making
everything in your country. The only way
the supply chains can really work—in the
past, now, and in the future—is if they are
globally competitive. That means scale.
This leads me to my next point.

In the context of India in Asia engage-
ment, | would hope that we can develop
regional supply chains based on the
regional and bilateral trade agreements
and existing value chains that already
exist, in which you may not be able to
totally decouple from China but could
reduce the role of China. You can think
about regional supply chains that in-
volve critical minerals, EV batteries,
EV vehicles, semiconductors, and
also low-carbon technologies. Such a
regional approach is better than the
beggar-thy-neighbour, crowding out
type of industrial policy that President
Tharman mentioned in his remarks. A
regional value chain will also lead to the
spread of competitiveness and innova-
tion across the participating countries,
companies, suppliers, and human capi-
tal who are involved.

Let me now close with what can and
should be done at the regional and
global levels.

Southeast Asia does not want to get
caught up between China and the US,
and the intention is to navigate the
geopolitical tensions, continue to be able
to engage with the US and China, and
deepen our regional integration because
it would mean that ASEAN and the wider
East Asia region can play a key role in
the reshaping of the global value chains,
remain competitive, and ride the waves

38

of geopolitics and geoeconomics. ASE-
AN should take the lead to strengthen
regional economic integration, such as
strengthening the East Asia Regional
Comprehensive Economic Partnership
(RCEP), as well as consider a more com-
prehensive regional security approach.

India is in a similar situation, where
you don't want to be caught having to
take sides, and, actually, | would like to
compliment India, as she has been very
good at managing and benefiting from
all these tensions so far. However, in
line with the theme of this conference
around India's engagement with Asia, |
would like to advocate that we should
enact what Prime Minister Modi calls
“Act East”. For instance, we could make
the review of the ASEAN-India FTA in
line with the development of a regional
value chain and make the FTA more
ambitious and simpler to implement.
An even better outcome if India could
reconsider joining the RCEP. Whilst
we recognise this is a difficult issue for
India, | still believe that this is the way
forward if we are to have a strength-
ened Asia region, which benefits from
and realises the opportunities of the
reshaping of the global value chain in
the geopolitical reality that is unlikely
to change any time soon.

Another forum, which is not an FTA, is
the IPEF (Indo-Pacific Economic Frame-
work). Its importance is that it is a forum
that involves the US, Australia, Japan,
Republic of Korea, India, and six ASEAN
countries, besides Fiji and New Zealand.
IPEF has a focus on trade and resilient
supply chains and, whilst itis not an FTA,
can still provide a forum for discussing
principles and cooperation, especially
since it is being driven by the US.

There are also bilateral FTAs that a
number of Asian countries have with
the US, EU, and Japan. Given that
“friend-shoring” and “allies” are being
defined as those countries having FTAs
with the US, those countries that have
bilateral FTAs with the US and that are
also part of the regional agreements can
be part of the strategy for regional resil-
ient supply chains. Another example of a
bilateral agreement is the limited min-
erals agreements with the US to access
the subsidies from the IRA, which Japan
was able to get agreement from the
US. Indonesia and the Philippines have

requested to negotiate a similar limited
agreement with the US, but so far, there
has not been a positive response.

Finally, what should be the role of Asia
in the global forum? Can ASEAN and
other (non-China) Asian countries, as
a meaningful middle power, play the
agency role to shape the global agenda,
as President Tharman has called for?
There is the opportunity to do so. For
instance, when Indonesia chaired the
G20 in 2022, it was possible to have a
communiqué despite tensions around
Russia’s invasion of Ukraine and the
pandemic. Despite tensions between the
US and China, the pandemic fund was
launched that year, where both of these
countries, along with the EU and many
other countries, contributed to the fund.
During India’s presidency, there was a
G20 task force to reform the MDBs, of
which Montek (Singh Ahluwalia) was a
member, and its recommendations are
being adopted by the MDBs.

There are other areas where we can
shape the agenda, such as the WTO.
Unfortunately, there is not much traction
around the WTO, and there is not much
news on the WTO Ministerial Meeting
that is happening right now, and there
appears to be an underappreciation of
how important the WTO is. | believe it
remains important because the multilat-
eral trading system is still the anchor to
a rules-based and fair-trading system.
Asia and ASEAN can play a role firstly
in ensuring that there is continued mo-
mentum in whatever progress can be
made currently in the WTO, such as the
two or three things under negotiations
right now: the e-commerce agreement,
which speaks to the point raised earlier
by the Minister about building rules,
norms, and trust in the digital economy
framework: another area is the invest-
ment facilitation agreement, which is
just like the trade facilitation agreement,
which can shape the policies and kinds
of standards and norms that are needed
to facilitate trade and investments and
is very much related to the point made
earlier regarding national policies being
able to attract the investments.

Asia and ASEAN can also play a role by
playing a leading role in the longer-term
agenda of completing other key negotia-
tions in the WTO, such as the agriculture
negotiations, and the reforms of the



WTO, such as addressing subsidies, the
dispute settlement process, addressing
new issues to ensure the continued
relevance of the WTO, and institutional
aspects related to its processes.

In other words, what is being advo-
cated here is a multiprong strategy—a
collective approach on the bilateral,
regional, and global front. This is what
| call constructive incrementalism, and
as long as we are doing it as a collec-
tive approach, this should enhance the
positioning of the Asian region and help
deepen our regional supply chains for
the benefit of our own region, as well as
access external markets, especially the
US and Europe.

So, my main point is really very much
what Prime Minister Modi said: we need
to cooperate to find solutions that benefit
us and with an Asian mindset. We have
the agencies to shape the solutions.

There are different channels through
which that can be done. The best way to
face this very hostile external environ-
ment is to make this strategy actually
more, not less, advanced and prudent.

A final point, as part of what | would
call this collective and constructive
incrementalism, is the role of non-G-G
interactions and dialogues, such as this
conference organised by CSEP, track
two, and track 1.5 processes. These
kinds of processes are crucial in a world
that has become more complex, in a
state of flux, and filled with uncertainties,
as well as countries like ours in Asia
being pulled in different directions by
the major powers. The better solution
for us is to act collectively rather than
beggar-thy-neighbour or nationalist
industrial policies.

President Tharman also reminded us
about the importance of having enough
discussion based on evidence and good
thinking, which speaks to the impor-
tance of forums such as this conference
and track two discussions between
think tanks and civil society—perhapsin
north, southeast, and south Asia, and, of
course, India. The hope is that the ideas
that emerge can shape the solutions,
which, in turn, can influence the ongoing
national, regional, and global architec-
ture or processes as they develop.
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I myself come from decades of track two
processes before | became a policymak-
er. | must say that what | learnt in the
track two helped me as a policymaker. |
see many friends and colleagues in the
room who have been on this journey
together with me in various processes,
whether it is ASEAN, Asia-Pacific Eco-
nomic Cooperation (APEC), and ASEAN
Regional Forum (ARF) on security and
peace, which have influenced the official
processes.

Let me close with a call for us to
strengthen the ASEAN and the Asia-
India track two processes. We are in
this very challenging world, and there
is opportunity where we can shape the
solutions and influence the processes.
We hopefully can have a dialogue with
the policymakers and understand their
national political constraints as well as
the geo-economic and geopolitical con-
straints. Let me close there with a big
thanks. | would hope that what | have
been able to say or share today—may
not be visionary, but it is reflecting on my
perspective, the Asian perspective—on
what we could do more of between India
and Asia. Thank you very much.
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Opening Session

We have talked about all these issues,
and it's absolutely critical that we do be-
cause that sets the background for what
we—as a group of scholars and prac-
titioners—come together to solve: the
challenges that we need to solve. First,
| want to say that when we invited Mari
Pangestu and yourself, Your Excellency,
to give these speeches, we knew that you
would ignite the audience. We knew that
this audience was passionate about the
issues that we had come together to talk
about. But we didn't know that this audi-
ence would be so excitable that we ended
up exposing both of you to defending
your nations' practices of international
democracy, the international agencies
you joined, the invisibility and visibility of
the actions you take, your non-alignment
credentials—all of which have now been
fully exposed and discussed. For that, we
are very grateful. But we also hope that
doesn't mean that you will feel a certain
animosity towards us when we invite you
to come in again next year.

Talking about these issues, of course,
brings us back to why we are here.
And | thought that there were two
dimensions to the conversation about
why we are here. It came out both in
President Tharman'’s speech and in Your
Excellency and Mari's conversation. One
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is why India in Asia. The second is why
industrial policies at this point.

Why India in Asia has been, of course,
challenged by several people in the
audience. But | thought that the reason
we come together in meetings like this
is precisely to hash out how a group of
nations, all of whom need to look out for
their own self-interest, can nonetheless
come together and still produce an out-
come—a collaborative kind of outcome
of the kind that President Tharman
described. How do we get nations to
collaborate when they, at first, superfi-
cially, seem at odds with each other, or
at least are not minded to cooperate?

So, | think about this as an exercise in
inadvertent cooperation. We are trying
to design conversations, mechanisms,
discussions, and meetings like this to
bring about inadvertent cooperation.
Nations that don't seem to naturally find
common cause, but nonetheless will
behave in such a way that produce that
kind of collaboration that we need when
we meet great global challenges of the
world. | don't think it's a pipe dream to
do that because, after all, many people
have pointed out it is not the benevolence
of the butcher, baker, or brewer that
makes them put dinner on our tables,
but their self-interest. And that's the

kind of self-interest—that inadvertent
cooperation—we are trying to bring about
through conversations like this one.

How do we do that? It will emerge over
the next two days but also over the com-
ing years. So, the question of why India
in Asia, or why all of us coming together,
needs to be addressed against that kind
of background.

Let me conclude on why industrial
policy. For some people, thinking about
how the world has gone entirely mad
over industrial policy is a mistake of the
highest order. | am thinking about how
two wrongs—first in industrial policy, and
then second in responding—can make a
right. And we are here to think through
how these two paradoxical wrongs
making a right might be correct. It might
actually be the right thing to do. We are
trying to work through the contours of
how that happens. | know that many of
you are excited to do that. Taka already
made his presentation for Sunday, just a
few minutes ago. So, we are here to try
and work out those passions and enthu-
siasms against the background of, | think,
committed realism that Your Excellency,
Mari, Tharman has laid out for us to fol-
low accordingly. | am so glad that all of
you are here. | am so looking forward to
the conversations we are going to have.
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Opening Session

A warm welcome to all of you. First,
to the new delegates—thank you very
much for accepting our invitation.
Second, to those who are coming for
the second time: we are grateful to our
Honourable External Affairs Minister, Dr
Jaishankar, for gracing this occasion. |
hope that this means that he will start
looking more East than he has been,
even though, of course, he spent the
good part of his career—certainly more
than me—in the east as High Commis-
sioner in Singapore, as Ambassador to
China and other countries. It is indeed
very kind of him to come and be with us.
If you read the media and the newspa-
pers, you will know how busy he is. So,
for him to make this road journey from
Delhi and spend an evening and a night
with us is something exceptional. Thank
you very much, Minister. And, of course,
Mrs Kyoko Jaishankar has also come
to be with us. A very warm welcome to
you. I'll tell you a secret: the reason he is
here is that she had said she had never
been to Neemrana. And so, she wanted
to come. That's the weapon | used to
get him here.

We are most honoured to receive a
message for the conference from Prime
Minister Mr Modi for the second time. He
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was gracious enough to send us a mes-
sage at the first conference last year,
and now at the second conference, and
| hope he keeps up this performance.
Second, we are also really honoured
to receive a message from President
Tharman Shanmugaratnam, President
of Singapore. He honoured us by giving
the inaugural address last year. This
year, he sent a message. I'm proud of
getting a message from him. These are
notes on how we are making progress
in closer relations.

| am also very grateful to Mari Pangestu,
former minister from Indonesia, who is
also a former Managing Director of the
World Bank, who will give the keynote
address this evening.

Hon' Minister, Mari, Danny, Vikram—we
are very grateful for you to be here.

Dr Jaishankar, the address you gave—
even more, the answers to the ques-
tions—I think have really enlightened
us and have given a fantastic start to
this conference. | should also add, | was
a member of the first National Security
Advisory Board, which your father de-
signed and ran. So, | am grateful that
you are here.

| had mentioned in my background note
that the global economy’s centre of
gravity is moving from the North Atlan-
tic to the Indo-Pacific, after about 250
years or so. So, we are living through
a major epochal change in the world.
That is why we thought of having this
meeting last year, this year, hopefully
another 19 years. We need to be aware
that between China, South Asia, ASE-
AN, plus other Asian countries, we are
about four billion people. Our per capita
incomes range from around US$1,250
per capita to US$12,000. | am excluding
Korea and Japan from that range. So, if
these four billion people—whose aver-
age income today | think is coming to
around US$4,000 or something—grow
even 4% a year for the next 10, 15, 20
years, incremental growth in GDP and
demand will outstrip the incremental
demand that the West gave to Asia for
the last 50 years for Asia to be able to
grow. So, that is what got me to think
about getting this gathering together so
that we focus much more than we have
in the past towards Asia to the East of us.
| have nothing against doing business
with everyone else. But just to make
this important point: we are really living
through very, very interesting times; it
will become more interesting; and when
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times are interesting, they become more
difficult. | think the way you gave your
speech and your responses tell us that
we are really thinking about these dif-
ficulties in a very constructive manner.

As you said, we pulled out of RCEP for
various reasons—I| still feel we must
open negotiations again as and when
proper, but obviously protecting our
national interest. That goes without
saying. And if RCEP wants us, they must
look at our interests. And so, | would
still say, with due respect, that this is
still worth thinking about because of the
long-term issue, the future of the global
economy—for no other reason; for our
interest, not their interest.

I would like to, at this point, acknowledge
and give tribute to President Tharman
of Singapore. It was at the Kautilya
Economic Conclave in September 2022
that | observed, “He is the only kind of
person in his rank who replies to emails
personally, within a few hours.” So,
when | heard that he was coming to the
Kautilya Economic Conclave, | wrote to
him and said, “If you are coming to this,
I would like 30 to 45 minutes with you.”
He said, “Sure”, and fixed it up. | had an
hour with him. And he was so encour-
aging about this. | said, “In which case,
you must come for the first one.” And
he did. So, | just wanted to mention this
here because it has really been a great
encouragement from him.

Just to come to the theme of the confer-
ence... | won't say much. | think Danny
has put it very well. | do want to say to
all—and admit—that it was Danny's idea
of the theme, not mine. | would like to
claim it as mine, but it is his. So, thank
you for that.
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We have all admired the tigerish, drago-
nish growth of Southeast Asia, East Asia,
China, etc. There has been a long-stand-
ing controversy in economics and in the
economic strategy used by this region
to foster high economic growth. There
are those who say that such growth and
development was achieved because of
the industrial policies adopted; and
there are others who say this was be-
cause of the open economy framework,
which opened up trade, etc. So, this
controversy has been going on, and it
has never been fully answered well—
and never will.

Again, the reason for choosing this
theme from my point of view is: The West
lectured us consistently for being stupid
to have industrial policy; now they are
doing exactly what they told us not to
do. | am not saying they are wrong from
their point of view today; | don't know.
But they are doing exactly what they told
us not to do. Therefore, | do feel that,
for us in Asia, we need to get together
much more to figure out what to do in
the future. Not tit for tat, but we should
see how we respond to this. That's what
this is all about.

So, the question | would like us to ad-
dress is, in some sense, what kind of
cooperation we can think of coming into
the future. And that has been addressed
in some of the questions addressed by
Mari, by yourself as well, and by Thar-
man. That's one question. Second, how
much governmental cooperation and
interaction and—as Mari, you said—how
much on Track Two, Track Three, Track
Four? How much on trade? Again, RCEP,
CPTPP, etc., come to mind. How much
on FDI among ourselves? Most of the
time, everyone is thinking FDI has to do
with the West. Much more comes from
the East.

One thing that has not been talked about
at allin the Asian integration is financial
integration. So, the western financial
institutions—the usual suspects: Morgan
Stanley, Goldman Sachs, JP Morgan,
etc.—still dominate here and all of Asia.
Obviously, given the Chinese banking
giants, | think among us—I have nothing
against Chinese banking giants—this is
an issue we are not discussing in this
conference. But | think that it's also an
interesting issue coming up.

In brief, what can be devised in terms
of an Asian strategy in which India is an
integral part on a cooperative basis?
And how do we learn from each other?

We will appreciate ideas from you to-
wards the end, on how we can take this
activity forward for the next 19 years.
Also, more cooperation from institutions.
Danny agreed this year to be the co-
chair. He said we should have a co-chair
from another institute from another
country every year—because | am very
happy if you continued there. But | am
just giving you his idea. So, that also is
something to keep in mind.

Should we keep it here in this lovely
location? The great thing about this is
the lack of good connectivity. So, we can
lock you up in the fort, and we will ply
you with drink and food—and, of course,
with great thought and wisdom, and so
on. That's why | wanted to do this. Danny,
we talked about having it in Singapore.
| said, “No, there is no good place in
Singapore, very boring.” But if you can
think of going to some place with less
connectivity, that will be terrific. If you
can think of these things, towards the
end, we will come to some conclusion.



A warm welcome again. | stand here
today to provide you with a background
of what CSEP is all about, and how this
translates to and can help articulate a
vision for this conference. The history
and transition of CSEP have already
been shared with you by Vikram yes-
terday. We have grown fairly rapidly
and are today amongst the largest
multidisciplinary think tanks. A lot of this
has happened when | was not around,
but | have seen glimpses of it. | must
acknowledge that it's not easy—and
many of us here are from the think tank
world—it's not easy to put together a
think tank such as CSEP. It must have
required a lot of effort, but more im-
portantly, there is a certain vision that
has gone into CSEP. There is a certain
sincerity that has helped translate that
vision. | must acknowledge Dr Mohan
and, of course, Vikram Mehta, for having
sustained and led the foundation for
what we hope will be a great institution
in the coming years.

CSEP, as | have already mentioned, has
some characteristics that help it stand
out within the world of think tanks. It
is a multidisciplinary think tank with
a focus on scholarship, conducted in
an atmosphere of independence and
integrity. We have scholars from across
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economics, foreign policy, engineering,
law, people with experience in bureau-
cracy and technocracy, industry, and
academia. That is what we are trying
to do here—translate a very complex
world with the help of a whole range of
inputs coming in from different domains.
Of course, it is impossible to have all
the required expertise within CSEP. So,
we look at partnerships, both at the
organisation level and at the individual
scholar level. This is helping facilitate
a lot of our work in the last few years.

| must say that scholarship stands at the
very core of what we are trying to do.
The environment today is changing very
rapidly, and in many areas, we really
don’t have much documented evidence
to go by. So, how do you undertake ev-
idence-backed independent research?
It's an important challenge and a serious
one for all of us. One way in which we
can do so is to leverage our relation-
ships and look at global experiences.
Across not just the Global South, but
globally, there have been a whole range
of experiences that we need to access.
And more so in Asia—like India, the
whole of Asia is marked by significant
diversity and heterogeneity. And like
India, Asia has been able to manage that
diversity and work together, bringing in

INDIA IN ASIA: DEEPER ENGAGEMENT
New Industrial Policies: Asian Perspectives

a certain cooperative ethos which has
helped it move forward. Can India, which
has also done the same within itself,
engage better? These are some of the
guestions that have been at the genesis
of this conference.

| have already talked a little bit about
the multi-disciplinarity. | won't talk
much more about the work that we do
here. | will just mention the three or four
major areas, the larger pillars, around
which we work. The largest group of
scholars works in a domain that we
refer to as energy, natural resources,
and sustainability. They work on a whole
range of areas from decarbonisation,
the transition process, oil, gas, renew-
able energy, and increasingly they are
looking not just within India but also
the region. We are looking at issues of
finance, looking at multilaterals and how
they can access or enable the flow of
finance to the developing world, among
other areas including a whole range
of issues related to the transition and
sustainability.

A second group of scholars works on
growth and development, which again
covers a wide area. We have set up a
health system research group about
two years back. We have now recently

43



INDIA IN ASIA: DEEPER ENGAGEMENT
New Industrial Policies: Asian Perspectives

started a group on education, skills, and
community development. We believe
that this has been an important area in
which India has not really performed
as well as it should have, and there
is much to learn, not just from within
ourselves but across Asia and across
the world. Some of our scholars also
cover macroeconomics, growth, and
finance as well. Their focus has been
on economic growth, macroeconomic
stability, financing, public finance, fiscal
architecture, etc.

Finally, the third group of scholars
works on foreign policy and security
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studies. We have, until recently, been
working mostly on countries in the
neighbourhood of India, but increasing-
ly we are undertaking more and more
scholarship on the region and not just
around India. Our interest and schol-
arship now span Africa and all of Asia.

| could go on about the kind of work
that is happening, but that would take
too long. So, | would like to briefly share
that it is really critical that Asia and
India are able to engage, understand,
know, share, and inform each other, and
that essentially lies at the core of this
conference. We have all heard the many

different views yesterday, but there was
a certain consensus: Trade is no longer
just an economic issue. There are issues
of technology, politics, and indeed, there
are issues of international law and so
on. Itis only through multi-disciplinarity
and working across borders that we
believe we will be able to come up with
the coherence that global and regional
cooperative solutions require.

So, with that, I am confident that the in-
teractions will animate these objectives
and foster faster and deeper relation-
ships. Thank you very much.
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Geopolitical Rivalry and Use of Industrial
Policy as a Strategic Weapon

Southeast and east Asian economies
are perceived to have practised indus-
trial policy and were criticised for it by
economists and other policy makers
and influencers in some major advanced
economies. Today those same major
economies have initiated ‘new’ and
strategic industrial policies of their own.
Subsidies, trade restrictions and the like
are now the norm. And the motives are
primarily political and strategic, often
linked to national security, as are the
consequences of their shift in policy.

Economic policy in advanced economies,
including industrial policy, has never
been so politicised or weaponised as
it is today. While some international
economic issues have always been dealt
with politically — regulatory issues such
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as maritime security, negotiations on
cybercrime, or regulation of the internet
— it has not hitherto been common that
industrial policy or broader economic
policy is used as a geopolitical tool to
produce political outcomes even at
economic cost to oneself and one's allies
and partners. The weightier hand of the
state in the resurgence of industrial pol-
icy thus differs from earlier eras, and, as
a result, has consequential geopolitical
effect.

This is a two-way relationship: geo-
politics now drives many industrial
policy decisions; and industrial policy
has wide-ranging geopolitical effects.
This session will examine whether
and how this is so, and whether this is
sustainable.

Great power rivalry today drives deci-
sions that 20 years ago would have been
taken on primarily economic grounds.
The curbs that the US and its allies have
imposed on semiconductor chips and
the equipment for their manufacture
are the most obvious examples. So
is the premium placed on on-shoring
or friend-shoring global value and
manufacturing chains to bring them
under one’s own political control in the
name of supply chain resilience. This is
resilience against political factors, not
economic; the triumph of just-in-case
over just-in-time.

Another such instance is the drive to
control strategic materials and raw
materials for critical industries to lessen
reliance on geopolitical rivals, such as
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the search for lithium and other ‘green
metals’. Indeed, the definition of what
materials are strategic or critical has
expanded with new considerations,
like renewable energy and changing
demand, prompting the search for
politically safe sourcing. Currently, the
United States and the European Union
import 80 per cent and 98 per cent of
their critical mineral needs, respective-
ly, while Japan imports 90 per cent of
its renewable energy transition-critical
minerals.! The supply of these materials
is concentrated in China, the leading
processor of cobalt, copper, nickel, and
lithium, even when they are produced
elsewhere. Developed countries have
introduced industrial policies such as
re-shoring, friend-sourcing, subsidies,
and so on. The European Union has
proposed legislation - the Critical
Raw Materials Act? - which requires
members to reduce their dependence
on China for critical minerals from 80
per cent to 65 per cent, with a target
to increase supply from within the Eu-
ropean Union to 10 per cent. Japan too
has policies to relocate Japanese-owned
facilities from China to southeast Asia,
such as the 2022 Economic Security
Promotion Act. In the last decade Japan
has reduced her dependence on China
for rare earths from over 90 per cent to
around 60 per cent.

It remains to be seen whether these
policies increase investment in producer
countries in maritime Asia like Indone-
sia, Australia, and Malaysia, and relocate
processing and refining capacity to them
and their resource-poor neighbours.
Indonesia has already taken legal
steps to insist that certain critical raw
materials produced in the country also
be processed there. The record so far
is inconclusive for both developing and
developed countries seeking to move
processing and refining to their own
soil. In geopolitical terms, these trends
further tighten the grip of advanced
economies on commodity and mineral
markets critical to the survival of pro-
ducer economies, and accentuate the
concentration of economic power in the
hands of those actors who are militarily
and politically dominant.

A Mixture of Geopolitics and
Economics

Great power rivalry—particularly that
between China and the US, but also the
security dilemmas between China and
many of her neighbours like Japan and
India—is putting politics in command of
economics in maritime Asia. The bal-
ance of power and politics in maritime
Asia has been considerably affected by
China’s ‘dual circulation' and ‘common
prosperity’ policies (designed to in-
crease others’ dependencies on China
while reducing China’'s dependencies
on the world). So have US restric-
tions on trading with, investing in, and
transferring technology to China and
China-related entities. The US Inflation
Reduction Act incentivises and seeks
to build US manufacturing in new and
renewable energy. The effects on others,
quite apart from the damage that China
and the US have inflicted on each other,
include shifts in DFI flows, trading pat-
terns and, to a lesser extent, changes
in GVCs. In other words, the economic
prospects for maritime Asia and India
are murkier and harder to predict now
that they also depend on the erratic
trajectory of political relationships at a
time of great power rivalry.

The Russian invasion of Ukraine, and
subsequent Western financial sanc-
tions on Russia and expropriation of
Russian assets, has strengthened
trends towards financial fragmentation
and a search for alternatives to the
US-led international financial system
and architecture. While there is little
prospect of an immediate replacement
for the US dollar as a store of value, the
fragmenting effect on payment systems
is already apparent. Use of the Chinese
RMB by Russia for crude oil payments,
the setting up by China of Yuan payment
arrangements with developing country
banks as in Pakistan, and other alter-
natives are yet to make a significant
dent in the use of the US dollar but are
likely to grow.

As a side effect, distrust of the US-led
financial system has increased the
leverage of regional players and middle
powers upon those in their ambit as
we see in central, south and west Asia.
While Sri Lanka awaited IMF and Chi-

nese agreement on assistance after her
default in April 2022, she turned to India
for the credits, loans and supplies that
the international community could not
provide for over a year. Middle powers
have used great power rivalry to carve
out geopolitical space for manoeuvre
for themselves. Industrial policy is one
tool, often a preferred one, used by these
powers to build spheres of influence of
their own.

The domestic political impulse behind
newly resurgent industrial policy ac-
tions in major economies is largely the
self-interest of populist new authori-
tarian leaders who rely on nationalism
for their legitimacy. Politics is increas-
ingly local and nationalist interests or
practice of exceptionality by the major
powers. Today, domestic politics in the
US, China, India, and other countries
works against the globalising effects
of technology and economic logic. It
also complicates foreign and security
policy decisions, limiting options and
constraining action.

Together these changes in economic
policy approaches accelerate existing
geopolitical trends. We are not in a Cold
War, with capital letters, but possibly in
a cold war in small letters—a contest
across all domains short of outright di-
rect war between the two most powerful
nations. Unlike the original Cold War
there is no real contest of ideologies
or of two different orders, with both
China and the US part of the same eco-
nomic system and dependent on each
other. China and the US are unable to
decouple without doing major damage
to themselves. Most other states resist
being corralled into blocs again. But
the resulting polarisation within and
between regions, and much fiercer
contention for political influence and
military advantage, elevate geopolitical
risk in this time of great power rivalry
in a world between orders.

For over a decade now, that great power
rivalry has also made the multilateral
system including the UN, MDBs and
more recently the WTO ineffective, as
evident from their inaction on transna-
tional issues of development, climate
change, pandemics, and peace and se-
curity. The world apart from the major

1 https://asiatimes.com/2023/08/industrial-policy-wrong-way-to-secure-critical-minerals/
2 https://single-market-economy.ec.europa.eu/sectors/raw-materials/areas-specific-interest/critical-raw- materials/critical-raw-materials-act_en
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powers outside the West (sometimes
inaccurately called the Global South)
seeks alternatives to an international
system that has failed their develop-
ment and economic aspirations and
offers no solutions to their issues of
climate change, migration, terrorism,
debt and economic exploitation. Over 40
countries have sought to be associated
with the BRICS, not because it offers an
alternative to the globalised world econ-
omy and the MDBs of the Western-led
economy, but in search of other options.

The alternatives to industrial policy
driven by politics promise even worse
geopolitical consequences for those
who do not wish to be victims of great
power rivalry. The costs of Western
sanctions on Russia after her February
2022 invasion of the Ukraine have been
borne primarily by the global south and
Europe, not by the US. Maritime Asia has
been affected by second-order economic
effects such as rising food, fertiliser, and
energy costs and the downside risks
brought by the Israel-Hamas war.

Consider also the differing US and EU
approaches to climate change. The
US IRA, an industrial policy approach,
at least offers other economies the

creation of a new market and an op-
portunity, albeit limited, to compete in
the US renewable energy sector. The
EU suggestion of a carbon border tax
is both protectionist and likely to ex-
clude others while affecting European
competitiveness in the longer term. In
this case, industrial policy is preferable
both economically and geopolitically
to the alternatives for southeast Asian
countries and economies like India.

Three Issues

The question therefore arises how the
amalgam of political and economic
motives that has brought industrial
policy to its new avatar can impact the
strategic and geopolitical interests of
countries in South, Southeast, and East
Asia. How will the transnational issues
of the day— great power rivalry, the
risks of broader conflict, climate change,
development, developing country debt
and so on, be addressed in Asia? If so,
what foreign and security policies might
be successful in so doing? Are there
collective security or other approaches
which might create a sense of security
in maritime Asia that would enable a
return to a more open and economically
driven set of policies?
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Second, has maritime Asia’'s phenom-
enal economic growth only resulted in
collecting the kindling for conflict, likely
involving the great powers? In the last
three decades, Asia, led by China, has
seen the greatest arms race in history.
The accumulation of arms, weapons of
mass destruction, and disputes across
maritime Asia have heightened the risk
of conflict to a level unknown since
the Cold War. How serious is the risk
of great power conflict in Asia. Or is it
proxy war and other forms of conflict
that threaten an Asia which has known
unprecedented peace for over three de-
cades—a peace that has enabled today's
prosperity. What needs to be done?

Third, will this marriage of politics with
economics lead to new security and
other arrangements in Asia? What new
alignments can emerge?
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Chairperson’s Remarks

| want to just start this session with
three issues that we discussed last
night. First, what is happening in
geo-economics and industrial policy in
the context of what is happening in the
global economy. Second, we heard a
lot about ‘tit-for-tat’. | want to pick up
on that a little bit. Then third, chicken
and egg.

To be sure, what is happening is not
unprecedented. We kind of think that
what’'s happening in the present is
most and more important, that it has
not happened before, and that it's
most consequential because we have
a self-interested timeline with a bias
towards the ‘here and now'. What's
happening, in fact, is what we have seen
before. Industrial policy, as we will hear
more, revolves around and centres on
the role of the state. The heavy industrial
policy would be, in the extreme sense,
mercantilism, or neo-mercantilism in
popular parlance. But, if you look at
industrial policy in terms of the state’s
direction and guidance in managing and
planning growth and development, we
have seen this before for centuries.

In centuries past, tit-for-tat was rooted
in classical mercantilism. In the last
century, we have seen mercantilism
leading up to the First World War and
then more mercantilism in the interwar
period culminating with the Second
World War. Then we had a long stretch
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of post-war order - the so-called liber-
al international order - ushering in a
long period of liberalisation, peace and
prosperity. But we are going back in time
again with the so-called deglobalisation,
decoupling, and de-risking.

| will bring up just two examples of how
it's happened before. We have had de-
coupling before - a systemic decoupling.
It was between the US and the Soviet
Union. In that decoupled world, we had
two distinctly separate political and
economic systems between the US-led
West and Soviet-led communist bloc.
In the end, the US prevailed because
the Soviets could not keep up with the
West's capitalist-fuelled prosperity and
security maintenance from an arms
build-up. In the 1980s, there was liter-
ature about ‘Who's Bashing Whom?'.
The US and Japan were in a tussle over
strategic trade policy. The US accused
Japan of neo-mercantilist trade practic-
es and responded with protectionism.
Ultimately, the US prevailed because
Japan conceded, owing in no small part
to the Japan-US treaty alliance which
came with a nuclear security guarantee.

Now, we have come to another confron-
tation where the US is locking horns
with China. And we can see that we have
had tensions and conflicts over trade
and technology. This is now a geo-eco-
nomic war between the US and China.
It's also a different kind of superpower

confrontation. The conflict between the
US and the Soviet Union was military in
orientation. It was military rather than
economic conflict, fought in proxy wars
in countries in the Third World. It was a
direct, head-to-head confrontation but
fought indirectly partly due to mutually
assured nuclear deterrence. In the
US-China conflict, the confrontation is
direct, however, it is not military but
economic in nature.

So now we have gathered here at the
beautiful Neemrana Fort for a confer-
ence pivoting on industrial policies be-
cause of our concerns about a tit-for-tat
escalation and spiral beyond our control.
Personally, it is neither a good sign nor
a good omen that our conference theme
is about industrial policies. Indeed, we
are going in the wrong direction. Unless
something changes fundamentally and
drastically, we may be seeing a recur-
rent past coming back to haunt us with
trade wars and protectionism, perhaps
leading to military conflict. And finally,
we heard from the foreign minister
about politics and economics-which one
comes first? Which one is paramount
and has supremacy? Here we have
geo-politics and geo-economics-which
one comes first, chicken or egg? | think
we talk about geo-politics a lot but
perhaps it is the geo-economic under-
pinnings and drivers that have led to
this geo-political tension, confrontation
and conflict.



INDIA IN ASIA: DEEPER ENGAGEMENT
New Industrial Policies: Asian Perspectives

51



INDIA IN ASIA: DEEPER ENGAGEMENT
New Industrial Policies: Asian Perspectives

The Risk of Conflict in Asia

| was tasked with assessing the risk of
conflict in Asia. The use or the threat of
the use of force is an inherent charac-
teristic of international relations among
sovereign states. Therefore, we can
never say that there is no risk of conflict
in Asia or anywhere else.

Almost 70 years ago, Karl W. Deutsch
introduced the idea of a ‘security com-
munity’ into the study of international
relations. He defined 'security communi-
ty" as a group of states that had become
integrated to the point that there was
real assurance that members of that
community would not fight each other
physically but would settle disputes by
other means.!

By Deutsch's definition, the only security
community is still the one he identified
close to 70 years ago - the North Atlantic
Area. Even here, the periphery of the
North Atlantic - the Balkans and East
Central Europe, Africa, and the Middle
East (or West Asia) - has seen endemic
violence that has had significant desta-
bilising effects on the core, even if it is
- so far - short of war or other forms of
inter-state conflict.

Of course, states have often cooperated
too. Conflict and cooperation coexist in
international relations. But their coex-
istence is more often than not uneasy.
The deepest and most stable form of co-
operation - alliances, and other means
of cooperation to maintain a balance of
power - derives from the reality that
force or its threat continually lurks not
far below the surface civilities of interna-
tional relations. By contrast, cooperation
for the common good, whether that good
is the environment, or proliferation, or
trade, is often fragile.

Bilahari Kausikan

Certainly, there is no ‘security communi-
ty’ anywhere in Asia or any of its sub-re-
gions. Yet with only few exceptions,
Asian countries have made remarkable
progress in almost all metrics of devel-
opment. Setting aside North America
and Europe, Asia is the continent where
the most progress has been made in
lifting hundreds of millions out of pov-
erty. This apparent contradiction - the
continual possibility of conflict coex-
isting with real material advancement
- underscores the imperative of seeing
specific conflicts or potential conflicts in
perspective, avoiding either overly san-
guine or overly dramatic assessments.

We should also bear in mind that many
- perhaps most - international issues do
not lend themselves to definitive solu-
tions. Even when solutions are possible,
the solutions themselves may lead to
new sets of problems. Problems can,
however, be managed. The management
of problems, the mitigation of the risks
of conflict inherent in international rela-
tions, is one of the most crucial functions
of day-to-day diplomacy.

With this as background, let me state
my conclusions up front. In Asia, with
the exception of West Asia, the risk of
conflict by design - war or conflict used
as an instrument of policy such as the
current wars in Ukraine and Gaza - is
low, almost negligible. The real risk is
conflict by miscalculation or an accident
getting out of hand. This latter risk is not
negligible, although, with the exception
of Taiwan, not unduly high.

These conclusions are based on two
main factors. First, nuclear deterrence.
Since 1945 the prospect of mutually
assured destruction has kept the peace
between nuclear-weapon armed states,
with wars fought only between their
proxies, the sole exception being the
1999 Kargil war which did not escalate
despite Pakistan’'s defeat, and is thus
confirmation of the stability of nuclear
deterrence. Second, the most crucial
priorities of all Asian states are domes-
tic - by which | mean political as well
as economic and in the cases of China
and North Korea, the two states from
which most Asian threats emanate, re-

1 Karl W. Deutsch, Political Community and the North Atlantic Area: International Organization in the Light of Historical Experience, Princeton University

Press, 1957.
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gime survival which is their most vital
interest and foremost priority - and
not in the foreign policy domain.2 While
this does not guarantee that they will
eschew external violence, | think they
do recognise that such actions are more
often than not counter-productive with
regard to their most important priori-
ties and vital interests and will not be
undertaken lightly.

[ will illustrate my conclusions by briefly
analysing three issues: North Korea, the
maritime disputes in the East and South
China Seas, and Taiwan.?

North Korea

The prospect of North Korea giving up
its nuclear weapon or missile develop-
ment programmes is zero. Pyongyang's
most vital interest is regime survival.
This is an existential issue and Pyong-
yang sees these programmes as indis-
pensable to this goal. There is thus no
incentive that can be offered to, or cost
that can be imposed on, Pyongyang that
can persuade or compel it to give up
these programmes because to do so is
tantamount to regime change.

China-North Korea relations are infused
with deep mutual distrust. Beijing is not
enamored with North Korea's nuclear
weapon and missile programmes. But
North Korea and China are two of only
five existing Leninist systems in the
world and Beijing’'s most vital interest is
to preserve CCP rule. On this issue, Bei-
jing is completely risk-adverse; indeed,
continually insecure. Beijing will not be
complicit, however indirectly, in regime
change in North Korea because that may
give the Chinese people inconvenient
ideas about their own system. Tolerat-
ing North Korea's nuclear and missile

programmes is the lesser evil. To expect
Beijing to persuade or compel North
Korea to give up these programmes is
a delusion.

North Korea is, however, rational and
can be dealt with in the same way as
we deal with all nuclear-weapon states:
by deterrence and diplomacy. Despite
the regime’s habitually inflammatory
rhetoric, it is highly improbable that it
will again start a war to reunify the Ko-
rean Peninsula as it did in 1950 because
such a war will almost certainly draw in
the US and its allies and would put its
most vital interest - regime survival - in
jeopardy. The risk is that inflammatory
rhetoric about reunification by war may
spark a dynamic of escalation that both
sides may find difficult to check without
grievous political costs. But we should
not assume that Kim Jong Un'’s decla-
ration in January this year that he was
renouncing peaceful reunification as
a policy goal - symbolised by the de-
struction of the ‘Reunification Arch’ - is
necessarily an indication that he intends
to fight a war of reunification. More likely
it is a recognition of the reality of two
Koreas and the beginning of a healthy
move out of the deep shadows of his
father's and grandfather’s legacies.

We tend to focus on North Korea's mil-
itary programmes but Kim Jong Un's
assent to power was marked by the
announcement of his ‘Byungjin’ policy,
which placed equal emphasis on both
military and economic development un-
like his father’s ‘Songun’ or military-first
policy. When | last visited Pyongyang in
2013 two years after Kim Jong Un came
to power, there were tangible signs
of development, undoubtedly more
symbolic than anything else, but none-
theless real. In late February 2024, the
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North Korean media reported that Kim
Jong Un had said he was “ashamed and
sorry” for neglecting economic devel-
opment outside Pyongyang and called
for a "rural industrial revolution”, ac-
knowledging that achieving this “won't
be easy” along with military spending on
nuclear weapons.* This may of course
be mere lip-service. Still, any sort of
‘apology’ from any North Korean leader
is a rare event and not to be dismissed.
Only time will tell whether having made
what he considers sufficient progress
in his nuclear weapon and missile pro-
grammes, Kim Jong Un will return to
economics.

Neither North nor South Korea is really
interested in reunification. To reduce the
risk of miscalculation, it is better that
they acknowledge and deal with each
other as separate sovereignties and that
the US and Japan also recognise North
Korea de jure and not just de facto and
conclude a peace treaty with it.> This
will require South Korea (and Japan)
to acquire their own nuclear-weapon
capabilities within the American alliance
system. The logic of their circumstances
has already set them on such a tra-
jectory which will eventually lead to a
six-way (US, China, Russia, DPRK, ROK,
and Japan) nuclear balance of power in
Northeast Asia. Although the pathway
to such an outcome will certainly be
fraught, the end-result will be stable. Al-
though denuclearisation in any definition
of that ambiguous term is