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Foreword

Power Realignments in Asia
A US-India Policy Dialogue

Over the past decade, China has emerged as aformidable force in the international arena.
The ripple effects of its rise to global power are visible in every sphere, from security
regimes to patterns of manufacturing, to energy consumption. China is changing the
landscape of geopolitical and geoeconomic equations throughout the world, and
especialy in Asia. India and the United States have vital interests at stake in this seismic
shift: Chinas growth will affect not only the security and economy of both countries
individually, but is bound to have serious implications for Indo-US ties. Yet the

commonalities in the Indian and American views on China remain understudied.

Under the aegis of the Center for the Advanced Study of India and the Observer Research
Foundation, a group of scholars and foreign policy advisors from the United States and
India came together over three days in New Delhi to discuss what these major changes
mean for the US-India relationship. The sessions ranged from traditional security
issues—such as political-military affairs and military modernization—to new challenges
posed by rapid and deep economic integration, to global issues like energy security and
environmental degradation accompanying rapid economic growth.
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modernization and increases its strike capability and global strategic deployment
capacities, the perceived threat might be far greater.

6. An Emerging Normative Security Community

The ASEAN Regional Forum (ARF) stands as the cornerstone of the emerging regional
community, although the Shanghai Cooperation Organization and the SAARC also play
an important role. Since these fora are characterized by cooperative, rather than
collective, security, China s increased participation in the ARF and a “potential regional
security community” is a positive sign of cooperation, which could result in further
regional institutionalization.

Security Concerns and China’s Military Capabilities:

The Eagle, The Dragon and The Elephant

Geo-strategic and spatial connotations of “Asia’ are very different for India and for the
US. This is an important observation to keep in mind when examining regional security
considerations.

The world isin the midst of a*“globa power shift” from the West to the East. With Asia
being home to three out of the four largest economies in the world, four of the most
powerful militaries, and having more than half of the world’'s population, there is no
doubt that thisis an Asian-centered century.

There is reason to hesitate over the usage of the term “bipolar” in the context of the
existing international order. Taking cognizance of the inherent and complicated schisms
in this so called bipolarity, “multi-polarity” is a more accurate phrase to describe the
current international order, and many people envision a*“ polycentric” world by 2015.

The relationship between India, China and the United States is nuanced and difficult to
define. Some delegates argue that a “strategic triangle” is perhaps an inaccurate
description of these relations, articulating that atrilateral relationship is more apt.
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Changes in China's strategic certainties and uncertainties reflect these shifting dynamics.
China's “comprehensive national power” is growing in both absolute and relative (to
other nation states) terms. However, over 96 percent of China s nuclear arsenal can only

be deployed in the Asian sub-region, which could be a substantial deterrent in Asia.

Although the use of force is a critical component of strategy, its deployment is aways a
last resort to achieve political goals. Various “likely” circumstances which necessitate the
use of force include the absolute absence of other alternatives, circumstancesin which the
heartland of the state is affected, the maintenance of territorial integrity, and the

extension of regional influence.

In the present state of affairs, an all-out general war seems implausible. Armed
confrontations between states are likely to be only be localized border wars or skirmishes.
Warfare systems, techniques and strategies will increasingly become dependent on high
technology in which nuclear strategy and air dominance (command and control) will play

key roles.

Vital to stability in an increasingly less-aligned world is the construction of a network of
key strategic relationships. Multiple bilateral relationships of different natures and types
between states are more realistic and beneficia than the conventiona exclusive bilateral
relationships.

Other Observations and Discussions
Another key question delegates raised was how India would maintain its autonomous
foreign policy in the face of the active policy of “hedging” employed by the US.
For the first time, India’'s simultaneous relationships with China, Japan and the US are

positive; how does India marry its interests towards these issues?
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One argument is that the balance of power would naturaly evolve in the context of
China-Japan-India-US relationships. According to this logic, any conscious attempt to
foster a strategic partnership between India and the US to jointly contain or hedge China
is undesirable. Any such action would result in concerted formation of interest groups or
power centers reminiscent of Cold War situations of suspicion, hostility and tension in
the region. Instead, the three countries should instinctively follow a model of both

cooperation and containment with each other.

Mindful of the recent increased interaction and changing perceptions of the United States
towards China, India's foreign policy has consistently focused on balancing China,
irrespective of American policy or interest in this regard. There exists a curious
dichotomy between increasing economic interaction while simultaneously maintaining
strategic distance between India and China. It is unclear whether economic partnerships
will nurture relationships or whether strategic suspicions will deter positive interaction.
There is reason to be optimistic of greater cooperation between India and China in the
near future. Increased economic development in the South Asian region would lead to
more complex interdependence. Models such as the 1954 Plan and the Asian Highways
Plan are positive and effective ideas, worthy of emulation, as are other “constructive
paradigms,” such as linkages through Track 11 diplomacy and civil society organizations

of the two countries.

Conference delegates voiced concerns about India’'s relatively unsuccessful forays in the
multilateral approach to conflict resolution. Evidence suggests that these attempts have
been more conflict-preventive in nature than helpful in improving and increasing trade
relations. Delegates also expressed concern for the future political stability in the Asian
region with respect to China' s meteoric rise as a mgjor world “presence.” Participants
argued that in order to achieve a stable world order, it is necessary to have an established
hierarchy of nation states, with more developed countries guiding the agendas and
policies of lesser developed ones (referred to as “hegemonic stability theory”). However,

it is unclear whether China's rapid escalation to a world super power will lead it to an
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inevitable confrontation with the United States, and for how long China will accept the

current status quo.

Session I
India’s Extended Neighborhoods (Regional Cooperation and Stability)

India and Regional Security Interests

The second session of the seminar dealt with security issues in Indias extended
neighborhood in the context of Indian and US security interests, and with identifying

areas of regional cooperation and issues of stability.

The trend of radicalization of Islam, especially Islamic angst against the US, is a
dangerous development which is particularly worrying to India, as two of its immediate
neighbors (Pakistan and Bangladesh) have predominantly Muslim populations. In coming
years, the Asian region, home to the largest number of Muslimsin the world, is likely to
be more prone to instability and violence stemming from anti-American sentiment. All of

this puts Indiain a very difficult position.

Energy and sources of energy are the maor “bones of contention” that could lead to
conflict in the region. While the US, Russia and China are all stakeholdersin energy-rich
Central and West Asia, India with a large diaspora in the region, is still a poor fourth
contender. Furthermore, issues such as water and energy shortages resulting in declined
agricultural productivity, increased poverty, and unemployment pose real interna threats
to India s stability.

A host of external threats haunt the country as well. Six of India s neighbors rank in the
top twenty-five dysfunctional states of the world, as calculated in the failed states index
for 2006, prepared by the Washington-based Fund for Peace. In the extended

neighborhood, Afghanistan and Iran pose vexing problems for India as well. Amongst
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other reasons, India desires peace and stability in these countries for its vital energy
requirements—Iran, because it is an important source of energy for India, and
Afghanistan because it is an essential conduit for energy transfer to India and for access
to Central Asian trade and markets.

China's growing presence and influence among India’ s immediate neighbors appears to
be a worrying development for India. An imminent free trade agreement with Sri Lanka,
joint natural gas and petroleum devel opment projects with Bangladesh, construction of a
deepwater naval port in Gwadar, Pakistan, container ports in Bangladesh and Sri Lanka,
and use of “soft” economic power to reach India s northeastern states are all issues of
grave concern for the Indian establishment. The long-standing unresolved border issues
continue to be an impediment in the development of a more engaged and trusting

relationship between the two countries.

Further discussions on Indias strategy to counter or mitigate effects of Chinese
“encirclement” around India were not very successful in providing alternative solutions.
Other discussants also noted China's (perhaps successful) attempts of restricting India's
sphere of influence to the south of the Himalayas.

Effective and delicate management of the China-India-Pakistan triangle is fundamental to
the development of a stable Sino-Indian relationship. India will have to underplay its
growing alliance with the US so as to not jeopardize its fledgling ties with China.
Similarly, although there is enough evidence to suggest the presence of active terrorist
networks in Pakistan, the country is also a stalwart ally in America’'s war against terror.
This, too, is an extremely delicate relationship and all parties must tread carefully. There
exists an interesting dichotomy regarding these perceptions: while India sees Pakistan as
a source of local terrorism, America treats the country as a strategic aly in its fight

against global terrorism.

Recognizing that Indias neighborhood will most likely remain troubled in the
foreseeable future, there is a need for institutionalized mechanisms of conflict resolution.
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A long-term view that predictably forecasts events necessitates a theory connecting the

present to the future, but at present no such viable theory has been formul ated.

Security Interests in Extended Neighborhoods

There are certain areas of congruence between United States and India regarding some
broadly congruent goals. While the tactics that both countries employ towards China
diverge, many conference delegates emphasized the commonality of their goals and
strategies. However, certain participants voiced skepticism in this regard, drawing

attention to the fact that there is a huge disparity between the two countries’ capacities.

In the context of Asia, both the US and the Indian approaches to China are remarkably
common. Both emphasize engagement with China in political and economic spheres,
while belieiving that a strong and independent power center on China s periphery—rahter

than any anti-China alliance—would best insure against assertive Chinese power.

The divergence occurs in the specific context of West Asia. While the US has made
Saudi Arabiathe fulcrum for its access to energy, India accords similar status to Iran.

There is ahigh level of compatibility between India and the US in the near-to-ong-term
in various areas, such as the elimination of terrorist networks, the establishment of a
dynamic Asian economy and trading system, engagement with China while insuring self-
interests, the maintenance of freedom, and the establishment of navigation and maritime
security. In this context, attending members strongly opined that the possibility of India
and China engaging in joint security management is remote and unimaginable in present
circumstance and in the near future aswell. While admitting that no military threat exists
from Chinato Indiatoday, participants observed that China’'s indirect encouragement and
support of secessionist anti-state actors in the north east of India and Myanmar does have

adetrimental effect on India
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Mindful of the discernable dearth of dialogue between China, Pakistan and India (al
nuclear states), discussants stressed the need for initiated dialogue on nuclear security
between these three countries. Intense debate ensued on issues of maritime security,
particularly on the question of whether the physical protection of seal lanes is possible,
despite conventional wisdom asserting the necessity of this as a strategic goal. A
participant explained that maintaining stability of the littoral states along trading routes

has afar greater impact on ensuring safe passage through sea lanes.

Session Il
Impact of China's Emergence as a Major Economic Power (Global and
Regional Economies)

The third session of the conference addressed China's economic growth trajectories, US
and India's economic relations with China, and the implications for India and the US of
China's emergence as a major economic power. The last decade has seen Chinaand India
emerge as significant economies in the world. In 2005 in terms of GNP, China ranked
fourth and India held the seventh position in the world. On the one hand, the two
countries present huge opportunities as consumer markets; on the other hand, while
China has redefined the global manufacturing landscape to emerge as the fastest growing
exporter of manufactured goods, India's services exports hold over 3 percent of the global

market share and are slated to grow manifold in the future.

Economic Disparity between China and India

Chinas rise as an economic powerhouse in the international arena has caused the
spotlight to shine upon India as the other big Asian story. China and India are often
discussed together, asif the economic development of the two is on par. However, among
the papers presented at the conference, there is unanimous consent that there is a
tremendous disparity between the economic capabilities of the two countries. Some
simple figures make this amply clear. In 2005, India's share of global exports was merely
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0.9 percent, while Chinas trade was US$1.4 trillion, making it the world's third largest
trading country. The US$375 billion increase in China's trade in 2006 is twice the level of
Indias total 2004 trade of US$188 hillion. For the period July 2004 to July 2005, India
registered a negative trade balance of US$ 32.4 billion, while China had a trade surplus
of US$79.2 hillion.

Similarly, analysts frequently note that India and China complement each other in the IT
sector, as India focuses on software while China focuses on IT hardware. However, this
statement obscures the vastly different scales of Indias software industry and Chinds
hardware industry. India's software and related IT exports generated US$17 billion in
2004, while Chinas exports of electronics and IT hardware in the same year was
US$207.5 hillion. It is thus evident that comparisons between China and India are often
done not on the basis of Indias current economic performance, but on the basis of what

most people anticipate its performance to be in the coming years.

China's Economic Integration

The most prominent feature of China's economic development is the extent to which its
manufacturing sector has become integrated into the global production network. The
share of parts and components in China's imports has grown from 15 percent in 1992 to
31 percent in 2004, and from 5 percent to 15 percent in exports over the same time span.
China is increasingly weaving a web of interdependence with other economies,
particularly those in the Asian region, offering exciting economic opportunities to these
countries and an alternative to Western markets. It is this factor that is primarily
responsible for Chinas trade deficits with Asian countries. While it registered a trade
surplus of US$164 billion with the US and EU between January and September 2006,
China ran a trade deficit of US$59 hillion during the same period in its trade with Asia,
particularly East and Southeast Asia. Among the most prominent of its economic partners
is ASEAN. ASEAN is now China's fourth largest market for exports and its third largest
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source of imports. China is poised to become ASEAN's biggest trading partner,
supplanting the US.

There are several contentious issues regarding China's trading policies. Some analysts
argue that China's growing economic interdependence in Asia may make it over-reliant
on these countries, which may work in favor of India, which is not so dependent.
However, this view is not shared by all. Many analysts argue that India must pursue
aggressive policies to engage SAARC and ASEAN countries, offering them economic
opportunities similar to those offered by China. However, China has embedded itself so
deeply in the regional economy that orienting these countries toward India may prove to

be extremely difficult.

Sino-US tensions over Americas increasing trade deficit with China also are a salient
issue. Even though the US registered a deficit in its trade with China, its trade deficit
with other countries in the region has fallen dramatically. This is because with China's
growing manufacturing competitiveness and the rise in wages in ASEAN, the
manufacturing assembly of components and parts has shifted from the latter countries to
China, where they are made into finished goods and exported to the US. The fact that
China has already, or is well on the way, to displacing the US to become most Asian
countries main trading partner may cause tensions between the two countries in the

future.

Where India Lags Behind and What India Must Do to Catch Up

India's economic performance in the post-reform period has not been appreciably better
than its performance in the preceding decade. GNP growth between 1992 and 2001 has
increased by a mere 0.2 percent, from 5.7 to 5.9 percent. This is primarily due to the
relatively weak performance of India's manufacturing industry.

For the past fifteen years, India's economic growth has been fuelled by its services sector.
While this sector accounts for half of its GDP, manufacturing currently accounts for only
16 percent of its economy. This small share of India's manufacturing output reflects long-
term policies of discovering foreign investment and reserving large parts of the

19



manufacturing sector for small firms. Even at present, Indiais far from recovering from
autarchic trade and development policies. In order to increase its competitiveness in the
global markets, India must address under-investment in infrastructure, a high degree of

import protection, and reform of its labor laws.

There is a variety of responses to the query of what India must do to “catch-up” with
China. Some analysts argue that services-led economic growth will not generate the job
growth needed to lift the millions of Indians who are living on less than a dollar per day
out of poverty. Wages in India are one-fifth the level prevailing in China, thereby
suggesting huge potential for India to expand its manufacturing sector given its large
labor pool and wage advantage. Without adopting policies that will alow it to exploit this
comparative advantage, India may not be able to accelerate its economic growth. While
the IT boom may lead to a rapid increase in wages for Indians with tertiary degrees, a
rapid growth of labor-intensive manufacturing will accelerate the movement off the land
of workers with basic literacy skills. It is important that India open up various sectors of
its economy to foreign investment, as well as increase investment in infrastructure and
labor market liberalization so that it can exploit its tremendous workforce and increase its
participation in the global economy. Other analysts argue that one of the biggest obstacles
to Indias development is problems of governance. Increasing the efficiency and
productivity of government officials, particularly in rural areas, and reducing corruption
among their ranks must be a high priority. Farm and power sector reforms must also be

accelerated to foster economic growth.

India is reacting to the economic challenge posed by China, particularly in the
manufacturing sector. The governmental initiative to boost the productivity of the
manufacturing sector is evidenced by external efforts such as the signing of free trade or
economic cooperation agreements with various countries like Singapore, as well as
internal efforts, such as the establishment of the National Manufacturing Competitiveness

Council.

The Chinese success story is forcing India to respond, due to the significant Indian

political pressure desire to compete economically with China. Indiais following China's
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lead in many areas. For instance, Chinese road building initiatives prompted India to
sanction road improvements in its frontier areas and steps are now being taken to convert

the South Asian neighborhood into friendly economic terrain.

Even though India has along and difficult path ahead in terms of both economic growth
and social development, it has a number of intangibles working in its favor, such as an
extremely competent indigenous entrepreneurship, a sound capital market, an
independent legal system, respect for private property and a grassroots approach to
development, al of which would contribute toward a relatively stable and balanced
economy. Unlike the authoritarian and monolithic political system in China, India is a
thriving democracy, and therefore the pace of its economic growth would be much more
gradual than that of China, a factor that gives India the time and space to deal with the

large variety of problems that globalization and modernization produce.

China: The Road Ahead

The question on everyone's minds is whether China can sustain its blistering pace of
economic growth. This rapid growth is introducing new problems and contradictions at
an equally fast clip. The rapid exposure of the traditional cloistered Chinese society to
globalization has caused fragmentation of the socia fabric, leading to several maor

challenges facing the country:

1 Environmental degradation

The coal-intensive and fuel-guzzling nature of China's growth has severely strained its
environment. This is exacerbated by the lack of an institutional framework to enforce
environmental standards, leading to environmental degradation on a gigantic scale and
placing limitations on the sustainability of growth.

2. Economic factors

Over-dependence on exports, the unsustainability of high rates of investment and the
existing exchange rate system in the face of high non-performing loans and the fragility
of the banking and financial sectors are al issues that China will need to address. Private

consumption demand could be used as a driver of economic growth.
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3. Acquisition of land

Farmers are refusing to accept the confiscation of their lands for urbanization and
commercial use and are fighting to obtain better compensation.

4.  Civil unrest

There are now increasing reports of protests by peasants and workers, broader in scope,
larger in average size, greater in frequency and more brash than those a decade ago.
These are often areflection of the growing institutional incompatibility between arapidly
growing economy generating inequalities, and the lack of any forum to address peoples
grievances. However, these protests are localized, indicating that workers and peasants

have yet to develop a countrywide network in tandem with students and intellectuals.

There is a misconception that China will soon face a human resources crunch in its
industrial sector. Rather, the space vacated by those currently engaged in labor-intensive
production will be filled by migrants from the agricultural sector. However, the country

must find away to manage the havoc that this migration will wreak on the countryside.

Many analysts predict and hope for an imminent collapse of China under the burden of its
contradictions. However, most participants in this conference were of the opinion that the
global community would benefit from Chinese success rather than Chinese failure. A
collapsing China would bring down a number of other Asian economies, destroying
commodity-producing countries on all continents and producing financial tremors that

will affect even Europe and America.
Summary

Chinais rapidly emerging as the third economic pole of the world, along with the US and
Europe. India is also undergoing economic resurgence. While China is redefining global
manufacturing patterns and aims to become the research and development hub of the
world, India's services sector is claiming an ever-increasing share of the global software
industry. However, both countries face an uphill climb; Chinais beset by a wide range of
problems, the most crucial being large-scale environmental degradation, and India needs

to elevate its manufacturing industry to global competitive levelsin order to accelerate its
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economic growth. Both countries need to address these issues immediately in order to

increase their economic and social devel opment.

Session IV
Energy Security and the Future of Energy Competition, with Particular
Focus on China

The past decade witnessed a realignment in global energy equations due to a host of
geopolitical, geo-strategic and technological factors. For some years now, the center of
gravity of global energy markets has been inexorably shifting towards Asia, not only in
terms of demand, but also in terms of new supply sources. While China, Japan, India and
South Korea are emerging as the hub of global oil consumption, Russia has edged past
Saudi Arabia to become the world's largest oil producer in 2006 and is way ahead of its
competitors in gas production. Moreover, the most significant emerging source of energy
supply, the Caspian Region, also liesin Asiaand is slated to meet 5 percent of global ail
demand in the future. The US till remains the most influential player in the global
energy game, but it too has started to exhibit changes in its energy policy and strategy,
laying emphasis on the diversification of sources, the result being reduced American
dependence on Gulf Corporation Council (GCC) oil and greater importance to imports

from Canada, Mexico, Venezuela and Western Africa.

China's Position in the Global Energy Scenario

The last two decades have witnessed China's emergence as a global power, which has left
an indelible impression on the global energy markets. Now the second largest ail
consumer in the world and the third largest oil importer, China has assumed tremendous
significance in impacting world oil demand and prices, production prospects in energy-
exporting countries, and the competitive rules of the game for International Oil
Companies (10Cs).
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Chinas growth has been, and in the foreseeable future will continue to be, energy
intensive. The rising energy demands from economic growth cannot be met by China’'s
domestic supply of either coal or ail, thereby making it obvious that most of the
incremental demand has to be met by imports. Chinas reaction to its growing energy
needs is manifest in the wide campaign by its National Oil Companies (NOCs) to secure
equity investmentsin oil and gas fields abroad, as well as ambitious policies to encourage
increasing use of energy from renewable sources. Chinas efforts to secure physical
access to energy supplies abroad (through the mechanism of equity oil) and transport
routes (primarily in Asia) are changing the landscape of relationships between nations,

particularly in the Asian continent.

Equity Oil: Economic Implications

Chinese NOCs have built a large portfolio of oil stakes and supply contracts the world
over, from Asiaand Africato Latin Americaand North America, and they have cemented
ties with the ail rich Central Asia and Persian Gulf. They now have equity oil production
overseas of 400,000 to 500,000 barrels per day, equal to roughly 15 percent of China's oil
imports. As discussions on the topic commenced, some stressed the importance of

bifurcating the issue of equity oil into its economic and geopolitical implications.

The emphasis China has placed on equity oil investments can be traced to its distrust of
global energy markets, which it views as skewed in favor of Western countries
(particularly the US), 10Cs, and unreliable and unstable oil exporting countries. This fear
often causes Chinese NOCs to pay much more for energy assets abroad than their
commercial worth. The mercantilist cast of this strategy erodes the price advantage that
equity oil offers and leads to inefficient allocation of resources, a consequence that China
may live to eventually regret. However, some analysts argue that equity oil does not offer
price security to any appreciable extent and that the losses that China suffered in bidding
wars for energy assets are not a major cause of concern for the Chinese, as they can be

absorbed by the country's burgeoning trade and economy.
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Emerging powers like China and India are increasing the role of the state in the energy
markets, as diplomatic, economic and strategic devices at the command of the state are
being summoned to aid their respective NOCs in securing overseas deals. This leveraging
of their oil companies with diplomatic initiatives is not appreciated by Western countries,
and the commercially-driven and market-oriented 10Cs. Several delegates from both
sides recommended that India and China attempt to bring oil within the market

mechanism.

Among the delegates to this conference, there was overwhelming consensus that equity
oil does not lead to energy supply security. The globa oil market is a highly evolved
structure where supply is a function of price. Regardless of whether a consuming nation
has access to its own sources of supply, it can still meet its requirements from the global
markets, provided it is willing to pay the market price. While Chinese and Indian
leadership do believe that equity control provides greater oil supply security, in reality
equity oil stands on an equal footing with contract oil and is susceptible to the same
geopolitical risks that the latter is. Moreover, the downside to equity oil has two
additional dimensions: while equity oil may offer a price advantage which would be
useful in a situation of rising prices, NOCs often paid much more for the assets than their
commercial worth, a factor that erodes the price advantage of equity oil. Also overseas
equity oil always runs the risk of outright or creeping nationalization (the latter through
alterations to the taxation and royalty regimes) by the host governments.

Equity Oil: Geopolitical Implications

Equity oil investments also have a very important geopolitical dimension, with the ability
to impact power equations in a region. China and India are relatively new players in the
energy game, whereas Western oil majors have had the advantage of time, over which
they have developed long-term relationships, exploration and production expertise, and
strong investment opportunities in all the most accessible and promising countries
offering petroleum investment opportunities. Thus, the Indian and Chinese NOCs are
forced to access energy supplies from states that 10Cs are reluctant to deal with—Iran,
Sudan, Syria, Myanmar—countries designated by the US and other Western nations as
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"rogue” states on account of factors like development of a nuclear weapons programs and
human rights violations. China and India, through their investments and purchases,
provide these states with additional resources. Moreover, their interests in these countries
prompt India and China (particularly the latter as a permanent member of the UN
Security Council) to protect them from international sanctions for inappropriate behavior.

It isthisfactor that is causing most US policy makers to frown.

If China and India were to define energy security as a vital national interest, would they,
in future, go to the extent of using their military power to defend the ruling regime in
countries where they have investments, like the US had done in the past for Saudi
Arabia? The answer to this query will have serious implications for regional and

international security.

Chinas energy initiatives have significant geopolitical implications for India. Chinas
“String of Pearls’ strategy to protect and preserve its energy interests—the creation of a
chain of naval bases and diplomatic ties along the sea lanes from the Gulf to China—is
manifest in the construction of the Gwadar Port in Pakistan for shipping energy supplies
to China and the reported second phase of the project which involves building a naval
base there. Sri Lanka recently allocated an exploration block to China for exploring oil
resources, and China is building an oil tank farm on the southern coast of Sri Lanka,
thereby adding a vital dimension to its strategic presence in the Indian Ocean. It aso has
projects lined up in Myanmar and Bangladesh. Some see this as a geopolitical “ringing”
of India by China, using its energy deals to geo-politically counter a potential rival.
Others, however, countered that as China has aggressively gone to al parts of the world
including Latin America, Africa and Russiato secure oil and gas supplies, isolating India
could hardly be China's strategic goal. Moreover, the geographical location of China and
some important energy-rich regions is such that almost any deal between them would
establish Chinese influence in Indias backyard. Thus, Chinas motives may not be
harmful; however, this Chinese influence will inevitably have consequences which India

must address.
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One conference participant questioned the scope for Sino-US collaboration on the
geopolitical aspect of equity oil investment. But this was not met with much enthusiasm
from the American side, as the view was that energy issues alone cannot dictate talks
between US and China and that energy was only one aspect of the complex, multifaceted
US-Chinarelationship.

Scope of Sino-Indian Cooperation

For reasons explained above, Chinese and Indian NOCs hunt for energy in the same
regions and often find themselves competing against each other for overseas oil acreages.
Up until now, most of these contests have gone in favor of China. However, many argue
that China has not been a real winner in these bidding wars, as it has ended up paying
more than the oil assets are worth. They advocate cooperation between India and China
while securing energy supplies. This has led the two countries to sign an agreement in
2005 wherein they declared that the two will engage in cooperative energy exploration
and development in third countries. This commitment has led to two cooperative bids:
CNPC and India's ONGC jointly won a bid to acquire Petro-Canada's stake in Syrian oil
fields, and Sinopec and ONGC Videsh Ltd jointly bought a 50 percent stake in Omimex
de Columbia Ltd. However, most participants were skeptical about the future prospects
for such joint efforts. Despite the agreements of cooperation signed between the two
nations, Chinese NOCs do not have many incentives to share trade information and
strategy with Indian oil companies and MOUSs signed between China and India on energy
cooperation may leave the latter as a junior partner in joint deals. China has, and will
continue to have, the stronger hand to play, due to the greater capacities of its NOCs and
the larger economic role that China playsin Asia and globally. The buzzword in Chinese
and Indian policy circles with respect to joint efforts in energy deals is “coopetition”—

competition where possible and cooperation when convenient.

Strategic Petroleum Reserves

The creation of Strategic Petroleum Reserves (SPR) by India and Chinais also a pressing

issue. Because of the energy vulnerabilities of the two countries, establishment of SPR
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cannot be postponed much longer. Neither India nor China is a member of the
International Energy Agency (IEA), and thus cannot access the joint stockpile of SPR
maintained under its aegis. Thus, both have decided to establish their respective
stockpiles. It was recommended that the two countries should look into sharing their SPR
and along with countries like Japan and South Korea, discuss the possibility of building a

common Asian reserve.
Integrating China with the Global Energy Community

China's otherwise extensive integration with the global economy does not extend to the
energy sector. The presentation from the US side at this conference suggested three
measures to bring about this integration and alay Chinese fears regarding energy

security:

1 Making Chinaa full member of the G-8
2. Bringing Chinainto the IEA program
3. Taking steps towards the creation of a Northeast Asian Security Community

Maintaining that efforts should be made to implement the recommendations and bring
China within the folds of the globa energy community, a US participant was not very
hopeful about China's fears regarding energy security being mitigated by such measures,

and felt that China needs to learn from its own experiences and mistakes.
Other Observations and Discussions

China has explored and developed its oil reserves to a large extent. Domestic ail
production is stagnant and is even set to decline. Its largest oil field (Daging) produces
930,000 barrels per day. China's restrictive policy regime (wherein NOCs are authorized
to hold majority stakes) is not considered conducive enough for 10Cs to invest in
exploration in the country. China is well-endowed with gas reserves and is investing in

pipeline infrastructure to increase the share of gasin its economy.

28



India considers fuel diversification as an important strategy to combat its energy needs,
and progress has been made in harnessing solar and wind energy in some parts of the
country. Indiais one of the few countries in the world that boasts a separate ministry to
deal with non conventional and renewable sources of energy, an indication that the matter

receives due consideration even at the governmental level.
Summary

The energy-intensive nature of Chinese and Indian growth has led to these countries
emergence as the world's largest importers of oil and gas. Both countries follow similar
energy strategies and give primary importance to acquisition of equity oil. While both are
under the assumption that equity oil affords a certain level of energy supply security, in
reality equity oil is vulnerable to the same geopolitical risks as contract oil. The US and
the commercially driven International Oil Companies, frowns upon the support,
particularly diplomatic, provided by the Chinese and Indian governments to their
National Oil Companies in securing overseas, as they are viewed as disruptions to market
forces in the energy sector. Further, the energy ties forged by these countries with
"rogue’ nations like Iran, Sudan, Syria and Myanmar are also causing worry among
Western policy makers. Even though till date no outright confrontation has taken place,
the continuation of this energy strategy and policy by India and China may cause tensions
in their relations with the US. Further, issues like creation of SPR by India and China and
the integration of India and Chinainto the global energy community also need to be fully
addressed. However, the US, China and India share interests in promoting leverage to
importers over exporters, as well as improving energy conservation and efficiency and

these areas may provide avenues for bilateral and multilateral cooperation.

Session V
Environmental Concerns Emerging from Rapid Growth

Discussions in the fifth session of the seminar gave specific focus to themes of
environmental issues and concerns as a result of the rapid rate of economic growth of

Indiaand China.
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Growing India-China Economies and Emerging Environmental Concerns

The environmental issues plaguing India and China are both convergent and divergent
with each other. Although both India and China have largely the same environmental
issues, the divergence appears in the approaches of the countries towards sustainable
management of these problems.

India’ s demographic profile can be broadly broken down into three categories:

1. Urban 25 percent

25 percent of the population is based in urban areas, in non-ecosystem communities.

2. Rural 55 percent

55 percent reside in rural areas, engaging in primary sector production and maintaining a
relatively high dependence on natural resources.

3. Traditional economy 20 percent

20 percent of the population engages in traditional economic activity, heavily dependant

on natural and primary resources.

Chinahas afairly similar demographic profile.

Although small-scale water management initiatives are increasingly being used all over
the world, both India and China are engaged in a process of large-scale water
management and exploitation of water resources through massive structural engineering
based projects. Both countries also face the problem of excess water and land degradation
due to modern agricultural practices, and the construction of large dams will lead to
changes in water salinity and subsequently increased rates of evaporation. There are
serious ecological and economic implications of damming trans-boundary rivers which
may lead to the further marginalization of people dependant on water, while increasing
levels of CO, emissions (coal being one of the primary resources driving the countries

economic growth emissionsin both countries) is another worrying trend.
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Rapid economic growth has also given rise to increased migration to cities, leading to
urban sprawl and large-scale land degradation. Contrary to conventional thought, land
degradation is not solely a product of increased population and poverty. Natural resource
management can not be a “top down” or “bottom up” approach of systems in conflict
with each other; rather, management must involve a holistic integrated practice involving
both strategies. Furthermore, stakeholders must be empowered and involved in the

formulation of truly effective water resource management and conservation policy.

China and the Global Environment

The extensive and indiscriminate use of coal is a maor contributor to China's appalling
environmental situation. China also faces rapid desertification of large parts of its land.
State policy has led to widespread reforestation and afforestation, but the question
remains whether thisis a case of “too little, too late,” or ssmply “not enough”?

Efficient water resource management and conservation, and a concomitant realistic
pricing for water supply are also important issues. The state urgently requires a realistic
and practical water pricing scheme, which takes into account service charges for
maintenance of systems and treatment capacities.

China's approach to environmental protection is modeled on the country’s economic
reform strategy: maintain a small central bureaucracy, devolve authority to local officials,
engage the international community and support private initiatives. This has resulted in a

patchwork of environmental protection in select areas and provinces.

Environmental issues present great opportunity for large amounts of international
cooperation in urban planning, global environment issues, and globa climate change,
particularly in the case of China and India, which are both growing economies with
similar demographic profiles and developmental issues. The US aso plays a potentially
important role in importing or assisting in the development of clean fuel technology
(which are expensive to develop indigenously) in both India and China. However, thereis
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some skepticism due to China's previous attempts at information sharing which was
“sketchy” and “ specious.”

While state policy ignores environmental issues, or gives priority to economic issues over
environmental ones, this neglect has manifested itself in a variety of ways, al of which
could and have had a debilitating effect on China’s economy and polity. Inefficient water
resource management policy has resulted in a serious dearth of water available for
industrial consumption, water pollution has had a detrimental effect on public health, and
large numbers of popular protests against environmental degradation may have a
destabilizing effect on the Chinese state. However, some analysts argue that as long as
robust economic growth continues in China, instability will not be as widespread or as
serious of an issue. According to these conference participants, protests and popular
discontent have been disconnected and local and thus are no cause for serious concern.
However, others counter that the internet and improving technology will play an
important role in bringing these people together, while NGOs involved in these protests
are also broadening and integrating their mandates. No domestic NGOs in China are
engaged in issues related to global climate change.

Other Discussions and Observations
While allowing that China has undertaken significant afforestation projects, conference
discussants stated that merely increasing green cover is not enough to mitigate the effects
of CO, emissions. They stressed the need for afforestation using the “right” type of
vegetation to effectively counter CO, emissions. Further discussions by participants
highlighted that India has the same problem. Although remote sensing data supports
India’s contention that it has increased its green cover, the quality of green cover is more

important than the quantity.

Increased urbanization and significant changes in land use patterns will aso have a
detrimental effect on the environment. Cities with large numbers of concrete construction

will retain more infrared and solar radiation.
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Participants at the conference wondered why China's huge agricultural yield has not
declined, considering the grave implications of environmental pollution, specifically the
phenomenon of acid rain. While allowing that China's total yield is high, an analyst
retorted that productivity is on the decline and is a source of worry amongst the Chinese.
Other participants expressed concern about a potential decline in Chinese agricultural
productivity due to a lack of adequate irrigation and its adverse impact on the Asian
market and region. Apprehensions were allayed to some extent by the observation that
after entering the WTO, China has moved from water-intensive crops and its absolute
agricultural water use is less than previous levels. Others wondered whether new
factories being added to the Chinese economy will have built-in pollution mitigation
techniqgues and whether existing factories will incorporate similar technology.
Participants also observed that policy implementation dealing with environmental
protection is not effective, quoting instances where factories have actually paid fines for
non-compliance rather than installing a more expensive clean-fuel technology.
Participants concurred on the need for a stronger regulatory process of environmental
issues in both these countries, suggesting the establishment of regional environmental and

implementation agencies with specific reference to China.

Session VI

Overview of India/China and US/China Perspectives

After two days of intense deliberations, the sixth session offered summary statements of
perspectives on China from the US and India. Where the previous days discussion has
focused on strategic, economic, and environmental issues separately, the third day’s

discussions sought to integrate the issues.

US Perspectives on China

The presentation addressed three broad themes: salient realist issues, transnational issues,
and areas of potential collaboration.
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The current power realignment in Asia has tremendous implications in the region and for
the world. This rapid rate of change happens mostly in times of war, and the fact that
these tectonic shifts are happening in peacetime appear to be a cause of concern. Thereis

agreat need for “peaceful adjustment to change.”

America’s realist concerns regarding China's growth and global presence have led to
various hedging strategies that could be best described as a collaborative balancing
behavior: a blend of strategic containment and economic cooperation. America’s
support for India's civil nuclear program and joint Indo-US military exercises are a
manifestation of this US policy of building strategic partnerships to “hedge” China.
However, these may not be enough to limit China's role, and some analysts argue that
America needs to strengthen India’s “ second-strike” and submarine attack capabilities for
more effective deterrence. The present situation presents a host of threats and issues
from a multi-polar nuclear Asia where second-strike capacity may not exist. Accepting
that second-strike capacity is more of atheoretical issue for the US, for Indiathisis more

of apractical issue.

Many experts argue that the US and India share a common interest in each others
national stability and growth. Moreover, with China's integration into the world
economy, a stable and prosperous China is more preferable than an unstable
one. However, some argue that India does not seem to be in an advantageous position to
play a mercantilist role in energy procurement vis a vis China, and rather should pursue a
more market-driven strategy in collaboration with Japan.

Although both China's and India’ s economy are growing at a rapid pace, there is danger
in drawing too many similarities between the two. Considering India' s democratic and
therefore divergent and alternating state policy, the pace and scale of economic reform
will be very different in the Indian context. Appreciating China s emergence as a global
economic giant, it is important to recognize the need for far greater cooperation between
the US and India.
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While accepting that environmental issues are extremely important and need to be
addressed, the speaker added that their geopolitical and strategic dimension should be
assessed and integrated into policy planning. For instance, if environmental concerns lead
to popular discontent, which in turn, could result in civil unrest and an unstable China,
then the problem must be redressed post haste. Other participants disagreed, arguing for
the integration of environmental impact assessments in their economic, public health

implications as well.

The speaker drew attention to the recent pandemics and epidemics such as SARS and
avian flu, which have provided opportunity for collaboration and joint research in a
mutually trusting atmosphere.

Indian Perspectives on China

In order to understand the prospects for cooperation between India and China in the
future, it is very important for the US to understand how Sino-Indian relations have

evolved over the past century.

Historically, it was only after the withdrawal of the British Raj, and a discernable
weakening of Indian military and strategic capability, followed by the Chinese
occupation of Tibet, that India suddenly found itself sharing a border with China. Post-
partition saw India grappling with the numerous problems of a newly independent nation.
Amidst all of this reigned confusion about how to interact with China, India nervously
engaged its neighbor, attempting to counter its power by supporting the sovereignty
movementsin Tibet. This phase in Sino-Indian ties was one of uncertainty, with each side
cautiously treading water as far as the other was concerned. The second phase in these
ties was characterized by increasing tensions between the two countries, particularly
regarding border issues. This culminated in the China-India War of 1962, wherein India
suffered a humiliating defeat at the hands of the Chinese. Thereafter, relations continued

to be strained between the two Asian giants.
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However, the past decade has seen a marked improvement in relations between the two
countries. The present state of interaction between the two is decidedly different from the
past. For the first time, both countries are making sincere efforts to address and resolve
long-standing differences. The territoria disputes in Kashmir and Arunachal Pradesh, as
well astheissue of Tibet’s sovereignty, are being seriously discussed, and while it is true
that no consensus has been reached in any of these matters, the very fact that both sides

realize the importance of resolving these issuesis a step forward.

Another very important change in the Sino-India policy circles has been the recognition
of the fact that the Sino-Indian relationship is multidimensional and not defined solely by
border or territoria issues. Thus, while joint committees have been appointed to hold
talks on these issues, both countries have taken steps to economically engage the other. It
is significant that the present generation of Indians does not carry the angst of India's
defeat by the Chinese in the 1962 war and is driven by purely economic considerations in
its business transactions, thereby opening up avenues for sustained economic interaction

between the two countries.

Trade between the two countries is on the rise, and once the boundary disputes between
India and China are settled, it will increase exponentialy, leading to a massive economic
boom for both. Growth of economic and other ties between India and China would
definitely influence the manner in which the US interacts with each of these nations. This
could, perhaps, lead to the possibility of Sino-Indian collaboration to counter the
economic might of the US. What needs to be examined is the issues of competition and
the potential for cooperation that strengthening ties would produce for the Asian

neighbors.

Even though steadily improving economic relations between the two countries have been
much talked about, there are other important dimensions to the rapidly evolving Sino-
India relationship. In both countries, military cooperation between the two is being
discussed, and some joint exercises have aready taken place. While there is potential for
collaboration with respect to extension of bases, supply of arms and equipment and
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strategic positioning in the Indian Ocean, jockeying for maritime influence may also be a
source of conflict between the two in the future. Moreover, the countries are united in
their refusal to allow environmental concerns to stifle economic growth. Both giants
argue that environmental concerns would be addressed by the development of low-

polluting technology.

Despite an optimistic view on the future of China-India relations, India must cement its
ties with other countries in its immediate neighborhood. It must be the prerogative of
Indian policymakers to come up with innovative ideas to engage countries like Pakistan,
Bangladesh, Nepal, and Myanmar. Ignoring or alienating these countries will give China
the opportunity to fill the vacuum, which in turn will lead to increased Chinese influence
in India's backyard. Regiona integration must therefore be of prime importance in
India’s foreign policy. Factors such as geographical proximity and cultural affinity work
in India’s favor, allowing opportunities to cultivate natural and historic ties between all

these countries and build strong ties.

As India s resurgence in the global arena continues, it will not play second fiddle to any
country. The course of its future ties with China will be defined by India' s interests, and
not on account of influence of any other country. India will not follow a policy of
containment towards China merely because the US desires it. Rather, the coming years
will probably see India engaging all countries favorably and building positive relations
with al. India would be more comfortable with a multi-polar power structure in the
Asian sub-continent, while not accepting collective security arrangements or Chinese

dominancein Asia

Observations
A US delegate to this conference noted that there is a tremendous disparity between the
economic and military strengths of the two nations, with China leading in both aspects.
This delegate wondered when, and how rapidly, would India be able to favorably address
these issues. An Indian participant replied that while it is true that China was militarily
stronger, efforts on the Indian side have aready begun to remedy this problem. While the
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government is addressing systemic weaknesses in defense production and procurement,
private contractors are playing an increasingly important role in defense research and
development. With respect to maritime power building, Indiais reviving its once-thriving

ship building industry.

As deliberations continued at the conference, the theme of India's role in East Asia was
expanded upon. The speaker responded that India’ s ties with East Asia have been slowly
gathering momentum since 1994. The process of reconnection began through institutional
mechanisms, carried forward by collaboration in infrastructural development, and is at
present witness to defense cooperation. The increasing capacity of the Indian navy to
operate in the open waters is helping the cause of India’ s power projection in East Asia.

Considerable amounts of private sector investment by Indian companies in African
countriesis aso helping Indiato cement its ties with energy rich nationsin that continent.

While it is generally believed that India’s democratic setup may prevent the framing of a
direct concise policy to resolve the issues of Kashmir with Pakistan and border disputes
with China, most conference participants felt that the consequences of such resolutions

on power equations in the region must not be neglected.

A US delegate also observed that while it is unlikely that the US economic might will
flounder in the near future, the potential consequences of decline of the American
economy warranted serious examination. The potential for Sino-Indian or India-Japan

collaboration in such a situation must be studied in this regard.
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