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<CT> Making Sense of Modinomics 

<Q> Altruism notwithstanding, India’s economic diplomacy in South Asia ultimately operates as a tool of diplomacy and fosters India’s interests, writes Dr David Scott </Q>
Under Narendra Modi, India has rediscovered its ‘immediate neighbourhood’ of South Asia, encapsulated in the phrase ‘neighbourhood first’. This was manifested when Modi invited all the leaders of the South Asian Association for Regional Cooperation (SAARC) and Mauritius to his swearing-in ceremony in May 2014, a first in Indian diplomacy.
Initially, Modi pushed for greater SAARC activity. His speech at the 18th SAARC summit in December 2014 was economics-based: ‘For India, our vision for the region rests on five pillars — trade, investment, assistance, cooperation in every area, contacts between our people — and, all through seamless connectivity’.  However, the continuing inertia of SAARC has led to greater bilateralism in India’s economic diplomacy in South Asia. This has been underpinned by Modi’s separate visits to various South Asian neighbours during 2014 and 2015: Bhutan in June 2014; Nepal in August 2014; Sri Lanka in March 2015; and Bangladesh in June 2015. These visits during 2014 and 2015 to India’s neighbours in South Asia all had a heavy emphasis on economic cooperative projects, especially those of an energy or infrastructure nature. In South Asia, Modi has pursued a trade-and-investment-led agenda, seeking to enhance India’s influence through its markets, and using economic leverage and economic aid to more fully realise itself as a powerful regional engine, while benefiting its economy at the same time. In this vein, an unexpected flying visit to Pakistan was made by Modi in December 2015, on his way back from his trip to Russia and Afghanistan.
<A> Exploring Alternatives

The economic failures of South Asian regional integration through SAARC have coaxed India to explore the Bay of Bengal (BIMSTEC) grouping as a better alternative. In effect, BIMSTEC is SAARC sans Pakistan as a member, and engages India with Nepal, Bangladesh, Bhutan, Nepal, and Sri Lanka, as well as Myanmar and Thailand. India’s exports to BIMSTEC countries rose from US$7.8 billion to US$22.8 billion in 2014-15, with imports being US$9.26 billion, thereby overtaking trade with SAARC. Since Mr Modi took office, he has bolstered India’s role in BIMSTEC with infrastructure and high-tech connectivity projects, where the chief beneficiary are the Northeastern states, which will benefit from such BIMSTEC cross-border initiatives. The Association of Southeast Asian Nations (ASEAN) has become an increasing economic diplomatic mainstay since the late 1990s. This is reflected in figures from India’s Department of Commerce Export Import Data Bank. (Refer Table 1 and Table 2)
	Year
	ASEAN
	SAARC

	2013-14
	33.1 (10.5% share)
	17.5 (5.6% share)

	2014-15
	32.0 (10.4% share)
	20.5 (6.6% share)




Table 1 - Indian Exports (US$billions)
	Year
	ASEAN
	SAARC

	2013-14


	41.3   (9.2% share)
	2.5 (0.5% share)



	2014-15
	44.7 (10.0% share)
	2.9 (0.6% share)




Table 2 - Indian Imports (US$billions)
Ironically, a low current trade level actually means that South Asia presents future growth opportunities for Indian trade. Although imports from South Asia to India are miniscule, exports are already growing from India to South Asia. Indeed, high-tech products from India to the rest of South Asia virtually doubled from US$465 million in April 2014 to US$892 million in April 2015, making up over 15 per cent of Indian exports in that one particular field.
<A> Countering Competition from China 
Nevertheless, a degree of neglect of South Asia by India in previous years has offered China with opportunities to target India’s neighbours in South Asia with attractive trade and infrastructure projects. China’s bid since late 2013 of a Maritime Silk Road, though publicly including India as a potential participant, has not been welcomed by India; even as India’s neighbours Myanmar, Bangladesh, Sri Lanka, the Maldives and Pakistan have strongly supported the Chinese initiative. Moreover, the fact that a larger Chinese economy enables greater economic aid in South Asia comes as little comfort to India. 
Faced with this competition from China in South Asia, the Modi administration has geared up to pursue a more active programme of increased bilateral aid run under the ‘Technical and Economic Cooperation with Other Countries and Advances to Foreign Governments’ programme in the Ministry of External Affairs (MEA). Altruism notwithstanding, economic aid ultimately operates as a tool of diplomacy and to foster India’s interests. Budget allocation figures are telling. The budget aid allocation went up by over 20 per cent from `6,217 crore in 2013-14 to `8,336 crore in 2014-15, within which some `7,525 crore or around 85 percent was allocated to its immediate neighbours Afghanistan, Nepal, Myanmar, Bangladesh, Sri Lanka and the Maldives. Pakistan’s absence is noticeable from the list of South Asian recipients of Indian aid. Conversely, out of that `7,525 crore to India’s neighbours, Bhutan was allocated `5,050 crore, a 63 per cent share. Bhutan’s privileged access to Indian aid is directly related to Bhutan’s key geopolitical position along the sensitive and disputed India-China Himalayan border.
Emergency humanitarian aid has been a further tool employed under Prime Minister Modi. In December 2014, the drinking-water crisis in Male, caused by the collapse of the Maldives’ only water treatment plant, brought prompt assistance in the form of India quickly sending heavy lift transporters and naval ships carrying bottled water and onboard desalination plants. India also moved quickly and overtly, as did China, to give generous aid to Nepal in the aftermath of the first earthquakes in May 2015, though a Nepali backlash and subsequent Indian distancing was seen by the time of the second earthquake later that month. 

China remains ready to increase its own aid programmes in order to match, and indeed, out-finance India, something that is enabled by the bigger size of the Chinese economy. The wider context is that there is a structural shift from West to East in the international system, which reflects changes in the international political economy, as both China and India have pursued economics-underpinned rise. Nevertheless, China’s economy has risen more quickly than India’s. By 2014, IMF figures, adjusted for PPP price purchasing parity, had China in first place at $US 17,617.3 billion, just ahead of the US in second place at $US 17,418.9 billion, but significantly outpacing India in third place at $US 7,376 billion.
Thus, the sheer size of the Chinese economy allows it to significantly outspend India in aid and military spending in and around South Asia. However, in the short term, India can compensate for China’s greater overall strength by concentrating its own aid, economic diplomacy and military efforts more regionally to South Asia and the Indo-Pacific. In the longer term, there may be reversal of economic fortunes emerging between these Asian giants. Dry statistics show an emerging power shift between India and China. First, second and third quarter figures for 2015 GDP growth were 7.0 per cent, 7.0 per cent and 6.8 per cent respectively for China; but were 7.5 per cent, 7.0 per cent and 7.4 per cent respectively for India. IMF GDP growth projections for 2016 have India at 7.5 per cent against China at 6.3 per cent. Indeed, China’s current economic model, itself a source of soft power credibility and subsequent influence in South Asia, may not be sustainable in the long run.
<A> Expectations from Economic Diplomacy

What does the Modi administration want from its economic diplomacy in South Asia? Three things. Firstly, economic development in those nations provided aid, thereby assisting greater trade which benefits India. Secondly, to constrain and diminish China’s otherwise growing influence in India’s region. Thirdly, to establish greater Indian influence. Does this represent hegemony? To some extent, in terms of South Asia (Pakistan excepted) being India’s sphere, there is a sense of the Indian subcontinent being India’s subcontinent. It is not explicit hegemony, though it perhaps represents a widespread Indian implicit expectation of natural pre-eminence. 
Prime Minister Modi’s previous tenure as Gujarat’s Chief Minister provided a record of emphasis on economic development, and it is this renewal of economic-driven rise, which had languished in the latter years of the Congress administration, that Modi is now seeking at the national level through what has been dubbed Modinomics. Renewed domestic economic strength can then be translated through economic diplomacy into increased regional power for India in South Asia. 
David Scott is an analyst-consultant, having previously taught international relations at Brunel University from 1992-2015. He has edited ‘A Handbook on Indian Foreign Relations’ (2010), and has written extensively on Indian foreign policy with particular emphasis on India’s ‘extended neighbourhood’ policy, India’s role in the Indian Ocean, India’s embrace of the Indo-Pacific, India’s presence in the South China Sea, India-South Korea relations, India-NATO relations and India-China relations.
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Renewed domestic economic strength can be translated through economic diplomacy into increased regional power for India in South Asia
