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THE TIMES OF INDIA Date: 16-11-16
What CPEC means for South Asia

It fundamentally alters Pakistan’s alignment, sundering its link to the
subcontinent

Why is the China-Pakistan Economic Corridor such a
challenge to India? Conventional wisdom has it that India is
worried about CPEC at its two ends: Gwadar, where the
Chinese are building a maritime presence, and Pakistan-
occupied segments of the former kingdom of Jammu &
Kashmir, where Pakistani and Chinese territorial and military
frontiers are merging.

However, there is a deeper issue, one that has hitherto
underpinned India’s long-term Pakistan strategy. The very
fundamentals of that strategy are now under question. Indeed,

: CPEC is rewriting the economic geography and regional
integrity of the subcontinent in a manner that will require more than a tactical, episodic response.Historically
and across the world, trade routes have tended to flow from north to south. There have been exceptions, such
as when Britain/northern Europe became an economic power and a significant consumer of commodities, and
trade routes moved south to north. Yet, for the most part that trajectory has been maintained.

This is no coincidence. Most of the world’s people live in the northern hemisphere and trade has tended to seek
a route to the sea (to the south) to explore new markets. So it has been in the Indian subcontinent too, for
centuries and millennia. Trade routes came down from Central Asia to modern Pakistan, into contemporary
northern India, before finding their way to peninsular India.Partition interrupted this perennial free trade zone
(before we knew what the expression meant). Economically this hurt India, especially north India, and cut it off
from markets such as Afghanistan. It hurt Pakistan even more and left it trapped and locked out of its natural
trading hinterland. More than the political act of Partition — a fact of history nobody seriously wants to change
— it was the trade walls that came up on the Radcliffe Line that negatively affected the destiny of the
subcontinent.As India opened up its economy in 1991, this absence of sufficient economic osmosis with its
neighbours emerged as a paradox. Every prime minister since then, irrespective of party and whatever his
individual instincts and political beliefs, came to accept that as India’s economy grew, Pakistan would be
compelled by business and commercial logic to engage with India.

This could be a product of enlightenment or self-interest, internal pressure or global currents: but it would
happen. It would make Pakistan, depending on where it was placed, India’s Canada or India’s Mexico. The
persuasiveness of the north-south trade route could not be rejected forever.CPEC alters that supposition. It
replaces Pakistan’s dependence on a north-south trade corridor with its bet on an east-west corridor, from
Kashgar (Xinjiang province) to Gwadar. This trade route is fairly unprecedented and is an expression of a new
economic and strategic geography that China wants to define.Admittedly CPEC is not quite the “corridor of
opportunities” that its advocates contend. Many of its projects are financially unviable. The power plants it is
building will require tariffs that are unsustainable for most Pakistanis. CPEC follows a familiar pattern of
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Chinese investments in South Asian countries — including for instance Hambantota port, the white elephant Sri
Lanka has been saddled with.

In this model much of Chinese “investment” is actually a loan that the host nation has to repay. The bulk of
Chinese money goes not to locals but is transferred from a state-owned Chinese bank or credit institution to a
state-run or state-associated Chinese infrastructure company that executes the project using Chinese workers.
Project costs are gold plated to account for both bribes for local elites (generals in Rawalpindi or politicians in
Punjab and Balochistan) as well as to ensure windfall gains for the Chinese.By all accounts, CPEC is going
down this path as well. Having said that, its strategic importance for China is greater than usual. This is
because of the access it allows western China to the Indian Ocean, as an alternative to the Straits of Malacca. It
also gives China a presence and for all purposes a colony that will allow it room for immediate military and
political influence in India’s neighbourhood and in West Asia.

Whether CPEC’s power plants eventually light up homes in rural Punjab or not, the fact is Pakistan’s political
and military elite has willingly signed on to this Chinese strategic blueprint. As in the case of another
superpower in the past, it has happily sacrificed its country’s realisable, long-term interests for personal benefit
and in the service of an external benefactor.By embracing the east-west corridor (CPEC) Pakistan is not just
abandoning its obvious north-south trade alignment but in effect turning its back on the subcontinent and on
South Asia. It sees itself as culturally in West Asia and strategically as located within the Chinese politico-
economic zone. This means that irrespective of how quickly or impressively India’s economy may expand in the
coming decades, Pakistan is not interested in a linkage let alone integration. New Delhi’s assumption that this
was a long-term inevitability no longer holds.How does India respond? It can wage a political and diplomatic
battle to make CPEC un-implementable. This is possible but not probable.A harder school in the Indian
establishment believes that if the subcontinent is no more the unit of reckoning for Pakistan, then India’s
interest in recognising and preserving shared tangible legacies, including natural and water resources, should
correspondingly decline. Expect more on that in the coming days.
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When cash is not king

Date: 15-11-16

In one fell swoop, demonetisation has struck a blow to the parallel
economy.

In a new tryst with destiny, once again at the stroke of the
midnight hour on November 8-9, Narendra Modi_effectively
demonetised large denomination notes in India. Of the Rs.16
, lakh crore-plus in circulation, Rs.500 and Rs.1,000 notes
account for about Rs.14 lakh crore and more than 85 per cent
by value of all rupee bills in circulation, as per Reserve Bank of
India data. With this master stroke, the Prime Minister has
walked the talk and shown that when it comes to doing the
right thing, and eliminating the wrong, he doesn’t spare even
the corrupt in his own party. He has effectively dealt a death

e knell to the private businesses of all politicians, lawyers and
bureaucrats.All those craving for big-bang reforms couldn’t have asked for more — corruption cannot thrive
where money is traceable and Mr. Modi’s is a significant step against big-ticket corruption and black money.
The secrecy with which it was conceived and executed has left the nation stunned. It is far bigger in scope and

5



&

ME ) www.dfeias.com | 6
IMPORTANT NEWSCLIPPINGS (16-Nov-16)

scale than those attempted ever before in independent India, and is the first of many bold steps which perhaps
only this Prime Minister could have done for disrupting the business model of Indian politics forever.

Parallel transaction networks

At the heart of it is the simple proposition that large currency notes are used more to conceal than to purchase.
Mr. Modi has converted this one sentence into an economic manna in his avowed fight against black money
and corruption, which is laudable.Peter Sands of Harvard Kennedy School, one of the proponents of this idea of
killing large currency notes, one later supported by former U.S. Treasury Secretary Larry Summers, argues that
a million dollars in $20 bills weighs 110 pounds or about four suitcases, whereas in 500-euro notes, less than 4
pounds, making the former very hard to transport. The U.S. stopped issuing $500 notes in 1969, the European
Central Bank halted 500-euro notes early this year, and Singapore killed its $10,000 note and Canada its
$1,000 note in 2000. India has one of the highest cash to GDP ratios at 12 per cent (excluding the parallel
economy) and despite a well-publicised amnesty scheme, the fear of god had not sunk in. Now it will, with Mr.
Modi’s big-bang step.

Mr. Sands illustrates by arguing that bulk cash transfer plays a role in more complex drug trafficking and
money-laundering schemes. Cash couriered from Paris to Belgium was used to buy gold, which in turn was
couriered to Dubai, where it was made into jewellery which was sold in India with the profits then wired back
to France. This network was estimated to launder 170 million euros per year. And this is an example of one
transaction network — imagine how many more are out there in the world! India’s black economy is estimated
to be $400-500 billion, larger than several economies of the world, and almost $3.5 billion is spent in currency
operation costs annually, as per Tufts University’s Cost of Cash study. On purchasing power basis, Rs.500 and
Rs.1,000 notes are large by Indian standards even though they may not be as per exchange rates.

Short-term pain, long-term benefits

Indeed, there will be some contraction in money supply and thus a slight deflationary impact, which will cause
some inconvenience in the very short term to the average citizen, which the Prime Minister has acknowledged
repeatedly in his speech, but this will be compensated by significant benefits in the long term for all law-
abiding citizens.The deflationary impact could be felt in sectors where cash is the main instrument of
transaction and perhaps in some asset prices as well, such as in real estate. In the longer term, it will lead to a
greater proportion of the economy shifting from black to white. Those who hold large amounts of cash may, if
they deposit it in banks and perhaps pay taxes on it, be forced to join the white economy. It may also raise
permanently the cost of holding cash by adding a risk premium. This may encourage people to take the
certainty of paying taxes in lieu of the uncertainty of holding black cash.

Real estate firms or jewellers may not accept cash unless it is at a good discount, for they will have to declare it
to the banks and pay taxes. So there is no easy option to convert it via real estate or gold. It skews incentives
against cash purchases, and gives a fillip to card transactions.The hawala network also won’t accept non-legal
tender and the ultimate end user anywhere in the world will be stuck with worthless pieces of paper after
December 30, 2016. So a person will, at best, exchange it at a discount for the next 50 days.The next big hit
should be on purchase of benami property which is a national avocation, for that’s perhaps the other big outlet
and repository of black money. When the Goods and Services Tax comes into force, the government should do
away with stamp duty on land at any stage of the sale; moreover, the tax rates on purchase of property should
be dramatically slashed. This apart, election funding reforms and online voting are all big steps in the
continuum of reforms, of which this was just the first big step.

The incentives for honesty have been improved, dramatically, with this reform measure, much needed after it
was last done in 1978. This will seriously affect the stock of black money but the effect on future flows is
unpredictable. However, the flows will perhaps be reduced because of the increased risk perception in cash
transactions. Further, the government should take steps to increase mobile penetration, pre-bundled with cash
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apps, which will make it easier for those who wish to go digital.Cash is the new trash and the Prime Minister
has acted decisively, ending reams of debates, declamations and declarations. Changing human behaviour is
the hardest thing to do in the world — Mr. Modi is doing just that in one of the most difficult ecosystems in the
world. As a small aside, he has also dealt a body blow to ‘terror money’, and electoral politics in India will never
be the same again.

Srivatsa Krishna is an IAS officer. Views are personal.

Date: 15-11-16
The breakthrough with Japan

Abe, an admirer of India, has been a strong advocate of New Delhi-Tokyo
strategic ties

Prime Minister Narendra Modi’s recent visit to Japan packed quite a punch: from supporting India’s
membership in the Nuclear Suppliers Group (NSG) and rationalising the Mumbai-Ahmedabad bullet train
timeline to the easing of Indian student visas, training of 30,000 Indians in Japanese-style manufacturing
practices, and merging of India’s “Act East Policy” with Japan’s “Free and Open Indo-Pacific Strategy”. Even as
Japanese business leaders and investors sought more “free and open” investment climate and relaxation of
land acquisition policies, Mr. Modi called for greater participation and engagement of Japanese industries in
India, saying it would benefit Japan and India’s MSME (micro, small and medium enterprises) sector. In the
context of The Hague tribunal’s ruling on Chinese activity in the South China Sea, India and Japan also
reiterated their commitment to respect freedom of navigation and overflight, and unimpeded lawful commerce,

based on the UN Convention on the Law of the Sea.

The nuclear deal

But the signing of the civil nuclear deal was the biggest item on the agenda. With this, Japan is making an
exception to its rule of not conducting nuclear commerce with any state that is not a signatory to the Nuclear
Non-Proliferation Treaty (NPT). Though this pact has been the subject of intense negotiations between the two
countries for the last six years, Mr. Modi and Japanese Prime Minister Shinzo Abe’s personal ties managed to
give it new momentum. Against the backdrop of China’s reluctance to support India’s candidacy for the
membership of the NSG, the import of Indo-Japanese nuclear cooperation assumes great salience.

This is a remarkable turnaround in many ways. After India tested nuclear weapons in 1998, Japan suspended
economic assistance for three years and froze all political exchanges. The former included halting aid for new
projects, suspension of yen loans and imposition of strict control over technology transfers. Tokyo called on the
G8 countries to condemn the Indian and Pakistani nuclear tests.The U.S.-India civilian nuclear energy
cooperation pact ratified during the Bush administration ought to have assuaged many of Japan’s concerns.
The deal effectively legitimised India’s nuclear programme and created formal channels for nuclear technology
and materials intended solely for civilian use. Yet although Japan nominally supported the deal, it persisted in
predicating any bilateral civilian nuclear cooperation on India signing the NPT and the Comprehensive Test
Ban Treaty.

Ending the impasse

The impasse had created a problem for Japanese business and for India. Current Japanese law allows nuclear
exports only to states that are either party to the NPT or allow the International Atomic Energy Agency to
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safeguard all their nuclear facilities. As a result, Japanese companies with expertise in civilian nuclear
technologies are barred from doing business in India, perhaps the reason why Japan's Ministry of Economics,
Trade and Industry has long supported the deal. It also deprives Indians of the opportunity to buy high-quality
civilian technology.With the nuclear pact, bilateral defence ties will also get a boost with New Delhi’s decision
to buy 12 US-2i amphibious aircrafts from ShinMaywa Industries in one of Tokyo’s first arms deals since
Japan’s 2014 decision to lift its 50-year ban on arms exports. India had proposed assembling 10 of the planes
in India as part of its ‘Make in India’ initiative and both sides had agreed on transfer of military technology.
Tokyo is also stepping up its infrastructure investment in India with the two sides even taking forward
potential Japanese investment in India’s development of the Chabahar port in Iran.

The relationship between India and Japan is perhaps the best it has ever been, largely because both countries
have Prime Ministers who view the region and the world in very similar terms. Abe, a long-standing admirer of
India, has been a strong advocate of strategic ties between New Delhi and Tokyo. He was one of the first Asian
leaders to envision a “broader Asia”, linking the Pacific and Indian Oceans to form the Indo-Pacific. And as he
has gone about reconstituting Japan’s role as a security provider in the region and beyond, India seems most
willing to acknowledge Tokyo’s centrality in shaping the evolving security architecture in the Indo-Pacific.The
U.S.-India-Japan trilateral engagement is gaining momentum. The three countries held their first trilateral
meeting at the foreign ministerial level in September 2015, followed by the six-day Malabar 2015 naval exercise
in the Bay of Bengal a month later, which reflected a convergence of India’s Act East policy, Japan’s growing
focus on freedom of navigation in the South China Sea and the Obama administration’s “strategic rebalance”
towards the Indo-Pacific. Other trilateral configurations are also emerging with Japan, Australia and India
interacting at a regional level. There is a growing convergence in the region now that the strategic framework of
the Indo-Pacific is seen as the best way forward to manage the rapidly shifting contours of Asia.Though Beijing
views the framework with suspicion, many in China acknowledge that the Indo-Pacific has emerged as a critical
regional area for India, and that China needs to synchronise its policies across the Indian Ocean region and the
Pacific.

Harsh V. Pant is Head of Strategic Studies at Observer Research Foundation, New
Delhi, and Professor of International Relations at King’s College London.

Date: 15-11-16
The tragedy of the commons

The only way out for public policy for environmental damage is to place
strong emphasis on individual and social cost of inaction

Residents in the already polluted Capital experienced something of a
turning point on Diwali. The belaboured, particulate-loaded air was
further bombed with firecrackers. Some described the scene as a war
zone with active shelling. People were angry not only because they
could not physically breathe, but also because they felt the assault on
their senses was wilful. They were emotionally upset because the
reality of the cracker was coming through the free will of fellow
citizens. Thousands of calls were made to policemen asking for a stop
to firecrackers — many felt that lighting the crackers (irrespective of
whether permissible noise limits were breached or not) was a criminal
act. The act of burdening common air further was almost like an act of
violence.While pollution and other environmental degradation have
physical impacts on people, their emotional and psychological costs
are often overlooked. In Delhi, for instance, the anxiety of knowing
that the air is deadly is adding to the physical challenges of living
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there. The time to act on air pollution in Delhi and other Indian cities was yesterday. But the time to consider
psychological impacts of environmental degradation surely is now.

Inaction costs us

The environment is our habitat, and we make interventions in it for habitation — air conditioning, heating,
sunshades, and now, air purifiers and air pollution masks. Dangers in the environment, such as pollution, are
usually looked at as medical cases. Sometimes, compensation is meted out for long-term environmental
damage or spills. But the very idea of compensation following damage is transactional — it suggests something
broken can be healed. However, in the case of environmental damage the issue is more problematic. It is
difficult to compute the extent of environmental damage to both people as well as ecosystems. It has also
proved difficult to understand the costs society is likely to have in the future. This has given rise to the idea of
Precautionary Principle, which suggests not carrying out an activity that is likely to seriously harm the
environment. Moving from a traditional view of paying for environmental damage after it has occurred, new
approaches are trying to suggest what scenarios would occur if pollution or damage is caused (before it occurs),
and subsequently, understanding the costs of inaction on the environmental front.A 2013 World Bank report
said environmental degradation cost India 5.7 per cent of its GDP in 2009. The report concluded that
environmental degradation is actively harming the economy. In terms of prevention, it made another equally
important observation: after a certain point of environmental degradation, clean-up becomes cripplingly
expensive, as we are witnessing in rivers Yamuna and Ganga today.

Collective responsibility

Much of the Swachh Bharat (Clean India) campaign focusses on not just governance and municipal
responsibility, but also personal habits. People are extolled not to litter, spit or destroy the environment. To a
limited extent, the issue of tackling air pollution is also about individual habits. Getting pollution checks on
personal vehicles, not causing garbage fires and not burning firecrackers are some of the most common ways
individuals combat air pollution. However, after Diwali, cities like Mumbai, Delhi, Kanpur, Lucknow all
recorded poor air quality.While criticism was heaped on people burning crackers, others said people should
have the freedom to ‘celebrate festivals’; crackers were burst both on Diwali and Chhath puja (by which time air
quality had already reached crisis levels). Thus, those who feel anxious, emotionally stressed or angry following
the burning of crackers are up against those who feel they are taking part in celebrations which cause
happiness. The environment, of course, is agnostic. It does not know the difference between damage caused by
religious activities or otherwise.

The only option out for public policy for environmental damage is to place strong emphasis on individual and
social cost of inaction. Further, the psychological costs of inaction have to be better explained. This could be
through public announcements, popular outreach and education. I can think of three scenarios. A school
decides to wage a war against particulate matter, by watering the leaves of a tree, growing indoor plants, or
asking parents to get cars checked, creating a chain of behaviour; citizens stop bursting crackers for their own
sake as well as that of the greater public good; and the government works out a Payment for Ecosystem Service
or incentive scheme that prevents a poor farmer from burning his crops by using resources from another
section of society.

In the 1960s, ecologist Garrett Hardin coined the term ‘the tragedy of the commons’, speaking of how
‘commons’ such as the sea, meadows, or pieces of land get degraded. This is because no one particular section
of society or individual takes responsibility. The issue with environmental degradation is that we have
historically felt we can afford to wash our hands of our commons, that is, our environmental issues. We can no
longer afford to do so, as the tragedy of the commons — from being one that society experienced in some
distant and non-corporeal form — has become toxically pointed towards each of us through the very air we
breathe.As we go about the monumental task of cleaning our cities and homes — and bringing better air or
water quality — one of the important ways to address this will be through focusing on individual and societal
happiness, and the marked lack of well-being through inaction or inertia. This is a reason for governments and
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communities to act now. No answers can be immediate, and India’s air may well hang heavy for years to come.
But ignoring the emotional and psychological costs of environmental damage will be at further collective peril.

Neha Sinha is with Bombay Natural History Society. Views expressed are personal.
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