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Foreword

The IDSA has been organising an annual South Asia Conference which brings
together experts from India and SAARC countries to exchange views on key
developments in South Asia. The 6™ South Asia Conference on the theme
“Prospects for Stability and Growth in South Asia” was held in New Delhi on
November 6-7, 2012. The present book, edited by IDSA scholar Ms. Sumita
Kumar brings together the papers presented at the conference. Scholars and experts
from Afghanistan, Bangladesh, Bhutan, India, Maldives, Myanmar, Nepal,
Pakistan and Sri Lanka had shared their perspectives on this theme.

The prospects of political stability and economic growth in the South Asian
countries have been examined in the backdrop of the recent transition towards
democracy and emerging domestic, regional and global challenges. The purpose
of the conference was to assess the prospects of growth and stability in South
Asia. Will the recent transition to democracy in these countries, create a possibility
of a sustained period of political stability, which would encourage economic
growth? Professor S.D. Muni, an Indian scholar observes in his paper that the
relationship between political stability and economic growth is highly complex
and little explored. There is no direct or automatic relationship between political
stability and economic growth in South Asia.

This complex relationship is explored in the book by different scholars from
different standpoints.

I commend Ms. Sumita Kumar and her colleagues in the South Asia Centre
of the IDSA for having brought out this useful volume.

It is hoped that the book would raise awareness about South Asia’s political
economy and would be found useful by scholars, researchers and policy makers

alike.

New Delhi Arvind Gupta
October 2013 Director General, IDSA






Welcome Address by Director-General, IDSA,
Dr. Arvind Gupta'

I would like to extend a warm welcome to all. Thank you for participating in
the conference.

Our special thanks to the Hon’ble Minister of HRD, Shri Pallam Raju for
agreeing to deliver the inaugural address at the Conference despite his busy
schedule. We greatly appreciate his constant support in IDSA’s activities.

Today’s conference is the sixth in the series of annual South Asia conferences
the IDSA started holding from 2007. During these years we have been fortunate
to have many distinguished scholars, experts, journalists, diplomats from
Afghanistan, Bangladesh, Bhutan, Nepal, Pakistan, Maldives, Myanmar, Sri
Lanka, and India at the conferences. We hope that such gatherings help in a
small way to refurbish the South Asian identity.

We have also published the proceedings of these conferences and placed them
on our website for wider reading. The Hon’ble Minister will today release two
books on South Asia, produced and edited by our scholars. We have tried to
promote a community of strategic affairs experts from neighbouring countries
who reflect on the problems of the South Asia.

The previous conferences have tackled a number of themes reflecting on the
current state of South Asia and the prospects for the future. The discussions held
in the spirit of cooperation have been candid and revealing. Most analysts have
agreed that despite numerous problems, cooperation is necessary to tackle common
problems. Last year the participants came up with a document on the prospects
of Cooperative Security for South Asia, a theme not discussed widely and treated
with scepticism.

This year we are examining whether the region will remain stable and continue
to grow? The deepening of the global economic recession, the acute economic
problems in Europe, with which many South Asian countries are linked closely
economically, socially and in many other ways, is a cause of concern.

The countries of the region continue to face the challenge of deepening
democracy and improving governance.

*Delivered on 6 November, 2012.
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Unemployment and malnutrition remain serious challenges.
The region also faces numerous security challenges.

At the same time, the geopolitical environment is changing rapidly. The
international forces are set to withdraw from Afghanistan by the end of 2014. A
phase of fresh uncertainties is about to begin.

South Asia is closely linked to the Gulf and West Asia. Millions of our
compatriots live there, we receive billions of dollars in remittances from them,
and we source vital energy supplies from the region. This vital region is undergoing
deep transformation. The developments in West Asia will have major impact on
South Asia. What will be the implications for us? The IDSA will be exploring
some of these questions in a separate conference in February next year.

Extricating itself from two difficult and hugely expensive wars in Asia, the
US is now shifting focus to the Asia Pacific region through its policy of rebalancing
and pivot to Asia. The US wishes to reinvigorate its alliances in the region and
also find a modus vivendi with respect to China. US-China relations will also be
reconfigured in the next few years. We need to analyse the impact this will have
on the South Asian countries, which are linked both to the US as well as China
in complex ways. What will be the policies of the new administration in the US,
where Presidential elections are about to be held?

East and South East Asia also play an important role in South Asias stability.
The power equations in Asia are being reset as China rises, carries on with the
task of military modernisation and seeks greater presence in the Indian Ocean
region. The concept of Indo-Pacific, the Confluence of the Two Oceans, is
beginning to be discussed. The Indian Ocean Rim Association of Regional
Countries, which held its ministerial meeting in Delhi last week, is trying to seek
a more active identity, describing itself as an “apex organisation” in the Indian
Ocean region. The geopolitical landscape in the Indian Ocean is beginning to
change. What impact will this have on growth and stability in South Asia? We
need to discuss these issues in detail.

It is a matter of fact that regional cooperation in our part of the region has
not progressed to the extent it has in many other regions including Central Asia,
South East Asia, Africa and South America. How does this impact our stability
and growth? This is worth pondering over too.

Key to the future of South Asian stability will be in the hands of the youth.
The question of human resource development assumes great importance. In this
regard, millions of youth in our countries will have to be provided with education,
skills and job opportunities to ensure that the region continues to grow and
remain stable. We need to harness our vast human potential for peace, prosperity
and stability in the region.



Welcome Address by Director General, IDSA, Dr. Arvind Gupta xi

The presence of the Hon’ble Minister of Human Resource Development at
the Conference today is most relevant. It helps us focus on the human resources
issue that is so important for all of us. The South Asian countries can cooperate
in this area meaningfully even as we struggle to deal with other problems.

Over the next day and a half we will hear a variety of perspectives on these
problems. The last session is devoted to thinking about the future.

We look forward to invigorating discussions in the ensuing sessions.






Inaugural Address by Hon'ble Union Minister

of Human Resource Development,

Shri M.M. Pallam Raju’

I extend a warm welcome to all the delegates and participants who have come
from all the states of South Asia, for the 6th South Asian Conference organised
by IDSA. For the sixth consecutive year, IDSA has taken this initiative at the
Track-II level to discuss issues of mutual interest and concern among delegates
from different countries in the region. This is an important initiative that must
be sustained. “Think South Asia”, should be the motto for all of us to connect
with one another, and build bridges across artificial divides, that inhibit the
process of regional integration.

The theme of this conference, “Prospects for Stability and Growth in South
Asia” is quite apt. It underlines the interconnection as well as inter-dependence
between socio-political stability and economic growth. The on-going global
economic down-turn has affected us all in various ways, and its aftershocks will
continue to pose critical challenges for the leaderships in all the countries in the
coming days. Such moments call for united action-plans for the future. In
conferences like this, perspectives from various countries emphasizing the need
for coordinated action to meet common challenges, will certainly show us the
way forward in the right direction.

During the last five years or so, we have witnessed a ‘democratic moment’
in the South Asian region. Democracy has taken stronger roots in some countries
while in others processes of democratic transition are under way, driven by people-
power. The governments in the region are struggling to fulfil popular aspirations
for better lives, for greater individual liberty and economic prosperity. While the
groundwork has been laid for more representative politics, sustaining the pace of
democratisation remains a challenge in many countries in the region. We must
work towards reinforcing the processes of change by building more capable
institutions, improving governance, tackling the problem of corruption, reaching
out to the vulnerable sections of the society, and strengthening the feedback loops.

We must also take into account the desire of our people to connect with each

other, physically, culturally and through sharing of ideas. The people of the region

*Delivered on 6 November, 2012.
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now want to overcome distrust and hostility to build partnerships based on shared
cultures, values, beliefs and aspirations. The governments will have to be responsive
to such popular desire for peace and prosperity and intensify interactions at all
levels.

The positive environment created by the progress of democracy in the region
should not detract from the formidable challenges we continue to face. Poverty,
illiteracy, crisis in governance, ethnic conflicts, intolerance, religious extremism,
climate change and disaster management remain unresolved and require urgent
attention. Our separate experiences in dealing with some of these challenges
successfully need to be shared for mutual benefit.

The world’s attention is also focused on the region because it is being perceived
as the nerve centre of terrorism. Too many innocent lives are lost to terrorism
every day. We are all victims of this menace. We need to ensure that double
standards in dealing with terrorism are eschewed. The lessons of history teach us
that those propagating terror are often the worst victims of it. We need sincere
and effective cooperation to root out this scourge. Initiatives taken by the SAARC
forum provide excellent frameworks for cooperation to deal with this issue.

Sustaining economic growth is a major challenge confronting us all today.
After registering decent rates of growth for the last few years, due to the global
financial crisis, we are faced with a situation which compels us to think that
there is no choice left before us other than cooperation. The developmental goals
that are lying in front of us are humongous.

A glance at the combined performance of the South Asian countries would
reveal that for a population of about 1.65 billion, we have a GDP of about US
$ 2.27 trillion and a per capita income of about US$ 1299, which is marginally
above the figures for sub-Saharan Africa, which is about US$ 1255. The average
poverty ratio, defined very liberally by most of the countries, remains above 22
per cent. The external debt situation for most countries remains quite worrisome.
The annual rates of growth have declined. Due to rising inflation the food security
situation has turned for the worse in most of the countries in the region, with
huge number of people below the poverty line.

Due to low level of regional trade and commerce, we are unable to pool our
resources together to meet these challenges in a cooperative fashion. There are so
many economic complementarities that we tend to overlook, in our desire for
unilateral responses to such adverse situations. Sometimes, in times of crises, we
are compelled to cooperate briefly, but lose the strand soon after we overcome the
crises.

We must remember that we are passing through an unprecedented global
financial crisis. Our region cannot be insulated from it. We need to ponder:
what has been our collective response to this crisis. There is a need for us to sit
together and examine the impact of the crisis on the region and come out with
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our own responses. No doubt, we are affected by global trends. At the same time,
the importance of regional initiatives cannot be underestimated. The finance
ministers and the central bank governors should come together and discuss the
crisis at the earliest. I hope this conference will come up with some broad ideas
as to how the region can cope with the on-going global financial crisis.

India is a trillion dollar economy and has sound promise of growth at a
sustained pace, despite some setback for a couple of years. It can play the role of
an economic powerhouse in the region. All countries in the region have an
opportunity to link up with the Indian economy and improve their own prospects
of growth. I do hope that the trust deficit which comes in the way of cooperation
will yield to a climate of change, and the positive side of growing together with
India will be appreciated. Sri Lanka, Bhutan and to some extent Bangladesh
today, have benefited from deepening their economic cooperation with India.
Pakistan and India have taken some significant steps forward to improve bilateral
trade. If the tempo is maintained, many analysts predict that the volume of trade
between the two countries will reach the US$ 10 billion mark very soon. This
has the potential to boost regional economic integration. The present intra-SAARC
trade is only 4 per cent of the region’s global trade. There is enormous potential
of intra-regional trade and investment that we must not leave untapped.

Looking at the last few SAARC summits, it is encouraging to find that there
is greater willingness among the states to engage each other at all levels, in spite
of the inhibitions and reservations in certain quarters. India need not be seen as
a “big-brother” and this attitude must change. India faces the same problems as
others in the region. Our destinies are closely interlinked. There is no escape
from that reality. Intellectuals, economists, civil society activists and members of
the media who see the larger picture are beginning to bring in pressure on their
domestic governments, to jettison isolationist mind-sets and to cooperate more
fruitfully amongst ourselves. This is a welcome development.

However, we need not be complacent. We need to institutionalise regional
efforts for cooperation at various levels. The ideas being evolved at the SAARC
meetings need to be implemented well, to unlock the regional potential for
collective development. SAARC ministers for Foreign Affairs, Home, Finance,
Transport, Tourism, Commerce, Energy and Environment are now meeting on
a regular basis. Such exchanges and communication at ministerial levels should
be followed by concrete results. As the Indian Prime Minister emphasised at the
SAARC summit at Addu in Maldives in 2011, we should seek, “imaginative
ways to create new avenues and sources of growth and investment in South Asia”,
and seek, “complete normalisation of trade relations in SAARC”, which will create
“huge opportunities for mutually beneficial trade within South Asia”. As he noted,
India is aware that it “has a special responsibility that flows from the geography
of our region and the state of our economy and market”. India is ready to undertake
asymmetric responsibilities and push the process of regional integration forward.
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This will provide the impetus for regional development and have a stabilising
impact on the political systems in different countries.

The relationship between political stability and economic growth is quite
well-known. Any initiative for sustainable economic development is likely to have
a moderating influence on politics. It will contribute to human welfare and create
conditions for peace and stability. Similarly, stability is the necessary precondition
for economic growth. Political instability often wards off potential investors and
leads to flight of capital and human resource.

South Asia is rich in human and natural resources. Because of its vast youth
population, the region has a demographic dividend that it should use to its
advantage. We need to improve the quality of education and training to improve
the quality of our human resource. India has quality institutions of learning and
countries in the neighbourhood should tap into them to enrich their human
potential. India is ready to play its role to enhance regional cooperation in this
field and open its institutions to students in the neighbourhood. We should all
invest in education, undertake a mission for universalization of education and
develop as knowledge societies. Only then can we leverage our human resources
for building better futures for ourselves.

Our region has vast potential for attracting external investment. Instead of
wasting their energies on mutual differences, the states in the region need to
focus their attention on strengthening the foundations of democracy, and ensuring
transparent governance and inclusive development. Other threats like weak
institutions, use of asymmetric means to weaken perceived enemies, interference
of armies in politics and the negative role of external actors will have to be taken
note of while addressing the issue of political stability. Only then can the vicious
cycle of political instability and economic underdevelopment be stopped.

Think Tanks like the IDSA can act as facilitators of change and promote
mutual awareness and understanding. By providing a forum for discussion at a
Track II level—where academics, experts, strategic analysts and media persons
meet and discuss common issues that affect them—IDSA is creating avenues for
cross-pollination of ideas and building an atmosphere of trust and mutual
confidence.

I am sure, during the deliberations in the conference, many useful ideas for
action will come up for discussion. These ideas must be stitched together as
policy inputs for governments, like the outcome report of last year’s conference
on cooperative security framework for South Asia. This will go a long way in
connecting the various tracks of dialogue and will be of great value for the policy
makers in various countries of South Asia. I wish you all success in your
deliberations.



Introduction

Sumita Kumar

In the post-colonial phase, the regions of Asia, Africa, and Latin America have
experienced varying degrees of political, social and economic turbulence. The
goal of political leadership in all the regions has been the establishment of
democracy and achievement of economic growth, in order to provide peace and
stability to their people. Of all the regions, South Asia is the one which can be
regarded as having achieved a greater degree of political stability and economic
growth, except perhaps the Asia-Pacific region, particularly parts of East and
South East Asia.

In the last decade or so, the trend in South Asia has been towards greater
stability and faster economic growth. This can be said to be true of most countries
of South Asia to a greater or less degree, even if there have been upheavals of
various kinds on and off. For instance, India has had a continuous rule by the
United Progressive Alliance since 2004, although the alliance has had its normal
problems. Nepal came out of the clutches of monarchical autocracy and Maoist
violence, and set itself on the path of a non-violent struggle for acquiring a modus-
vivendi among contending political forces in a democratic framework. Bangladesh
despite being faced with the challenges of right wing extremism and threats of
military activism, has found it possible to stay on the democratic path. Pakistan
has fought a valiant war against the perennial stronghold of the army and the
well orchestrated violence of Islamic extremists and managed to keep a
democratically elected government in power at least since 2008. The successful
war against Tamil separatists in Sri Lanka has enabled the country to pay greater
attention to processes of long term reconciliation with the Tamil minority, within
the framework of a united Sri Lanka. In Afghanistan, the president has ruled for
more than a decade in the most difficult circumstances, and has not allowed the
Taliban to capture power. It has gone through an epic struggle to defeat a highly
motivated insurgency in the last more than one decade, with the strong
intervention of foreign powers, and has ultimately realised the unavoidability of
reconciliation with the insurgents, so that the country can achieve a modicum
of stability. In Maldives, despite the political upheaval which took place in 2011,
the political system found it possible to keep standing on democratic legs, in the
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hope of absorbing incipient challenges in due course of time. Bhutan, of course
has gradually veered towards greater democratisation with full support of the
monarchy and has tended to move towards greater long term stability. In Myanmar
as well, political liberalisation initiated by the newly elected president in 2011
has led to greater political stability, enabling the most popular democratic leader
to participate in the electoral process, and work within the framework of the new
constitution.

In the economic field, the South Asian region as a whole has seen upward
growth in varying degrees. India’s rate of growth was noticeable, and the optimism
has not dimmed despite the recent slowdown. The Bangladesh economy has also
been doing well with an average growth rate of 6 per cent in the last decade. The
growth rate of Bhutan has averaged 8 per cent during the same period. Sri Lanka
has recently witnessed a growth rate of nearly 8 per cent, in the post war years.
There is no doubt that there have been severe challenges to economic growth in
Pakistan, partly resulting from natural disasters and partly a consequence of
internal strife. Nepal’s economy has also been the victim of political conflicts and
contradictions, which are now in the process of being patched up. While the
Afghan economy has been adversely affected by the prevailing security situation
over the last decade, there have been certain years of high growth triggered by
large infusion of foreign aid and remittances. The Maldivian economy has
intermittently shown years of negative growth along with certain years of above
average growth. The economy slipped a couple of years ago, and could be regarded
as one of the reasons of the political strife in 2011. The Myanmar economy
showed an excellent average rate of 9 per cent growth during the last 10 years,
recording a very high rate of growth during the first five years of the decade,
which sharply fluctuated in later years, largely due to political vicissitudes and
aggravated by natural disasters.

It was in this backdrop, that it was decided to hold the conference on
“Prospects for Stability and Growth in South Asia” in November 2012. The
primary focus of this conference was to examine the forces and processes which
have led to relative political stability or unleashed trends in that direction in
some parts of South Asia. It was also meant to delve into the forces that have
stimulated economic growth in some countries, and impeded economic growth
in others. The purpose was also to examine how far the positive political and
economic trends in the region are irreversible or lend themselves to internal
convulsions or external influences. Further, it aimed to look at how far inter-
state relations within the region tend to lead to stronger intra-regional cooperation,
particularly in the economic field. Since the conference, three countries in the
region went to polls. After its transition from monarchy, the second general
elections were held in Bhutan successfully in May and July 2013, which resulted
in victory for the opposition People’s Democratic Party. For the first time in the
history of Pakistan, one civilian government handed over power to another civilian
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government after completion of its full term in office. In Maldives, new dates are
being set for the presidential poll, as the first round of voting that took place was
annulled. All three examples in different ways signify the maturing of the
democratic processes within each country.

There has been a trend towards stabilisation of the political systems of the
region in the last few years. Since this apparent stability is of recent origin, the
situation has inherent in it the possibilities of future uncertainty at the slightest
provocation. For instance, while three coalition governments have managed to
serve their full terms in India leading to a semblance of stability, the threat to
such stability could arise from the economy as it goes into a downturn. In Pakistan,
the smooth transfer of power from one civilian government to another, may give
rise to the belief that that the political system in Pakistan is maturing. Yet,
challenges to the stability of the country can arise from a multitude of elements
like the military, an activist judiciary, the increasing power of the religious
extremists, and from the government’s own inability to provide good governance.
In Bangladesh, challenges to the maturing of democracy arise from the deep
dissonance between the two main political parties, and the ineffectiveness of state
institutions. In Nepal, even though there have been several significant changes
in the political arena, the lack of political consensus and increasing polarisation
on the question of federalism, could lead Nepal on the path of instability. In
Maldives, the advent of democracy has brought to the fore various challenges
like politicisation of the media, ineffective functioning of the parliament, lack of
independence of institutions, and the increasing use of religion as a political
tool. Myanmar came out of a prolonged period of isolation and sanctions, and
the new government has taken important wide ranging reforms, yet stability will
hinge on whether the pace of reforms is sustained, on the progress of reconciliation
with the armed ethnic groups and how it handles the communal issue. In
Afghanistan, as the country prepares for the US drawdown, the uncertainties
emerge from whether or not there is successful transfer of power after the
presidential elections, the lack of a well trained Afghan National Army, the problem
of attrition within the Afghan National Army, the expected reduction in foreign
funding, progress in peace initiatives with the Taliban and the role of regional
stakeholders. These are some of the observations made by the authors.

Another theme dealt with by the authors pertains to the economic aspects
of the region, the trends towards positive growth or the lack of them. Bangladesh
witnessed a largely stable rate of growth over the last few years, giving rise to
optimism about its future growth trajectory. While private sector production,
investment, exports, and the inflow of remittances were the main factors that led
to growth, achievement of Bangladesh’s growth potential could be constrained
by inadequate infrastructure, inability to attract Foreign Direct Investment (FDI)
and to increase domestic revenue, and faltering institutions, as well as political
instability. While Pakistan was seeing impressive growth rates for a number of
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years over the last decade due to multiple reasons, including funding from
international institutions at concessionary rates, rescheduling of external debt,
and increase in FDI and remittances, this trend slowly petered out. Promoting
Pakistan as a regional trading hub could improve its economic future, provided
it is able to establish itself as a manufacturing hub rather than just a transport
hub. Yet, the economic condition of Pakistan and the region would to an extent
be affected by the uncertainty regarding the future of Afghanistan, militancy in
the tribal belt with its attendant fallout in terms of sectarian and ethnic strife,
and the Baloch insurgency.

Nepal is perhaps one of the countries in the region experiencing the lowest
average growth rates, with its inability to attract FDI, increasing merchandise
imports, and an increase in trade deficit. Development has been affected by the
political uncertainty, lack of locally elected representatives, decreasing capital
expenditure, a deteriorating security situation, and lack of effective institutions.
Factors which affect growth also include lack of agricultural productivity, and
inadequate infrastructure. Even though hydropower, tourism and agriculture are
Nepal’s development priorities, lack of stability and inter party consensus have
affected the optimisation of these resources. While the economy in Afghanistan
has been growing at a good rate of growth over the last decade, the economy is
hugely dependent on economic aid. Economic development is affected by political
uncertainty, terrorism and insurgency, weak institutions, and the lack of policies
enabling macro-economic stability. Though Bhutan underwent development and
achieved good levels of economic growth, it is highly dependent on external aid,
and has been facing a weak balance of payments situation, mounting public
debt, high fiscal deficit, and at the same time is limited by a small domestic
market, limited exports and markets and inadequate infrastructure. Bhutan
recently faced a financial crunch due to a shortage of rupees and the lack of
availability of credit. The Maldivian economy has witnessed a stable trajectory of
growth over the last many years, with its mainstays being tourism, construction,
transport and communications. Issues of concern pertain to reducing the
government deficit and improving the balance of payments situation. Growth
did slow down after 2005 due to political uncertainties and public unrest. It is
obvious that some of the countries have maintained the growth rates of the earlier
years, while some countries are facing a downturn. Some have brought out the
point that threats to the state, or political instability or uncertainty will impact
growth. It is clear from the discussion above that if one looks at the trends in
economic growth and the extent to which they are affected by political stability,
Nepal to larger extent and other countries like Afghanistan, Pakistan and even
Bangladesh to some extent prove the point.

Democratic transition in some countries and democratic consolidation in
others, may perhaps not be the only plank with which political stability can be
measured. It also pertains to the ability of the government to carry out its agenda
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throughout its tenure, without being obstructed by perennial political and social
convulsions. Yet, it would be erroneous to assume that there can be any such
thing as absolute stability. Relative stability is the norm rather than the exception
in most of the countries of the region. As regards the correlation between political
stability and growth, it is justifiable to underscore that political stability is only
one of the many conditions that promotes economic growth, not the only
condition. However, the lack of political stability obviously hampers growth.
Some authors have drawn attention to the potential that regional cooperation
has for the growth of all the countries. The importance of South Asian Association
for Regional Cooperation (SAARC) as a regional organisation has been emphasised
in this respect. Hopefully, this volume which is meant to comprehensively explore
the dynamics of political stability and growth and the relationship between them
will be found useful by scholars and practitioners alike.

I would like to express my gratitude to Dr. Arvind Gupta, Director-General,
IDSA, for his encouragement and support in bringing out this volume. My
colleagues in the South Asia Centre have provided support in this venture and
I am grateful to them. Mr. Vivek Kaushik, Associate Editor, deserves my deep
gratitude for his valuable support. I would also like to thank Mr. Rajan Arya, his
staff at Pentagon Press, and Mr. Virender Negi for their effort in publishing this
book.
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Stability and Growth: The Uneasy Couple in
South Asia

S.D. Muni

Economic growth is a small, though important, component of development. It
is necessary for facilitating and promoting development, but on its own, it cannot
ensure development which is a comprehensive and multidimensional
phenomenon. If handled casually and chaotically, economic growth may also
distort the dynamics of development, and even create sources of conflict and
disruption in a given society. Development encompasses the social, material,
psychological and spiritual progress of human beings in a given society. It involves
social harmony and cohesion, a stable and responsive political order based on
the consent and commitment of the governed and an ‘emancipative cultural
change’. All these social, economic, political and spiritual components have a
mutually reinforcing relationship and must be balanced and in harmony with
each other to ensure development. South Asia has thrown up unique and
impressive paradigms of development in contrast to the European pathways that
are based on material prosperity and well being. Gandhi in fact, rejected the
material indices of development and modernisation and emphasised the
importance of “spiritual development” as a measure of real progress. In
contemporary times, Bhutan has discarded the criteria of Gross Domestic Product
(GDP) to measure its national growth and development. Instead, it has evolved
the innovative concept of the Gross National Happiness (GNH) that includes
overall contentment and spiritual harmony for its people as the goal of national
endeavour. The United Nations has endorsed and acclaimed the innovative
Bhutanese approach and many other countries are trying to learn from it. The
challenge before the world and South Asia is to explore the prospects of a
constructive relationship between stability and development and not to remain
bogged down by the concerns for economic growth.



4 Stability and Growth in South Asia

Stability and Growth: Complex Nexus

There is a complex nexus between stability and economic growth. However, before
examining that nexus, it is important that we understand these concepts.
Economists have laboured hard to decode the intricacies of growth. They take
into account the demand and supply sides of economy to map out growth
trajectories. They include factors like infrastructure, human capital, technology,
and education for a long term view on aggregate demands and interest rates,
consumer confidence, real wages and exchange rates, for assessing short term
demands for growth. They accept that commodity prices and weather can affect
growth prospects. Very few of them are sensitive to the role of non-economic
factors in shaping and influencing growth. Nobel laureates like Amartya Sen,
have linked the social situation to economic dynamism while Indian scholars
and planners like Kaushik Basu have made critical contributions to the
understanding of growth, by linking it to social norms and values.! Such
economists who look beyond economic factors of growth also accept that political
stability can affect growth. This means that stability in our present discussion
means political stability, but then how do we see political stability? What does
it mean? Stability is not the opposite of change. Smooth and harmonious political
change is encompassed within the framework of stability. As against this, political
instability would result from frequent executive changes. Similarly, violence,
disruptions, mass uprisings and radical transformation of political structures and
institutions that disturb peace and public order would also create political
instability. Similarly, inter-state wars would also lead to political instability in
either or both of the warring states. On the whole it is accepted that political
stability means “regularity of political exchanges” but the nature of what we
understand as “exchanges” would greatly depend upon the nature, location and
characteristics of the players and observers of these exchanges.

The complexity of nexus between political stability and growth is reflected
in the conflicting and qualified assumptions of the relationship between these
two concepts. One set of assumptions asserts that political stability stimulates
economic growth by creating conditions suitable for the many and diverse factors
of growth. Stability invites investments, encourages private sector and ensures
smooth transactions of all economic activities like manufacturing, trade, savings,
productivity etc. Studies based on mathematical models have been carried out to
underline this point.> The World Bank has regularly supported this assumption.
The positive correlation between political stability and growth is also reinforced
by the related assumption that political instability is harmful to growth.* Various
arguments marshalled in favour of this assumption suggest that political instability
precipitates five “D” conditions that impinge negatively on the growth dynamics
of a given country. These are: Disturbs social peace and order, Disrupts economic
activity, Delays policy processes and policy implementation, Deters investments
and economic stimuli and Distorts priorities and vision of economic growth and
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development. These assumptions are constrained by the very notion of stability
that is focused upon. Political stability in these assumptions is taken as stability
of governance; continuity of a stable executive and a “predictable political
environment”. Governance is of course not politics in its entirety. Regarding the
relationship between political stability and economic growth the conclusion of a
comparative study on some African countries said:

...political stability is no doubt key to growth for a given and highly particular
vision of stability ... But while the governance agenda underlying this view
is undoubtedly important, it needs to be tempered with an appreciation that
other types of politics—the messy, murky, complex and local kind—cannot
be wished away, and are remarkably robust.’

Many of these studies and assumptions do not even take into account the nature
of the political system i.e. whether it is authoritarian or democratic. Some studies
on the relationship between democratic systems and economic growth even
conclude that “democracy has a negative effect on economic growth”.® The other
characteristics of a democratic system like “economic freedom and ethnic
homogeneity” may be “beneficial to growth while democracy may have a small
negative effect”.”

The other set of assumptions do not corroborate the positive relationship
between political stability and economic growth. They at best accept that political
stability may contribute towards creating conditions for economic growth, but
not necessarily. Stability alone does not ensure that growth would take place
because there are other factors that are more critical for growth. Some have pointed
out that economic growth and stability may have an adverserial relationship;
“Growth leads to a rise in the visibility and power of the middle class; a classic
catalyst for social and political upheaval”.® There are scholars who have even
argued that political stability may be harmful for economic growth as it may
breed stagnation. Philip Keefer and Stephen Knack’s study of Latin American
countries on the basis of data from International Country Risk Guide and Business
Environment Risk Index suggests that if and when ‘bureaucratic quality and
corruption’ as products of political stability adversely bear on security of property
rights, economic stagnation is encouraged.” The opposite of political stability,
i.e. political instability, contrary to the assumptions identified in the preceding
paragraph, may also not harm economic growth. Let us examine some of the
South Asian examples for these contrary propositions.

The two main examples of political stability under democratic as well as
authoritarian systems are India as a democracy and Nepal when it was as an
autocratic monarchy. They are concrete examples of political stability not leading
to economic growth. Nehru’s India was politically most stable. There was no
change in either political system or political leadership for nearly 17 years, from
1947 dill 1964. And the leadership was deeply committed to the welfare of the
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people. But the economic growth during this period was the lowest, around 3-
3.5 per cent. Economists had caricatured this as the ‘Hindu rate of growth’. In
the subsequent periods, India has maintained much higher growth, even under
frequently changing governments and fragile governing coalitions. For instance
during 1989-99, India’s growth rate was 6-7 per cent.'” Later, from 2004 onwards,
India has been the world’s second largest growing country, maintaining a growth
trajectory of 8 per cent and above, except for the past two years when the growth
rate has come down. The recent decline in the rate of growth has been a result
of various factors including the global economic downturn, slow movement of
second generation domestic economic reforms and ‘policy paralysis’.!" None of
the factors related to the declining growth can be attributed to the factor of political
stability. The same coalition is in power, leadership has not changed and there
has not been any major threat to governance. There is a persisting left wing
insurgency that the government describes as the most serious threat to India, but
that has been the case since this government took office in 2004. In Nehru’s
India also there was no challenge to political stability, despite the pressure of the
Tamil separatist movement during the 1950s and the war imposed by China in
1962. Growth was prevented by the nature of economic policies pursued and the
lack of international support for India due to the Cold War.'* There is surely a
positive side to Nehru’s economic policies, wherein the policies laid the foundations
of a scientifically and technologically strong, egalitarian and independent India
that had the potential for future development and growth—but here we are
discussing economic growth during the Nehru period. It is possible, however, to
argue that if political stability during Nehru’s India had been disturbed, perhaps
the rate of economic growth would have been even lower.

Nepal experienced robust political stability under monarchy from 1960 until
1990. But this period shows a dismal economic performance. Growth rates seldom
exceeded 3 per cent under the monarchy. Nepal’s huge economic potential in
hydro-power and tourism remained utterly untapped. The king used the Nepal
state as a rent seeking apparatus to serve his feudal interests. He hardly had any
serious consideration for the well being of his people. He was often swayed by
advisers who were of the view that the harnessing of the hydro-power potential
would lead to Nepal’s industrialisation, which would in-turn transform its innocent
and loyal rural population into politically conscious and rebellious blue collar
workers, who could challenge the very foundations of the monarchical order.
Unfortunately for him, the monarchy had to eventually go because of the protests
and opposition of a rural insurgency led by the Maoists from 1996 to 2006."
Contrast this with the neighbouring stable monarchy of Bhutan, which by
harnessing its hydro-power potential alone, has turned Bhutan into South Asia’s
second richest country. What is the role therefore, of political stability in autocratic
systems in economic growth? The post-monarchy political instability and
uncertainty, including the failure to adopt a Constitution have also hindered
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economic growth in Nepal. Both these aspects underline the marginal role of
political stability in economic growth.

Sri Lanka provides yet another perspective of the relationship between political
stability and economic growth. Until the end of the ethnic conflict in 2009
following the military elimination of the Liberation Tigers of Tamil Eelam (LTTE),
there was a general perception of the opportunity costs of the war. However, in
2002 and 2003, the worst, war affected North and East regions of Sri Lanka
recorded an impressive growth of 12.6 per cent and 10.1 per cent. These regions
depended upon fishing and agriculture, the two sectors that continued to do well
even in the midst of violence and disturbed conditions.'* During the three decades
of internal conflict since the 1980s, Sri Lanka has recorded an uneven economic
growth. From 1991 to 1999, Sri Lanka’s overall growth remained satisfactory at
more than 4 per cent.”” In the years preceding the final phase of the war also,
Sri Lanka maintained a good growth record at 6-7 per cent. The Sri Lankan
economy is driven by three main sectors i.e. plantations (tea and rubber), the
garment industry and tourism. All these three sectors have been outside the conflict
zone. This however is not to ignore the costs of war in terms of a growing defence
budget, the burden of rehabilitation and reconstruction and the almost
unaccounted opportunity-cost, which led many Tamils to leave their homes to
go abroad in search of safety and livelihood. The end of the conflict in 2009 has
reinforced political stability with the unchallenged domination of President
Rajapaksa and his ruling coalition. At the end of the war a business corporate
like Merrill Lynch predicted that the Sri Lankan economy will boom. This has
however not happened. Delivering a lecture at the University of Paradeniya in
Sri Lanka on July 12, 2013, Professor Premchandra Athukorala a reputed
economist said:

The end of the conflict in Sri Lanka in 2009 generated widespread
expectations of a period of sustained economic growth, building on the
achievements of the liberalisation reforms sustained over three previous
decades. However, recent developments have dampened that optimism,
rekindling fears that Sri Lanka’s tale of missed opportunities may continue.'®

It is matter for debate whether this pessimism could be set aside and economic
dynamism whipped up by the President emerging as a national statesman, who
will address the Tamil issue by the horns and resolve it forever, rather than opting
to remain a Sinhala leader, who is busy nursing his political constituencies for
himself and his posterity to cash on.

Therefore is the equation between stability and growth, high stability-
unimpressive growth; conflict and instability-growth, satisfactory? It surely
underlines the constraints of seeing a systematic causal relationship between the
two aspects of the South Asian reality.
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All the three foregoing examples of India, Nepal and Sri Lanka reinforce the
assumption set out at the beginning of this chapter: that there is no direct or
automatic relationship between political stability and economic growth in South
Asia. The tone and tenor of this relationship changes from case to case, depending
upon the country and the context. The secret or say, the devil of understanding
this relationship lies in precisely working out the specificities of the nature of
stability and the character of the growth factors operating in a given milieu. This
is a challenge that is better addressed by emerging policy makers and scholars.

Prospects of Political Stability and Economic Growth

South Asian politics has generally remained turbulent. The region’s undemocratic
polities witnessed a significant resurgence of democracy during the first decade
of the 21* century. Most spectacular of them was Nepal, which turned its ten-
year old Maoist insurgency into a mainstream political force, and eliminated its
250 year old traditional institution of monarchy in 2008. The people of Pakistan
first forced its president, the army chief General Musharraf, to give up his uniform
and then give up power by holding elections in 2008. The Maldives ended
Maumoon Abdul Gayoom’s long-standing one party dominated authoritarian
regime, to usher in multi-party democracy in 2008. Bhutan’s King Jigme Singye
Wangchuk voluntarily turned his absolute monarchy into a constitutional one,
by almost goading his people into accepting a multi-party democracy. In 2008,
a popularly elected parliamentary system came into existence in Bhutan under a
constitutional monarchy. Bangladesh’s caretaker government organised a free and
fair election in December 2008, which brought Sheikh Hasina Wajid’s Awami
League party to power with a decisive landslide majority. With these momentous
changes, it appeared that South Asia had taken a big leap towards sustainable
democratic governance. This has however, not happened and the region is again
gripped by political turbulence.

In Nepal, the broad national political consensus, that included the Maoists,
who had successfully led the Peoples’ Movement (Jan Andolan-11) in April 20006,
could not be sustained. The elected Constituent Assembly assumed office in 2008
initially for a two year term, but, even after several extensions, failed to give a
Constitution to the country till May 2012. Nepal is again preparing for another
election to the Constituent Assembly but with much reduced popular expectations
and enthusiasm. There are persistent questions whether it would be possible to
complete the election process smoothly and whether the country would eventually
be able to get a constitution and stable polity. In 2013, Pakistan successfully
experienced the first ever smooth transition of power from one elected government
to another. This is an obvious sign of political stability according to text book
definitions of the orderly change of executive. Pakistan however hardly looks
stable because of Islamic extremism, violence and terrorism and serious erosion
of critical institutions. The Pakistan Institute for Peace Studies, Islamabad, in its
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latest Pakistan Security Report 2012 discloses that while there has been a declining
trend in cross border attacks (0.79 per cent), suicide attacks (29 per cent), and
drone attacks (41 per cent); but there is an escalating trend of sectarian violence
(28 per cent), target killings (811) and terrorist arrests (1238)."” These are no
indicators of stability. In the Maldives, the democratically elected President
Nasheed resigned in February 2012, and his party was thrown out of power in
what was alleged by Nasheed to be a coup. This has been followed by protests
and counter protests leading to an uncertain political situation in Maldives, until
the time that the next election gives a clear political verdict. Nasheed was
subsequently slapped with several court cases for his acts of commission and
omission during his tenure that even led to his arrest for a day in 2013. Bangladesh
is now awaiting the next elections and there is a huge loss of credibility for the
Awami League government, which even at the beginning of its term of office had
to face a revolt by a section of its security forces. It is only Bhutan which has had
a smooth democratic transition, but there has also been an unexpected change
of the ruling party. The elections held in July 2013, gave a clear majority to the
People’s Democratic Party which had only two seats in the outgoing parliament.
Afghanistan continues to reel under the pernicious impact of the ten year old
war on terror and everyone is keeping their fingers crossed over the extent of the
destabilising impact of US withdrawal, not only on Afghanistan and Pakistan
but on the whole of the region.

The situation has not been comfortable even in the two, otherwise stable,
democratic polities of South Asia as well, namely India and Sri Lanka. The
governing institutions have suffered loss of credibility. India has not yet been
able to control left wing extremism, though the intensity of this insurgency has
been on the decline. The ruling government at the centre and the opposition
ruled governments in the states, have come under severe charges of corruption.
While the central ministers have been removed and jailed, the president of the
opposition, Bharatiya Janata Party, (BJP) had to resign on charges of corruption.
The central government has also failed to keep its coalition partners together,
and carry out its promised legislative agenda, in the face of stiff opposition and
undependable coalition support. Critical policy issues in India seem to be in a
state of suspension, waiting for firm leadership and guidance after the scheduled
elections of 2014. In Sri Lanka, the Tamil ethnic issue refuses to die even after
the end of the Tamil civil war, and new tensions are brewing up between the
Sinhalese and the Muslims. The ruling coalition has been deeply divided on the
question of the abrogation, or the need for changes in the 13" Amendment to
the Constitution, that was made in 1987 to devolve powers to the Tamil majority
provinces. What was previously perceived as a vibrant democracy, Sri Lanka today
appears to be a dynastic fiefdom, with President Rajapaksa’s three brothers holding
critical positions in the parliament, and the defence and finance ministries. His
son has also entered parliament, perhaps as an attempt to define the line of family
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succession.'® With strict controls on media and the continuing dominance of

army in North and East provinces, Sri Lanka continues to give the impression

of being a ‘national (Sinhala) security state’ even four years after the end of civil
19

war.

The factors that affect political governance and stability in South Asia are
many, and varied. Constraints of space and time do not permit us to study them
case by case in detail. Three of them may be highlighted for their out-reach and
significance and to provide a comparative perspective. These are: credibility of
the core institutions; leadership deficit; and the agenda of power. All the three
issues are of critical importance in the dynamics of economic growth, under the
conditions of political stability. In various degrees, these are relevant in almost all
the South Asian countries. On the question of the credibility of the core
institutions, Nepal and Pakistan offer good examples. Nepal’s transformational
political change in 2006, led to the deconstruction of all the major institutions
and the very nature of politics as had existed and functioned hitherto. Since
then, Nepal has been governed by an “interim constitution” and past norms and
practices. The failure of the first constituent assembly to give a constitution to
the country, has left an institutional vacuum in Nepal and the credibility of the
entire political class is in shambles. If Nepal fails to hold the next constituent
assembly elections scheduled for November 2013, or the new constituent assembly
fails to deliver a viable constitutional structure to encompass republican and
inclusive democracy, Nepal will slide into deep chaos.

Pakistan has displayed a semblance of political stability in the form of the
smooth and peaceful transfer of power from one elected government to another.
However, the institutions that deliver good governance and sustain stable polity
are all in shambles. An official commission, the Abbottabad Commission, set up
in 2011 to investigate the intrusive U.S. Mission to “assassinate Osama bin Laden”
on May 2, 2011, has made a strong indictment of the institutional collapse in
Pakistan. The commission in its report wrote:

The whole episode of the U.S. assassination mission of May 2, 2011, and
the Pakistan Government’s response before, during and after, appears in large
part to be a story of complacency, negligence, incompetence, irresponsibility
and possibly worse at various levels inside and outside the government.
Institutions either failed to discharge responsibilities that were legally theirs
or they assumed responsibility for tasks that were not legally part of their
duties and for which they were not trained. Thus, reflected the course of
civil-military relations and the power balance between them. The resulting
lapses were sometimes of a serious nature.”

Commentators described even this indictment as an attempt to “cover-up”.*! If
this is the state of institutional credibility in the vital area of security and national
sovereignty, then one can imagine how miserable the condition must be, with
regard to economic growth. Pakistan could be the worst example of the loss of



