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Abstract: India has almost unmatched economic poten-
tial, but neither its prosperity nor its globalization are
assured. India will realize one of four basic scenarios
depending chiefly on the extent to which it reforms prop-
erty rights and improves primary and secondary educa-
tion. The best scenario is for India to move forward on both
property rights and education, which will lead to successful
globalization. Indian states as well as the federal govern-
ment will determine the outcome. The U.S. can facilitate
Indian globalization by encouraging clear property rights,
cooperating in improving education, and expanding
mutual market access. It should do so because a successful,
globalized India will be a better market and better interna-
tional partner for the U.S.

Most economic analysis of India emphasizes its
long-term potential, which raises the obvious ques-
tion of when India will realize that potential. From the
U.S. perspective, the faster India becomes prosperous,
the more the U.S. will benefit.

Almost as important is India’s international eco-
nomic orientation. India’s days of bizarre economic
nationalism seem to have ended, but the nature and
extent of the country’s economic relations with the
world are still undecided. What will Indian globaliza-
tion look like? In addition to the economy’s size and
wealth, the extent of its globalization will have impli-
cations for American policy.

While it has drawbacks, more Indian economic
globalization is better for the U.S. and should be sup-
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• A successful, globalized India has the poten-
tial to become one of America’s most impor-
tant international partners.

• Successful Indian economic globalization offers
staggering benefits to the United States. A
dynamic, globalized India will need technol-
ogy, capital, and resources, which the U.S. can
offer on a massive scale. Further, India is a
consumer-led economy, not a trade predator.

• Many observers assume Indian globalization
will be successful, but it faces considerable obsta-
cles. Internally, India must sharply increase agri-
cultural productivity to better the lives of the
majority of the population. Externally, Indian
education must be improved, starting at the pri-
mary level, to reap the benefits of globalization.

• American influence is limited by India’s size, but
the U.S. should nudge India in the right direc-
tion, while restraining its own protectionist ten-
dencies. In capital and technology, the U.S.
should push hard for greater Indian openness.
In goods, services, and labor, the U.S. should
demonstrate commitment to free markets by
welcoming India’s products and people.
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ported. For example, an India that is neither espe-
cially global nor especially dynamic would
undermine incentives on both sides of U.S.–India
relations and threaten a return to the long stagna-
tion in the relationship. At the other end of the spec-
trum, a globalized, much richer India could be one
of America’s most important international partners.

This paper sketches four simple scenarios for
India’s globalization that emphasize its economic
relations with the rest of the world as much as or
more than conventional measures of domestic
development. 

The paper also indicates how the U.S. can
encourage Indian globalization. It should move
decisively to engage Indian states, not just the fed-
eral government. At both the federal and state lev-
els, American policy should have two main
dimensions: (1) enhancing cooperation in property
rights and investment access, chiefly to reduce or
circumvent Indian statism, and (2) protecting exist-
ing cooperation in goods, services, and labor trade,
chiefly to avoid American protectionism.

Globalization Scenarios
American policymakers should consider four pos-

sible scenarios for Indian economic development:

1. Relative isolation and relative failure,

2. Relative isolation and relative success,

3. Unsuccessful globalization, and

4. Successful globalization.

Globalization and success are clearly related, as
countries that globalize are far more economically
successful than those that do not. South Korea and
North Korea are textbook examples. Nonetheless,
globalization offers no guarantees. It has economic
and, especially, political pitfalls.

These four scenarios are quite simple in nature,
but the various assets involved in globalization—
goods, services, capital, technology, and people—
can lead to widely divergent outcomes. The move-

ments of these assets are driven by an economy’s
“endowment“—how much labor, capital, and phys-
ical resources it has in comparison with the rest of
the world, or what the economy has to offer and
what it needs. Policy preferences expressed by
national governments, such as moving beyond sim-
ple goods and capital liberalization to more compre-
hensive globalization based on technology, are
relevant, but not as important as endowment.

India obviously has a great deal of labor, while its
physical resources are largely inadequate given the
size of its population. Water is the most glaring
example. India is presently inadequately endowed
with capital, but that could change more quickly
than its labor and land endowments.1 In contrast,
America has bountiful capital and land resources
and therefore an immediately complementary eco-
nomic connection to India.

Because India is comparatively labor rich, it
should export goods, services, and labor to its eco-
nomic partners while importing capital and technol-
ogy. Imports of capital and technology match these
expectations, as do exports of labor and, to some
extent, services. However, net service exports are
slightly underdeveloped given the size of the labor
force, and India has a large deficit in goods trade.2

The main reason for these deviations is that a major-

1. Sanjiv Shankaran, “India’s Water Crisis Is More Serious Than Energy: Montek,” Livemint.com, November 14, 2010,
at http://wef.livemint.com/featured/india%E2%80%99s-water-crisis-is-more-serious-than-energy-montek (November 30, 2010), 
and “India Has Capacity to Absorb Huge Capital Inflows: OECD,” The Economic Times, November 15, 2010, at 
http://economictimes.indiatimes.com/news/economy/finance/India-has-capacity-to-absorb-huge-capital-inflows-OECD/
articleshow/6930895.cms (November 30, 2010).

Four Scenarios for India
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farm work, limiting exports of goods
and services.3 This, in turn, threatens
domestic support for globalization and
limits the U.S.–India partnership.

Scenario 1. It is not a given that
India will globalize or continue its rise.
Economic development is not the
product of history and certainly not
“destiny.” It is the product of policy.
After more than four decades of bad
policy, India moved toward a market
economy in 1991, and more successful
development ensued. However, the
reform that triggered the current wave
of optimism is nearly 20 years old, and
fiscal irresponsibility in the name of
populism has largely replaced liberaliza-
tion.4 If bad policies continue, India’s
anticipated successes will evaporate.

Further, democracies require espe-
cially strong leadership to maintain
commitments to open international markets, and
such leadership may be lacking in India. Of course,
the trends are related. India’s present acceptance of
globalization is largely due to its new competitive
confidence. If this confidence fades, the acceptance
of globalization will likely also fade.

There is evidence of continued strong Indian
opposition to globalization.5 India is widely
acknowledged as the chief obstacle to a World Trade

Organization agreement on agriculture trade in late
2008. Foreign investment access to many sectors,
especially retail, remains sharply limited.6 Both of
these positions are presumably motivated by
employment concerns. Recent actions have explic-
itly targeted foreign labor.7 In 2010, India began
targeting the property rights of foreign technology
companies in the name of security, adding to alleged
Indian infringements of many patents.8 India has

2. World Trade Organization, Statistics Database, Services Profiles: India, at http://stat.wto.org/ServiceProfile/
WSDBServicePFView.aspx?Language=E&Country=IN (November 30, 2010), and World Trade Organization, Statistics 
Database, Trade Profiles: India, at http://stat.wto.org/CountryProfile/WSDBCountryPFView.aspx?Language=E&Country=IN 
(November 30, 2010).

3. NakuriHub, “Employment and Unemployment Scenario in India,” at http://www.naukrihub.com/hr-today/un-employment-
scenario.html (November 30, 2010); Government of India, Press Information Bureau, “Ministry of Overseas Indian Affairs: 
Special Fund Launched to Help Indian Overseas Workers in Distress Provision for Board and Lodge, Medical Care, 
Emergency Passage, Legal Assistance,” January 13, 2009, at http://www.pib.nic.in/release/release.asp?relid=46583 (November 
29, 2010); and U.S. Census Bureau, Foreign Trade Division, “Foreign Trade Statistics: Trade in Goods (Imports, Exports, 
and Trade Balance) with India,” at http://www.census.gov/foreign-trade/balance/c5330.html (November 29, 2010).

4. Derek Scissors, “India Heads in the Wrong Direction with New Budget,” Heritage Foundation WebMemo No. 2541, July 
13, 2009, p. 3, at http://www.heritage.org/Research/Reports/2009/07/India-Heads-in-the-Wrong-Direction-with-New-Budget.

5. Chad P. Bown, “The Global Resort to Antidumping, Safeguards, and Other Trade Remedies Amidst the Economic Crisis,” 
World Bank, June 2009, at http://siteresources.worldbank.org/INTRANETTRADE/Resources/239054-1239120299171/
5998577-1244842549684/6205205-1247069686974/Bown.pdf (November 30, 2010).

6. Matthias Williams, “U.S. Flags Concern over India Trade Barriers,” Reuters, November 9, 2010, at http://www.reuters.com/
article/idUSTRE6A81SH20101109 (November 30, 2010).

Scenario 1: No Meaningful Reform

Note: Current dollars

Sources: World Bank, World Development Indicators; Reserve Bank of India, Reserve Bank 
of India Bulletin, Vol. 64, No. 11 (November 2010), p. S 1214; World International Prop-
erty Organization, “Patent Applications by Patent Offi ce, Broken Down by Resident and 
Non-Resident (1883–2008),” September 2010; press release, “Special Fund Launched to 
Help Indian Overseas Workers in Distress Provision for Board and Lodge, Medical care, 
Emergency Passage, Legal Assistance,” Government of India, Press Information Bureau; and 
U.S. Census Bureau, “Trade in Goods (Imports, Exports, and Trade Balance) with India.”
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GDP Billions $1,214 $2,180

GDP per capita Thousands $1,065 $1,519

Inward direct investment Billions $30.4 $54.6

Outward direct investment Billions $15.7 $49.3

Goods and services exports Billions $254 $456

Goods and services imports Billions $315 $566

Overseas workers Millions 5.1 14.7

Patent applications 5,314 6,500

U.S.–India trade Billions $43.4 $77.9
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also adopted a number of steps aimed at China,
across all dimensions of economic exchange.9

Challenges from jobs, security, and China are
unlikely to fade for some time. As demographic
expansion progresses, labor pressures could
become an especially daunting political force push-
ing for economic isolation. India is also large
enough that predatory behavior in property rights
could prompt coordinated multilateral retaliation.

Changes that would yield this scenario are easy
to anticipate because India retains the option of
reverting to its pre-reform policies. The state owns
all land, most banks, and a broad array of public
enterprises. India still has five-year plans and other
elements of a command economy.10 Ignoring the
state’s development record and misreading the
growth–infrastructure relationship, the government
maintains the explicit goal of siphoning $1 trillion
into state-led infrastructure programs.11 Federal
and state governments could use increasing eco-
nomic control to fight off the supposed injustices of
globalization, sacrificing growth and technological
advancement for stable employment.

The extent of the commitment to globalization
is best exemplified by acceptance of intellectual

property and other rules governing technology
trade. While using Indian law to infringe on the
property rights of foreign technology companies
might yield positive results in the short term, it
harms the economy as a whole by blocking the
many benefits of globalization, preventing the
emergence of Scenario 3 or Scenario 4.12 Rejec-
tion of technology ownership also makes develop-
ment failure likely, explaining why Scenario 1 is
more likely than Scenario 2.

Lack of capital movement is a particularly clear
marker for Scenario 1. A xenophobic India, seen as
recently as the late 1980s, blindly rejects capital
inflows and fears capital outflows. Therefore, Sce-
nario 1 is the most likely to obtain when property
rights in technology are ignored and when capital
movement is restricted.

In Scenario 1, U.S.–India relations will most
likely return to their state during the first 40 years of
independence. As economic prospects fade, India
will return to being inward-looking or, at best,
regionally oriented. Globalization will be blamed
for causing slow development. It is easy to imagine
an India that lays claim to leadership of the anti-glo-
balization movement, and the U.S. would have little
interest in such a partner.

7. Manish Sabharwal, “Rationing Foreign Workers,” Livemint.com, August 18, 2010, at http://www.livemint.com/articles/2010/
08/18204809/Rationing-foreign-workers.html (November 30, 2010).

8. Bibhudatta Pradhan and Ketaki Gokhale, “India Asks RIM, Google, Skype to Build Local Servers,” Bloomberg, September 
2, 2010, at http://www.businessweek.com/news/2010-09-02/india-asks-rim-google-skype-to-build-local-servers.html (December 
1, 2010), and Meenakashi Khurana, “Roche’s Struggle over Its Patents in India—Two Suits, Two Oppositions,” IIPRD Blog, 
July 27, 2010, at http://iiprd.wordpress.com/2010/07/27/roche%E2%80%99s-struggle-over-its-patents-in-india-two-suits-two-
oppositions (November 30, 2010).

9. “India-China Visa Logjam Has Chinese Firm Saddled with World Bank Funded Road Project in Himachal,” My Himachal, 
October 30, 2010, at http://himachal.us/2010/10/30/india-china-visa-logjam-has-chinese-firm-saddled-with-world-bank-funded-
road-project-in-himachal/22816/news/ravinder (November 30, 2010), and Press Trust of India, “China Voices Concern Over 
India ‘Blacklisting’ Telecom Firms,” Business Standard, November 30, 2010, at http://www.business-standard.com/india/news/
china-voices-concern-over-india-%5Cblacklisting%5C-telecom-firms/100864/on (November 30, 2010).

10. For example, see Ashwin Ramarathinam, “Banking on Human Capital,” Livemint.com, September 6, 2010, at 
http://www.livemint.com/2010/09/06000244/Banking-on-human-capital.html?d=1 (November 30, 2010), and Gokul 
Chaudhri, “Coal Sector: Is It Time to Reform?” LiveMint.com, August 18, 2010, at http://www.livemint.com/2010/08/
18215443/Coal-sector-is-it-time-to-ref.html (December 1, 2010).

11. Derek Scissors, “The Indian Infrastructure Games,” Heritage Foundation WebMemo No. 3032, October 4, 2010, p. 1, 
at http://www.heritage.org/Research/Reports/2010/10/The-Indian-Infrastructure-Games, and M. R. Subramani, “Study Finds 
Large Diversion of Rice, Wheat from PDS, Welfare Schemes,” The Hindu Business Line, September 22, 2010, at 
http://www.thehindubusinessline.com/2010/09/23/stories/2010092353360400.htm (November 30, 2010).

12. Bibhudatta Pradhan, “India Backs Education for All to Counter Demographic Nightmare,” Bloomberg, August 4, 2009, at 
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=a8eOEHFr8m7Y (November 30, 2010).
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Scenario 2. History indicates some
degree of economic globalization is
inevitable over time, but its pace and
intensity are not inevitable. Some
countries have isolated themselves
from the process, albeit at high cost.
Post-independence India has shown
strong distrust of external influences,
and it could conceivably reject global-
ization’s sometimes wrenching disloca-
tions. Already, much Indian economic
policy is devoted to shielding a labor-
intensive, low-productivity agriculture
sector from competition.13 Rather than
causing an outright reversal, such poli-
cies are more likely to cause trade and
capital inflows to stall, leaving India
effectively more closed over time com-
pared with its economic peers.

Very few economies could thrive in
relative isolation from the interna-
tional economy, but India may be one of them. The
domestic market is already large enough that exter-
nal demand is not absolutely necessary. Indeed,
India runs a very large trade deficit on excess inter-
nal demand. Labor will certainly not be in demand
for the indefinite future.

Challenges will come on two main dimensions:

• Physical resources, such as arable land and
water, and

• Capital and technology.

Even a fairly isolated country can acquire tech-
nology if it can afford it, but India does not yet gen-
erate enough domestic capital. More daunting will
be supporting a wealthier population. Meeting the
demands for food and energy will become increas-
ingly difficult without large-scale imports. An India
that rejects broad globalization must carefully man-
age trade channels to draw needed resources. Glo-

balization in this scenario is limited to a narrow
range of goods and technologies, while other goods
and technology, capital, labor, and services must be
tightly restricted.

Encouraging capital formation and efficient use
of resources will require intense economic reform at
the national and state levels. The successful devel-
opment, which distinguishes successful Scenarios 2
and 4 from failure Scenarios 1 and 3, primarily
depends on establishing clearer property rights in
rural areas. India could address the jobs and
resource issues by assigning clear rural property
rights, which encourage efficient use.14

Rural property rights will drastically raise agri-
cultural productivity and income and permit large-
scale migration into manufacturing. Wages are
higher in manufacturing than in agriculture, and
better farm productivity will restrain or reduce food
prices. Real incomes will rise markedly if the return

13. Heather Stewart, “Tariffs: WTO Talks Collapse After India and China Clash with America over Farm Products,” The 
Guardian, July 30, 2008, at http://www.guardian.co.uk/world/2008/jul/30/wto.india (November 30, 2009), and National 
Portal Content Management Team, “National Rural Employment Guarantee Act,” Government of India, May 5, 2010, 
at http://india.gov.in/sectors/rural/national_rural.php (November 30, 2010).

14. Barun S. Mitra, “India Lands in a Mess,” The Wall Street Journal, July 13, 2010, at http://online.wsj.com/article/
SB10001424052748704518904575364482978111078.html (November 30, 2010), and “A Bumpier But Freer Road,” 
The Economist, September 30, 2010, at http://www.economist.com/node/17145035 (November 30, 2010).

Scenario 2: Rural Property Rights Reform Only

Note: Current dollars

Sources: World Bank, World Development Indicators; Reserve Bank of India, Reserve Bank 
of India Bulletin, Vol. 64, No. 11 (November 2010), p. S 1214; World International Prop-
erty Organization, “Patent Applications by Patent Offi ce, Broken Down by Resident and 
Non-Resident (1883–2008),” September 2010; press release, “Special Fund Launched to 
Help Indian Overseas Workers in Distress Provision for Board and Lodge, Medical care, 
Emergency Passage, Legal Assistance,” Government of India, Press Information Bureau; and 
U.S. Census Bureau, “Trade in Goods (Imports, Exports, and Trade Balance) with India.”
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Indicator 2008 2020

GDP Billions $1,214 $2,891
GDP per capita Thousands $1,065 $1,913
Inward direct investment Billions $30.4 $61.2
Outward direct investment Billions $15.7 $31.6
Goods and services exports Billions $254 $511
Goods and services imports Billions $315 $634
Overseas workers Millions 5.1 8.7
Patent applications 5,314 8,000
U.S.–India trade Billions $43.4 $87.3
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to land rises.15 However, clear prop-
erty rights are not enough to spur
exports by themselves because they
cannot make Indian manufacturing
globally competitive. Without job cre-
ation from exports, domestic political
support for globalization will remain
limited, ruling out Scenarios 3 and 4.

Thus, the status of rural property
rights signals whether Scenario 1 or
Scenario 2—failure or success without
globalization—is more likely. Beyond
the utilization of labor, capital exports
will remain limited, due either to fears
of flight or to foreign rejection of Indian
outward investment, which naturally
harms globalization sentiment.

A successful, but mostly isolated
India will likely have a positive, but
limited relationship with the U.S. The
U.S. and India may have little cause for disagree-
ment, but without a compelling economic motive to
engage the world at a high level, India will be
unwilling to take controversial or costly actions in
pursuit of larger international objectives.

Scenario 3. Globalization may not be inevitable,
but it is likely. The simple argument in favor of Sce-
narios 3 and 4 over Scenarios 1 and 2 is that they
merely continue current trends. India is already a
major importer of goods, with a current account
deficit near 4 percent of GDP, and it is financing this
deficit with increasing inflows of portfolio capital.16

It is negotiating multiple, if limited, free trade agree-

ments.17 These are all strong indicators of political
and economic openness.

However, India’s economic rise is also at issue.
While it seems unintuitive for globalization to
proceed even while the development process is
slow and marred, banking provides a telling
example. The Reserve Bank of India has remarked
that coordination with other central banks is fine,
while internal financial intermediation is poor.
India could succeed in attracting foreign capital
to its state-led infrastructure program until the
program’s stark failings become obvious.18 Graft

15. Weiyong Yang, “Reforms, Structural Adjustments, and Rural Income in China,” China Perspectives, No. 63 (January–
February 2006), at http://chinaperspectives.revues.org/575 (November 30, 2010). The return to land includes increased farm 
yields, higher prices for natural resources, financial gain from property values, and other possible uses.

16. Reuters, “India’s Current Account Deficit May Widen to a Record: Goldman,” The Economic Times, November 16, 2010, 
at http://economictimes.indiatimes.com/news/economy/finance/Indias-current-account-deficit-may-widen-to-a-record-Goldman/
articleshow/6935527.cms (November 30, 2010), and C. P. Chandrasekhar and Jayati Gosh, “On Absorbing Capital Flows,” 
The Hindu Business Line, November 16, 2010, at http://www.thehindubusinessline.com/2010/11/16/stories/
2010111650371100.htm (November 30, 2010).

17. “India Free Trade Agreements with SAARC and SAFTA Members and Other Countries,” Infodrive India, May 30, 2009, 
at http://www.infodriveindia.com/Exim/Trade-Agreement/Default.aspx (November 30, 2010).

18. Arun S., “Foreign Equity Minuscule in Public-Private Projects,” Hindu Business Line, December 25, 2009, at 
http://www.thehindubusinessline.com/2009/12/25/stories/2009122553300100.htm (December 1, 2010), and Livemint.com, 
“Infra Projects Under New Purview,” May 17, 2010, at http://www.livemint.com/2010/05/17223810/Infra-projects-under-new-
purvi.html (December 1, 2010).

Scenario 3: Reform Excludes Rural Property Rights

Note: Current dollars

Sources: World Bank, World Development Indicators; Reserve Bank of India, Reserve Bank 
of India Bulletin, Vol. 64, No. 11 (November 2010), p. S 1214; World International Prop-
erty Organization, “Patent Applications by Patent Offi ce, Broken Down by Resident and 
Non-Resident (1883–2008),” September 2010; press release, “Special Fund Launched to 
Help Indian Overseas Workers in Distress Provision for Board and Lodge, Medical care, 
Emergency Passage, Legal Assistance,” Government of India, Press Information Bureau; and 
U.S. Census Bureau, “Trade in Goods (Imports, Exports, and Trade Balance) with India.”
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Indicator 2008 2020

GDP Billions $1,214 $2,443
GDP per capita Thousands $1,065 $1,705
Inward direct investment Billions $30.4 $95.4
Outward direct investment Billions $15.7 $61.2
Goods and services exports Billions $254 $797
Goods and services imports Billions $315 $1,227
Overseas workers Millions 5.1 17.1
Patent applications 5,314 11,000
U.S.–India trade Billions $43.4 $169
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is an obvious threat in such a large government
initiative.

In Scenario 3, the needs for foreign food, energy,
technology, and capital drive globalization. Workers
and students continue to look overseas, but largely
as a function of inadequate opportunities at home.
The federal and many state governments choose
decisively interventionist internal policies, which
fail but are defended politically as offsetting the
unavoidable and harmful impact of globalization.19

The present federal government is following one
version of this path, bizarrely running large budget
deficits and sharply negative real interest rates
despite high growth, ostensibly for the sake of the
common man. The unsurprising outcome has been
high inflation, which robs most of the poor and
many others of the seemingly large income gains
from rapid growth. High growth and inflation
simultaneously create a larger global footprint from
raw size, but do not bring prosperity.20

While this scenario includes considerable glo-
balization, flaws in the domestic economy
induce unavoidable limitations. Capital imports are
accepted, but capital exports are effectively limited
due to funding amounts that are progressively less
competitive. Domestic failure will also naturally
reduce the ability to pay for foreign technology.
Labor is traded, but persistent large-scale labor
exports are a sign of inadequate prospects at home,
and development failures limit labor imports on
economic grounds.

Sustained increases in goods and services exports
are obviously a core element of globalization. Demo-
graphic expansion lends itself to such gains, but

other factors do not. In agriculture, state ownership
of land induces rural poverty and cannot be cured by
globalization. Primary and secondary education
needs to improve considerably before Indian manu-
facturing, much less services, can be competitive.21

If secondary education improves, but rural property
rights do not, India would be competitive in ser-
vices, but not in goods because farming will still
absorb the bulk of the workforce. Globalization
would be extensive on multiple dimensions, yet
development would be stunted.

A globalized, but not very successful India will
likely have a contentious relationship with the U.S.
Conflicts over market access will arise, with India
possibly demanding unbalanced access and tech-
nology transfers. The U.S. and India will also clash
over use of international resources and environ-
mental issues. The bilateral economic relationship
will be fairly intense, but always rocky, and the U.S.
will see more pain than gain from this India.

Scenario 4. The ideal outcome is an India that
both globalizes and thrives. For this to occur, the
ongoing demographic expansion must be used
properly. This requires clearer property rights to
land, which will rapidly increase rural incomes and
agricultural productivity and free up labor for urban
areas. Much better primary and secondary educa-
tion of these ex-farmers and rural workers is then
necessary. Finally, open and flexible markets will
absorb the new workers and match them to the
right jobs.22

If India can overcome these challenges, it will
have so much to offer the world in terms of a huge,
productive labor force that globalization will be the

19. Geeta Anand, “India’s Major Projects Hit an Unexpected Roadblock,” The Wall Street Journal, September 9, 2010, at 
http://online.wsj.com/article/SB30001424052748703369704575461622844955894.html (November 30, 2010).

20. “Economic Advisor Sees Silver Lining in New WPI,” The Economic Times, September 17, 2010, at 
http://economictimes.indiatimes.com/news/economy/indicators/Economic-advisor-sees-silver-lining-in-new-WPI/articleshow/
6574623.cms (November 30, 2010), and Derek Scissors, “India: Fast Growth Does Not Mean a Strong Economy,” 
Heritage Foundation WebMemo No. 2999, September 7, 2010, p. 1, at http://www.heritage.org/research/reports/2010/09/
india-fast-growth-does-not-mean-a-strong-economy.

21. Confederation of Indian Industry and Boston Consulting Group, “India’s Demographic Dilemma: Talent Challenges 
for the Services Sector,” December 4, 2008, cited in “India Faces Huge Manpower Crunch: Study,” Business Standard, 
December 29, 2008, and Pradhan, “India Backs Education for All to Counter Demographic Nightmare.”

22. Derek Scissors, “What a Market Economy Offers India,” Heritage Foundation WebMemo No. 2918, May 27, 2010, p. 1, 
at http://www.heritage.org/research/reports/2010/05/what-a-market-economy-offers-india.
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obvious choice for both the country
and its partners. Domestic objections
will fade in the face of the obvious
benefits from globalization and even
sensitive areas, such as retail, will be
opened to competition. Exports of
labor-intensive goods and services
will soar, balancing India’s high-
demand economy. As with other glo-
balization experiences, low-end man-
ufacturing will become more
prominent, but India will also boast
selected exports of services.

Two-way labor movement is a
powerful signal of globalization.
Export of labor will continue, but
increasingly become a luxury, because
India will be able to employ more
labor at home. International willing-
ness to accept Indian workers will
remain an important factor in main-
taining domestic support for globalization, provid-
ing political cover for elected officials. A key sign of
popular domestic support will be a willingness to
accept modest labor imports, which will also
depend on the flexibility of local labor markets.

An India that has taken difficult steps to improve
its labor force will naturally desire capital inflows to
complement that labor force. Foreign capital and
technology will flow in to share Indian production
and growth, and domestic capital will flow out
seeking technology and materials to enable produc-
tion. In addition, development success breeds toler-
ance of property rights, which in turn breeds
development success—a virtuous circle making
Scenario 4 more likely than Scenario 3. In terms of
sectors, telecommunications and the power sector
will smooth the globalization process by offering
especially large benefits to both sides of domestic–
foreign partnerships.23

This India will be a genuinely global economy
and at least fourth largest in the world. This will nat-
urally provoke some tension with the U.S., but the
Indian and American economies will be comple-
mentary. The U.S. will trade technology and capital
for Indian goods and services, helping both econo-
mies and most likely in sustainable fashion because
both are demand-driven. While development and
other differences make it unlikely that India will
become America’s closest partner, its economic size,
global orientation, and rapid expansion in this sce-
nario might make it the most important. 

States: Vital and Understudied
India’s potential importance is growing faster

than the ability to assess its direction. This is most
apparent in Indian states. Indian globalization is at
least as much regional as it is national. It will be
driven by state policies as much as by federal policy.

23. John Martens and Martijn van der Starre, “Hinduja to Buy KBC’s Private Bank for $1.69 Billion (Update3),” Bloomberg 
Businessweek, May 21, 2010, at http://www.businessweek.com/news/2010-05-21/hinduja-to-buy-kbc-s-private-bank-for-1-69-
billion-update3-.html (November 30, 2010); R. Jai Krishna, “American Tower to Buy Indian Cellphone Towers,” The Wall 
Street Journal, February 24, 2010, at http://online.wsj.com/article/SB10001424052748704240004575085221360981044.html 
(November 30, 2010); and Fayen Wong, “Reliance Power, Shanghai Electric Ink $8.3 bln Deal,” Reuters India, October 
28, 2010, at http://in.reuters.com/article/idINIndia-52506320101028 (November 30, 2010).

Scenario 4: Education and Property Rights Reform

Sources: World Bank, World Development Indicators; Reserve Bank of India, Reserve Bank 
of India Bulletin, Vol. 64, No. 11 (November 2010), p. S 1214; World International Prop-
erty Organization, “Patent Applications by Patent Offi ce, Broken Down by Resident and 
Non-Resident (1883–2008),” September 2010; press release, “Special Fund Launched to 
Help Indian Overseas Workers in Distress Provision for Board and Lodge, Medical care, 
Emergency Passage, Legal Assistance,” Government of India, Press Information Bureau; and 
U.S. Census Bureau, “Trade in Goods (Imports, Exports, and Trade Balance) with India.”

Note: Current dollars; 2020 fi gures for goods and services imports, goods and 
services exports, and U.S.–India trade are approximate.

Table 5 • B 2497Table 5 • B 2497 heritage.orgheritage.org

Indicator 2008 2020

GDP Billions $1,214 $3,415
GDP per capita Thousands $1,065 $2,399
Inward direct investment Billions $30.4 $163
Outward direct investment Billions $15.7 $84
Goods and services exports Billions $254 $2,400
Goods and services imports Billions $315 $2,600
Overseas workers Millions 5.1 13.5
Patent applications 5,314 14,000
U.S.–India trade Billions $43.4 $550
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Indian states have wildly different endowments of
land, labor, and capital. They are governed by
extremely different political parties, which often
adopt a stunning variety of economic strategies. The
variations make it difficult to be a true India econo-
mist, rather than a regional economist.

While evaluation is constrained by the incom-
plete data, certain states are plainly farther along in
the globalization process than others.24 Indian glo-
balization will ultimately progress according to the
examples of the most prominent leading and lag-
ging states. If Gujarat, Tamil Nadu, and states with
similar policies are clearly successful, they will be
imitated. If they are obviously struggling, globaliza-
tion will be politically repudiated.

At the other end of the spectrum, if Orissa and
others do comparatively well, the pressure for glo-
balization will weaken. If they are suffering, it will
increase. At times, the situation may seem chaotic,
with some states actively globalizing while others
are actively hostile, but such a situation will not last.
Development success of the states pursuing the
most effective globalization policies will be a clear
signal as to whether India is moving toward closed
Scenarios 1 and 2 or open Scenarios 3 and 4.

To the extent that India does globalize, variations
in endowments and policies among states will cre-
ate sharply different patterns in terms of goods, ser-
vices, capital, technology, and people. All states will
engage in heavy trade in goods, but its composition
and trade balances will be entirely different, as will
the remaining trade restrictions. Similarly, all states
will import services, but of different types and with
different restrictions. Only a few states will actually
export services. All states will need capital imports,

but some will balk at “excessive” foreign ownership.
Only a few will export capital. All will need technol-
ogy, but treatment of property rights will diverge.
Many, but not all, will export labor.

States are vital in a second way: Long-term
national development success requires greater inte-
gration among the states.25 This is especially true in
a democracy, in which increasing regional gaps cause
political fissures and can paralyze policymaking.

States often block each other’s agricultural prod-
ucts and investments, especially in land. Their regula-
tions conflict across a wide range of areas. Landmark
reform of goods and services taxes has foundered on
the desire of states to keep their own, disparate sys-
tems.26 Electricity is not even freely transferred across
most state borders. Integration among states would
remove barriers to economic activity, boosting eco-
nomic growth at little cost. Such integration will go a
long way in moving India from the unpleasant Sce-
narios 1 and 3 to the preferable Scenarios 2 and 4.

U.S. Policy Recommendations
The scenario descriptions flesh out the obvious

conclusion that successful Indian globalization is
the ideal outcome for the U.S. They also suggest that
unsuccessful Indian globalization may be the worst
outcome for the U.S. This implies, not surprisingly,
that the decisive factor is whether Indian develop-
ment itself succeeds. The U.S. has limited influence
over internal Indian policy, much less the develop-
ment of such a huge economy.

India’s commitment to difficult market-oriented
reform, which pushed it far past the “Hindu rate of
growth,” has faded somewhat, and America needs
to join with domestic Indian interests to resist re-

24. There is a regular, if partial, breakdown of incoming foreign direct investment by state, but there is no such breakdown for 
goods, services, or labor flows. See Government of India, Ministry of Commerce and Industry, Department of Industrial 
Policy and Promotion, “Fact Sheet on Foreign Direct Investment (FDI),” September 2010, at http://dipp.nic.in/fdi_statistics/
indian_FDI_September2010.pdf (November 30, 2010).

25. Derek Scissors and Michelle Kaffenberger, “U.S.–India Relations: Ensuring Indian Prosperity in the Coming Demographic 
Boom,” Heritage Foundation Backgrounder No. 2274, May 15, 2009, p. 9, at http://www.heritage.org/research/reports/2009/
05/us-india-relations-ensuring-indian-prosperity-in-the-coming-demographic-boom.

26. For overviews, see Food and Agriculture Organization of the United Nations, Towards an Indian Common Market: Removal 
of Restrictions on Internal Trade in Agricultural Commodities, December 2005, at http://www.fao.org/docrep/010/ai566e/
ai566e00.HTM (November 30, 2010), and “PM Asks States to Remove Inter-State Trade Barriers,” The Financial Express, 
September 29, 2006, at http://www.financialexpress.com/news/pm-asks-states-to-remove-interstate-trade-barriers/178934/1 
(November 30, 2010).
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expansion of the state, presently through the state-
led infrastructure program. While the U.S. cannot
play a decisive role, it can perhaps encourage a par-
tial rollback of state prerogatives in determining
infrastructure projects. Perhaps the most important
factor in ensuring successful Indian economic
development is to clarify rural property rights. The
U.S. needs to seek ways to assist in this process.

Such actions will help to prevent realization of
the unpleasant Scenarios 1 and 3. To encourage Sce-
nario 4, the U.S. should promote Indian globaliza-
tion. Because this has bilateral components,
American policy can be more effective.

The principal change needed to globalize the
whole Indian economy is to improve primary and
secondary education. Tertiary education is valuable,
but by itself will bring only a small portion of the
labor force into the world marketplace. The U.S.
should consider resources requested by India for
primary and secondary education a very worthwhile
investment in facilitating Indian globalization. The
U.S. should also begin to encourage Indian eco-

nomic globalization at the state level. While state
policy preferences vary widely, nearly all states will
be interested in some form of mutual cooperation.

In promoting globalization, American policy
should balance offense and defense. In goods, ser-
vices, and labor, the U.S. should preserve open
exchange. India runs a large deficit in goods trade
and is not a predatory partner. The composition of
goods trade is also suggestive. The leading Ameri-
can import in 2009 was gems and the top export
was aircraft.27 In services, India offers unmatched
opportunities to American firms. The key to
expanding the U.S. share of potentially huge Indian
demand for goods and services is simply to main-
tain the long-time U.S. commitment to open mar-
kets, including an open door for Indian workers.
This plainly precludes restrictions on outsourcing.

In contrast, the U.S. needs to press India on cap-
ital and technology movement. Less self-serving
Indian behavior in foreign property rights (e.g., in
pharmaceuticals) will benefit India in the long term
and is critical for the U.S. to gain from Indian glo-

27. U.S. Census Bureau, U.S. International Trade Statistics: Value of Exports, General Imports, and Imports by Country by 3-
Digit NAICS India (5330), at http://censtats.census.gov/naic3_6/naics3_6.shtml (November 30, 2010).
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U.S.–India Investment Grows 
For Both Countries
In 2009, India invested 45 times as much in the U.S. as 
it did in 2000. Similarly, in 2009, the U.S. invested 7.5 
times as much in India as it did in 2000.

Source: U.S. Department of Commerce, Bureau of Economic Analysis, International Economic Accounts: Balance of Payments and Direct Investment Position.
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balization.28 Indian business groups correctly note
that Indian investment in the U.S. is rising. Indian
greenfield investments in the U.S. exceeded $5 bil-
lion from 2004 to 2009 and have accelerated this
year, featuring increasingly prized resource acquisi-
tions.29 Reciprocal access is now a powerful argu-
ment to open Indian markets further to U.S.
investment—one American policymakers should
emphasize.

In this situation, the U.S. should:

• Promote contacts between Indian states and
American corporations, state governments,
and education groups. The Departments of
State and Commerce should initiate these efforts.

• Reorient the existing Agricultural Knowledge
Initiative to feature property rights clarifica-
tion as one of its main objectives. On the U.S.
side, the Department of Agriculture should
coordinate this effort, offering American tech-
nical and financial assistance, such as satellite
mapping of the millions of possible land
boundaries.

• Establish a forum for primary and secondary
educators, akin to the existing forum for chief
executive officers. The forum should include
public and private educators and introduce
U.S. education groups to private Indian edu-
cation entities. It should consider supplying
U.S. education technology and boosting pro-
grams such as Teach for America’s Teach for
India, which might be used to help create a
teacher certification process.30 

• Focus existing bilateral dialogues and initia-
tives more narrowly on mutual market access
and cooperative innovation to encourage
Indian globalization. President Barack Obama
laid out these goals during his November visit.
American participation in the more focused dia-
logues should include the private sector; the
Departments of Commerce, Treasury, Labor, and
State; and relevant technology offices in other
departments.31

• Refrain from unilateral intervention in U.S.–
India commerce, such as recent congressional
action targeting Indian labor.32

Conclusion
Indian development is a necessarily chaotic pro-

cess. Additional complications from economic rela-
tions with another large democracy create still more
confusion, but the possible payoffs from the U.S.–
India economic relationship should help to estab-
lish priorities.

If India can successfully develop and globalize, it
has the potential to become one of America’s most
important international partners. That prize, rather
than current political or bureaucratic imperatives
on either side, should dictate American policy. The
pathways to the prize are encouraging better Indian
property rights, education, and bilateral market
access to goods, services, capital, and labor at both
the national and local levels.

—Derek Scissors, Ph.D., is Research Fellow in
Asia Economic Policy in the Asian Studies Center at The
Heritage Foundation.
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