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Executive Summary

India’s strategic and critical vulnerabilities with regards
to China and Russia have become starkly exposed. New
Delhi’s asymmetric economic relations with Beijing are
marked by a trade deficit, and India is significantly de-
pendent on Chinese suppliers for key products, such as
electronics, active pharmaceutical ingredients (APIs), and
rare-earth minerals. China has also made inroads into
critical Indian sectors through foreign direct investment
(FDI). In theory, these asymmetries could give China the
ability to weaponize its economic influence to gain po-
litical leverage.

Similarly, India’s defense sector has long relied
on Russia — a dependency that is becoming increasingly
risky due to intensifying patterns of global power compe-
tition. More than two-thirds of India’s defense equipment
originates from the Soviet Union or Russia. This includes
platforms that form the backbone of the Indian Armed
Forces, including fighter jets, main battle tanks, aircraft
carriers, submarines, and air-defense systems. These vul-
nerabilities are not merely hypothetical. For instance, the
operational readiness of the Su-30MKI air superiority
fighter, a mainstay of India’s air defense, has been com-
promised. This is due to Russia’s current inability or un-
willingness to deliver certain spare parts.

This report addresses the impact of two events
on India’s dependencies on China and Russia. The first is
the June 2020 escalation of the India-China border dis-
pute in the Galwan Valley, which led to the first fatalities
in the dispute in over four decades. The second is Russia’s
full-scale invasion of Ukraine in February 2022. These
events have not brought about a significant inflection
pointin India’s economic and defense policies toward Chi-
na and Russia, respectively. Instead, they have reinforced
earlier trends. Since these events, India has responded
with swifter and more serious action to address specific
strategic and critical vulnerabilities in relation to China
and Russia. However, in many cases such action has built
on mitigation measures that were implemented several
years prior to these two events. Despite these efforts, In-
dia’s economic dependence on China has continued to in-
crease in a number of critical product categories since the
Galwan clash. Furthermore, India has no imminent solu-
tions to the challenges posed by relying on Russia for
spare parts and maintenance support. It will likely take
India several years, if not decades, to reduce its strategic
and critical vulnerabilities to a significant degree.

Regarding economic asymmetries with China,
India is pursuing a “de-risking” approach. Since the 2020
escalation in the Galwan Valley, the Indian government
has been more willing to implement economic measures
that explicitly aim at China. It also appears more dedicat-
ed to addressing the security implications that arise from
economic reliance on China in a targeted manner. This is

demonstrated by India’s efforts to restrict FDI from China,
bar Chinese bids on its 5G infrastructure, and ban Chinese
apps such as TikTok due to data security concerns. India
has also implemented production-linked incentive pro-
grams to bolster domestic manufacturing and safeguard
certain sectors through tariff or non-tariff measures.
These efforts are expected to persist even if the ongoing
border standoff is resolved.

These actions demonstrate India’s interest in
reducing its economic dependence on China. However,
Prime Minister Narendra Modi’s de-risking policy has only
partially achieved its desired outcomes so far. New Delhi’s
reliance on Beijing in several critical product categories
has grown since 2020. Moreover, if India’s objective was
to force China to restore the status quo ante along the
Line of Actual Control (LAC) through acts of economic re-
taliation, it has failed. China continues to occupy territory
claimed by India. However, New Delhi achieved some suc-
cess in restricting FDI from China and reducing the in-
volvement of Chinese companies in strategic sectors.
There are also several indicators that can demonstrate
whether India’s de-risking strategy is working in the fu-
ture. These include a decrease in overall relative imports
from China, a continuous reduction in import depen-
dence on China in critical product categories, and an in-
crease in India’s domestic production capability for rele-
vant product categories.

China’s economy will remain pivotal for India’s
economic growth. As a result, in pursuing its de-risking
strategy, India is faced with the challenge of navigating
complex trade-offs between security and economic inter-
ests. For instance, India withdrew from the Regional Com-
prehensive Economic Partnership (RCEP) due to its con-
cerns about an even greater trade deficit with China.
However, this decision may decrease India’s attractive-
ness as a business destination. Without duty-free access
to the RCEP market, foreign investors may be less inclined
to invest in the country. Thus, India’s efforts to mitigate
strategic vulnerabilities vis-g-vis China’s economy may
come with a price and have a dampening impact on its
economic growth.

Regarding India’s defense relationship with Rus-
sia, New Delhi seems to be pursuing both short- and long-
term strategies to reduce its critical vulnerabilities. In the
short- to medium-term, India’s current dependence on
Russia poses challenges that cannot be entirely resolved.
Temporary solutions include accessing new sources of
spare parts from countries that also possess Russian de-
fense equipment and increasing local production. How-
ever, locating substitute sources for specific spare parts
from other countries can be a challenging task. Further-
more, enhancing domestic production is a time-consum-
ing process that may only increase the availability of spare
parts to a limited extent, as critical materiel will still need
to come from Russia.
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In the long-term, India is working toward great-
er defense industry indigenization as well as diversifying
its weapon systems by increasing its procurement from
suppliers in countries like the US, France, and Israel. India
is the world’s largest importer of arms and it has a rela-
tively underdeveloped domestic defense industry. Partly
as a result of this, it is uncertain what will result from In-
dia’s indigenization efforts and their progress will likely be
slow. For example, despite India’s recent relaxation of FDI
regulations in the defense sector, the level of investment
remains low. Hence, India’s defense industry is struggling
at precisely the moment when its armed forces are being
called to address the country’s increasingly tense security
environment. Therefore, New Delhi has no choice for the
foreseeable future but to look abroad for weapons sys-
tem expertise, be this through direct armaments imports
or licensed production in India. However, for technical
and strategic reasons, Russia is becoming a less attractive
source for arms procurements for India when compared
to Western suppliers. It seems unlikely that India will initi-
ate any new major arms procurement projects involving
Russia in the near future.

India’s critical vulnerabilities vis-a-vis Russia will
persist as long as Russian-origin major platforms, includ-
ing T-90 tanks and Su-30MKI fighter aircraft, remain in
service with the Indian Armed Forces. The potential risks
stemming from India’s reliance on Russian platforms
would increase if Russia becomes more reliant on China
as a result of the war in Ukraine. If China gains greater
influence over Russia, Beijing may exert pressure or use its
leverage to get Moscow to withhold replacements and
spare parts from India before or during a Sino-Indian cri-
sis. This illustrates that India’s two axes of vulnerability
risk overlapping and exacerbating each other. For India,
maintaining a strong partnership with Russia will be cru-
cial in mitigating this risk.

Three trends emerge from reviewing these in-
sights and New Delhi’s handling of strategic and critical
vulnerabilities vis-a-vis China and Russia. First, the US and
its allies and partners will play an increasingly significant
role for India in building its economic and military nation-
al power. At the same time, the relative importance of
Russia and China in India’s pursuit of its primary foreign
policy objective — which is to develop into a major power
in a multipolar world — is waning. The increasing impor-
tance that India is placing on the Quad in contrast to Chi-
na- and Russia-dominated formats, like the SCO and the
BRICS, illustrates this trend.

Second, India’s cooperation with the US and its
allies and partners will face certain limitations due to
New Delhi’s strategic and critical vulnerabilities vis-a-vis
China and Russia. One reason for this is that India will op-
pose the adoption of an overt collective strategy of con-
taining China that involves the Quad. This is because
New Delhi is wary that Beijing would retaliate if it is per-

ceived to be actively supporting US-led containment ini-
tiatives. India’s inventory of Russian-origin defense plat-
forms is also likely to set limits to defense cooperation
with the US.

Finally, India’s strategic and critical vulnerabili-
ties vis-g-vis China and Russia are reflective of broader
structural challenges in the country’s economic and de-
fense domains. India’s desire to play a more important
role internationally and to assert itself against China,
both in South Asia and the larger Indo-Pacific, will ulti-
mately be dependent on its success in developing its ma-
terial capabilities. India may increase its political and stra-
tegic influence on the global stage in the near future.
However, economic obstacles in areas including educa-
tion, poverty, employment, and health, as well as persis-
tent dependence on foreign expertise for defense in the
years to come, could curtail India’s aspirations.
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1. Introduction

India asserts that it follows an interest-driven foreign pol-
icy known as “multi-alignment” or “strategic autonomy,”
which seeks to eschew geopolitical alignment with any
specific political camp and steer clear of over-reliance on
any major power. For example, India participates in for-
mats dominated by the US and its allies like the Quadrilat-
eral Security Dialogue, or the Quad, and those dominated
by Russia and China, such as the BRICS and the Shanghai
Cooperation Organization (SCO). However, in recent de-
cades, India has developed strong dependencies on Russia
in the defense domain and on China in the economic do-
main. Moreover, New Delhi’s relations with Beijing have
become increasingly strained and there is the possibility
of a stronger Sino-Russian partnership. In this context, In-
dia’s dependencies have created strategic and critical vul-
nerabilities, ones which have the potential to limit India’s
room for maneuver.

New Delhi has set aside its reluctance to take a
more confrontational stance toward Beijing. This fol-
lowed a series of border clashes along the Sino-Indian
border that commenced in the spring of 2020. On 15 June,
Chinese and Indian soldiers were involved in a hand-to-
hand brawl in the Galwan Valley, with Chinese troops re-
portedly using stones, clubs, and sticks.* This led to the
first fatalities in the disputes between the two countries
in over four decades. Since this brawl, which will hence-
forth be referred to as the Galwan clash, India has taken
economic retaliatory measures and has stepped up its en-
gagement with the Quad.

Beijing argues that bilateral relations should
move forward despite the heightened tensions along the
Line of Actual Control (LAC), which forms the effective
border between the two countries. New Delhi takes the
opposite view. It holds that progress in relations cannot
be separated from the border issue. However, despite this
position and New Delhi’s economic measures, trade be-
tween the two countries has experienced robust and rap-
id growth. Since the Galwan clash, overall bilateral trade
has grown by about 40 per cent. Yet, this growth has been
asymmetrical, with India’s trade deficit with China in-
creasing by more than 70 per cent in the same period,
reaching a total of 83 billion USD by March 2023, the end
of India’s fiscal year 2022-23. India is concerned about its
significant dependencies on China for certain goods, such
as active pharmaceutical ingredients (APIs). It is also wary
of China’s influence in its critical economic sectors. In the
context of increasing geopolitical tensions, these asym-
metries might allow China to exploit India through coer-
cive measures.

1 ManojJoshi, Understanding the India China Border: The Endur-
ing Threat of War in the High Himalayas (Gurugram: HarperCol-
lins, 2022), 21.

Regarding India’s defense relationship with Rus-
sia, between 70 and 85 per cent of India’s defense equip-
ment is of Soviet or Russian origin. Thus, New Delhi also
relies on Moscow for spare parts and maintenance. How-
ever, Russia’s full-scale invasion of Ukraine in 2022, the re-
sulting sanctions imposed upon Moscow, and Russia’s de-
cision to prioritize the repair and replacement of its own
platforms have led to supply disruptions amongst its for-
eign customers. This has had an impact on the operation-
al readiness of the Indian Armed Forces. For example, the
Indian Air Force (IAF) is currently awaiting the delivery of
crucial Russian-made spare parts for its fighter aircraft.
This includes its Su-30MKI and MiG-29UPG aircraft, which
make up 312 of the IAF’s 554 total fighters. Thus, if the
current situation persists, the maintenance of over 50 per
cent of the IAF’s active combat aircraft is likely to be ei-
ther inadequate or face interruptions. Furthermore, al-
though Russia’s annual share of Indian arms imports is
decreasing, Moscow remained responsible for 47 per cent
of such imports in 2022. India is also wary about the pos-
sibility that Russia may become more dependent on Chi-
na due to the impact of the war in Ukraine. If Beijing gains
more leverage over Moscow, this may undermine Indo-
Russian defense relations in the event of a Sino-Indian cri-
sis. This illustrates the risk that India’s two axes of vulner-
ability may overlap and exacerbate each other.

The escalation of the border dispute in 2020 is
widely considered as an inflection point for India’s strate-
gic positioning concerning China. Meanwhile, Russia’s
full-scale invasion of Ukraine in February 2022 and the re-
lated supply disruptions have demonstrated to India the
risk involved in being heavily dependent on Russian de-
fense systems. Against this backdrop, the US and its allies
are playing an increasingly important role for India in the
political, economic, and military spheres. Indeed, India’s
increasing cooperation with the US and its allies now ap-
pears to be a well-established trend. In light of these and
other developments, this report evaluates how the Gal-
wan clash and Russia’s invasion of Ukraine have prompt-
ed India to address its primary areas of strategic vulnera-
bilities regarding China and Russia — specifically, its
economy in relation to China and its defense in relation to
Russia. The intention is to shed light on how India plans to
shape its future relations with these two countries and
the extent of New Delhi’s flexibility in this matter. The re-
port also provides insight into how India may position it-
self in the face of increasing competition between the US
and China and Russia.

This report is organized as follows. Following
this introductory first section, section two links recent
trends in India’s foreign policy to the development of New
Delhi’'s asymmetric dependencies on China and Russia. It
also lays the foundation for the case studies presented in
subsequent sections. Section three presents a framework
that defines and relates the concepts of dependence and
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vulnerability. This section also outlines how the frame-
work defines strategic and critical vulnerabilities. Sec-
tions four and five provide an in-depth analysis of India-
China economic relations and India-Russia defense
relations, respectively. Each section examines how these
relations have evolved in recent years and the vulnerabili-
ties these ties create for India. They also explore the mea-
sures and strategies India has adopted to mitigate asym-
metries in these relations, as well as the likely impact of
these efforts on India’s strategic and critical vulnerabili-
ties. Section six offers a summary of the report’s key find-
ings and their implications for trends in India’s foreign

policy.

2.  Asymmetric Depen-
dencies as Failures of
Non-Alignment and
Multi-Alignment?

The Galwan clash and Russia’s full-scale invasion of
Ukraine have accelerated the overarching trends in India’s
foreign policy that have been present since the turn of the
millennium. These trends are characterized by increasing
cooperation with the US, more complicated relations
with China, and the declining importance of Russia. How-
ever, India’s future room for maneuver in its foreign policy
may be constrained due to its asymmetric dependencies
on Russia and China, which developed both during and af-
ter the Cold War.

From the time of India’s independence in 1947
to the end of the Cold War, the defining feature of New
Delhi’s foreign policy was non-alignment. Jawaharlal
Nehru, India’s first prime minister, described non-align-
ment as an intention “to keep away from the power poli-
tics of groups aligned against one another, which have led
in the past to world wars and which may again lead to
disasters on an even vaster scale.”? Non-alignment, in the-
ory, was designed to minimize the costs and risks associ-
ated with being a weak power and to maintain equidis-
tance between the major powers of the Cold War3
However, India’s rival Pakistan developed closer relations
than it with both the US and China. This compelled India
to move closer to the Soviet Union, despite the norm of
non-alignment. In 1971, India and the Soviet Union signed
the Treaty of Peace, Friendship and Cooperation. This pe-

2 Jawaharlal Nehru, Speeches Vol. 1 (New Delhi: Government of India,
Publications Division, 1958), 2.

3 Frank O'Donnell / Mihaela Papa, “India’s Multi-Alignment Management
and the Russia-India-China (RIC) Triangle,” International Affairs 97:3
(2021), 805.

riod also saw India emerge “as the most articulate oppo-
nent of the Western world view,” and the concept of
non-alignment “acquired a decisively anti-Western
orientation.”™

India and the Soviet Union’s defense relations
began in the 1960s. Initially, this was a buyer-seller rela-
tionship, but it progressed to include collaborative efforts
to develop weapon systems. Unlike the US and its allies,
the Soviet Union proved to be a reliable, cost-effective de-
fense supplier for India, crucially addressing New Delhi’s
defense industry indigenization needs.® “The perceived
low risk of embargoes or of denial of technologies and
spare parts, together with easy credit and barter arrange-
ments, low price and competitive performance,”” in con-
junction with geopolitical factors, contributed to India’s
preference for Soviet arms. The Soviet Union also gave In-
dia exclusive access to its most sophisticated systems and
provided technical assistance, transfers of technology,
and co-development options. Subsequently, Russia also
did the same. More significantly, the Soviets assisted In-
dia in the development of its first nuclear-powered bal-
listic missile submarine, the INS Arihant.? It is worth not-
ing that during the Cold War, the US sought to torpedo
the transfer of Soviet technologies to India. However, de-
spite the active opposition of the US and its sanctions,
many critical technology transfers still occurred.

After the end of the Cold War, India shifted
from non-alignment to an approach called “multi-align-
ment,” also referred to as “strategic autonomy.” The dis-
solution of the Soviet Union and a severe balance of pay-
ment crisis marked a turning point for India’s foreign
policy.In 1991, India undertook a partial economic liberal-
ization and started integrating into the world economy.
At the same time, it also began to “increasingly shed its
anti-Western attitudes.”

Against the backdrop of its growing economic,
political, and military influence after the turn of the mil-
lennium, India increasingly saw itself as an emerging ma-
jor power. Instead of seeking to avoid involvement in the
great-power system as it had during the Cold War, India
now aspired to gain a prominent place in it. This involved

4 C.Raja Mohan, “India’s New Foreign Policy Strategy,” Draft paper pre-
sented at a Seminar in Beijing by China Reform Forum and the Carnegie
Endowment for International Peace, Beijing, 2006, 4.

5  C.Raja Mohan, “Foreign Policy After 1990: Transformation Through
Incremental Adaptation,” in: David M. Malone / C. Raja Mohan / Srinath
Raghavan (eds.), The Oxford Handbook of Indian Foreign Policy (Oxford:
Oxford University Press, 2015), 140.

6  Sameer Lalwani/ Frank O'Donnell / Tyler Sagerstrom / Akriti Vasudeva,
“The Influence of Arms: Explaining the Durability of India—Russia Align-
ment,” Air University US Air Force, 15.01.2021.

7 Ravinder Pal Singh, “India,” in: Ravinder Pal Singh (eds.), Arms Procure-
ment Decision Making, Volume 1: China, India, Israel, Japan, South Korea
and Thailand (Oxford: Oxford University Press, 1998), 63—64.

Lalwani/O’Donnell/Sagerstrom/Vasudeva, The Influence of Arms.

Boas Lieberherr, “How India Navigates a World in Transition,” in: Brian G.
Carlson / Oliver Thréanert (eds.), Strategic Trends 2023: Key Developments
in Global Affairs (Zurich: Center for Security Studies, ETH Zirich, 2023),
86.
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multi-alignment, an approach which aims to obtain secu-
rity and status while also avoiding an over-dependence
on any major power. India’s efforts to balance its ties with
the US and China in a complementary manner illustrate
these priorities.

India simultaneously deepened engagement
with the US and pursued rapprochement with China. US-
India relations have been on an upward trajectory since
the signing of the 2006 bilateral civilian nuclear agree-
ment. India committed to separate its civil and military
nuclear facilities and to place all its civil nuclear facilities
under International Atomic Energy Agency (IAEA) safe-
guards. In exchange, the US agreed to work toward full
civil nuclear cooperation with India. This agreement also
resulted in India receiving a waiver from the Nuclear Sup-
pliers Group two years later, lifting restrictions on its civil
nuclear trade. While differences persist between India
and the US on how to shape the global order, the two
countries have markedly strengthened their security and
defense cooperation over the past decade and a half. Ex-
amples of this include the signing of foundational military
cooperation agreements, the expansion of military exer-
cises, India’s substantial increase in arms imports from
the US, and the launch of a 2+2 foreign and defense min-
isterial dialogue. This growing cooperation occurred pri-
marily against the backdrop of the two countries’ increas-
ingly aligned threat perceptions of China.

At the same time, the prospect of a unipolar
world dominated by the US also led New Delhi to pursue
closer cooperation with China and Russia after the turn of
the millennium. This was to hedge against the potential
risks associated with the extent of US power and influ-
ence. For example, the three countries founded the Rus-
sia-India-China (RIC) format, collaborated through the
BRICS bloc, and cooperated in the Asian Infrastructure In-
vestment Bank. In addition, India became a full member
of the SCO in 2017, after holding observer status for over
a decade.

India’s relationship with China appeared to im-
prove from the end of the Cold War up until the early
2010s. Within this period, India and China signed five
agreements to manage their boundary dispute and coop-
erated on bilateral economic issues. India and China had
similarly sized economies in the early 1990s. However,
China’s economic lead over India has dramatically in-
creased since the 2000s. India has also developed an eco-
nomic dependence on China in the past two decades. Sev-
eral factors contributed to this development. These
include India’s rapid trade liberalization, which saw aver-
age import duties on industrial products decline, and the
lack of significant measures taken by successive govern-
ments to ready India’s manufacturing sector for the de-
mands of an open economy. Since the early 2010s, the im-
balance in India-China trade relations has continued to
expand rapidly.

After XiJinping came to power in China in 2012,
Beijing adopted a more aggressive foreign policy. The fre-
quency and severity of incidents along the India-China
border increased markedly. Indeed, there were major, al-
beit non-lethal, skirmishes in 2013, 2014, and 2017. De-
spite this, India’s Prime Minister Narendra Modi priori-
tized “building trade and investment ties with China
while publicly proposing to demarcate the border to re-
solve the border dispute.”*® In a keynote speech at the
Shangri-La Dialogue in 2018, Modi was still optimistic
about China-India relations. He stated that “Asia and the
world will have a better future when India and China
work together in trust and confidence, sensitive to each
other’s interests.”** However, such collaboration became
more and more complicated due to several factors. One
was Beijing’s launch of its Belt-and-Road Initiative (BRI)
and India’s decision to oppose the initiative. Others in-
cluded China’s alleged systematic acquisition of global
port infrastructure, outlined by the “String of Pearls” the-
ory, which would encircle India; improving India-US rela-
tions at a time while Sino-US relations deteriorated; and
China’s behavior during the coronavirus pandemic.

The first deadly border clash between China
and India in 45 years occurred on 15 June 2020 in the Gal-
wan River Valley in Ladakh, India. In this brawl, 20 Indian
troops and at least 4 People’s Liberation Army (PLA) per-
sonnel were killed. These clashes were preceded by a ma-
jor Chinese military buildup in the spring of 2020. This in-
volved Beijing deploying thousands of troops, tanks, and
artillery to several points along the two countries’ disput-
ed border and establishing new forward positions beyond
the LAC in areas previously patrolled by India.*?

The Galwan clash has been widely regarded by
analysts as a turning point in India’s strategic thinking
and positioning vis-a-vis China.** The incident also marked
the breakdown of more than 20 years of successful bor-
der management. The main difference between the two
countries response to the crisis has been China’s desire to
move the bilateral relationship forward despite the ten-
sions along the LAC, while India has chosen to make prog-
ress in the overall relationship dependent on the restora-
tion of the state of affairs that existed previously. Xavier
and Rozman conclude that “looking back on the June
2020 clash in the Himalayas, we can discern an end to In-
dia’s idealist engagement of China.”**

10 Lisa Curtis / Derek Grossman, India-China Border Tensions and U.S.
Strategy in the Indo-Pacific, (Washington DC: Center for a New American
Security, 2023).

11 Narendra Modi, PM’s Keynote Address at Shangri La Dialogue, Singapore,
01.06.2018.

12 Curtis / Grossman, India-China Border Tensions, 7.

13 Constantino Xavier / Gilbert Rozman, “Synopsis of Indian Thinking about
China, 2018-2022,” The Asan Forum, 07.06.2022; Rohan Mukherjee,
“Leveraging Uncertainty: India’s Response to US-China Competition,”
in: Ashley Tellis / Alison Szalwinski / Michael Willis (eds.), Navigating
Tumultuous Times in the Indo-Pacific (Seattle, Washington: The National
Bureau of Asian Research, 2022), 153.

14 Xavier/Rozman, Synopsis of Indian Thinking about China, 2018—2022.
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Before the Galwan clash, New Delhi pursued a
strategy of reassuring Beijing that it was not actively bal-
ancing against China.*> However, since 2020, New Delhi
has exhibited a greater willingness to adopt a more con-
frontational approach toward Beijing. It has also become
less cautious about engaging in strategic cooperation
with the US and the Quad. India was initially hesitant to
actively participate in the Quad, partly due to China’s crit-
icism of the format. However, it has significantly increased
its involvement in the group since 2020.

Russia’s invasion of Ukraine in 2022 has forced
India to perform a difficult balancing act between main-
taining its longtime strategic partnership with Russia and
developing its increasingly important relationships with
the US and its allies. The invasion has complicated India’s
relations with Russia, particularly given India’s heavy reli-
ance on Russian defense equipment, spares, and mainte-
nance support. After the Cold War, India continued to pro-
cure arms from Russia due to “path dependence of
accumulated stock, platform familiarity by operators,
training, and organization around acquisition flows.”*®
India has also been reluctant to publicly condemn Russia’s
actions in Ukraine and it has decided to significantly in-
crease its oil imports from Russia. By doing so, India has
not only garnered international criticism but also brought
its long-standing relationship with Russia into the global
spotlight. The arms relationship remains the “strongest
and most durable” driver of this bilateral partnership.”
However, most scholars agree that the importance of In-
dia’s ties with Russia have diminished when compared to
those that New Delhi has since developed with other mid-
dle and major powers. Russia’s continued war in Ukraine
and the associated economic, political, and military weak-
ening of Moscow are likely to reinforce this trend.

Several factors have led India to seek closer co-
operation with the US and its allies to balance against
China and its potential junior partner, Russia. These in-
clude China’s more muscular approach toward India, Rus-
sia’s war in Ukraine and how the conflict has weakened
Moscow, and the potential for closer China-Russia rela-
tions. However, India’s room for maneuver in balancing its
relations may be constrained. India’s asymmetric depen-
dencies on China and Russia in the economic and defense
domains, respectively, put New Delhi in a difficult strate-
gic position.

15 Rajesh Rajagopalan, “Evasive Balancing: India’s Unviable Indo-Pacific
Strategy,” International Affairs 96:1 (2020), 75-93.

16 Lalwani/O’Donnell/Sagerstrom/Vasudeva, The Influence of Arms.
17 Ibid.

3.  From Dependence to
Strategic and Critical
Vulnerabilities

The subsequent sections will address how the Galwan
clash and Russia’s invasion of Ukraine in 2022 have
prompted India to address its two primary areas of reli-
ance on China and Russia — which concern its economy
and defense, respectively. However, it is first necessary to
establish a framework that defines and relates depen-
dence and vulnerability. This will allow for a clearer under-
standing of New Delhi’s vulnerabilities vis-g-vis Beijing
and Moscow and the potential changes in these areas
that have occurred since the two events mentioned
above. This study draws upon a pre-existing framework,
devised by Indian analyst Amit Kumar,*® which is also ap-
plicable beyond India. It has been simplified for the pur-
poses of this report (see graph 1).

The framework can be used to analyze specific
products or services procured from foreign sources that
could leave the importing country with vulnerabilities un-
der specific circumstances. For the purposes of this frame-
work, dependence is defined as a situation in which a
country relies to a substantial degree on another country
to meet its supply needs. This does not necessarily imply
vulnerability. Instead, an instance of dependence can be-
come a vulnerability when combined with so-called high-
probability disruptive factors, such as tariff and non-tariff
barriers, supply shocks, and natural disasters (see graph
1).2° Of course, mutual dependencies exist in Sino-Indian
economic relations and Indo-Russian defense relations.
As this report will demonstrate, however, both sets of re-
lations are characterized by stark asymmetries that disfa-
vor India. Hence, the vulnerabilities identified are mainly
one-sided.

Vulnerabilities also differ in their severity. To
determine whether a vulnerability is sufficiently serious
to qualify as strategic, the framework employs two tests.
One is the alternative test, which asks whether there are
alternative suppliers for the specific good or service con-
cerned. The other is the incidence test, which asks wheth-
er the product is essential and if disruptions to its supply
would impact a significant portion of the country’s pop-
ulation.

India’s reliance on China for APIs serves as an
example for these tests. India currently possesses no
competitive alternative supplier for the APIs it sources

18 Amit Kumar, “Defining Strategic and Critical Vulnerabilities in Asym-
metrical Trade Interdependence,” Indian Public Policy Review 4:4 (2023),
70-83.The framework has been adapted with the author’s consent.

19 Ibid, 76.
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Graph 1:
From Dependence to Critical Vulnerability
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The framework has been adapted with the author’s consent.

from China.?® A supply disruption would severely curtail
India’s generic medicine manufacturing and would dent
its status as the pharmacy of the world. India produces 20
per cent of the world’s generic drugs by volume and 60
per cent of vaccines and HIV medication.? Hence, India’s
dependence on China for APIs constitutes a strategic vul-
nerability.

A strategic vulnerability can in turn become crit-
ical if it has “a profound impact on a country’s national
security, or if such a vulnerability is a consequence of an
enormous capability gap vis-a-vis an adversary that can-
not be matched in the foreseeable future.”?? This is the
national security test. Examples of what this could con-
cern include a country’s reliance on a supplier in strategic
areas such as defense, electricity grids, communications,
and digital infrastructure. Other examples include so-
phisticated and specialized technology products that can-
not be substituted with alternatives in the medium term,
such as advanced chips, precision weaponry, and space
technology. In the case of India, the country’s reliance on
Russia for spares and maintenance support for its Rus-
sian-origin weapons systems thus constitutes a critical
vulnerability. A decline in the Indian Armed Forces’ opera-
tional readiness would pose a grave threat during an in-
terstate crisis. As the disruption in India’s supply of such
goods from Russia illustrates, the relationship between a
supplier country and its customer does not need to be an-
tagonistic for dependence to develop into a vulnerability.

20 Sudip Chaudhuri, “India’s Import Dependence on China in Pharmaceuti-
cals: Status, Issues and Policy Options,” Research and Information System

for Developing Countries, 2021.

Ibid; KPMG and Confederation of Indian Industry, “Indian API Industry —
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If, however, the relationship is increasingly antagonistic,
as is the case with India and China, the risks arising from
vulnerabilities increase as they may be intentionally ex-
ploited by the supplier.

As the examples in this section demonstrate,
strategic and critical vulnerabilities can render India sus-
ceptible to coercive actions by its supplier countries. Such
vulnerabilities can also leave India susceptible to risks re-
lated to unintended supply disruptions or other circum-
stances over which a supplier country may have limited
control. The impacts that could result from having such
vulnerabilities could be sufficient to threaten India’s na-
tional security.

The following two case studies in sections four
and five will build on this framework to identify India’s
strategic and critical vulnerabilities vis-a-vis China and
Russia. They will also analyze how India has attempted to
address these vulnerabilities in the aftermath of the Gal-
wan clash and Russia’s invasion of Ukraine in 2022. Finally,
they will look at the extent to which India’s efforts have
led to a reduction in these vulnerabilities.
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India’s Economic
Relations with China

4.

This case study investigates the shift in India’s economic
policy toward China after the Galwan clash, which in-
volved the first deadly border clash between China and
India in 45 years. It then analyzes bilateral trade and in-
vestment data to identify the extent of India’s strategic
vulnerabilities vis-a-vis China and how these vulnerabili-
ties have changed over time. The final section discusses
the findings and looks at the implication for India’s strate-
gic vulnerabilities in the medium term.

As all Indian statistics are based on fiscal years
lasting from 1 April of one year to 31 March of the follow-
ing year, this report will use an abbreviation to refer to
such periods. For example, the abbreviation for the fiscal
year starting in 2023 and ending in 2024 would be FY
2023-24.

4.1 India’s Economic Policy

Toward China

4.1.1 Pre-Galwan: Efforts to Mitigate

Asymmetries

Sino-Indian bilateral trade relations have grown rapidly
since the early 2000s. In FY 2011-12, China became India’s
largest trading partner. China also maintained this posi-
tion for most years until FY 2019-20, the fiscal year be-
fore the Galwan clash. In this fiscal year, total Sino-Indian
trade amounted to 81.9 billion USD (see graph 2). As trade
relations have expanded in recent decades, so have the
asymmetries between China and India that exist within
this relationship. This part outlines how the asymmetry in
this relationship is evident in the balance of trade be-
tween the two countries, the types of goods and services
each exports to the other, and the increase in Chinese in-
vestment in India. It subsequently describes the Modi
government’s efforts since 2014 to address India’s eco-
nomic disparities with its neighbor.

First, the trade balance is strongly in China’s fa-
vor, with India’s trade deficit reaching 48.7 billion USD in
FY 2019-20. While the deficit grew rapidly through FY
2017-18, it has slowly narrowed since then (see graph 2).
However, this does not necessarily imply a reduction of
imports from China. Coinciding with this decrease, India’s
imports from Hong Kong have increased significantly.?
Hong Kong has long served as a conduit for the distribu-
tion of Chinese products to global markets by importing
products from continental China and subsequently re-ex-

23 Biswajit Dhar, “India’s Economic Dependence on China,” The India
Forum, 23.07.2020.
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porting them to their final destinations. This concurrent
decline in India’s imports from China and the increase in
imports from Hong Kong began following the Doklam
border crisis, which occurred during the summer of 2017.
This border standoff between China and India temporari-
ly complicated their relations.

Second, India mainly exports intermediate
goods and raw materials to China, such as iron, ore, and
agricultural products. It mainly imports capital goods and
intermediate goods, such as machinery, electronics, and
consumer goods. In terms of the technology content of
the manufactured products, India’s imports from China
are dominated by high and medium technology goods,
while India’s exports are mainly resource-based products.
India’s high technology exports to China are negligible.?*
India has also complained to China about market access
restrictions regarding agricultural products and the sec-
tors it is competitive in, such as pharmaceuticals, services,
and information technology.?

Third, Chinese interest in acquiring stakes in In-
dian companies has increased since 2014. Between 2014
and 2017, Chinese foreign direct investment (FDI) in-
creased from 1.6 to 8 billion USD according to Chinese
sources.*® Much of the investment has been in India’s
technology sector. In addition, as of March 2020, 18 of the
30 privately held Indian startup companies with a value
exceeding 1 billion USD were heavily backed by Chinese
companies such as Alibaba and Tencent.?’

The Modi government has taken initiatives to
improve the domestic business and manufacturing envi-
ronment in India to reduce the country’s overall depen-
dence on imports and increase exports. It has also intro-
duced more direct measures to address the trade
imbalance with China. The economic measures imple-
mented prior to the Galwan clash were motivated by
growing asymmetries with China. However, they were
generally not specifically targeted against China.

Shortly after taking office in 2014, Modi
launched the Make in India (MIl) initiative in an attempt
to increase domestic manufacturing capacity. As a result
of this initiative, India has been able to attract more FDI
by easing regulations. Modi has also promised to increase
the share of manufacturing in the GDP of India to 25 per
cent by 2025. However, the figure has stagnated at around
14 per cent since 2014.%#

24 lbid.
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In late 2019, India made a last-minute decision
not to sign the Regional Comprehensive Economic Part-
nership (RCEP), which established a free trade agreement
between some of the largest economies in the Asia-Pacif-
ic. This decision was informed by the fear of developing an
even larger bilateral trade deficit with China. In the same
year, India also imposed “anti-dumping duties” on 99 Chi-
nese products, including chemical and petrochemical
products, fibers and yarn, glass, and steel.*® These duties
aim to protect domestic industries from imported goods
sold at prices perceived to be below their market value.

At the onset of the pandemic in early 2020, In-
dia was concerned that China’s distribution of medical
supplies and claims of a superior system of governance
could enable Beijing to extend its influence in South Asia
and the Indian Ocean area. Supply chain disruptions
caused by the pandemic also raised concerns in India re-
garding its substantial economic dependence on China in
several sectors, including medical supplies. In March
2020, India launched its Production-Linked Incentives (PLI)
schemes with the aim of providing domestic production
and investment incentives for important sectors of the
economy.®® The program grants financial incentives to
companies in such sectors based on increases in the sale
of products manufactured in India. The initiative original-
ly applied to three sectors, including electronic products
and APIs, where India has a particularly high dependence
on China (see table 1 and 2). These schemes have been
expanded and now cover 14 sectors, which together ac-
count for 40 per cent of India’s total imports.3* India has
budgeted about 26 billion USD for the program.

In May 2020, Prime Minister Modi also unveiled
a new economic policy agenda called Self-reliant India
(SRI) or Atmanirbhar Bharat. The purpose of this loosely
defined policy is to strengthen India’s domestic industry
and achieve greater economic self-reliance. The Modi gov-
ernment aims to privatize loss-making state enterprises,
to commercialize agriculture, and foster national champi-
ons in sectors such as technology.

4.1.2 Post-Galwan: Accelerated De-Risking

In May of 2020, tensions began to rise along the Sino-Indi-
an LAC, ultimately culminating in the clash a month later
in the Galwan Valley. Madan argued that the border crisis
“has weakened the hands of those in Indian policymaking
circles who argued for more engagement with China or for
the idea that economic ties would help alleviate political

29 Indian Ministry of Commerce and Industry, Trade Deficit Between India
and China, pib.gov.in, 04.02.2019.

30 Indian Ministry of Commerce and Industry, Status of Production-Linked
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Leveraging PLI Schemes,” Times of India, 06.02.2023.

Indian Ministry of Commerce and Industry, Status of Production-Linked
Incentive Schemes.

32

12

strains.”?> After the deadly border clash on 15 June 2020,
India adopted a “de-risking” approach. This involved in-
creased efforts to address economic disparities with Chi-
na, focusing specifically on related security concerns. The
Modi government resorted to economic measures that
were overtly directed against China, while launching fur-
ther incentive programs to enhance India’s manufacturing
capabilities and investment as part of the SRI campaign. In
addition, some measures India adopted may have been
motivated by growing nationalist sentiment and efforts to
retaliate against China in a non-military domain, with the
aim of inducing a shift in Beijing’s behavior.

4.1.2.1 BanonApps

Two weeks after the Galwan clash, India banned 59 Chi-
nese mobile apps, including popular ones such as TikTok
and WeChat. According to the Ministry of Electronics and
Information Technology, the apps were engaged in activ-
ity that was “prejudicial to [the] sovereignty and integrity
of India, defense of India, security of state and public
order.”** By the end of November 2020, the ban had been
extended to over 200 apps. However, within a year of
these bans, several Chinese apps returned to the Indian
market under different names, indicating the limited na-
ture of New Delhi’s digital economic statecraft.®

4.1.2.2 Exclusion of Chinese Companies and
Termination of Contracts

A few days after 15 June 2020, the Indian government or-
dered state-owned telecom companies Bharat Sanchar
Nigam and Mahanagar Telephone Nigam not to use Chi-
nese equipment for upgrading their mobile networks to
4G.2® In March 2021, the Indian government also changed
the licensing conditions for telecommunications service
providers so that they could only use equipment from
“trusted sources.” As a result, no Chinese firms were in-
cluded among the companies India selected for its 5G tri-
als announced in May 2021.>” According to media reports,
the “exclusion” of Chinese companies could increase In-
dian telecommunications service provider procurement
costs by up to 20 per cent.*®
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Indian companies also canceled commercial
contracts shortly after the escalation in Galwan. Indian
Railways terminated a contract for signaling equipment
worth 56 million USD, which had been awarded to a Chi-
nese company in 2016. However, according to officials,
the decision to terminate this contract was taken before
the Galwan clash.® Also in June 2020, following the clash,
the Haryana state government canceled contracts worth
93.6 million USD that had been awarded to two Chinese
companies. These contracts were for the installation of
flue gas desulfurization equipment at two of its thermal
power plants.*

4.1.2.3 Declaration of Country of Origin Requirement
for Products on State Online Platform

At the end of June 2020, the Ministry of Commerce and
Industry (MOCI) instructed sellers to indicate the country
of origin for all products listed on its e-commerce plat-
form, Government e-Marketplace.”* The Indian govern-
ment also introduced the option to display the percent-
age of indigenous, or domestic, content in products.
Subsequently, private online retailers, including Amazon
India, Walmart’s Flipkart, and Meta-backed Jio, were also
asked to declare the country of origin of products on their
platforms.*? These governmental directives aimed to re-
duce the purchase of Chinese products by Indian mer-
chants and to lower procurement from China by various
governmental agencies. However, these measures were
not adequately implemented until spring 2022, particu-
larly on newly established e-commerce platforms.*

4.1.2.4 Restrictions on FDI and Procurement

On 18 April 2020, the MOCI amended the FDI rules for
countries sharing a “land border with India.”** Under the
new rules, investment from these countries must be ap-
proved by the Indian government. This measure was tak-
en to prevent opportunistic “acquisitions of Indian com-
panies due to the ... COVID-19 pandemic.” The move
mainly affected Chinese companies, as similar restrictions
had already been applied to investors from Bangladesh
and Pakistan. While direct investment from China is still
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possible, the review of an application can take several
months to years.*®

In July 2020, the Ministry of Finance introduced
restrictions on government procurement bids from coun-
tries sharing a land border with India.”” Bidders from
these countries now require clearance from the Ministry
of External Affairs and the Ministry of Home Affairs. The
goal of these restrictions is to dissuade Chinese compa-
nies from engaging in transactions with Indian private
enterprises, public-sector banks, and financial institutions
and to hinder investment in related projects.”® This
change could lead to a decrease in China’s involvement in
strategic sectors such as telecommunications, power,
coal, and petroleum.

4.1.2.5 Restrictions on Imports and Customs

In late June 2020, India blocked customs clearance of Chi-
nese goods at various ports for a few days, including
Chennai and Mumbai. In July 2020, India also imposed im-
port restrictions on color televisions.* Most of India’s
television imports come from China. In October 2020, the
Indian government implemented a comprehensive ban
on the import of air conditioners that contain refriger-
ants.*® China was responsible for over 50 per cent of these
imports. In August 2023, the Indian government also an-
nounced licensing restrictions for imported laptops, tab-
lets, and personal computers.®* In FY 202223, India’s im-
ports of personal computers and laptops amounted to
about 5.3 billion USD. China accounts for 77 per cent of
these imports.

4.1.2.6 Self-Reliant India

Before and after the Galwan clash, the Indian govern-
ment launched a number of initiatives under the banner
of the SRI schemes to address India’s reliance on Chinese
imports in certain sectors. For example, in March 2020,
the government approved a 25 per cent subsidy on “capi-
tal expenditure for the manufacturing of goods that con-
stitute the supply chain of an electronic product.”*? It also
approved a package of over 10 billion USD for the devel-
opment of the semiconductor and display manufacturing

46 Surojit Gupta, “After 9-Month Freeze, Centre Starts Clearing China FDI

Plans,” The Times of India, 22.02.2021.

Indian Ministry of Finance, Restrictions on Public Procurement From
Certain Countries, pib.gov.in, 23.07.2020.

47

48 RajVerma, “India’s Economic Decoupling from China: A Critical Analy-

sis,” Asia Policy 30:1 (2023), 152.
“Government Imposes Import Restrictions on Colour TV Sets,” Hindustan
Times, 20.08.2022.

Indian Ministry of Commerce and Industry, Amendment in Import
Policy of Items Under ITC HS Codes 84151010 and 84151090, dgft.gov.in
15.10.2020.

“Can India Inc Extricate Itself From China?,” The Economist, 14.08.2023.

Indian Ministry of Electronics and IT, Cabinet Approves Scheme for Pro-
motion of Manufacturing of Electronic Components and Semiconductors,

meity.gov.in, 21.03.2020.

49

50

51
52



https://theprint.in/india/railways-terminates-contract-with-chinese-company-but-not-due-to-lac-conflict/444059/
https://theprint.in/india/railways-terminates-contract-with-chinese-company-but-not-due-to-lac-conflict/444059/
https://timesofindia.indiatimes.com/city/chandigarh/haryana-axes-two-power-sector-contracts-with-chinese-companies/articleshow/76494724.cms
https://timesofindia.indiatimes.com/city/chandigarh/haryana-axes-two-power-sector-contracts-with-chinese-companies/articleshow/76494724.cms
https://pib.gov.in/PressReleasePage.aspx?PRID=1633511
https://timesofindia.indiatimes.com/business/india-business/e-tailers-begin-work-to-list-country-of-origin-labels-on-products/articleshow/76856872.cms
https://timesofindia.indiatimes.com/business/india-business/e-tailers-begin-work-to-list-country-of-origin-labels-on-products/articleshow/76856872.cms
https://retail.economictimes.indiatimes.com/news/e-commerce/e-tailing/new-e-com-players-not-showing-country-of-origin-for-all-products-in-india/91433165?redirect=1
https://retail.economictimes.indiatimes.com/news/e-commerce/e-tailing/new-e-com-players-not-showing-country-of-origin-for-all-products-in-india/91433165?redirect=1
https://pib.gov.in/PressReleasePage.aspx?PRID=1615711
https://timesofindia.indiatimes.com/business/india-business/after-9-month-freeze-centre-starts-clearing-china-fdi-plans/articleshow/81143248.cms
https://timesofindia.indiatimes.com/business/india-business/after-9-month-freeze-centre-starts-clearing-china-fdi-plans/articleshow/81143248.cms
https://pib.gov.in/PressReleasePage.aspx?PRID=1640778
https://www.nbr.org/publication/indias-economic-decoupling-from-china-a-critical-analysis/
https://www.nbr.org/publication/indias-economic-decoupling-from-china-a-critical-analysis/
https://tech.hindustantimes.com/tv/news/indian-govt-imposes-import-restrictions-on-colour-tv-sets-71596129716175.html?_gl=1*so49ke*_gcl_au*NDI1MzA3NjMxLjE2ODQ4NDYxNjA.
https://content.dgft.gov.in/Website/dgftprod/8a2e38de-63aa-4e9e-9765-eaaf78b5ba1b/Ink%20singed%20notification%20no.41%20dated%2015.10.2020%20scaned%20PDF%20English.pdf
https://www.economist.com/business/2023/08/14/can-india-inc-extricate-itself-from-china
https://www.meity.gov.in/writereaddata/files/PIB1607492.pdf

CSS STUDY India’s Limited Room for Maneuver

ecosystem in India in December 2021, which was fol-
lowed by a subsidy of 50 per cent for project costs for
semiconductor and display plants in September 202254

India has also intensified financial scrutiny of
Chinese companies in the smartphone industry, including
by freezing accounts, conducting raids, and making alle-
gations of money laundering.>> Currently, four out of the
top five selling smartphone brands in India are Chinese,
including OPPO, Vivo, Xiaomi, and Huawei.

4.2 Talking Numbers:
India-China Trade and
Investment Relations
after Galwan

This section analyzes the development of trade and in-
vestment relations between India and China following
the fatal Galwan clash in 2020. It also assesses the extent
to which the measures discussed in Section 4.1.2 have im-
pacted India’s strategic vulnerabilities vis-g-vis China. The
analysis concentrates on two main areas. First, it exam-
ines aggregated trade and investment data to provide in-
sights into the asymmetries between China and India
and, thereby, India’s overall strategic vulnerabilities. Sec-
ond, the section examines how India’s dependence on
China has evolved in a selection of critical product cate-
gories and investment areas.

4.2.1 Tradein Goods

Total bilateral trade between China and India amounted
t0 113.8 billion USD in FY 202223 (see graph 2). This rep-
resents a 39 per cent increase compared to FY 2019-20,
which ended just before the Galwan crisis. During this pe-
riod, the asymmetry in trade relations between the two
countries increased. India’s trade deficit grew rapidly
from 48.6 billion USD in FY 2019-20 to 83.2 billion USD in
FY 2022-23, marking a 71 per cent increase. Moreover,
while China is India’s second largest trading partner, India
is China’s thirteenth. In FY 2022-23, China accounts for
9.8 per cent of India’s total trade. This figure increased
from 2020 to 2022 and has returned to pre-pandemic lev-
els. In contrast, India is responsible for only 2.1 per cent of
China’s trade volume — up slightly from 2 per cent in 2019.

53 Indian Cabinet, Cabinet Approves Programme for Development of Semi-
conductors and Display Manufacturing Ecosystem, pib.gov.in, 15.12.2021.

54 Indian Cabinet, Cabinet Approves Modifications in “Programme for
Development of Semiconductors and Display Manufacturing Ecosystem in
India,” pib.gov.in, 21.09.2022.

55 Viraj Gaur, “Explained: India’s War on Chinese Smartphone Makers,” The
Quint, 11.08.2022.

Graph 2:

India’s Trade with China
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Looking at the composition of bilateral trade, In-
dia’s imports from China account for more than 86 per
cent of the total. While India’s imports from China in abso-
lute terms have increased significantly since FY 2019-20,
exports to China have remained about the same. Relative
to India’s total imports, the share of imports from China in
FY 2022-23 is back at pre-pandemic levels at 13.8 percent,
while it increased in FY 2020-21 and FY 2021-22. To put
this number in perspective, the second largest source of
imports for India was the United Arab Emirates, with a
share of 7.5 per cent. China’s share of India’s total exports
per year has also declined. In FY 2019-20, exports from In-
dia to China made up 5.3 per cent of India’s total exports.
By 2022-23, this number dropped to 3.4 per cent. From a
Chinese perspective, India was responsible for a mere 0.6
per cent of imports and 3.3 per cent of exports in 2022.5¢

The significant widening of India’s trade deficit
with China and the stagnation of its exports to its neigh-
bor since FY 2019—20 may be of particular concern to New

56 National Bureau of Statistics of China, National Data, data.stats.gov.cn.
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Graph 3:
Composition of Sino-Indian Bilateral Trade
in millions of USD
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Delhi. Moreover, China’s share of India’s total trade, as ports from China include electronic machinery and elec-
well as its share of total imports, has remained roughly  tronics, machinery and mechanical appliances, and or-

unchanged. This means that India has not managedtore-  ganic chemicals. These three categories account for 63
duce its import dependence on China in either absolute  per cent of all imports from China. Between FY 2019-20
or relative terms. India’s exports to China have also actu-  and FY 2022-23, India’s dependence on China in these
ally declined in relative terms. three categories increased by between 2 and 8.2 percent-

When examining the primary import and ex-  age points. China’s share of India’s total imports in these
port categories in Sino-Indian trade, it is evident that the ~ categories ranged from 38.9 to 45.7 per cent in FY 2022—
asymmetries between China and India have continuedto ~ 23. India also imports more in absolute terms in the five
grow, as has India’s dependence on China. As discussed in ~ categories listed above, with significant increases ob-
the previous section, India exports raw materials and in-  served in the largest four import categories.
termediate goods to China, and it imports capital and Indian exports to China have experienced a re-
consumer goods from its neighbor (see graph 3). Sincea  versetrend. Among India’s most important exports to Chi-
change in the composition of exports and imports would na are mineral fuels and oils and products of their distilla-
require larger shifts in the economy, it is unsurprising that ~ tion; organic chemicals; and ores, slag and ash. The top five
the composition only witnessed minor changes between  export categories accounted for 47 per cent of the goods
FY 2019-20 and FY 2022-23. However, the larger catego-  sent to China in FY 2022-23. In the largest four categories,
ries of India’s imports from China show that its reliance  India exported less to China in both absolute and relative
on its neighbor has grown in recent years. India’s mainim- ~ terms in FY 2022—23 compared to FY 2019-20.
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Table 1:
India’s Import Dependence on China

China’s share of total imports In comparison

Product categories 2019-20 2020-21 2021-22 2022-23 with 2019-20
Telephones 42.3% 46.7% 48.0% 42.3%

Computers 49.5% 54.3% 56.5% 53.3% /)
Integrated circuits 35.1% 36.5% 36.1% 29.1% \J
Electric batteries 54.1% 56.7% 60.1% 71.9% /)
Heterocyclic compounds with nitrogen 69.0% 71.6% 71.7% 76.3% A
Semiconductor devices 60.2% 70.3% 83.7% 50.8% N
Electronic transformers 40.1% 50.3% 52.9% 50.5% /)
Antibiotics 65.4% 71.9% 82.6% 82.6% /
Mineral or chemical fertilizers 37.3% 25.1% 29.7% 16.1% N
Air pumps 49.3% 40.0% 50.0% 52.2% L
Polymers of vinyl chloride or of other halogenated 4.3% 7.6% 18.7% 33.3% A
olefins, in primary forms

Polycarboxylic acids, their anhydrides, halides, peroxides 15.5% 30.7% 441% 53.8% 4
and peroxyacids; and derivatives

Broadcasting accessoires 60.7% 70.3% 76.0% 66.9% A

In comparison to the previous year:
> 8.0%
< 7.9%
< 3.9%

4.0%
0.2%

A A

-0.1% < 0.1%

-0.2%
—4.0%

> —3.9%
> =7.9%
< —8.0%

v v

Source: Government of India, Ministry of Commerce and Industry, Trade Statistics

A more fine-grained picture of India’s depen-
dence on imports from China can be provided by breaking
this down into further categories. Table 1 shows the thir-
teen import categories in which India imports the most by
value from China in descending order. These are all subcat-
egories of the categories in graph 3. For example, in FY
2022-23, 6.7 billion USD worth of telephones, 5.4 billion
USD worth of computers, and 1.1 billion USD worth of
broadcasting accessories were imported from China. Since
FY 2019-20, India’s dependence on China has increased in
most of these categories, with China’s share of India’s total
imports in some categories exceeding 80 per cent. The
categories that saw a rise in imports from China increased
by an average of 14.7 percentage points. Comparing FY
2019-20 to FY 2022-23, India’s dependency decreased in
only 3 out of the 13 listed categories. India has reduced its
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reliance on China for semiconductor devices from 60.2 per
cent to 50.8 per cent during this period. However, it still
imports more than half of its needs from China.

Given that the categories in table 1 still group
various products together, a further subdivision can pro-
vide an even more precise understanding of India’s strate-
gic vulnerabilities vis-a-vis China. With this in mind, this
section considers the products outlined in table 2, which
have been identified by multiple sources as critical depen-
dencies. It also focuses on these products as the Indian
government has taken concrete steps in recent years to
reduce its dependence on China for them. In particular,
these include APIs, electronic products, and rare-earth
minerals.

India’s exports meet 20 per cent of the global
demand for generic drugs by volume and 60 per cent of
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Table 2:
India’s Import Dependence on China for Specific Products

China’s share of total imports In comparison
Products 2019-20 202021 2021-22 2022-23 with2019-20
Active Pharmaceutical Ingredients (APIs) (Selection)
Ciprofloxacin 96.4% 99.7% 94.4% 98.2% 4
Cysteamine hcl 100% 100% 100% 100%
Ibuprofen 95.2% 91.3% 95.4% 86.3% \J
Malonylurea (barbituric acid) 100% 99.9% 100% 91.4% \I
Metronidazole benzoate 99.9% 95.8% 97.9% 99.5% \J
Neomycin 95% 99.5% 99.6% 96.2% A
Norfloxacin 99.8% 100% 100% 94.4% \J
Para aminophenol 100% 98.3% 72.0% 80.2% \I
Parecetamol 91.1% 78.8% 92.1% 89.5% \I
Penicillin 94.5% 95.8% 95.0% 96.9% 4
Streptomycin 100% 100% 99.9% 100%
Sulfanilic acid 100% 99.4% 99.7% 100%
Vitamin B12 98.1% 90.6% 94.6% 95.4% N
Other antibiotics 80.1% 83.0% 84.3% 84.4% A
Electronics and related products
Modems (modulators-demodulators) 61.1% 60.3% 56.7% 53.9% \J
Parts of electronic integrated circuits 97.3% 99.3% 56.9% 49.3% \|
Personal computers 76.9% 74.3% 72.5% 76.9%
Processors and controllers 38.7% 38.8% 50.3% 37.8%
SIM cards 70.6% 43.5% 60.4% 475% \J
Solar cells 77.6% 86.6% 94.0% NA /
Telephones for cellular networks or for other wireless 70.2% 63.7% 59.7% 86.7% A
networks
Rare-earth minerals 89.6% 85.8% 85.9% 81.9% \J

In comparison to the previous year:

> 8.0%
40% < < 7.9%
02% < < 3.9%

-0.1% < < 01%

-02% > > -3.9%
-4.0% > > -7.9%
< —8.0%

Source: Government of India, Ministry of Commerce and Industry, Trade Statistics
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its demand for vaccines and HIV medication.*” In FY
2020-21, China accounted for 47.5 per cent of India’s API
imports, and it was the sole importer for certain critical
APIs. Any disruption or weaponization of these supplies
could significantly curtail India’s ability to produce gener-
ic medicine as there are no other competitive suppliers
available at present.>® As discussed in section 4.1.1, APIs
were one of the first sectors targeted under India’s 2020
PLI schemes. The scheme was designed to reduce manu-
facturing costs and increase competitiveness by provid-
ing APl manufacturers with access to common infrastruc-
tural facilities in production parks. In 2021, the Indian
government launched an additional program, called the
Production Linked Incentive Scheme for Pharmaceuticals,
which also covered APIs. It focused on product diversifica-
tion and creating “global champions out of India.”**

Regarding the imports of particular APIs, India
has maintained a strong dependency on China (see table
2). India has slightly reduced its imports of certain active
pharmaceutical ingredients from China. However, its vul-
nerability regarding APls remains critical, with such im-
ports in the selected categories listed in table 2 ranging
from around 80 to 100 per cent.

China is also the main supplier of various elec-
tronic products to India. To address this, India’s PLI schemes
prominently target cell phone manufacturing. Several ini-
tiatives under the SRI campaign also focus on the supply
chain of electronic products, semiconductors, and display
manufacturing. India is also highly dependent on China for
solar photovoltaic cells. Indeed, around 80 per cent of all
solar equipment in India reportedly originates from Chi-
na.®® This means that if China were to impose sanctions on
the export of solar cells, it could hinder India’s renewable
energy and electric vehicle industry efforts.

As table 2 shows, India’s reliance on China for
electric products is significant but not as pronounced as
with APIs. While India’s dependence has increased in
some categories of electric and related products, in oth-
ers it has decreased or remained at a similar level. For ex-
ample, India has managed to significantly reduce its im-
ports of integrated circuits from China. However, its
dependence on China for solar cells increased markedly
from FY 201920 to FY 2021-22.

Finally, while India has reduced its dependence
on China for rare-earths minerals since FY 2019-20, China
still accounts for over 80 per cent of India’s imports in this
category. This is significant as rare earths are essential to
the production of a range of technologies, including cell

57 Chaudhuri, India’s Import Dependence on China in Pharmaceuticals;
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phones, advanced robotics, electric vehicles, wind tur-
bines, and various defense applications.

A study by the State Bank of India corroborates
the general trend of these findings. It has systematically
calculated India’s dependence on China for all imported
products. For two-fifths of the products that India im-
ports from China, China accounts for more than half of
total imports. Together, these goods amounted to ap-
proximately 56 per cent of the merchandise value of im-
ports from China.®*

India’s dependencies on China remain substan-
tial, both in aggregate terms and the level of individual
product categories. While India has managed to reduce
its dependencies on China in certain product categories,
its strategic vulnerabilities vis-g-vis China have not yet
significantly decreased.

4.2.2. Trade in Services

Both India and China do not report trade in services at the
country level.

4.2.3.

Although China and India are global magnets for FDI, the
flow of direct investment between the two countries has
not kept up with the bilateral trade in goods. The precise
extent of FDI between India and China remains unclear,
as official figures from the two countries differ. According
to India’s Department for Promotion of Industry and In-
ternal Trade (DPIIT), China’s total FDI in India between
April 2000 to March 2023 was 2.46 billion USD.%? China’s
official agencies report that the total cumulative Chinese
investment in India at the end of 2021 was 5.4 billion
USD.®® According to DPIIT data, FDI inflows from China to
India in 2022-23 were just 10.5 million USD. This account-
ed for 0.41 per cent of the overall FDI received by India
during that fiscal year. China was the 21st largest contrib-
utor of FDI in India for the period between April 2000 and
March 2023. China’s share of total FDI inflows into India
for this period was 0.39 per cent. By comparison, Switzer-
land invested 9.78 billion USD in India, contributing 1.54
per cent of the total, over the same period. Mauritius was
at the top of the list with 163.88 billion USD. In terms of
investment flows from India to China, the total cumula-
tive FDI stood at 944 million USD at the end of 2021.5*
According to Indian officials, these numbers
likely underestimate the overall amount of investment in

Foreign Direct Investment
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India that comes from China.®> Official statistics do not in-
clude all acquisitions of stakes by Chinese companies,
such as those made in India’s technology sector. Nor do
these statistics include investments made through third
countries, such as those involving the subsidiaries of Chi-
nese companies in Singapore, which serve as popular con-
duits for foreign investment.® For instance, China’s Aliba-
ba invested over 400 million USD in Indian financial
technology company Paytm through Alibaba Singapore
Holdings Private Limited.®” Qualitative studies conducted
in India to map the extent of FDI originating from China,
including investments made through third countries, in-
dicate that Chinese investment in India exceeds official
figures by 1.25 to 3 times.®® FDI from China also experi-
enced a significant increase between 2014 and 2019, with
a substantial portion of this originating from the private
sector.®* There were also greenfield investments, a type of
FDI where a company sets up business operations from
scratch in another country. The majority of these invest-
ments by Chinese companies in India between 2010 and
2019 were in the infrastructure sector, followed by in-
vestments in energy, consumer goods, and automobiles.”
As stated in section 4.1.1, Chinese investment and acqui-
sitions of Indian startups in the technology sector have
also markedly increased since 2016. Such investments in
critical sectors could pose a strategic vulnerability for In-
dia, depending on the given circumstances. For instance,
this could be the case given the presence of significant
Chinese market power. In areas including the technology
sector, it is also important to consider the risks invest-
ments could create related to data security, the spread of
disinformation and propaganda, and the setting of indus-
try standards.”

Despite the challenges of data availability and
measurability, a discernible trend can be identified in Chi-
nese FDI in India since 2020. Official data from India and
media reports indicate that the investment environment
in India has become much more complicated for Chinese
entities in recent years. That this is the case is also reflect-
ed in the amount of Chinese FDI in India. According to the
data from DPIIT, FDI from China peaked at 505 million USD
in FY 2013—14 and has been declining ever since. This trend
accelerated in the fiscal year before the Galwan clash, FY
2019-20, falling to 60.6 million USD from 163.8 million
USD in FY 2018-19. Since FY 2019-20, annual FDI from
China has amounted to approximately 10 million USD.

This trend aligns with media reports indicating
that, as a result of Indian FDI regulation changes in 2020,
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only about a quarter of Chinese FDI applications were ap-
proved between April 2020 and June 2023.7% In addition,
the approved applications were primarily for smaller in-
vestments. The Indian government also imposed new
rules after discovering that investors from China and
Hong Kong could bypass its 2020 restrictions on FDI from
neighboring countries. Such circumvention involved
these investors setting up an entity outside of their home
country and later appointing Chinese nationals as execu-
tives to control operations. In response, the Ministry of
Home Affairs made it mandatory for citizens of countries
bordering India to undergo a security check before hold-
ing a company directorship in the country.”?

Some media reports also suggest that Chinese
companies are withdrawing significant investments from
India due to the more complex operational environment.
For example, China’s automaker BYD reportedly canceled
plans to invest 1 billion USD to build electric vehicles and
batteries with the Indian firm Megha Engineering in July
2023. This happened after government ministries in India
allegedly raised security concerns about this invest-
ment.”* A year earlier, China’s Great Wall Motor also aban-
doned plans to invest 1 billion USD in India after failing to
obtain regulatory approval.”

Discussion of India’s Eco-
nomic Policy toward China
and the Outlook for India’s
Strategic Vulnerabilities

4.3.

India is pursuing a de-risking approach toward China. This
involves an effort to address economic disparities with
China, with a particular focus on the associated security
risks. The Indian government has intensified this effort
since the Galwan clash in 2020. However, this analysis has
shown that efforts in this regard began before the border
crisis in 2020, amid increasing economic asymmetries
with China. The Modi government focused on improving
India’s domestic business environment with the MIl ini-
tiative as early as 2014. Then, in the midst of the coronavi-
rus pandemic and subsequent global supply chain disrup-
tions, India launched the SRl initiative in May 2020.

The Galwan clash signaled to New Delhi that its
relationship with Beijing would not progress as it had an-
ticipated several years prior. Since 2020, the Indian gov-
ernment has been more willing to implement economic
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measures explicitly aimed at China. It also appears more
dedicated to addressing the security implications arising
from its economic reliance on its neighbor. For example,
official data demonstrates that India is scrutinizing and
limiting FDI from China, which has resulted in a signifi-
cant decrease in Chinese investment flows. New Delhi
has also barred Chinese companies from bidding on its 5G
infrastructure. It has banned Chinese apps to prevent
their use for propaganda purposes and mitigate potential
risks to data security. In addition, India is trying to reduce
its dependence on Chinese imports. This has involved PLI
schemes to boost domestic manufacturing and invest-
ment. It has also included efforts to protect specific sec-
tors through tariff and non-tariff measures.

A solution to the continuing border standoff is
unlikely to bring significant changes in India’s de-risking
strategy toward China. Even if Sino-Indian relations were
to improve, an enduring sense of distrust between the
two nations would persist. Moreover, this distrust would
remain more pronounced than before the Galwan crisis.
However, China’s economy will continue to play a signifi-
cant role in India’s economic growth. Thus, experts agree
that the basic structure of Sino-Indian economic relations
will not substantially change in the medium term, even in
the face of an ongoing economic downturn in China.’ In-
dia’s demand for Chinese capital and consumer goods,
which is the primary driver of the economic relationship,
is unlikely to be significantly impacted by a bleaker eco-
nomic outlook in China. Moreover, if companies like Apple
increase production in India, this may result in additional
demand for imports from China in the short to medium
term. This is because such production, as in the case of
the iPhone, often consists of assembling component
parts, many of which need to be sourced from China.
Therefore, trade relations are likely to remain at a similar
level or continue to grow overall, while FDI between the
two countries will remain limited.

Four important conclusions can be drawn from
this analysis. First, even though India seems more deter-
mined to address its economic asymmetries with China
and the associated security risks, strategic vulnerabilities
are likely to persist in the medium term. Not only have the
overall asymmetries in the bilateral economic relation-
ship increased significantly since the Galwan clash in
2020, but India’s dependence on China in key product cat-
egories has continued to grow. India has managed to de-
crease its reliance on China in only a fraction of the prod-
uct categories that were examined in this study. India
maintains a significant dependence on China in several
critical import categories, including semiconductor devic-
es, computers, solar cells, antibiotics, and rare-earth min-
erals. For instance, India currently has few alternative
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sources regarding APIs. India imports APIs from a range of
countries. However, China stands out as by far the most
competitive supplier for much of India’s off-patent and
matured products import requirements.”” Thus, a consid-
erable increase in domestic production appears to be the
most feasible approach for lessening reliance on China.
However, accomplishing this goal would likely take many
years. It is also too early to assess the potential effective-
ness of the Indian government’s measures to reduce its
reliance on such imports, such as its PLI schemes.

India is dependent on China for various product
categories, yet so far Beijing has not implemented any
overt economic coercive measures against New Delhi.
China has previously engaged in this practice with several
countries, including South Korea, Japan, Australia, and
Taiwan. Primarily, these have targeted imports to China.
Scholars disagree on why this is the case. One suggested
explanation is that China has other levers to pull in order
to pressure India. Another is that despite India’s depen-
dence on China, Beijing’s economic influence on New Del-
hi remains limited.”® This analysis indicates that the latter
explanation does not reflect the character of Sino-Indian
economic relations. In specific product categories, China
holds significant leverage over India. However, China
would have to weigh the potential costs to its reputation
of using this leverage. If it limited exports to India related
to APIs, it would be restricting supplies from the world’s
“global pharmacy.” If China were to restrict the export of
rare earths, as it did with Japan in 2010, it could create the
impression that it is an unreliable supplier of goods and
services to the global market. This could give further im-
petus for India and other countries to diversify their sup-
ply chains away from China.

Beijing could also leverage New Delhi’s vulner-
abilities regarding other notable product categories. For
instance, these could include those where India is still
heavily reliant on China, though perhaps not to the de-
gree it is with rare-earth minerals and APIs. These catego-
ries include solar cells, electric batteries, and semiconduc-
tor devices. However, the potential risks associated with
these categories appear to be more manageable for India.

Second, India has to perform a difficult balanc
ing act, as it must balance security concerns with eco-
nomic and trade interests. For instance, even though In-
dia has restricted Chinese FDI since 2020, Chinese
expertise and investment remain crucial for the develop-
ment of India’s domestic manufacturing industry. This is
particularly relevant as total FDI significantly declined in
India in FY 2021—22 and 2022-23.7° In summer 2023, India
adapted its long-standing unofficial policy of denying vi-
sas for Chinese citizens. This involved New Delhi taking
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steps to expedite visa processing for Chinese specialists in
installation, expansion, and repair work, particularly for
those workers employed by firms endorsed under New
Delhi’s PLI schemes.8® Moreover, if India were to shift its
reliance from Chinese suppliers to alternate sources for
intermediate goods, the goods produced with these inter-
mediate products would likely encounter further pricing
disadvantages. This is because Chinese suppliers are of-
ten cheaper.

With regards to India’s decision not to partici-
pate in the RCEP, some in India have raised concerns that
large foreign multinationals may be less interested in in-
vesting in India without duty-free access to the larger
RCEP market.®* India’s non-participation in the RCEP could
diminish the country’s appeal as a business destination.
Thus, India’s efforts to mitigate its asymmetries and stra-
tegic vulnerabilities vis-g-vis its economic relationship
with China may incur additional costs for the country.

Third, India appears to be struggling to utilize
economic measures to achieve its strategic objectives vis-
a-vis China. The existing asymmetries in India-China eco-
nomic relations prevent India from using trade sanctions,
non-tariff barriers, and more subtle measures as an effec-
tive means of exerting pressure on China. For example,
some of the economic measures taken after the Galwan
clash seem to have been driven by increasing nationalist
sentiment in India and attempts to retaliate against Chi-
na in a non-military domain. The likely objective of these
attempts was to induce a shift in Beijing’s behavior at the
border. If this was indeed the goal, then this strategy has
failed. China continues to occupy territory claimed by In-
dia at various friction points along the border as of No-
vember 2023. It is not surprising that India has failed to
achieve this aim with these measures. India accounted for
only 2.1 per cent of China’s total trade in 2022. The inher-
ent asymmetry of the two countries’ economic relation-
ship constrains New Delhi’s options for exerting pressure
on Beijing. Indeed, India appears to recognize this. Its ef-
forts to engage more with the Quad and the US, its ac-
tivities to complicate China’s SCO and BRICS agenda, and
its bid to assert itself as a leader of the Global South are
all aimed at compensating for this shortfall.

Finally, third countries will play a pivotal role in
India’s de-risking approach vis-da-vis China. Diversifying
economic relations with various economies is essential
for India to create the requisite conditions for sustainable
economic growth. In 2021, the Modi government signed
its first free trade agreements since assuming office in
2014. These were with Mauritius, the United Arab Emir-
ates, and Australia. In addition, it is presently negotiating
agreements with the UK, the EU, and the European Free
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Trade Association, among others. India’s aim with these
efforts is not limited to reducing its dependence on the
Chinese market. It also aims to gain access to new export
markets, diversify its supply chains, and enhance eco-
nomic engagement with key partners as New Delhi in-
creases its level of political cooperation.® India’s entry
into the US-led Mineral Security Partnership during Mo-
di’s state visit to the US in 2023 can also be understood in
this context. The initiative aims to reduce India’s depen-
dence on China for rare-earth minerals that are needed to
manufacture products such as semiconductors, solar
panels, wind turbines, batteries, and electric vehicles.
However, the free trade agreements India has concluded
since 2021 have also faced criticism for lacking substance.

India can also benefit from global endeavors to
make supply chains more independent of China. For ex-
ample, large companies are expanding and enhancing
their production in India. For instance, Apple currently fo-
cuses mainly on assembly-type operations in India. How-
ever, it intends to manufacture more intermediate parts,
like metal casings, in the country. The company also plans
to transfer important iPhone product development re-
sources from China to India.?
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India’s Defense
Relations with Russia

5.

This section addresses the depth of India’s reliance on
Russian military equipment and how Russia’s full-scale in-
vasion of Ukraine in February 2022 has affected this rela-
tionship. This will illustrate that India’s dependence on
Russia for spare parts and maintenance can be considered
a critical vulnerability. The section subsequently exam-
ines the strategies India is pursuing to address these is-
sues and discusses their effectiveness.

5.1. Taking Stock: India-Russia
Defense Relations

Russia-India relations have been driven by four major fac-
tors: the desire to balance against threatening neighbors,
lingering mistrust of the US among certain factions of the
Indian political elite, a mutual aspiration to establish a
multipolar world order, and a path-dependent arms rela-
tionship.®* When compared to the other factors, the arms
relationship stands out as the “strongest and most dura-
ble” driver of this bilateral relationship and continues to
hold this position.®> The most recent success of Indo-Rus-
sian defense cooperation, the BrahMos cruise missile, is a
case in point. The two countries have jointly developed a
powerful missile that is now in demand by other coun-
tries, such as the Philippines. In December 2021, the two
countries also held their first 2+2 foreign and defense
ministerial dialogue. This reflects the continued impor-
tance India attaches to its bilateral relations with Russia,
as India maintains this dialogue mechanism only with its
closest partners, including the US and Japan. During the
meeting, India and Russia signed a military and technical
cooperation plan that will be in effect until 2031.

India heavily relies on Russian arms. It is esti-
mated that between 70 and 85 per cent of India’s military
platforms are of Russian or Soviet origin.?¢ According to
the SIPRI Arms Transfer Database, 64 per cent of India’s
arms imports over the past twenty years have come from
Russia.®” Russia has always been the primary source of
arms imports for India, with the exception of 2021 when
India procured 36 Rafale fighter jets from France. Since
2014, Russia’s share of Indian arms imports has been de-
creasing. However, this share remains substantial (see
graph 4). From 2002 to 2007, it was at 71 per cent. For the
following five years, the share stood at 78 per cent. It then
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set of weapons and is intended to represent the transfer of military resources rather than
the financial value of the transfer.
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decreased to 63 per cent for 2013 to 2017, before sinking
again to 45 per cent for 2018 to 2022. In 2022, Russia ac-
counted for 47 per cent of India’s arms imports. India con-
tinues to heavily rely on foreign-made weapons systems
overall. India’s arms imports declined by more than ten
percent between the period of 2013 to 2017 and the pe-
riod of 2018 to 2022. Nevertheless, India was the world’s
leading importer of major arms for both periods, with a
share of 11 per cent of total global imports of such arms.2®

The three branches of the Indian Armed Forces
exhibit differing levels of reliance on Russian weapon sys-
tems. According to the International Institute for Strategic
Studies, 90 per cent of the Indian Army’s armored fighting
vehicles are of Russian or Soviet origin, including its T-72
and T-90 series main battle tanks.®* The more modern T-90s
are now manufactured in India under license from Russia
without any transfer of technology. In December 2021, Rus-
sia and India signed an agreement to jointly manufacture
over 600,000 AK-203 rifles in India. Regarding the Indian Air
Force (IAF) and Navy, 69 per cent of combat aircraft are Rus-
sian or Soviet.?® Sukhoi Su-30 MKI fighters constitute about
14 out of the 30 squadrons of the IAF. There are also MiG-
29UPG and MiG-21 fighters in service with the IAF. The IAF
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has also procured the S-400 Triumf air defense system from
Russia, with three of the systems being delivered by the end
of 2023 and two more to follow. When it comes to the In-
dian Navy, 44 per cent of its submarines and surface war-
ships are of Russian or Soviet origin. Of these vessels, 65 per
cent carry Russian missiles.®® India’s first aircraft carrier, the
INS Vikramaditya, originally served with the Soviet Navy
and later with the Russian Navy. It joined the service of the
Indian Navy in 2013. The eight Russian Kilo-class diesel-
electric submarines currently in the Indian Navy serve as
the backbone of India’s submarine fleet.

There have also been points of friction in India
and Russia’s defense relationship. Sources of disagreement
have included product quality issues, the reliability of
spare parts supplies, and the limits Russia has placed on
technology transfers and access, even though Moscow has
demonstrated a comparatively high level of willingness to
share its technology with New Delhi.> These issues and
other concerns have led India to begin diversifying its de-
fense imports over the last few decades. Since 2013, India’s
arms imports from countries such as the US, France, and
Israel have increased significantly (see graph 4). Even
though India invests vast sums in these deals, the systems
acquired often account for only a fraction of the Indian
Armed Forces’ overall inventory. For instance, the 36 Rafale
fighter jets the IAF ordered from France account for only 2
of the 33 frontline squadrons. In contrast, 20 squadrons
operate Russian aircraft.®> Non-Russian suppliers are also
often sought to address capability gaps, such as those con-
cerning secondary systems for pre-existing equipment,
equipment for training purposes, and equipment for ma-
terial and troop transport.?* Thus, other countries are play-
ing an increasingly significant role in arms imports for In-
dia. Nevertheless, these countries have not yet replaced
the significant role Russia plays for India in the supply of
arms. Russia’s position as India’s top defense partner re-
mained unchallenged until the invasion of Ukraine in 2022.

5.2. The Impact of Russia’s
Full-Scale Invasion of
Ukraine on the Defense
Relations with India

Russia’s full-scale invasion of Ukraine in February 2022,
the subsequent prolonged war, and the comprehensive
sanctions regime targeting Moscow have affected the In-
dia-Russia defense relationship in a number of ways. The
sanctions have excluded many Russian companies, par-
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ticularly in the defense sector, from the international
banking system. The sanctions have also restricted Rus-
sian access to key materials and technologies for the pro-
duction of advanced weapons systems. Due to the mate-
rial losses incurred in Ukraine and the prolonged war,
Russia is expected to limit its export of defense systems
and spare parts, prioritizing the replacement and repair of
its own platforms. The performance of certain Russian
weapon systems in the war has also raised questions in
India about their quality.

As a consequence of the invasion, India has al-
ready experienced disruptions in defense supplies. It has
also canceled and deferred defense contracts and seen an
increased public discourse on the country’s substantial
dependency on Russia for defense. As the following sec-
tion will show, India’s reliance on Russia for spare parts
and the maintenance of its Russian-made inventory of
weapons can be considered a critical vulnerability. The ex-
isting supply disruptions adversely affect the operational
readiness of the Indian Armed Forces. Experts concur that
evaluating the severity of the current supply disruptions
is difficult.®> However, India appears to be facing a com-
plex situation, with the sustainability and readiness of
the Su-30MKI and MiG-29UPG fighter jets constituting a
particularly grave vulnerability. Since India has no alterna-
tive sources for critical spare parts, any further worsening
of supply disruptions could lead to serious consequences
for India’s national security if a conflict were to arise. Ad-
ditionally, deepening Sino-Russia relations may exacer-
bate the negative impact of these critical vulnerabilities
for India.

Regarding supply disruptions, the IAF an-
nounced in early 2023 that it had cut its projected capital
expenditure on modernization as the Russia-Ukraine war
had affected its supplies. This consisted of a cut of about
one-third for FY 2023-24 compared to FY 2022-23.°° The
supplies affected included spare parts for the IAF’s Su-
30MKI and MiG-29UPG fighter jets, its I1-76 and An-32
transport aircraft, and others. The Su-30MKI and MiG-
29UPG account for 312 out of the IAF’s total 554 fighters.
Thus, if the situation continues, the maintenance of more
than 50 per cent of the IAF’s active combat aircraft could
become either inadequate or face interruptions. For its
ground-based air defense, the IAF is also still awaiting the
delivery of the last two of five S-400 air defense systems.
The IAF reported that a “major delivery” from Russia, now
confirmed as the S-400 system,®” will not occur in the
near future due to current delivery constraints.*®
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In early 2023, the Indian Army began looking for
alternative sources for spare parts and ammunition for its
air defense and armored fighting vehicle fleet. These are
largely of Russian origin, as the Chief of the Indian Army
Staff acknowledged at the time.* The main concern for
India does not lie in the availability of ammunition, as the
Indian Army has been increasing its stockpiles in response
to the standoff with China along the LAC in 2020. Instead,
the issue lies in ensuing the timely delivery of items deliv-
ered based on follow-on contracts that are placed as part
of annual cycles.**® The Indo-Russia joint venture to man-
ufacture around 600,000 AK-203 assault rifles in India is
currently also experiencing delays.

The Indian Navy has also experienced delays.
This include the delay of the delivery of two follow-on Tal-
war-class guided-missile frigates'® and supplies and
spare parts for India’s Kilo-class diesel-electric subma-
rines.’%? In addition, one of India’s Kilo-class submarines,
which was refitted in Russia, cannot be transported back
to India because of the sanctions imposed on Moscow.'®3

The delivery of spare parts from Russia has also
been complicated by issues related to payments. India is
unable to make payments to Russia in US dollars for fear
of incurring sanctions of its own. India and Russia have at-
tempted to resolve the issue through a Rupee-Rouble ar-
rangement. However, it appears this is not a viable solu-
tion due to the significant trade imbalance between
Russia and India and Moscow’s accumulation of Indian
rupees. Overall, bilateral trade heavily favors Moscow, as
India has significantly increased its oil imports from Rus-
sia since February 2022. Although India has made some
payments to Russia, large payments have not resumed.
News reports citing official sources claim that India owes
over 3 billion USD to Russia for various defense platforms,
pieces of equipment and spare parts. This debt has accu-
mulated over a period exceeding a year, leading Moscow
to pause further credit to New Delhi for its defense pur-
chases.*** For example, one significant reason why Russia
has yet to supply the remaining S-400 systems to India is
New Delhi’s delay in making the regular payments.2®

India has also delayed, suspended, or canceled
plans to procure new or upgraded Russian weapon sys-
tems. New Delhi shelved its plans to procure 48 addition-
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al Mi-17V-5 medium-lift helicopters in April 2022, shifting
focus to support an indigenous helicopter production
program. However, news reports suggest that this deci-
sion was made prior to Russia’s invasion of Ukraine in
2022.1°¢ Two months after the invasion, India indefinitely
suspended negotiations with Russia for the acquisition of
10 Ka-31 naval early-warning helicopters. This happened
after it became uncertain whether Russia could fulfil the
order and the development of India’s payment issues to
Russia.” The Indian Navy already has 14 Ka-31s and had
sought to acquire more. However, currently, there is no al-
ternative supplier or domestic capability to produce or
procure similar helicopters.t®® The IAF has also suspended
plans to upgrade its inventory of 85 Su-30MKI fighters
with Russian assistance.’® Taken together, the deals in-
volving the upgrading of India’s Su-30MKI fighters and
the procurement of the 10 Ka-31 helicopters were valued
at several hundred million US dollars.

The war in Ukraine and the related performance
of the Russian Armed Forces have also contributed to a
growing public debate in India about the country’s sub-
stantial reliance on Russian weapon systems. A report by
the International Vivekananda Foundation, which is close
to the Indian government, concluded based on discus-
sions with many retired Indian diplomats and generals:
“In the long term, India must work toward weaning itself
away from dependence on Russia for military technolo-
gy.” This is because “the quality of Russian technology
previously thought to be superlative is increasingly being
questioned.”*** Hence, a “lesson for India would be to
widen its airpower basket away from Russia.” The previ-
ously mentioned public statements by senior officials
from all three branches of the Indian Armed Forces about
Russian supply delays also indicate the increasing concern
regarding dependence on Russia. In addition, in April
2022, Indian Minister of Defence Rajnath Singh stated
that the war in Ukraine underscores India’s need for
greater self-sufficiency in its defense industry.**

Indian defense planners are also likely to con-
sider the potential ramifications of Russia becoming more
dependent on China as a consequence of the war. Follow-
ing the imposition of sanctions, Russia will have to import
advanced components from alternative sources to re-
place the materials it currently cannot access and up-
grade its conventional arsenal. China is a likely candidate,
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including for materials such as heavy metals and micro-
chips.**2 Thus, it is feasible that Chinese components may
enter the Indian Armed Forces’ arsenal through imported
Russian weapon systems in the future.

5.3 India’s Strategies to Address

Its Critical Vulnerabilities
vis-d-vis Russia

India is pursuing strategies that involve a combination of
continuing a reliance on Russia, seeking out alternative
suppliers for both immediate and future needs, and ac-
celerating domestic production. This section addresses
the relative importance of these factors for India’s short-
and long-term strategies.

In the short-term, India faces the problem of ac-
quiring spare parts, upgrades, and maintenance support.
To address its spare parts needs, India is working toward
increasing its domestic production. While India does pro-
duce several Russian weapon systems under license, such
as the Sukhoi Su-30MKI, it continues to rely on Russian
original equipment manufacturers (OEMs) for critical
components. India’s progress in increasing its domestic
production of spare parts for Russian-origin platforms
has been limited in the past. In 2016, India started to pro-
duce some spare parts with the aim of improving their
availability.*** According to an Indian defense policy ex-
pert, India accelerated these efforts after Russia’s full-
scale invasion of Ukraine.*** However, spare parts manu-
facturers require certification from Russian OEMs. This
process can be time-consuming, due to the lengthy nego-
tiations that often take place in the defense industry.
Moreover, such efforts are only likely to increase the avail-
ability of basic spare parts, as critical spares will still need
to come from the Russian OEMs. Thus, the domestic pro-
duction of spare parts may (in the long run) alleviate In-
dia’s critical vulnerabilities, but it will not eliminate them.

India is also seeking alternative suppliers for
certain spare parts and ammunition to reduce its depen-
dency on Russia. For example, in early 2023, the Chief of
the Indian Army Staff announced that the army obtained
a waiver to import spare parts and ammunition for the
next two to three years from alternative sources. The
equipment this covers was previously sourced from Rus-
sia and Ukraine and mainly pertains to air defense sys-
tems and India’s tank fleet.*** To provide one example, the
Army is currently in advanced stages of negotiations to
procure 23mm ammunition for its air defense guns from
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Bulgaria.'*® Indeed, states that were members of the So-
viet Union or Warsaw Pact could serve as potential sourc-
es of spare parts for Russian-produced aircraft, tanks, and
armored vehicles.**” For instance, Poland is upgrading its
fleet of T-72 tanks through a domestic program and could
serve as a supplier of spare parts. However, these states
may have their own security of supply concerns, which
may limit their willingness to provide India with what it
needs.'*® Moreover, obtaining spare parts for newer plat-
forms, such as the MiG-29UPG and Sukhoi Su-30MKI,
presents a greater challenge, as their critical components
need to come from Russia.**®

In the long-term, the Indian government ap-
pears focused on improving the capabilities of its domes-
tic defense industry, as well as the further diversification
of its defense inventory. India’s indigenization efforts, re-
ferring to its endeavors to develop and produce defense
systems and equipment domestically, started long before
Russia’s full-scale invasion of Ukraine. In fact, India has
been trying to build a domestic defense industry since the
1950s, albeit with limited success.*** However, India made
renewed efforts to achieve this goal with the implemen-
tation of its Ml initiative in 2014 and the SRl initiative in
2020. According to some experts, one of the biggest ef-
fects of the war is that it has strengthened support for
the government’s SRl initiative.**

As part of the SRl initiative, India has already
taken several actions to develop its domestic defense in-
dustry, some of which were implemented prior to Rus-
sia’s full-scale invasion of Ukraine. First, India has raised
the limit on FDI in defense sector companies from 49 per
cent to 74 per cent through an automatic approval route.
FDI of up to 100 per cent is also possible, subject to gov-
ernment approval. In the latter case, proposals should
demonstrate how they can help local businesses obtain
access to modern technology. Second, in August 2020, In-
dia announced its first Positive Indigenization List (PIL),12?
which covered 110 defense goods. The items on these
lists are subject to import bans. The first list consisted of
larger weapon systems and delivery vehicles where India
already has manufacturing capabilities and smaller com-
ponents and subsystems that can be manufactured in
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India.*>* More PILs have since been published, partly in re-
sponse to potential shortages of spare parts from Russia.
A fourth list was published in May 2023 and added 928
items, including weapons systems, pieces of equipment,
and types of ammunition.*** Importantly, in April 2022,
India’s Ministry of Defence also announced that it would
prioritize the acquisition of domestically produced goods
whenever possible in the future. It will only consider pro-
curement from foreign sources in exceptional cases
where no domestic production capability exists. Third,
India is promoting an increased role for the private sector
in defense production on the assumption that this could
spur competition that could enhance capabilities, inno-
vation, and technology absorption.*?* Fourth, India has
taken steps to improve the organization of the declining
state-owned defense industry. Notably, the country has
reorganized its ordnance factories by corporatizing 41
government-operated production organizations and
converting them into 7 defense public sector undertak-
ings. India is also encouraging more public-private part-
nerships.

These ambitions are also reflected in India’s de-
fense budget. For instance, the share of the budget allo-
cated for procurement and research and development has
increased since FY 2018-19.1% Capital expenditure, which
accounted for 31 per cent of India’s defense budget in FY
201314, declined to 23 per cent by FY 2018-19. However,
it has risen again and reached 29 per cent for FY 2023-24.
In addition, the percentage of capital procurement sourced
from domestic industries rose from 58 per cent in the bud-
get for FY 202122 to 68 per cent for FY 2022-23. Also in
FY 2022-23, 25 per cent of the research and development
budget was earmarked for India’s private industry.

Despite these efforts, India remains still the
world’s largest arms importer and it possesses a weak do-
mestic arms industry. Thus, it will continue to rely heavily
on arms imports in the future. As previously noted, the
US, France, and Israel, along with other countries, are
playing a more prominent role in this regard. Between
2004 and 2013, the US accounted for 5.7 per cent of In-
dia’s arms imports. For the same period, France contrib-
uted 1.6 per cent and Israel 5.1 per cent. Between 2014
and 2022, the US contributed 12 per cent, France 18.7 per
cent, and Israel 9.5 per cent. This trend is expected to con-
tinue. The US also currently holds significant military con-
tracts with India. This includes contracts for aerial trans-
portation, such as the C-130 Hercules transport aircraft
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and CH-47 Chinook helicopter; howitzer artillery weap-
ons; and components and machinery for domestically
manufactured systems like the Tejas Light Combat Air-
craft. France has contracts for the production and supply
of diesel engines, radar systems, Scorpene-class subma-
rines, and Rafale fighter aircraft.

Since February 2022, India has signed further
contracts and memoranda of understanding with the US
and France. During Prime Minister Modi’s state visit to
Washington in June 2023, the US and India agreed to po-
tentially produce 99 GE Aerospace F414-INS6 engines in
India for the Tejas Light Combat Aircraft Mk2 for the IAF.
US Congress approved the deal in August 2023. The agree-
ment would also encompass future joint manufacturing
efforts and the transfer of technology. The Indian govern-
ment is also currently in advanced negotiations to acquire
31 MQ-9B SeaGuardian drones from the US company
General Atomics. The idea is for these to be assembled in
India and to establish a maintenance, repair, and overhaul
facility in the country. Despite these developments, chal-
lenges persist in the licensing and transfer of US defense
technology to India. These stem from stringent US guide-
lines for end-use of systems, classified technology, copy-
right protection, and operational restrictions.*?” These is-
sues can be particularly challenging in certain situations,
as India sometimes demands operational autonomy for
purchased systems and its intention to refit such systems
with materials from other foreign suppliers.*?®

In July 2023, India and France also announced
their support for the joint development of an engine for
the Indian Multi Role Helicopter (IMRH). This involves the
establishment of a joint venture between Safran Helicop-
ter Engines and Hindustan Aeronautics Limited (HAL). The
IMRH is a significant platform for India, as it aims to re-
place 215 of the IAF’s Russian-made Mil Mi-17 helicopters.

5.4 Discussion of the Measures
Taken by India and the
Outlook for India’s Critical
Vulnerabilities

There are no quick solutions to India’s heavy reliance on
Russian defense platforms, spare parts, and mainte-
nance. Following the full-scale invasion of Ukraine, Rus-
sian defense supplies to India have been disrupted and
contracts have been cancelled. This has reduced India’s
operational readiness and the capabilities of specific
weapon systems in the short to medium term. This high-
lights India’s critical vulnerabilities vis-a-vis Russia. India
has endeavored to enhance the domestic production of
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Graph 5:

Estimated Service Life of India’s Major Russian Weapon Systems
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specific spare parts and scout for alternate suppliers.
However, it appears these efforts will only offer limited
relief in the short to medium term. This is because locat-
ing substitute sources for specific spare parts can be a
challenging task. Moreover, India’s effort to enhance do-
mestic production is a time-consuming process. It is also
one that may only increase the availability of spare parts
to a limited extent, as critical materials will still need to
come from Russia.

India’s critical vulnerabilities are likely to persist
as long as Russian-made weapon systems continue to
form the backbone of the Indian military. For certain sys-
tems, this will remain the case for many decades to come
(see graph 5). The lifting of sanctions imposed on Russia
or an end to the war in Ukraine could reduce India’s cur-
rent supply problems. However, even if these events were
to occur, India would still need to consider the implica-
tions of Russia possibly becoming more dependent on
China because of the war. If China were to gain greater
influence over Russia, Beijing could potentially exert pres-
sure on Moscow’s policy. If a Sino-Indian conflict scenario
were to occur subsequently, Russia could theoretically
withhold spare parts and other essential supplies from In-
dia. The closer the relationship between China and Russia,
the greater the risks that dependence on Russian defense
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equipment poses to India. To minimize such risks, it is like-
ly that India will continue to invest in a robust partnership
with Russia.

The overarching trajectory of India’s long-term
strategy of indigenization appears to have only been par-
tially impacted by Russia’s war in Ukraine. Indeed, this
strategy has been a clear priority for New Delhi for over a
decade. India is likely to continue pursuing this objective,
regardless of the developments in the war. However, the
war has had an impact, as it seems to have increased the
need for India’s indigenization efforts and the support for
them.® It is too early to assess the effectiveness of these
measures, as, thus far, the available evidence is anecdotal.
India had aimed to produce 26 billion USD worth of arms
domestically per year by 2025. However, in 2022, this fig-
ure only reached 12 billion USD, and the goal was quietly
revised down to 22 billion USD. New Delhi also aims to
reach an FDI stock of 10 billion USD in the defense sector
by 2025. This is in comparison to a stock of 380 million
USD reached in 2021.13° However, FDI in India’s defense
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sector has not significantly increased.*** For instance,
from September 2020, when India announced its revised
FDI policy, to May 2022, FDI inflows in the defense sector
totaled only 61 million USD.*3

India’s indigenization efforts will also entail
trade-offs. The PILs and the associated focus on domestic
production programs may result in temporary capability
gaps, delays in the delivery of systems, and product qual-
ity issues. India’s defense industry has largely failed to de-
liver advanced weapon systems in significant quantities
and on time.*** An example is the Tejas Light Combat Air-
craft project, which began in 1983. The aircraft was in-
tended to replace India’s aging MiG-21 fighters, and it
later became part of a general fleet modernization pro-
gram.’** The project experienced significant setbacks and
delays, and the IAF had to undertake numerous provision-
al measures as a result. For example, these included the
need to upgrade existing aircraft and postpone the
planned phasing-out of MiG-21s.

Waldwyn and Solanki also argue that when it
comes to the PILs, it is not entirely clear whether “New
Delhi has rigorously examined local companies’ capabili-
ties to supply the listed systems.”**> They also suggest
that for certain items on the lists, “the desire to produce
locally has overridden capability considerations.”**¢ For in-
stance, the first PIL banned the import of propeller-driven
training aircraft. The IAF had acquired and started using
Swiss PC-7 Mk Il aircraft for training purposes. It was also
interested in procuring a second batch. However, follow-
ing the release of the PIL, the IAF had to resort to ordering
the indigenous HTT-40. This aircraft was not the IAF’s pre-
ferred option for both financial and technical reasons.*>’
India will also have to balance the need for indigenization
with the increasing demands involved in the moderniza-
tion of its weapons systems. According to a parliamentary
report, 68 per cent of Indian military platforms are cur-
rently designated as “vintage.”**® The problem is that In-
dia will not be able to pursue a comprehensive program
of modernization and one of indigenization at the same
time. Therefore, trade-offs may arise as India will have to
choose where to focus its efforts. While modernization
efforts would prioritize short-term improvements and
may require imports, indigenization objectives would
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focus on the long-term, especially when technology
transfers are involved.

India’s defense sector is likely to continue to rely
on foreign expertise, whether through direct imports or
licensed local production, in the near future*® States
such as the US, France, and Israel are becoming increas-
ingly important for India’s defense sector and its armed
forces. Indeed, foreign suppliers mainly meet India’s most
advanced military capability requirements for land, aero-
space, and sea.

India’s defense industry has also traditionally
focused on local licensed production, involving Indian
state-owned enterprises and Russian OEMs. In the future,
India will continue to rely on local licensing programs to
develop capabilities. According to a forecast by Janes, In-
dian companies that employ indigenous capabilities will
likely only secure about 30 per cent of the value of Indian
defense contracts between 2022 and 2026.1° The major-
ity of the remaining contracts will progress as MIl pro-
grams that, “while being based in India, rely heavily on
foreign designs, technologies, weapons, systems, and
sustainment.”*%

The continued diversification of the Indian de-
fense inventory poses its own set of challenges. The Indi-
an Armed Forces will need to integrate different systems
from different suppliers, complicating interoperability.
The various weapon systems will also require the armed
forces to take on additional workforces with new skillsets
to ensure maintenance can be carried out effectively. Fi-
nally, if India is unable to advance its indigenization ef-
forts, it might end up developing new strategic or critical
vulnerabilities vis-a-vis new suppliers.

Russia will remain important for India due to its
reliance on Russian arms. However, Moscow has become
a less attractive option for future arms procurement pro-
grams relative to Western countries. Experts also agree
that India is unlikely to make major procurements from
Russia in the foreseeable future.r*? In its efforts to bridge
its technology gap with China, India appears to be favor-
ing the selection of state-of-the-art weapon systems
from Western countries.*® For instance, India considered
no Russian aircraft when attempting to acquire an air
combat wing for its aircraft carrier, the INS Vikrant. In-
stead, the Indian Navy seems to be considering the French
Rafale M fighter aircraft.
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6. India’s Strategic and

Critical Vulnerabilities
and Foreign Policy
Trends

Despite India’s aim to maximize strategic autonomy, it
has developed asymmetric dependencies on Russia and
China in the defense and economic domains, respectively,
in recent decades. Against the backdrop of increasingly
strained relations with Beijing and the potential for closer
China-Russia relations, these dependencies have grown
into strategic and critical vulnerabilities. In a worst-case
scenario, India’s dependence on Russian defense equip-
ment, spare parts, and maintenance support could have
direct negative consequences for its national security. In-
dia’s economic dependencies on China could also poten-
tially allow Beijing to wield its economic influence as po-
litical leverage over New Delhi. However, the risks
associated with this dynamic appear to be more manage-
able for New Delhi. Nevertheless, the risk remains that In-
dia’s two axes of vulnerability could overlap and exacer-
bate each other.

Following the Galwan clash in 2020 and Rus-
sia’s full-scale invasion of Ukraine in 2022, India has tak-
en swifter and more decisive actions to address its asym-
metric dependencies on China and Russia. However,
these two events have essentially only reinforced exist-
ing trends in India’s economic and defense policies to-
ward China and Russia, respectively. These events have
not brought about an inflection point in these policies.
Moreover, it will likely take India several years, if not de-
cades, to significantly reduce its strategic and critical vul-
nerabilities.

Since the escalation of the border tensions
along the LAC in 2020, the Indian government has be-
come more willing to implement economic measures ex-
plicitly aimed at China. It has also shown a greater dedica-
tion to addressing the security implications that
potentially arise from economic reliance on Beijing. For
example, New Delhi is pursuing a de-risking approach to-
ward China. This includes restricting Chinese FDI and
market access, barring Chinese bids on 5G infrastructure
projects in India, protecting domestic manufacturing by
restricting the import of specific goods from China, and
launching incentive programs to increase domestic man-
ufacturing capabilities. These efforts are expected to per-
sist even if China and India reach a resolution for the on-
going border standoff. However, New Delhi has been
working toward increasing its domestic manufacturing
capabilities and limiting its dependence on China for
years. For example, India’s MIl and SRI initiatives were
both launched before the Galwan clash, and India’s deci-
sion not to join the RCEP took place in 2019.
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India’s efforts to address its strategic vulnerabili-
ties vis-a-vis China are a long-term endeavor with an un-
certain outcome. As it attempts to reduce its economic
reliance on China, India must navigate challenging trade-
offs between security concerns and economic and trade
interests. The measures the Indian government has put in
place since 2020 demonstrate the extent of New Delhi’s
interest in reducing its strategic vulnerabilities vis-d-vis
China. However, it is too early to tell if these actions will be
effective. India’s reliance on the Chinese market for several
critical product categories has increased since the Galwan
clash. For instance, India remains heavily reliant on China
for APIs and rare-earth minerals. Furthermore, even
though India has been successful in decreasing its reliance
on China for semiconductor imports, its dependence re-
mains critical: China still accounts for over 50 per cent of
semiconductor imports into India. If the Indian govern-
ment aimed to force China to restore the status quo ante
along the LAC through its economic measures, it has failed
to achieve its goal. China continues to occupy territory
claimed by India. However, New Delhi’s efforts that aimed
to restrict recent Chinese investments and acquisitions in
critical sectors in India have been more effective.

China’s economy will remain pivotal for India’s
economic growth. Experts agree that the overall struc-
ture of bilateral trade relations is not likely to undergo
fundamental changes in the near future. However, this
does not mean that India’s strategic vulnerabilities to-
ward China must necessarily increase. For instance, India
achieved some success in reducing its dependence on
China in certain product categories. There are also indica-
tors that can demonstrate whether India’s de-risking
strategy is working. For instance, these include a decrease
in overall relative imports from China, a continuous re-
duction in import dependence on China for critical prod-
uct categories, and an increase in the domestic produc
tion capability for relevant categories.

As noted, Russia’s full-scale invasion of Ukraine
has reinforced preexisting trends in New Delhi’s defense
relations with Moscow. For India, Russia has become a
less attractive partner for new defense procurement for
technological and strategic reasons. This trend has been
evident since the end of the Cold War. Major arms pro-
curement projects involving Russia appear unlikely at
present. India is also intensifying its efforts to indigenize
defense production and diversify arms imports.

In the short- to medium-term, India’s reliance on
Russia for spare parts and maintenance presents challeng-
es for which no comprehensive solutions are available. For
instance, significant supply disruptions have reduced the
operational readiness of India’s Su-30MKI| and MiG-29UPG
fleets. India can find partial solutions to this issue by sourc-
ing the relevant spare parts from countries that possess
Russian defense equipment and by increasing local pro-
duction. However, these solutions will only improve the
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availability of spare parts to a limited extent in the medi-
um term. This is because essential components must still
be sourced from Russia. An end to the war in Ukraine or an
easing of the sanctions regime imposed on Russia could
alleviate this predicament for New Delhi in the short term.
However, other developments could exacerbate the dan-
gers associated with India’s reliance on Russia for spare
parts and maintenance. These include the development of
closer Sino-Russian collaboration, coupled with Russia be-
coming more dependent on China. Such potential trends
are some of the primary reasons why New Delhi will seek
to maintain close ties with Moscow.

India’s critical vulnerabilities vis-a-vis Russia, in-
cluding those regarding defense platforms, spare parts,
and maintenance, will decrease only slowly. These vulner-
abilities are likely to persist as long as Russian primary
weapon systems remain in service within the Indian
Armed Forces, with estimates suggesting that this could
continue for several decades. To reduce its medium- and
long-term reliance on Russia, India has enhanced its ef-
forts to develop indigenous defense capabilities and fur-
ther diversify its arms imports. However, India’s domestic
arms industry is struggling to supply the Indian Armed
Forces with the advanced technologies and equipment it
requires to respond to increasingly tense security threats.
This suggests progress in indigenization is likely to be slow
and uncertain. More importantly, India’s reliance on for-
eign expertise, whether through direct imports or licensed
local production, is likely to persist in the near future.

Three trends for the future of India’s foreign
policy can be discerned from its handling of existing stra-
tegic and critical vulnerabilities with China and Russia.
First, the US and its allies and partners will play an in-
creasingly significant role for India in building its econom-
ic and military national power. Of particular importance
will be the other Quad countries: the US, Australia, and
Japan. External Affairs Minister Subrahmanyam Jaishan-
kar stated in his book, The India Way: Strategies for an Un-
certain World, that “the most impressive [Asian] growth
stories of the last 150 years have all been with the par-
ticipation of the West.”*** For this reason, he also sug-
gests that “India has to maintain a narrative in the United
States of its value, whether it is in terms of geopolitics,
shared challenges, market attractions, technology
strengths or burden-sharing.”*4*

In contrast, the relative importance of Russia
and China in India’s pursuit of its strategic foreign policy
objective —which is to develop into a major pole in a mul-
tipolar world — is diminishing. India’s increasing engage-
ment in the Quad contrasts with its more passive behav-
jor in the SCO and BRICS formats, which are dominated by
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China and Russia. For example, as chair of the SCO in July
2023, “India shifted the annual summit online, pointedly
refused a collective endorsement of the BRI, and slow-
walked efforts to extend security cooperation, crowding
the agenda with concerns such as traditional medicine
and digital inclusion.”**® Since the Galwan clash, there has
also been a shift in India’s economic policy toward China.
Prior to the clash, India had been more supportive of Chi-
na-led global economic organizations like the BRICS.
However, following the events of 2020, New Delhi has at-
tempted to counter Beijing’s economic tactics through bi-
lateral and multilateral actions.

Second, India’s cooperation with the US and its
allies and partners will face certain limitations due to
New Delhi’s strategic and critical vulnerabilities in rela-
tion to China and Russia. On the one hand, India will resist
the adoption of an overt collective strategy of Chinese
containment that involves the Quad.**” New Delhi’s cau-
tion over strategic cooperation with the US and the Quad
has diminished since the Galwan clash in 2020. However,
Indian strategic elites continue to resist further institu-
tionalizing the Quad along hard security lines.**® This has
been expressed in both words and deeds. For instance, ac-
cording to Harsh Vardhan Shringla, who was India’s for-
eign secretary at the time of the Galwan clash, for India
the Quad “does not stand against something, ... it stands
for something which is positive.” He suggests that this
“should put to rest any speculation about [the] Quad’s ac-
tivities [being] directed against any States or others.”#
India has also formally uncoupled the expanded Malabar
naval exercise, involving the US, India, Japan, and Austra-
lia, from the Quad.**° Furthermore, New Delhi did not par-
ticipate in the July 2023 Talisman Saber military exercise
between the US and Australia in the lead-up to the G-20
Summit. Purportedly, this was to avoid offending Bei-
jing.*s* According to one observer, this stance concerning
collective security and the Quad “stems from Indian mis-
apprehensions about a punitive response from Beijing if
New Delhi is seen to be actively and explicitly supporting
US-led containment efforts.”**

Moreover, India’s defense relationship with Rus-
sia sets certain limits to levels of technology exchange
and interoperability with the US and in the Quad. For in-
stance, Russian intelligence and surveillance systems,
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such as elements of the S-400 system, pose a possible se-
curity risk to the US due to their potential capacity to col-
lect information on advanced US technology.*** India’s
Russian-made systems and US systems are also not tech-
nologically compatible, making interoperability challeng-
ing. While US alliance partnerships with Japan and Aus-
tralia facilitate extensive technological exchanges among
these nations, the above factors will likely constrain coop-
eration with India.

Finally, India’s political and strategic influence
at the global level is likely to further increase in the years
ahead, including when it comes to negotiating new forms
of order in the Indo-Pacific. However, its rise is likely to be
constrained by significant challenges in the economic and
defense domains. India’s strategic and critical vulnerabili-
ties vis-a-vis China and Russia reflect larger structural
problems. Despite India’s comparatively robust economic
growth figures, major economic challenges remain in
terms of education, poverty, employment, and health.
Hence, Wagner argues that India’s rise might rest “on feet
of clay.”*** For instance, the service sector is growing in
importance in India’s economy. However, the agricultural
sector still employs almost 43 per cent of the country’s
total labor force, even though it only contributes 20.2 per
cent to India’s GDP.*** Efforts to address this have also
faced challenges. For instance, the agricultural sector lib-
eralization reforms initiated by the Modi government in
2020 were retracted due to a year-long demonstration by
Indian farmers. Since 2014, the Modi government has also
been attempting to boost the manufacturing sector’s
contribution to the GDP, with the aim to increase it to
over 14 per cent. Thus far, these efforts have been unsuc-
cessful. Lastly, India is presently benefitting from global
diversification efforts related to growing tensions be-
tween the US and China. For example, this includes Ap-
ple’s expansion of production in the country. However,
India could lose the opportunity to benefit from this situ-
ation. This would be the case if economic conditions in
the country prove to be too challenging compared to oth-
er countries, such as Vietnam, in the medium term.

India’s challenges in the defense domain are in-
tricately connected to its economic prospects. The expan-
sion of its domestic defense industry’s capabilities and
the modernization of its armed forces necessitate signifi-
cant financial resources. However, India’s defense budget
as a percentage of its GDP and total government expendi-
ture has unmistakably declined over the last decade.*®
Furthermore, India’s efforts to modernize its armed forces
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and enhance its domestic defense-industrial base remain
restricted due to rising costs related to personnel and
pensions. Currently, 53 per cent of the defense budget is
allocated to these areas. As a result of these and other is-
sues, India is likely to continue depending extensively on
foreign expertise and equipment in the coming decades,
including direct imports and the domestic production of
arms under license. This may result in India developing
new vulnerabilities.
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