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REALPOLITIK AND GEOPOLITICS

By Praveen Jagwani, CFA

15T NS

4 <

. = =

- R . .99
__J In international relations, there are no permanent friends or permanent enemies,
only permanent interests. - Lord Palmerston

The strategic interests of the West and those of India are rapidly converging given the global anxiety about the
rising military and economic threat from Russia and China.

Socio-Economic Context

For the past four decades, the West has been experiencing three problematic macro trends: aging population, a
shrinking middle class, and declining labour productivity. Having fewer and less productive people typically leads
to a deterioration of the standard of living. Yet, thanks to abundant Russian oil and cheap Chinese-made goods,
the West managed to postpone such a fate during the past two decades.

However, the West now faces
unprecedented inflation due to a
confluence of four factors: US-China
trade wars, pandemic led supply-chain
disruptions, Commodity price hikes
caused by the Ukraine invasion and the
ultra-loose monetary policy of the past
decade. In the meantime, the US has
gradually become the biggest oil
producer in the world and improved its
energy security, but Europe maintained
its addiction to Russian oil until very
recently. Furthermore, both US & Europe
continue to depend heavily on China -
for its low-cost manufacturing as well as
its large domestic market.
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Given the current geopolitical battle lines, the West needs to wean off its dependency on Russia and China for a
sustainable future. The West needs a new crutch to provide its people with a tolerable standard of living and to
fight inflation. India has the potential to become this new crutch during this decade: as a reliable supplier of
refined petroleum products, for low-cost manufacturing at scale, and as the largest consuming middle-class in
the world.

Energy Battles

The battle for crude oil is only half the story when it comes to energy security. The other half is the politics of
refined petroleum products (RPP) - primarily gasoline(petrol), diesel, and jet fuel. RPP has a direct impact on
inflation, interest rates and approval ratings of political leadership.
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India has the fourth largest refining capacity in the world, and it is the 3rd largest exporter of RPP after US and
Russia. Numerically Netherlands and Singapore claim larger exports than India, but both those countries are
. - . transhipment centres in shipping rather
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20 than refiners. China is a marginal player
in global exports of RPP. It refines mostly
for domestic use.
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In dollar terms, RPP is India’s biggest

10 export and strategically this makes India
critical for political and economic

5 stability of the West. This is the main

reason why the West has not sanctioned

India for continuing to buy Russian

A crude, that too at heavily discounted
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Source: Statistical Review of World Energy 2022 by BP India’s import mix making India the
biggest buyer of Russian crude.

General Elections 2024

India, now the most populous country in the world, will hold national elections in 2024. BIP, the incumbent
political party is expected to win again since there is no credible opposition to them. Mr Modi is likely to return as
the Prime Minister for an unprecedented third term.

Prime Minister Modi seems to have found the perfect balance between realpolitik and structural reforms. He
pushed through tax-reforms and digitization but pulled back on agricultural reforms when politically expedient.
While media has often characterized Mr.
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participate in the voting process, unlike
their urban counterparts. Thus, we are reasonably confident that the BJP and Mr Modi will win again next year.

Summary

India is an English-speaking liberal democracy with a robust framework of regulations and institutions. That
alone makes it a lot more relatable and reliable than the opaque and repressive regimes of China and Russia. The
West needs India’s mojo to prolong its own youth.

India, soon to be the world’s third biggest economy, needs access to Western capital and technology to catalyse
its own growth agenda and to manage the aggressive Chinese influence in Asia. A logical next step would be for
the West to integrate India into the G-7, a bloc of leading democracies that seek to preserve a rules-based global
order.

This symbiotic partnership between India and the West will inevitably make India a sustainable investment
destination.
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