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HOW FEDERALISM INFLUENCES
INDIA'S DOMESTIC POLITICS OF
WTO ENGAGEMENT

(And Is ltself Affected in the Process)

Rob Jenkins

———————————

————————

Abstract
india’s federal system has significantly i i
i ly Iinfluenced the way in which domesti
.pOIIFlcal forces have reacted to the “muMtilateralization” (via World Trade Orgz:-:
gftlon agreerpgr_ns) of key areas of policymaking, particularly agriculture
ate-level politicians tend to view World Trade Organization-related matters;

through regional lenses. In the process, Indi ism i
t : . » Indian faderalism itsalf h -
jected to certain, sometimes contradictory, changes. e boen sub

I. Introeduction

. This paper examines one aspect i
ship between globalization and federalism, Thge Wo?r{c;h ;rz?il:lg?g(aﬁ:?t?:r;
(WTO) has bgcome a potent symbol of at least one dimension of globaliza-
tion: the multilateralization of national policymaking, a process by which is-
sues that were once purely of domestic concern have become subjected to
mtergovernmental discipline, India’s engagement with the system of multi
llateral trade governance negotiated and administered through the WTO s
influenced by many factors, including the sectoral composition of the Indiali
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ecopomy and the prevailing international distribution of negotiating power.
India’s willingness to participate in official WTO processes, and its position
on specific sectoral and institutional negotiations, is also affected by trends in
the domestic political sphere, as it is in any country. This paper argues that
one characteristic of India’s political system—the federal ordering of power
and representation—has a particularly strong impact on the way in which
forces in.domestic politics react to the policy changes wrought by WTO
agreements. Thus, the institutions of federalism play a crucial mediating role
between at least one aspect of globalization (the WTO) and the realm of
domestic politics. The paper also contends that in the process of performing
this function, federalism itself undergoes significant changes. Thus, the im-
pact of globalization on federalism—and perhaps other domestic institutions
as well—is indirect: it is animated by politics, The nature of the impact,
moreover, is inherently ambiguons: while India’s engagement with the WTO
has unleashed political forces that have placed its federal institutions under
great strain, this engagement has also contributed to a corresponding process
of re-institutionalization.

The remainder of the paper is organized as follows. Section IL. briefly
surveys the range of potential linkages between giobalization and federalism.
Section HI. examines the process by which the federal system influences the
domestic political response to India’s engagement with the WTO. Section
TV. analyzes the ways in which, in the process of playing these mediating
roles, federalism itself is affected. Section V. reviews the evidence and ad-
dresses briefly some potential implications of the arguments advanced.

1. Where Federalism and Globalization
Intersect

The importance of federal institutions for studying the nature of democratic
politics is supported by Alfred Stepan’s observation that of *the total number
of people who live in long-standing democracies, the majority of them live in
federal systems” Moreover, he reminds us that among “relatively long-
standing (if often troubled) multinational and multilingual democracies, all
the polities that fall most clearly into this category are federal.”t

For, this reason alone, it is important to lock at the federal dimension of
global processes: if we are interested in how democracies respond to these
forces, then democracy’s tendency toward a federal form makes this a highly
relevant analytical parameter. In addition, there is a large literature on the
response of subnational arenas 1o global economic and political forces. Much

1. Alfred Stepan, Arguing Comparative Politics (Oxford: Oxford University Press, 2001),
chapter 15, “Toward a New Comparative Politics of Federalism, (Multi)Nationalism, and De-
mocracy: Beyond Rikerian Federalism,” p. 315, emphasis in original.
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of this has to do with issues of nationalism, but a good deal is focused on
political ecoriomy. The “extreme globalization theorist”2 Kenichi Ohmae, for

instance, has long touted the benefits of region-states, which are cither rola-
tively autonomous provinces from individual nation-states, or an agglomera-
tion of such units from two or more neighboring nation-states.> Ohmae

argucs that these geographical clusters are in many cases potential engines of

huge regional economic growth. Furthermore, the emergence of these infor-
mal trans-border economic zones—found, for instance, where Singapore and
parts of Malaysia meet—is a reflection of “natural” economic forces at work,
straining at the unnatural constraints posed by nationa) regulations.*

There are many points at which globalization and the institutions of federal
democracy intersect, both theoretically, and in the case of India. One reason
why is that both federalism and globalization are terms that denote constantly
evolving processes-—globalization more obviously so, but federalism as well,
in two senses: first, in that federal institutions are under a regime of continu-
ous reform; and second, in the sense that the political relations that underlie
center-state negotiations (often of a partisan nature) produce a systemic bias
toward change, rather than stasis, within intergovernmental bodies.

Indeed. this is one of the reasons why federalism has never been a single,
clearly definable entity, either in theory or practice. Its animating ideas and
legal basis have varied from place to place, and the dominant forms of feder-
alism have differed from one era to the next, Conceptual distinctions de-
signed to convey key differences among various forms of federalism, from
the German “cooperative” model to the American “competitive” approach—
have inevitably failed to capture the many complex contingencies and histori-
cal accidents that have nurtured actvally existing federalisms into their
messy, contradictory selves.

Moreaver, federal polities have a habit of changing over time, mutating to
adapt to new circumstances, Oscillation in the United States between en-
hanced federal regulatory power and the reassertion of states’ rights has be-
come a regular feature of American politics, and indeed a characteristic of the
country’s federal system. Other countries have deviated strongly in practice
from the principles set forth in their constitutions. Spanish federalism created
litde room for provincial autonomy under the post-Franco Constitution, but it

2. So characlerized in Paul Hirst and Grahame Thompson, Globalization in Question (Cam-
bricige: Polity, 1996).

3. Kenichi Ohmae, “The Risc of the Region State,” Foreign Affairs 72:2 {Spring 1993),

4. Kenichi Ohmae, The End of the Nation State: The Rise of Regional Economies (New York:
Free Press, 1995).

5. It is worth noting that there is disagreement between Stepan and Riker on this point. See
Stepan, Arguing Comparative Politics, chapter 15, section entitled “Federalism and the Patential
for a Structuratly Induced Policy Status Quo,” p. 337.
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has evolved to accommodate regional aspirations, and is now one of the pre-
erninent examples of asymmetrical federalism in which the powers enjoyed
by individual subnational units vary from province to provingce.®

Even if, bearing this fluidity in mind, one cxamines just a small subset of
potential globalization-federalism relationships—that is, potential areas of
mutual (or unidirectional) impact in which globalization affects federalism or
vice versa—even in such a narrowed field, there are several subspecies that
need to be distinguished.

Financial integration is one dimension of globalization that has penetrated
the core of domestic federal systems. The role of the international financial
institutions (IFIs)—the International Monetary Fund (TMF), the World Bank,
and the smaller regional development banks like the Asian Development
Bank (ADB)—looms large. In late 2001, just months before Argentina’s
econcmy and much of its formal political sphere finally went into tree fall,
the provincial level of the country’s dysfunctional system of public finance
had the attention of IMF officials. As part of a short-term IMF bailout pack-
age approved in August 2001, Argentina’s government, in addition to agree-
ing to punish tax evaders, promised the IMF that it would pass legislation to
reform provincial finances.” On the one hand, this episode reflects the grow-
ing power of global financial institutions: it demonstrates their ability to pen-
etrate beyond the central state—in fact, to bypass the national level in some
cases—and their capacity to demand reforms that affect relations between
tiers within domestic constitutional systems. On the other hand, the very fact
that the IFIs had to resort to this level of interference reveals how vulnerable
these external interventions are to the vagaries of a federal system, where
power is dispersed and policies are affected by multilevel trade-offs. Federal
systems, in other words, create additional incentive distortions, which make
the political implications of competing policy alternatives even more difficult
to predict than they are in the case of unitary political systems.

&. Seon after the advent of universal-franchise democracy in South Africa, asymmetrical fed-
eralism becarne of great interest to politicians of the Western Cape provincial government (ruled
at the lime by the National Party, which was in opposition st the national level). Having con-
sulted academic literature on federalism, the provincial administration's officials were particu-
larly eager ta learn how Spanish-style develutionary tendencies emerged. The National Pa:rty
and the provincial government argned for changes in South Africa’s form of federalism, which
denied them subsiantial authority over key governance functions such as taxation, spending, and
law and order. Interview with Constitutional Advisor to the Western Cape Provincial Legisia-
ture, Cape Town, March 3, 1597,

7. *The Austerity Diet,” Economist, August 25, 2001, p. 47.
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So the financial aspect of globalization has at least some impact on federai-
ism, even if the nature of this impact is the subject of much debate. IFT
programs can, after all, be either the means by which federal financial agree-
ments favorable to provinces have their terms rebalanced in favor of central
authorities,” as they have in this example from Argentina (under the regime
that the IMF sought to dismantle, Argentina’s states were given a guaranteed
minimum menthly transfer of $1.35 billion, an entitlement the states were
ultimately to lose}, or IFIs can serve as a catalyst for enhanced provincial and
local-level autonomy, as witnessed by many IFI-funded decentralization pro-
grams. 19

The prologue to the breakdown of Argentina’s economic sysiem also, by
implication, reveals that the direction of causality runs in reverse as well.
That is, specific features of Argentina’s federal institutions—in this case, the
rules governing fiscal relations—were also a key factor explaining Argen-
tina's adverse reaction Lo giobal financial integration,!! Arguably, the brittle-
ness of Argentina’s federal resource settlement, and the inflexibility of the
structures designed to refine it over time, increased Argentina’s vulnerability
to shifting trends in private and official trans-border capital flows. In short,
federalism can affect a country’s engagement with global processes as much
as global institutions and commitments can influence the shape of federal
institutions or central-provincial relations,

Nothing quite so drastic or direct has taken place in the case of Indian
federalism. It is true that international organizations like the World Bank are

8. See, for example, Lawrence Sace, “Globalization and Federalism in Emerging Mariets,”
paper prepared for the annual meeting of the American Political Science Association, San Fran-
cisco, August 29-September 2, 2001,

9. By mid-2002, Argentinean federalism appeared likely to undergo even more extreme forms
of transformation. Proposalg to fuse two provinces, Neuquén and Rio Negro, appeared to some
analysis (such as one quoted in the magazine Parliamentarir) to be a sign “of the possibility
that certain provinces are grouping themselves together as the first step toward an eventual inde-
pendence from Argentina,” in the form of a proposed stale of Patagonia. See *Some in Argen-
tina See Secession as the Answer to Economic Peril,” New York Times, August 27, 2002,

10. The tension between the decentralizing and recentrakizing tendencies in programs sup-
ported by international aid is highlighted in Anne Marie Goerz and Rob Jenkins, “Creating a
Framework for Redueing Poverty: Institutional and Process Issues in Uganda’s National Devel-
opment Policy,” Report Submitted to the World Bank-chaired Strategic Parnership with Africa
Working Group on Poverty and Social Policy (Paris, November 1999),

1. The global-provincial interaction, which has received far less attention than the global-
local dialectic, affects functions beyond finance—though money is almost always an issue—and
international bodies beyond the international financial institutions. The U.N.'s Global Fund to
Fight AIDS, Tuberculosis, and Malaria ran into conflict with the government of South Africa
{and with the provincial government of KwaZulu Natal (KZN]) when the fuad sought to disburse
allocations directly 1o the KZN government, bypassing both the central government’s authority
and s, unorthodox appreach te AIDS policy. See “Mbeki Minister Attacks UN Fund's AIDS
Grant,” Guardian, July 22, 2002,
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increasingly orienting their programs toward the activities, policy processes,
and reform programs of state-level governments, as they have in a number of
other federal countries. But there is no sense in which IFIs have intervened
directly in the redesign of federal structures or resource settlements.!?

This does not mean that commentators on Indian politics and economics do
not often see links between globalization and the federal system. Following
the creation, in 2000, of three new states (each carved from one of three
much larger existing states), some analysts argued that the new states c‘m"ed
their creation, in greater or lesser measure, to the (paradoxical) decentralizing
tendencies of globalization. This argument has taken two forms. The first is
related to Ohmae's notion of regional economies, where the creation of an
economic niche requires control over resources and investment decisions.
The second form of the argument maintains that globalization has had an
effect—in two of the three new states, at least—on the process by which
subnational regions have asserted themselves politically.!® Tribal groups in
the two new (tribal-majority) states of Jharkhand and Chattisgarh have stated
their claims for subnational recognition in global non-governmental forums,
borrowing inspiration and support from struggles of indigenous people ‘in
other countries.!* Through this sort of international networking among social
movements, federalism finds itself at the receiving end of many intangible
incamations of globalization,

Slightly less tenuous in nature arc a number of other connections bctw.'cen
the process of global economic integration and facets of Indian federahs_m.
Even these links are not particularly direct. Liberalized rules on inward in-
vestment, part of a conscious strategy to increase India’s exposure to (.and
participation in}) global economic flows, have placed much de facte decision-
making authority in the hands of state governments. As former Finance Sec-
retary Montek Singh Ahluwalia has argued, “[l]iberalisation has reduced the
degree of control exercised by the centre in many areas, leaving much greater
scope for state level initiatives. This is particularly true as far as att.ractullg
investment . . . is concerned.”'¥ Official clearance from New Delhi is stilt
required for many foreign direct investments, but the relative importance of

12, The effects have been indirect: fiscal adjustment has created incentives for the central
governmant 10 shift a dispropornionate share of the budgetary pain onto state gove_mments. .

3. An argument advanced by a number of intellectuals, it is defivered in modified form in
Sukumar Muralidharan, “The Birth of Three States,” Frontline (Chennal), August 19, 2000. An
alternative perspective is furnished by Amit Prakash, Jharkhand: Politics of Develapment and
Identity (New Delhi: Oricnt Longman, 2001).

14, India’s tribal organizations have, for instance, played important roles in the development
of the U.N. Declaration on the Rights of Indigenous Pecples, a draft document awaiting adeption
by a quorum of member-states, .

15, Montek Singh Ahfuwaliz, “Economic Performance and States in Posl-Reforms Period,'”
Economic and Political Weekly (Mumbai), May 6, 2000, p. 1637.
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state governments has increased dramatically since 1991. As a result, states
must now compete with one another for private investment, both Indian and
foreign. This has been the subject of considerable research, including work
that stresses the role of institutional legacies in explaining the differential
performance of states,'S and those based on a more inductive method.!?

The considerable powers assigned to the states by the Constitution also
mean that state governments are often blamed by both Indian and foreign
critics for many of the failures in India’s economic performance during liber-
alization,'® One typical commentary argued that state-level incapacity would
prevent the central government from realizing an ambitious plan, announced
in 2002, to create a series of agricultural export zones (AEZs). The problem
was that “much of the implementation on the ground, including identification
of products via a cluster approach . . . and development of a comprehensive
package of services, will have to be done by the state governments, , , .19

At the same time, certain aspects of Indian federalism have helped facili-
tate India’s integration into the global economy. Three are particularly im-
portant. Economically, competition among states to attract private-sector
investment compels state governments to ease the regulatory burdens facing
firms, provide them better infrastructure, and reduce the taxes they must pay.
Administratively, best practice in governance reform can be diffused through
demonstration effects. Politically, divisions among state-level political elites
have served to lessen the impact of anti-liberalization constituencies within
and outside the state, disrupting the potential for collective action from key
groups, which could thwart reform.20

These kinds of dynamic effects, typical of multilevel governance, remind
us that, as Aseema Sinha put it, “National policies are not exhausted at the
central level but are a combined product of incentives created by central and

16, Aseema Sinha, “Ideas, Interests and Institutions in Policy Change: A Comparison of West
Bengal and Gujarat,” in Regional Reflections: Comparing Politics Across India’s States, ad, Rob
Jenkins (Delhi: Oxford University Press, forthcoming).

17. Suresh Babu, “Competition and Competitiveness among Siates,” Economic and Political
Weekly (Mumbai), March 30, 2002, pp. 1281-84,

18. At other times, public sentiment blames the central government for sfoughing its responsi-
bilities onto state governments, especially on difficult political matters that national politicians
would rather not deal with directly. For instance, the Securities and Exchange Board of India
(SEBI) stated that it was up to state governments to track down the con men who promoted what
in India are cailed “vanishing’companies”—paper ventures in which the promoters and funds g0
missing, Every serious observer knew that this was equivalent to letting the promoters of these
companies go free, since most of them have “political protection™ at the state level. See “SEBI
Passes Buck to State Governments,” Indian Express (New Delhi), January 25, 2000.

19. “Agricultural Exports: Good Intentions, but , , " (editorial), Economic and Political
Weekly (Mumbai), April 27, 2002.

20. Rob Jenkins, Democratic Politics and Fconamic Reform in India (Cambridge: Cambridge
University Press, 1999), chapter 6.
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regional institutions.”! In Sinha's account, the emphasis is placed, rightly,
on the contingent political calculus facing elites in these systems: “National
economic policy is the combined product of central rules, sub-national varia-
tion in institutions, [and] divergent political choices arising out of varying
regional incentives.” The result is that the “territorial separation of political
incentives created by federalism and democracy has direct impact on the na-
ture of the national policy framework,™?? These effects, as we shall see, be-
come further complicated in the context of multilateral engagement and
government attempts to observe, in as politically costless a fashien as possi-
ble, the resulting legal obligations.

The actors affected, moreover, are not just geverning elites or economi-
cally defined interest groups. As D. L. Sheth has observed, both globaliza-
tion and the reaction to globalization have, at times, assumed prominent
places within state and local political arenas.

The new social movements, active at the grass roots of Indian politics for over
three decades now . . . are now also locked in conflicts with the institutions and
organizations representing the global cconomic and political power. The global
structures , ., have begun to penetrate local spaces withou much mediwion, either
by way of protection or control from the State’s centralized institutions of planning
and bureaucracy. . . . The result is, locai politics has become a variegated scene of
conflict and collaboration with global economic structures , . . epitomized recently
by [multinational food products corporation Cargill] winding up its operations in
the face of farmers’ agitation in the south of India and Pepsi Foods acquiring a
durable foothold in Punjab largely due to the cooperation it received from the
farmers’ lobby in that State.23

The final line of what is otherwise a passage about local politics reveals the
critical importance of the state level, or rather state-level aggregations of po-
litical influence—another theme to which we will retum,

ill. How Federalism Influences the
Politics of India’s WTO Engagement
India’s engagement with the WTO consists of both () its agreement to multi-
lateral rules and (b) its ongoing diplomatic activity within the institution. In-
dia’s diplomatic activity comprises both the agenda the country has sought to
advance through negotiating strategies, and India's role within other WO

21. Asecma Sinha, The Regional Roots of Developmental Politics in India: A Divided Levia-
thar (Bloomington, Indiana: University of Indiana Press, forthcoming), chapter 1.

22. Ibid.

23. D. L. Sheth, “Globalizing Democracy versus Deepening of Democracy: The Post-Cold
‘War Discourse,” paper for the Lokayan seminar on “Globalization and South Asia,” Centre for
the Study of Developing Societies, Delhi, August 29-31, 2001.




606 ASIAN SURVEY, VOL, XLIII, NO. 4, IULY/AUGUST 2003

processes such as trade policy reviews, the use of WTO procedures to resolve
trade disputes with other member states, and participation in deliberations on
how to improve the faimess of the WTOs structures and operating proce-
dures.?*

Engagement results in specific legal commitments that narrow government
policy options on many tariff and non-tariff issues, and that also, naturally,
prompt domestic political reaction to the government’s diptomatic activity.
Domestic political activity in India has addressed questions such as whether
India should have agreed to existing rules, and whether stated objectives on
issues currently under negotiation are sinccre, likely to be effective, and/or
are biased toward the interests of certain social groups.

Many factors shape the way in which WTO engagement is “received” po-
litically, The framework of ideas, interests, and institutions is wseful here.
The interplay of ideas about markets, trade, sovereignty, democracy—and a
host of other relevant subjects---are important determinants of political recep-
tion.?% So is the configuration of interest groups, however defined. A third
factor, institutions, operates in at least two ways. First, domestic political
institutions play an important role by shaping the configuration and influence
of interest groups. And, second, international institutions can shape the ideo-
logical environment in which political and economic ideas can be aired, de-
bated, reformulated, and codified.

Ome domestic institution that has received inadeqvate attention in under-
standing the political reaction to the WTO in India is the country’s federal
system: the constitutionally sanctioned division of responsibilities between
the national and subnational tiers of the Indian state. ‘There is much disagree-
ment among specialists on how to define Indian federalism, with some con-
stitutional experts referring to India as a quasi-federation or a unitary polity
with federal features. While the comparative study of federal systems is a
worthwhile enterprise, and the taxonomies thereby devised do have a bearing
on the functioning of India’s policy-making process, these cfforts are not cru-
cial to the arguments advanced in this paper. For (he purposes of this analy-
sis, India's federal system comprises all of the institutional forms stemming
from the basic division of responsibilities, including elections at both the cen-
tral and state levels, the cxistence of government machinery at each tier, and

24, On proposed reforms to the Dispute Seitlement Mechanism, see Rob Jenkins, “The WT'O
and Democratic Accountability: The Case of the Dispute Settlement Systern,” in Governance
and Democraiic Legitimucy: Fransnational, European and Multilevel Issues, eds. Arthur Benz.
and Yannis Papadopoulous (London: ECPR/Routledge, forthcoming),

25. The role of ideas and ideologies in the politics of Liberalization is addressed in Rob Jen-
kins, “The Ideclogically Embedded Market: Political Legitimation and Economic Reform in In-
dia,” in Markets in Context, eds. Mark Bevir and Frank Trentmann (Cambridge: Cambridge
University Press, forthcoming).

ROB JENKINS 607

institutions for regulating relations between the two levels, such as the Fi-
pance Commission, the Inter-State Council, and the National Development
Council.

There are three main ways in which federalism shapes the pelitical recep-
tion of the WTO in India. The first is the extent to which WTO agreements
negotiated and agreed to by the central government in 1994 (under Prime
Minister P. V. Narasimha Rao of the Congress Party) are seen to constrain
the rights of state governments to make policy in areas of competence as-
signed to them under India’s Constitution. The perceived usurpation of
states’ rights over agricultural policy in particular has engendered open con-
flict between political elites operating at the two levels of the federal system.

Some state governments have, in fact, taken the government of India to
court, demanding a reinstatement of the constitutionally mandated division of
powers between the central and state governments in which agriculture is
categorized as a state subject.2® This would, in effect, require the govem-
ment of India to renounce its commitments under the WTO's Agreement on
Agriculture (AoA), on the grounds that it lacked the authority to ensure their
fulfillment. Legally, the states’ case faces almost insurmountable hurdles,
Indian jurisprudence having tended toward affirmation of the central govern-
ment’s treaty-making power, partly on the grounds that parliamentary ratifi-
cation of treaties encompasses state-level representation, both through the
territorial electoral constituencies that send delegates from states to the lower
house, as well as through the direct role of the states in sending representa-
tives to the upper chamber.

But politically speaking, the states’ challenge is less easily dismissed,
Though holding out little chance of success, leading politicians from state-
level ruling parties continue to contest the legality of the government of In-
dia’s actions at the WTO. Punjab, West Bengal, and Tamil Nadu, among
others, have pressed on with their litigation.?” That these legal challenges are
driven by partisan electoral considerations—modified by the institutional
context of a federal division of powers—can be seen in the political uses to
which they have been put. In late 2001 and early 2002, Punjab’s Shiromani
Akali Dal (SAD) made anti-WTO rhetoric a mainstay of its reelection cam-
paign in the run-up to state assembly elections. Senior ministers and party
leaders vepeatedly told public rallies of the SAD’s intention to pursue further
its complaint against the government of India in the Supreme Court.

26. The Indian Constitution divides areas of competence into three categories: the state list,
the central list, and the concurrent {(or shared) list.

27, Tamil Nadu was permitted by the court in late 2001 to update its eriginal position. This
was significant in that it made admissible information on government activitics affer the signing
of the Uruguay Round Agreements (URAs). Business Standard (New Delhi), December 5,
2001,
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The motivation behind this and other suits has less to do with state govern-
ments’ reverence for constitutional norms than it does with their desire 1o
underline, in a classically public way, through a court of law, the “powerless-
ness” of state governments in the face of the central government’s “capitula-
tion” to the “diktats” of the “IMF-World Bank-WTO combine."2® Politicians
operating within India’s federal system know that the apportionment of
blame for unpopular policies (or negatively perceived outcomes) is an in-
tensely political matter.2® Whether it is the central government or the state
government that incurs the voters' wrath is at least partly determined by the
relative success of partisan forces in shaping public opinion. It is not a given.
Even when the center is, objectively speaking, mainly responsible for a pol-
icy change, it is often state governments that feel the petitical backlash for
the policy’s results, or in some cases, its mere enactment, Partly, this is be-
cause stale government, for many interest groups, is the only remotely acces-
sible actor. In other cases, state govemments manage to blame the center,
Justifiably or not, for the ills that beset their regions.

An example that encapsulates the disingenousness involved in this recipro-
cal blame-shifting between the central and state governments concems loan
agreements concluded between the World Bank and the Andhra Pradesh gov-
ernment. The central government, ruled by the Bharatiya Janata Party (BJP),
complains that Andhra Pradesh is going deeper into debt as a result of fiscal
profligacy, while the state government, ruled by the Telugn Desam Party
(TDP), counters that the state’s fiscal crisis has been caused by reductions in
net financial transfers from the central government. Both claims are at least
partly true. The Congress Party, which is the main opposition party in both
the national parliament and the Andhra Pradesh legislature, entered the fray
by stating that Andhra Pradesh’s World Bank programs wouid destroy the
state’s economy. Both the increased debt burden and the liberalization poli-
cies contained within the programs are, according to the Congress, leading
the stute down the same “disastrous path taken by ... Argentina.”3 The
Congress leaders issuing this statement have neglected to mention that it was
their party, when in power at the national level, which introduced both the
process of economic liberalization and the fiscal policies that have caused
such difficulties for India’s states.

28. These are commonly used expressions in Indian political commentary, deployed from the
left and right equally. Qn one notable occasion, all three quoted words/phrases were used hy a
senior BIP member of parliament and ideclogue in an interview with the author, March 3, 2002,
New Delhi.

29, The federal politics of blame is played out on a range of domestic policy issues—for
instance, responsibility for cases of starvation in Rajasthan during 2002-03. Sce “Huager
Deaths in Baran,”" Froatline (Chennai), November 23, 2002,

30. See “AP Going the Argentina Way: Cong.,” The Hindu (Chennai), February 13, 2002.
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This example also underscores the fact that wiFhin those states ruled by
parties different from those in power in New Delhi, and that, in some cases,
are their rivals in state-level elections, there are even more powerful incen-
tives for state-level ruling parties to blame Lk‘ue central government for n?ga‘;
tive impacts, and vice versa. Governing elites at both.levels !nust (ée an
against charges that the globalization of the economy is harrmr]l(g Or! fmary
people. As K. C. Suri has observed, ™. . . even in the time of market reforms
. . . rival political parties have to compete against each Oﬂ'.lel' in prOJectLI;gl
themselves as protectors of the interests of the poor and the disadvantaged. ;
The federal organization of governmental alfth.onty‘thus adds another layer o
complexity to familiar political games. It is in IhlS- sense that the dorflest;c
political reaction to India’s multilateral engagement is nc.“he.r a 'matter simply
of partisan oneupmanship, nor purely an cutcome of the mst:tu.tmnal'cnvtl;on-
ment created by federalism, but rather a product of the way in which these
wwo factors work in combination. .

In recent years, state-level ruling partics have ba-f:ome more effec.uve at
shifting political blame for various negative economic trt:,nds, ofﬂoadmg :ﬁ-
sponsibility to the main party in the central govemn-lent S.l'l:lllltlpal'ty coali-
tion. This is in large part a consequence of changes in India’s party system.
As Zoya Hasan puts it, . . . the 1990s were cha‘r?ctcnscd by. L_he cir:gergence
of the state [level] as the effective arena of political competition. States
were more likely to develop their own idiosyncratic state-level part)-/ systerl'ns.
Regional parties have proliferated. Muny are offshoots of a]l-lfndla partu:s;
Regional parties have not only become more successful_ at capturing power a
the state level through victories in elections to st.ate legisiatures, they_ are also

capturing many more parliamentary seats in their horne states. ]?rec1se13_( b:i
cause regional parties have cut into their countrywide seat tallies, nah_t:ma1
parties now rely on the many small clutches of MP§ ccln:ltro;lcd by region:
parties in order to cobble together parliamentary 1:na_|ont1es. )

The implication of these (by now wel]-esta!a!nshcd) trends is that c\lfcn
when a regional party supports the nationai. coalmon_ governm.ent (by d.ec Zr—
ing its MPs’ backing, or even participating in the cab%n.et). regmn.al parules cd>
not necessarily feel constrained in the forms of political rhetoric employe

3L K C.. Suri, “Democratic Process and Electoral Politics in Andhra Pradesh” (London:
Overseas Development Institute, 2001), 3 -

32, Zoya Hasan, “Introduction: Conflict, Pluralism and the Coml?cuuve Party 'Systc.:m in In:
dia "'in Parties and Party Pelitics in India, ed. Zoya Hasan (Delhi: Oxford University Press,
2002), p. 27 ) i

33 lEor an analysis of this trend, see E. Sridharan, “The Fragmentatm‘n of the Indian Pary
?ysu:lm 1952-1999," pp. 475-503, and Balveer Arora, “The Political Parties and L.he P;IdnrtyPSys-
tem: The Emergence of New Coalitions,” pp. 504-32, both in Hasan, ed., Parties a arty

Politics in India,
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“back home” in their respective states. Unlike state-level units of centrally
managed national parties, the regional parties, which now play such a large
role in the fluid environment of national coalition politics, cannot be silenced
as casily. Indeed, the main competing national parties (the Congress Party
and the BJP) are desperate enough for the parliamentary backing of regional
parties that they will countenance even fairly high levels of criticism on con-
tentious issues (like India’s engagement at the WTO) from their regional al-
lies. The positions staked cut by regional parties may involve not only policy
differences with the central government on trade and multilateralized sectoral
issues, like agriculture, but also outright attacks on the central government’s
handling of multitateral diplomacy more generally, and even opposition to
continued engagement with the WTO at all.

The second way in which India’s federal institutional structure influences
the politics of its WTO engagement concerns outcomes rather than process,
The econcmic impact of a given WTO rule or set of rules can vary signifi-
cantly from state to state. This is primarily because the rules with the most
direct effects are mainly sector-specific. Since certain sectors (and sub-scc-
tors) are concentrated in particular states, representing either a large percent-
age of a state’s economy or a large percentage of total national production in
the sector, it is not surprising that the way states are affected by WTO agree-
ments (or at least how politicians in these states are perceived) depends
chiefly on the states’ regional economic profiles.

The share of the agriculture sector in total economic output varies from
state to state in India, as does the crop mix, This has implications for how the
impacts of trade, even within this one sector, are experienced. Raw-silk pro-
ducers in the stae of Karnataka, for instance, at various times have been
adversely affected by reduced bartiers to import competition.? Small-scale
tea growers in Tamil Nadu in recent years have faced acute price fluctuations
as a result of the changing rules governing international trade.?® Coconut
producers, particularly important in states like Kerala, have seen their for-
tunes suffer, thanks to India’s closer integration into the world economy.’®
Groundnut cultivators in Andhra Pradesh have been hit hard as competing
imports from Southeast Asia and elsewhere have driven down prices. As a
result, state governments, such as Karnataka’s, have felt acute political pres-
sure to take action to cushion producers of locally important crops.>?

34. This was a point of public debate as far back as the run-up to the completion of the
Uruguay Round of trade negotiations, See, for instance, “Will Indian Silk Producers Be Outsold
in a Free Trade Era?” Economic Times (WNew Deihi), October 29, 1994,

35, V. Sridhar, “Storm in Tea Country,” Frortline {Chennai), August 19, 2000.

36. R. Krishnakumar, “The Battle of Koorachundu,” ibid., December 23, 2000,

37. Decisions of this sort can end up annoying other interest groups, as the government of
Karnataka found when it permitted coconut farmers to tap and seli the sap of their trees. This
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None of these impacts is directly and com.pletely traceabk‘a to VZIT(_:) (ilsc;lc-
plines, nor even to domestic policy changes m[rodu.ccd to bring In 12: 5 Lar "
les into conformity with the provisions of multl.]a[.eral agreements. e
l;lL:lcer groups have been subjected to so many_vafwt:es- of_msutl:t:::;z nil;y
licy reform since the current wave of economic hberalillzatlsor; goor aderway
in 1991 that the independent explanatory power c_yf any single fact thése ot
obliterated. But in politics, pcrccp;ions are cn:c::ta‘;l(.j 1,21-::1 :::ﬁ??—:;om e
I apricultural interests are often concentr 5 -
?g;t‘l};:al fmlitical reverberations proportionately louder),l anddb§C:L;i‘Eef:Sferd
alism affords these regions their own 'ind‘]ape[‘ldzﬁﬂ); c;?;zn;zgec tleagdcu]mral
and because agriculture is classicaliy : \ :
f)?ov;;zze;;ups tend to make their_appca]s with'irf theu" own ;t;a::s. ﬁLh:rl;
main strategy, in other words, is to influence political elites wSs . ‘]'JOice v
aim js to capture power at the state level, bl:l‘[ wl’l,o also pclp'sse oice n
national affairs due to their potential ease of “exit” from ruling cod
w Delhi. '
NeThe question of motivation is relevant_. chione.ﬂ parties, of w?at HJ,O:;:
Echeverri-Gent has called single-state pames,.“ o dustmgmshdttl:t:mP :aodcsh’s
smaller subset of ethnically regionalist partlles, suchlas Andhra fest's
TDP, are more interested in controlling tl'lell' .rcspectwe st.atecgglw:r:ln3 s
than they are in having cabinet represem.?m::n- tm N;\; 331{111;& oefl' :;EZD ge[; >
i in most instances, been a fortwitous by-
:Zﬁgt?gnl:i;a:t‘y system. Such representation has also hafl dll\i ;dldc':i bzguts(;
from the TDP's perspective, of allowing the party to u.'ad_e its MPs s: pfpinﬂu"
the BIP-led national coalition in exch:.mge for(a)a hrmtc’:d amdo.\g:e c:: o
ence on national coalition policy, denvef:l from the TDIP 5 c;; 11 ot o
tion; and (b) the retention of the TDP's right to c.:(?mplam pub é::lc);
aspect of national government policy out of political conveni ce. -
These are bonuses in that the primary reaso‘n the T]?P was \.vﬂ'lingotfo ;tate
hands with the BJP in 1998-99 was its ;lesm: t;ew;:: nzi:;?lzn I:acmnery
assembly seats, and thereby retain control over o machin [h;
including most law-and-order matters, of state—lejvel goveme . :
31]“11(::)1’ gol:g for its parliamentary suppnrt. ;’:f th: ]31{1 ﬁ 31[11) ll_\;z:; tl‘);g:l g‘:;:i t:l;u?ir F;ri
illi iti ion within An
;gll:tiszs;ss :ﬁfsikzg;g;:iﬂna‘:xy, Congress, from ousting the TDP from

power at the state level.

provoked a violent backlash from producers of other forms of country liquor. See “Tapping

ble,” ibid., November 24, 2001, L ) - :
Trc;l: ?ohn Echeverri-Gent, “Politics in India’s De-centred Polity,” in India f;‘:t;ﬁr‘;‘g- i(ilﬂé
Qm‘ci:ening the Pace of Change, eds. Alyssa Ayres and Philip Oldenburg (Armonk, N.Y.: M. E.

Sharpe, 2002), pp. 19-33.
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Regionally concentrated agricultural interests do not, of course always as-
sert themselves through state governments, Especially in sub-se;:tors where
commodity boards have been (or still are) in operation, even spatially dis-
Persed producers tend to generate effective national representation. But even
in r.he:ee cases, there arc strong incentives for interest groups to balance their
!obbymlg efforts between trying to affect central government policy and seek-
ing 10 influence state government implementation. Agricultural producers
rely on state governments for many important decisions concerning land re-
ifo:g {or the lack thereof), electricity supplies for motorized irrigation, and so
O .

Thc representation of regional agriculturai interests by regional parties in
rlam.)na] trade-policy debates often takes the predictable form of grandstand-
ing in parliament and in the national media. This is a microcosm of the wa
in which nationwide discontent with the WTO--as a perceived. agent of rich)-l
country domination—drives the public posturing of the Indian government
seed at WTO ministerial meetings in Seattle and Doha. The political moliva:
tion is essentially the same in both instances: to distract observers from the
falllure of both levels of government to wield the considerable number of
policy levers they still control. Nothing in the AocA prevents India’s central
glovemmc_znt from increasing domestic subsidies from their current levels (In-
dla- remains well below the specified ceiling) or pursuing a slower pace of
tariff reductions in regionally concentrated crops such as oilseeds; it simply
chopses to spend public resources and political capital on other’ priorities
In_dla's central government fulminates in multilateral discussions about the;
Rl:ght O.f small farmers, claiming as India's primary WTO negotiating objec-
tive a side agreement that will further entrench the authority of WTO mem-
!)er-state_s to intervene when vulnerable farmers are threatened. all the while
Intervening at home less than it could (and arguably should). ,

Statel governments are engaged in a parallel process of blame-shiftin
complaining of New Delhi's usurpation of power (through its accession tgc;
WT_'O agreements), while simultaneously failing to use the policy tools at
their own disposal 1o help their farmers. To take one example, during
200001, the ruling party in Tamil Nadu was eager to demonstrate t’o small-
scale tea growers there, who attributed their woes to the adverse impacts of
new t::aFIe rules, that the party was vigorously pursing their case with the
authoritics in New Delhi. This imparted a particular shrillness to the state

govemm'ent’s public protestations against trade policies that are widely seen
as exposing small farmers to excessive international price volatility. For the
Tamil Nadu government, making such costless gestures is preférable to
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cracking down on the cartels of buyers and processors who allegedly manipu-
late local markets to the detriment of small tea growers.?®

But state governments can do more than opportunistically champion lost
causes. They can, and have, intervened with the central government in more
substantial ways, in some cases helping to provide interim relief, For Tamil
Nadu’s tea growers, the participation of the state-level ruling party in the
national coalition government made the statc government an important point
of access 1o national agencies with the authority to arrange compensation for
their economic deprivation. Such agencies include the Tea Board, the Com-
merce Ministry, and the Finance Ministry. Tamil Nadu politicians have been
involved in mediating-—with some smabl successes in terms of support prices
and levels of tariff protection—on behalf of the tea growers with such na-
tional authorities. The Union government ultimately increased tariffs from
15% to 35% for non-SAARCH® tea, and also agreed to a reduction from 4%
to 2% in the central sales tax, and from 8% to 4% in the gencral sales tax.
The importance of regional political considerations is underlined by the incli-
nation of Tamil Nadu’s ruling party. to see the tea price issue not only in
terms of how to promote a local industry but also in terms of the possibility
that a further collapse in prices could aggravate local social tensions in the
region where the tea is produced.*!

Finally, it is worth mentioning a third way in which the existence of a
federal system shapes the political reaction to India’s WTO engagement,
This concems the approach taken by state govemments to other aspects of
economic liberalization beyond trade——in particular, foreign direct invest-
ment. As noted, before India’s economic reform program got underway in
1991, the central bureaucracy largely determined the spatial distribution of
industrial investment. This included both public and private investment, and
in the case of the latter, investment not only by Indian firms but also what
little foreign capital came into the country. This changed afier 1991, as the
replacement of “central planning” with greater reliance on market mecha-
nisms reduced both the extent of planning and also the overcentralization of
decision-making. States were suddenly able to court inward investment,
from within Tndia, and from abroad. This naturaily generated competition
among these sub-natienal units.#2

This.competition has had other effects as well. The desire to court foreign
investors often moderates not only the policy decisions of state governments

39, V. Sridhar, “Storm in Tea Country.”

40, SAARC denoies the South Asian Association for Regional Cooperation.

4}, V. Sridhar, “Gardens in Distress,” Fromtline (Chennai), August 19, 2000,

42. See Jenkins, Democratic Politics and Economic Reform in India, chapter 5, and Lloyd I
Rudolph and Susanne Hoeber Rudolph, “The Iconization of Chandrababu: Sharing Sovereignly
in India’s Federal Market Economy,” Economic and Political Weekly (Mumbai), May 5, 2001.
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on issues_ of direct relevance to investors—taxation, location Tequirerm:

labor policy, infrastructure provision—but also state govemmen?s’ wilfims‘
ness to sl_akle out extreme positions on policy questions that are beyond thnes-
own adrplnlsu'ative competence, ke international trade. As one senior ci 11-
servant in the state of Rajasthan put it: o

At every review meeting where they [polilicians] are present, we tefl them that
harplpg on the.WTO and World Bank and IMF is not helpin'g us get more FI;I
[foreign direct investment]. Yes, these guys [representatives of foreign firms)
derstand tpat_ it is just politics, but the MNCs [multinational corporations] et
alsol be thinking, “If they can cave in to political pressures now, maybe th mu?lt
again later slmd hurt our investments”; this makes thern afraid to c;)mey S‘om: ﬁf‘::u
smarter politicians are getting the point and toning down what they sa'y En public ‘é

Thus, even on policy positions of no direct relevance to investors contemplat-
Ing an investment i a particular state—such as WTO rules or domestic rg ]
latory changes over which states exercise no independent authorit —stit-
governments have considerable incentive to refrain from intempe);ate r(:

marks, lest they alienate the very investors they have taken such pains to lure.

IV. How India’s Federal System Is
. . Affected by lts Mediating Roie
hy mtjiuencmg the domestic political reaction to India’s WTO cngagement
the existence of a federal system in India can at times indirectly affect thei
govemment of India’s muitilateral negotiating strategies, including its objec-
tives, its c.:hoslen means for achieving them, and the public rationale bl wliich
they are Jusluﬁed. All of these, arguably, were affected in the casg of the
A!'ZJA. For instance, the SAD leader who, as we have seen, made olitical
mileage tl)ut of his government's legal action against the cen;ral ovgmme t
by charging central usurpation of state powers, was also quick tg raise t!il
government of India’s diplomatic maneuvers at the Doha WTQ rrr:inisten'a?
mefal‘mg in November 2001, The SAD leader was particularty pleased by thy
olff:cxal language, in a provision attached to the Doha declaration, that rey ;
rpzed the neE:d for future multilateral negotiations on ag:icultura’l libera;:igg:
tion fo copsxdcr not just increased trade but also such objectives as f Jad
security, diversified rural development, and the reduction of inequalities ol?le

_—
43. 1 2 H . [P .
sewinglnvt?xe\?'r; :5n117gl2®0, Ial;pur. While it is important to recognize that this is a self-
s ecl blaming the state’s poor investment Iticians
] performance on politicians
thereby exorerating the bureaucracy of which the speaker is a member, similar sl::tcments ]1:1::

come from fess-biased observers j j
in Rajasthan, as well as from officials i i
. ials i 3
ment performance has been markedly hetter, " (0SS where fnvest
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maintained, moreover, that most of the credit for obtaining these provisions
“goes to the SAD."*

That would be overstating the case significantly, But it would be fair to
say that the SAD contributed, along with other regional parties, to the crea-
tion of 2 forum within which the multilateralization of policy issues could be
debated more openly than they generally have been in India. This is one of
twao senses in which the federal system has been affected by the way in which
the domestic politics of India’s WTO engagement has been routed through its
federal institutions.

It was the pressure exerted by regional parties representing (among other
constituencies) relatively well-off farmers that was instrumental in convinc-
ing the central government to conduct a series of federally organized consul-
tations on the WTO’s AoA. In September 2000, a Commerce Ministry-
coordinated conference brought together elected officials and civil servants
from the central government (representing the Ministries of Agriculture and
of Food and Civil Supplies) as well as their counterparts from the state gov-
ernments. These high-profile meetings, which became the subject of much
reportage and commentary in the English- and Indian-language press, clari-
fied points of Fact, regarding Quantitative Restrictions,® for instance, and
demonstrated for the first time at a national level, through statewide delega-
tions, the nature and extent of oppesition to a further muliilateralization of
policy in this area. Significanty, the discussions produced not just opposi-
tion but also positive suggestions, The most significant were alternative sets
of priorities for the ongoing AcA negotiations—in particular, the amend-
ments related to food security, and the emphasis on “implementation issues,”
or what are perceived to be treaty commitments that developed countries

have failed to meet fully.*S

While state governments have been only marginally influential in shaping
India’s approach at the WTO,*7 it is important to emphasize that federalism
itself undergoes a change in the process of mediating the domestic political
reaction to globalization. The center-state consultative forums are set to be-
come a regular feature of India’s pre-WTO-ministerial political rimal #® The

44, “WTO Meet: SAD 1o Move SC,” The Tribure {Chandigarh), November 16, 2001,

45, “Ouantitative restrictions” limit imports by imposing a quota on the sumber of unitg of 8
product allowed into the domestic market, as opposed to tariffs, which as a form of taxation
merely discourage imports by making them more expensive,

46, Narendar Pani had been among the commentators pointing out the numerous ways in
which India’s trade negotiators could have benefited, had they heeded the views of state govern-
meats. “Do States Have a Role in the WTOY' Economic Times (New Deihi), June 16, 2000

47. See Rob Jenkins, “India’s States and the Making of Foreign Economic Policy: The Limits
of the Constituent Diplomacy Paradigm,” Publius: The Journal of Federalism, forthcoming.

48, Interview with a mid-ranking official in the Commerce Ministry responstble for a subset
of WTO pelicy issues affecting India, March 5, 2002, New Delhi,
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Conference of Chief Ministers and central government ministers in early
2001—a followup to the September 2000 meeting that was also devoted to
achieving greater center-state consensus on India’s multilateral negotiating
positions—ensured this by placing this federal consultative forum on a high-
level political footing.** The Conference of Chief Ministers received even
more press attention than did the meeting of September 2000. Of course,
other means for evolving a policy consensus may also emerge. But as India
is likely to be governed for the foreseeable future by coalition governments
composed largely of single-state parties, it is difficult to imagine future gov-
ernments not convening such meetings, on a federal basis, as WTO negotia-
tions reach critical junctures in the years ahead.

Despite the absence of formal decision-making authority, informal ar-
rangements such as these, because of their representative nature, signify an
incremental contribution (o a larger phenomenon: the thickening of the Indian
polity’s federal institutional structure. If “thickening” is the process of elabo-
rating on a social system’s basic rules and assumptions, then what is happen-
ing to India’s federal political system would seem to be a prime example of
the process. In Michael Walzer's formulation, “. . . with thickness comes
qualification, compromise, complexity, and disagreement.”*® Al four char-
acteristics could equally describe India’s evolving federal order, which has
emerged from a period-—the 1970s and 1980s—of great institutional rigidity,
marnifested in the high rates at which state governments were dismissed by
the central government under a constitutional provision known as President’s
Rule. The evolution is to a new phase, beginning in the early 1990s, in which
a more diverse set of institutional linkages (governmental and partisan/electo-
ral) between the central and state levels of India’s political system is creating
the basis for more imaginative compromises.’! That this does not always
translate into recognizably greater influence for states does not make it any
less significant an institutional shift,

The argument that India’s federal polirical system is becoming elaborated
through an accretion of quasi-formal institutions, and that these are at least

49. This was despile the fact that the Chief Ministers’ meeting took place affer India’s official
baseline negotiating submissions on agriculture had already been made to the WTO {in January
and February 2001).

50 Michael Walzer, Thick and Thin: Moral Argument at Home and Abroad (Notre Dame,
Indiana: University of Notze Dame Press, 1994), p. 6. Walzer uses the term thickening in some-
thing like Lhis sense, though in the very different context of moral philosophy—in particular, the
transition from minimalist to maximalist docirines.

51. This is gencrally consistent with the findings of Lawrence Saez in Federalism Without a
Centre: The Impact of Folitical and Economic Reform on India’s Federal System (New Delhi:
Sage, 2002). Chapter 4 chants the demise of the Inter-State Coungil, a formal institution, but
other evidence presented suggests the elaboration of the ccntre-state relationship in other re-
spects,
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partly a result of India’s encounter with the WTO, is supported by organiza-
tional changes taking place in the states themse]v?s. Numerous state govern-
ments—Punjab, Gujarat, and others—have constituted expert co'mmlttees. to
examine the impact of WTO agreements on key sectors in their respective
regions. A few—Karnataka and Andhra P_radesh among therln--ha.ve gone to
the extent of creating divisions within their state bureaucra.mes to }nstltuuon-
alize this process of assessing potential impacts ar}d making policy ff:cor;r(n;
mendations. The Andhra Pradesh government’s 131terdepa.nmental W
Cell” came into being following the recommendations of an expcrt. pancl,
which argued that the central government “did not do r?mch_ tolannm?a;;]e,
analyse and act quickly to face the advcrs,: fall out and 1mplllcz:1tl,onsf 0 er:
agreement [AcA] on the farming commuru_r.y."52 }.\ndhra Pradeshl sf am]l ;
were then hit by a “crash in internationa) price(s),” * low:,ratcs of t?‘nf app. llef
on imports of commodities like edible oils, sugar, et_c.. and the :e;no;a h?s
quantitative restrictions.”* The justification for setting up Andhra Prades ‘
WTO Cell went beyond the need to monitor Lh«? impacts of past agreemt_an_ts,
the intention was to establish a means of ada'pnng state government pohcflets
to changing events and, crucially, of influencing future government negotia
ing positions:
Now a new round of negotiations has been lannched, which will dea! with lagncul;
ture as well as a number of other areas. As the international trade in agnctlxltura
commodities is likely to be liberalised further, a greater preparedness is requn;edblo
face and prepare for competition in the international market. Andhra PH{S:[?Q‘ B :1;
ing one of the major agricultural states of the country, .neefis to set up a ) e
in the state, which will access and analyse trade and price mformatmn.an provi 1
policy advice to the State government on matters related to WTO and internationa
trade.*

The proliferation of these state-level units does not brca!.< the hegem_ong of
the central government over foreign cornmea:cm} ‘relauons. Bu;1 tit’: .0::]5
change the nature of bilateral relations bet.ween 1nd1v1due‘1l states an l.e: ;eh—!
tral government by dismantling informational monopohc's {or duopo! ;ft[ .
those cases where the knowledge of private-sttctor actors is rclt?vant)'. ) otr;.;
over, as more states have established WTO—IonenLed bureaucratic ‘ﬁifmuei’ he
networking among them has grown, creating greater countervailing p
23

%2, Government of Andhra Pradesh (GoAP), Report of the Expert Comitree on I;:p;:,‘t;:l‘l?m
of WTO Agreements, section entitled “Recommendation for a WTO Cell in Andhra Pradesh,” p.

7.

53. Woid., p. 7.
54, Thid.
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vis-3-vis the analogous central agencies, and shifting the boundaries of tradi-
tional halance-of-power federalism.55

The second way in which federalism is affected as a result of its role as a
channel for mediating the domestic political reaction to WTO processes con-
cerns the fiscal dimension of federalism. Fiscal federalism is, in many ways,
the heart of the center-state refationship, in Indiz as in most other federal
systems. Politicians fight over money as much as over any matters of policy
or principle. The elaborate arrangements for regulating this point of interface
testify to its centrality, The work undertaken by the Planning and Finance
Cornmissions, which determine, according to complicated and ever-evolving
formulae, the distribution of resources, is inherently political. Much of this is
partisan politics: ruling parties in New Delhi are often accused of favoring
states controlled by the same party, or one of its allies. But the ideclogical
dimension of politics is important as well. The rhetorical forms through
which the center-state financial relationship is conducted reveal a host of
moral claims conceming “fiscal rectitude,” “profligacy,” “step-motherly
treatment by the centre,” and the needs of the poor. All of these discourses
have become mainstays of center-state financial diplomacy during the 1990s.

If the terms and rhetoric of center-state financial diplomacy matter, then
there is significance 1o the shifting discourse in the negotiations between the
central and state governments over federally shared resources. In the newly
emerging discourse, in which references to the WTO play an increasingly
central role, states are to work as “facilitators” of “sectoral adjustment to
globalization.”6 For instance, Y. S. Alagh, a leading Indian planner, has
argued that in negotiating for their share of funds in the various institetions of
fiscal federalism, states should demand “adjustment funds” that could be used
to encourage crop diversification and to promote exports of agro-based prod-
ucts.? Alagh’s proposal is that such a fund “should be utilised for preparing
farmers for global competition and taking on the new challenges to be faced
as a result of the World Trade Organization.”*® It may or may not make
technical sense to have state governments, rather than the central govemn-
ment, performing this facilitating role, But the legitimacy of regional politi-
cal leaders' claim on any such resources has been enhanced by the nature of

55, Interview with a senior official of the WTO) Cell, Government of Andhra Pradesh, Febru-
ary 15, 2002, Hyderabad,

56. Interview with a senior civil servant in the government of Madhya Pradesh, February 22,
2002, Bhopal,

57. Dr, Alagh served as chairman of the committee constituted by the Punjab government to
recommend strategics for the state’s agricultore sector in light of the likely implications of the
WTO agreements.

58. Keynote address for the seminar “Impact of WTO on Agriculture and Agro-based Indus-
tries of Punjab,” organized by the Punjab State Federation of Cooperative Sugar Mills, Ltd., as
reported by the United News of India (New Delht), November 17, 2001.
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political conflict between the center and the states on WTO issue§. In partic-
ular, the tendency for state governments to cast themselves publicly (for in-
stance, through the center-state consultative forums on the WT(_)) as d.ef_el_ld-
ers of India’s farmers—a role that stems from both the constitutional division
of power and the political incentives arising f.rom .the‘simuitancous emer-
gence of national coalition politics and the regicnalization of the party sys-
tem—nhas increased the negotiating leverage of state governments.

V. Conclusion .

The paper has argued that India’s federal political system has had a signifi-
cant impact on the way in which domestic political forces have re.acted to.thc
“multiiateralization,” via WTO agreements, of key areas of policy-making,
most notably with respect to the agriculture sector. Policy Paramer.ers that
previously had been a matter for domestic political negotiation among do-
mestic interest groups, as well as between the central and stat_e govclmment.s.
have been subjected to WTO disciplines, State-level pol.incal elites face
strong incentives to view WTO-related matters through regional lenses, and
to cast their political responses in federal terms.

The government of India’s agreement to WTQ disciplipes has generafed
grievances by state-level politicians, who regard WTO trf:atxes on matters like
agriculture as trespassing on the constitutional prerogatives of state §overn-
ments.>® Many state-level politicians object to the impact of_ new “WTO-
compliant” domestic policies, blaming them for a variety of ills that beset

59, This paper has focused on agriculture, but there are many Dlher.policy domai.ns in wh_:ch
the central government is perceived by state governments to have ba.rgallned away their soyerelgn
powers—in effect, selling what did not belong to them. An exampfle is the ‘}N:TO fequirement
that no domestic tax authority discriminate between local and “t‘ore:gn-rfmde liguer, 8 p‘rncm:e
adopted by most states in collecting sales and excise tax, both of which are constltutlonz?l;fy
assigned to the states. A related matter is the creation of 2 WFOIan?m Agreement on Tariffs
and Trade {(GATT) ceiling on combined state and central taxes, which is seen by states as ugduly
constraining them in the exercise of their rights. See Mark Clough QC and Preet Malik, “Cus-
toms and Additional Customs Duty on Imported Liquor into lndla,“l Waorld Trade .Upda_re
(London: Ashurst Morris Crisp, July 2001). It turns out that alcohol taxation has been an issue in
other federations that are confronting the realities of new trade rles as well. As one am.ﬂysm
puts it, “Ox occasion regional governments have undertaken actions which are contrary to ‘:nu.:r-
national commitments of their central government.” The authors cite the cxnmplles of pruvmm?l
governments in Capaca that “gave advaniage in the sale and distribution of wines to do.mesuc
products contrary to Canada’s GATT commitments.” See Ia.n- Bache nr,:d James Mitchell,
“Globalization and UK Regions: The Prospects for Constituent Diplomacy,” paper presented at
the European Consortium on Political Research (ECPK) Workshops, Manr}]‘:elm, Gern!m_ny.
March 26-31, 1999. Another, non-alcoholic, example is the cases of Bfazﬂ § orange juice,
which “faces a surcharge levied by the American state of Florida—u?e subject of another com-
plaint at the WTO.” See “The Geopolitics of Orange Juice,” Economist, September 14, 2002, p.
54.
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their respective states. In short, the multilateralization of policy via India’s
accession to WTO agreements is perceived by many states (and advocates of
states’ rights) as likely to have an adverse impact on the share of political
burdens that will have to be shouldered by the states.

In the process of influencing the form taken by the domestic politics of
India’s WTO engagement, Indian federalism itself is subjected to certain
sometimes-contradictory changes. On the one hand, the tendency for states
to feel aggrieved by the government of India’s agreement to WTO provisions
increases the level of confrontation between center and states, placing federal
institutions under even greater strain than they otherwise are. On the other
hand, the casting of political conflicts in center-state terms also spurs the
demand for (and supply of) quasi-formal consultative forums that recognize
the federal division of powers. These kinds of informal institutions serve to
“thicken” the federal system in ways that affect future rounds of center-state
interaction, and thus the nature of federalism itself. ’They also provide a plat-
form for states to give voice to certain region-specific interests and, indi-
rectly, to influence India’s multilateral negotiating strategy.

That performing its mediating role allows India’s federal political structure
to influence, even 1o a very limited degree, an important aspect of globaliza-
tion, with federalism itself being affected in the process, raises questions of
the relationship between democratic representation and the institutional and
policy convergence taking place throughout much of the developing and de-
veloped world. Let us conclude, then, by outlining two questions deserving
of further research.

First, is there a sense in which the general characicristics of the Tndian case
suggest the basic ingredients for any proposal serious about correcting the
“democratic deficit” in international policy—that is, the need for greater sub-
stantive public input into increasingly remmote multilateral decision-making
machineries? The question arises due to the proliferation throughout the de-
veloping world of large-scale consultation processes designed to increase par-
ticipation among less-powerful groups. These processes are often govern-
ment-run—even when driven by foreign aid donors—but without a statutory
or constitutional basis. This has provoked criticism of their tendency to by-
pass, and therefore further stunt the development of, formal institutions of
democratic representation and accountability.59

In India, the involvernent in national policy deliberations of constitution-
ally sanctioned bodies (elected state governments), even if this involvement
was conducted through ad hoc forums rather than through formal permanent

60. This concem is reflected in the United Nations Development Program, Human Develap-
ment Report 2002; Deepening Democracy in a Fragmented World (New York: Oxford Univer-
sity Press, 2002).
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structures, demonstrates a potentially effective hybrid form of consulltation.
An increase in the degree of formality of these processes may be d.e51rable,
and precedents exist that warrant further investigation. Camflda has, in recept
years, incorporated its provinces into deliberations on how it will proceed in
its negotiation of multilateral environmental agreements. I}q soime cases., C_a-
nada’s federal government has permitted parallel delegations of provincial
governments 1o attend official negotiating sessions. This Idoes not, howe_ver,
always produce the results sought by campaigners for equitable and sustaina-
ble development. Canadian oil and timber interests, among ot.hers, have been
able to use provincial governments as channels through which to press for
less-stringent international regulations.

Second, can globalization sometimes reinvigorate demecra(:)f, rather. thn
sapping it of its substantive meaning? The reason for asking this question is
that the shift in trade diplomacy toward complicated sector-by-sector agree-
ments, combined with the resulting tendency (in India at least) for s.ub-na-
tional units to participate in national policy clcliberation; on muihlat.eral
issues, has helped to diversify the range of voices participating in these kll:ldS
of discussions. What were once fairly tight-knit elite policy circles de_:banng
the technical nuances of trade policy are now loud, open-ended public con-
versations. This has brought new actors—social activists, grassroots farmers’
associations, women's organizations—into these critical discussions. In
other words, the increased intrusiveness of multilateral governance has catg—
lyzed a corresponding political reaction, and not just one based on opposi-
tionalism. The reach and influence of civil society, and its capacity 1 use
public deliberations to open up other issues of relevance, such as the inter-
sectoral distribution of resources domestically, has been greatly enhanced.
All of this makes the impact of globalization on the organization of. demo-
cratic space generally—rather than just in terms of the federal variant—a
more complicated issue than many had once thought.




