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Abstract  

 

The India-Pakistan conflicts have historically shaped India’s economic 

trajectory and political landscape. Prolonged military tensions, including wars and 

skirmishes along the border, have compelled India to allocate substantial resources 

towards defense expenditure, diverting funds from critical development sectors such 

as health, education, and infrastructure. This redirection of public expenditure has 

hindered optimal Gross Domestic Product (GDP) growth, limiting the country’s 

capacity to invest in human capital and social welfare.  

Additionally, conflicts have impacted political stability, fostering nationalistic 

sentiment and influencing governance priorities. Episodes of heightened tensions have 

also disrupted cross-border trade, adversely affecting regional markets and business 

confidence. Conversely, the defense sector’s expansion has stimulated certain 

domestic industries, marginally contributing to GDP through increased production 

and employment in defense-related manufacturing. However, the net economic 

impact remains negative, as resources that could have fostered long-term growth are 

instead consumed by security imperatives. Understanding the complex interplay 

between military conflict and economic development is essential to formulating 

effective governance strategies that balance national security with inclusive growth. 

This analysis highlights the critical need for diplomatic resolution and economic 

policies that mitigate conflict’s adverse effects on India’s growth and governance. In 

light of this context, the research addresses crucial and timely issues that are highly 

significant in our fast-paced, interconnected global environment, emphasizing their 

importance within the current international landscape. 

Keywords:  India-Pakistan conflict, Gross Domestic Product, Economic development,  

Defense expenditure, Political stability and Governance. 

 

 

 

 

 

 



 

The theme of the article  

The enduring India-Pakistan conflict, rooted in historical, territorial, and 

ideological disputes, has significantly shaped India’s economic development, political 

landscape, and governance structures. Since the partition of 1947, the two nations 

have engaged in multiple wars and skirmishes, the most prominent being the wars of 

1947–48, 1965, 1971, and the Kargil conflict of 1999. These conflicts have not only 

strained diplomatic relations but also redirected substantial national resources towards 

defense expenditure, impacting India’s Gross Domestic Product (GDP) growth and 

socio-economic priorities. Economically, persistent tensions have led to a diversion of 

funds from developmental initiatives to defense spending, potentially limiting 

investments in health, education, and infrastructure. The high costs associated with 

military mobilization, procurement, and strategic deterrence (such as nuclear 

capabilities) have influenced budget allocations and contributed to fiscal deficits. 

Moreover, the conflict has adversely affected trade relations and regional integration 

prospects, restricting potential economic opportunities. 

Politically, the India-Pakistan conflict has often galvanized nationalistic 

sentiments, influencing electoral politics and policy priorities. National security has 

emerged as a key electoral issue, shaping the political narrative and party agendas. 

Governance-wise, the continuous state of conflict has led to a centralized security 

apparatus and increased border management efforts, sometimes at the expense of 

broader governance reforms. With respect to GDP, while India’s economy has grown 

robustly in recent decades, defense expenditure remains significant, constituting about 

2–3% of GDP annually. The indirect costs such as productivity losses from border 

skirmishes, disruptions to trade routes, and investor sentiment further compound the 

economic implications. Understanding this interplay between conflict, politics, 

governance, and GDP offers insights into India’s policy challenges and opportunities 

in fostering sustainable economic development amidst regional tensions. 

Statement of the problem  

The enduring conflict between India and Pakistan has profound implications 

for India's economic development, political stability, government priorities, and 

governance mechanisms. Despite numerous efforts at diplomacy and conflict 

resolution, tensions persist, often manifesting in military expenditures, border 

skirmishes, and resource allocation towards defense rather than developmental 

priorities. These recurring conflicts strain India's economic resources, diverting funds 



from critical sectors such as education, health, and infrastructure. This raises concerns 

about the opportunity cost incurred and its overall impact on India’s Gross Domestic 

Product (GDP) growth. Furthermore, the conflict influences India's political landscape, 

with national security frequently overshadowing socio-economic development in 

political discourse.  

Government policies are often shaped by defense imperatives, potentially 

compromising long-term developmental strategies. This dynamic also affects 

governance, as frequent tensions necessitate increased centralization of power and a 

focus on security measures, which can hinder decentralization and inclusive growth. 

This study seeks to examine the complex and multifaceted relationship between India-

Pakistan conflicts and India’s economic development, governance structures, and 

political priorities, with a particular focus on GDP growth. It aims to analyze the 

extent to which the conflict diverts resources, affects investor confidence, shapes 

political narratives, and influences governance frameworks. Understanding this 

relationship is crucial for formulating effective policy responses that balance national 

security with sustainable economic growth and inclusive governance. This study 

investigates pressing and contemporary topics that are especially important in today’s 

interconnected and fast-evolving global environment, highlighting their current 

significance. 

Objective of the article  

The overall objective of the  article is to examine how India-Pakistan conflicts 

have shaped India’s economy and governance by analyzing the impact of defense 

spending on GDP growth and public welfare. It seeks to highlight the trade-offs 

between national security and developmental priorities. The study also explores the 

influence of military tensions on political stability and regional trade. Ultimately, it 

advocates for policies that balance security needs with sustainable, inclusive 

economic development with  the help of secondary sources of information and 

statistical data pertaining to the theme of the article.  

Research Methodology of the article  

This article adopts a qualitative research approach, utilizing secondary data 

and relevant literature to analyze the economic and political impacts of India-Pakistan 

conflicts on India’s growth and governance. The study draws from various published 

sources, including government reports, academic papers, economic surveys, and 

statistical data from national and international organizations, to examine defense 



expenditure, GDP growth, and key development indicators such as health, education, 

and infrastructure. Historical analysis of major military conflicts and their aftermath is 

included to assess the long-term impact on public expenditure and trade dynamics. 

Additionally, the study employs statistical data from government databases, trade 

reports, and international organizations to supplement the qualitative analysis and 

identify trends in defense-related production and employment. By synthesizing this 

data, the research aims to provide a comprehensive understanding of the economic 

trade-offs involved in conflict management and the challenges in balancing security 

needs with sustainable development.  The gathered data and statistics will be 

thoroughly examined and assessed to extract meaningful insights that inform practical, 

evidence-based policy suggestions. 

Chronology and Major Developments in India-Pakistan Conflicts Since Independence  

Since gaining independence in 1947, India and Pakistan have experienced a 

series of conflicts rooted in territorial disputes, religious divisions, and political 

tensions. The partition of British India led to the creation of two nations, India and 

Pakistan, sparking immediate conflict over the princely state of Jammu and Kashmir, 

which became the epicenter of hostility. The First Indo-Pak War (1947-1948) began 

soon after independence when tribal militias and Pakistani forces invaded Kashmir. 

The war ended with a UN-mediated ceasefire in 1948, resulting in the division of 

Kashmir along the Line of Control (LoC), but leaving the issue unresolved. In 1965, 

tensions erupted again in the Second Indo-Pak War, primarily over Kashmir. This war 

ended with the Tashkent Agreement brokered by the Soviet Union, restoring the 

status quo but failing to resolve core issues. The most significant conflict was the 

Bangladesh Liberation War in 1971, when East Pakistan sought independence from 

West Pakistan. India intervened militarily in support of East Pakistan (later 

Bangladesh), leading to a decisive victory for India and the creation of Bangladesh. 

This war left a deep impact on India-Pakistan relations and heightened mutual 

mistrust. 

In 1999, the two countries fought the Kargil War in the Kargil sector of 

Kashmir after Pakistani soldiers and militants crossed the LoC. India successfully 

repelled the infiltration, but the conflict underscored ongoing volatility in Kashmir. 

Since then, multiple skirmishes and ceasefire violations have occurred along the LoC, 

alongside terror attacks attributed to Pakistan-based militant groups, notably the 2001 

Indian Parliament attack and the 2008 Mumbai attacks, further straining relations. 



Despite multiple attempts at peace talks and confidence-building measures, the India-

Pakistan relationship remains fragile, shaped by historic conflicts, political rhetoric, 

and competing nationalisms. The Kashmir issue continues to be the core dispute, 

influencing diplomatic, military, and economic dimensions of both countries. 

India-Pakistan Conflicts: Military Tensions, Political Stability, and Regional Trade 

Dynamics 

India-Pakistan conflicts have long been a central concern for regional stability, 

shaped by military tensions, political developments, and economic factors. The two 

nuclear-armed neighbors have engaged in multiple conflicts since their independence 

in 1947, notably the wars of 1947-48, 1965, 1971, and the Kargil conflict of 1999. 

Despite nuclear deterrence reducing full-scale wars, skirmishes and border tensions 

persist, especially along the Line of Control (LoC). Military tensions remain high; for 

instance, in 2019, India conducted “surgical strikes” targeting militant launch pads in 

Pakistan-administered Kashmir, after a suicide bombing in Pulwama that killed 40 

Indian paramilitary personnel. In response, Pakistan increased military readiness 

along the LoC. According to the Stockholm International Peace Research Institute 

(SIPRI), India’s military expenditure was $76.6 billion in 2022, the third-highest 

globally, with Pakistan allocating $13 billion in the same year. This disparity 

underscores the ongoing arms race and military preparedness. 

Politically, domestic stability in both countries influences conflict dynamics. 

India’s recent political shifts, such as the reelection of Prime Minister Narendra Modi 

in 2019 with a strong nationalist mandate, have led to increased assertiveness on 

Kashmir issues. Pakistan faces internal challenges like economic instability, with its 

GDP growth rate slowing to 0.3% in 2020, and political unrest, impacting its ability to 

sustain diplomatic engagement. Regional trade is also affected by tensions. While 

India and Pakistan are part of the South Asian Association for Regional Cooperation 

(SAARC), their trade relations remain limited. In 2022, bilateral trade was valued at 

approximately $2.5 billion, a fraction of their potential, hindered by cross-border 

hostility. Notably, Pakistan has often restricted trade routes through India, citing 

security concerns, thereby affecting regional connectivity. The China-Pakistan 

Economic Corridor (CPEC) exemplifies efforts to bolster economic ties outside India-

Pakistan channels. In short, military tensions, political instability, and constrained 

regional trade continue to define India-Pakistan relations. While nuclear deterrence 



has prevented large-scale wars, persistent conflict risks and economic challenges 

require sustained diplomatic efforts for regional stability. 

Defense Expenditure and Its Impact on India’s Gross Domestic Product During Conflict 

Periods 

India’s defense expenditure has historically played a critical role during 

conflict periods, influencing the country’s Gross Domestic Product (GDP) both 

directly and indirectly. Defense spending typically rises significantly during wars or 

heightened security threats, reflecting the government's priority to strengthen military 

capabilities. From 1962 (Sino-Indian War) to recent conflicts such as the Kargil War 

in 1999 and the 2020 India-China border skirmishes, India’s defense budget has 

shown noticeable increments. For example, during the 1962 war, defense expenditure 

surged from approximately 1.9% of GDP in 1961-62 to over 3.5% in 1962-63. 

Similarly, the Kargil conflict period witnessed an increase from about 2.1% of GDP 

in 1997-98 to nearly 2.6% in 1999-2000. The recent budget for defense in 2023-24 

was ₹5.94 lakh crore (~$72 billion), accounting for roughly 2.5% of 

GDP.Economically, increased defense spending stimulates certain sectors such as 

manufacturing, technology, and infrastructure, creating short-term boosts in GDP. 

This is partly due to government contracts awarded to domestic industries, which 

generate employment and spur ancillary economic activities. For instance, during the 

Kargil conflict, defense contracts led to a temporary uplift in related industrial outputs 

and technological development. 

However, prolonged high defense expenditure can crowd out public 

investment in social sectors such as health, education, and infrastructure, potentially 

limiting long-term economic growth. Empirical studies suggest that while defense 

spending during conflicts provides immediate fiscal stimulus, it may reduce funds 

available for development programs, thereby impacting overall GDP growth 

adversely over time. In short, defense expenditure during conflict periods in India 

tends to increase sharply, causing a complex economic impact  providing a short-term 

GDP boost in defense-related industries but potentially limiting broader economic 

development if sustained for long durations. Balancing defense needs and economic 

priorities remains crucial for India’s sustained growth. 

 

 



Impact of India-Pakistan Conflicts on Economic Growth and Gross Domestic Product 

Priorities 

The prolonged India-Pakistan conflicts have significantly influenced India’s 

economic growth trajectory and GDP priorities. Historically, periods of heightened 

tensions and wars such as the wars of 1947, 1965, 1971, and the Kargil conflict in 

1999 have led to increased defense spending, which in turn affected economic 

resource allocation and growth patterns. India’s defense expenditure as a percentage 

of GDP has often surged during conflict periods. For instance, defense spending 

increased from approximately 2.7% of GDP in the early 1960s to around 3.1% during 

the 1965 war. More recently, India’s defense budget for 2023-24 stood at about ₹5.94 

lakh crore (~2.15% of GDP), reflecting ongoing security concerns with Pakistan. 

Such elevated defense allocations divert funds from productive investments in 

infrastructure, health, and education, thereby constraining broader economic 

development. Empirical data suggests that conflict-related defense expenditure 

crowds out public investment. The World Bank estimates that during conflict periods, 

India’s GDP growth slowed by roughly 0.5 to 1 percentage point due to resource 

reallocation and economic uncertainty. For example, during the Kargil conflict in 

1999, GDP growth decelerated to 5.8%, compared to an average of 6.5% in 

surrounding years. 

Moreover, conflicts have led to disruptions in trade and regional economic 

cooperation. Bilateral trade between India and Pakistan remained minimal, totaling 

about $2 billion in recent years, despite potential for higher exchange. Trade 

restrictions due to political tensions impact sectors such as agriculture and textiles, 

limiting economic gains from cross-border commerce. The conflicts also influence 

government priorities, often shifting focus towards defense and internal security 

rather than inclusive economic reforms. This impacts long-term growth prospects, 

particularly in sectors requiring sustained investment. In short, India-Pakistan 

conflicts have had a tangible adverse effect on India’s economic growth by increasing 

defense spending, limiting public investment in development, disrupting trade, and 

reshaping GDP priorities. Strategic efforts to stabilize relations could enhance 

economic growth by enabling resource optimization and expanded economic 

cooperation. 

 



Influence of India-Pakistan Conflicts on India’s Governance, Political Decisions, and 

Economic Development 

The India-Pakistan conflicts, spanning from the 1947 Partition to ongoing 

border disputes, have significantly shaped India’s governance, political landscape, and 

economic development. These conflicts have often led to shifts in policy priorities, 

resource allocation, and international relations, impacting India's overall growth 

trajectory. Governance in India has been heavily influenced by security concerns 

arising from the conflicts. The repeated wars in 1947-48, 1965, 1971, and the Kargil 

conflict in 1999 necessitated a sustained focus on defense, often leading to increased 

defense spending. For example, India’s defense expenditure was approximately 2.5% 

of its GDP in 2022, amounting to nearly $80 billion, reflecting the priority given to 

military preparedness due to the Pakistan threat. This substantial allocation has 

sometimes constrained budgetary space for social and infrastructure development. 

Politically, India-Pakistan conflicts have reinforced a strong nationalistic narrative, 

influencing electoral politics and foreign policy decisions.  

Governments across political parties have emphasized a hardline stance on 

security, shaping policies such as the revocation of Jammu and Kashmir’s special 

status in 2019 to integrate the region more tightly into India’s governance framework. 

Political decisions often balance between diplomatic engagement and military 

readiness, impacting bilateral trade and regional cooperation. Economically, the 

conflicts have intermittently disrupted trade and investment flows. India’s GDP 

growth, which averaged about 6-7% annually pre-1990s liberalization, faced volatility 

during major conflicts. For instance, the 1999 Kargil War temporarily dampened 

investor confidence and economic activity. Nevertheless, since economic reforms, 

India has maintained steady growth, with a 7.2% GDP growth rate in 2023 despite 

ongoing tensions. In short, India-Pakistan conflicts continue to exert profound 

influence over India's governance, political decision-making, and economic 

development, necessitating a delicate balance between security imperatives and 

growth ambitions. 

Trade and Economic Relations Amidst Conflict: Effects of Indo-Pak Trade Restrictions 

and Economic Sanctions on India’s Economy 

The ongoing trade and economic restrictions between India and Pakistan, 

particularly following the 2025 conflict, have had multifaceted impacts on India's 

economy.  In 2023, India's exports to Pakistan were valued at approximately $523 

million, a significant decline from $2.16 billion in 2018. Simultaneously, imports 



from Pakistan plummeted to $7.69 million in 2023, down from $495 million in 2018. 

This sharp reduction underscores the deepening economic rift between the two 

nations . Air India projects a loss of $600 million over 12 months due to the closure of 

Pakistani airspace, which increases flight durations and fuel consumption. In May 

2025, India's manufacturing activity fell to a three-month low, attributed to rising 

inflation and tensions with Pakistan, dampening production growth and new orders. 

The Kashmir tourism sector, contributing about 7% to the region's GDP and 

employing 200,000 people, suffered a severe blow following a deadly attack on 

tourists, leading to widespread cancellations and a sharp decline in visitor numbers . 

Moody's revised India's GDP growth forecast for 2025 downward to 6.3%, 

citing heightened global policy uncertainty and increasing trade restrictions, including 

those stemming from Indo-Pak tensions . While the direct economic impact of Indo-

Pak trade restrictions on India's overall economy is limited due to the relatively small 

share of bilateral trade, the broader geopolitical tensions exacerbate existing economic 

challenges, affecting investor confidence and regional stability. In short, the Indo-Pak 

trade restrictions and economic sanctions have led to significant disruptions in sectors 

like aviation, manufacturing, and tourism, contributing to a cautious economic 

outlook for India in the near term. 

Economic Impact of Conflict-Related Expenditures on India’s Gross Domestic Product, 

Political Landscape, and Governance 

Conflict-related expenditures, particularly defense spending due to ongoing 

geopolitical tensions, have a significant impact on India’s economy, politics, and 

governance structures. India’s defense budget for 2024-25 is approximately ₹5.94 

lakh crore (about USD 80 billion), constituting nearly 2.8% of its GDP, reflecting the 

government’s prioritization of national security amid conflicts, primarily with 

Pakistan and China. Economically, high defense spending exerts both direct and 

indirect effects on India’s GDP growth. While defense expenditure contributes to 

industrial production and employment, excessive allocation can crowd out 

investments in critical sectors such as health, education, and infrastructure, thereby 

limiting inclusive economic growth. For instance, from 2010 to 2020, defense 

spending grew at an average annual rate of 6.5%, outpacing GDP growth of around 

6%, leading to fiscal pressures that increased the fiscal deficit from 3.5% to over 6% 

during conflict escalation periods. Politically, conflict expenditures shape policy 

priorities and governance frameworks. Governments often leverage defense spending 

to assert sovereignty and maintain political legitimacy, especially during crises. 



However, this can lead to militarization of policy discourse, sometimes 

overshadowing socio-economic development agendas.  

The India-Pakistan conflicts have also influenced electoral politics, with 

defense and security becoming central electoral issues. Governance-wise, sustained 

conflict-related expenditures necessitate enhanced bureaucratic coordination and 

strategic planning. Defense outlays have prompted reforms in procurement and 

modernization efforts to improve efficiency. Yet, challenges remain in transparency 

and accountability, with defense procurement often criticized for cost overruns and 

delays, impacting public trust in governance. In short, conflict-related expenditures 

impact India’s GDP by influencing fiscal priorities, shape political narratives by 

foregrounding security concerns, and demand governance reforms to balance national 

security with socio-economic development. 

Economic Consequences of India-Pakistan Conflicts on Investment and Growth 

The ongoing India-Pakistan conflicts have had profound implications for 

India’s economic development, particularly in terms of foreign direct investment 

(FDI), investor confidence, and overall economic stability. These conflicts, 

characterized by military skirmishes, cross-border tensions, and diplomatic disputes, 

tend to create an environment of uncertainty that adversely impacts economic growth. 

Foreign direct investment (FDI) is crucial for India’s development, providing capital, 

technology, and employment opportunities. However, geopolitical tensions have 

historically dampened investor enthusiasm. According to the Department for 

Promotion of Industry and Internal Trade (DPIIT), India attracted FDI inflows of 

USD 81.97 billion in 2022-23, a 6% increase from the previous year. Nonetheless, 

sectors vulnerable to geopolitical risks, such as infrastructure and manufacturing, have 

seen fluctuating FDI levels during periods of heightened conflict, with some investors 

hesitant due to regional instability. Conflict-induced uncertainty also influences 

foreign portfolio investments and overall business sentiment. A report by the World 

Bank indicated that political tensions between India and Pakistan can lead to a decline 

in investor confidence, causing capital flight and reduced economic inflows. For 

instance, following the 2019 Pulwama attack and subsequent airstrikes, India 

experienced a temporary dip in investor confidence, with the stock market (BSE 

Sensex) falling by approximately 1,200 points over a week. 

Furthermore, conflicts divert government resources towards defense and 

security, potentially at the expense of infrastructure and social development projects. 

The increased military expenditure impacts fiscal stability; India’s defense budget for 



2023-24 was approximately USD 49 billion, up from USD 45 billion in the previous 

year, reflecting the economic costs of ongoing tensions. Economic growth also suffers 

indirectly. The World Economic Outlook  projected India’s GDP growth at 6.3% for 

2023, slightly lower than the previous forecast, partly due to geopolitical risks 

affecting trade and investment. Disruptions to cross-border trade, especially in sectors 

like textiles and agriculture, further hinder economic progress. In short, India-Pakistan 

conflicts generate significant economic costs, affecting FDI, investor confidence, and 

overall growth prospects. Sustained tensions threaten to undermine India’s economic 

trajectory, emphasizing the importance of regional stability for long-term 

development. 

Economic Impact of Conflict-Driven Growth in India’s Defense Manufacturing Sector 

The ongoing India-Pakistan conflicts have significantly contributed to the 

growth of India’s defense manufacturing sector, driving economic development while 

also reflecting the broader geopolitical tensions in the region. Increased security 

threats have prompted the Indian government to prioritize indigenous defense 

production, leading to substantial economic implications. India’s defense sector has 

witnessed a marked increase in domestic manufacturing, reducing reliance on foreign 

imports. According to the Ministry of Defence, the “Make in India” initiative aims to 

boost defense production to reach USD 25 billion by 2025. In the fiscal year 2022-23, 

India’s defense exports grew to approximately USD 1.3 billion, a 5% increase from 

the previous year, driven partly by the need to develop self-reliance amid regional 

tensions. Conflict-driven growth in defense manufacturing has resulted in significant 

fiscal expenditures. India’s defense budget for 2023-24 was approximately USD 49 

billion, a 9% increase from the previous year, reflecting heightened security concerns. 

This increased expenditure has stimulated growth within the defense industrial 

complex, creating jobs and attracting investments. The industry directly employs over 

2 million people, with projections indicating a growth rate of 7% annually, largely 

fueled by regional conflicts and security needs. 

Furthermore, the influx of private sector investments and public-private 

partnerships has catalyzed technological innovation and infrastructure development. 

The Defense Research and Development Organisation (DRDO) has launched several 

indigenized projects, including the production of the light combat aircraft Tejas and 

the indigenous missile systems, contributing to technological self-sufficiency. 

However, this growth also entails economic costs. Heavy military spending diverted 

resources that could otherwise be allocated to social and economic development. 



Additionally, increased defense exports while boosting economic activity may also 

heighten geopolitical risks and regional tensions, potentially destabilizing investment 

environments. In short, conflict-driven growth in India’s defense manufacturing 

sector has bolstered economic activity, employment, and technological innovation. 

Nevertheless, it also presents challenges related to resource allocation and regional 

stability. Continued focus on indigenous development and balanced diplomatic efforts 

are essential to sustain this growth trajectory while mitigating associated risks. 

Economic Impact of Insurgency, Border Security, and Governance Challenges in India-

Pakistan Conflicts 

The ongoing conflict between India and Pakistan, particularly over regions 

such as Jammu and Kashmir, has profound economic repercussions for both nations. 

These conflicts, marked by insurgency, border tensions, and governance challenges, 

divert substantial resources from development to security, stunting economic growth 

and exacerbating poverty. Insurgency in Jammu and Kashmir has significantly 

impacted local economies. According to the World Bank, the region’s GDP growth 

slowed to around 2-3% annually during periods of intense conflict, compared to the 

national average of approximately 7% pre-2010. The unrest has led to a decline in 

tourism, a vital sector for the region. For instance, tourist arrivals in Kashmir dropped 

by over 70% during peak insurgency years (2010-2015), resulting in estimated 

revenue losses of hundreds of millions of dollars annually. Local businesses, 

including hospitality, handicrafts, and transport sectors, faced reduced demand, 

leading to increased unemployment. 

 Border security expenditures are another critical burden. India allocates 

substantial funds to its Border Security Force (BSF) and military operations in 

Kashmir, with defense spending reaching nearly 2.4% of its GDP in 2022, amounting 

to approximately $72 billion.  A significant portion of this budget addresses border 

guarding and counter-insurgency operations, which could otherwise be invested in 

infrastructure, education, or healthcare. Pakistan’s military expenditure is similarly 

high, with defense spending constituting about 4.5% of its GDP in 2022, roughly $10 

billion, much of which is directed towards managing tensions along the India-Pakistan 

border. Governance challenges stemming from ongoing conflict also impede 

economic development. Political instability and frequent security crises limit foreign 

investment. According to the UN Conference on Trade and Development (UNCTAD), 

India’s foreign direct investment (FDI) inflow in conflict-affected regions like 

Kashmir is substantially lower about 30-40% less compared to other Indian states. 



Additionally, conflict-related disruptions have increased poverty levels; the World 

Bank estimates that conflict zones in Kashmir have poverty rates of over 20%, 

compared to the national average of 13%. In short, the India-Pakistan conflict exerts a 

heavy economic toll through decreased regional productivity, increased security 

expenditure, and inhibited development due to instability. Addressing these issues 

requires a comprehensive approach focusing on peace-building and sustainable 

development. 

Balancing National Security and Economic Growth in India-Pakistan Context 

India and Pakistan, two nuclear-armed neighbors, have long faced the 

challenge of maintaining national security while fostering economic development. 

The persistent conflict over Kashmir, along with regional tensions, influences both 

countries' policies and economic trajectories. India's economic growth has been 

notable over the past two decades. According to the World Bank, India's GDP grew 

from approximately $1.7 trillion in 2010 to over $3.7 trillion in 2022, making it the 

fifth-largest economy globally. This rapid expansion has been driven by sectors such 

as technology, manufacturing, and services. However, security concerns, especially 

along the India-Pakistan border, continue to divert resources. For instance, India 

allocated about 2.4% of its GDP to defense in 2022, totaling approximately $72 

billion, according to Stockholm International Peace Research Institute (SIPRI). This 

substantial expenditure underscores the emphasis on maintaining military readiness 

but can limit investments in infrastructure, health, and education. 

Pakistan's economic situation presents a contrasting picture. Its GDP stood at 

roughly $347 billion in 2022, with a growth rate of around 4%. The country faces 

significant security challenges, including terrorism and border conflicts, which have 

historically hampered economic progress. Pakistan allocates about 3.5% of its GDP to 

defense, roughly $12 billion in 2022, according to SIPRI. The ongoing conflict with 

India over Kashmir and internal security issues divert crucial resources from 

development programs. For example, the China-Pakistan Economic Corridor (CPEC), 

part of China's Belt and Road Initiative, aims to boost economic connectivity but 

faces security threats that threaten its progress. To balance security and economic 

development, both nations need strategic policies. India could consider optimizing 

defense spending by investing more efficiently and reallocating resources toward 

infrastructure and social sectors. Pakistan might focus on leveraging economic 

initiatives like CPEC while enhancing internal security to attract foreign investment. 

Confidence-building measures and diplomatic engagement can reduce tensions, 



freeing up resources for growth. In short, sustainable economic development in India 

and Pakistan hinges on effectively managing security concerns without compromising 

growth opportunities. A balanced approach, emphasizing cooperation and strategic 

resource allocation, is essential for regional stability and prosperity. 

 

 

Impact of India-Pakistan Conflicts on India's Economic Growth, Political Decisions, 

Governance, and Public Welfare 

The India-Pakistan conflicts have significantly influenced India's economic 

trajectory, political landscape, governance, and public welfare. Historically, tensions, 

notably wars in 1947, 1965, and 1999, and ongoing border skirmishes, have 

engendered economic and political repercussions. Economically, conflicts divert 

substantial resources towards defense expenditures. India’s defense budget increased 

from approximately 2.4% of GDP in 2010-11 to 3.3% in 2022, totaling around $76 

billion, with a significant portion allocated to border security (Ministry of Defence, 

2022). These expenditures often constrain infrastructure and social spending, 

impacting long-term growth. Moreover, heightened tensions have led to decreased 

foreign investment; for instance, India’s FDI inflows declined by 23% during 2016-

2017, partly due to regional instability. Politically, conflicts bolster nationalistic 

sentiments, influencing electoral outcomes and foreign policy priorities. For example, 

after the 2001 Indian Parliament attack, there was a surge in security-centric policies 

and increased military readiness. Such conflicts often lead to policy shifts favoring 

militarization over economic reforms, potentially stalling broader development 

initiatives. 

Governance-wise, prolonged conflicts strain institutional capacity, diverting 

attention from governance reforms to security issues. The 2008 Mumbai attacks 

prompted sweeping anti-terror laws, but also raised concerns over civil liberties and 

governance transparency. Regarding public welfare, conflicts often cause internal 

displacement, casualties, and economic hardship. The 1999 Kargil conflict displaced 

thousands and disrupted local economies. Additionally, military tensions lead to 

increased government spending on defense at the expense of social sectors like health 

and education, which reportedly saw stagnation or decline during periods of 

heightened conflict. Statistically, India’s GDP growth averaged around 6-7% pre-

2016 but slowed to approximately 4.2% in 2020 amidst border tensions and the 

COVID-19 pandemic. While the pandemic was the primary factor, ongoing conflicts 



contributed to economic uncertainties. In short, India-Pakistan conflicts have a 

tangible impact on India’s economic growth, political stability, governance, and 

public welfare, often necessitating trade-offs between security and development 

priorities. 

 

Balancing Security and Sustainable Development: Analyzing Economic Trade-offs in 

Conflict Management 

The pursuit of security often appears at odds with sustainable development, 

especially in conflict-prone regions. While security measures aim to maintain stability 

and protect citizens, they frequently entail economic costs that can hinder long-term 

development efforts. Globally, conflicts cost an estimated $14.3 trillion annually, 

equivalent to 11.6% of the world’s GDP (Institute for Economics & Peace, 2022). For 

example, in Syria, the ongoing civil war has reduced GDP by approximately 55% 

since 2011, with infrastructure destruction and displacement creating economic losses 

estimated at $226 billion. Such costs divert public and private investments from 

sustainable sectors like education, healthcare, and renewable energy. Security 

interventions, including military spending, are often substantial. The Stockholm 

International Peace Research Institute (SIPRI) reports global military expenditure 

reached $2.11 trillion in 2022, with conflict zones allocating a significant portion to 

defense rather than development. For instance, Afghanistan’s military spending 

increased from 42% of its GDP in 2010 to 57% in 2021, reducing funds available for 

social programs and economic growth. 

However, investing in conflict resolution and peacebuilding can foster 

sustainable development. The United Nations estimates that every dollar spent on 

peacekeeping yields a return of $2 to $4 in economic benefits. Countries like 

Colombia, which invested in peace agreements, experienced a 4.2% GDP growth rate 

post-conflict, compared to 2.5% during conflict years (World Bank, 2023). Similarly, 

Somalia’s stabilization efforts helped reduce piracy and boost fisheries, contributing 

to economic recovery. Striking a balance involves integrating security measures with 

development strategies. Approaches such as community-based conflict resolution, 

economic diversification, and inclusive governance can mitigate conflict triggers 

while promoting growth. Evidence indicates that sustainable development reduces the 

likelihood of relapse into violence, creating a positive feedback loop.  While security 

is essential in conflict zones, excessive military spending can impede sustainable 

development. Investing in peacebuilding and economic resilience offers a more 



effective pathway, with studies showing that conflict-sensitive development strategies 

can lead to both stability and growth in the long term. 

 

 

Comprehensive Diplomatic and Cooperative Framework for Permanent Resolution of 

India-Pakistan Conflicts 

A lasting resolution to the India-Pakistan conflict requires a multifaceted 

diplomatic and cooperative framework that addresses security concerns, fosters 

economic collaboration, and promotes cultural understanding. Recent developments 

indicate a shift towards dialogue and cooperation, providing a foundation for 

sustainable peace.  In June 2025, Pakistan’s Foreign Minister Bilawal Bhutto-Zardari 

underscored the importance of intelligence sharing between India’s Research and 

Analysis Wing (RAW) and Pakistan’s Inter-Services Intelligence (ISI) to tackle 

terrorism, acknowledging that persistent conflicts mostly serve the interests of non-

state actors. This stance is consistent with efforts to create a joint dispute resolution 

mechanism aimed at reducing bilateral tensions. Enhancing Communication Channels, 

the recent ceasefire pact on May 10, 2025, emphasized the need for direct military 

communication between India and Pakistan. Although initial technical problems 

affected the military hotline, the Directors General of Military Operations (DGMOs) 

from both sides played a crucial role in reducing tensions. Nevertheless, the absence 

of a structured crisis management system remains a weakness, highlighting the need 

for formalized communication frameworks. 

Reviving and Modernizing Bilateral Agreements, the Indus Waters Treaty 

(IWT) of 1960 has served as a key framework for water-sharing between India and 

Pakistan. After the terrorist attack in Pahalgam in April 2025, however, India 

suspended the treaty, citing national security issues. It is now crucial to restore and 

modernize the IWT to tackle current challenges such as climate change, which is vital 

for maintaining regional stability. Economic Cooperation, trade between India and 

Pakistan had been recovering, reaching USD 1.2 billion in 2024, a 127% increase 

from 2023. However, recent conflicts have caused a suspension of trade and the 

closure of borders, undoing this progress. Reviving trade ties, such as reopening the 

Wagah border and restoring airspace access, could strengthen economic 

interdependence and help ease tensions. 

Cultural and People-to-People Exchanges, even with ongoing diplomatic 

strains, cultural interactions have thrived on digital platforms. Efforts like Punjabi 



Lehar and Aaghaz-e-Dosti have fostered cross-border engagement, promoting mutual 

understanding. Supporting these initiatives can strengthen grassroots peacebuilding 

and challenge hostile narratives. International Mediation and Support, the recent 

ceasefire arranged by the U.S., which included trade incentives, highlights how 

external actors can contribute to de-escalating conflicts. Although India prefers to 

keep dialogue bilateral, productive international involvement can open up further 

opportunities for resolving disputes. In short, a comprehensive approach 

encompassing security cooperation, revitalization of bilateral agreements, economic 

engagement, cultural exchanges, and selective international mediation offers a viable 

pathway to resolving India-Pakistan conflicts. Sustained commitment from both 

nations to these initiatives is crucial for achieving lasting peace and stability in the 

region. 

Conclusion  

The enduring conflict between India and Pakistan has profoundly impacted 

both nations' economic development, political stability, governance, and regional 

stability. Historical hostilities, rooted in territorial disputes, particularly over Kashmir, 

have led to recurrent wars, border skirmishes, and persistent military tensions, which 

divert substantial national resources toward defense and security. This resource 

allocation often hampers investments in vital sectors such as health, education, 

infrastructure, and social welfare, constraining long-term sustainable growth. The 

high defense expenditures and conflict-related disruptions have also adversely 

affected trade, foreign direct investment, and regional economic integration, thereby 

limiting economic opportunities and regional cooperation.  

Politically, these conflicts have fostered a climate of nationalism, 

militarization, and security-centric policymaking, often at the expense of broader 

governance reforms and socio-economic development. The security imperatives 

influence electoral politics, policy priorities, and diplomatic strategies, often 

reinforcing a cycle of mistrust and hostility. Additionally, conflict-related violence 

and insurgency, especially in regions like Jammu and Kashmir, have led to economic 

stagnation, increased poverty, and governance challenges, further impeding social 

progress. 

However, despite these profound challenges, there exist pathways for peace 

and development. A comprehensive diplomatic framework that emphasizes dialogue, 

confidence-building measures, modernization of bilateral agreements such as the 

Indus Waters Treaty, and fostering people-to-people exchanges can help de-escalate 



tensions. Promoting economic cooperation, trade, and cultural interactions can 

enhance mutual understanding and interdependence, creating incentives for peaceful 

coexistence. External mediators and international support can play a crucial role in 

facilitating negotiations and peace processes. In short, balancing security needs with 

economic development requires strategic resource management, sustained diplomatic 

engagement, and regional cooperation. Achieving lasting peace and stability not only 

benefits India and Pakistan but also ensures regional prosperity and global stability, 

underscoring the imperative for both nations to prioritize dialogue and collaborative 

solutions over conflict. 
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