
Trade is booming; but even that adds some new elements of mistrust

CLOSE friends have little need of formal
professions of warmth. India and

China are not there yet. Thus 2006 is offi-
cially "a year of friendship" between the
two countries, culminating in a visit by Hu
Jintao, China's president, to India on No-
vember 2Oth. China's ambassador in
Delhi chilled matters this week, declaring
Arunachal Pradesh, a state covering some
84,000 square kilometres (33,000 square
miles) in the north-east of India, to be part
of China. The dispute over the border is so
long-running that India's reaction was no
stronger than official outrage and unoffi-
cial weariness. Yet the calm reaction also
shows how, on the Indian side, antago-
nism with China is already priced in.

Relations between the two countries
have improved since 1998, when India an-
gered China by justifying its tests of nu-
clear weapons with an oblique reference
to the Chinese threat. The thaw is a tribute
to a political process that has kept border
talks going since 1988, and saw them ele-
vated to a higher level in 2003. Progress has
been slow, but that has been part of the
point: the dispute has been in quarantine
while relations improved in other ways.

The benefits can be seen in the growth
of trade between the two countries. In ur-
ban India, the biggest Hindu festival of the
year, Diwali, was this October lit up almost

entirely by lanterns made in China, de-
spite enthusiastic use of anti-dumping pe-
titions by Indian firms to keep Chinese
goods out. Two-way trade, worth only $1.5
billion in 1998-99, may reach $20 billion
this year, with a surplus in India's favour.

Yet suspicions endure and will be hard
to shift. Inside India's defence establish-
ment, they are fuelled by three aspects of
China's policy.

First, still, come the contentious bor-
ders. The outline of the eventual solution
seems clear: the disputed land on the east-
ern end of the border stays with India and
with China in the west. But that would rep-
resent acceptance by India of the outcome
of its abject defeat in the two countries'
war in 1962, and has always been politi-
cally difficult. China appears unwilling to
help with even cosmetic concessions, and
has been loth to define where it thinks the
border runs. Indian officials think agree-
ment is still some years away.

Second, Indians worry about China's
traditionally cosy friendship with Pak-
istan, and its alleged help with Pakistan's
nuclear-weapons programme. They point
out that while Mr Hu will sign agreements
on trifling cultural matters in India, in Pak-
istan, his next destination, he will sign nu-
clear-power deals worth billions of dol-
lars. They also resent China's assistance to

Pakistan's navy, which will as a result by
2015 have as many frigates as India, ac-
cording to Srikanth Kondapalli of Delhi's
Jawaharlal Nehru University.

Third, China's military ties with India's
other neighbours in South Asia make
them jumpy. China has a defence co-oper-
ation agreement with Bangladesh, and
has offered assistance to governments in
Sri Lanka, Nepal and Myanmar. Other
parts of India's hydra-headed government
may feel more warmly towards China, but
they will find it hard to silence the hawks.

For China, which tends to look on India
not as a rival but as a poor neighbour af-
flicted by bureaucracy and democracy,
suspicion springs less from fear than from
pique at India's spurning of Chinese in-
vestment. One official Chinese newspaper
complained recently that Indian approval
for Chinese investments can take between
six months and a year, and requires the en-
dorsement of four bits of the bureaucracy,
whereas investments from most other
countries require approval only from the
Reserve Bank of India, the central bank.

India has indeed blocked investments
in ports and telecoms infrastructure. It con-
siders both strategic assets which ought to
be kept out of the hands of companies con-
trolled by a foreign government that
claims a large chunk of India. And it has
thought out loud about drafting a law that
would subject investments from pro-
scribed countries to special scrutiny. A cer-
tain country with 1.3 billion people would
probably be first on the list. This has
prompted Chinese talk of retaliation.

So far, though, India has found other
ways to keep Chinese companies out. Chi-
nese businessmen operating in India
grumble about the difficulty of getting vi-



> sas for Chinese workers. "Chinese people
are suffering very special treatment," says
Hongsen Wang, managing director of Si-
nosteel India, the largest Chinese importer
of iron ore from India. Even Indian compa-
nies that have tried to import Chinese
workers have had trouble.

India, in turn, points out that its in-
formation-technology companies, which
have expanded into China, are winning
business primarily from their multinat-
ional clients there, not Chinese firms or the
government. All of which has conspired to
keep the growth in cross-border invest-
ment lagging behind trade.

For that to improve, and for trade to

keep growing, the two countries need to
make their trade routes more direct and
open up their markets to each other. There
are still only six direct flights a week from
Delhi to Beijing. More business and tourist
travel might help dispel the lingering sus-
picions. But it will not happen quickly.
"These are two old civilisations," says C.V.
Ranganathan, a former ambassador to
China, "and their relationship will move at
a civilisational pace." That is too slow for
many businessmen, and, to the extent it
impedes trade and growth, too slow for
the hundreds of millions in the two coun-
tries who have yet to reap much benefit
from their growing economies. •

Vietnam and America

What war?

Both sides strive to put the past behind them-and contain the rise of China

GEORGE BUSH visits Hanoi this week-
end in the latest stage in a steady im-

provement in relations since America and
Vietnam ended their war just over 30 years
ago. Mr Bush's welcome will be sincerely
warm, especially after the pact the two
countries signed in May, in which America
backed Vietnam's entry to the World Trade
Organisation (WTO).

There was one awkward hitch before
the president's visit: on November 13th the
House of Representatives failed to pass a
bill granting Vietnam "permanent normal
trade relations", without which its access
to its biggest export market rests on the
whim of the American president. The Re-
publicans failed to get the two-thirds ma-
jority they needed to rush the bill through
in time for Mr Bush's visit. However, it
should still pass (by a simple majority) in
December, before the new, Democrat-con-
trolled Congress takes over next year.

Mr Bush is the second American presi-
dent to visit Vietnam since the fall of Sai-
gon-and the second to have dodged fight-
ing in the war. When Bill Clinton came in
2000, big crowds welcomed the man who
in 1994 had scrapped America's trade em-
bargo and a year later restored diplomatic
relations. It had taken two decades to start
undoing the bitter legacy of the war, and
for Vietnam's communist government to
emerge from its isolationist shell.

Now Vietnam is open for business. Its
exports to America, worth $6.6 billion last
year, should keep soaring, as should
America's $1.2 billion of exports to Viet-
nam. Coca-Cola and Citibank had already
arrived by the time Mr Clinton visited.
Harley-Davidson motorbikes will soon be
roaring on Hanoi's streets.

As co-operation on security and coun-
ter-terrorism has improved, American na-
val ships have, since 2003, been visiting
Vietnam's ports. But there are still some
awkward issues to clear up. Vietnamese
victims of Agent Orange, a poisonous de-
foliant used by America in the war, are still
seeking compensation. But the Washing-
ton Post this week quoted officials as say-
ing the two countries had struck a deal in
which America will pay towards remov-
ing residues of the chemical from Viet-
namese soil. This month the two countries
agreed to start the second phase of a joint

programme to remove the huge amounts
of wartime bombs and landmines that lit-
ter Vietnam, causing casualties even now.
The two sides have also made progress on
tracing the hundreds of Americans-and
the much larger numbers of Vietnamese-
listed as missing in action. On November
9th the Pentagon said the remains of an
American airman shot down over North
Vietnam had been identified.

America still describes Vietnam as "an
authoritarian state" that abuses human
rights. But in April it praised the country's
advances in several areas, such as releasing
some political dissidents and signing an
agreement on religious freedom. As a re-
sult, on November 13th, it removed Viet-
nam from a blacklist of countries that sup-
press religion. The same day, Vietnam sent
back to America a Vietnamese-American
democracy activist it had detained for 14
months for "terrorist activities".

The Vietnamese feel that but for the
wars of the mid-2oth century, their coun-
try would be as rich as Taiwan and Singa-
pore. Their desire to catch up by doing
business with America and other former
foes has helped dispel any lingering ran-
cour. Tony Salzman, an American entre-
preneur who has several businesses in
Vietnam, says he has never sensed the
slightest hostility in the 14 years he has
been there. Around half Vietnam's people
were born after the war, he says, so for
them it is something for the history books.
America is naturally excited by a country
of 83m people with low production costs,
whose economy is growing almost as fast
as China's. There is also an unstated mu-
tual interest in containing China's rising
influence in the region. In all, plenty of rea-
sons to put the past behind them. •

Bill got there first
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