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Thank you M adam e C hairm an and C om m issioners for the opportunity to speak 
before the com m ission today.  A fter decades of tensions, India and C hina are 
m oving closer in a shift that is affecting the strategic realities of A sia.  A  recent visit 
to Beijing by Indian Prim e M inister Vajpayee has produced a prom ising set of 
agreem ents to help settle the long-standing border dispute, increase trade, and 
decrease m utual distrust.  A  critical factor in draw ing the tw o countries together 
has been their grow ing econom ies.  H ow ever, w hile the probability of m ilitary 
conflict is increasingly low , bilateral econom ic com petition could be the source of 
possible friction in the relationship.   
 
Implications of China’s Economic Power 
 
C hina’s econom ic grow th and liberalization has affected India in significant w ays. 
C hina set a positive exam ple for India in the 1980s by liberalizing its econom ic 
system  and transform ing C hina into an econom ic success story.  H ow ever, the 
lessons of C hina’s m odernizations w ere im plem ented by its neighbor a decade 
later, after an econom ic crisis forced India to reform  its bureaucratic econom ic 
system .  C hina’s econom ic grow th and w ealth has also decreased the incentives 
for it to engage in conflict w ith its neighbors, increasing its initiatives to m ake 
peace w ith India.  Sim ilarly, India’s liberalization and grow th has led its leaders to 
accept the sam e conclusion.  
 
C hina and India are currently addressing their challenges w ith very sim ilar 
program s that are m eant to propel their econom ies and strengthen their m ilitaries.  
Both countries face the threat of grow ing incom e disparity, ethnic unrest, and 
separatism  and both C hina and India are focused on m odernizing and developing 
their econom ies to integrate m ore closely w ith the rest of the w orld.  M inor 
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disputes over territory do not further this agenda w ell.  For C hina, high tensions 
w ith Taiw an provide a good reason to resolve old quarrels w ith India.  In addition, 
C hina has concerns w ith internal security.  Separatist m ovem ents in Xinjiang and 
Tibet continue to absorb m uch of its attention, and reflect problem s that C hina is 
facing regarding its ethnic com position.  Rising unrest from  unem ploym ent and 
gaping inequalities in incom e distribution betw een regions are exacerbating these 
ethnic divides.  Securing its external borders and relations w ith neighboring 
countries allow s C hina to focus on these grow ing internal problem s. 
 
Indian policy m akers are m ore confident than their C hinese counterparts regarding 
their ability to deal effectively w ith dom estic ethnic and econom ic forces.  In fact, 
they overw helm ingly state in interview s that the unity of the Indian state does not 
hinge upon keeping Kashm ir, w hereas in the view  of m ost C hinese policy m akers, 
a separation from  Taiw an could m ean the end of C hina as w e know  it.   
 
Rather than w orrying about the country disintegrating, India is trying to refocus its 
national efforts on econom ic grow th in order to m atch C hina’s success.  Indian 
grow th rates have averaged 6%  in the past decade, but grow th needs to be even 
faster to eradicate poverty and raise living standards.  C onflict and tensions w ith 
neighboring C hina and Pakistan have posed a large econom ic hurdle for India in 
the past, im peding foreign investm ent and absorbing critical budgetary resources.  
M oves by Vajpayee’s governm ent to foster ties w ith Pakistan com plem ent the 
recent initiatives in C hina, and could eventually lead to a significant 
dem ilitarization of India’s northern borders.   
 
A  breakthrough in relations w ith C hina is also likely to m ean a trem endous grow th 
in trade betw een the tw o countries in com ing years.  W hereas a decade ago, 
trade volum e w as a paltry $300 m illion per year, it has now  increased to $5  
billion, and grow ing. Trade estim ates for 2004 -2005  are closer to $7  billion, and 
trade is expected to reach $10  billion by 2005 -2006. These changes m ean a 
boost to the Indian econom y, and greater interdependence betw een the tw o 
econom ies. 
 
O f course, the field for com petition has also shifted to econom ic interests.  India 
eyes w ith envy C hina’s rapid grow th rates and com petitiveness in the consum er 
goods sector.  For years, Indians w ere w orried that cheap C hinese goods w ere 
flooding the Indian m arket and threatening dom estic m anufacturing.  In the past 
few  years, how ever, businesses are looking to C hina m ore as a m odel for 
attracting foreign investm ent.  The difference in FD I to the tw o countries is stark, 
C hina drew  an estim ated $52.7 billion in FD I in 2002, w hereas India attracted 
only $5.5  billion.  Indian businesses realize that m uch effort is needed to m atch 
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C hina’s perform ance in this arena, including added attention to education, 
infrastructure, and less bureaucratic entry and exit procedures for businesses.  
 
C hina, for its part, is hoping to em ulate India’s success in the inform ation 
technology arena.  In C hina, recent m edia reports indicate that concerns are rising 
regarding India’s increasing com petitiveness in m icrochip m anufacturing.  C hinese 
analysts argue that because India’s salaries are low er, costs are cheaper, thereby 
m aking Indian products m ore com petitive.  Language is also a factor in C hina’s 
concerns.  Businesses in C hina fear that U .S. businesses w ill prefer Indian products 
because of the Indian facility w ith English relative to their C hinese counterparts.  In 
a strange turn of events, the C hinese population is now  asking w hether their 
m arket is likely to be flooded w ith cheap Indian goods.  W ith com m on strengths 
and export m arkets, trade com petition is inevitable.  But com petition on econom ic 
term s is beneficial for both countries.   
 
Security Relations 
 
Both countries fought a border w ar in 1962, leaving a sense of suspicion and 
tension betw een the tw o countries in the follow ing years.  D iplom atic relations 
w ere reinstated in 1976, but both sides have retained thousands of troops along 
their disputed borders for years. C om plicating m atters further, India’s 1998  
nuclear tests w ere initially interpreted as a hostile m aneuver aim ed at C hina.  The 
situation w as exacerbated by the Indian D efense M inister’s statem ent claim ing that 
C hina w as India’s m ain threat. Since then, both countries have slow ly com e to the 
understanding that their national interests can be com patible. W hen asked, 
leading officials and scholars in both countries state that rem aining disputes on 
borders are not w orth a w ar. A s the populations of these tw o countries com prise a 
total of a third of the w orld, this is no sm all achievem ent.  Furtherm ore, India’s 
decision to form ally accept Tibet as a part of C hina, and C hina’s decision to show  
flexibility on the issue of Sikkim  in recent discussions has helped to am eliorate 
relations. 
 
The U .S. role in A sia is undoubtedly a significant factor in C hina’s strategic 
calculus w ith regard to India.  C alls w ithin the U .S. to w ork w ith India to contain 
C hina have provided C hinese strategists w ith a reason to w arm  relations w ith 
India.  A  closer relationship w ith India is beneficial to C hina in that it precludes the 
U .S. from  being able to co-opt India into a containm ent strategy, w hereas the 
existence of tensions betw een C hina and India w ould provide an ideal opportunity 
for both the U .S. and India to w ork together in containm ent.    
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C hina and India’s grow ing econom ies and trade ties have also had considerable 
influence on im proving their security relationship.  Both countries have com e to the 
understanding that econom ic cooperation is the key to the future, and closer 
diplom atic and security relations m ust follow .   
 
The shift in relations has been m anifested m ost recently in the first bilateral m ilitary 
exercises betw een C hina and India that took place in N ovem ber 2003.  Both 
countries engaged in a joint naval search and rescue exercise off the coast of 
Shanghai, a significant m ove in their relationship, though lim ited in its m ilitary 
significance.  W orking together in the m ilitary arena w ill undoubtedly decrease the 
possibility of m iscom m unication and m isunderstanding, m aking conflict less and 
less probable.  The joint exercises also serve as confidence building m easures 
betw een the tw o countries m ilitaries.  H ow ever, the exercises do not m ark the 
beginning of a security alliance by any m eans.  C hina and India w ill take tim e in 
deepening their security ties.  Trust w ill need to be built through expanding 
econom ic interdependence, political agreem ents, and further m ilitary cooperation 
to create a m ature and stable relationship.   
 
China and Pakistan 
 
C hina’s relationship w ith Pakistan has also been shifting in recent years.  D uring 
the C old W ar and the 1990s, C hina m aintained a close relationship w ith 
Pakistan, to India’s disadvantage.  C hina’s m ilitary assistance, including the 
possible transfer of nuclear and m issile technology, to Pakistan has been a 
persistent irritant in Sino-Indian relations.  H ow ever, C hina has in recent years 
em phasized its intent to pursue a balanced foreign policy tow ards India and 
Pakistan, a change from  the past policy that w as m arkedly in Pakistan’s favor.  
This shift is likely a result of India’s grow ing significance as an econom ic and 
m ilitary pow er in A sia.  H ow ever, other issues are increasingly affecting C hina’s 
relations w ith Pakistan.  Revelations of Pakistan’s transfer of nuclear technology to 
N orth Korea have placed C hina in a difficult position vis-a-vis the international 
com m unity and N orth Korea. C hina finds that it m ust now  scram ble to defuse the 
situation in N ortheast A sia created by N orth Korea’s nuclearization.  In addition, 
w hereas Pakistan’s support for fundam entalist groups w as previously not a priority 
to C hina, reports now  indicate that the num bers of U ighur separatists trained by 
Pakistan has created problem s for C hina in Xinjiang.  A s a result, the issue has 
becom e a liability for Pakistan in the bilateral relationship.  N onetheless, the 
strong historical relationship betw een the tw o countries is unlikely to disappear.  
M ilitary cooperation continues, and C hina m ay w ant to m aintain close ties w ith 
Pakistan as a hedge against being surrounded by a hostile U .S., Japan, and India 



 5

in an unknow n future.  H ow ever, cooperation w ith Pakistan w ill increasingly be 
tem pered by the current trend of w arm ing ties w ith India.   
 
Implications for U.S. Interests in South Asia 
 
The im plications of closer Sino-Indian relations for U .S. foreign policy are far 
reaching.  A lthough India’s close relations w ith the U .S. w ill rem ain a priority, 
m aintaining positive ties w ith its large neighbor w ill probably be increasingly 
im portant to ensure future security.  A  w arm ing of ties betw een these tw o countries 
also m eans that the U .S. needs to understand that C hina, India, and Japan could 
w ork cooperatively in the future, and attem pts to play off India against C hina m ay 
be unlikely to bear fruit.  A t the sam e tim e, a m ore secure India w ill m ean a m ore 
stable partner for the U .S. in South A sia, a less dangerous A sian dynam ic, and a 
m ore attractive destination for U .S. investm ent in the future.  
 
  
      

 


