
[image: cover]


        
            
                Thank you for downloading this Simon & Schuster ebook.

                

                Get a FREE ebook when you join our mailing list. Plus, get updates on new releases, deals, recommended reads, and more from Simon & Schuster. Click below to sign up and see terms and conditions.

            

            
            	CLICK HERE TO SIGN UP

            

            
               Already a subscriber? Provide your email again so we can register this ebook and send you more of what you like to read. You will continue to receive exclusive offers in your inbox.

            

        
    
• Negotiating contracts 
and agreements 

• Understanding culture 
and customs 

• Marketing products 
and services 

An American’s Guide 
to Doing Business in 

India 

A Practical Guide
 to Achieving Success 
in the Indian Market 

Eugene M. Makar

[image: 9781598692112_0002_001]


To the 800 million Indians living on less than $2 a day 



Copyright © 2008 by Eugene M. Makar
 All rights reserved. 
This book, or parts thereof, may not be reproduced in any 
form without permission from the publisher; exceptions are 
made for brief excerpts used in published reviews.

Published by 
Adams Business, an imprint of Simon & Schuster, Inc. 
57 Littlefield Street, Avon, MA 02322. U.S.A.
www.adamsmedia.com

ISBN 10: 1-59869-211-9 
ISBN 13: 978-1-59869-211-2 
eISBN: 978-1-44051-440-1

Printed in the United States of America. 
J I H G F E D C B A 

Library of Congress Cataloging-in-Publication Data
Makar, Eugene M. 
An American’s guide to doing business in India /
 Eugene M. Makar.
p. cm. 
ISBN-13: 978-1-59869-211-2 (pbk.) 
ISBN-10: 1-59869-211-9 (pbk.) 
1. International business enterprises—India. 2. Investments, 
Foreign—India. 3. Joint ventures—India. 4. India—Commerce— 
United States. 5. United States—Commerce—India. 
I. Title. HD2899.M345 2007 
330.954—dc22                2007015782 

This publication is designed to provide accurate and authoritative information with regard to the subject matter covered. It is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other professional advice. If legal advice or other expert assistance is required, the services of a competent professional person should be sought.

—From a Declaration of Principles jointly adopted by a Committee of the American Bar Association and a Committee of Publishers and Associations 

This book is available at quantity discounts for bulk purchases.
For information, please call 1-800-289-0963.


ACKNOWLEDGMENTS 

Let me first acknowledge you, the reader of this book. I believe India affords many opportunities to those brave enough to take the chance and astute enough to take advantage. Success in India vis-à-vis the United States or Europe, however, requires vastly different skills, enormous patience, careful planning, and perpetual flexibility.

India is an ancient land that is just beginning to emerge from a very long slumber. It is a country undergoing tremendous change—if that is all you take away from this, then you are already ahead in the game.

This book is written for Americans by an American. I have pulled few punches and attempted to depict the business landscape as realistically as I see it. I sincerely hope that this helps you to climb your own Everest, as Indians are fond of saying. I know that it has helped me climb mine.

I want to express my sincerest gratitude to my good friend and associate, Tulsi Tawari, whose inspiration touched me from halfway around the world. I am very happy for him that his homeland is finally on a path that can benefit all of her people. I also want to give my sincerest thanks to Larry Tuller, who patiently helped me peel back many of life’s layers during the development of this book.





Part I
 Introduction to India 







If you’re reading this book, it means you’re curious about business in India. That’s good because it also means you’re thinking critically about a venture that could be different from any other international investment you’ve ever made. You realize that you’re likely to be unprepared for many of the things you’ll be encountering and experiencing. The first part of this book provides the information and thought-triggers that can and will make or break your plans. I cannot emphasize this strongly enough. You may only get one chance at a business situation in India—and complete preparation and awareness are going to be crucial to its success.

The first step in that preparation is to develop a solid understanding and awareness of the country and its people. Without these, you’re putting the rudder of your ship in someone else’s hands, if not tossing it overboard—is that really what you want to do?

The India we read about and see on television and the Internet is just one tiny slice of a country with a remarkably non-Western past. Modern India is largely a veneer of recent creation over a culture with very ancient roots that burrow back thousands of years. Respecting and understanding India’s social and business cultures are the important keys to unlocking your success. The best way to do this is to view India as the product of its history and to see that some of its components are unique: more than twenty official languages set many internal state and cultural borders; three major religions, and a half dozen more minor religions, formed international boundaries and foment ongoing social and political unrest; a philosophically based culture defines and perpetuates inertia, stability, and bias for more than one billion people; free-for-all business systems hatched out during decades of backward-looking, post-independence corruption; and a young population anxiously and eagerly searching for its future.


Chapter 1 

India in the Twenty-First Century 

Every day another article, newsflash, television report, or blog about India appears in the media. Some of these are insightful, others are useful, a few are misleading, but most offer only a peek into a world that is truly foreign to most Americans. India is a land of enormous opportunities. Plan your strategy well, and you will be able to share in the miracle. Rush in hastily, and you are likely to miss out, or worse. India also is a land of enormous differences. It is rapidly changing and yet staying the same—a land of contrasts that can keep you baffled. I am not the first person to say this, nor will I be the last. Here are some facts to get started:

• An Indian is near the top of the Forbes list of the world’s billionaires, and six of the top 125 on the list are Indians, yet 800 million of their countrymen live on less than $2 a day.

• Much of Indian culture is rooted in events reaching back as far as 3,500 years, yet the country’s modernization is being driven by half a billion people under the age of twenty-five.

• India has nuclear power and the atomic bomb, yet residents suffer from HIV/AIDS at a rate second only to the Republic of South Africa.

Over $25 million U.S. dollars flow into India every day. A Reuters survey placed India at the top of the heap for long-term strategic investment due to the nation’s continued efforts to reform its economic systems. A.T. Kearney has India second on its list of most attractive countries for foreign investment. Speaking about foreign-company operations in India, the Federation of Indian Chambers of Commerce and Industry (FICCI) points out the following:

• 70 percent are making profits.

• 84 percent are planning expansions.

• 91 percent foresee opportunities in sectors other than their own.

High-profile Indians all around the world publish articles and newsletters encouraging social and political reforms on the home front so that the benefits of the country’s emergence diffuse down to all the people. Seemingly unafraid to step on anyone’s toes, the Central Government repeatedly commits resources and rupees to policies and practices intended to jump-start change. The wheels are in motion and India is headed in the right direction.

Can she sustain her momentum? I believe so, provided the government continues to exercise proper management and all levels and sectors in the economy are fully committed to stay the course and tighten their belts, if necessary. The biggest and most critical tasks before India’s Union Government (also called the Central Government or Government of India) is effecting the country’s change from a mostly agrarian economy to a balanced economy with a significant job-producing manufacturing sector. To be successful, this must be sustainably done without leaving millions of people behind and the environment in ruins. The consequences of failure would be felt throughout the world.

I believe that the best long-term opportunities for most American businesses in India are in manufacturing for export. This is the sector where India is putting the most muscle. It takes advantage of her vastly underutilized human resources and dovetails best with the U.S. economy. It also is the most complicated sector to get started in, largely due to a number of institutional, governmental, and cultural factors that are discussed throughout this book. Here’s a brief list of the biggest challenges:

• Political stability: For the most part, India’s Central Government is stable. Political leadership comes from a relatively heterogeneous parliament run by a coalition of political parties. These players come from many different political arenas and have learned over the past two decades to put their differences aside and work toward common goals. Even the worst of scenarios doesn’t see India falling apart, but the country could slide back far enough to hinder the pace of economic development and foreign investment interest.

• Corruption and government interference: India is working hard to rid itself of archaic economic and cultural policies. In the early 1990s, classic corruption and government interference had brought the nation to the brink of bankruptcy. Feudal laws and bureaucracies that paralyzed the middle class while rewarding the politically connected are now largely off the books, but many of the same unionized government bureaucrats are still punching the time clock. The state governments are not immune from criticism, either. For example, charging truckers import tariffs on the goods they carry into one state from another does little to encourage economic growth.

• Social strife fueled by socioeconomic inequality:  The economic gap between India’s poor and emerging middle class is wide. Many of India’s elites are concerned that if it’s not closed quickly enough, all the country’s efforts at improvement will be for naught. Small pockets of anarchic rebellion in the poorest areas have been held in check, but the spread of dissention is on every leader’s mind. India’s growing private sector is stepping up to the plate with job opportunities, but there’s still a long way to go.

• Functional illiteracy: India’s ultimate ability to mobilize its people and create a manufacturing economy hinges on two unrelated factors: language differences among areas of the country and inadequate education systems for the poorer people. The language differences are real and are not going away anytime soon. Much of the real effort is in teaching English at the elementary school level. However, India’s educational systems have historically served the wealthy and elite of the Hindu population. Schooling in rural India is one of the Central Government’s top priorities, but inefficiencies with local and state governments are hindering the implementation of education reforms.

• Infrastructure inadequacies: The lack of an adequate, integrated infrastructure has plagued India for many years, especially in terms of how it holds back economic growth and condemns hundreds of millions of people to a third-world existence. India recently committed huge resources to constructing the backbone of a national highway system, the Golden Quadrilateral, to complement its aging railroad network. Roads, railways, and waterways infusing the country’s urban areas are now the government’s top priority, and $175 billion has been budgeted through 2010 for this.

• Inefficient banking and financial institutions: A few U.S. and foreign commercial banks have been operating in India for several years. Foreign banks have played an important role in the banking reforms of developing country economies by providing capital to underpin the weak domestic bank sector until it can stand on its own, and to show the way toward modernization of the industry. Ideally, India would like to capitalize on this while maintaining control of its own economic destiny. After decades of protection for the banking industry, many banks are in dire straits, but the pace of reform could be much faster. The constraints on foreign investment remind many people of the old License Raj that crippled the economy for over thirty years.

• Shifting momentum from the Central Government to the State and Union Territory Governments: India’s Central Government speaks for the nation in world affairs and provides for the national defense. At home, it knows that many of its reforms need the financial and political cooperation of the state and local governments. For example, the Central Government has moved to eliminate fiscal inefficiency by directing twenty of the largest state governments to implement a value-added tax (VAT) while it slowly eliminates the Central Sales Tax that it collects. Like all newer things in India, there are disagreements between the central and state governments on the timing and conditions of the phase-out. These could have adverse effects on economic development, such as in service taxes on some intra-state items, VAT on imports, and continued federal subsidies. Always keep in mind that succeeding in India will require you to deftly balance competing interests and seemingly contradictory requirements.

Much of the India we see today has its roots in the distant past. The subcontinent’s civilization had already been waxing and waning for 3,000 years when Europeans came calling in the late fifteenth century. The Dutch and then the British established trading bases, and the latter’s occupation lasted a little more than 200 years. The British replaced the Princely States, which in turn had filled the gaps left after the decline of the Mughal Empire—and so on—back in time to a thousand years before the Buddha. Today this is just a drop in the bucket for a culture as colorful and complex as that of India. Don’t let blue suits and neckties fool you: Much of India has remained relatively unchanged for millennia. Her people are very good at absorbing any who come to conquer without allowing themselves to be extinguished.

Legacies of Early Empires 

Anthropologists and genetic scientists place modern man in India at least 70,000 years ago, as part of the eastward migration from Africa to Australasia. Archaeologists have uncovered widespread evidence dating as early as 2500 b.c.e. of a trading network of agrarian villages along the Indus River (from which India draws its name) in what today is Pakistan.

The seeds of modern India were sown around 1500 b.c.e., when waves of foreign invaders known as Aryans entered the subcontinent through northwestern mountain passes between modern-day Pakistan and Afghanistan and spread throughout northern India. These invading civilizations brought with them a new language, Sanskrit, which evolved into Hindi, and a nature-focused religion we call Brahmanism that evolved into Hinduism. Their conquest of the north and their difference from the natives in the south created social and cultural systems that still exist today. The most notable of these are the caste and the north-south divide of languages. Gautama Buddha, who lived around 500 b.c.e., would probably recognize many things in rural Indian society today.

Ashoka and the Golden Age 

The first recorded Indian imperial dynasty is that of the Maurya, who came to power in the north around 300 b.c.e. Over the next 140 years, they pushed their empire far to the south and nearly to modern Chennai and Bangalore. Although their reign lasted only a few generations, it greatly influenced the founders of today’s Republic of India. India’s national emblem, the Lion Capital, is a sculpture of four lions standing back-to-back atop a pillar. This symbol is attributed to Ashoka, the greatest Mauryan king and one of the ancient world’s most enduring figures. Ashoka also used the ancient Buddhist symbol of the (dharma) chakra, or twenty-four-spoke wheel of law, in many of his monuments. The Ashoka chakra is prominently depicted in the center of the Indian flag.

The Maurya Empire collapsed around 185 b.c.e., and the country settled back into disjointed kingdoms until 320 a.d., when the Gupta Empire was founded in the north. Called the Golden Age of India, the Gupta Empire was culturally one of the most important in Indian history. Gupta artists, scientists, musicians, and authors made wonderful advances in medicine, astronomy, mathematics, architecture, the arts, and literature. Gupta scientists are credited with several major discoveries that changed the world: the invention of the number zero, which formed the basis for counting by tens; knowledge that the earth was round; and the development of a 365-day calendar. They also practiced the Hindu faith and established that language and culture at India’s core, where it still remains today.

The Coming of Islam 

The next great change in India started in the seventh century a.d. with little fanfare. Muslim scholars, traders, and missionaries came into northern India from the Middle East and Asia in successive migrations. A few small Arab invasions took place, but for the most part the conquerors melted into oblivion. Yet over the next 300 years, they managed to fill the power vacuum left in the wake of the Gupta Empire in the Indus Valley.

During the same period, the rest of northern India saw a general decline in Indian unity among the fragmented kingdoms. This left the now-disjointed civilization unprepared for the Turkish onslaught that began in 977 a.d. Triggered by religious fervor or greed for India’s rumored riches, a succession of Turkish rulers led raids into northwestern India bringing Islam with them.

By 1200 a.d., the entire north of India was under Turkish control and was being administered from the capital in Delhi. The sword of Islam had made Buddhism “extinct,” and the parallel cultures of Islam and Hindu were galvanized into the villages, towns, and cities throughout India in such a way that we can still see it today. Persian literature and culture spread throughout Muslim India. Islam’s intolerance of Hinduism’s many gods and caste fomented religious splinter groups, the most famous of which is Sikhism.

The next great Muslim invasion to profoundly alter the subcontinent swept into India from modern Afghanistan. From 1526 through 1529, Babur defeated Indian and then Afghan leaders. He laid claim to the northern subcontinent and thus established the roots of the Mughal Empire. By the way, Mughal refers to the Mongols, as Babur is said to have descended from Genghis Khan. The English word mogul, which implies nearly limitless power and influence, is derived from this and was undoubtedly inspired by the vast empire the early English traders found in seventeenth-century India.

Babur did not live long enough to enjoy being the first Mughal emperor; after him, a succession of leaders saw their fortunes ebb and flow. In 1590, after twenty years of war with Hindu leaders, Akbar reconquered the north of India. Akbar is considered India’s other greatest king, after Ashoka. His conquests firmly established the Mughal Empire in India and set in motion many of the things still seen in India today, such as the Urdu language, which is a blend of Persian and Hindi.

Akbar was very tolerant of other cultures and also rekindled the Hindu sprit, allowing the rebuilding of temples and monasteries. The Mughals also left an indelible mark on India with their art and architecture. We know the empire by its most famous symbol, the Taj Mahal. Completed in Agra in 1653, the Taj is the Emperor Shah Jahan’s tribute to his deceased wife, Mumtaz.

The Mughal Empire also created an administrative blueprint. (A few hundred years later, the English would copy and exploit it by subduing the local Rajput kings who ruled over much of Hindu India through arranged marriages and civil appointments.) Akbar also established a formal, organized, and responsible civil service that became the administrative core of the Mughal Empire. In place at the end of the Mughal Empire were the states, languages, administrative elements, and cultural complexities that would form the Republic of India.

Great Britain and Independence 

The British takeover of India began with more of a whisper than a shout. Beginning in the late 1400s, successive waves of Portuguese, Dutch, French, and British began trading along coastal India for spices, silks, and fragrances. The most famous of these early bases was Portugal’s Goa, which was founded on the west coast of India in 1510 and remained in Portuguese hands for the next 450 years until India used troops to take it back in 1961. Located between the states of Maharashtra and Karnataka, Goa is still a beautiful place and a major vacation destination.

The British East India Company 

England’s first substantial incursions into India were on behalf of the East India Company along the southeast coasts of present day Tamil Nadu, Andhra Pradesh, and Pondicherry. In 1639, the first permanent East India Company post was established at Madras, which we all know as Chennai. The East India Company gained a second foothold on the west coast in 1668 when it received the minor Portuguese settlement of Bombay—present day Mumbai. The third and most important leg of the East India Company’s tripod was acquired in 1690 when the tiny port of Calcutta was established. Calcutta, which eventually became England’s first capital in India, is known today as Kolkata.

From this humble beginning, the East India Company would command its own army and use it to protect its business operations at the three ports. In 1761, the Company’s army defeated the French at Pondicherry and solidified England’s position as the only significant European power on the subcontinent.

Do you remember Lord Charles Cornwallis, the British commander who surrendered Yorktown to George Washington in the famous battle that finally ended British rule over the American colonies? Have you ever wondered what happened to him? Ask no more, for you’re about to find out. The East India Company maintained its position in India for another twenty years by fighting battles with regional rulers around its ports. These battles firmly entrenched the British on Indian soil, but it was still a business arrangement. Cornwallis was dispatched to India by the British government for one purpose, to fold the East India Company’s independent operations into a single British-run entity, which has since become known as the British Raj. This aristocrat and military general with a disdain for Indians ruthlessly went about his work. Cornwallis established systems and policies that employed only British and subjugated many Indians. These policies made conditions worse and worse until the Indians finally revolted in 1857. Their short-lived revolt was defeated in 1858 when the Indian Mutiny (the so-called Sepoy Mutiny) was finally put down. This dimmed the flames of resistance and finally established the British as the supreme rulers of Indian soil, but the embers of independence never stopped glowing.

The British Raj 

The welfare of native Indians was far from the minds of the British. Foremost in their plans was establishing the systems and controls necessary to run their empire. As a result, India was stitched into a manageable unit through English surveys, roads, bridges, and administrative systems. Between 1860 and 1900, nearly 30,000 miles of railroad track were laid across the country. The British introduced education systems, hundreds of daily newspapers, telegraph systems, a postal service, modern banking systems, the rediscovery of Hindu culture, and most importantly for us, the English language.

The British also sowed the seeds of their own demise by breaking down old caste and religious prejudices that had crept back into much of daily life in the capital cities. This liberated a new national identity that would come back to haunt them. Yet their indifference to the plight of much of the population also laid the foundation for many of the biggest problems we see in India today. The antiquated agrarian economy that India is known for today was established by the British to provide products like tea, silk, and jute to the Empire. England’s commercial focus on India’s raw materials and use of its coffers to bolster the home government’s own finances meant there was very little need for an Indian industrial base. Local merchants quickly filled this gap in the country’s economy. These businessmen established family empires, such as the Tata Group and the Aditya Birla Group, that rank at the top of India’s economy today.

Independence and the Nehru Legacy 

1885 saw the beginning of the end of the British Raj, when a group of very wealthy and Westernized Indians formed the Indian National Congress. Started largely to express a desire for a louder voice in the running of the country, the Indian National Congress would become the core of the Indian independence movement and training ground for the leadership of the country into the twenty-first century. The children, grandchildren, and even great-grandchildren of these men would go on to become leaders and prime ministers of the future Republic of India.

Great Britain’s hold on its global empire became untenable after World War II, and India’s push for independence was realized on August 14, 1947. After months of negotiations with the British and with the country’s Muslim leadership, India’s first prime minister, Jawaharlal Nehru, proclaimed India’s independence in a midnight speech to the nation.

Nehru was a Hindu educated in Western schools, and he was a great admirer of the West. Nehru also had a deep love for the poor and an inherent distrust of India’s institutional discrimination. An admirer of the West, he believed that some form of democratic socialism would be the best way to improve the lot of India’s people. Galvanized by India’s struggle for independence and the partition of Pakistan, Nehru drew on his admiration for socialism and pushed for protectionist economic policies that would not threaten the vast majority of India’s small businesses. However, at the time of Independence, most of the over 500 Princely States that had constituted much of India were still just that, feudal kingdoms ruled by princes (maharajahs). The government absorbed these states, but many of the maharajahs were allowed to keep their vast wealth and power bases intact and were granted constitutional privileges they held until 1972. The feudal systems in many of those states also stayed intact.

On January 26, 1950, India declared itself a republic. Its Constitution was based on the British parliamentary model and included a parliament, a president, and a powerful prime minister. One of the biggest challenges after Independence was to redress old grievances throughout the country. Many people still resented the presence of a strong political center and saw it as just a replacement for the British Raj. Demands for regional identity led to a redrawing of state boundaries along language-based lines. In 1956, after much effort, negotiation, and compromise, the map of India came to look much as it does today. Since then, a few of the larger states have been split again along linguistic lines; hopefully, this fragmentation is over with.

Nehru’s legacy is one of great achievements and tragic failures. In his lifetime, he was able to do all of the following:

• Unify India’s power brokers and common people to effect the peaceful end of the British presence.

• Oversee the transition of the country from feudal baronies to a uniform democracy.

• Identify poverty, social prejudice, women’s equality, and human rights as legitimate issues for discussion and legislation. For example, the Untouchability Act (1955) was aimed squarely at ancient Hindu traditions that perpetuated the plight of India’s 70 million outcastes. It also introduced controversial quotas in government service and higher education for these people.

• Pass the Hindu Marriage Act (1955) and Hindu Succession Act (1956). These two acts are considered Nehru’s greatest achievements. Respectively, they established minimum ages for marriage and guaranteed women the right to divorce, and guaranteed a woman’s right to inheritance of property.

• Establish a foresighted National Planning Commission to coordinate and plan India’s economic development through the regular publication of five-year plans.

• Foresee India’s strategic importance in Asia and help mitigate post–World War II Cold War tensions between the United States and the Soviet Union. With his nonalignment policy, Nehru declared that India would not side with one or the other and appealed to the world’s smaller nations to do the same. This nonalignment movement helped eliminate the possibility of another world war by isolating the two main parties of the Cold War from many smaller nations that would have signed non-aggression pacts in the past to ensure protection by a superpower.

Nehru himself expressed regret that he had been unable to solve some of the country’s ills. Also, history would show that several of his well-intended policies weren’t adequate to overcome age-old inertia in India’s economic systems.

Two economic-stimulation laws, the Industries Act (1951) and the Companies Act (1956), were passed to promote industrialization. The Companies Act, which was intended to curb business monopolies, was largely ineffectual. The Industries Act, on the other hand, caused great harm. It gave the government wide-reaching powers to regulate private industry and established an all-encompassing system of licensing. Empowered by this law, government bureaucrats all but paralyzed the growth and expansion of private industry while bolstering their own importance. Corrupt local and national officials instituted open systems of bribery, whereby licenses went to the highest bidder—and some of the bids were incredibly huge. This was the now-infamous License Raj, which devastated India’s middle and poor classes and extinguished much of Nehru’s dreams of industrialization. Entire sectors of the economy were forced underground to avoid the pervasive red tape and inefficiency. The social and economic changes it wrought affect the Indian economy to this day.

Mostly through inaction, Nehru’s governments failed to effectively contain India’s growing population, which today stands around 1.1 billion people—the equivalent of Africa and South America combined.

Relations with Pakistan, Bangladesh, and China 

India’s fate has been intertwined with these three countries for over half a century, and this will continue into the distant future.

Partition: Pakistan and Bangladesh 

By far, India’s most passionate relationship is with Pakistan, which came into being in 1947 when the Indian subcontinent was partitioned along religious lines into separate Muslim and Hindu nations. The Hindu nation became India and the Muslim nation became Punjabi-controlled West Pakistan and Bengali-controlled East Pakistan.

Implementing the Partition of India was especially bloody in the north and northwest, where more than half a million people were killed when long-suppressed tensions erupted. Groups of armed civilians and paramilitary groups on both sides assaulted and attacked the Hindus traveling east into India and the Muslims traveling west into present-day Pakistan—an estimated 5 million migrants.

Violence threatened to become equally devastating in Bengal, where 500,000 Hindus, Muslims, and Sikhs were relocating between the new East Pakistan and India. Only a hunger strike “to the death” by Mahatma Gandhi was sufficient to quell the violence in Bengal, although it was too late to undo what had been done in the west. It was Gandhi’s role in suppressing the violence that led to his assassination by a Hindu extremist on January 30, 1948.

Kashmir and More Bloodshed 

Tensions in the west remained high. When the Hindu maharajah of the state of Kashmir waffled on his decision to join India in 1947, preferring to remain independent, his Muslim subjects revolted. They were supported by a group of West Pakistani militants, who invaded the kingdom and threatened to take it over. The maharajah appealed to India for help and troops were sent to drive out the invaders, even though the majority of Kashmiris were Muslim. The troops drove the invaders back into the western part of Kashmir, and the final battle line between the two armies formed an unofficial and disputed border between the two countries. In 1949, the United Nations inserted a peacekeeping mission that remains to this day. Today, about 35 percent of Kashmir lies in Pakistani control, while the remaining 65 percent forms the Indian state of Jammu and Kashmir. Since 1948, numerous skirmishes and two more wars have broken out between the countries.

In 1965, war again broke out. West Pakistan and India bombed each other’s cities, and battles were fought along the countries’ borders and in the Indian state of Punjab. The conflict brought the world near the brink of war when China threatened to intervene, but China backed down in the face of pressure by the United States and Great Britain. Again, the United Nations brokered a peace agreement and a still-disputed border, the Line of Control, was established.

Bangladesh, Indira Gandhi, and the Soviet Union 

In 1971, tensions over the distribution of resources between West Pakistan and East Pakistan erupted when a pro-Bengali administration was elected to power in East Pakistan. West Pakistan sent troops to remove the administration, and a bloody civil war ensued. Indira Gandhi, Nehru’s daughter and India’s untested prime minister, received her baptism by fire during this conflict. Her decisiveness and deft management of the conflict when it spilled over into India firmly established her as the leader of the nation. India soundly defeated Pakistan, and East Pakistan became Bangladesh.

At the war’s height, 10 million refugees had fled East Pakistan to India. Over the next year, the refugees returned home without incident. The ensuing political turmoil in Pakistan allowed Zulfikar Ali Bhutto to take control of the country, and it formally recognized Bangladesh in 1974. Interestingly, the United States and China were in West Pakistan’s camp during this conflict while the Soviet Union, which had just signed a twenty-year treaty of peace and cooperation with New Delhi, took the Indian side.

During the conflict, the United States mobilized the Seventh Fleet to the Bay of Bengal. Gandhi, using her clout with the Soviets, did not back down and brought the conflict under control and to a quick end. Ghandi’s pact with the Soviet Union would cloud U.S.-India relations for years to come. In some ways, it also kept India from entering the world stage as an equal player.

The Soviet Union’s invasion of Afghanistan in 1979 to suppress a civil rebellion put an unplanned strain on India-Pakistan relations. Pakistan sided with the Afghan rebels. India, because of its 1971 treaty, took the Soviet side. India and Pakistan maintained a strategic dialogue over the following eight years that concluded with the countries’ agreeing not to attack each other’s nuclear power plants, which initiated further agreements on cultural exchanges and civil aviation. In 2004, India and Pakistan agreed to restart talks on peace and security in Jammu and Kashmir. Also on the table were technical and secretary-level discussions on six other bilateral disputes: Siachen Glacier, Wuller Barrage/ Tulbul Navigation Project, Sir Creek estuary, terrorism, drug trafficking, economic and commercial cooperation, and the promotion of friendly exchanges in various fields.

An Optimistic Future 

All in all, the atrocities that occurred during Partition greatly contributed to the longstanding mistrust and animosity between India and Pakistan. Now, sixty years later, most of the people who were involved are no longer alive, and both nations are cautiously looking forward to a peaceful and more prosperous future. In 1985, both countries became founding members of the South Asian Association of Regional Cooperation (SAARC), which encourages cooperation in agriculture, rural development, science and technology, culture, health, population control, narcotics, and terrorism. Members of SAARC include Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka. SAARC also accords observer status to the United States, the European Union, China, Japan, and South Korea. SAARC currently serves as a forum for dialogue among its member nations as well as its observer nations. SAARC member nations are signatories to the 2006 South Asia Free Trade Agreement (SAFTA), which reduces tariffs on interregional trade between SAARC member nations.

Trade between India and Pakistan has historically been small, amounting to less than 1 percent of each country’s import/export business. Data shows, however, that trade has been on the increase:

• $161 million in 1999–2000 

• $345 million in 2003–2004 

• $602 million in 2004–2005 

In addition to diplomatic efforts from New Delhi, India’s commercial center of Mumbai is taking an active role in opening new ties between the two countries’ business communities by aligning itself as much as possible with Karachi in Pakistan. An independent business think-tank has been created with the full support of the Karachi Chamber of Commerce and Industry and the Maharashtra Economic Development Council. There is still talk within some Pakistani business circles about their fear of the much larger Indian economy, so India will have to work to dispel these concerns. Following the October 2005 earthquake in Kashmir, India and Pakistan coordinated relief efforts. The countries opened access points along the Line of Control to allow relief supplies to flow from India to Pakistan, and to enable Kashmiris from both sides to visit each other. Finally, the United States has forged stronger ties with both nations, a diplomatic commonality that cannot but help see them over the hump.

Relations with China 

Americans love to debate the relative merits and shortcomings of India and China. Conversations routinely devolve to the standard bromides: India is best positioned to exploit the high-tech market, while China has the manufacturing base to grow into the twenty-first century; intellectual property rights are suspect in China, while India’s use of English puts it in good position for American businesses. Are these statements true, or are we Americans simplifying things into headline format? Regardless of how we view these countries, the more important question concerns how they view each other.

Toward Open Trade 

Despite some minor saber-rattling in the past, India and China have begun to position themselves for leadership roles in Asia. Together they account for four out of every ten people on earth. Both have been able to tap into their vast human resources to sustain economic growth at rates approaching double–digits. Most importantly, both see merit in investing in each other’s economy. China has been the more aggressive suitor and for several years has been pushing for a free-trade agreement. India’s reply to these advances has been lukewarm. Both countries signed a limited trade agreement in 1984 and still see pluses and minuses in an open-trade arrangement, although India will get the short end of the stick, for now. This is because most trade agreements primarily focus on reducing import and export barriers to goods as opposed to services. The Indian economy is 54 percent services, 28 percent manufacturing, and 18 percent agriculture; the Chinese economy, on the other hand, is roughly 33 percent services and over 50 percent manufacturing, with the remainder devoted to agriculture. Nearly half of India’s exports to China are raw materials, while the majority of imports from China are manufactured goods. In essence, then, India sees free trade as a one-way street for the rupee, with manufactured goods coming into the subcontinent but very little in the way of manufactured goods moving out.

India is desperately trying to jump-start its manufacturing sector, and the perception is that free flow of Chinese manufactured products would harm these efforts. As a developing nation, India has more freedom to keep its import tariffs high. In contrast, China had to lower its import tariffs in a compromise measure to gain entry to the World Trade Organization.
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