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BRIC Lane: The Road Ahead

The next 45 years could herald the beginnings of a dramatic change in the balance of economic power in the globalized world.  By 2050, the list of the world’s ten biggest economies could look fairly different with the rise of the BRICs.
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[image: image5.wmf]The acronym BRIC was coined in 2003 by Jim O’Neill of Goldman Sachs to denote Brazil, Russia, India and China whose economies would grow at a phenomenal pace during the next four decades to become the dominant global force.  This is the road ahead.

The statistics from the Goldman Sachs report are staggering.  This long road ahead could see the BRIC economies account for more than half the size of the G6 (US, Japan, Germany, France, Britain and Italy) by 2025.  It will have 40% of the world’s population and collectively will have a combined GDP measured at purchasing power parity (to allow for lower prices in poorer countries) of $14.95 trillion.  By 2050, only the US and Japan from the current G6 will be among the six largest economies in the world as shown the diagrams below.
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BRIC constituents

Brazil’s GDP is likely to overtake Italy’s by 2025, France by 2031 and the UK by 2036.  Although its growth rate (around 4%) is less than India and China, it is starting on firmer ground with a higher per capita income.  Despite this, the samba party may be interrupted by social inequality and echoes of rampant inflation which reached 548% in the 1990s.  In  addition, Brazil’s trend growth in recent [image: image7.png]BRIC' shers of X raserves, 2005 Bgeest
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years has been declining.
[image: image8.wmf]
The resurgent bear of Russia is growling again, especially with booming sales of raw materials (oil and natural gas).  However, it may be trapped by a greying population and a potentially unstable political environment arguably rife with corruption.  Nevertheless, it is predicted that only Russia of the BRIC batch will move into developed country income levels.
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India has the potential to grow the fastest over the next 30-50 years due to population ageing in Russia and China.  It is predicted that India will be the only BRIC standing with a growth rate of more than 5% by 2050.  The Indians pride themselves on being the ‘fastest growing free market democracy’.  However India is hampered by inefficient energy use and under representation in global capital markets.
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China possesses a huge domestic market and an enormous labour force.  Cheap exports allow developed countries to bask in the benign inflation climate.  It also holds a 21% share of the world’s foreign exchange reserves.  The one-child policy of China could come to jeopardise the growth of the large population.  Bureaucracy, corruption and untested democratic institutions could rein in the Chinese dragon.

Requirements for growth
The BRIC economies can only tap into their vast potential by making sure they create the right conditions in order for their economies to grow.  There are four main factors set out by Goldman Sachs which will determine whether these economies can make the step up by 2050, where the BRICs could collectively be larger than the G6 – macroeconomic stability, institutional capacity, openness and education.  These four factors are all inextricably linked as macroeconomic stability can only be fulfilled through institutional capacity, and economic stability and an outward looking openness is a prerequisite to successful trade.
In the 1990s, Brazil was not very economically stable as inflation ran as high as 548% and was coupled with a government budget deficit of 21.2% of GDP.  There is wide variation among BRICs, where China had an inflation rate of 8% and a budget deficit of 2.3% of GDP.  Price stability is vital as it encourages saving and investment and can be achieved through more restrictive monetary policy, exchange rate readjustment and proper fiscal management.
Secondly, stable economic institutions such as health, education and legal systems are also vital to ensure the efficiency of an economy.  They provide the means with which activities are carried out and without them being efficient by being bound by red tape, these economic institutions can act as a disincentive rather than an incentive to investors.

Thirdly, openness to trade and investment is essential as it provides new markets and more productive technology.  However, the danger comes from a glut of investments as is the case in Thailand, which the government could only stem by placing an inward portfolio investment tax.  Needless to say, this caused a 15% crash in stock prices the next day in December 2006.  This highlights the significance of moderating the flow of inward/outward investment for BRICs.  Currently, the BRICs receive 15% of 
By 2050, it is predicted that the BRIC economies, Brazil, Russia, India and China will be larger than the G6 in terms of GDP.


Only Japan and the US who are in the current G6 will be among the top 10 biggest economies.


The BRICs could have a combined GDP of $14.951 trillion by 2050
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