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global total Foreign Direct Investment (FDI) which is three times higher than it was in 2000.  However, the BRICs are also increasing in terms of FDI outflows as it now accounts for 3% of total FDI, which is six times higher than it was in 2000.  Testament to this is the recent boom in Mergers & Acquisitions activity (M&A) and in particular examples such as the Anglo-Dutch Corus accepting a £4.3 billion takeover deal from the Indian rival, Tata Steel.  Such activities have contributed to the growing foreign investment from India into Britain, making India the second largest foreign investor in Britain.
Lastly, education is vital and the effect of poor secondary education to the masses in India is very evident.  With the rapid growth of the economy, countries such as India may find themselves facing shortages of skilled workers.  Studies have shown that one extra year of schooling can result in a 0.3% faster yearly growth for a 30 year period. 
Will this growth really happen?
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Japan’s economy swelled eight fold between 1955 and 1985.  With the hindsight of history like this, we should not be so surprised to witness the growth of the countries like India and China.  We must also acknowledge that these countries were the largest economies in the mid 19th century, but were overhauled by European capitalism.
Angus Maddison’s Catch Up Model illustrates that it is easier for countries to imitate and catch up with the leaders, rather than for leaders to innovate and pull ahead.  Developing countries initially start with labour heavy, capital weak processes and thus have scope for ramping up productivity and even leapfrogging leading economies by utilising Western technologies.
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Bangladesh 144 61 5.4% 422
Egypt 78 91 4.0% 1,170
Indonesia 242 22 4.6% 1,122
Iran 68 203 5.7% 2,989
Korea 49 814 5.2% 16,741
Mexico 106 753 2.6% 7,092
Nigeria 129 94 51% 733
Pakistan 162 120 41% 737
Philippines 88 98 47% 1,115
Turkey 70 349 4.3% 5,013
Vietnam 84 a7 7.2% 566





[image: image3.wmf]What is the impact of BRIC and emerging market growth?  Obviously, developing countries have benefited, and not necessarily at the expense of the more developed.  Globalisation is not a zero sum game.  Although the west worries that their jobs will shift to low-wage economies, the involvement of BRICs leads to increased number of consumers with increased global demand and supply and a richer world.  These new middle class consumers will buy luxury goods from the west.  This is highlighted by developing countries purchasing half the combined exports of US, Japan and the euro zone.  Cheap imported goods from the developing nations maintain high western real incomes.  An increased supply of the global labour force helps to push up the world’s potential output.
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However, with developing nations paving new roads, these roads may be bumpy.  With an increased global labour force, western workers forfeit their bargaining power, thus piling downward pressure on their wages.  In an effort to protect incomes, workers will demand protectionist policies, which would only bring about short term benefits as a result of being shielded from foreign competition.  Ironically, the late great Milton Friedman believed that this would have the negative externality of speeding up the workers’ decline as they slowly lose hold of competitiveness to ever innovating countries such as India and China.
Road blocks

As an economist, we concede the limitations of the BRIC model.  The use of BRICs as a homogenous concept is dangerous - the growth of the BRIC economies are not necessarily aligned.  Brazil and Russia have benefited with strong GDP growth in recent years due to a super-cycle in commodities prices (one of their main exports).  India and China are in fact net importers of commodities and thus in some ways would benefit from a fall in resource prices.  This would obviously harm Brazil and Russia.

Furthermore, BRIC only accounts for 40% of emerging world output.  This means that we must give due weight to the other emerging BRIC-like economies, such as Mexico and Indonesia.  These Next 11 economies to grow (N-11 countries, also coined by Goldman Sachs) along with BRIC account for over half of global economic output, measured in purchasing power parity.  
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Amazing growth figures can sometimes be misleading about the standard of living in these BRIC economies.  Despite the exceptional rate of growth, the average wealth of individuals in developed economies will still continue to be more than the average in BRIC economies.  It is predicted that by 2025 while income per capita reaches $35,000 among G6 inhabitants, only 24 million in BRIC economies will enjoy the same level of 
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average wealth. Hence, there is an obligation upon governments of developed economies to increase the GDP per capita, rather than focusing purely on GDP growth.
Although non-BRIC emerging economies will play their hand in global growth, the main driver will undoubtedly be the clout of the BRIC quartet.  BRIC countries are operating in external and international markets whereas the N-11 tends to show strength in local regional markets.

Adjusting to the emerging BRIC markets will be problematic at times, but this is the price of global integration.  With this integration and interdependence, the majority of the world population will enjoy prosperity and opportunity – this road ahead is undoubtedly better than having more than 75% of the world trapped in economic doldrums.
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BRIC Lane: The Road Ahead
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