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Abstract

In today’s fast-paced global economy, markets are sifting very swiftly, and 
the balance of trade and even political influence are following suit. It is 
important, therefore, that international business professionals, academics 
and students of global trade and international markets, and anyone inter-
ested on the latest developments taking place in global trade to be able 
to understand, compare and contrast the primary categories of emerg-
ing market business development, including its sub-categories, or maybe 
more appropriately, its sibling, the frontier markets.

There is no doubt that today’s global markets present both great 
opportunity and significant risk for business development and invest-
ment. Established and mature markets have been supposedly providing 
safety and security for labor and capital, but the last seven years or so have 
changed such perspective when we witness advanced economies strug-
gling with debt and lack of growth, while competition is at an all time 
high. Hence, understanding emerging and frontier markets present some 
of the most significant opportunities for international business profes-
sionals and investors. This book, an expanded and enhanced version of 
the Part II of our “big” book published a few months ago (Advanced 
 Economies and Emerging Markets: Perspectives for Globalization), dives 
deeper at the opportunities and challenges faced by emerging and fron-
tier markets, comparing the risks and opportunities in its main markets 
so that students and researchers, as well as investors and casual readers 
interested in this topic, can gain a better understanding of which markets 
provide the best opportunities. Our hope is that readers will find this 
information useful in their forward-looking international business careers 
and business strategies.

 Marcus Goncalves, Fall 2014.
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CHAPTER 1

The IMF is Being Hit 
by BRICS

Overview

According to a recent study from the Peterson Institute,* a think-tank, 
from 1960 to the late 1990s just 30 percent of countries in the developing 
world, for which figures are available, managed to increase their output 
per person faster than the United States, thus achieving what is called 
“catch-up growth.” That catching-up was somewhat apathetic; the gap 
closed at just 1.5 percent a year. From the late 1990s, however, the tables 
were turned. The researchers found 73 percent of emerging economies 
outpacing the United States, and doing so on average by 3.3 percent a 
year. Some of this was due to slower growth in America, but not all.

This outstanding growth of emerging markets in general and in partic-
ular the BRICS (Brazil, Russia, India, China, and South Africa) has trans-
formed the global economy in many ways, as commodity prices soared 
and the cost of manufactures and labor sank. Such growth also caused 
a significant decline on global poverty rates, which has tumbled, even 
though income inequality has grown around the world. Social mobility 
has decreased at similar rate. In addition, gaping economic imbalances 
has fueled an era of global financial vulnerability and contributed to the 
foundation for a global crisis. A growing and vastly more accessible pool 
of labor in emerging economies has played a significant part in both wage 
stagnation and rising income inequality.

China’s pivot toward liberalization and global markets came at a pro-
pitious time in terms of politics, business, and technology. Rich econ-
omies were feeling relatively relaxed about globalization and current 

* Conducted by Arvind Subramanian and Martin Kessler.
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account deficits. At the time China and India were experiencing astro-
nomic growth rates, the United States was not paying much attention. 
The Bill Clinton administration was characterized by an economic boom 
and market confidence. No one was concerned about the growth of 
Chinese industry or offshoring jobs to India.

The BRICS period arrived at the end of a century in which global 
living standards had diverged remarkably. Toward the end of the 19th 
century, America’s economy overtook China’s to become the largest on 
the planet. By 1992, China and India—home to 38 percent of the world’s 
population—were producing just seven percent of the world’s output, 
while six rich countries which accounted for just 12 percent of the world’s 
population produced half of it. In 1890, an average American was about 
six times better off than the average Chinese or Indian. By the early 1990s 
he was doing 25 times better.

The bloc was originally known as “BRIC” before the inclusion of 
South Africa in 2010. Jim O’Neill coined the acronym in a 2001 paper 
entitled, “Building Better Global Economic BRICs.”1 The acronym has 
come into widespread use as a symbol of the apparent shift in global eco-
nomic power away from the developed G-7 economies toward the devel-
oping world. The BRICS members are all emerging economies, either at a 
developing or newly industrialized stage, but distinguished by their large, 
fast-growing economies2 and significant influence on regional and global 
affairs. All five countries are members of the G-20. 

As of 2013, these five BRICS countries represent almost three billion 
people, with a combined nominal GDP of $16.039 trillion,3 and an esti-
mated $4 trillion in combined foreign reserves.4 Impressively, their grow-
ing rates and the size of their economies sets them aside in a special way, 
as depicted in Figure 1.1. If we weigh their GDP in purchasing-power 
parity* (PPP) terms, these countries are the only $1 trillion dollar econo-
mies outside the rich, world club, OECD.

Advanced economies such as the EU, view the BRICS as less inter-
ested in shared ideas of a multilateral world, and more inclined toward 

* An economic theory that estimates the amount of adjustment needed on the 
exchange rate between countries in order for the exchange to be equivalent to 
each currency’s purchasing power.
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a nationalistic, multipolar world that emphasizes their own newly found 
strengths and interests. The result is fading authority and consensus on 
the world stage. The cold war spheres of influence between two powers are 
long gone. The new world order of U.S. dominance is diminishing. But 
no clear leadership or rules have yet replaced this. New struggles of trends 
such as human rights and democracy—and sovereignty—still have to be 
decided.

The shift toward the emerging economies will continue. But its most 
tumultuous phase seems to have more or less reached its end. Growth 
rates in all the BRICS have dropped. The nature of their growth is in 
the process of changing, too, and its new mode will have fewer direct 
effects on the rest of the world. The likelihood of growth in other emerg-
ing economies having an effect in the near future comparable to that of 
the BRICS in the recent past is low; they do not have the potential for 
catch-up the BRICS had in the 1990s and 2000s. The BRICS’ growth 
has changed the rest of the world economy in ways that will dampen the 
disruptive effects of any similar surge in the future. The emerging giants 
will grow larger, and their ranks will swell, but their tread will no longer 
shake the Earth as once it did.

Recent developments, such as the danger of a property bubble in 
China, a decline in world trade, and volatile capital flows in emerging 
markets, could derail the global economic recovery and have a lasting 
impact. Arguably, in our view, 2013’s economic deceleration to a large 

Figure 1.1 The significant growth of the BRIC compared with 
emerging markets (overall) and the U.S. economy

Source: IMF, The Economist
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extent reflects the inability of global leaders to address the many chal-
lenges that were already present from 2001 to 2012. 

Policymakers around the world remain concerned about high unem-
ployment and the social conditions in their countries. The political 
brinkmanship in the United States continues to affect the outlook for the 
world’s largest economy, while the sovereign debt crises and the danger 
of a banking system meltdown in peripheral eurozone countries remain 
unresolved. The high levels of public debt coupled with low growth, 
insufficient competitiveness, and political gridlock in some European 
countries are still stirring financial markets’ concerns about sovereign 
default and the viability of the euro. 

Given the complexity and the urgency of the situation, advanced 
economies around the world, in particular the United States and Euro-
pean countries are facing difficult economic management decisions with 
challenging political and social ramifications. Although European leaders 
do not agree on how to address the immediate challenges, there is recog-
nition that, in the longer term, stabilizing the euro and putting Europe on 
a higher and more sustainable growth path will necessitate improvements 
to the competitiveness of the weaker member states.

Meanwhile, emerging markets are coping with the consequence of 
advanced economies’ debt. In our view, given the expected slowdown in 
economic growth in China, India, and other emerging markets, reinforced 
by a potential decline in global trade and volatile capital flows in the next 
five to eight years, it is not clear which regions of the world can drive 
growth and employment creation in the short to medium term, but we 
believe the BRICS will play a major role in this process. Africa, as well as 
the whole MENA bloc, should see high growth levels in the next decade. 

When we look at advanced economies as compared to emerging 
markets, the IMF5 accurately estimated that, in 2012, the eurozone 
would have contracted by 0.3 percent, while the United States would 
have continued to experience a weak recovery with an uncertain future. 
Large emerging economies such as the BRICS are growing somewhat less 
than they did in 2011, but still growing at around 4–5 percent annually. 
Meanwhile, other emerging markets such as ASEAN also continue to 
show robust growth rates, around 5–7 percent, while the MENA as well 
as sub-Saharan African countries continue to gain momentum.
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According to John Hawksworth and Dan Chan at PWC,6 the world 
economy is projected to grow at an average rate of just over three percent 
per annum from 2011 to 2050, doubling in size by 2032 and nearly 
doubling again by 2050. Meanwhile, China is projected to overtake the 
United States as the largest economy by 2017 in PPP terms and by 2027 
in market exchange rate terms. India should become the third ‘global 
economic giant’ by 2050, well ahead of Brazil, who is expected to become 
the fourth largest economy, ahead of Japan. Hawksworth and Chan also 
argue that Russia may overtake Germany to become the largest European 
economy before 2020 in PPP terms and by around 2035 at market 
exchange rates. Emerging economies such as Mexico and Indonesia could 
be larger than the UK and France by 2050, and Turkey larger than Italy. 

The American or EU citizen who has travelled to India knows that his 
money stretches further than it does at home. To be precise, one can buy 
2.8 times as much in India with a dollar’s worth of rupees than one can 
with a dollar in the United States, according to the IMF.7 This is because 
India’s prices are only about 35 percent of America’s, when converted into 
a common currency at market exchange rates. This magic is not unique 
to India of course. It applies across most developing countries. This is not 
true, however, when Americans visit countries like Switzerland, where 
prices are 175 percent of America’s level, Denmark at 153 percent, or 
Australia with 149 percent. 

In the biggest emerging economies, however, this magic is fading. Ten 
years ago, Brazil’s price level was only 40 percent of America’s, but as of 
July of 2013, it was 90 percent. China’s also has risen from 39 percent 
to 67 percent over the same period, while Russia’s has also soared from 
31 percent to almost 83 percent. Taken together, the BRICs have become 
notably more expensive over the past decade. Their combined price level 
rose rapidly toward advanced economies levels from 2003 to 2011, before 
plateauing in the past two years.

This dramatic convergence of price levels is an underrated economic 
force. It is one telling reason why the BRICS’ dollar GDP is now worth 
exceedingly more than anyone expected back in 2003, when O’Neill 
released the first of his long-range projections of the BRICS’ economic 
fate over the next half-century. At the time, the projections raised eye-
brows. Now that the BRIC economies have faltered, O’Neill’s whole 
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thesis has been sneered at. But, looking back at his attempt to look for-
ward, O’Neill was, if anything, too conservative about his forecast. The 
BRICS combined dollar GDP will be 70 percent bigger in 2013 than 
O’Neill/Goldman Sachs had projected ten years ago.

Some of that over performance is due to the fact the BRICS have 
grown faster over the past decade than Goldman Sachs expected. China, 
for instance, is still growing faster than envisioned, despite its slow-
down from double-digits growth rates. The same is not true for the 
other three countries, although a big part of the overrun is due to the 
fact the BRICS became pricier faster than Goldman Sachs foresaw. The 
following is a short profile of the BRICS, their strengths and weaknesses 
as of 2013.

Brazil

Following more than three centuries under Portuguese rule, Brazil gained 
its independence in 1822, maintaining a monarchical system of govern-
ment until the abolition of slavery in 1888 and the subsequent procla-
mation of a republic by the military in 1889. Brazilian coffee exporters 
politically dominated the country until populist leader Getulio Vargas rose 
to power in 1930. Brazil is by far the largest and most populous country 
in South America. The country underwent more than a half-century of 
populist and military government until 1985, when the military regime 
peacefully ceded power to civilian rulers. 

Brazil continues to pursue industrial and agricultural growth and 
development of its interior. Exploiting vast natural resources and a large 
labor pool, it is today South America’s leading economic power and a 
regional leader, one of the first in the area to begin an economic recovery 
since 2008. Highly unequal income distribution and crime remain press-
ing problems. Characterized by large and well-developed agricultural, 
mining, manufacturing, and service sectors, Brazil’s economy outweighs 
that of all other South American countries, and Brazil is expanding its 
presence in world markets. 

Since 2003, Brazil has steadily improved its macroeconomic stability, 
building up foreign reserves, and reducing its debt profile by shifting its 
debt burden toward real denominated and domestically held instruments. 
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In 2008, Brazil became a net external creditor and two ratings agencies 
awarded investment grade status to its debt. After strong growth in 2007 
and 2008, the onset of the global financial crisis hit the country in 2008. 
Brazil experienced two quarters of recession, as global demand for Brazil’s 
commodity-based exports declined and external credit dried up. How-
ever, Brazil was one of the first emerging markets to begin a recovery. 
In 2010, consumer and investor confidence revived and GDP growth 
reached 7.5 percent, the highest growth rate in the past 25 years. But 
rising inflation led the government to take measures to cool the  economy; 
these actions and the deteriorating international economic situation 
slowed growth to 2.7 percent in 2011 and 1.3 percent in 2012. Unem-
ployment is at historic lows and Brazil’s traditionally high level of income 
inequality has declined for each of the last 14 years. 

Brazil’s historically high interest rates have also made it an attrac-
tive destination for foreign investors. Large capital inflows over the 
past several years have contributed to the appreciation of the currency, 
hurting the competitiveness of Brazilian manufacturing and leading the 
government to intervene in foreign exchange markets and raise taxes 
on some foreign capital inflows. President Dilma Rousseff has retained 
the previous administration’s commitment to inflation targeting by the 
central bank, a floating exchange rate, and fiscal restraint. In an effort 
to boost growth, in 2012 the administration implemented a somewhat 
more expansionary monetary policy that has failed to stimulate much 
growth.

According to Professor Klaus Schwab’s Global Competitiveness 
Report8 at the World Economic Forum, Brazil has made significant 
improvement in its macroeconomic condition, despite its still-high infla-
tion rate of nearly seven percent. Schwab argues that, overall, Brazil’s 
fairly sophisticated business community enjoys the benefits of one of the 
world’s largest internal markets (seventh in the world), which allows for 
important economies of scale and continues to have fairly easy access to 
financing for its investment projects. 

Notwithstanding these strengths, the country also faces important 
challenges, beginning with the lack of trust in its politicians, which remains 
low, as well as government efficiency, which is also low, due to excessive 
government regulation and wasteful spending. The quality of transport 
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infrastructure, which was the cause of recent riots in Brazil during the fall 
of 2013, remains an unaddressed long-standing challenge. The quality of 
education is another challenge for the government, affecting Brazil’s abil-
ity to compete abroad, unable to match the increasing need for a skilled 
labor force. Moreover, despite the red tape, government bureaucracies, 
and increasing efforts to facilitate entrepreneurship, especially for small 
companies, the time needed to start a business remains among the highest 
in Schwab’s countries sample (130th and 139th, respectively). Taxation 
still is perceived to be too high and to have distortionary effects to the 
economy.*

With regards to social sustainability, Brazil’s overall good performance 
masks a number of environmental concerns, such as the deforestation of 
the Amazon; the country possesses one of the highest rates of deforesta-
tion in the world. In general, outside of Brazil, the other four BRICS 
(Russia, India, China, and South Africa) all reveal significant weaknesses 
in both dimensions of sustainable competitiveness.

In April 2014, Finance Minister Guido Mantega held that the Bra-
zilian economy is expected to expand 2.3 percent in 2014, which was 
slightly below his February’s estimate of 2.5 percent. For the first half of 
2014, economic data seemed to support his assertions showing a deceler-
ation of the economy, as suggested by the government. Economic activity 
rose a timid 0.2 percent month-on-month in February, which was down 
from the 2.3 percent expansion tallied in January. Industrial output fell a 
monthly 0.5 percent in March, which was also down from the flat reading 
tallied in April. In addition, forward-looking indicators registered strong 
deteriorations in April, as both consumer and business confidence fell to 
the lowest levels in nearly five years. Will the World Cup, which starts in 
June, change such trend? Historically, such events do change positivity 
these economic outlooks, but unfortunately, it tends to be a temporary 
phenomenon. 

Notwithstanding, Brazil’s economic data remains positive. As depicted 
in Figure 1.2, unemployment and public debt have consistently decreased 
since 2009, and per capita GDP has grown about 33 percent in the past 
five years (mean of 6.6 percent increase annually).

* Ibidem.
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Russia

Founded in the 12th century, the Principality of Muscovy was able to 
emerge from over 200 years of Mongol domination (13th–15th centuries) 
and to gradually conquer and absorb surrounding principalities. In the 
early 17th century, a new Romanov Dynasty continued this policy of 
expansion across Siberia to the Pacific. Under Peter I (ruled 1682–1725), 
hegemony was extended to the Baltic Sea and the country was renamed 
the Russian Empire. During the 19th century, more territorial acquisi-
tions were made in Europe and Asia. 

Defeat in the Russo-Japanese War of 1904–1905 contributed to the 
Revolution of 1905, which resulted in the formation of a parliament and 
other reforms. Repeated devastating defeats of the Russian army in World 
War I led to widespread rioting in the major cities of the Russian Empire 

Figure 1.2 Brazil economic data 2009–2013

Source: FocusEconomics.com

2009 2010 2011 2012 2013
Population (million) 193.2 194.9 196.7 198.4 199.9

GDP per capita (USD) 8,412 10,997 12,586 11,329 11,206

GDP (USD bn) 1,626 2,144 2,475 2,247 2,240

Economic growth (GDP, annual variation in %) -0.3 7.3 2.7 1.0 2.3

Domestic demand (annual variation in %) 0.0 10.9 3.7 0.6 3.6

Consumption (annual variation in %) 4.4 6.9 4.1 3.2 2.3

Investment (annual variation in %) -6.7 21.3 4.7 -4.0 6.3

Industrial production (annual variation in %) -7.1 10.2 0.4 -2.3 2.3

Retail sales (annual variation in %) 5.9 10.9 6.6 8.4 4.3

Unemployment rate 8.1 6.7 6.0 5.5 5.4

Fiscal balance (% of GDP) -3.3 -2.5 -2.6 -2.5 -3.3

Public debt (% of GDP) 42.5 39.7 37.1 36.0 34.3

Money (annual variation in %) 8.8 16.7 18.7 9.1 10.9

Inflation rate (CPI, annual variation in %, eop) 4.3 5.9 6.5 5.8 5.9

Inflation rate (CPI, annual variation in %) 4.9 5.0 6.6 5.4 6.2

Inflation (PPI, annual variation in %) -4.1 13.9 4.1 9.1 5.1
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and to the overthrow in 1917 of the imperial household. The communists 
under Vladimir Lenin seized power soon after and formed the Union 
of Soviet Socialist Republics (USSR). The brutal rule of Iosif Stalin  
(1928–53) strengthened communist rule and Russian dominance of the 
Soviet Union at a cost of tens of millions of lives. 

The Soviet economy and society stagnated in the following decades 
until General Secretary Mikhail Gorbachev (1985–91) introduced 
glasnost (openness) and perestroika (restructuring) in an attempt to mod-
ernize communism, but his initiatives inadvertently released forces that 
by December 1991 splintered the USSR into Russia and 14 other inde-
pendent republics. Subsequently, Russia has shifted its post-Soviet dem-
ocratic ambitions in favor of a centralized semi-authoritarian state in 
which the leadership seeks to legitimize its rule through managed national 
elections, populist appeals by President Putin, and continued economic 
growth. Russia has severely disabled a Chechen rebel movement, although 
violence still occurs throughout the North Caucasus.

Russia has undergone significant changes since the collapse of the 
Soviet Union, moving from a globally isolated, centrally planned econ-
omy to a more market-based and globally integrated economy. Economic 
reforms in the 1990s privatized most industries, with notable excep-
tions in energy and defense-related sectors. The protection of property 
rights is still weak and the private sector remains subject to heavy state 
interference. 

In 2011, Russia became the world’s leading oil producer,9 surpass-
ing Saudi Arabia. Russia is also the second-largest producer of natural 
gas, holding the world’s largest natural gas reserves, the second-largest 
coal reserves, and the eighth-largest crude oil reserves. Russia is also a top 
exporter of metals such as steel and primary aluminum. Notwithstanding, 
Russia’s reliance on commodity exports, as in Brazil’s, makes it vulnerable 
to boom and bust cycles that follow the volatile swings in global prices. 
Hence, the government, since 2007, embarked on an ambitious program 
to reduce this dependency and build up the country’s high technology 
sectors, but with few visible results so far. 

The economy had averaged seven percent growth in the decade fol-
lowing the 1998 Russian financial crisis, resulting in a doubling of real 
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disposable incomes and the emergence of a middle class. The Russian 
economy, however, was one of the hardest hit by the 2008–2009 global 
economic crisis as oil prices plummeted and the foreign credits that 
 Russian banks and firms relied on dried up.* 

According to the World Bank10 the government’s anti-crisis package 
in 2008–2009 amounted to roughly 6.7 percent of GDP . The economic 
decline bottomed out in mid-2009 and the economy began to grow again 
in the third quarter of 2009. High oil prices maintained Russian growth 
in 2011–2012 and helped Russia reduce the budget deficit inherited from 
2008–2009, which helped Russia reducing unemployment to record lows 
and lower inflation. 

Russia joined the WTO in 2012, which will reduce trade barriers 
in Russia for foreign goods and services and help open foreign markets 
to Russian goods and services. At the same time, Russia has sought to 
cement economic ties with countries in the former Soviet space through 
a Customs Union with Belarus and Kazakhstan, and, in the next several 
years, through the creation of a new Russia-led economic bloc called the 
Eurasian Economic Union (EEU). 

Nonetheless, Russia is experiencing several challenges. The country 
has had difficulty attracting foreign direct investment and has experi-
enced large capital outflows in the past several years, leading to official 
programs to improve Russia’s international rankings for its investment 
climate. Russia’s adoption of a new oil-price-based fiscal rule in 2012 and 
a more flexible exchange rate policy have improved its ability to deal with 
external shocks, including volatile oil prices. Russia’s long-term challenges 
also include a shrinking workforce, rampant corruption, and underin-
vestment in infrastructure. 

Nevertheless, according to Klaus Schwab11 at the World Economic 
Forum, Russia has sharply improved its macroeconomic environment 
due to low government debt and a government budget that has moved 
into surplus, although the country still hasn’t managed to address its weak 
public institutions or the capacity for innovation. Hence, the country 

* Ibidem.
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still suffers from inefficiencies in the goods, labor, and financial markets, 
where the situation is deteriorating for the second year in a row. 

Russia’s weak level of global competition, caused by inefficient anti- 
monopolistic policies and high restrictions on trade and foreign owner-
ship, contributes to this inefficient allocation of Russia’s vast resources, 
hampering higher levels of productivity in the economy.* Moreover, as 
the country moves toward a more advanced stage of economic develop-
ment, its lack of business sophistication and low rates of technological 
adoption will become increasingly important challenges for its sustained 
progress. On the other hand, its high level of education enrollment, 
especially at the tertiary level, its fairly, good infrastructure, and its large 
domestic market represent areas that can be leveraged to improve Russia’s 
competitiveness.

According to a revised estimate released in May 2014 by Focus- 
Economics.com,† the Russian economy expanded 0.9 percent over the 
same period in Q1 of 2013, confirming concerns that the country has 
been facing an economic deceleration. Notwithstanding, also in May 
2014, Russia and China signed a $400 billion deal in which the former 
will sell gas to the latter for 30 years starting in 2018. The deal is the 
largest gas contract Russia has ever entered into, which can potentially 
improve Russia’s overall economic data.

Figure 1.3 provides Russia’s economic data from 2009 through 
2014. Unemployment and inflation rates have consistently decreased 
since 2009; per capita GDP has grown over 100 percent in the past 
five years (about 20 percent annual increase). While political tensions 
eased after Russia withdrew its troops from the Ukrainian border, 
capital outflows totaled $63.7 billion, which was the largest outflow 
since 2011 and exceeded all outflows tallied in 2013. Such outflow of 
capital was due to the two rounds of sanctions imposed on Russia in 
March and April remain in force and the threat of stronger measures 
has already served to erode investor confidence and trigger a massive 
capital flight.

* Ibidem.
† http://focus-economics.com/countries/russia.
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India

The Indus Valley civilization, one of the world’s oldest, flourished during 
the third and second millennia B.C. and extended into northwestern 
India. Aryan tribes from the northwest infiltrated the Indian subcontinent 
about 1500 B.C., and then merged with the earlier Dravidian inhabitants 
creating the classical Indian culture. The Maurya Empire of the 4th and 
3rd centuries B.C., which reached its apex under Ashoka,* united much 
of South Asia. The Golden Age ushered in by the Gupta dynasty (fourth 
to sixth centuries A.D.) saw a flowering of Indian science, art, and culture. 
Islam spread across the subcontinent over a period of 700 years. In the 10th 
and 11th centuries, Turks and Afghans invaded India and established the 
Delhi Sultanate. In the early 16th century, the Emperor Babur established 
the Mughal Dynasty, which ruled India for more than three centuries. 

* Ashoka Maurya (304–232 BCE) was an Indian emperor of the Maurya Dynasty 
who ruled almost the entire Indian subcontinent from 269 BCE to 232 BCE. 

Figure 1.3 Russia economic data from 2009 through 2013

Source: FocusEconomics.com

2009 2010 2011 2012 2013
Population (million) 142.7 142.9 142.4 141.9 141.4

GDP per capita (USD) 7,841 10,673 13,246 14,438 15,718

GDP (USD bn) 1,119 1,525 1,886 2,049 2.223

Economic growth (GDP, annual variation in %) -7.8 4.5 4.3 3.4 1.3

Consumption (annual variation in %) -5.1 5.5 6.8 7.9 4.7

Investment (annual variation in %) -14.4 5.9 10.2 5.3 -0.1

Industrial production (annual variation in %) -9.2 7.3 5.1 3.4 0.4

Retail sales (annual variation in %) -4.8 6.2 6.9 6.5 3.9

Unemployment rate 8.4 7.5 6.6 5.5 5.5

Fiscal balance (% of GDP) -5.4 -3.9 0.8 -0.0 -0.7

Public debt (% of GDP) 8.3 9.0 9.5 10.5 11.3

Money (annual variation in %) 17.7 31.1 22.3 11.9 14.6

Inflation rate (CPI, annual variation in %, eop) 8.8 8.8 6.1 6.6 6.5

Inflation rate (CPI, annual variation in %) 11.7 6.9 8.4 5.1 6.8

Inflation (PPI, annual variation in %) 13.8 16.7 12.0 5.1 3.7
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European explorers began establishing footholds in India during 
the 16th century. By the 19th century, Great Britain had become the 
dominant political power on the subcontinent. The British Indian Army 
played a vital role in both World Wars. Years of nonviolent resistance to 
British rule, led by Mohandas Gandhi and Jawaharlal Nehru, eventually 
resulted in Indian independence, which was granted in 1947. Large-scale 
communal violence took place before and after the subcontinent parti-
tion into two separate states, India and Pakistan. 

The neighboring nations have fought three wars since independence, 
the last of which was in 1971 and resulted in East Pakistan becom-
ing the separate nation of Bangladesh. India’s nuclear weapons tests in 
1998 emboldened Pakistan to conduct its own tests that same year. In 
November 2008, terrorists originating from Pakistan conducted a series 
of coordinated attacks in Mumbai, India’s financial capital. Despite press-
ing problems such as significant overpopulation, environmental degra-
dation, extensive poverty, and widespread corruption, economic growth 
following the launch of economic reforms in 1991 and a massive youthful 
population are driving India’s emergence as a regional and global power.

India is developing into an open-market economy, but there remain 
traces of its past autarkic policies. Economic liberalization measures, 
including industrial deregulation, privatization of state-owned enter-
prises, and reduced controls on foreign trade and investment, began 
in the early 1990s and have served to accelerate the country’s growth; 
growth that has averaged fewer than seven percent per year since 1997. 

India’s diverse economy encompasses traditional village farming, 
modern agriculture, handicrafts, a wide range of modern industries, and a 
multitude of services. Slightly more than half of the work force is in agri-
culture, but services, particularly information technology and information 
systems (IT&IS) are the major source of economic growth, accounting 
for nearly two-thirds of India’s output, with less than one-third of its labor 
force. India has capitalized on its large educated English-speaking popu-
lation to become a major exporter of information technology services, 
business outsourcing services, and software workers. 

In 2010, the Indian economy rebounded robustly from the global 
financial crisis, in large part due to strong domestic demand, and growth 
exceeded eight percent year-on-year in real terms. However, India’s 
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economic growth began slowing in 2011 due to a slowdown in govern-
ment spending and a decline in investment, caused by investor pessimism 
about the government’s commitment to further economic reforms. High 
international crude prices have also exacerbated the government’s fuel 
subsidy expenditures, contributing to a higher fiscal deficit and a worsen-
ing current account deficit. 

In late 2012, the Indian Government announced additional reforms 
and deficit reduction measures to reverse India’s slowdown, including 
allowing higher levels of foreign participation in direct investment in the 
economy. The outlook for India’s medium-term growth is positive due 
to a young population and corresponding low dependency ratio, healthy 
savings and investment rates, and increasing integration into the global 
economy. 

India has many long-term challenges that it has yet to fully address, 
including poverty, corruption, violence and discrimination against 
women and girls, an inefficient power generation and distribution sys-
tem, ineffective enforcement of intellectual property rights, decades-long 
civil litigation dockets, inadequate transport and agricultural infrastruc-
ture, accommodating rural-to-urban migration, limited non-agricultural 
employment opportunities, and inadequate availability of basic quality of 
life and higher education. 

On the topic of education, in his New York Times bestseller Imagin-
ing India: the Idea of a Renewed Nation, the co-chairman of Infosys Tech-
nologies, Nandan Nilekani argues that “reforms that expand access are 
thus the most crucial for the disempowered. They are critical in bringing 
income mobility to the weakest and poorest groups. And this mobility is 
at the heart of the success of free markets: we tend to forget that a pre-
requisite to productivity and efficiency is a large pool of educated people, 
which requires in turn easy and widespread access to good schools and 
colleges.”12

Nilekani argues that the government of India ignores such challenges 
of fairness and equality at their peril. He contends that if discontent is 
left to fester, it will trigger enormous backlashes against open market 
policies, which actually is happening with Wal-Mart’s expansion in the 
country. In August 2013, an article in the Business Standard13 discussed 
Wal-Mart’s ongoing Enforcement Directorate (ED) investigation into its 
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investment in the Bharti Group, a business conglomerate headquartered 
in New Delhi, India, where in 2010 the retailer giant made an investment 
in the form of compulsory convertible debentures (CCD). In addition, 
Wal-Mart was concerned with the political uncertainty in India, with the 
general election slated for 2014, along with the possibility of a statewide 
block to foreign direct investment (FDI) in retailing as a potential barrier 
for the company in that country.

Hence, as of 2013, India is the worst performer among the BRICS, 
with concerns in both areas of sustainability. Regarding social sustainabil-
ity, India is not able to provide access to some basic services to many of its 
citizens; only 34 percent of the population has access to sanitation. The 
employment of much of the population is also vulnerable, which com-
bined with weak official social safety nets, makes the country vulnerable 
to economic shocks. In addition, although no official data are reported 
for youth unemployment, numerous studies indicate that the percentage 
is very high.14 

According to Amin,15 India’s economy was once ahead of Brazil and 
South Africa, but it now trails them by some 10 places, and lags behind 
China by a margin of 30 positions. The country continues to be penal-
ized for its disappointing performance in areas considered basic factors 
of competitiveness. The country’s supply of transport and energy infra-
structure remains largely insufficient and ill adapted to the needs of the 
economy. Indeed, the Indian business community repeatedly cites infra-
structure as the single biggest hindrance to doing business, well ahead of 
corruption and bureaucracy. It must be noted, however, that the situation 
has been slowly improving since 2006.* 

The picture is even bleaker in the health and basic education sec-
tors. According to the World Economic Forum’s Global Competitiveness 
Report,16 despite improvements across the board over the past few years, 
poor public health and education standards remain a primary cause of 
India’s low productivity. Turning to the country’s institutions, discontent 
within the business community remains high regarding lack of reforms 
and the perceived inability of the government to push them through. 
Indeed, public trust in politicians has been weakening for the past three 

* Ibidem.
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years. Meanwhile, the macroeconomic environment continues to be char-
acterized by large and repeated public deficits and the highest debt-to-
GDP ratio among the BRICS. On a positive note, inflation returned to 
single-digit territory in 2011.

Despite these considerable challenges, India does possess a number of 
strengths in the more advanced and complex drivers of competitiveness. 
This reverse pattern of development is characteristic of India. It can rely 
on a fairly well developed and sophisticated financial market that can 
channel financial resources to good use, and it boasts reasonably sophis-
ticated and innovative businesses environment. As argued by Vinay Rai 
and William Simon in their book titled Think India,17 there is a “new 
India rising up, and it is going to change the world, from Bollywood to 
world financial markets, from IT to manufacturing, for service to design.” 
“In the India of today,” Rai and Simon continue, “activity in construc-
tion, in manufacturing, in innovation, abounds everywhere from large 
cities to small towns and rural villages. Every sector of the economy, with-
out exception, is growing. And not just growing, but at starling rates that 
reach fifty to a hundred percent annually.”*

Rai and Simon argue that India is not Japan, Brazil, the EU, or even 
China, as India’s people, with their diversity, openness, practicality, inno-
vation, and service orientation, are the country’s real strength. Indians 
creative energy, unleashed after hundreds of years of slavery and foreign 
rule, are driving modern India to new heights. Just imagine, by 2020, 
one-half of the world population of people under age of twenty-five will 
be in India! Mumbai has today some of the most expensive real estate 
in the world, with over 18 million clustered around the crescent-shaped 
bay, with a density more than triple of Tokyo. Electronic City, an indus-
trial park that’s home to over hundred electronics and software firms in 
Bangalore, India’s Silicon Valley, is the dynamic epicenter of 21st-century 
India. Figure 1.4 provides an overall outlook for India’s economic data 
between 2009 and 2013. Per capita GDP has grown consistently since 
2009 through 2012, although not significantly as Brazil and Russia, at an 
average rate of about 7.52 percent a year, for a total of 30 percent from 

* Ibidem.
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2009 through 2012 (no data was available for 2013). Public debt has also 
decreased significantly, a trend across all BRICS countries.

The rising of consumerism class is impressive. Their new spending 
power will make India the biggest cash-drawer worldwide for consumer 
goods and services.* The Indian consumer, due to colonial prejudices 
toward moneylenders, had hitherto considered taboo the buying of a 
house or a car on credit. Now that attitude is being debunked as the 
enthusiasm of Indians to consume grows, as their disposable incomes 
continues to rise. Hence, their new enthusiasm to take out a loan to pay 
for everything from television sets to a trip overseas is making bankers 
from around the world levitate, although in our view, it may not neces-
sarily be a good thing for Indian families to enter into debt. 

More and more banks are investing in India, either by establishing 
presence there or buying stake in Indian banks. The list of foreign banks 
in India today is impressive, including global stalwarts such as Deutsche 
Bank, Citigroup, Goldman Sachs, and investment banks such as JM 
Morgan Stanley, Barclays, and Merrill Lynch.

* Ibidem.

Figure 1.4 India’s economic data from 2009 through 2013

Source: FocusEconomics.com

2009 2010 2011 2012 2013
Population (million) 1,178 1,195 1,211 1,227 1,243

GDP per capita (USD) 1,160 1,427 1,563 1,509 -

GDP (USD bn) 1,366 1,705 1,893 1,852 -

Economic growth (GDP, annual variation in %) 8.6 8.9 6.7 4.5 -

Consumption (annual variation in %) 7.4 8.7 9.2 5.0 -

Investment (annual variation in %) 7.8 11.1 12.6 0.8 -

Industrial production (annual variation in %) 5.3 8.2 3.0 1.1 -0.1

Public debt (% of GDP) 72.5 67.5 66.8 66.6 -

Money (annual variation in %) 17.0 16.1 4.3 10.4 9.1

Inflation rate (CPI, annual variation in %, eop) 14.3 9.0 9.0 11.2 6.7

Inflation rate (CPI, annual variation in %) 12.2 10.6 8.4 10.2 9.5

Inflation (PPI, annual variation in %) 3.8 9.6 9.0 7.4 6.0
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Larry Summers, the former president of Harvard University, said 
in 2006 that Harvard had made a “fundamental error of judgment” in 
not recognizing India’s potential and promise early enough. A mistake, 
according to Summers, that Harvard would correct by setting up a dedi-
cated “India Center” with an initial funding of $1 billion.

Back in 2006, the World Economic Forum’s (WEF) Global Compet-
itiveness Report* ranked India highest among all BRIC nations, the 43rd 
most competitive country in world—out of 148 countries surveyed—
versus China’s 54th at the time. In 2013, India dropped its ranking signifi-
cantly, to 60th, versus China’s even more significant rise to 29th. The rest 
of the BRICS countries, Brazil, Russia, and South Africa, by comparison, 
rank 56th, 64th, and 53rd respectively.18 Stalled reforms, slowing growth, 
and a sliding rupee have singled India out as an underperformer on the 
world stage. India’s ranking declined by three places to 59th position in 
the Global Competitiveness Index 2012–2013 of the WEF due to disap-
pointing performance in the basic factors underpinning competitiveness.

The fact remains, however, that India has several advantages over 
China, according to the WEF Competitiveness report:†

• China has less chance for innovation in its relatively closed 
state-controlled market. India, the largest democracy in the 
world, has a free market and a free press, which empowers 
its people to be innovative and creative, even at the grassroots 
levels.

• India’s growing workforce of people below the age of 25 is a 
major competitive weapon in its arsenal, the benefits of which 
will soon start trickling in. China’s one-child policy, although 
under revision, while reducing pressure of a population 
growing too fast and is under revision is making the nation 
age faster as well.

• Many Indians speak fluent English while most Chinese don’t.

* http://www.weforum.org/pdf/Global_Competitiveness_Reports/Reports/
gcr_2007/gcr2007_rankings.pdf, (last accessed on 2/02/2012).
† http://www.weforum.org/pdf/Global_Competitiveness_Reports/Reports/
gcr_2007/gcr2007_rankings.pdf, (last accessed on 2/02/2012).
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• Both India and China (even more so than India) are known 
for manufacturing, but India has lured several fortune 
500 companies to set up high-end/high-tech research and 
development centers on their soil.

• Efficient capital markets, quality of public institutions, 
and a sound judicial system accounts for India besting its 
competitors.19

The Goldman Sachs analysis20 that puts the United States in third 
place economically by 2050, behind India and China, while it seems so 
unlikely to many, seems more logical when you recognize that the bright-
est 25 percent of India population outnumber the entire population of 
the United States. Will the same still be true in 2050? If we do the math, 
the answer is a resounding yes.

In 2014, opposition candidate Narendra Modi from the Bharatiya 
Janata Party (BJP) won the general elections by a landslide and will 
become the first prime minister to lead a party with an absolute parlia-
mentary majority since 1989. The BJP-led National Democratic Alliance 
(NDA) won in 336 out of the 543 constituencies, according to the results 
the Election Commission of India presented in May 2014. The BJP won 
an astonishing 282 constituencies, whereas the main opposition party, 
the Indian National Congress (INC) only won in 44. The results allow 
Modi and the NDA to form a strong government. Markets reacted to 
the results with an optimistic surge as Modi’s campaign was centered on 
deregulation of business and fostering foreign direct investment, a policy 
setting that he put in place during his time as Chief Minister of the State 
of Gujarat.

China

For centuries China stood as a leading civilization, outpacing the rest of 
the world in the arts and sciences, but in the 19th and early 20th centu-
ries, the country was beset by civil unrest, major famines, military defeats, 
and foreign occupation. After World War II, the communists under Mao 
Zedong established an autocratic socialist system that, while ensuring 



 ThE IMF IS BEING hIT BY BRICS 21

China’s sovereignty, imposed strict controls over everyday life and cost 
the lives of tens of millions of people. 

After 1978, Mao’s successor Deng Xiaoping and other leaders focused 
on market-oriented economic development and by 2000 output had qua-
drupled. For much of the population, living standards have improved 
dramatically and the room for personal choice has expanded, yet politi-
cal controls remain tight. Since the early 1990s, China has increased its 
global outreach and participation in international organizations.

Since the late 1970s, China has moved from a closed, centrally 
planned system to a more market-oriented one that plays a major global 
role, becoming in 2010, the world’s largest exporter. Reforms began with 
the phasing out of collectivized agriculture, and expanded to include the 
gradual liberalization of prices, fiscal decentralization, increased auton-
omy for state enterprises, creation of a diversified banking system, devel-
opment of stock markets, rapid growth of the private sector, and opening 
to foreign trade and investment. 

China has implemented reforms in a gradualist fashion. In recent 
years, China has renewed its support for state-owned enterprises in sec-
tors it considers important to economic security, explicitly looking to fos-
ter globally competitive national champions. After keeping its currency 
tightly linked to the U.S. dollar for years, in July 2005 China revalued its 
currency by 2.1 percent against the U.S. dollar and moved to an exchange 
rate system that references a basket of currencies. From mid-2005 to late 
2008 cumulative appreciation of the renminbi against the U.S. dollar was 
more than 20 percent, but the exchange rate remained virtually pegged 
to the dollar from the onset of the global financial crisis until June 2010, 
when Beijing allowed resumption of a gradual appreciation. 

The restructuring of the economy and resulting efficiency gains 
have contributed to a more than tenfold increase in GDP since 1978. 
Measured on a purchasing power parity (PPP) basis that adjusts for price 
differences, in 2012, China stood as the second-largest economy in the 
world after the United States, having surpassed Japan in 2001. The dollar 
values of China’s agricultural and industrial output each exceed those of 
the United States. China is also second to the United States in the value 
of services it produces. Still, per capita income is below the world average. 
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According to U.S. CIA’s World FactBook,21 the Chinese government 
faces numerous economic challenges, including: 

• Reduction of its high domestic savings rate and 
correspondingly low domestic demand.

• Sustaining adequate job growth for tens of millions of 
migrants and new entrants to the work force.

• Reducing corruption and other economic crimes.
• Containing environmental damage and social strife related to 

the economy’s rapid transformation. Economic development 
has progressed further in coastal provinces than in the inte-
rior, and by 2011 more than 250 million migrant workers and 
their dependents had relocated to urban areas to find work. 

One consequence of population control policy is that China is now 
one of the most rapidly aging countries in the world. Deterioration in 
the environment, notably air pollution, soil erosion, and the steady fall 
of the water table, especially in the North, is another long-term problem. 
China continues to lose arable land because of erosion and economic 
development. The Chinese government is seeking to add energy produc-
tion capacity from sources other than coal and oil, focusing on nuclear 
and alternative energy development. 

In 2010–2011, China faced high inflation resulting largely from its 
credit-fueled stimulus program. Some tightening measures appear to have 
controlled inflation, but GDP growth consequently slowed to fewer than 
8 percent for 2012. An economic slowdown in Europe contributed to 
China’s, and is expected to further drag Chinese growth in 2013. In addi-
tion, debt overhangs from the stimulus program; particularly among local 
governments, and a property price bubble currently challenges policy 
makers. The government’s 12th Five-Year Plan, adopted in March 2011, 
emphasizes continued economic reforms and the need to increase domes-
tic consumption in order to make the economy less dependent on exports 
in the future. However, China has made only marginal progress toward 
these rebalancing goals.

Therefore, China’s competitiveness performance notably has weak-
ened in the past few years. Social sustainability is partially measured for 
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China, as the country does not report data related to youth unemploy-
ment or vulnerable employment. However, the available indicators22 
show a somewhat negative picture, with rising social inequality and gen-
eral access to basic services such as improved sanitation remaining low. 

As depicted in Figure 1.5, China’s economic data remains positive. 
GDP per capita has grown from $3,740 in 2009 to $6,810 in 2013, an 
increase of over 82 percent (or about 16 percent annually) in just five 
years. Unemployment has held sturdy at an average of 4.1 percent annu-
ally, while public debt has also decreased substantially.

According to the Global Competitiveness Report,* after five years of 
incremental but steady progress, China has lost some competitive advan-
tages. Without a doubt, the country continues to lead the BRICS econ-
omies by a wide margin, ahead of second-placed Brazil, China boasts 
$8.2 billion in nominal GDP versus Brazil’s $2.4 billion. Although 
China’s decline is small, its global competitiveness deterioration is more 

* Ibidem.

Figure 1.5 China economic data from 2009 through 2013

Source: FocusEconomics.com

2009 2010 2011 2012 2013
Population (million) 1,335 1,341 1,347 1,354 1,361

GDP per capita (USD) 3,740 4,429 5,452 6,092 6,810

GDP (USD bn) 4,992 5,938 7,346 8,249 9,267

Economic growth (GDP, annual variation in %) 9.2 10.5 9.3 7.7 7.7

Consumption (annual variation in %) 11.4 10.6 14.6 10.1 -

Investment (annual variation in %) 30.5 24.5 24.0 20.6 19.6

Industrial production (annual variation in %) 11.0 15.7 13.9 10.0 9.7

Retail sales (annual variation in %) 15.5 18.4 17.1 14.3 13.1

Unemployment rate 4.3 4.1 4.1 4.1 4.1

Fiscal balance (% of GDP) -2.3 -1.7 -1.1 -1.7 -1.9

Public debt (% of GDP) 17.7 16.8 15.2 14.9 -

Money (annual variation in %) 27.7 19.7 13.6 13.8 13.6

Inflation rate (CPI, annual variation in %, eop) 1.9 4.6 4.1 2.5 2.5

Inflation rate (CPI, annual variation in %) -0.7 3.3 5.4 2.6 2.6

Inflation (PPI, annual variation in %) -5.4 5.5 6.0 -1.7 -1.9
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pronounced in those areas that have become critical for China’s compet-
itiveness, namely financial market development, technological readiness, 
and market efficiency. 

For market efficiency, insufficient domestic and foreign competition 
is of particular concern, as the various barriers to entry appear to be more 
prevalent and more important than in previous years. On a more positive 
note, China’s macroeconomic situation remains very favorable, despite 
a prolonged episode of high inflation. China runs a moderate budget 
deficit, boasting a low, albeit increasing, and government debt-to-GDP 
ratio of 26 percent, while its gross savings rate remains above 50 percent 
of GDP. 

The rating of its sovereign debt is significantly better than that of 
the other BRICS and indeed of many advanced economies. Moreover, 
China receives relatively high marks when it comes to health and basic 
education, as enrollment figures for higher education continues to be on 
the rise, even though the quality of education, in particular the quality 
of management schools, and the disconnect between educational content 
and business needs in the country remain important issues.

South Africa

Dutch traders landed at the southern tip of modern day South Africa in 
1652 and established a stopover point on the spice route between the 
Netherlands and the Far East, founding the city of Cape Town. After the 
British seized the Cape of Good Hope area in 1806, many of the Dutch 
settlers traveled north to establish their own republics. The discovery of 
diamonds in 1867 and gold in 1886 stimulated wealth and immigration, 
while intensifying the subjugation of the native inhabitants. The Dutch 
traders resisted British invasions but were defeated in the Boer War in 
1899–1902. The British and the Afrikaners, as the Dutch traders became 
known, ruled together beginning in 1910 under the Union of South 
Africa, which became a republic in 1961 after a whites-only referendum.23 
In 1948, the National Party was voted into power and instituted a policy 
of apartheid, or the separate development of the races, which favored the 
white minority at the expense of the black majority. The African National 
Congress (ANC) led the opposition to apartheid and many top ANC 
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leaders, such as Nelson Mandela, spent decades in South Africa’s prisons. 
Internal protests and insurgency, as well as boycotts by some Western 
nations and institutions, led to the regime’s eventual willingness to nego-
tiate a peaceful transition to majority rule. The first multi-racial elections 
in 1994 brought an end to apartheid and ushered in majority rule under 
an ANC-led government. 

Since then, South Africa has struggled to address apartheid-era imbal-
ances in decent housing, education, and health care. ANC squabbling, 
which has grown in recent years, pinnacled in September 2008 when 
President Thabo Mbeki resigned, and Kgalema Motlanthe, the party’s 
General-Secretary, succeeded him as interim president. Jacob Zuma 
became president after the ANC won general elections in April 2009.

South Africa is a middle-income, emerging market with an abundant 
supply of natural resources. It has a well-developed financial, legal, com-
munications, energy, and transport sectors and a stock exchange that 
is the 15th largest in the world. Even though the country has modern 
infrastructure that support a relatively efficient distribution of goods to 
major urban centers throughout the region, some factors are delaying 
growth. 

From 1993 until 2013, South Africa GDP growth rate averaged 
3.2 percent reaching an all time high of 7.6 percent in March of 1996. 
The economy began to slowdown in the second half of 2007 due to an 
electricity crisis. State power supplier Eskom encountered problems with 
aging plants and meeting electricity demand necessitating load-shedding* 
cuts in 2007 and 2008 to residents and businesses in the major cities. 
Since then Eskom has built two new power stations and installed new 
power demand management programs to improve power grid reliability. 
Subsequently, the global financial crisis reduced commodity prices and 
world demand. Consequently, in 2009, South Africa’s GDP fell nearly 
two percent, to a record low of -6.3 percent in March of 2009, but it 

* A load shedding, also referred to as rolling blackout, is an intentionally engi-
neered electrical power shutdown where electricity delivery is stopped for non-
overlapping periods of time over different parts of the distribution region. Load 
shedding is a last-resort measure used by an electric utility company to avoid a 
total blackout of the power system.
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has recovered since, at an annualized 0.70 percent in the third quarter of 
2013 over the previous quarter.* 

South Africa export-based economy is the largest and most developed 
in Africa. The country is rich in natural resources and is a leading pro-
ducer of platinum, gold, chromium, and iron. From 2002 to 2008, South 
Africa grew at an average of 4.5 percent year-on-year, its fastest expansion 
since the establishment of democracy in 1994. However, in recent years, 
successive governments have failed to address structural problems such as 
the widening income inequality gap between rich and poor, low-skilled 
labor force, high unemployment rate at nearly 25 percent of the work 
force, deteriorating infrastructure, high corruption, and crime rates.

As a result, since the recession in 2008, South Africa growth has been 
sluggish and below African average. South Africa’s economic policy has 
focused on controlling inflation, however, the country has had signifi-
cant budget deficits that restrict its ability to deal with pressing economic 
problems. The current government faces growing pressure from special 
interest groups to use state-owned enterprises to deliver basic services to 
low-income areas and to increase job growth.

Sub-Saharan Africa has grown impressively over the last 15 years, reg-
istering growth rates of over five percent in the past two years, while the 
region continues to exceed the global average and to exhibit a favorable 
economic outlook. Indeed, the region has bounced back rapidly from 
the global economic crisis, when GDP growth dropped to two percent 
in 2009. These developments highlight its simultaneous resilience and 
vulnerability to global economic developments, with regional variations. 
Although growth in sub-Saharan middle-income countries seems to have 
followed the global slowdown more closely, such as in South Africa, 
lower-income and oil-exporting countries in the region have been largely 
unaffected. 

As mentioned earlier in this section, South Africa is ranked 52nd in 
2013, the best economy in sub-Saharan Africa, and the third among the 
BRICS economies. The country benefits from the large size of its economy. 
Particularly impressive is the country’s financial market development, 

* http://www.tradingeconomics.com/south-africa/gdp-growth, (last accessed on 
10/20/2013).
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indicating high confidence in South Africa’s financial markets at a time 
when trust is returning only slowly in many other parts of the world. 
South Africa also does reasonably well in more complex areas, such as 
business sophistication, and innovation, benefiting from good scientific 
research institutions and strong collaboration between universities and 
the business sector in innovation.

Nonetheless, the 2014 strikes in South Africa have again crippled 
the economy. The economy contracted 0.6 percent q/q annualized in 
the March quarter, the first contraction since the 2009 global downturn, 
and fears have increased of a first-half recession. Year-on-year growth was 
1.6 percent. Mining fell an annualized 25 percent, its biggest drop in 
47 years. Figure 1.6 provides microeconomic indicators for the country.*

According to WEF’s 2013’s Global Competitiveness report,24 these 
combined attributes make South Africa the most competitive economy 
in the African region, but in order to further enhance its competitiveness, 
the country will need to address some weaknesses. Out of 148 countries 
surveyed by WEF, South Africa still rank 113th in labor market efficiency, 
a drop of 18 places from 2012 position, due to its rigid hiring and firing 
practices, a lack of flexibility in wage determination by companies, and 
significant tensions in labor-employer relations. 

The educational sector is another challenge, as efforts also must be 
made to increase the university enrollment rate in order to better develop 

* The authors attempted to use macroeconomic data from Focus Economics for 
consistency in data analysis across all other BRICS countries, however data was 
not available.

2012 2013(e) 2014(p) 2015(p)
Real GDP growth 2.5 1.9 2.7 3

Real GDP per capita growth 1.7 1.2 2 2.3

CPI inflation 5.7 5.7 5.7 5.3

Budget balance % GDP -4.2 -4.1 -4.1 -3.9

Current account balance % GDP -5.2 -6.5 -6.4 -6.4

Figure 1.6 Microeconomics indicators for South Africa

Source: AfricanEconomicOutlook.org
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its innovation potential. Combined efforts in these areas will be criti-
cal in view of the country’s high unemployment rate of 24.7 percent, 
although it has improved since 2012, at which time the rate was at 
25.7 percent. In addition, South Africa’s infrastructure, although good 
by sub-Sahara’s standards, requires upgrading. The poor security situation 
remains another important obstacle to doing business in South Africa. 
The high business costs of crime and violence and the sense that the police 
are unable to provide sufficient protection from crime do not contribute 
to an environment that fosters competitiveness. Another major concern 
remains the health of the workforce, which WEF* ranked 132nd out of 
148 economies, as a result of high rates of communicable diseases and 
poor health indicators.

BRICS’ Global Influential Ascend

Over the last decade, the BRIC, now BRICS, term has come to symbolize 
the growing power of the world’s largest emerging economies and their 
potential impact on the global economic and, increasingly, political order. 
All five members of BRICS are current members of the United Nations 
Security Council. Russia and China are permanent members with veto 
power, while the rest are non-permanent members currently serving on 
the Council. 

Whether the BRICS represents a cohesive group or just a clever acro-
nym, however, is still debatable. Arguably, there are many differences 
between these countries, from values and economics to political structure 
and geopolitical interests, which far outweighs commonalities. One main 
commonality among these countries is a mild anti-Americanism and gen-
erally internal or domestic challenge, including but not limited to institu-
tional stability, social inequality, and demographic pressures. 

There is a common agreement, however, of how important the BRICS 
bloc is for each of the members in terms of the symbolism of creating for 
themselves an important role on the global stage, as well as an alternate 
perspective on the global economic order, and the desire to wield greater 
influence over the rules governing international commerce and economic 

* Ibidem.
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policy. As of 2014, the five nations combined hold less than 15 percent 
voting rights in both the World Bank (WB) and the International Mone-
tary Fund (IMF), despite the fact their economies are predicted to surpass 
the G7 economies in size by 2032. 

The BRICS, as the biggest emerging markets, are uniting to tackle 
under-development and currency volatility, as well as pooling for-
eign-currency reserves to ward off balance of payments or currency crises. 
The plan calls for an implementation of an institution that encroaches on 
the roles of the World Bank and IMF. At the time of this writing, the lead-
ers of the BRICS bloc were getting ready to approve the establishment of 
a new development bank during an annual summit in the eastern South 
African city of Durban.* 

Meanwhile, the IMF seems to be fermenting over the BRICS. 
After years promoting and showcasing them, in November of 2013 it 
admitted the bloc had either “exhausted their catch-up growth models, 
or run into the time-honored problems of supply bottlenecks and bad 
government.”25 We believe, however, the IMF was caught off guard by 
the aggressiveness of the emerging market rout when the U.S. Federal 
Reserve began to reconsider its quantitative easing policies in May 2013, 
threatening to decrease the dollar liquidity that has fuelled the booms, 
and masked the woes, in Asia, Latin America, and Africa. This depen-
dence on the dollar has disrupted growth in many regions of the world, 
especially those more dependent on the U.S. consumer marker and the 
dollar as a currency.

This issue is not new. In the last decade, a few Latin American 
countries—the most dollarized region in the world—began introduc-
ing measures to create incentives to internalize the risks of dollarization, 
the development of capital markets in local currencies, and de-dollariza-
tion of deposits. These all contributed to a decline in credit dollarization 
globally, but predominantly in Latin America and the BRICS countries. 
Bolivia, Paraguay, Peru, and Uruguay have been gradually declining in 
financial dollarization. 

* There have been speculations that the location of this new BRICS’ IMF-like 
bank will be based in Durban, South Africa.
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Coping with De-dollarization

For several decades, dollarization has greatly complicated the policy 
response in several crises and near-crisis episodes, especially for emerging 
economies. In some cases, it has been the primary source of financial 
vulnerability that triggered a crisis not only for BRICS countries, but 
also for other emerging countries such as the CIVETS and the MENA 
blocs. The urge to de-dollarize, or to withdraw from U.S. Treasury bills 
and the dollar, is a direct result of foreign countries’ mistrust in the U.S. 
government’s ability to control its massive budget deficits. As depicted 
in Figure 1.7, according to the IMF,26 the degree of dollarization has 
declined sharply in Latin America over the past decade.

The same trend holds true for other emerging markets around the 
world. A case in point is Iran. On March 20, 2012, as Iran was celebrating 
its greatest holiday of the year, New Year’s Eve, it not only celebrated the 
beginning of a new year but also the end of the dollar as an acceptable 
currency for payment of its oil. 

Although the holiday, known as Nowruz, is typically commemo-
rated by a symbolic purging of the home and spiritual representation of 

Figure 1.7 Latin America de-dollarization has been high in the past 
decade

Source: IMF
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creation and fertility. In 2012, Iran celebrated it by changing its policy 
for payment of oil. Essentially, Iran made the decision to no longer accept 
the U.S. dollar as payment for oil, and instead, decided to accept other 
currencies and commodities.

Ever since President Obama signed one of the most severe sanction 
bills against Iran into law, (H.R. 2194), which prohibits any person or 
business from investing more than 20 million dollars in Iranian petro-
leum resources, Iran appears determined to phase out the dollar as a form 
of payment for its oil and derived products. However, if Iran contin-
ues to follow through with its decision to refuse dollars-for-oil, it may 
trigger an intense reaction from the U.S. government, especially for the 
dollar-reserve currency, mainly supported by the Saud family’s determina-
tion to accept only dollars for oil, the so-called petrodollars. 

The charter of the Iranian oil bourse, a commodity exchange which 
opened more than five years ago, calls for the commercialization of petro-
leum and other byproducts in various currencies other than the U.S. 
dollar, primarily the euro, the Iranian rial, and a basket of other major 
(non-U.S.) currencies. While there are three other major U.S. dollar-de-
nominated oil markers in the world (North America’s West Texas Inter-
mediate crude, North Sea Brent Crude, and the UAE Dubai Crude), 
there are just two major oil bourses: the New York Mercantile Exchange 
(NYMEX) in New York City, and the Intercontinental Exchange (ICE) 
in London and Atlanta. 

Iran sits on the largest oil and gas reserves in the world, as depicted 
in Figure 1.8. Consequently, the country has been developing a fourth 
oil market where U.S. dollars are not accepted for oil trade. In fact, Iran 
has proposed the creation of a Petrochemical Exporting Countries Forum 
(PECF), aimed at financial and technological cooperation among mem-
bers, as well as product pricing and policy making in production issues— 
not unlike the Organization of the Petroleum Exporting Countries 
(OPEC). The British newspaper, The Guardian, cites Iran, Saudi Ara-
bia, United Arab Emirates (UAE), Russia, Qatar, and Turkey as potential 
members of PECF.

In the wake of such tensions, India is pondering whether to use gold 
or yen as payment for oil. India has expanded on this conundrum by 
proposing the setup of a multilateral non-dollarized bank that would be 
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funded exclusively by emerging nations to include the BRICS countries 
for the purpose of financing projects in those countries. 

The policy debate about de-dollarization, notwithstanding the 
United States and Iran conflicts, has heated up around the world. Is 
de-dollarization a realistic goal for the world? If so, how might it be imple-
mented? Can Iran, the BRICS, the CIVETS, ASEAN, and the MENA 
countries trigger a chain of events that may threaten to crumble the U.S. 
dollar as the world’s premiere reserve currency? What would be the con-
sequences to the United States, and the world economy, if the dollar was 
no longer the OPEC measure for oil prices? Certainly, the United States 
would no longer enjoy the lowest price of gasoline as a non-oil producer 
nation. The price of fuel would likely skyrocket, increasing the price of all 
other commodities which ultimately would impact the microeconomics 
in advanced economies.

While dollarization is a sensible response of economic agents to politi-
cal or economic uncertainties, its adverse effects often motivate countries, 
especially emerging economies, to reduce its level. Dollarization is also a 
rational reaction to interest rate arbitrage opportunities. It may have some 
benefits, and in extreme cases may be the only viable option available to a 

Figure 1.8 Iran’s oil reserves is the 4th in the world
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country. In such cases, dollarization can be the choice of policymakers or 
a result of private agents’ decision to stop using the local currency. How-
ever, most countries seek to limit the extent of dollarization, owing to its 
potential adverse effects on macroeconomic policies and financial stabil-
ity. These include a reduction or loss of control of monetary and exchange 
rate policy, a loss of seigniorage,* and increased foreign exchange risk in 
the financial and other sectors.

Often key policies that encourage de-dollarization, especially among the 
emerging markets, focuses on policymakers’ intentions to gain greater con-
trol of monetary policy, often drawing on the experiences of past countries’ 
successful de-dollarization experiences. We believe durable de-dollarization 
depends on a credible disinflation plan and targeted microeconomic mea-
sures. An effective de-dollarization policy makes the local currency more 
attractive to local consumers, more than foreign currency. De-dollarization, 
therefore, entails a mix of macroeconomic and microeconomic policies to 
enhance the attractiveness of the local currency in economic transactions 
and to raise awareness of the exchange-risk related costs of dollarization, 
thus providing incentives to economic agents to de-dollarize voluntarily. 
It may also include measures to force the use of the domestic currency in 
tandem with macroeconomic stabilization policies.

On May 16, 2008, Yekaterinburg, Russia hosted the official diplo-
matic meeting and in June 2009, the BRICS held their first summit in 
Yekaterinburg. The Yekaterinburg Summit discussions were dominated 
with negative criticism against the U.S. dollar, with Russion President 
Putin going so far as to publicly endorse the yuan as a global reserve 
currency. The group later agreed to replace the U.S. dollar by the IMF’s 
special drawing rights (SDR). 

CitiGroup economists have proposed the idea of the 3-G (Global 
Growth Generators) countries, comprised of 11 countries’ economies 
identified as sources of growth potential and of profitable investment 
opportunities, in an attempt to effectively put an end to the BRICS 
bloc.27 There is also a geostrategic move to pit India as a linchpin in the 
Pivot of Asia strategy announced in 2010, intended as a new direction for 

* Seigniorage is the difference between the value of money and the cost to pro-
duce and distribute it.
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U.S. foreign and strategic policy in the Asia-Pacific region. It was a policy 
designed under the assumption that U.S. interventions in other regions 
were winding down. As Secretary of State, Hilary Clinton noted, 

In the last decade, our foreign policy has transitioned from deal-
ing with the post-Cold War peace dividend to demanding com-
mitments in Iraq and Afghanistan. As these wars wind down, we 
will need to accelerate efforts to pivot to new global realities. . . . 
In the next 10 years, we need to be smart and systematic about 
where we invest time and energy, so that we put ourselves in the 
best position to sustain our interests, and advance our values. 
One of the most important tasks of American statecraft over the 
next decade will therefore be to lock in a substantially increased 
investment—diplomatic, economic, strategic, and otherwise—in 
the Asia-Pacific region. . . . U.S. commitment there is essential. 
It will help build that architecture and pay dividends for contin-
ued American leadership well into this century, just as our post-
World War II commitment to building a comprehensive and 
lasting transatlantic network of institutions and relationships paid 
off many times over—and continues to do so. The time has come 
for the U.S. to make a similar investment as a Pacific power, a 
strategic course set by President Barack Obama from the outset of 
his administration and one the is already yielding benefits.28

The United States wants to ally with India, Japan, Thailand, South Korea 
and the Philippines. Could it be that the United States wants to form a 
sort of Pacific Rim-region alliance, to effectively divide the two prominent 
BRICS nation, India and China, and effectively generate a global discourse 
to hedge China from becoming an attractor against American hegemony? 

At the moment there is no clear answer. Even academicians have 
expressed concern about the potential demise of the dollar and the role it 
plays in global markets, as it guarantees the strength to American society 
and the military. Joshua Zoffer, staff writer of The Harvard International 
Review, sums up concerns of a strong BRICS IMF-like development 
bank and the weakening influence of the dollar in an essay titled Future 
of Dollar Hegemony:
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“As the issuer of the international reserve currency, the U.S. has 
garnered two unique economic benefits from dollar hegemony. 
First, in order for other countries to be able to continually accu-
mulate dollar reserves by purchasing dollar-denominated assets, 
capital has to flow out of the U.S. and goods must flow in. As a 
result, the value of the dollar must be kept higher than the value of 
other currencies in order to decrease the price of imported goods. 
While this arrangement has come at the cost of an ever-growing 
current account deficit, it has also subsidized US consumption 
and fueled the growth of the US economy.

The second benefit of this system is its effect on the market 
for U.S. government debt. The largest market in the world for a 
single financial asset is the multi-trillion dollar market for Amer-
ican bonds. This market, considered by many to be the most 
liquid in the world, allows any nation or large investor to park 
massive amounts of cash into a stable asset with a relatively desir-
able rate of return. While the depth and stability of U.S. finan-
cial markets as a whole were part of the original reason nations 
gravitated toward the dollar as a reserve currency, the explosive 
growth of U.S. government debt has made US Treasury bonds 
the center of the foreign exchange market and the most widely 
held form of dollar reserves. The use of the U.S. Treasury securi-
ties in currency reserves has created an almost unlimited demand 
for U.S. debt; if the federal government wishes to issue debt, 
someone will buy it if only as a way to acquire dollar holdings. 
This artificially high demand means that the U.S. can issue debt 
at extremely low interest rates, especially relative to its national 
debt and overall economic profile. And while the U.S. has had 
to pay off its existing debt by issuing new securities, no nation 
wants to call in its debt for fear that it would devalue the rest of 
its dollar holdings. While precarious and arguably dangerous in 
the long term, the reality is that as long as the dollar is the inter-
national reserve currency, the U.S. will have a blank check that no 
one wants to cash.*

* Emphasis added.
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Whether we agree with U.S. fiscal policy, it is indisputable 
that the ability to finance its debt has allowed the U.S. to provide 
its citizens with a high standard of living and fund its enormous 
military programs. Essentially, dollar hegemony has served as the 
backbone of U.S. primacy.* Domestically, the ability to run effec-
tively unlimited budget deficits has allowed the U.S. to fund its 
massive entitlement programs and, more recently, afford sweep-
ing bailouts at the height of the recession. The U.S. has used its 
unlimited allowance, afforded by dollar hegemony, to finance its 
high standard of living and maintain the prosperity required of a 
hegemon. More importantly, the U.S. has used the demand for 
American debt to fund its military apparatus.”29

The BRICS effort to create their own IMF-like bank seems, to address 
not only a viable alternative for loans aside from the IMF, but also a 
counter-strategy to fend off advanced economies’ strategies such as 3G and 
Pivot of Asia, thus reducing their exposure to the dollar-pegged polices.

BRICS Capitalization of an IMF-Like 
Development Bank

In early 2012, the BRICS countries, together representing 43 percent of 
the world’s population and 18 percent of the world’s GDP, met in New 
Delhi, India, for their fourth annual convention. In this meeting of five 
countries, now attracting more than half of total global financial capital, 
a plan was announced to establish a BRICS-focused development bank, 
to be funded solely by BRICS countries. If successful, such bank would 
enable the bloc to no longer rely on the WB and the IMF for funds, 
which, for nearly 70 years, have served as omniscient monetary levers for 
Western interests. 

During the G-20 Summit in St. Petersburg, Russia, in September of 
2013, the BRICS nations decided to fund their development bank with 
$100 billion. Russia, Brazil, and India agreed to contribute $18 billion 
to the BRICS currency reserve pool, while China agreed to contribute 

* Emphasis added.
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$41  billion and South Africa $5 billion.30 The reserves are aimed at 
financing joint development ventures, and are set to rival the dominance 
of the World Bank and the IMF. It is unclear if the amount of initial cap-
italization will exceed the planned seed-capital, as very different sums of 
money are being mentioned. Nonetheless, assuming the BRICS countries 
maintain current growth trends, we believe within the next eight years the 
bloc may have the ability to fund this bank, thus challenging the IMF and 
Western advanced economies. 

The BRICS countries officially announced the formation of the 
BRICS Bank in their fifth Summit at Durban, South Africa in 2013. 
The bank was first proposed in 2012 but the proposal was only approved 
a year later at a BRICS summit in South Africa. According to a Reuters’ 
article,31 South African Finance Minister Pravin Gordhan indicated that 
the bloc will have all preparatory work done for setting up its develop-
ment bank by the group’s next summit in July of 2014. 

The group’s other project, a $100 billion fund designated to steady 
currency markets, has also been off to a slow start, although some progress 
has been made, which marks an important step to the potential institu-
tionalization of a post-western global order. This is causing a lot of debate 
around the glove, especially among advanced economies; mainly focusing 
on whether such bank is viable. In our views, such an event can only be 
compared to the one in San Francisco, during the Summit of the Allies 
in 1945, when new institutions were being founded for the post-Second 
World War world order. 

The bloc has struggled to take coordinated action on most issues in 
the past year after the scaling back of U.S. stimulus prompted an exo-
dus of capital from their markets, but they hope their leaders will offi-
cially launch the bank at their July 2014 meeting in Brazil. This IMF-like 
BRICS development bank, which will focus on funding infrastructure 
projects without the neo-liberal prescriptions imposed by the World 
Bank, is funded with an initial capital of $100 billion. Since there is ret-
icence from some of the members to contribute more than $10 billion, 
China will be the major contributor. China is no stranger to money lend-
ing. In 2010 it helped create and fund the Chiang Mai Initiative (CMI), 
a multilateral currency swap arrangement among the ten members of the 
ASEAN, Japan, and South Korea, which draws from a foreign exchange 
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reserves pool worth $120 billion. That pool expanded to $240 billion in 
2012.32 It wouldn’t be surprising if a sudden push for an Asian Monetary 
Fund was to be developed.

In addition to crafting its own economic and monetary policies, 
another implication for a BRICS’ “IMF-like” international bank is the 
possibility of an alternative global currency to the dollar. What would the 
world prefer: debased fiat money of the Anglo-American led debtor coun-
tries or a currency backed by nations whose citizens are enriched with 
savings and where economies are producing needed goods and services?

Looking back to Bretton Woods, one cannot ignore the massive debt 
incurred by the U.S. Treasury alone: $16.7 trillion at the time of this writ-
ings, and rising. Estimated U.S. population as of summer of 2013 was 
316,669,430, so each citizen’s share of this debt is about $52,881.59. The 
National Debt has continued to increase an average of $1.93 billion per 
day since September 30, 2012. Conversely, the BRICS have accumulated 
impressive cumulative reserves topping US$4 trillion. In the short term, 
this plan is contingent on the extent to which it reconciles the competing 
agendas of the BRICS nations.

A bank such as this could become attractive for emerging markets, 
considering the track record of the IMF and World Bank austerity poli-
cies in the region, which are very mixed. There is little doubt that many 
nations would welcome an alternative to these institutions, which would 
make the BRICS development bank very influential, if we consider the 
fact that many policymakers believe that the current economic crisis has 
led to unwielded power of both the World Bank and the IMF, and that 
this power is uncontested. 

There remains the issue of limited IMF and World Bank power. 
The aftermath of the Asian financial crisis saw a number of countries in 
Asia and Russia hoarding foreign exchange reserves precisely so they did 
not have to repay the IMF or World Bank again, or comply with their 
austerity plans not often prescribed to advanced economies and which 
resorts to monetization of the debt. The proposed BRICS development 
bank represents an important new development, that, potentially further 
circumscribes the influence of those institutions. At least in theory, the 
BRICS bank could erode the role and status of the IMF and the World 
Bank. Although it may take a few years before the bank is operational, 
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in the long term this BRICS bank could have a significant impact on the 
IMF, the World Bank, and global development, as the bank would have 
access to a vast and growing emerging market. We caution though that 
the power struggle between nations could lead to difficulties.

At present, China holds vast foreign exchange reserves and is likely 
to play a major role in the BRICS bank. South Africa, with the weakest 
economy among the BRICS, due to increased reliance on minerals prone 
for eventual depletion, may have the most to gain from the establishment 
of the bank. Nevertheless, we believe the entire BRICS bloc could benefit 
from the international clout the new bank would wield.

Meanwhile, American politicians plan on increasing the U.S. debt 
even further by at least $1 trillion a year into the foreseeable future—
the stock market rebounds every time the Federal Reserve Bank suggests 
the potential for more stimulus—the European sovereign debt crisis is 
an ongoing financial crisis that has made it nearly impossible for some 
countries in the eurozone to refinance their government debt. During 
the early summer of 2012, Spain’s borrowing costs skyrocketed to seven 
percent yield on the 10-year bond after Moody’s downgraded its bond 
rating. As of summer 2013, yield fell to five percent, as a result of ECB 
backstop, but we don’t believe it to be sustainable. Spain’s borrowings 
costs will likely continue to rise as a result of the U.S.’s own challenges in 
jumpstarting its economy. 

Also in summer of 2013, Italy, too, is struggling to sell its bonds, 
being forced to pay the most in nearly a year to sell three-year paper at 
auction. Italian debt has underperformed that of Spain due to political 
turmoil involving its former premier Silvio Berlusconi whose outcomes 
could bring down the Italian government.

A bias we could not avoid during the research of this book is that we 
are avid believer in a free-market system. Hence, we also believe govern-
ment programs and monetary stimulus tend, all too often, to be a waste 
of money. Every policy, rule, and regulation sponsored by government 
and imposed onto its citizens—i.e. printing of fiat money throughout 
most of the advanced economies—appears to be a type of price fixing; in 
this case, to promote currency debasement. In the long run such strategies 
simply aren’t sustainable. It only degrades society’s wealth and over time 
pools more and more of society’s assets into the hands of unscrupulous 
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leaders and financiers. Inevitably, the printing press creates an overabun-
dance of money, which in turn makes people feel rich and overspend, 
creating yet another (false!) boom that will lead to another real bubble. 
Eventually the bubble bursts, turns to a bust and the cycle repeats itself.

With that in mind, and with the two major world currencies and 
economies struggling to stabilize, global markets may begin to falter if the 
continued monetary dominance of an Anglo-American currency is still 
warranted, as it was in Bretton Woods’ times. Even more worrisome is the 
lack of real compromise over the prospect of money and power among 
these major global markets: the United States and the EU. Meanwhile, 
the BRICS, led by China, seem to favor an alternative to the U.S. dollar, 
especially considering these countries are asked to rely on a monetary 
system with increasingly shaky economic fundamentals, and currently 
barred from trading with Iran, if they want to continue trade relations 
with the United States. 

It is no surprise then that the BRICS are pushing for the rapid realign-
ment of control for international funding. In all likelihood, struggling 
countries, mainly from Africa, East Europe, and Latin America, also may 
express their desire to align themselves with this new BRICS Monetary 
Fund. It is even possible that other resource rich nations, such as Chile, 
Bolivia, and Indonesia, may wish to engage as well.

We would not be surprised if the United States continues to overheat 
its monetary printing press, to the delight of Wall Street, to the point 
where some savings rich Western nations, such as Germany, Switzerland, 
and the Nordic Countries may also be tempted to join the BRICS in their 
quest for an international reserve standard based on sounder currency. We 
would argue for monetary competition in lieu of currency value fixing, as 
money has proven over the course of history to be whatever we decided 
it would be.



CHAPTER 2

CIVETS

A New Strong and 
Fast Emerging Market

Overview

Until recently, the best notorious work of Goldman Sach’s economist 
Jim O’Neill was probably the development of the BRIC* acronym. Now, 
however, the new grouping of Colombia, Indonesia, Vietnam, Egypt, 
Turkey, and South Africa countries, dubbed CIVETS is becoming well 
know as well. Although it is not certain who created the acronym, some 
assert HSBC’s chief executive Michael Geoghegan while others claim the 
Economist Intelligence Unit, all parties believe this new bloc is becoming 
the next big strategy for growth, foreign investments, and global policy 
influence.

The authors believe that the future of robust global growth and devel-
opment are being concentrated in the emerging markets. These emerging 
economies don’t have the debt problems with which advanced economies 
are dealing. We also believe most of the world’s consumption will con-
tinue to grow with emphasis on emerging market as the merging middle 
class demands also continue to grow.

While advanced economies, including the UK, those in Europe and 
North America are deemed to be in a long period of stagnation, much 
like the BRICS and MENA, the CIVETS countries are home to large 
youth populations and a fast-growing middle class. These new emerging 

* Later turned into BRICS, by the BRIC nations themselves with the inclusion 
of South Africa, although in this chapter we keep this country as part of CIVETS, 
as originally intended by those whom coined the term.
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economies are becoming the perfect storm for Western capital investment 
seeking new opportunities.

According to HSBC, in its Business Without Borders* newsletter, 
while the past decade was all about the BRICS countries the next will 
be focused on the CIVETS. The article goes as far as suggesting that 
CIVETS “rising middle class, young populations and rapid growth rates 
make the BRICs look dull in comparison.”† In concept, we tend to agree 
with HSBC’s assessment of the CIVETS and BRICS, as it will be dis-
cussed throughout this section. 

Although we believe in the strength and positive factors surrounding 
the BRICS in relation to advanced economies, we also acknowledge that 
there is little in the way of shared interests to unite the BRICS coun-
tries. Russia and China are authoritarian states, while Brazil and India 
are noisy democracies. Brazil and South Africa, both big agricultural and 
mineral resources exporters seeking freer trade, have little in common 
with India, which protects its farmers with high tariff barriers. Russia, 
whose economy is based largely on energy exports, has little in common 
with China, a net oil importer. China, with over 1.3 billion people, is 
more than 25 times bigger than South Africa’s 50 million. But the BRICS 
are a model of solidarity when compared to the CIVETS.

The organization of the CIVETS into a cohesive coherent group 
could be analogous to herding cats; interesting enough, the word civet 
also is used to refer imprecisely to a number of cat-like creatures of dif-
ferent genii and species. We also worry that some countries that should 
have been part of the bloc are not, such as Mexico, Myanmar, Nigeria, 
and Kenya. 

For instance, Thailand, with a population of 69 million, an average 
age of 34, and a GDP growth forecast of more than six percent in 2012 
(adjusted to 4.5 in 2015)‡ is not part of the group. Egypt’s poor eco-
nomic performance of late can be considered temporary fallout from the 
Arab Spring upheavals, but what about South Africa, which in the nearly 

* https://globalconnections.hsbc.com/us/en
† Ibidem
‡ http://www.worldbank.org/en/publication/global-economic-prospects/
regional-outlooks/eap#2
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18 years since the advent of majority rule has chalked up an average annual 
GDP growth of 3.3 percent? If compared to South Africa, Bangladesh 
could have been included, as it boasts a population of 150 million with 
median age of 23, and GDP growth averaging six to eight percent. Let’s 
not forget Nigeria, with a population of 140 million people with aver-
age age of 19, and an average GDP growth of 6.9 percent since 2005 
(adjusted to 4.2 for 2014). Nonetheless, according to the HSBC, “the six 
countries in the group are posting growth rates higher than five percent, 
with the exception of Egypt and South Africa, and are trending upwards. 
Lacking the size and heft of the BRICs, these upstarts nevertheless offer 
a more dynamic population base, with the average age being 27, soar-
ing domestic consumption and more diverse opportunities for businesses 
seeking international expansion.”*

Despite the various opinions, including ours, on which countries 
should have been part of the CIVETS acronym, the bloc’s economies are 
being considered the new strong and fast growth markets in the world, 
and the reasons for that is easily illustrated by its economic figures. As 
depicted in Figure 2.1, CIVETS markets have been outperforming the 

* Ibidem.

Figure 2.1 CIVETS market performance through 2007 exceeded the 
BRIC

Source: Seeking Alpha,e PREVINVEST calculation on market data and LesEchos. http://blogs.
lesechos.fr/echosmarkets/vous-aimez-les-bric-vous-allez-a5662.html
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BRICS since 2009. Half of Turkey’s 72 million inhabitants are under the 
age of 28 and its economy is expected to be the second-fastest growing in 
the world by 2018. To date, there are more than 900 British companies 
already operating in Egypt, a country poised to expect a doubling of its 
population over the next 25 years. South Africa’s infrastructure invest-
ment programs are providing a huge opportunity to companies that can 
contract expertise, goods, and services into them over a generation or 
more. Advanced economies are benefiting from this boom by way of bol-
stering their own growth.

Governments in advanced economies are taking notice of such 
positive trends and making commitments to expand their presence in 
those emerging markets and assist their own multinational companies to 
access these markets in order to hit ambitious export-led growth targets. 
In England, for example, the Department for Business, Innovation and 
Skills is offering assistance to 50,000 small and medium size enterprises 
(SMEs) to expand their exports into these high-growth markets by 2015.1 
The government is offering financial and diplomatic levers to assist those 
businesses. The United States is pushing for a Pivot of Asia strategy, and 
in the EU, Martin Hutchinson, a noted commentator, author and long-
time international merchant banker, tells the European Business Review 
magazine that the next hot emerging-market economies is in fact the 
CIVETS, or the new BRICs.2

Notwithstanding historic political upheaval in Egypt over the last year, 
large amounts of FDI are finding its way to that country. The UK remains 
the country’s largest investor, with investments of about £13  billion 
pounds ($20.8 billion). Egyptian’s transition government has signaled a 
wish to speed up economic reform along with the formation of a new 
democracy in order to attract more outside investment, but already high 
inflation alongside political uncertainty tops the agenda for the immedi-
ate future. That said, thereafter it is expected that the Egyptian economy 
will grow at a rate of three percent annually.

Its highly mobile, well-educated youth is an important part of Egypt’s 
business opportunity. But a second reason economies like those of Egypt or 
Turkey are appealing is that they provide a relatively hospitable back door 
into the emerging potential in neighboring, harder-to-access countries in 
the BRICS, ASEAN and the MENA regions. We argue that these blocs are 
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in many ways interdependent. As measured by its economic results, 2012 
was a good year for the CIVETS bloc. Only Indonesia didn’t perform well. 
South Africa’s economy also performed well, despite some labor strife at 
its palladium mines. Egypt fought off domestic and regional geopolitical 
headwinds for much of 2012, but its economy remained resilient. 

Those are two examples of the fact that each CIVETS nation faces its 
own issues in the years ahead. Figure 2.2 provides a comparison between 
the BRICS and the CIVETS countries. Looking closely one can identify 
a multitude of ways in which these economies intertwine, land resources 
and opportunities to each other, and open up non-traditional ways to 
many other emerging and advanced economies.

Figure 2.2 A comparison between the BRIC and the CIVETS 
economies

Source: WealthOpinion, Knowledge@Wharton.pinion, Knowledge@Wharton. http://wealthy-
opinions.blogspot.com/2011/03/bric-countries-vs-civets-countries.html
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For instance, a British company, Faun Trackway, landed a contract 
to supply temporary helipads to the Colombian government’s anti-nar-
cotraffic forces, which provided them a gateway into the U.S. market 
because those forces are bankrolled by American state budgets. In South 
Africa, the British Prime Minister David Cameron has backed an African 
Union’s idea to launch an African free trade area by 2017, which would 
in turn simplify and standardize trade tariffs and infrastructure among 
member states, allowing investors to benefit not only from the South 
African economy, but also many other leading economies in Africa, such 
as the MENA bloc.

The following is a breakdown of the CIVETS countries, their econo-
mies’ threats, opportunities, and challenges.

Colombia

Colombia is emerging as an attractive driving force in the South American 
region. The country boasts 44 million people and a GDP of $231 billion, 
which certainly positions itself for future growth. In a world in which 
resources prices are likely to tick upwards due to Chinese and Indian 
demand, Colombia’s agricultural and natural-resources orientation is in 
high demand globally. In addition, should the U.S. Congress ever actu-
ally ratify the United States-Colombia Free Trade Agreement, which was 
signed back in November 2006, there should be a further boost to the 
Colombian market. 

Colombia is the oldest democracy in Latin America,3 but it has 
suffered several conflicts with guerrilla groups for more than 40 years, 
threatened its stability. This has changed dramatically, however, since the 
implementation of the policy seguridad democrática4 (democratic security) 
implemented in 2003, which has improved significantly the reputation 
of the country around the world. Improved security measures have led to 
a 90 percent decline in kidnappings and a 46 percent drop in the mur-
der rate over the past decade, which has helped per-capita GDP double 
since 2002. As of 2011, and depicted in Figure 2.3, Colombia’s GDP 
growth has been larger than Latin America, the eurozone, and the United 
States, with only China surpassing it. Colombia’s sovereign debt was pro-
moted to investment grade by all three ratings agencies (Fitch, S&P, and 
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Moody’s) recently. In addition, Colombia has substantial oil, coal and 
natural gas deposits, and as of 2010, a total FDI of $6.8 billion in 2010, 
with the United States as its principal partner.

Colombia’s economy is slowly returning to growth, over 3.5 percent 
on average for the past few years. Its unemployment rate, however, is 
among the highest in the region. Its currency, the peso, is rising on the 
country’s commodities boom, and fiscal deficit remains a challenge. As of 
August 2010, Colombia had a budget deficit of 3.6 percent of its GDP, 
which according to The Daily Market,5 is still reasonable. Inflation rate 
in 2013 was 2.6 percent and external debt a modest 47 percent of GDP.

There has been a surge of new policies favoring entrepreneurism and 
creation of businesses, which allow foreigners to integrate into this mar-
ket.6 Foreign investment in Colombia has increased fivefold between 
2002 and 20107, increasing significantly its infrastructure. The oil boom 
since 20108 has provided a major boost to its economic recovery, and 
the country is being proactive in devising strategies to avoid the Dutch 
disease as billions of dollars in FDI are injected in the country’s economy.

Indonesia

Indonesia is a country with 243 million people and a GDP of $521 bil-
lion. The country boasts a substantive and well-diversified economy, with 
agriculture, natural resources, and substantial manufacturing. The level of 
corruption in the government and society, however, is very high, but still 

Figure 2.3 Colombia GDP growth rate

Source: IMF
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lower than in Russia. The country is situated strategically between China 
and India, meaning it should benefit as both those behemoths grow. 

After emerging as the third-fastest-growing member of the G20 in 
2009, Indonesia has continued to display strong growth performance. 
For the past half-decade, Indonesia’s annual GDP growth rate has aver-
aged about six percent, the fastest in Southeast Asia, due in large part 
to a consumer-spending boom. According to Moody’s, the compound 
credit loan growth rate in the country has been over 22 percent for the 
past six years, while non-mortgage consumer credit nearly tripled in the 
last five years. During this time, credit card use has greatly proliferated, 
with the number of credit cards jumping by 60 percent, while the actual 
value of transactions almost tripled. This prompted the Bank of Indone-
sia, the country’s central bank, fearing a consumer debt crisis, to limit the 
number of credit cards a single person is allowed to hold, while barring 
Indonesians who earn less than $330 dollars a month from being issued 
credit cards.

In addition, ultra-low interest rates in ailing advanced economies, 
combined with the U.S. Federal Reserve’s multi-trillion dollar QE pro-
grams, has led to a $4 trillion tsunami of hot money* flowing into emerg-
ing market assets since 2008. As depicted in Figure 2.4 this has enabled 
Indonesia to grow at a very fast pace, following the footsteps of China and 
India’s fast economic growth. 

Multinational corporations from advanced economies have taken 
notice of Indonesia’s consumer spending boom. Automakers including 
Nissan, Toyota, and General Motors have committed to spend up to $2 
billion dollars to expand their manufacturing operations in the country in 
the next few years. Cheap financing also has been fueling a surge in motor-
cycle sales, which grew 13.9 percent in August 2013 from a year earlier. 

* According to Investopedia, “Money that flows regularly between financial 
markets as investors attempt to ensure they get the highest short-term interest 
rates possible. Hot money will flow from low interest rate yielding countries into 
higher interest rates countries by investors looking to make the highest return. 
These financial transfers could affect the exchange rate if the sum is high enough 
and can therefore impact the balance of payments. http://www.investopedia.
com/terms/h/hotmoney.asp. 
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Retail sales that have been growing at an annual rate of 10–15 percent 
in recent years have attracted numerous Western consumer brands like 
L’Oreal, Unilever, and Nestle that are seeking to cash in on Indonesia’s 
consumer spending boom.9

The huge inflows of hot money into the country have benefited many 
foreign holders of Indonesian local currency government bonds, which 
rose from 14 percent to 34 percent, while the country’s external debt 
nearly doubled, as depicted in Figure 2.5. These massive capital inflows 

Figure 2.4 Foreign direct investment in Indonesia more than tripled 
since 2008

Source: IndexMundi.com
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Figure 2.5 Indonesia external debt has nearly doubled since 2008

Source: Trading Economics
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into Indonesia, however, have contributed to a nearly 50 percent strength-
ening of the rupiah currency’s exchange rate against the U.S. dollar. It also 
pushed the country’s 10-year government bond yields down to record 
lows of five percent from its 10–15 percent before the 2008 global eco-
nomic crisis range. This was bad for the local economy, which experi-
enced a major rise in inflation rates, causing the Bank of Indonesia to cut 
their benchmark interest rate from 12.75 percent to just 5.75 percent to 
stem export-harming currency appreciation. 

Infrastructure spending and high commodity prices boosted most of 
the investment growth in 2009, but such record low interest rates have 
also fueled an increasing credit and consumption boom in Indonesia, 
with domestic consumer spending accounting for nearly 60 percent of the 
country’s overall economy. In addition, the country has the lowest unit 
labor costs in the Asia-Pacific region, and a very ambitious government 
committed to attract even higher FDI into its economy, in an attempt 
to turn the nation into a manufacturing hub. But despite all the positive 
trends, corruption is still a major problem in the country.

Vietnam

Vietnam, while new to global trade, only becoming a member of the 
WTO in 2007, has been one of the fastest-growing economies in the 
world for the past 20 years, with the World Bank projecting an average of 
5.54 percent, annually in 2014 and the next few years. Its membership in 
the ASEAN, and its proximity to China may very well lead the country 
to become a new potential manufacturing hub as its labor costs are lower 
than those of China. Foreign investors rank Vietnam as an attractive des-
tination for future investments. The country is one of the most popular 
destinations for expansion within the ASEAN region.10 It has been hailed 
as the next China, and with good reason: Vietnam has a culture that’s 
similar to the Red Dragon in that it’s an ex-Communist, one-party state, 
and attracts FDI due to its cheap labor costs. 

After the death of its leader Le Duan in 1986, Vietnam began mak-
ing the transition from a planned economy to a socialist-oriented market 
economy after suffering an inflation rate of 700 percent and a stagnant 
economy.11 The Communist Party launched a broad economic reform 
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package called Doi Moi (“Renewal”), very similar to the Chinese model 
(economic openness mixed with communist politics), achieving similar 
results. Between 1990 and 1997 Vietnam’s economy grew at eight percent 
per annum, with similar results in the following years. 

This rapid growth from the extreme poverty of 1986 has given rise to 
advanced economies—especially Westerns—consumerist habits, partic-
ularly among the new rich of Vietnam, causing a widening gap of social 
inequality and rise in inflation up to 12 percent. In light of stable increases 
in GDP per capital and average disposable incomes during recent years, 
the still high percentage of food in the CPI basket emphasizes the sub-
stantial, negative impact of high inflation on Vietnam’s economy. The 
rise of food and fuel prices in the world market also imposes a burden on 
Vietnamese consumers. About 43 percent of disposable income is spent 
on food and eating activities, which means that the majority of people’s 
consumption budget currently goes to the food sector, giving it substan-
tial revenues as compared to other industries. As the wet markets serve as 
the main retail channel of most types of food, it is fair to say that nearly 
40 percent of people spending will go to these wet markets for food pur-
chases. Revenue of food “industry” will mostly be concentrated in the 
traditional markets, not on fast-food chains, restaurants, or retail chains 
as in the United States.

In Vietnam, the stronger integration with the world economy gives 
rise to sprawling of modern commercial centers, luxurious shopping 
complexes, and gigantic malls in big cities. The traditional consumption 
habits, however, still prevail and steer most people to traditional markets, 
sometimes called flea markets or wet market. These traditional markets 
are the major channel of retail dating back more than a thousand years 
ago since the very first urban areas arose and society formed an organized 
structure under the rule of dynasties. According to Vietnam Association 
of Retail,* there are now approximately 9000 traditional markets nation-
wide and up to 80 percent of all retail sales are conducted through these 
traditional channels. In all, as depicted in Figure 2.6, retail businesses in 
Vietnam continues to soar.

* Voice of Vietnam, http://english.vov.vn/Economy/Vietnam-Retailers-Associa-
tion-to-be-set-up/22869.vov, (last accessed on 11/03/2013).
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According to statistics from the Ministry of Industry and Finance,12 
as of May 2012, there are approximately 638 supermarkets and 117 malls 
across the nation. The number of newly established supermarkets and 
malls after five years of joining the WTO (2007–2011), is 27 percent 
higher than in the five year period prior to the WTO integration. Hence, 
the Communist Party leaders are very keen on maintaining the growth 
rate, so that within the next ten years the nation can attain the status of an 
industrialized country.* Whether the country will be able to achieve this 
status within such timeframe is yet to be seen, but Vietnam has unques-
tionably attained relatively stable macroeconomic conditions. 

According to the World Bank,13 as of 2013, the country has been able 
to maintain a moderate level of inflation at 6.7 percent, while also main-
taining a stable exchange rate. The dong depreciated by 1.6 percent in the 
past 12 months, based on average exchange rates by commercial banks. 
Simultaneously, the government has been able to increase foreign reserves. 
It has grown from 2.2 months of import cover at the end of first quarter of 
2012 to 2.8 months at the end of first quarter of 2013. This while reduc-
ing sovereign risks, with the country’s credit default swap (CDS) about 
250 basis points in June 2013 compared to about 350 in June 2012.

As a result of strong foreign investment, which accounted for 
66 percent of Vietnam total exports, Vietnam’s solid export growth has 
been significant. The total export value rose by 16 percent in the first half 

* Ibidem.

Figure 2.6 Revenue from retail sales and services in Vietnam 2006–2011
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of 2013 compared to the same period last year, with a wider diversifi-
cation of export composition although more concentrated on high-tech 
products, such as cell phones and parts, surpassing the country’s tradi-
tional exports of crude oil, garment, and footwear. In fact, cell phones, 
electronics, and computers, now account for nearly a fifth of Vietnam 
total exports. Most significantly, in 2012, Vietnam achieved its first ever 
surplus in trade balance since 1992.

But there are some concerns looming over Vietnam’s economic out-
look. The total FDI ratio has recently declined from a record 11.8 percent 
in 2008 to about 7.7 percent in the first half of 2013, and other ASEAN 
countries, such as Indonesia and Thailand, are performing better, while 
new competitors, such as Myanmar, closing in. Vietnam’s growth has 
actually slowed down since the onset of economic reforms in the late-
1980s. Real GDP grew by 5.25 percent in 2012, which although impres-
sive if compared to advanced economies, is the lowest level since 1998. 

The World Bank has predicted that the country’s economy during 2010–
2013 would grow at a slower pace than Indonesia and the Philippines; the 
first time in nearly two decades. The main cause for the slowdown is the 
decline in FDI and consequently, low Purchasing Managers Index (PMI), 
which has remained below 50 marks for most of 2012 and 2013. (PMI 
below 50 signals contraction in production.) There also has been a slow-
down in retail sales and services, from 24 percent in 2011 to 16 percent 
in 2012, and to 11.9 percent in the first half 2013. Figure 2.7 provides a 
snapshot of Vietnam’s economic achievements and challenges.

Figure 2.7 Vietnam’s economic achievement and challenges as of  
July 2013

Source: The World Bank
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Egypt

Occupying the northeast corner of the African continent, Egypt is bisected 
by the highly fertile Nile valley, where most economic activity takes 
place. Egypt’s economy was highly centralized during the rule of former 
President Gamal Abdel Nasser but opened up considerably under former 
Presidents Anwar El-Sadat and Mohamed Hosni Mubarak. Cairo, from 
2004 to 2008, aggressively pursued economic reforms to attract FDI and 
facilitate GDP growth. Notwithstanding the relatively high levels of eco-
nomic growth in recent years, living conditions for the average Egyptian 
remains poor, which has contributed to major public discontentment. 

The first year after the fall of the Egyptian president, Hosni Mubarak, 
in February 2011 was very disruptive for Egypt’s economy. After 30 years 
of dictatorship, elections brought to power the Muslim Brotherhood, 
who promised to be inclusive and tolerant. But since the Brotherhood 
Muhammad Morsi became president at the end of June of 2012, the 
political climate in the country has become even more chaotic. Egyp-
tian society is ever more polarized, and protests frequently turned into 
violence. The security forces vacillate between support for the Islamists 
and deep-seated suspicion of them. All the while Egypt’s economy has 
continued to slide toward major disarray, as most economic indicators 
point to challenging times. 

Following the political unrest, the Egyptian government drastically 
increased social spending to address public dissatisfaction, but political 
uncertainty at the same time caused economic growth to slow signifi-
cantly, reducing the government’s revenues. Tourism, manufacturing, and 
construction were among the hardest hit sectors of the Egyptian econ-
omy. Subsequently, the government had to resort to the utilization of 
foreign exchange reserves to support the Egyptian pound. At the time of 
this writing, it is clear that Egypt will likely seek a loan from the IMF, or 
perhaps from the newly former BRICS development bank.

Since the revolution, according to YaLibnan, a leading specialized 
source of Lebanese news,14 the Egyptian pound has slid about 10 percent, 
while unemployment hit 20 percent. As of fall 2013, FDI is withering, 
and total reserves have fallen from $35 billion to $10 billion in the past 
four years. Many of Egypt’s most dynamic businessmen have fled the 
country, fearing they will be arraigned for complicity with Mr. Mubarak, 
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while the government threatens to reverse a number of privatizations. 
Meanwhile, the price of food is soaring at a time when the average family 
spends nearly half of its income to feed itself, forcing a quarter of Egypt’s 
83 million people to live below the poverty line.

According to the Pew Center’s Global Attitudes Project more than 70 
percent of Egyptians are unhappy with the way the economy was mov-
ing, and 49 percent believe that a strong economy is more important 
than a good democracy. We believe the number of people disillusioned 
with the revolution is likely to increase as the economy weakens further. 
Hafez Ghanem, Senior Fellow, Global Economy and Development with 
the Brookings Institution,15 argues that the Egyptian economy is unlikely 
to collapse suddenly, but in the absence of a serious macroeconomic sta-
bilization program it will continue to deteriorate gradually. Against the 
backdrop of mounting political unrest and insecurity, socio-economic 
conditions continue to deteriorate: the unemployment rate is rising, espe-
cially among youth (39 percent of the 20–24 age group are unemployed), 
and rural-urban income disparities remain wide.

The approach of a new Constitution in January 2014 was a key mile-
stone of the transition roadmap issued in July 2013 after the ouster of 
President Morsi. However, an uncertain political outlook in 2014 contin-
ues to undermine economic recovery prospects. The Egyptian economy 
is plagued with low growth, increasing unemployment, and inflation, as 
shown in Figure 2.8, excluding corruption, as the country witnessed more 
than 6,000 corruption investigations and several high profile incrimina-
tions since February 2011. The future of Egypt’s economy will depend 

Figure 2.8 Egypt’s selected economic indicators

Source: Brookings Institution
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on how well it transitions to democracy. We must consider the fact that 
Egyptian politics are polarized and it is difficult to see how serious eco-
nomic reforms would be implemented without first reaching compromise 
on some problematic political issues. The economic outlook for the rest of 
2014 remains weak. Growth will remain fragile, the fiscal deficit unsus-
tainably high, and public debt in excess of 100 percent of GDP, as Egypt 
continues to implement expansionary macroeconomic policies with the 
help of aid from the Gulf countries.

Ashraf El-Arabi, Planning and International Cooperation  Minister, 
argues that Egypt’s economic growth rate in the second quarter of 2012–
2013 fiscal years would likely be 0.2 percent lower than the previous 
quarter, while in the first quarter the economy grew by 2.6 percent, with 
a forecasted growth for October-December 2012 period in the neighbor-
hood of 2.4 percent. Although Egypt has opened its markets to global 
trade and investment, non-tariff barriers continue to constrain trade free-
dom. The investment regime has been stable, but flows have slowed sig-
nificantly due to the challenging economic and political situation, and 
the central bank has imposed controls on capital transfers. The state-dom-
inated financial system has been stressed, with negative impacts from the 
global crisis exacerbated by domestic turbulence.

It’s clear that Egypt is facing a major economic crisis, and needs to 
implement credible reforms to stabilize the economy, control corrup-
tion, and lay the foundation for inclusive growth. Such reforms would 
normally include a reduction in the fiscal deficit to bring the domestic 
debt under control and a further depreciation of the Egyptian pound to 
encourage exports and tourism. 

The Egyptian government is negotiating with the IMF to obtain sup-
port for such a stabilization program. IMF support is desirable because 
it would open the doors for increased assistance from other bilateral and 
multilateral donors, and thus help ease the pain of stabilization. The rev-
olution severely retrained economic growth in Egypt. Growth predictions 
by the World Bank* are to reach only one percent in 2013, compared 
with 5.2 percent prior to the revolution. 

* “The World Bank: World Development Indicators Database. Gross Domestic 
Product 2013,” PPP, (last accessed on 09/18/2013).
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Analysts expected Egypt to regain its growth trajectory once political 
stability returned, which has not been the case so far, as the political insta-
bility persists. Egypt does possess many assets, including fast-growing 
ports on the Mediterranean and Red Sea linked by the Suez Canal, a 
growing tourism network, and vast untapped natural gas reserves. None-
theless, as long as the political unrest endures, chances for an economic 
rebound are nominal. Hence, Egypt’s economy is expected to grow 
2.6 percent in 2014, well below the 3.5 percent projected by the gov-
ernment.16 A Reuters poll also suggested growth would pick up to four 
percent only starting in 2015. Figure 2.9 provides a snapshot of the severe 
downturn of Egypt’s GDP growth since 2008.

Given its challenges vis-à-vis politics and economics transition, Egypt 
has been experiencing an extended period of instability. Much-needed 
improvements in economic policy have been delayed, and the effective-
ness of reforms that might have helped to open markets and improve 
productivity have been undercut by the tenuous rule of law and the leg-
acy of Egypt’s socialist past. Deeper institutional reforms are needed to 
spur lasting economic growth and development. Those reforms include 

Figure 2.9 A snapshot of the severe downturn of Egypt’s GDP growth 
since 2008

Source: IMF
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strengthening the judicial system, better protection of property rights, 
and more effective action against growing corruption.

Turkey

Located between Europe and major energy producers in the Middle East, 
Caspian Sea and Russia, Turkey was founded in 1923 from the Anatolian 
remnants of the defeated Ottoman Empire. After a period of one-party 
rule, an experiment with multi-party politics led to the 1950 election 
victory of the opposition Democratic Party and the peaceful transfer of 
power. Since then, Turkey’s political parties have multiplied and democ-
racy has been disrupted by periods of instability and intermittent military 
coups in1960, 1971, and 1980, which in each case ultimately resulted in 
a return of political power to civilians. 

Turkey has a dynamic economy that has trading links with the 
European Union but without the constraints of the eurozone or EU 
membership. The country joined the UN in 1945 and NATO in 1952. 
In 1964, Turkey became an associate member of the European Commu-
nity. Over the past decade, it has undertaken many reforms to strengthen 
its democracy and economy, and began accession membership talks with 
the EU in 2005. The country is a founding member of the OECD (1961) 
and the G-20. Since December 31, 1995, the country is part of the EU 
Customs Union. 

An aggressive privatization program has reduced state involvement in 
basic industry, banking, transport, and communication, and an emerging 
cadre of middle-class entrepreneurs is adding dynamism to the economy 
and expanding production beyond the traditional textiles and clothing 
sectors. According to a survey by Forbes magazine17 in March 2013, 
Istanbul, Turkey’s financial capital, boasted a total of 37 billionaires (up 
from 30 in 2012), ranking fifth in the world behind London and Hong 
Kong in fourth (43 billionaires), New York (62 billionaires), and Moscow 
(84 billionaires). Turkey’s major cities and its Aegean coastline attract mil-
lions of visitors every year.

Its ostensibly free-market economy increasingly is driven by its 
industry and service sectors, although its traditional agriculture sector 
still accounts for about 25 percent of employment. Turkey has major 
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natural-gas pipeline projects that make it an important energy corridor 
between Europe and Central Asia. The automotive, construction, and 
electronics industries are rising in importance and have surpassed tex-
tiles within Turkey’s export mix. In 2006, oil began to flow through the 
Baku-Tbilisi-Ceyhan pipeline, marking a major milestone that will fetch 
up to one million barrels per day from the Caspian to market. Several 
gas pipeline projects also are moving forward to help transport Central 
Asian gas to Europe via Turkey, which over the long term will help address 
Turkey’s dependence on imported oil and gas to meet 97 percent of its 
energy needs. 

In 2011, the World Bank18 placed Turkey as the world’s 15th largest 
GDP-PPP and 18th largest Nominal GDP. After Turkey experienced a 
severe financial crisis in 2001, Ankara adopted financial and fiscal reforms 
as part of an IMF program. Then, according to data from the OECD,19 
following weak growth in 2012, the economy began to regain momentum 
as consumption and investment contracted and offset a surge in exports. 
Growth is projected to surpass to above three percent in 2013 and, as the 
global recovery gathers strength, to pick up to 4.5 percent in 2014. Infla-
tion and current account deficit, however, remain above comfort levels.

According to the OECD,* a tight fiscal stance decided upon has been 
set for 2013 and 2014, but policymakers should allow the economy to 
stabilize and have flexibility to consider some temporary stimulus should 
conditions turn out much worse than projected. Internationally compa-
rable general government accounts would help implement and assess the 
stance of fiscal policy. Monetary policy needs to reduce inflation with-
out undermining the recovery and without pushing up the real exchange 
rate thus hurting competitiveness. Disinflation would limit the costs on 
this front. Structural reforms to accelerate formalization and productivity 
gains remain crucial for strong and sustainable growth.

As depicted in Figure 2.10, the reforms strengthened the country’s 
economic fundamentals and ushered in an era of strong growth, averaging 
more than six percent annually until 2008, growing faster than any other 
OECD country. Global economic conditions and tighter fiscal policy, 

* Ibidem.
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however, caused GDP to contract in 2009, but Turkey’s well-regulated 
financial markets and banking system helped the country weather the 
global financial crisis. GDP rebounded strongly to 9.2 percent in 2010 
and continue to grow, as exports returned to normal levels following the 
recession. 

Despite impressive growth over the past decade, as a group, Turkish 
performance lagged significantly behind emerging and advanced econ-
omies, but starting in 2009 real GDP rose by 95 percent compared to 
Turkey’s 64 percent. Real GDP in large emerging markets such as China, 
India, Bangladesh, and Indonesia all grew more rapidly than in Turkey, 
as it did in many smaller African and Latin American countries. Turkey’s 
rank in global GDP improved marginally over the decade, as in pur-
chasing-power adjusted terms, it went from 17th to 16th in global GDP 
rankings, surpassing Australia. Measured by current exchange rates, how-
ever, the country rose from 21st to 17th, surpassing Taiwan, Switzerland, 
Belgium, Netherlands, and Sweden, but falling behind Indonesia.* 
Notwithstanding, Turkey’s performance, when leveraged against the 

* Note that such comparisons of rankings over time using current dollars can be 
misleading due to movements in real exchange rates.

Figure 2.10 Turkey’s real GDP growth 2002–2012

Source: Conference Board Database
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emerging markets, is less distinguished, but it is significant when com-
pared to advanced economies. The IMF is predicting Turkey’s real GDP 
to be at 3.8 percent in 2013, falling back to 3.5 percent in 2014.20

Growth dropped to approximately three percent in 2012. Turkey’s 
public sector debt to GDP ratio fell to about 40 percent, and at least one 
rating agency has upgraded Turkey’s debt to investment grade in 2012. 
Turkey remains dependent on often volatile, short-term investment to 
finance its large trade deficit. The stock value of FDI stood at $117 billion 
at year-end in 2012. Inflows have receded because of continued economic 
turmoil in Europe and the United States, the source of much of Tur-
key’s FDI. Turkey’s relatively high current account deficit, uncertainty 
related to monetary policy-making, and political turmoil within Turkey’s 
region leave the economy vulnerable to destabilizing shifts in investor 
confidence.

South Africa

South Africa is another resource-rich economy, with 49 million peo-
ple and a GDP of $280 billion, which positions the country with a 
decent-sized economy. The IMF,21 however, argues South Africa faces 
low growth, widespread unemployment, and a high reliance on foreign 
capital inflows. 

Rising commodity prices, renewed demand in its automotive and 
chemical industries and spending on the World Cup have helped South 
Africa; a diversified economy rich in resources such as gold and platinum, 
resume growth after it slipped into recession during the global economic 
downturn.

Despite considerable success on many economic and social policy 
fronts over the past 19 years, South Africa faces a number of long-standing 
economic problems that still reflect the long-lasting and harmful legacy of 
apartheid. Unemployment remains excessively high, and educational out-
comes are poor on average and extremely uneven, which aggravates the 
excess supply of unskilled labor as well as worsening income inequality. 
In addition, the prospects for sustained improvements on the quality of 
life of its people are compromised by environmental challenges, notably 
climate change and water issues. 
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The OECD22 argues that South Africa needs to achieve rapid, inclu-
sive economic growth while at the same time making the transition to 
a low-carbon economy and effectively managing the country’s scarce 
water resources. Tackling the key problems effectively will require con-
tinued and skillful management of macroeconomic policies, but above 
all improved implementation of structural policies, with education being 
a particularly critical area. As shown in Figure 2.11, the global economic 
crisis that started in 2008, and the weak global economic outlook is not 
helping the country. 

South Africa has posted, however, major achievements since the transi-
tion to majority rule in 1994. Per capita GDP has increased by 40 percent 
in inflation-adjusted terms. The poverty rate has dropped by 10 percent, 
and schools and hospitals have been built in previously underserved areas, 
while government-financed houses have been made available to many in 
need and social transfers now reach more than half of all households. In 
addition, the country has strong macroeconomic policy institutions. The 
government’s medium-term fiscal policy framework has been a pillar for 
the country’s prudent fiscal policy, while monetary policy has anchored 
inflation expectations. 

Many see the nation as a gateway to investment into the rest of Africa, 
including HSBC, which sees long-term growth potential in mining, 
energy, and the chemical firm, Sasol Ltd. Notwithstanding, South Africa, 

Figure 2.11 South Africa GDP growth

Source: OECD Quarterly National Accounts database and OECD Economic Outlook 92 database
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and the whole continent of Africa, is rich in minerals and oil. China has 
an economy that requires them in abundance. Since the mid-1990s the 
economy of sub-Saharan Africa has grown by an average of five percent a 
year. At the start of this period Africa’s trade with China was negligible. It 
is now worth roughly $200 billion a year. Most of Africa’s exports are raw 
materials. China sends manufactured goods back in return.

Natural resources make up a quarter or more of export revenues for 
nearly half of the 45 countries in sub-Saharan Africa. Nine of them, 
including Nigeria and Angola, which have two of Africa’s largest econ-
omies, benefit from exports of oil and gas. Yet mining and oil are far 
from the whole story in South Africa. The IMF23 recently (2013) warned 
that South Africa is trailing other emerging markets and must quickly 
implement reforms if it wants to avoid a crisis, pointing to painfully high 
unemployment and a plethora of other economic troubles staking the 
country. The country’s growth has underperformed and vulnerabilities 
have increased considerably, including continued sluggish growth of two 
percent in 2013 and 2.9 percent in 2014.

But while much of the world staggered in the wake of the global 
financial meltdown, South Africa has managed to stay on its feet—largely 
due to its prudent fiscal and monetary policies. The country is politi-
cally stable and has a well-capitalized banking system, abundant natural 
resources, well-developed regulatory systems as well as research and devel-
opment capabilities, and an established manufacturing base. The World 
Bank ranked South Africa as an “upper middle-income country.” It is the 
largest economy in Africa. It was admitted to the BRIC group of coun-
tries of Brazil, Russia, India, and China in 2011.

With a world-class and progressive legal framework, South African 
legislation governing commerce, labor and maritime issues is particularly 
strong, and laws on competition policy, copyright, patents, trademarks 
and disputes conform to international norms and standards. The coun-
try’s modern infrastructure supports the efficient distribution of goods 
throughout the southern African region.

The economy has a marked duality, with a sophisticated financial and 
industrial economy having grown alongside an underdeveloped informal 
economy. It is this “second economy” which presents both potential and 
a developmental challenge.
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In its 2012–2013 Global Competitiveness report,24 the World Eco-
nomic Forum ranked South Africa second in the world for the account-
ability of its private institutions, and third for its financial market 
development, “indicating high confidence in South Africa’s financial mar-
kets at a time when trust is returning only slowly in many other parts of 
the world.” The country’s securities exchange, the JSE, is ranked among 
the top 20 in the world in terms of size.

South Africa’s success in reforming its economic policies is best 
reflected by its GDP figures, which reflected an unprecedented 62 quar-
ters of uninterrupted economic growth between 1993 and 2007, when 
GDP rose by 5.1 percent. With South Africa’s increased integration into 
the global market, there was no escaping the impact of the 2008–2009 
global economic crises, and GDP contracted to 3.1 percent.

While the economy continues to grow—driven largely by domes-
tic consumption—growth is at a slower rate than previously forecasted. 
It is projected to grow at 2.7 percent in 2013, 3.5 percent in 2014 and 
3.8 percent in 2015. According to figures from the National Treasury, 
total government spending will reach R1.1 trillion rand in 2013. This 
represents a doubling in expenditure since 2002–03 in real terms.

To ensure that there is a similar improvement in service-delivery out-
comes, the government is deploying measures to strengthen the efficiency 
of public spending and to root out corruption. Under its inflation- targeting 
policy, implemented by the South African Reserve Bank (SARB), prices 
have been fairly steady. In January 2013, the annual consumer inflation 
rate was 5.4 percent, dipping from December 2012’s 5.7 percent. Stable 
and low inflation protect living standards, especially of working families 
and low-income households.

The country’s outlook is affected both by national concerns, such as 
unrest in and pressure on the mining industry, as well as international 
sluggishness, with Europe as one of South Africa’s chief export destina-
tions. However, trade and industrial policies encourage local firms to 
explore new areas of growth based on improved competitiveness. China, 
India, and Brazil offer significant opportunities. Infrastructure, mining, 
finance, and retail developments across Africa are helping to fuel a growth 
trajectory in which South Africa can participate.
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The Problem of Corruption

According to Transparency International* (TI), many of the CIVETS, as 
well as the BRICS and the MENA, countries experience major challenges 
with corruption. Figure 2.12 provides a global picture of 2011 corrup-
tion scores according to LexixNexis’† RiskRadar‡. When we look at the 
BRICS, for example, Chinese firms have the weakest overall performance 
among the bloc nations. In its report titled Transparency in Corporate 
Reporting: Assessing Emerging Market Multinationals 25 TI analyzed 100 
of the fastest growing companies based in 16 emerging markets. Three 
quarters of the businesses scored less than five out of ten, where zero is 
the least transparent. Scores were based on publicly available information 
about anti-corruption measures, transparency in reporting, how the com-
panies structure themselves and the amount of financial information they 
provide for each country in which they operate. 

* http://www.transparency.org/country
† http://www.theriskradar.com/tag/corruption/
‡ The RiskRadar is a content platform for people who wish to keep abreast of the 
latest developments in AML and anti-bribery and corruption. The RiskRadar is 
powered by LexisNexis.

Figure 2.12 2011 Global corruption index

Source: LexisNexis
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Chinese companies accounted for more than a third of the assessed 
businesses. According to TI China must take “immediate action”* to raise 
standards. Companies in India scored best out of the BRICS with a result 
of 5.4. The studies credit this to national laws obliging publication of key 
financial information on subsidiaries. Some 75 of the 100 companies in 
the report come from BRICS nations, which have contributed 50 percent 
of world growth since the financial crisis. The study said about 60 percent 
of the firms evaluated does not disclose information about political con-
tributions. TI called on companies in emerging markets to disclose to the 
public what they are doing in terms of prevent corruption as well as their 
relationship with their governments. It added legislation forcing com-
panies to publish what they pay to governments in every country where 
they operate. 

To continue to foster consistent growth, emerging markets must be 
partners in playing their part in the global fight against corruption. As 
emerging market companies expand their global influence they should 
seize the opportunity to become active participants in the role of stopping 
corruption internationally.

Government infrastructure contracts in the CIVETS bloc, as well as 
BRIC and MENA in general, might be hard to access without breaking 
the U.S. 1977 Foreign Corrupt Practice Act (FCPA) or the 2011 UK 
Bribery Act, making such companies exposed to DOD and SEC pros-
ecutions. This is because requests for bribes are increasing in state pro-
curement processes at both the provincial and local government levels. 
This could be a major problem for emerging market growth, not only the 
CIVETS. As defined by the U.S. Department of Justice,† 

The FCPA of 1977 was enacted for the purpose of making it 
unlawful for certain classes of persons and entities to make pay-
ments to foreign government officials to assist in obtaining or 
retaining business. Specifically, the anti-bribery provisions of the 
FCPA prohibit the willful use of the mails or any means of instru-
mentality of interstate commerce corruptly in furtherance of any 

* Ibidem.
† http://www.justice.gov/criminal/fraud/fcpa/



 CIVETS 67

offer, payment, promise to pay, or authorization of the payment 
of money or anything of value to any person, while knowing that 
all or a portion of such money or thing of value will be offered, 
given or promised, directly or indirectly, to a foreign official to 
influence the foreign official in his or her official capacity, induce 
the foreign official to do or omit to do an act in violation of his or 
her lawful duty, or to secure any improper advantage in order to 
assist in obtaining or retaining business for or with, or directing 
business to, any person.

Fraud in the construction sector, according to Grant Thornton,* a global 
think-tank based in the UK, could be worth as much as $860 billion dol-
lars globally, which is about 10 percent of industry revenues, and it could 
hit $1.5 trillion by 2025. 

It is important to note, however, corruption is not only a challenge 
in emerging markets. Advanced economies are plagued by it also, either 
as the proverbial “cost for doing business in emerging markets” or for 
accepting bribes or being victims of extortion. Across Australia, Canada, 
India, the UK, and the United States it is evident that fraud in the devel-
opment of infrastructure is commonplace and in some cases endemic. 

In the UK, the three biggest areas of construction fraud are bid rig-
ging, or alterations to contracts and false misrepresentation, which spans 
use of illegal workers, falsifying reports, results or certificates, and non- 
compliance with regulations. Grant Thornton’s report refers to breakfast 
clubs,† where contractors meet to decide who will win the latest contract. 
In New York, the think-tank calculated that five percent of construction 
projects’ were awarded to five Mafia families alone (2011). The problem 
is that many companies are not aware of their increased level of liability 
or new legal risks that threaten their business. The drive for growth is also 
increasing corporate corruption risk as businesses expand into emerging 
markets where corruption tends to be more prevalent. In countries such 
as the UK, Canada, and Australia, the propensity of bid rigging has been 

* http://www.grant-thornton.co.uk/
† Ibidem.
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normalized to the extent that it might even be perceived as legal, accord-
ing to Grant Thornton’s report.

To prevent fraud, policymakers in emerging market need to combat 
the practice by making the issue a priority in national agendas. They need 
to devise processes to scrutinize in-country multinational firms and their 
own corporations—in particular; they would be well serviced to not for-
get to extend this same scrutiny to its government agencies. Policymakers 
must be able, and capable, to place aside reputational issues and prosecute 
fraudulence. The use of information systems and technology, in an effort 
to tap into big data to identify and predict fraud is paramount. Govern-
ments also must encourage whistleblowing, and provide full support and 
cooperation to these practices listed in this book.

Watch the EAGLEs

In the aftershock of the financial crisis and subsequent Great Recession of 
2007–2008, the emerging markets, not the world’s debt-ridden advanced 
economies, have been the most resilient in the face of global distress. As 
Chief Economist and Leader of PwC’s Emerging Markets practice Harry 
Broadman puts it, “Going through the financial crisis, the most resilient 
economies—measured by GDP or trade volumes—have been the emerg-
ing markets.”26 Broadman argues that, while the BRICS still serve as a 
proxy of sorts for any emerging markets debate, there is much going on 
beyond the BRICS that business leaders and international business pro-
fessionals should know.

As discussed earlier in this book, something interesting happened to 
emerging markets as they continued to develop; they became the engines 
of global economic growth. The BRICS and many other countries are 
undergoing the kind of economic transformation that South Korea, 
Japan, and European countries experienced during the post-World War II 
boom. Much of the economic progress in emerging markets is happening 
at an accelerated pace due, at least in part, to technological advancement, 
sound economic policymaking, and reduction in poverty as a result of 
health, education, and other social reforms. Hence, from 1996 to 2010, 
emerging markets countries grew at more than twice the rate of advanced 
economies, at a rate of about five percent versus two percent annual 
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GDP growth, respectively. Even more impressive is that, recently, income 
disparity between certain emerging markets and developed markets is 
declining rapidly as well.

The ubiquitous success of the term BRICS has spawned a whole 
new set of alphabet-soup-like terms for different groupings of emerging 
markets. One is the CIVETS, as discussed earlier in this chapter. But a 
new acronym, the EAGLEs, has emerged, defining the 10 Emerging And 
Growth-Leading Economies, as depicted in Figure 2.13. 

 The EAGLEs are a grouping of key emerging markets developed by 
Banco Bilbao Vizcaya Argentaria (BBVA) Research. The EAGLE econo-
mies are expected to lead global growth in the next 10 years; growth that 
is expected to be larger than the average of the G-7 economies. This is a 
dynamic concept where country members can change over time accord-
ing to their forecasted performance relative to developed economies. The 
membership of the EAGLEs is subjected to a yearly revision and can 
change according to their forecasted economic performances relative to 
developed economies.

As global economic growth shifts from advanced to emerging coun-
tries there have been increasing interest in identifying the emerging mar-
kets that will become global leaders, as well as increasing the lobbying of 
some countries to be included in the BRICS definition. However, many 
economists have argued that the BRICS concept is outdated and have 
proposed alternative definitions. The EAGLEs concept is similar to other 
proposals in going beyond BRICs, such as the CIVETS, Next 11 or 7 
percent club, but its methodology differs from others’ in several ways:

Figure 2.13 The 10 EAGLEs countries

Source: BBVA
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• Its main focus is on the incremental GDP (IGDP) these 
economies will generate, instead of paying attention to the 
current or expected size of their GDP. This creates a situation 
where having big size or a high growth rate is not enough on 
its own to be a key world player, as it is a combination of both 
that really matters.

• It gives less relevance to economic size and population, which 
may be misleading.

• It is not a closed group and the concept is not linked to an 
acronym formed by a given set of countries.

• The cut-off is explicit. In order to become an EAGLE mem-
ber, each country’s expected IGDP in the next 10 years needs 
to be greater than the one anticipated for the average of the 
G-7.

• The results are based on a shorter horizon—10 years—than the 
ones considered in other cases, ranging from 20 to 50 years.

It is important to note, however, that no matter how sliced and diced, 
most emerging markets will continue to enjoy growth that dwarfs that of 
the advanced economies. The IMF and the WB project that, in 2025, the 
pace of growth in emerging markets still will be double that of advanced 
economies. Much of this growth will result from what is known as South-
South commerce, or commerce among emerging markets, as opposed to 
the more familiar North-South commerce, which is advanced economies 
investing in emerging markets to make products cheaply and then export-
ing predominantly to advanced economies. 

Emerging markets are trading increasingly more among themselves. 
In 1970, South-South trade was about seven percent of world trade. 
Today, it is 20 percent of world trade. That means that the usual suspects 
looking for market share in emerging markets, typically multinationals 
from advanced economies have an additional source of competition in 
successful emerging markets brands. Google could not compete with 
Baidu in China, and Wal-Mart is struggling to remain competitive over 
there. While there are some analysts in the United States that believe the 
Nike of China will be Nike (of the United States), chances are it will 
be Li Ning, China’s third-largest athletic brand, after Nike and Adidas. 
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The same is true for Apple’s iPhone, having a hard time competing with 
South Korean’s Samsung’s Galaxy line.

More recently, in May 2014, Russia and China closed a major energy 
deal, a 30-year, worth $400 billion dollars, to pipe natural gas from 
Russia’s Far East to China. Not only this is another example of south-
south commerce, but it has also prompted much concern on the impact 
such agreement may have on reshaping the global energy markets, tilting 
the balance of influence in Ukraine and, more broadly, in Europe, and 
also, on a longer run threat the petrodollar status around the world. The 
deal has impacted advanced economies such as of the EU, which may be 
forced to think of diversifying their gas imports away from Russia, foster-
ing a more competitive market for liquefied natural gas (LNG) in Japan 
and South Korea, which together bought more than half of the world’s 
supply in 2013.

This significant change in the structure of the global economy has 
ushered in a new era of South-South capital investment as well. In the 
past, the transparency and liquidity of the U.S. capital market proved an 
enormously strong lure for many global companies, no matter where they 
were based. While the United States still is one of the world’s largest recip-
ients of FDI, the growth of South-South FDI flows has taken off. If in the 
past emerging market investors used to invest on advanced economies, if 
you look today at where FDI from these markets are going, you will find 
that one-third of it is going directly to other emerging markets.





CHAPTER 3

The Strength of ASEAN 
Economies

Overview

The group of ten countries assembled in the Association of Southeast 
Asian Nations (ASEAN) has a common ambition that is not merely con-
solidating their economies. Their goal is to become the center of gravity 
of the entire Asian region, in order to multiply channels of dialogue and 
diplomacy among the main international players, with the objective of 
promoting peace, stability, and security in the new geopolitical environ-
ment of rising regional powers. The East Asia Summits (EAS) are a good 
example of the regional architecture ASEAN is trying to build with its 
partners. The project of economic integration summarized below is con-
ceived as a tool to achieve wider strategic goals than merely promoting 
economic growth and development. 

It’s helpful to remind our readers of this wider perspective in the 
beginning of this chapter as we tapped into a trove of data and analysis 
from various international research institutions, including but not lim-
ited to the World Bank, the IMF, the OECD economic data forecasts, 
the Asian Development Bank, the ASEAN secretariat, the CIA Facebook 
2014, Goldman Sachs, the Aseanist Times, the International Business 
Times, and the Economy Watch.

The ASEAN Economic Community

In January 2007, the ten Southeast Asian nations agreed to implement 
the ASEAN Economic Community (AEC) with four objectives: (a) a 
single market and production base; (b) a highly competitive economic 
region; (c) a region of equitable economic development; and (d) a region 
integrated into the global economy. 
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The AEC is a highly ambitious effort to enhance ASEAN’s global 
competitiveness. Through the free flow of goods, services, and skilled 
labor, the project intends to establish an efficient single market and pro-
duction base encompassing nearly 600 million people and $2 trillion in 
production. Business communities in the ASEAN hold that the regional 
economic integration would not disrupt their businesses, citing that it 
would even give even more opportunities rather than threats.

The ASEAN Business Advisory Council (ASEAN BAC) conducted 
a survey of 502 executives from companies of various sizes operating in 
the ASEAN region. The results of the survey, entitled 2013 ASEAN-BAC 
Survey on ASEAN Competitiveness,1 suggest that the ASEAN economic 
integration will pose a low or very low threat, 2.49 out of 5 (1 = very low 
to 5 = very high) to their organizations.

The survey was conducted in 2010, by ASEAN-BAC in collabora-
tion with fellow scholars from Lee Kuan Yew School of Public Policy 
at the National University of Singapore. The integration of the regional 
politics and the economy within ASEAN, called ASEAN Economic 
Community (AEC), would take effect by the end of 2015, allowing free 
flow of economic activities and resources within the region. The survey 
showed that about 60 percent of the businesses in the region believed 
that AEC would provide high or very high opportunities for their orga-
nizations, as reflected by an average ratio of 3.59 out of 5 (1 = very low 
to 5 = very high). 

The AEC areas of cooperation include human resources development 
and capacity building; recognition of professional qualifications; closer 
consultation on macroeconomic and financial policies; trade financing 
measures; enhanced infrastructure and communications connectivity; 
development of electronic transactions through e-ASEAN; integrating 
industries across the region to promote regional sourcing; and enhancing 
private sector involvement for the building of the AEC. In short, the AEC 
will transform ASEAN into a region with free movement of goods and 
services, investment, skilled labor, and freer flow of capital.

This agenda of economic convergence and interdependence has been 
viewed, since its outset, as one of the dimensions of the ASEAN Com-
munity, which member states decided to implement, to be effective by 
2015. Economically speaking, with the implementation of the AEC, it is 
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expected that ASEAN exports will expand by 42.6 percent, while imports 
will expand by 35.4 percent. 

At the country level, the projections indicate a relatively low export 
increase of about 10.4–43.7 percent for the region’s most export-oriented 
economies such as Brunei, Malaysia, Thailand, and Singapore, and rela-
tively high increases of 55.4–101.1 percent for the CLMV (Cambodia, 
Laos, Myanmar, and Vietnam) Asian sub-group economies. Table 3.1 
lists the forecasted effects on international trade for the region by 2015.

The result will be a small increase in the region’s steady state trade 
surplus, attributed to the increased FDI inflows that the AEC is assumed 

Table 3.1 Effects on international trade in the ASEAN region (2015)*

Change in exports, percent from baseline

AFTA AFTA+ AEC AEC+ AEC++
ASEAN 6.5 31.2 42.6 70.9 88.9

Cambodia 37.0 70.3 77.6 86.8 113.9

Indonesia 6.5 22.5 53.6 84.0 109.5

Laos 41.0 85.0 101.1 103.6 110.3

Myanmar 8.7 43.9 65.8 100.7 163.2

Malaysia 4.5 26.4 35.6 53.3 65.4

Philippines 2.9 25.4 45.4 67.3 82.4

Singapore 4.5 39.7 43.7 61.1 64.9

Thailand 8.8 27.8 33.6 63.5 85.5

Vietnam 15.4 49.0 55.4 160.1 239.5

Brunei 2.1 9.8 10.4 8.6 13.7

PARTNERS

China 0.0 -0.7 -0.8 7.5 6.9

Japan -0.1 -0.6 -0.5 8.4 7.6

Korea -0.2 -1.1 -1.5 7.1 6.6

India 0.1 -0.1 -0.3 57.4 57.0

Australia -0.1 -0.5 -1.0 5.3 4.4

New Zealand -0.3 -0.5 -0.6 6.1 5.1

USA 0.0 -0.3 -0.8 -1.4 2.9

Europe -0.1 -0.3 -0.9 -1.3 0.6

World 0.4 1.8 2.1 6.4 8.4

*See ASEAN Charter, ASEAN , Community 2015, and ASEAN Economic Community 
Blueprint at ASEAN.org.
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to generate. Those inflows will give rise to steady-state outflows of invest-
ment income (profits), which need to be covered by a larger trade surplus. 
Following is a brief highlight of each of the ASEAN country members as 
of spring 2014.

Brunei Darussalam

Brunei is a country with a small, wealthy economy that is a mixture of 
foreign and domestic entrepreneurship, government regulation, and wel-
fare measures, and village tradition. The Sultanate of Brunei’s influence 
peaked between the 15th and 17th centuries when its control extended 
over coastal areas of northwest Borneo and the southern Philippines. 
Brunei subsequently entered a period of decline brought on by internal 
strife over royal succession, colonial expansion of European powers, and 
piracy. In 1888, Brunei became a British protectorate, and independence 
only was achieved in 1984. It is noteworthy that the same family has 
ruled Brunei for over six centuries. 

The country is supported almost wholly by exports of crude oil and 
natural gas, with revenues from the petroleum sector accounting for 
60 percent of GDP and more than 90 percent of exports. Brunei is the 
third-largest oil producer in Southeast Asia, averaging about 180,000 
barrels per day. It is also the fourth-largest producer of liquefied natu-
ral gas in the world. The government, however, understands the risks of 
having too much of the country’s GDP relying on a single industry, and 
has demonstrated progress in its basic policy of diversifying the economy 
away from oil and gas.

Brunei’s policymakers also are concerned that steadily increased inte-
gration into the world economy will undermine internal social cohesion, 
though it has taken steps to become a more prominent player by partic-
ipating as an active player in the Asian Pacific Economic Cooperation 
(APEC) group.

According to Trading Economics,* Brunei’s personal income tax 
rate is 0 percent (2013), while inflation rates are also extremely low at 

* TE country indicators, http://www.tradingeconomics.com/brunei/inflation-
cpi, (last accessed on 11/02/2013).
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0.30 percent (August 2013). The per capita GDP in Brunei is among the 
highest in Asia, and substantial income from overseas investment supple-
ments income from domestic production. 

As Figure 3.1 shows, the country’s GDP in 2013 was $16.21 billion 
dollars, with an estimated GDP growth of $18.8 billion dollars by 2018.* 
The economy is projected to grow by an average of 2.4 percent from 2013 
to 2017 as Southeast Asia recovers from a slowdown in 2011 and 2012, 
according to the OECD.2 For Bruneian citizens the government provides 
for all medical services, subsidizes food and housing, and provides com-
plimentary education through the university level. The government owns 
a 2,262 square mile cattle farm in Australia, larger than Brunei itself, 
which supplies most of the country’s beef.† Eggs and chickens largely are 
produced locally, but most of Brunei’s other foods are imported. 

Agriculture and fisheries sectors are among the government’s highest 
priorities in its efforts to diversify the economy, but while the country is 
best known for its substantial hydrocarbon reserves, the government also 
is starting to focus on green forms of energy, including solar. However, 
compared to some Southeast Asian neighbors, the Sultanate has set more 
modest goals and has been slower to develop alternatives to oil and gas.

The government actively encourages more FDI into the economy 
by offering new enterprises that meet certain criteria or a pioneer status, 
which exempts profits from income tax for up to five years, depending on 

* According to Quandl country indicator, http://www.quandl.com/economics/
brunei-all-economic-indicators.
† According to the U.S. Department of State report on Brunei, http://www.state.
gov/r/pa/ei/bgn/2700.htm, (last accessed on 09/12/2013).

Figure 3.1 Brunei’s growing GDP

Source: Quandl
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the amount of capital invested. The normal corporate income tax rate is 
30 percent, but as stated earlier, there is no personal income tax or cap-
ital gains tax. Hence, increased investment in research and development 
(R&D),3 combined with targeting niche markets, are two cornerstones 
of a strategy being rolled out by the government aimed at encouraging 
economic diversification. Japanese Mitsubishi has committed $2 million 
dollars investment in R&D, a figure that could expand multifold if results 
are satisfactory. 

Brunei recorded a trade surplus of $719 million Brunei dollars ($578 
million) in July of 2013. From 2005 until 2013, Brunei’s Balance of Trade 
averaged $1,307 million Brunei dollars ($1,051 million) reaching an all-
time high of $2,971 million Brunei dollars ($2,390 million) in Septem-
ber of 2008. As an oil producer, Brunei has been able to run consistent 
trade surpluses despite having to import most of what it consumes. Oil 
and natural gas account for over 95 percent of Brunei’s exports, in addi-
tion to clothing. 

Brunei mainly imports machinery and transport equipment, manu-
factured goods, food, fuels and lubricants, chemical products, and bever-
ages and tobacco. Brunei’s main trading partners are Singapore, Malaysia, 
China, Japan, the United States, and Germany. Singapore, however, is 
the largest trading partner for imports, accounting for 25 percent of the 
country’s total imports in 2012. Japan and Malaysia are the second-largest 
suppliers. As in many other countries, Japanese products dominate 
local markets for motor vehicles, construction equipment, electronic 
goods, and household appliances. As of 2012, the United States was the 
third-largest supplier of imports to Brunei as of 2012.*

Cambodia

In 1995, the government transformed the country’s economic system 
from a planned economy to its present market-driven system.4 Hence, 
Cambodia currently follows an open market economy and has seen rapid 
economic progress in the last decade,5 where growth was estimated at 

* TE country indicators. http://www.tradingeconomics.com/brunei/imports, 
(last accessed on 11/02/2013).
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seven percent while inflation dropped from 26 percent in 1994 to only six 
percent in 1995. Imports increased due to the influx of foreign aid, and 
exports, particularly from the country’s garment industry. 

In October 2004, King Norodom Sihanouk abdicated the throne 
and his son, Prince Norodom Sihamoni, was selected to succeed him. 
Local elections were held in Cambodia in April 2007, with little of the 
pre-election violence that preceded prior elections. National elections in 
July 2008 were relatively peaceful, as were commune council elections in 
June 2012.

Nonetheless, since 2004, amidst all Cambodia’s political turmoil, gar-
ments, construction, agriculture, and tourism have driven Cambodia’s 
economic growth, as depicted in Figure 3.2.6 Agriculture has slowed but 
industry, while services expanded in 2013, maintaining economic growth 
at just above seven percent for the third consecutive year. Robust growth 
in services and expanding export industries drove economic growth of 7.2 
percent in 2013. Services alone have remained the largest source of growth 
from the supply side, expanding by an estimated 8.4 percent in 2013. 
This stemmed largely from growth in wholesale and retail trading, real 
estate services, and tourism-related services. Bank credit to wholesale and 
retail trading increased by 24.5 percent to $2.5 billion and to real estate 
by 36.5 percent to $250.5 million. Tourist arrivals rose by 17.5 percent 

Figure 3.2 Cambodia’s economic performance 1993–2010

Source: CamproPost
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to 4.2 million. Political tensions and labor unrest suggest growth will 
ease in 2014 before picking up in 2015. Inflation, at modest rates last 
year, is seen edging higher in 2014. Spurring the development of small 
and medium-sized firms would help to sustain and diversify economic 
growth. GDP has climbed more than 6 percent per year between 2010 
and 2012. In 2007, Cambodia’s GDP grew by an estimated 18.6 percent. 

In 2005, exploitable oil deposits were found beneath Cambodia’s terri-
torial waters, representing a potential revenue stream for the government, 
if commercial extraction becomes feasible.7 Mining also is attracting some 
investor interest and the government has touted opportunities for mining 
bauxite, gold, iron and gems. The tourism industry has continued to grow 
rapidly with foreign arrivals exceeding two million per year since 2007 
and reaching over 4.2 million visitors in 2013.* Cambodia, nevertheless, 
remains one of the poorest countries in Asia and long-term economic 
development remains a daunting challenge, due to endemic corruption, 
limited educational opportunities, high-income inequality, and poor job 
prospects. 

As depicted in Figure 3.3, and according to the Council for the 
Development of Cambodia8 (CDC), per capita GDP, although rapidly 

* Ministry of Tourism, of Cambodia (2014) Tourism Statistics Report 2013, 
http://www.tourismcambodia.org/images/mot/statistic_reports/tourism_statis-
tics_annual_report_2013.pdf

Figure 3.3 Cambodia’s GDP per capita

Source: CDC
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increasing since 1998 when the Riel greatly depreciated against the dollar, 
is still low compared with most neighboring countries in ASEAN. In 
2013, per capita GDP reached $830 dollars, an increase of approximately 
70 percent from $487 dollars in 2005. 

Cambodia’s two largest industries are textiles and tourism, while agri-
cultural activities remain the main source of income for many Cambo-
dians living in rural areas.9 The service sector is heavily concentrated on 
trading activities and catering-related services. About four million people 
live on less than $1.25 per day, and 37 percent of Cambodian children 
under the age of five suffer from chronic malnutrition. Over half of the 
population is under 25 years of age. This young population lacks educa-
tion and productive skills. This is particularly true in the impoverished 
countryside, that also lacks basic infrastructure. 

The major economic challenge for Cambodia over the next decade will 
be developing an economic environment in which the private sector can 
create enough jobs to handle Cambodia’s demographic imbalance. The 
Cambodian government is working with bilateral and multilateral donors, 
including the Asian Development Bank, the World Bank, and IMF, to 
address the country’s many pressing needs, as more than 50 percent of 
the government budget is received by donor assistance. Presently, Cambo-
dia’s main foreign policy focuses on establishing friendly borders with its 
neighbors, particularly Thailand and Vietnam, as well as integrating itself 
into the regional ASEAN and global WTO trading system. 

Indonesia

Indonesia has the largest economy of the ASEAN. With the population 
exceeding 240 million, it is the fourth largest country in the world. Indo-
nesia has a land area of around two million sq. km (736,000 sq miles) 
and a maritime area of 7.9 million sq. km. The Indonesian archipelago is 
the largest in the world and consists of over 16,000 islands, and stretches 
5,000 km from east to west. 

Despite the political turmoil of the late 1990s, Indonesia is politically 
stable today. Stability has not come easily but the democratic process pre-
vailed with two consecutive mandates (to be concluded in 2014) of the 
first elected president, Dr Susilo Bambang Yudhoyono.
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The reforms of 1999 ended the formal involvement of the armed 
forces in the government. Like other members of ASEAN, Indonesia 
has a market-based economy in which the government has traditionally 
played a major role. It has been a WTO member since 1995 and is now 
a proud member of the Group of Twenty Finance Ministers and Central 
Bank Governors, also known as G-20. Its economy is ranked as the 15th 
and 16th largest by the World Bank and the IMF, respectively.

Under President Suharto’s “New Era,” which extended from 1967 to 
1997, the Indonesian economy grew in excess of seven percent until the 
Asian financial crisis, which was the lowest point of the economy and 
resulted in political instability. Since then, the rupiah has strengthened 
with the return of political and economic stability. 

The banking sector and capital markets have been restructured. GDP 
growth, as depicted in Figure 3.4, rose steadily at four to six percent annu-
ally from 1998 to 2007. In 2008, there was a decline caused by a slump 
in exports and manufacturing and the global downturn that stunted its 
growth. During the second half of 2009, the growth rate did not gain new 
capital investment, which is attributed more to the lack of available credit 
and financing than any domestic economic issues. Indonesia recovered 
fairly quickly from the 2009 downturn and real GDP growth of six percent 

Figure 3.4 Indonesia GDP growth has declined since Q4 2010

Source: Badan Pusat Statistik
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was reached in 2011. Subsequently, however, the country’s economy has 
slowed and 5.8 percent was the real GDP growth at the end of 2013.

Indonesia has been a net petroleum exporter and a member of OPEC, 
but left the organization in 2008 and has been importing oil since. This 
was mainly due to maturation of existing fields. In 2007, Indonesia 
ranked second (after Qatar) in world gas production. The oil and gas 
sector contributed over 31 percent to total government revenue in 2008 
and maintains a positive trade balance. Indonesia had proven oil reserves 
of 3.99 billion or 0.29 percent of the world’s reserves. In 2008, its natural 
gas consumption was 33.8 billion cu m and proven natural reserves of 
3 trillion cu m. Indonesia is also rich in minerals and has been exploring 
and extracting bauxite, silver, tin, copper, nickel, gold, and coal. A mining 
law passed in 2008 has reopened the coal industry to foreign investment. 
Indonesia exported 140 million tons of coal in 2008. The country ranks 
fifth among the world’s gold producers. 

The government made economic advances under the first administra-
tion of President Yudhoyono (2004–2009), introducing significant reforms 
in the financial sector, including tax and customs reforms, the use of 
Treasury bills, and capital market development and supervision. During the 
global financial crisis, Indonesia outperformed its regional neighbors and 
joined China and India as the only G-20 members posting growth in 2009. 

The government has promoted fiscally conservative policies, resulting 
in a debt-to-GDP ratio of less than 25 percent, a fiscal deficit below three 
percent, and historically low rates of inflation. Fitch and Moody upgraded 
Indonesia’s credit rating to investment grade in December 2011. Indo-
nesia still struggles with poverty and unemployment, inadequate infra-
structure, corruption, a complex regulatory environment, and unequal 
resource distribution among regions. In 2014, the government faces the 
ongoing challenge of improving Indonesia’s insufficient infrastructure to 
remove impediments to economic growth, labor unrest over wages, and 
reducing its fuel subsidy program in the face of high oil prices.

LAOS

In its foreign relations, Laos has slowly shifted from hostility to the West 
and a pro-Soviet stance to a more amenable and open policy with its 
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neighbors in the region. Laos remains a one-party communist state and 
the political environment is stable. The LPR has been in power since 
1975 and rules by decree.

Laos became a full-fledged member of ASEAN and joined the WTO 
in 2010. The country is a member of many international organiza-
tions such as United Nations, ASEAN Free Trade Area (AFTA), Asian 
Development Bank (ADB), Food and Agriculture Organization (FAO), 
World Bank’s International Bank of Reconstruction and Development 
(IBRD), and IMF.

The Laos government started encouraging private enterprise in 1986 
and now is transiting to a market economy but with continued govern-
mental participation. Prices are generally determined by the market and 
import barriers have been eased and replaced with tariffs. The private sec-
tor is now allowed direct imports and farmers own land and sell their 
crops in the markets. From 1988 to 2009, the economy grew significantly, 
as shown in Figure 3.5, at an average six to eight percent annually. Accord-
ing to the World Bank,* growth is projected at 7.2 percent in 2014, with 

* http://www.worldbank.org/en/country/lao/publication/lao-pdr-economic-
monitor-january-2014-managing-risks-for-macroeconomic-stability, (last accessed 
on 06/19/2014).

Figure 3.5 Laos’s economic growth in GDP terms

Sources: Goldman Sachs; Forbes: Asian Development Bank
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a moderate slowdown on the 8.1 percent recorded for 2013. Growth con-
tinues to be fueled by the resource sector, continued FDI-financed invest-
ment in hydropower, and accommodative macroeconomic policies.

The resource sector is expected to provide a smaller direct contribu-
tion to growth in 2014. This is due to most major projects are under con-
struction and not expected to commence operation this year. It is also due 
to expected lower gold production, which is likely to offset some of the 
gains expected from higher copper production. Despite being rich in nat-
ural resources the country remains underdeveloped, however, and nearly 
70 percent of the population lives off subsistence agriculture, which con-
tributes to roughly 30 percent of the GDP.

Industry is a growing sector (11 percent) and contributes 33 percent 
of its GDP. The main activity is the extraction industry with mining of tin, 
gold, and gypsum. Other industries include timber, electric power, agri-
cultural processing, construction, garments, cement, and tourism. The 
service sectors account for nearly 37 percent of GDP and four new banks 
have opened in the last two years. Laos operates a managed exchange rate 
and the Lao kip has been strengthening. 

A new commercial banking law was introduced in 2006. Lending 
to the private sector more than doubled in 2008 to the equivalent of 
15 percent of GDP. The country’s first stock market launched in 2010 
with 10 companies listed. A special economic zone is being set up in 
Savannakhet to promote foreign and domestic investment. Tourism 
has become a major revenue earner and has provided employment to 
many. In the 2012–2013, the fiscal deficit widened significantly, due 
to a combination of a large increase in public sector wages and bene-
fits, and a decline in grants and mining revenues. The primary cause of 
the expanded deficit was due to an almost doubling of the total public 
expenditure on civil service wages and benefits. The 2013–2014 budget 
plan, however, indicates a slightly narrower fiscal deficit, but cuts in 
benefits will be offset by new recruitment as well as further increases in 
salaries paid to civil servants for two consecutive years. The government 
has discussed some revenue administration measures to help address the 
issue. In addition to revenue measures, there is a need for more prudent 
medium-term expenditure planning and execution by the government 
going forward.
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Poverty has reduced substantially, from 46 percent in 1992 to 26 per-
cent in 2009. Exports in 2009 including copper, gold, clothing, hydro-
power, wood and wood products, and coffee were sent mainly to Thailand 
(35 percent), Vietnam (16 percent) and China (9 percent). Imports were 
comprised mostly of machinery and equipment, vehicles, fuel, and con-
sumer goods. The country is rich in hydropower generation, which pro-
vides almost 90 percent of electricity. There are no indigenous sources of 
oil and natural gas but PetroVietnam is exploring for oil and gas jointly 
with Laos. There are considerable untapped deposits of minerals and these 
are largely untapped. There are also ample sources of gemstones, especially 
high quality sapphires, agate, jade, opal, amber, amethyst, and pearls.

Numerous foreign mining companies are operating in Laos. In 2010, 
only China had mining projects here. The biggest source of income 
and investment continues to be hydropower and Laos hopes to become 
the “battery of Asia.” It plans to increase exports of hydroelectricity to 
20,000 MW per year by 2020. Thailand is its main customer and the two 
countries already have an electricity purchase contract for 5,000 MW 
scheduled for 2015. Investment in hydropower projects has been rising 
with accumulated investment in 2000–2009 standing at $2.65 billion 
with Thailand, $2.24 billion with China and $2.11 billion with Vietnam. 
Laos was previously a major source of opium but major steps were taken 
to quell production, which is now at its lowest level since 1975.

Infrastructure development, streamlining business regulations and 
improving finance have been identified as the main priorities for the 
government. Construction roads and buildings for the Southeast Asian 
Games in December 2012 and for the celebration of the 450th anniver-
sary of Vientiane as the country’s capital in 2010 have aided infrastructure 
development. A mini construction boom is being experienced around 
Vientiane. The manufacturing and tourism sectors are seen as the key 
sectors for private sector growth. The garment sector has created employ-
ment for over 20,000. There is still a vital a need to focus attention on 
ameliorating transportation and skill levels of workers. 

Laos continues to remain dependent on external assistance to finance 
its public investment. In 2009, it launched an effort to increase tax col-
lection and included value added tax (VAT), which has yet to be imposed. 
It also simplified investment procedures and expanded bank facilities for 
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small farmers and entrepreneurs. Inflation is in check and has averaged 
five percent and the currency, the kip has been rising steadily against the 
U.S. dollar. In practice, the Lao economy is highly dollarized. Laos’ bill 
on imported oil remains large. The country’s international reserves have 
been strengthened through investments in hydropower and mining. The 
government maintains controls of the price of gasoline and diesel. The 
economy is expected to grow by around seven to eight percent annually.

Malaysia

Malaysia is one of ASEAN’s more successful economies and has been 
declared a middle-income country. It boats a free market economy and is 
fully integrated into the global economy. It has benefited from the advan-
tage of being located on the Straits of Malacca, one of the most important 
shipping lanes in the world that connect the trade route between the East 
and the West. 

Stemming from agriculture and mining based economy in the 1970s, 
it has been able to transform (itself ) into a high-tech industrialized 
nation. The country has a well-developed infrastructure and a vast array 
of natural resources. Over 59 percent of Malaysia is forested. It is a major 
producer of tin, palm oil, rubber, petroleum, copper, iron ore, natural gas 
and bauxite. Services account for 48 percent GDP, industry accounts for 
42 percent and agriculture 10 percent. 

The manufacturing sector is productive in electronics, hard drives, 
and automobiles. The service sector has become increasingly important 
and this includes growth in real estate, transport, energy, telecommunica-
tions, distributive trade, hotel and tourism, financial services, information 
and computer services, and health services. Malaysia has a well-diversified 
economy. 

The economy has been growing at six to eight percent and GDP, as 
depicted in Figure 3.6, touched $381 billion in 2009. There was a decline, 
however, during the Asian financial crisis when the government fixed the 
exchange rate of its currency, the ringgit, to the U.S. dollar in order to 
leverage the decline. 

Since 2006, the Malaysian ringgit has operated as a managed float. 
The country went through another steep decline during the global 
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economic stagnation of 2008–2009 but is slowly recovering. The govern-
ment has injected the economy with a healthy stimulus package to jump-
start growth. Inflation, unemployment and poverty levels are low. The 
government has instituted banking and financial reforms. Local banks 
have been consolidated and fiscal liberalization is being introduced grad-
ually. Greater incentives are being provided to invite foreign investment, 
especially in high-tech areas such as MSC Malaysia (MSC).10 

The MSC Malaysia, formerly known as the Multimedia Super 
Corridor, is a Special Economic Zone (SEZ) in Malaysia, which was 
officially inaugurated by the fourth Malaysian Prime Minister Mahathir 
Mohamad on February 12, 1996. The establishment of the MSC pro-
gram was crucial to accelerate the objectives of Vision 2020 and to trans-
form Malaysia into a modern state by the year 2020, with the adoption 
of a knowledge-based society framework. Figure 3.7 provides an insight 
into Malaysia’s growth outlook projections from 2013 through 2017 in 
various different sectors of the industry.

Exports remain the main driver of the economy, which totaled $226 
billion in 2011. Oil and gas exports provide 40 percent of government 
revenue. Other top exports are electronic equipment, semiconductors, 
wood and wood products, palm oil, rubber, textiles, and chemicals. The 
present government is working to catapult the economy further up the 
value-added production chain and reduce dependency on exports. It is 

Figure 3.6 Malaysia economic growth is significant
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actively promoting investments in biotechnology, pharmaceuticals, man-
ufacturing of automotive components, tourism, research and develop-
ment, manpower development, and environment management. There are 
13 free industrial zones (FIZ) and 12 free commercial zones (FCZ) where 
raw materials, products, and equipment may be imported with minimum 
customs formalities.

A unique feature of the Malaysian economy is the New Economic 
Policy (NEP) launched in 1971 to reduce the socioeconomic disparity 
between the Malay majority and the Chinese minority. It was primarily 
an affirmative action system with the end goal of transferring 30 percent 
of the country’s wealth to the bumiputera (natives) Malays. The policy 
was implemented through programs that give preferential treatment to 
Malays through special rights in ownership of land and property, busi-
nesses, civil service jobs, education, politics, religion and language. In 
1991, this policy was renamed the National Development Policy (NDP); 
the modified NDP still espouses the original goals, income inequality had 
been reduced, and the main objectives had not transpired. Much debate 
over this has ensued and many have felt that this policy created a small 
and wealthy Malay elite, as it reduced the Chinese and Indian minorities 

Figure 3.7 Malaysia’s growth outlook projections 2013–2017

Source: Tradingeconomics, IMF Global Outlook Report
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to second-class citizens. Hence, April 2009, the government removed 
some of the controversial ethnic Malay affirmative action requirements. 

Overall, the government is improving from its already favorable invest-
ment climate by allowing 100 percent ownership in the manufacturing 
industry, liberalizing the financial sector and removing capital controls on 
overseas investments. Numerous infrastructure projects using state fund-
ing also have been initiated. Malaysia’s purchasing power remains among 
the highest in ASEAN.

Myanmar

Unlike most other ASEAN countries, Myanmar is not yet a fully free 
market economy. After it gained independence, as a reaction to years of 
colonization, the country adopted central planning, which resulted in a 
severe decline of the economy. From being one of the wealthiest export 
nations (rice, teak, mineral, and oil), it experienced severe inflation. 

The subsequent military coup of 1962 saw further deterioration of the 
economy as Myanmar adopted the “Burmese Way of Socialism.” Indus-
tries were nationalized and the state owned all sectors of the economy, 
leaving only agriculture to the masses. By 1987, Myanmar made the UN’s 
list of least developed countries. 

The country has suffered mismanagement of resources, low produc-
tivity, high inflation, large budget deficits and an overvalued currency, 
government control of financial institutions, poor infrastructure, and 
rampant corruption. In 1988, the government changed course and 
opened the economy to expansion of the private sector, encouraging for-
eign investment and participation in some sectors. Progress has been slow 
but increased trade with regional neighbors, fellow ASEAN nations, India 
and China has resulted. There exists a large informal economy, which 
includes trade in currency and commodities.

Myanmar has immense natural resources but the economy remains 
essentially agro-based. Over 50 percent of its GDP is derived from rice 
and other crops such as sesame, groundnuts and sugarcane, livestock and 
fisheries and forestry. Myanmar has one of the largest teak reserves in the 
world. It is also a net exporter of oil and natural gas and has substan-
tial confirmed deposits. It has the 10th largest natural gas reserves in the 
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world and the seventh largest in Asia. Precious stones are also abundant; 
90 percent of the world’s rubies come from Myanmar. It also produces 
large amounts of sapphires, pearls, and jade, which are exported mainly 
across the border to Thailand. A large illicit cross-border trade exists, as 
Western sanctions do not allow major jewelry companies to import gems 
from Myanmar. Manufacturing remains a small component of the econ-
omy, just over 10 percent in 2008. Food processing, mining (copper, tin, 
tungsten, and gems), cement, fertilizer, oil and natural gas production 
and garments are its principal industries. The currency, the kyat, remains 
officially overvalued. A dual exchange rate exists and such inflation is 
a serious problem, which averaged seven percent in 2009, down from 
22 percent in 2008 and 33 percent in 2007. 

Myanmar has not received any loans from the World Bank since 1987 
or any assistance from the IMF despite its membership to both organiza-
tions. It has been a member of the ADB since 1973 but has received no 
assistance in over 20 years. Its economic indicators, however, are positive, 
as depicted in Figure 3.8.

Liberalization of the economy is a work in progress. Production 
controls in agriculture have been removed. Privatization of state-owned 
enterprises is currently occurring. Over 100 state-owned companies 
were up for sale in 2010. The government reports that in 2009 it sold 

Figure 3.8 Myanmar’s economic indicators, 2008–2012

Source: ADB, 2013 Asian Development Outlook
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260 state-owned buildings, factories and land plots. With the opening 
of the economy, foreign investments from China, South Korea, India, 
and ASEAN countries, including Singapore, Malaysia, and Thailand have 
increased. 

Tourism has grown and infrastructure is being developed with partic-
ipation from foreign investors. New industrial zones are being developed. 
Myanmar is an active participant and member of the Greater Mekong 
Sub-region Economic Cooperation Program (the GMS Program) 
together with Cambodia, China, Laos, Thailand, and Vietnam as well as 
the Bay of Bengal Initiative for Multi-sectorial Technical and Economic 
Cooperation (BIMSTEC) with Bangladesh, Bhutan, India, Nepal, Sri 
Lanka, and Thailand. The Shwe Gas Project in the Bay of Bengal is a 
consortium of Kores Gas Corporation (KOGAS), which has a 51 percent 
stake; Oil and Natural Gas Corporation (ONGC), GAIL (India); and 
the Myanmar-state oil company. The government has signed a contract 
to sell production to China, which is building a pipeline connecting a gas 
field to China.

Myanmar has the highest potential for hydropower in Southeast Asia 
and the government has set the goal of generating all electricity from 
hydropower by 2030. There are over 36 hydropower plants under con-
struction. China has invested $200 million of the total $600 million cost 
and helped in the construction of the largest hydropower project in Ye 
Village. Another large project under construction is the Ta Sang project, 
which involves the building of a dam on the Salween River in the north-
east of the country. This is a joint venture with a Thai company MDX 
Group. The project should be completed by 2022, with the electricity 
produced being to Thailand. In return, Myanmar will receive a certain 
percentage of free power. 

Myanmar’s chief trading partners are Thailand, China, India, Sin-
gapore, Japan, Malaysia and Indonesia. It has border trade agreements 
with China, India, Bangladesh, Thailand and Laos. Several Memoranda 
of Understandings have been signed with these countries to expand bilat-
eral trade. Myanmar remains isolated from much of the Western world 
and sanctions are still imposed by the United States, EU, Australia, and 
Canada. Trade with the United States and the EU were less than seven per-
cent of total trade in 2007. Foreign currency reserves totaled $8.2 billion 
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in 2013 mainly due to gas exports. GDP growth is estimated by the IMF 
to remain at around five percent for the next few years into 2015.

The Philippines

The Philippines was hit in the fall of 2013 by a natural disaster of tremen-
dous consequences and the level of damage caused by it will most likely 
slow down its economy for a while, as the effort of its people and govern-
ment takes priority in creating a robust economy and better conditions 
for development.

The history of the Philippines economy goes back to the end of 
World War II. Then, there was strong economic expansion and the Phil-
ippines became one of the Asia’s strongest economies. Sadly, the econ-
omy declined to become one of the poorest in the region due to years of 
economic mismanagement, political turmoil and misallocation of scarce 
resources. Oligopolies ruled a legacy of the U.S. colonial period, where 
farmland was concentrated in large estates. 

As a policy, protectionism was used to prevent imports and restric-
tions were placed, preventing foreign ownership and other assets. This 
was exacerbated by rampant corruption and tax revenue remained low at 
only 15 percent of the GDP. There was underinvestment in infrastructure 
and disproportionate economic development, with the region around 
Manila producing 36 percent of the output with only 12 percent of the 
population. The result was economic stagflation during the Marcos era, 
severe recession in the mid-1980s, and political instability during the 
Aquino years (1986–1992). 

Crumbling infrastructure, trade and investment barriers and a lack of 
competitiveness hampered long-term economic growth. More than half 
of GDP came from the service sector (53.5 percent); industry contrib-
uted 31.7 percent and agriculture, forestry and fishing accounted for the 
remaining 14.8 percent. Over 11 percent of the labor force was forced to 
go abroad to work and send remittances to their families. These remit-
tances totaled $25.1 billion in 2013 and accounted for 8.4 percent of 
the GDP. A number of economic reforms were implemented during the 
Ramos presidency to help regain stability and the Philippine economy 
began to stabilize. 
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Macroeconomic stability has returned but long-term growth is doubt-
ful due to poor infrastructure and education. GDP grew by 7.1 percent 
in 2007, the highest in 30 years. In 2008, GDP growth slowed to 3.7 
percent. This was mainly the result of high inflation coupled with the 
worldwide downturn in export demand. Furthermore, the Philippines 
have suffered from a strong decrease in capital investment. Services grew 
by 3.1 percent in 2008 and 2.8 percent in 2009. Manufacturing had 
slightly better growth, despite drops in orders in the fourth quarter. Con-
struction showed strong growth, while mining, metals, and agriculture 
displayed a sluggish performance. 

The budget has shown a deficit every year since 1998, though trends 
in the last decade have been encouraging. The deficit is a direct result of 
overspending and poor collection of revenue. Attempts are being made 
to bring down debt ratios and raising new taxes has helped. Value added 
tax (VAT) was implemented in 2005 and raised from 10 percent to 12 
percent and expanded its coverage. A law passed to increase revenue using 
a performance-based collection system. Though a deficit remains despite 
efforts to balance the budget for five consecutive years, deficit spending 
is considered necessary to cope with the economic crisis. A deficit of 0.9 
percent of GDP was seen in 2008 and 3.2 percent in 2009. 

Another source of revenue that needs improvement is the extractive 
industry. It is estimated that the Philippines possesses untapped mineral 
wealth of $840 billion. Mining has declined from 30 percent to only one 
percent of GDP but the country was a top mining producer in the 1970s 
and 1980s. In 2004, the Philippine Supreme Court ruled that foreign 
companies would be permitted to obtain mining and energy contracts 
with the Philippine government. Foreign companies now are permitted 
to own up to 100 percent equity and invest in large-scale exploration, 
development and utilization of minerals, oils and gas. GDP grew at 
around 1.1 percent in 2009 and 3.5 percent in 2010. 

The government has taken steps to jumpstart the economy by intro-
ducing a $7 billion stimulus package. This money will be used to expand 
welfare, improve infrastructure and provide tax breaks for both private 
citizens and corporations. The country continues to have strong potential 
especially in the areas of mining, natural gas production, manufacturing, 
business process outsourcing (BPO) and tourism. 
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Inflation and unemployment remain major challenges. Infrastructure 
must be improved and greater reforms put in place to increase produc-
tivity and competitiveness. Tax revenues need to be increased further and 
reduction of poverty remains a top priority. We believe that trade liberal-
ization to spur investment and increase competitiveness can help achieve 
greater growth. These reforms would lower cost of doing business and 
removing obstacles to growth.

Philippine GDP growth, as shown in Figure 3.9, which cooled from 
7.6 percent in 2010 to 3.9 percent in 2011, expanded to 6.6 percent in 
2012—meeting the government’s targeted six to seven percent growth 
range. The 2012 expansion partly reflected a rebound from depressed 
2011 exports and public sector spending levels. The economy has weath-
ered global economic and financial downturns better than its regional 
peers due to minimal exposure to troubled international securities, lower 
dependence on exports, relatively resilient domestic consumption, large 
remittances from four- to five-million overseas Filipino workers, and a 
rapidly expanding business process outsourcing industry. The current 
account balance had recorded consecutive surpluses since 2003; interna-
tional reserves are at record highs; the banking system is stable; and the 
stock market was Asia’s second best performer in 2012. 

Figure 3.9 Philippines economic growth 2010–2013

Source: National Statistical Coordination Board, the Wall Street Journal
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Efforts to improve tax administration and expenditure management 
have helped ease the Philippines’ tight fiscal situation and reduce high 
debt levels. The Philippines received several credit rating upgrades on its 
sovereign debt in 2012, and has had little difficulty tapping domestic and 
international markets to finance its deficits. Achieving a higher growth 
path nevertheless remains a pressing challenge. 

Economic growth in the Philippines averaged 4.5 percent during the 
Macapagal-Arroyo administration but poverty worsened during her term. 
Growth has accelerated under the Aquino government, but with limited 
progress thus far in improving the quality of jobs and bringing down 
unemployment, which hovers around seven percent. Underemployment 
is nearly 20 percent and more than 40 percent of the employed are esti-
mated to be working in the informal economy sector. The Aquino admin-
istration has been working to boost the budgets for education, health, 
cash transfers to the poor, and other social spending programs, and is rely-
ing on the private sector to help fund major infrastructure projects under 
its Public-Private Partnership program. Long-term challenges include 
reforming governance and the judicial system, building infrastructure, 
and improving regulatory predictability.

Singapore

Singapore has a highly developed and successful free-market economy. It 
enjoys a remarkably open and corruption-free environment, stable prices, 
and a per capita GDP higher than that of most developed countries. The 
economy depends heavily on exports, particularly in consumer electron-
ics, information technology products, pharmaceuticals, and on a growing 
financial services sector. Real GDP growth averaged 8.6 percent between 
2004 and 2007.

The economy contracted one percent in 2009, as shown in Figure 3.10, 
as a result of the global financial crisis, but rebounded 14.8 percent in 
2010, on the strength of renewed exports, before slowing to 4.9 percent 
in 2011 and 2.1 percent in 2012. This was largely a result of soft demand 
for exports during the second European recession. Over the longer term, 
the government hopes to establish a new growth path that focuses on 
raising productivity, which has sunk to a compounded annual growth 
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rate of just 1.8 percent in the last decade. Singapore has attracted major 
investments in pharmaceuticals and medical technology production and 
will continue efforts to establish itself as Southeast Asia’s financial and 
high-tech hub. 

Singapore is poised to undertake a plethora of reforms in order to 
be one of the hubs of the global economy. Political pressure is forcing 
Singapore to rethink the liberal immigration policy that was once part 
of its strategy to become a global city. Although creative foreign workers 
have contributed greatly to economic development, at the same time its 
liberal immigration policy creates many non-negligible issues, and ones in 
which society will need to cope. The government is tightening entry con-
ditions for foreign workers, while at the same time encouraging foreign 
entrepreneurs. It is investing heavily in development of human capital of 
indigenous workers, and encouraging businesses to upgrade their tech-
nology and production methods. 

As part of that investment effort, the government has lent strong 
backing to small and medium-sized enterprises (SMEs). They account 
for over half of total enterprise value and employ nearly 70 percent of 
the workforce. Their rise, though, has been largely driven by government 
policy, which has funded them and boosted domestic market growth. 

Figure 3.10 Singapore’s annual per capita GDP

Source: Singapore Department of Statistics
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This  begs the question as to how sustainable this state’s SME policy 
is in the long term. Research and Development (R&D) is considered 
an important component of Singapore’s policy of productivity-driven 
economic growth. In the last two years since 2013, the government 
has brought local SMEs into R&D with cash incentives to help them 
develop.

Combined public and private R&D expenditure have put Singa-
pore among the most R&D-intensive countries. Nevertheless, it lags 
behind in private R&D spending. As a small city-state with no natural 
resources, Singapore has been careful in managing its human capital, 
regarding such management as an important source of competitiveness 
and strength for the economy. Over the years, public expenditure on 
education has consistently been the second highest, after defense, in 
the government’s annual fiscal budget. In the 2012 budget, for exam-
ple, expenditure on education claimed a 17.9 percent share, compared 
with 20.8 percent for defense. Such emphasis on education has helped 
contribute to Singapore’s stronger record in human capital development 
than other countries in the region. Over the past decade, a major force 
shaping the human capital landscape in Singapore has been the increased 
presence of foreign workers. 

As part of the overall strategy to transform Singapore into a global 
city, the government aggressively liberalized the foreign worker and 
immigration policy.* From 2000 to 2011, the number of non-residents 
rose from 754,500 to 1,394,400, representing a jump from 18.7 percent 
to 26.9 percent of the total population. In contrast, the share of Singapore 
citizens (excluding permanent residents and non-residents) in the pop-
ulation steadily declined from 74.1 percent in 2000 to 62.8 percent in 
2011.† The aggressive pursuit of the global city vision has transformed not 
only the physical look of the city-state, but also its business environment 
and production coupled with these changes.

The composition of the labor force has also been significantly altered 
both in terms of the local-foreign mix and the mix between workers in 
old and new industries. While the open-door labor policy brought in a 

* OECD; ASEAN Secretariat: CIA Faxback (2014).
† Department of Statistics Singapore (2011).
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large number of highly skilled, high wage foreign workers, it has also led 
to a huge influx of low-skilled, low-wage foreign workers. Whereas the 
former could potentially expand the economy’s range of skill sets and raise 
its productivity level, the latter could substantially offset such positive 
effects. Indeed, with the readily available of low-wage foreign workers, 
firms in Singapore might not find many incentives to upgrade their tech-
nologies and production structures, or to invest in training or upgrading 
workers’ skills sets.

Thailand

Recent political unrest in Bangkok and other cities, due to deep divi-
sions in Thai society, has created uncertainty for the future of this vibrant 
economy. With a well-developed infrastructure, a free-enterprise econ-
omy, generally pro-investment policies, and strong export industries, 
Thailand has achieved steady growth largely due to industrial and agricul-
ture exports—mostly electronics, agricultural commodities and processed 
foods. 

Bangkok is trying to maintain growth by encouraging domestic con-
sumption and public investment. Unemployment, at less than one per-
cent of the labor force, stands at one of the lowest levels in the world, 
which puts upward pressure on wages in some industries. Thailand also 
attracts nearly 2.5 million migrant workers from neighboring countries. 
Bangkok is implementing a nation-wide 300 baht per day minimum 
wage policy and deploying new tax reforms designed to lower rates on 
middle-income earners. 

The Thai economy has both internal and external economic shocks in 
recent years. The global economic crisis severely cut Thailand’s exports, 
with most sectors experiencing double-digit drops. In 2009, the economy 
contracted 2.3 percent. However, in 2010, Thailand’s economy expanded 
7.8 percent, its fastest pace since 1995, as exports rebounded. In late 
2011, historic flooding in the industrial areas north of Bangkok, crippled 
the manufacturing sector and interrupted growth. Industry has recov-
ered since the second quarter of 2012 and GDP expanded 5.8 percent 
in 2012. The government has invested in flood mitigation projects to 
prevent similar economic damage.
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Vietnam

Vietnam is one of the success stories of Asia’s revival, a country marked 
by tragedy and despair because of the conflict that desecrated the former 
Indochina and ended three decades ago. The Vietnamese quickly have 
learned the lessons from the changing international environment. Even 
before the dissolution of the former Soviet Union, this densely popu-
lated developing country has transitioned from the rigidities of a centrally 
planned economy since 1986. Vietnamese authorities have reaffirmed 
their commitment to economic modernization in recent years. 

Vietnam’s economic growth quickened in the second quarter of 2014 
as the outlook for exports improved after the dong was devalued for the 
first time in a year. Despite the global recession, Vietnam’s economy con-
tinuers to charge ahead, with GDP rising at 5.25 percent in the second 
quarter from a year earlier, according to data released by the General 
Statistics Office in Hanoi.* That compares with a revised 5.09 percent 
pace in the three months through March. The economy expanded 5.18 
percent in the first half from a year earlier, compared with a median esti-
mate of 5.2 percent in a Bloomberg News survey of 8 economists.

Agriculture’s share of economic output has continued to shrink from 
about 25 percent in 2000 to less than 22 percent in 2012, while indus-
try’s share increased from 36 percent to nearly 41 percent in the same 
period. State-owned enterprises account for 40 percent of the GDP. Not-
withstanding, in terms of nominal GDP, Vietnam’s economy has grown 
consistently since 2000, as shown in Figure 3.11. Likewise, poverty has 
declined significantly, and Vietnam is working to create jobs to meet the 
challenge of a labor force that is growing by more than one million people 
every year. 

Unfortunately, what is also depicted in Figure 3.11, the global reces-
sion hurt Vietnam’s export-oriented economy, with real GDP in 2009–
2012 growing less than the seven percent per annum average achieved 
during the previous decade. In 2012, however, exports increased by more 
than 12 percent, year-on-year; several administrative actions brought 
the trade deficit back into balance. Between 2008 and 2011, Vietnam’s 

* http://www.gso.gov.vn/default_en.aspx?tabid=491, (last accessed on 06/21/2014).
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managed currency, the dong, was devalued in excess of 20 percent, but its 
value remained stable in 2012. 

Foreign direct investment inflows fell 4.5 percent to $10.5 billion 
in 2012. Foreign donors have pledged $6.5 billion in new development 
assistance for 2013. Hanoi has vacillated between promoting growth and 
emphasizing macroeconomic stability in recent years. In February 2011, 
the government shifted away from policies aimed at achieving a high rate 
of economic growth, which had fueled inflation, to those aimed at stabi-
lizing the economy, through tighter monetary and fiscal control.

In early 2012 Vietnam unveiled a broad, three-pillar economic reform 
program, proposing the restructuring of public investment, state-owned 
enterprises, and the banking sector. Vietnam’s economy continues to face 
challenges from an undercapitalized banking sector. Non-performing 
loans weigh heavily on banks and businesses. In September 2012, the 
official bad debt ratio climbed to 8.8 percent, though some financial ana-
lysts believe it could be as high as 15 percent. 

Figure 3.11 In terms of nominal GDP, Vietnam’s economy has grown 
consistently since 2000
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CHAPTER 4

Can MENA’s Rise be 
Powered by BRICS?

Overview of the MENA Region

This chapter provides an overview of the Middle East and North Africa 
(MENA) region followed by a review of recent trade and investment rela-
tions between MENA and BRICS countries. It also reviews and discusses 
challenges and opportunities for economic development arising from the 
complementarities and interactions between countries form both blocs. 

The people of the MENA region have long played an integral, if 
somewhat volatile, role in the history of human civilization. MENA is 
one of the cradles of civilization and of urban culture. Three of the world’s 
major religions originated in this region, including Judaism, Christian-
ity, and Islam. Universities existed in this region long before they did in 
Europe. In today’s world, MENA’s politics, religion, and economics have 
been inextricably tied in ways that affect the world economy. The region’s 
vast petroleum supply, which accounts for two-thirds of the world’s 
known oil reserves, is a major reason for the world’s interest, especially 
from advanced economies. MENA’s influence, however, extends beyond 
its rich oil fields. It occupies a strategically important geographic position 
between Asia, Africa, and Europe. It has often been caught in a tug-of-war 
of land and influence that affects the entire world.

According to the World Bank1 the diversity of countries in the MENA 
region, as depicted in Figure 4.1, is great, particularly in terms of popula-
tion and resources, and can be segmented in three groups:

• Oil exporters–these countries are rich in resources and have large 
shares of foreign residents. It is comprised of the six Gulf Cooper-
ation Council (GCC) members (Bahrain, Kuwait, Oman, Qatar, 
Saudi Arabia, and the United Arab Emirates) and Libya. 
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• Developing countries–these are countries rich in resources 
with large native populations and include Algeria, Iran, Iraq, 
Syria, and Yemen.

• Oil importing countries–these are countries poor in resources 
that are small producers or importers of oil and gas, and 
include Egypt, Morocco, Tunisia, Jordan, and Lebanon.

In terms of population, the MENA region has quadrupled from 1950 
to 2007, and is expected to increase by 60 percent until 2050. MENA’s 
rapid population growth exacerbates the challenges that this region of the 
world faces as it enters the third millennium. For hundreds of years, the 
population of MENA hovered around 30 million, but reached 60 million 
early in the 20th century. Only in the second half of the 20th century the 
population growth in the region gained momentum. The total popula-
tion increased from 100 million in 1950 to 380 million in 2000, an extra 
280 million people in only 50 years. 

As depicted in Figure 4.2, during this period the population of the 
MENA region increased 3.7 times, more than any other major world 
region over the past century. MENA’s annual population growth reached 
a peak of 3 percent around 1980, while the growth rate for world as 
a whole reached its peak of two percent annually more than a decade 
earlier.* Improvements in human survival, particularly during the second 

* At a 3 percent rate of growth, a population doubles in size in 23 years.

Figure 4.1 Map of the Middle East and North Africa (MENA) Region
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half of the 20th century, led to rapid population growth in MENA. The 
introduction of modern medical services and public health interventions, 
such as antibiotics, immunization, and sanitation, caused death rates to 
drop rapidly in the developing world after 1950, while the decline in 
birth rates lagged behind, resulting in high rates of natural increase (the 
surplus of births over deaths).2

On average, fertility in MENA declined from seven children per 
woman (1960) to 3.6 children (2001). The total fertility rate, the average 
number of births per woman, is less than three in Bahrain, Iran, Lebanon, 
Tunisia, and Turkey, and is more than five in Iraq, Oman, Palestinian 
Territory, Saudi Arabia, and Yemen. Even though the decline in fertil-
ity rates is expected to continue in the MENA region, the population 
will continue to grow rapidly for several decades. In a number of coun-
tries, each generation of young people enters childbearing years in greater 
numbers than the previous generation, so as a whole they will produce a 
larger number of births. The population of the region is increasing at two 
percent per year, the second highest rate in the world after sub-Saharan 
Africa. Nearly seven million people are added each year. As indicated in 
Figure 4.3, the population growth is most significant in the Western Asian 
countries encompassing Iran, Iraq, Israel, Jordan, Lebanon, Palestinian 
Territory, Syria, and Turkey.

MENA’s demographics of a young population pose both strengths 
and weaknesses as shown in Figure 4.4. 

Figure 4.2 Ratio of population size in 2000 to population size in 
1950, by major world regions

Source: United Nations, World Population Prospects: The 2000 Revision (New York: United 
Nations, 2001)
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When it comes to economic performance of MENA in terms of GDP, 
the region has essentially two distinct groups of countries: the Gulf coun-
tries that until 2011 have had a GDP per capita above $10,000 dollars, 
and the North Africa and other Middle East countries which have not 
exceeded $5,000 dollars per capita, as depicted in Figure 4.5. This vari-
ation in development levels indicates the superior performance of the 
resource-rich labor importing countries. However, as discussed later, the 
reasons for these outcomes are not solely related to resources but also 
with the historical and institutional development of the MENA’s coun-
tries before, during, and post colonial times.3 

According to IMF Survey Magazine,4 the healthy growth rates of 
the region’s oil exporters—Algeria, Bahrain, Iran, Iraq, Kuwait, Libya, 
Oman, Qatar, Saudi Arabia, the United Arab Emirates, and Yemen—
are projected to moderate from an average of 5.7 percent in 2012 to 
3.2 percent in 2013. This is mainly due to a scaling back of increases in 
oil production amid modest global demand. The average real GDP per 
capita from 1980 to 2010, however, lagged significantly behind other 
regions of the world, as depicted in Figure 4.6. Nevertheless, despite the 
recent turmoil in the MENA region, GDP is expected to be over five 
percent by 2016.

By contrast, the region’s oil importers—Afghanistan, Djibouti, Egypt, 
Jordan, Lebanon, Mauritania, Morocco, Pakistan, Sudan, and Tunisia—
face a difficult external environment. On average, this group of countries 
is projected to post moderate growth of three percent in 2013. For the 

Figure 4.4 MENA’s population pyramid, 287 million, 2010

(age)

0–4

40–44

30–34

20–24

10–14

(mn)(mn)

70–74

50–54

60–64

5–9

8 101 2

15–19

60 42812 10 6 04 2

25–29

35–39

45–49

55–59

75–79
80–84

65–69

85–89



108 EMERGING AND FRONTIER MARKETS

Figure 4.5 GDP per capita in North Africa, Core Middle East, and 
Gulf Countries5
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Arab countries in transition, continued political uncertainty is also pre-
venting growth. Hence, to assess to what extent the MENA region has 
benefited from globalization it is worthwhile to examine exports and FDI 
flows. In regards to exports we find that the percentage of non-oil exports 
in MENA region is significantly lower than in emerging countries in Asia 
and other low and middle income countries, as depicted in Figure 4.7, 
suggesting that the region is not as globally integrated as others. 

Second, in terms of FDI inflows to the region, we find that in the 
period from 1995 to 2011 the FDI inflow to the MENA region was stag-
nant and lower than the world average. This was true again after the 2008 
world crisis has declined, as depicted in Figure 4.8. 
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Figure 4.6 Real GDP per capita and expected GDP growth in 
selected MENA countries

Source: IMF
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Figure 4.7 Non-fuel exports (percentage of world non-oil exports) 
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With high fiscal deficits and reduced international reserve buffers, 
many oil importers have no time to waste embarking on difficult policy 
choices—considerable fiscal consolidation—implemented in a growth-
friendly and socially balanced way—and greater exchange rate flexibility. 
This should help maintain macroeconomic stability, instill confidence, 
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Figure 4.8 FDI flows to the MENA region relative to the world and 
after 2008 world crisis

$ 
bi

lli
on

s
$ 

bi
lli

on
s

2,500

2,000

1,500

1,000

500

0
1995 1997 1999 2003 2005 2007 2009 20112001

1995 1997 1999 2003 2005 2007 2009 20112001

MENA

World

(a)

(b)

35

40

20

10

25

15

5

0

30

Total MENA

North Africa

Middle East

preserve competitiveness, and mobilize external financing, thus putting in 
place important preconditions for a healthy economic recovery.*

Finally, it is important to understand the role of tourism as source of 
revenue in the MENA region. With its world-class combination of cul-
tural and natural attractions, the MENA region, according to the World 
Bank,6 has long held a powerful allure for tourists. It has made tourism an 
important source of revenue and growth. In 2011, the industry contrib-
uted an estimated $107.3 billion, representing 4.5 percent of the region’s 
GDP, and accounted for 4.5 million jobs, almost seven percent of total 
employment. Figure 4.9 illustrates the percentage of tourism revenues for 
2010 between the non-Gulf Cooperation Council (GCC) MENA coun-
tries, the MENA and other regions of the world. 

* Ibidem.
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Long-term Issues of the MENA Countries

According to O’Sullivan and Galvez7 at the World Economic Forum 
(WEF), the Arab Spring has accentuated problems in the MENA region 
that already existed for some time. These issues include a high level of 
unemployment, which is more acute among youth, pervasive corruption 
combined with lack of transparency and accountability, a bloated public 
sector that hinders the development of private enterprises, limited levels 
of entrepreneurship, and inflation in resource-poor countries.* Therefore, 
the MENA bloc could substantially benefit from other blocs, particularly 
the BRICS.

To understand how MENA could be further connected with the 
BRICS countries it is important that we take a closer examination of each 
of these internal issues. 

• Unemployment—Data from WEF† suggests that in the 
MENA region the Palestinian Authority has the highest 
unemployment rate (above 20 percent) followed by Yemen, 
Tunisia, Jordan and Algeria (above 10 percent), whereas 
the GCC countries have the lowest rates, as depicted in 
Figure 4.10A. However, unemployment is particularly 
serious among young people (15–24 years old), as depicted 
in Figure 4.10B. 

* Ibidem.
† Ibidem.

Figure 4.9 International tourism receipts (percent total exports), 2010
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As O’Sullivan point out, every year there are about 
2.8 million young workers who enter the labor market but 
they find it increasingly more difficult to procure viable 
employment. Moreover, few countries, such as Saudi Arabia, 
Palestine, Morocco, and UAE have a large percentage of 
unemployed who are educated due to a persistent mismatch 
between job market requirements and skills acquired at a uni-
versity. Lastly, the gender gap in unemployment, meaning the 
very low participation of women in the labor force, indicates 
another missed opportunity for the optimization of resources 
for economic development.

• Corruption, lack of transparency, and poor accountability—
The Arab Spring was motivated in large part for these three 
issues, the solution to which will invariably mean a change 
to the political structures in most of the MENA countries. 

Figure 4.10 Unemployment rates in MENA

Source: O’Sullivan, Rey, and Galvez, 2011, based on World Bank data

35.0
30.0
25.0
20.0
15.0
10.0
5.0
0.0

P.
A.

Y
em

en
T

un
is

ia

Jo
rd

a
n

Eg
yp

t
M

or
oc

co
A

lg
er

ia

Sa
ud

i A
ra

bi
a

U
AE

K
uw

ai
t

Sy
ri

a
M

au
ri

ta
ni

a

2000 2009

(a)

(b) 50

40

30

20

10

0

P.
A.

Y
em

en

T
un

is
ia

Jo
rd

a
n

Eg
yp

t

M
or

oc
co

A
lg

er
ia

Sa
ud

i A
ra

bi
a

U
AE

K
uw

ai
t

Sy
ri

a

EducatedWomenYouth



 CAN MENA’S RISE BE POWERED BY BRICS? 113

According to Transparency International* only two MENA 
countries perform well in the corruption index, Qatar at 7.7, 
and UAE at 6.3†, with the average score for the MENA region 
at 3.1. The reform processes in some MENA countries, such 
as Egypt and Tunisia, however, promise to change the institu-
tional frameworks, with transparency likely to increase.

• Bloated public sector distorts labor markets—Employment 
in the public sector ranges from 22 percent in Tunisia to 
about 33–35 percent in Syria, Jordan, and Egypt, but if we 
exclude the agricultural sector then the public sector employ-
ment reaches 42 percent in Jordan and 70 percent in Egypt. 
The public sector provides higher salaries, job security, and 
social status that the private sector cannot match, thus reduc-
ing the pool of qualified candidates for the private sector. 
Moreover, during periods of crisis many of the MENA’s gov-
ernments have responded by increasing salaries and creating 
more jobs to appease discontent and increase consumption. 
This has short and long term consequences. In the short term 
it offers relief and an economy with a stimulus; in the long 
term it has a negative impact on the public budget’s sustain-
ability, particularly in resource-poor countries, and inhibits 
the innovation and entrepreneurship in the private sector. 

• Low entrepreneurship levels—The World Bank Group 
Entrepreneurship Survey‡ suggests that in high-income 
countries there are about four companies created per 1000 
working people, whereas in the MENA the average is only 
0.63 new firms. In the BRICS region the rates are 2.17 new 
firms in Brazil, 4.3 in Russia, 0.12 in India and no avail-
able data for China or South Africa. Based on the OECD 
research O’Sullivan8 mentioned, low business creation in 

* http://archive.transparency.org/regional_pages/africa_middle_east/middle_
east_and_north_africa_mena, (last accessed on 01/03/2014).
† Scale from low = 1 to high = 10.
‡ http://siteresources.worldbank.org/INTMNAREGTOPPOVRED/Resources/
MNA_Gender_EN_Final.pdf, (last accessed on 01/03/2014).
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MENA region is due to the high barriers for small firms doing 
business (e.g. corruption, licenses, rigid laws, taxes, unfair 
competition), lower social status attached to entrepreneurial 
activity as compared with public sector, and low participation 
of women in the workforce.

• High inflation in resource-poor MENA countries—The 
average inflation in the MENA countries from 1999 to 2005 
was about three percent but it increased to 6.5 percent in the 
following five years (2006–2010). While the resource-rich 
countries found compensatory measures to cope with negative 
effects of inflation, the resource-poor countries did not. The 
reason for high inflation in resource-poor countries is mainly 
due to a spike in import prices of food and fuel. O’Sullivan et 
al.* note that given the rising incomes of middle class in most 
emerging economies and the instability in MENA countries, 
the inflation is likely to continue here. 

In addition to the factors described, the economic growth of the 
MENA region is also due to other economic and structural factors, 
namely low levels of competitiveness in manufacturing sectors, lack of 
export-market diversification, and low intra-regional integration.† These 
issues present opportunities for the BRIC countries, which can provide 
assistance and complementarities for furthering economic development 
in the MENA region. Thus, it is important that we review the recent 
economic developments in the MENA region.

The Economic Impact of the Arab Spring

When comparing the economic performance of the MENA region to 
other regions, we find that MENA countries have been performing rela-
tively well, on par with Sub-Saharan Africa and Latin America, but below 
emerging Asian countries, yet above OECD and EU countries as depicted 
in Figure 4.11.

* Ibidem.
† Ibidem.



 CAN MENA’S RISE BE POWERED BY BRICS? 115

The impact of the Arab Spring has had varying effects in the MENA 
region depending on the extent of the turmoil and economic fundamen-
tals. First, the political and social instability caused an immediate negative 
effect in the countries affected by the turmoil. However, as O’Sullivan 
et al.* noted, the countries with stronger economic fundamentals, such 
as Egypt and Tunisia, are expected to recover faster if a successful political 
transition and economic reform continue to be implemented. In contrast 
countries such as Morocco and Jordan did not experience significant ten-
sions but their respective economies are more exposed to negative spill-
overs and likely to recover at a slower pace. Second, the turmoil caused a 
significant rise in oil prices, which indirectly benefited the resource-rich 
countries. Moreover, the weak economic performance of OECD coun-
tries is likely to have a negative impact in MENA countries as trade and 
investment originated at OECD is likely to remain slow.

Trade Diversification and Intra-Regional Trade are Low

In 2009, the trade of the MENA region was $932 billion in exports and 
$742 billion in imports, however it was not diversified. The major export 
category in MENA countries is oil, representing about 62 percent of total 

* Ibidem.

Figure 4.11 GDP growth by region, percent change, constant prices

Source: O’Sullivan et al., 2011, based on IMF and OECD data
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exports, while the imports are manufactured goods, 54 percent of the 
total imports, as depicted in Figure 4.12. 

Regarding MENA’s partners, as of 2011 the most significant was the 
EU followed by China and the United States, as depicted in Figure 4.13. 
Note however that as a single country China is the most influential trad-
ing partner of MENA.

MENA has failed, however, to increase its global market share in part 
because the region’s exports flow mainly to Europe and are concentrated 
in traditional products. Europe has been the main destination for MENA 
exports, reflecting proximity and long-standing linkages. Since the 1970s, 
the region’s exports to Europe have accounted for close to 60 percent of 

Figure 4.12 MENA’s exports and imports of goods and services with 
the world, by commodity or type of service, 2009

Source: Akhtar, Bolle, and Nelson, 2013
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total exports, while exports to Asia Pacific and Latin America, respec-
tively, have accounted for 15 percent and one percent of total exports. 
Until the mid-1970s, the focus on European markets linked the region 
to an engine of global growth. But, more recently, this focus has implied 
that MENA has not been benefiting from the high growth rates achieved 
in emerging Asian and Latin American powerhouses, including Brazil, 
India, and China.

Notwithstanding, exports from the MENA region have increased sig-
nificantly in the past years. When considering exports as a percentage of 
GDP, MENA’s exports have increased from 35 percent in 1990, to 39.2 
percent in 2000, up to 53 percent in 2009.* However, as O’Sullivan and 
his colleagues noted, a closer analysis reveals two noteworthy trends. First, 
the increase of exports is mainly due to increased value of oil exports from 
resource-rich countries, as depicted in Figure 4.14. 

And second that the current account balance of resource-poor coun-
tries is worsening, as depicted in Figure 4.15. Looking ahead, there are 
unknowns as to the timing of Europe’s recovery. Moreover, there is a 
broad consensus that, over the medium term, growth in Europe will lag 
behind that of emerging Asia and Latin America. As such, it is even more 

* Ibidem.

Figure 4.13 MENA’s major trading partners, 2011

Source: Akhtar, Bolle, and Nelson, 2013.
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important to redirect MENA’s exports to these dynamic regions of the 
global economy, such as the BRICS and ASEAN, and to allow MENA to 
link more closely to the new growth engines and thus provide a founda-
tion for high and sustained growth.

MENA exports, according to IMF’s Masood Ahmed9 have primarily 
concentrated on consumer goods, and less so in high value-added, high 
technology, intermediate and capital goods, which have seen the most 

Figure 4.14 Exports as a share of GDP are high in MENA, but 
manufactured exports are comparatively low
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growth in recent years. Consumer and primary goods currently account 
for 64 percent of total exports in this region, compared to 41 percent for 
Asian countries, 57 percent for Latin American countries and 66 percent 
for African countries. Capital goods, on the other hand, account for only 
six percent of MENA exports, similar to the seven percent in low-income 
countries, while they account for 37 percent of Asian exports and 
11 percent of Latin American exports. These export patterns hold back 
MENA’s potential for trade and, indeed, MENA countries trade less with 
the rest of the world than could be expected. MENA’s total exports in 
2009 amounted to only 28 percent of GDP, compared to 30 percent 
for Asia Pacific, 56 percent when excluding the three largest economies, 
Japan, India, and China, given that large economies typically have lower 
export shares.

When examining the export markets for MENA countries we find 
that the resource-poor countries mostly export to the EU, and that 
intra-regional trade among MENA countries has increased but compared 
with EU and other markets it is still modest, as shown in Figure 4.16. 
Moreover, in terms of trade with the BRICS countries, the exports have 
increased but are not yet significant, which suggests that there may be 
opportunities for further exports into the BRICS markets.

A country’s export volumes are driven partly by characteristics such 
as proximity to markets, tariff rates, the establishment of free trade 

Figure 4.16 Resource-poor countries’ main export market is the EU, 
and BRIC markets is still modest
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agreements or cultural linkages with trading partners. However, these 
characteristics do not explain MENA’s low export-to-GDP ratio–quite 
the opposite. Looking at the exports of the each MENA country, as 
depicted in Figure 4.17, we find other interesting patterns. First, Tunisia 
and Morocco have a large percentage of exports to EU. Second, Mauri-
tania’s exports are concentrated in the BRIC, particularly China, where 
it exports 40 percent of iron ore. Third, Lebanon, Djibouti, and Jordan 
send most of their exports to MENA countries. Lastly, Egypt is the coun-
try with the most balanced export markets. 

Trade variations, as noted by O’Sullivan et al.,10 are due in part to 
varying supply and demand chains. In terms of demand, China imports 
oil, gas and natural resources, and EU manufactured goods.

Foreign Direct Investment at MENA

As of 2010, foreign direct investment (FDI) in MENA countries 
amounted to $64.5 billion, and nearly two thirds of which derives from 
resource-rich countries, namely in Saudi Arabia, which attracted over 44 
percent of MENA’s total FDI.* The resource-poor countries attracted 
about 25 percent of the FDI, as shown in Figure 4.18, with Egypt and 

* Ibidem.

Figure 4.17 Resource-poor countries’ main export market is the EU, 
but to varying degrees
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Lebanon as the main recipients. The remaining FDI was channeled to 
resource-rich countries characterized by political instability. Overall the 
data suggests that investments are attracted by opportunities in resource-
rich countries provided they offer a relatively stable context. 

Interestingly, when considering FDI as a share of GDP (Figure 4.19), 
we find that resource-poor countries are performing better than other 
countries in the region, which points to increasing opportunities for 
investment. The FDI inflow to resource-poor countries jumped from 0.6 
percent of GDP in 1990 to 12 percent in the mid-2000s. Due to the 
financial crisis of 2008–2009, there was a decline, but the relative perfor-
mance of the resource-rich countries remained. 

Figure 4.18 FDI inflows to the MENA region, 2010
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When looking at non-energy sectors that have attracted FDI to 
resource-poor countries we find that it is attributed mostly to service 
industries, namely telecommunications, tourism and construction, while 
the manufacturing industries have received a low level of FDI, as depicted 
in Figure 4.20. 

Integration of BRICS with MENA 

The economic integration of MENA’s region with Brazil, Russia, India, 
China, and South Africa has increased recently with varying levels of inte-
gration. In general this trend brings visible benefits, but it is not without 
challenges. Benefits include increasing revenues through exports, higher 
quality consumer welfare by lowering prices on consumption and low-
ering manufacturing input costs. Challenges consist mainly of increased 
competition for domestic companies in MENA, particularly, as World 
Bank’s Pigato11 noted, for unskilled and resource-intensive manufacturing 
and food items in labor abundant countries. 

The prospect of furthering integration seems to combine a mix of 
economic optimist with political caution. A report by Ernst & Young and 
Oxford Economics12 predicts that MENA’s trade flows will grow fastest 
with Russia, India, and China over the period 2011–2020. Researchers 

Figure 4.20 FDI by economic sector, cumulative 2000–2007, 
percent of GDP
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of this study expect global trade to grow at about 9.4 percent (p.a.), but 
MENA’s trade flows will grow even faster, specifically trade with Russia 
will grow at 14.4 percent p.a., with India at 13.5 percent p.a. and with 
China at 12.5 percent p.a. On the other hand, annual trade with the 
United States, EU, and Japan will grow at slower pace, respectively: 
8.4 percent, 7.7 percent, and 7.3 percent. 

Brazil and MENA’s integration is based on a growing economic part-
nership catalyzed in 2003 when President Lula da Silva proposed the cre-
ation of the Summit South America and Arab Countries.13 Since then 
the volume of trade between Brazil and MENA countries increased at a 
rate of 13 percent per annum, from $4.9 billion in 2002 to $26 billion 
in 2012. 

Yet all this economic optimism may need to be tempered by politi-
cal risks to MENA countries. A cursory glance of this issue, namely, the 
United States changing direction toward the Middle East will be reviewed 
later on in this chapter. The next section examines the prospect of further 
economic integration of each BRIC country with MENA region. 

Brazil and MENA

In 2010, Brazil’s balance of trade with Arab countries was positive. The 
export volume was $12.5 billion and imports were merely $6.9 billion 
only. Exports were concentrated mostly on meat, sugar, minerals, and 
cereals; respectively about 25 percent, 23 percent, 17 percent, and 13 per-
cent of the total exports. The imports were essentially focused in oil 
resources (84 percent). Inward and outward FDI of Brazil and MENA 
countries are of little consequence. UAE investors in the hotel sector in 
Brazil did the most significant investment.*

According to Marcelo Nabih Sallum,14 President of the Chamber 
of Commerce Brazil-Arab Countries, the exponential growth in trade 
between Brazil and the Arab countries is due mainly to the large poten-
tial market of MENA countries. Mr Sallum mentioned that there are 
opportunities to improve bilateral relations not only in trade but also in 
tourism, financial services and investments, construction, and health.

* Ibidem.
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Russia and MENA

The cooperation between Russia and the MENA countries benefits from 
the Soviet legacy. During the 1950 to 1980s the Soviet Union assisted 
Arab nations in building several infrastructure projects, but that coop-
eration ceased and only started to pick up again in the 1990s and 2000s 
particularly after official visits of the Russian presidents to Algeria in 2006 
and 2010.15 According to Senkovich, Russia aims to reestablish cooper-
ation with the traditional partner countries of Algeria, Lybia, Syria, and 
Iraq, as well as enter in the markets of the GCC monarchies’ markets. 

Trade between Russia and MENA was about $14 billion in 2011 
and was largely dominated by the Russian exports (90 percent of trade) 
of precious metals and stones, metal products and machines, transport 
equipment, coal, and arms, as well as oil and petroleum products which 
are exported to non-oil producing countries in MENA. 

In terms of investment, Arab nations are interested in Russian’s tech-
nology expertise in higher value industries such as oil and gas production, 
petrochemicals, remote sensing, water demineralization, nuclear power, 
space, and Information Technology (IT).* On the flip side, Russia is 
interested in attracting investments from Arab resource-rich countries, 
however, Senkovich argues, Arabs perceive Russia as a high-risk market.† 
Yet, he adds, both inward and outward investments between Russia and 
MENA seem to be moving too slowly allegedly due to competition from 
Western countries and China. 

India and MENA

The influence of India and China in the MENA region is growing rap-
idly and is expected to become critical for the development of the three 
regions. Two recent studies have examined the recent economic inte-
gration of MENA region with India and with China (Al Masah Capital 
Management Limited, 2010; Pigato 2009). 

The MENA countries have been major trading partners in meeting 
India’s energy needs, particularly Saudi Arabia (the largest oil supplier to 

* Ibidem.
† Ibidem.
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India), as well India’s export markets, namely UAE (the largest external 
MENA market for India). In 2009–2010, total trade between India and 
MENA countries was $116.9 billion but two thirds of this ($83.9 billion) 
was trade only with the GCC, as depicted in Figure 4.21. 

According to Al Masah Capital,16 the MENA region can benefit 
further from India’s expertise in services, namely IT related industries, 
science and technology, and education. To boost economic ties in the 
MENA region India has been in talks with GCC countries to establish 
a free trade agreement and is now pushing for a quick conclusion of the 
negotiation process. 

The investments between India and MENA are essentially anchored in 
Saudi Arabia. Since mid-2000 more than 100 Indian companies have estab-
lished joint ventures in Saudi Arabia and half of these have reciprocated and 
established joint ventures in India.* Incorporating Al Masah Capital’s report 
in 2006–2007, more than 82 new licenses were granted to Indian compa-
nies in order to establish business in Saudi Arabia. These are expected to be 
valued at roughly $467 billion in Saudi Arabia, mostly in service industries. 

Regarding MENA’s FDI in India, the GCC countries are the major 
investors in India. For example, Saudi investment in India from 1991 to 

* Ibidem.

Figure 4.21 India’s exports and imports to and from MENA 
countries, percent share, 2009–2010

Source: Department of Commerce, India
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2004, was $228 billion, mostly from the industrial sector, (e.g. chemi-
cals, machinery, cement, metallurgy, paper manufacture), as well as in the 
computer software sector. In just the second and third quarters of 2010, 
UAE invested $1,792 billion in India and an additional $326.6 billion 
in Oman.*

In terms of future cooperation, Al Masah Capital points out that 
4.5 million Indians already live and work in the Gulf region in a range 
of jobs from unskilled to professional and highly skilled labors; meaning 
the human capital from India can be a suitable complement to MENA’s 
countries that lack qualified workers. It is suggested that MENA’s oil 
resources combined with India’s technology and human capital may pro-
vide the opportunity to create new ventures and cooperation, particu-
larly in four sectors: real estate development, energy, petrochemicals, and 
transport infrastructure. 

To conclude, it is worth noting that despite political risks in the MENA 
region, India is expected to become its main trading partner by 2013–2015 
(HSBC Bank, 2013). The rich MENA countries, particularly Turkey, 
Saudi Arabia, and Egypt are likely to be the main drivers of India’s exports.

China and MENA

China and India’s spectacular economic rise over the last two decades has 
accelerated their trade with Africa, Latin America, and MENA. Their 
demands for oil, gas, and other natural resources have been forging new 
relationships with MENA countries based not only on energy but also on 
trade, investment, and political ties. Indeed, Dubai has become the new Silk 
Road—the intersection where people, capital, and ideas meet—and Beijing, 
Shanghai, Hong Kong, Mumbai, Riyadh, and Cairo are the new centers.

The future may well bring new opportunities and faster growth 
to MENA countries, but the challenges are formidable. For MENA 
oil-producing countries, faster growth in China and India will increase 
revenues from oil and the difficult choices associated with their man-
agement. For the labor abundant, non-oil producing countries, compe-
tition with China and India will spotlight the need for policy measures 

* Ibidem.
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to increase productivity. This may require broader institutional changes 
seen in China and India—and thus may take time. But the horizon for 
creating much needed employment is shorter, suggesting the importance 
of a pragmatic reform agenda that can accelerate productivity, trade, and 
investment in the region.

Trade between China and MENA has increased significantly in recent 
years. In 2009, China became the largest exporter to Middle East coun-
tries with a two-way trade value of $107 billion.* Saudi Arabia and UAE 
are the two major trading partners of China in the MENA region, with 
the former being the major exporter to China and the latter the main 
importer from China, as depicted in Figure 4.22.

Bilateral trade between Saudi Arabia and China rose to $41.8 billion 
in 2008 and is estimated to reach $60 billion by 2015 based mostly on 
oil exports to China.† Trade between China and UAE has been centered 
mostly on exports of low-cost Chinese goods into UAE and base materials 
and related materials from UAE to China. 

A report focusing on the link between MENA and China (Arabia 
Monitor, 2012) indicates that there are growing trading synergies between 

* Ibidem.
† Ibidem.

Figure 4.22 China’s exports to MENA (left) and China’s import from 
MENA (right), percent share, Jan–Oct 2008

Source: Ministry of Foriegn Trade, People’s Republic of China
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the two regions not only in the traditional oil and resources sectors but 
also in agriculture and industry. With the decline of exports to Europe 
MENA’s food exporters are expected to capitalize on China’s increasing 
food demand. The same research indicates that Chinese industrial con-
glomerates (particularly in the automobile industry) also are expected to 
invest directly in MENA countries in order to gain faster access to the 
markets in the region. While China’s FDI in the region represents just 
1.5 percent of its total investment outflow, in terms of MENA’s FDI it 
represents 3.5 percent of the total inflow. Thus the effects of Chinese 
integration are likely to create significant impact. 

South Africa and MENA

For centuries, trade has been integral to most countries that constitute 
the MENA region. As momentum in global business shifts toward greater 
intra-emerging markets, or “south-south” trade and investment, the 
MENA economies are well positioned to benefit. But how far and fast 
the MENA region integrate into these new economic relationships will 
depend on how executives from other emerging markets view it, and how 
such perspectives may differ from those of their peers in the developed 
world. Hence, it is important to understand a few historical facts regard-
ing the MENA region to better understand its impact on global trade.

Historical Perspectives

At the beginning of the 1990s, just before the end of Apartheid, South 
Africa had diplomatic relations with no country in the Middle East except 
Israel, another country with limited ties to nations in its own region until 
the end of the Cold War.* Before Israel’s recognition as a nation in 1948, 

* It should be noted, however, that Israel had great success in developing relations 
with independent African states beginning with the decolonization of Ghana in 
1957, but due to expanding Arab influence in Africa, especially around the time 
of the Yom Kippur/Ramadan War of 1973, Israel was drawn closer to white-ruled 
South Africa, another so-called Pariah state; these ties also included controversial 
military cooperation.
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the same year that Apartheid became official government policy, South 
Africa had established diplomatic relations with Egypt. Formal relations 
with Lebanon and Iran came later. Egypt had become a prominent sup-
port of African liberation organizations following the establishment of 
the Arab nationalist regime of Gamal Abdel Nasser in 1956 that lasted 
until the early 1960s. 

According to Michael Bishku, on an essay published at the Middle 
East Policy Council Journal,17 in Lebanon’s situation, trading relations 
continued until the mid-1970s, at which time they were formally severed 
due to pressure from the Arab League states. As for Iran, the Islamic Rev-
olution brought a definitive end to relations with the Apartheid govern-
ment. Naturally, Jewish and Lebanese ethnic populations in South Africa 
are factored in, with regard to Israel and Lebanon. As for Egypt, it was the 
most important African country aside from South Africa and one of only 
a few independent African states until the late 1950s, the others being 
Ethiopia and Liberia. 

In addition, South Africans were militarily involved in Egypt during 
WWII as part of British Commonwealth forces fighting the Germans. 
During that war, Reza Shah Pahlavi, ruler of Iran from the 1920s, was sent 
into exile on Mauritius—but later moved to South Africa, where he died 
in 1944—by the British, who accused him of German sympathies; his son 
and successor, Muhammad Reza Pahlavi, who faced a Soviet threat to his 
rule following WWII, viewed South Africa as a bulwark against the spread 
of communism and, like Israel, an important market for Iranian oil. The 
shah was a rival of Nasser, who looked toward the Soviet Union for mili-
tary support during the mid-1950s, when Soviet leader Nikita Khrushchev 
began supporting Third World liberation movements. Diplomatic relations 
between South Africa and the Soviet Union were severed during his time.

Perspectives on Investments Inflow and Trade

According to a survey conducted by Lewis, Sen, and Tabary for the Econ-
omist Intelligence Unit18 in July 2011, there are striking differences in the 
way respondents from different regions of the world perceive the MENA 
region as a place of doing business. Of course, there are similarities too. 
According to the survey, most multinational companies plan to expand 
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significantly in the region, especially in the Gulf States. And most cite 
concerns over political risk, bureaucratic red tape and, in particular, a per-
ceived lack of transparency in the region. However, there are major differ-
ences in the way that executives from different regions view the prospects 
for democracy in the Middle East and the likely implications for their 
own businesses. The culture and norms of respondents’ home markets 
also seem to influence their attitudes toward such factors such as volatility 
in the business environment, corruption and diversity. 

Lewis, Sen, and Tabary* argue that the Middle East region will ben-
efit strongly from accelerating “south-south” business, particularly with 
increasing trade between emerging markets. While executives from all 
regions expect the Middle East to feature more prominently in their 
global business plans over the next five years, it is among Latin American 
firms, followed by those from Asia-Pacific and North America, where this 
trend is most pronounced. 

Businesses’ views on the potential impact of the Arab Spring on trade 
and investment are divided. While investors broadly welcome the out-
break of pro-democracy movements across the Middle East, the upheavals 
of the Arab Spring create short-term political risk that can dent business 
confidence. Almost one-half of all respondents of the Economist Intel-
ligence Unit survey report† agree that the current unrest in the region is 
likely to have an adverse effect on their business in the near future. 

The UAE is the most favored destination in the Middle East for busi-
ness expansions and trade, with expansion plans centered on the wealthy 
Gulf States, probably reflecting the beneficial impact of high oil prices on 
the economic outlook for these countries. The Gulf States also are favored 
due to the perception that political risk is lower than in other countries in 
the region. The UAE is by far the most popular investment and trading 
location, cited by 63 percent of respondents overall. Latin American execu-
tives also showed strong interest in Egypt and Morocco. Emerging-market 
firms are more likely to focus activities on less saturated markets and sectors. 

Latin American firms are less worried about the impact of polit-
ical turmoil on business in the Middle East than any other region in 

* Ibidem, pp. 3–4.
† Ibidem.



 CAN MENA’S RISE BE POWERED BY BRICS? 131

the world. According to Lewis, Sen, and Tabary survey* 55 percent of 
total respondents from Latin America say that the political upheaval seen 
recently in the region (2013) is unlikely to affect business adversely in the 
medium to long term, compared with 43 percent of respondents from 
both North America and Asia-Pacific. This could reflect the fact that 
many Latin American countries have come through their own transitions 
from authoritarian or military rule to democracy in the past 25 years. 
Nevertheless, a majority of investors, unsure how to handle rapid change, 
say that if forced to choose, they would prefer stability over democracy. 

Corruption is less of a concern for emerging-market firms than it is 
for businesses from developed markets. Corruption is a relatively minor 
concern for emerging-market investors in the Middle East, especially 
among Asian and Latin American companies. However, for European 
and North American firms, corruption is cited as having a major impact 
on operations, possibly reflecting tighter anti-corruption legislation, such 
as the Foreign Corrupt Practice Act (FCPA), in their home markets. 

Cultural factors also present major concerns for emerging-market 
businesses. A significant minority of the Economist’s† survey respondents 
from all regions adheres to the view that businesses and workers may face 
discrimination on the basis of gender, race or nationality in the Middle 
East. Attitudes toward women and ethnic minorities significantly deter 
economic development of the region. Almost half of Latin American 
businesses believe that the business culture of the Middle East is more 
suitable for corporations from other emerging markets than for corpo-
rations from advanced economies. Some emerging-market investors also 
expressed concern that their goods, services or employees are not treated 
on par with those from Western countries.‡ 

The burgeoning youth population that is demanding political change 
in the Middle East is also valued as an economic resource. Demographics 
are seen at least as important as oil and gas resources when it comes to 
driving opportunities for business in the Middle East. Nearly 50 percent 

* Ibidem, pp. 5–6.
† Ibidem.
‡ Ibidem.
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of all Economist’s survey* respondents expect business opportunities to 
emerge from the growth of a new middle class, while 41 percent cite the 
growing youth population as a source of opportunity. Respondents from 
Europe are particularly likely to value the region’s demographics, proba-
bly reflecting concerns about slowing population growth, aging popula-
tions and market saturation in their home markets. Fifty-two percent of 
European respondents cite the growth of young population as a source of 
opportunity, compared with just 33 percent who cite commodities. 

The gradual shift toward emerging markets reflects policy decisions by 
Middle Eastern governments, including the region’s major oil exporters, 
who are well aware that their future top customers are located in Asia, 
and not in the G-7 group. Indeed, when the current Saudi ruler, King 
Abdullah bin Abdel-Aziz Al Saud, came to the throne, his first overseas 
trip was to Beijing, not to the United States or UK. For a brief period 
in 2009, China imported more oil from Saudi Arabia than the United 
States—something that may become a permanent reality in the near 
future assuming Chinese oil consumption grows and the United States 
continues its policy of reducing its reliance on Middle East oil. Moreover, 
some of the region’s authoritarian rulers have been particularly attracted 
to the so-called China model: focusing on economic development but not 
on political reform. In contrast to the United States or Europe, China 
does not seek commitments on human rights in order to sign trade deals. 
While China’s approach to trade may appeal to authoritarian regimes in 
the Middle East, this year’s Arab Spring of popular uprisings in favor of 
greater democracy is likely to force governments in the region to recon-
sider their foreign and trade policies. 

South Africa has expressed keen interest in expanding its trade rela-
tions with the MENA bloc. In late November 2013, the South African 
Department of Trade and Industry (DTI) lead a business delegation to 
the Middle East, one of South Africa’s important trade zones, with the 
objective of enhancing trade and investment relations in that region. 
According to the news outlet allAfrica,19 DTI’s outward trading mission 
to Saudi Arabia and Kuwait was aimed at building the commitments 
made by the DTI to expose South African companies to the Middle East 

* Ibidem.
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market and to deepen bilateral trade and investment relations between 
these countries.

DTI’s Minister, Rob Davies, argues that the Middle East is an import-
ant trade zone for South Africa, holding great potential for South Africa 
as an export market, and serving as a potential source of FDI, as he sees 
the Middle East as one of the world’s fastest growing markets for man-
ufactured products and services.* Indeed, Saudi Arabia is South Africa’s 
largest trading partner and second largest export destination in the Gulf 
region. In 2012 alone, total bilateral trade between the two countries 
amounted to R61.7 billion rand. Kuwait is one of South Africa’s major 
trading partners, and is the sixth largest export destination in the Middle 
East, with a total bilateral trade between the two countries amounted to 
R246 million rand in 2012.

Turkey also has a role to play in South African DTI’s trade mission, 
as its Deputy Minister, Elizabeth Thabethe, has been focusing on an out-
ward selling and investment mission to that country. According to Tha-
bethe both South Africa and Turkey are featured in one another’s top 40 
lists of imports and export trade partners. The two countries are regional 
powerhouses in their respective regions. South Africa’s exports to Turkey 
have been steadily increasing to an extent that the trade deficit in favor of 
Turkey has been significantly reduced.

Currently, South Africa conducts trade with MENA in various indus-
trial sectors including agro-processing, manufacturing machinery and 
equipment, and capital equipment. Turkey has targeted the following sec-
tors for the mission: energy, mining, infrastructure, information and com-
munication technology, capital equipment and engineering, and textiles.

In concluding this section, it is worth mentioning that, according to 
Cashin, Mohaddes and Raissi,20 the MENA countries are more sensitive 
to macroeconomic developments in China than to shocks in the EU or 
the U.S. According to McKinsey Consulting,21 trade flows between China 
and the GCC are expected to rise to between $350 and $500 billion  
dollars by the year 2020. This supports the idea that the interconnected-
ness between China and MENA region will be a significant force shaping 
the world economic environment. 

* Ibidem.
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Rising Together?

In March 2013, the fifth BRICS summit was held in Durban, South 
Africa. The heads of these governments acknowledged the need to oper-
ationalize the recommendations received by the think tanks of their 
countries. There is a need to accelerate from talk into action. One idea 
shared during the meetings was the possibility of the BRICS countries 
to create a new development bank, one mandated to assist developing 
nations (south-south development). Deen22 mentioned that one area of 
intervention of this bank could be to assist some MENA countries, spe-
cifically Egypt, who is seen as having significant influence in the Arab 
world.* 

Certainly, companies around the globe recognize the long-term eco-
nomic potential of the Arab world. Trade between Middle East coun-
tries and others, particularly those from emerging markets, has been 
increasing for years, and is likely to grow further as part of a broader 
trend of greater economic exchange between non-OECD countries. 
Political authoritarianism and instability have forced many investors 
to think twice about their plans in the short term, although many 
emerging-market firms appear less worried about volatile operating 
conditions. A significant minority of executives in all regions (except 
the Middle East itself ) believes that local attitudes toward women and 
ethnic minorities would hold back the region’s economic development. 
Nevertheless, the current upheavals of the Arab Spring are giving hope 
to investors from all regions that, despite obvious short-term difficulties 
inherent in political transition, a more transparent business environment 
will emerge eventually. 

MENA Countries Attract Less FDI 
Than Other Emerging Markets

While concerns about corruption, infrastructure and political uncertainty 
will remain worrisome in the medium term, the opportunities deriving 

* Ibidem.
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from a young and growing population are all too evident, and our sur-
vey shows that investors from all regions are planning major expansion 
into the MENA region. Firms from other emerging markets are increas-
ingly seeking opportunities outside the oil and gas industry, in the 
less-developed sectors and countries across the region. Latin American 
firms are leveraging their expertise in fostering innovation in agriculture. 
Others are finding a niche in providing goods and services by competing 
on price or quality. 

For companies from industrialized countries and emerging markets 
alike, significant challenges remain in doing business and attracting FDI 
in the Middle East. But the region is changing in visible ways, as made 
clear from the Arab Spring, and in ways that are more imperceptible, as 
in the recalibration of policies and attitudes toward business. The region 
today represents opportunities that businesses around the world are keen 
to grasp. Given the trends in global trade and investment, it is more than 
likely that the attractiveness of the opportunities will outweigh the risks 
over time.

According to Daniele and Marani,23 however, the underperformance 
of MENA countries to attract FDI is due to several major factors, namely: 
the small size of local markets and lack of real economic integration; 
changes in international competition for FDI; slow institutional and 
trade reforms; and political and macroeconomic instability. However, to 
overcome these obstacles MENA countries need to improve their gover-
nance systems that, according to various indicators, display poor perfor-
mance, as depicted in Figure 4.23.

The MENA region encompasses countries with diverse wealth con-
centrations and resource levels, widely divergent economic structures and 
trajectories ranging from wealthy Gulf monarchies to poor countries such 
as Yemen.24 As Cammett* pointed out the development of MENA coun-
tries is shaped not only by economic and institutional factors but also by 
the culture and history of these countries. While most of the explanations 
regarding development in MENA countries are valid there is still no clear 

* Ibidem.
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understanding of what are the most important factors, and more impor-
tantly of how political and economic institutions in MENA region will 
reproduce and change in the future. The future presents opportunities 
for both the MENA and BRIC countries to cooperate further but not 
without uncertainties and risks. 

Opportunities in the MENA Region

Growth and trade in the MENA region is constrained by several factors. 
On the one hand, growth is hindered by difficulties in access to finance, 
labor skill disparities and shortages, and electricity constraints.25 On the 
other hand, underperformance in MENA’s trade is constrained by logis-
tics and transport limitations and inefficiencies in custom clearance pro-
cesses.26 Despite such huge challenges, O’Sullivan and colleagues27 noted 
that there are some clear opportunities in the MENA region to consider, 
and which the BRIC countries should be aware of when developing rela-
tions with MENA. The opportunities are as follows: 

• The young population as a market and labor force. As the 
average age in the MENA countries is just 25 years, well 
below other emerging regions, there will soon be a larger labor 

Figure 4.23 MENA governance indicators

Source: Daniele and Marani, 2006 
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Jordan 149 116 79 95 84 70

Lebanon 155 161 121 142 117 127

Libya 203 112 157 197 145 175

Morocco 142 126 92 120 101 93

Syria 201 151 153 187 122 153

Tunisia 171 101 64 118 89 78

Turkey 123 144 89 110 96 106
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force and consequently a rise in consumption levels. How-
ever, for this opportunity to materialize governments need to 
develop institutional frameworks that promote essential social 
needs, namely education, employment, health, and housing. 
Renewable energies, including solar sources in all MENA 
countries, hydropower (Egypt, Iran, Iraq, and Syria) and 
wind (along the Red Sea and Morocco’s Atlantic coast). The 
International Energy Agency forecasts that by 2035 the use of 
renewables for electricity generation could reach 33 percent 
and FDI reach $400 billion provided that adequate policies 
and institutions are implemented. 

• The tourism sector already represents a large industry in 
some MENA countries and provides significant sources of 
employment and exports. MENA countries have traditionally 
targeted tourists from European and Gulf markets, however, 
with increased purchasing power of people in emerging coun-
tries MENA can expand into new tourism markets. 

• Agro-industries in MENA countries with sufficient water 
resources also offer significant growth potential. Such coun-
tries include Iraq, Lebanon, Morocco, Egypt, and Syria. 
The opportunities will exist in both domestic and emerging 
markets essentially due to demographic trends and eco-
nomic growth. Internally, the demographic trend in the 
MENA region and its subsequent expected consumption 
(as described earlier), there will be higher demand for food 
products. The same phenomenon can already be seen in other 
emerging countries, such as China. One particular benefit of 
the agro-industries is that it will open up business opportu-
nities and create employment in related industries upstream 
(farming) and downstream (handling, packaging, processing, 
transporting, and marketing). 

• And of course there will be a plethora of opportunities in 
the energy sector. The resource-rich countries of the MENA 
region account for nearly 60 percent of the world’s oil reserves 
and 45 percent of the natural gas reserves. This sector will 
continue to attract investments, technology, and know-how.
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The United States Changes Direction 
in the Middle East

By M.K.Bhadrakumar*
The politics of the Middle East are undergoing a period of great turbu-
lence emanating from changes in direction of the regional policies pur-
sued by the United States. When the ship makes a turnaround, it has to 
be over an arc, and it is now possible to discern the reset of the compass.

This is primarily being felt in the Obama administration’s rethink on 
the Syrian conflict and its decision to constructively engage with Iran. 
Neither is an afterthought, but rather they took time to mature. . .

To take Syria first, Leslie Gelb, President Emeritus at the Council on 
Foreign Relations in New York needs no introduction as an influential 
voice in the U.S. foreign policy establishment. His views on the Syrian 
conflict will always merit attention—especially when aired through the 
Voice of America (VOA).

Gelb made four key points on Syria in an exclusive interview with 
the VOA. First, the specter that haunts all the parties inside Syria as well 
as the U.S.’ friends and allies who neighbor Syria—Iraq, Turkey, Jordan, 
Israel—is the rise of the jihadi. Second, the elimination of the jihadis 
will take time because they are seasoned fighters and it is best achieved 
through cooperation between the Syrian regime and the moderate reb-
els. The basis of such cooperation could be through a “power-sharing 
arrangement, mainly along federal lines,” as stated by Gelb. Third, there 
is urgency to lay the basis of cooperation between the regime and the 
moderate rebels—that is, as argued by Gelb, “how they could compro-
mise and live together.” Or  else, Geneva 2 may not prove productive. 
And fourth, the United States is according to Gelb, “beginning to change 
direction” as it has “finally figured out… that the only way to stop this 

* Mr. Bhadrakumar is a former career diplomat in the Indian Foreign Service 
whom devoted much of his three-decade long career to the Pakistan, Afghanistan 
and Iran desks in the Ministry of External Affairs and in assignments on the 
territory of the former Soviet Union. After leaving the diplomatic service, he 
took to writing and contributing to The Asia Times, The Hindu, and Deccan 
Herald. I, Dr. Goncalves, appreciate his valuable contribution to this chapter. 
Mr. Bhadrakumar lives in New Delhi, India.



 CAN MENA’S RISE BE POWERED BY BRICS? 139

fighting is to work something out between the moderate rebels and the 
Alawites.”*

For example, the United States has stopped saying that Syria’s pres-
ident, Assad, must go. That used to be the hallmark of U.S. policy. 
The United States no longer says that anymore. The U.S. administration 
says only he has lost legitimacy, and that it wants him and his government 
to come and participate in negotiations. So that’s changed. Also changed 
is the notion that the United States can simply help the rebels, as it finally 
realized that it does not exactly know who these rebels are and what they 
can do. After all, they have never gotten fully organized. And there’s a 
big gap, it seems, between the rebels the U.S. deals with and that council 
[Syrian National Coalition] in Turkey and the good rebels fighting in the 
field.

Indeed, it is palpable that the United States is currently supportive of 
the series of diplomatic initiatives Moscow has been taking during early 
fall 2013 in a renewed push for a Syrian peace conference. The Russian 
Deputy Foreign Minister Mikhail Bogdanov met the Syrian National 
Coalition (SNC) representatives in Istanbul during that time. The SNC 
also had come under American pressure to accept Russia’s invitation to go 
to Moscow to discuss the peace conference.

Equally, there has been a sea change in the U.S. Iran standoff. 
The probability that the ongoing negotiation of the P5+1† is high and 

* Today, Alawites represent 12 percent of the Syrian population and are a sig-
nificant minority in Turkey and northern Lebanon. The Alawites, also known as 
Alawis, are a prominent mystical religious group centered in Syria who follow a 
branch of the Twelver school of Shia Islam (the largest branch of Shi’a Islam), but 
with syncretistic elements. Alawites revere Ali (Ali ibn Abi Talib), and the name 
“Alawi” means followers of Ali. The sect is believed to have been founded by Ibn 
Nusayr during the 8th century. For this reason, Alawites are sometimes called 
“Nusayris,” though this term has come to have derogatory connotations in the 
modern era. 
† The P5+1 is a group of six world powers, which in 2006 joined the diplomatic 
efforts with Iran with regard to its nuclear program. The term refers to the P5 
or five permanent members of the UN Security Council, namely U.S., Russia, 
China, United Kingdom, and France, plus Germany. P5+1 is often referred to as 
the E3+3 (or E3/EU+3) by European countries.
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Iran may produce an interim nuclear deal. Contrary to the widely held 
view that the Obama administration’s push to reach an interim agreement 
with Iran would be torpedoed on Capitol Hill, the Democratic leader-
ship in the U.S. Senate, in particular the heads of the Armed Services 
Committee, Carl Levin, and Intelligence Committee, Dianne Feinstein, 
have concurred that this would be a bad time to impose new sanctions 
against Iran when negotiations are under way.

The former U.S. national security advisors Zbigniew Brzezinski and 
Brent Scowcroft have written a letter to the Senate Majority Leader Harry 
Reid strongly pleading, “If more sanctions are enacted now, as these 
unprecedented negotiations are just getting started, this would reconfirm 
Iranians’ belief that the United States is not prepared to make any agree-
ment with the current government of Iran. We call on all Americans and 
the U.S. Congress to stand firmly with the President in the difficult but 
historic negotiations with Iran.”28

Indeed, Gelb himself is on record that a short-term deal “would lead 
to the Mideast equivalent of ending the Cold War with the Soviet Union 
. . . [and] could reduce, even sharply, the biggest threat to regional peace, 
an Iranian nuclear bomb, and open pathways to taming dangerous con-
flicts in Syria, Iraq, and Afghanistan.”*

Therefore, there is cautious optimism that an agreement can be final-
ized. The leaders of Russia, China, and UK have had telephone conversa-
tions with Iranian President Hassan Rouhani. After a fall 2013 meeting 
President Obama, Secretary of State John Kerry, and National Security 
Advisor Susan Rice called with key U.S. senators, the White House issued 
the following statement, “We have the opportunity to halt the progress 
of the Iranian (nuclear) program and roll it back in key respects, while 
testing whether a comprehensive resolution can be achieved.”29 It warned 
that if there is not an initial agreement, Iran will continue making prog-
ress on increasing enrichment capacity, growing its stockpiles of enriched 
uranium, installing new centrifuges, and developing a plutonium reactor 
in the city of Arak.

Meanwhile, Iran’s surprise announcement that relinquishing its insis-
tence that the world powers should acknowledge explicitly its right to 

* Ibidem.
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enrich uranium deftly sidesteps a potentially tendentious aspect of the 
dispute and shifts the emphasis to practical steps that can be agreed on 
the interim.

Of course, it is not going to be a cakewalk for the Obama adminis-
tration and a showdown is still very much possible between the White 
House and Congress regarding Iran. The conflict in Syria is not so much 
a contentious (and emotive) issue for the U.S. political establishment as 
the situation around Iran is, but everything converges ultimately on how 
the Obama administration will handle U.S. foreign policy in the Middle 
East for remainder of his presidency.

What makes this a high stakes contestation is that this is both a real 
time fight as well as a struggle over long-term issues. Let’s not forget, rela-
tions between the Obama administration and the Israeli government led 
by Prime Minister Benjamin Netanyahu have entered uncharted waters 
and the latter has launched a full-scale attack on the entire trajectory of 
Obama’s Middle East policies. Compounding matters further, Israel’s 
concerns are not exclusively its own, but are shared by other U.S. key 
allies in the region, especially Saudi Arabia.

Due to a combination of circumstances including the searing expe-
rience in Iraq, crisis of the U.S. economy, and the U.S. public’s lack of 
support for war, all against the backdrop of a rebalance in Asia, Washing-
ton wants to reduce its military “footprint” in the Middle East, whereas, 
U.S.’ alliances in the region tried to pressure the Obama Administration 
into launching new wars against Syria and Iran. In his United Nations 
General Assembly speech in September 2013, President Obama virtually 
admitted the United States’ helplessness in modulating the Arab Spring 
and spelled out that Washington’s core concern in the Middle East would 
narrow down to four areas: protect allies from external aggression, ensure 
the free flow of oil, prevent proliferation of weapons of mass destruction, 
and counter the al-Qaeda threat.

Conceivably, the United States appears to be distancing itself from its 
entangled alliances so as to avoid being cajoled into conflicts from its clos-
est regional allies. In a manner of speaking, the Obama Administration is 
seeking an optimal regional policy to suit U.S. interests rather than Israeli 
or Saudi interests. This is not tantamount to a “strategic retreat” from 
the region and it does not necessarily mean that U.S. interventionism is 
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gone forever. It means simply that Washington’s actions will be guided 
by a range of U.S. interests rather than succumbing to Israeli demands 
or Saudi Arabia’s regional ambitions. If this reset is carried to its logical 
conclusion, the balance of forces in the Middle East will be transformed 
beyond recognition.



CHAPTER 5

Frontier Markets

The Next Emerging Markets

Overview

Two thousand years ago, everything outside of Rome was a frontier mar-
ket. Three hundred years ago, everything outside of Europe was a frontier 
market. The emerging countries of today were the frontier as recently as 
30 years ago. Now, we’d say that any country outside of the MSCI All 
Country World Index is a frontier market, at least from the perspective of 
investors in the advanced economies and especially in the United States.

Lawrence Speidell* argued that the United States, as the leading 
economy in the world as measured by both capitalization and trading 
volume, was a frontier market in 1792. At the time, the Buttonwood 
Agreement was executed at an outdoor location, under a buttonwood tree 
in New York City. It required brokers to trade only with each other and 
to fix commission rates. China too was a frontier market by the late 70’s 
and early 80’s, and today, it is the second largest economy in the world, 
although it is classified as an emerging market.

The same was true for Argentina, once a frontier market, but by 1896, 
it was about three-quarters as prosperous as the United States and had 
one of the world’s leading stock markets. The country’s long decline, at 
least in relative standing, resulted in purchasing power parity GDP per 
capita in 2002 that was only double the 1896 level, whereas the United 
States grew sevenfold over the same period. Even though Argentina has 
enjoyed a strong recovery and is a solidly middle-income economy, as of 

* Speidell, Lawrence (2011-05-13). Frontier Market Equity Investing: Find-
ing the Winners of the Future (Kindle Locations 67–68). CFA Institute. Kindle 
Edition.
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this writing, its equity market is still classified as a frontier market because 
of capital controls that were imposed in 2005. In 2011, the country was 
in the process of removing these controls, but in 2013 and 2014 much of 
its progress was derailed, and inflation is accelerating and projected to hit 
40 percent in 2014. Nonetheless, most frontier markets are more devel-
oped than we think, and set for fast economic growth.

Frontier markets are sometimes referred to as “pre-emerging markets.” 
These are countries with equity markets that are less established, such as 
Argentina, Kuwait, and Bangladesh. They tend to be characterized by 
lower market capitalization, less liquidity and, in some cases, earlier stages 
of economic development. But such markets are not just growth mar-
kets in distant places; they represent more than 1.2 billion people. These 
emerging and frontier countries are also placing increasing demands on 
the world’s resources, as they become intensive consumers of basic com-
modities to support their infrastructure development and manufacturing. 
In the 1950s, the U.S. Interstate Highway System was built, and China is 
building its equivalent now. This trend is echoed in railway construction, 
power plant construction, and new building and bridge construction. 
And it is not just China either. Developing countries around the world 
are undertaking such projects.

In the words of Speidell, 

It is easy to read articles with negative headlines and decide to 
avoid these markets. It is easy to think of only “big men” dictators 
and desperate poverty. But a traveler who reads only the headlines 
might also avoid Los Angeles and New York City. The truth is that 
most people in frontier countries are hard workers. They are try-
ing to get an education, get a job, raise a family, and live in peace. 
They know all about Hollywood movie stars, basketball, and the 
World Cup. And they know a lot about getting by with less. It has 
been said, “they’ve been doing so much with so little for so long, 
they could do anything with nothing.”*

* Speidell, Lawrence (2011-05-13). Frontier Market Equity Investing: Finding 
the Winners of the Future (Kindle Locations 132–136). CFA Institute. Kindle 
Edition.
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For several decades, frontier markets have been caught in a vicious circle 
of poverty, with little ability to develop savings for investment in future 
growth. What investment occurred in frontier countries was done by colo-
nial powers that took out more than they put in. Foreign direct investment 
(FDI) is highly correlated with GDP growth and can be used as a measure 
of how the developing economies are faring in globalization. As FDI inflows 
increase in these markets, we believe that the frontier market growth oppor-
tunity is similar in many ways to the opportunity that existed 20 years 
ago for emerging markets, especially taking into consideration many of the 
mineral resources these countries have, as depicted in Figure 5.1.

Nonetheless, due to its small, unpopular, and illiquid economies these 
countries have not yet fully joined the global investment community. 
Nonetheless, many have already joined the global economic community, 
as several of these countries have matured, improved their economic and 
trading policies, strengthen their institutions, achieved greater global cred-
ibility, and, in various cases, hoarded substantial foreign exchange reserves. 

Figure 5.1 Mineral resource ranks for some of the frontier countries

Source: Speidell, Lawrence*

* Speidell, Lawrence (2011-05-13). Frontier Market Equity Investing: Finding the 
Winners of the Future (Kindle Locations 612–615). CFA Institute. Kindle Edition.
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Algeria 6 Barite

Algeria l Lead

Algeria l Zinc

Armenia 6 Molybdenum

Armenia 2 Rhenium

Botswana 8 Copper

Botswana 2 Diamonds

Botswana 15 Nickel

Botswana 2 Soda

Bulgaria 14 Barite

Guinea l Bauxite

Guyana 8 Bauxite

Kazakhstan 11 Bauxite

Kazakhstan 8 Bismuth

Kazakhstan 9 Boron
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Figure 5.2 shows how frontier markets such as Kenya, Bulgaria, and 
the United Arab Emirates (UAE) have improved more than 40 percent 
during 2013. Note that most of them experienced much more growth 
than developed markets (advanced economies), which averaged about 
12 percent, and emerging markets at negative five percent. 

When assessing frontier markets one should consider purchasing 
power parity (PPP) figures because they take into account the living stan-
dards of local people who may earn little but can live well because their 
money can go far when they buy inexpensive local products and services. 
When evaluating a country’s GDP at PPP exchange rates it takes into 
consideration the sum value of all goods and services produced in the 
country valued at prices prevailing in the United States. This is the mea-
sure most economists prefer when looking at per-capita welfare and when 
comparing living conditions or use of resources across countries. 

For instance, as shown in Figure 5.3, in Cambodia, Malawi, and Ban-
gladesh, local prices are extremely cheap, whereas in Kuwait, Slovenia, 
and Cyprus, they are close to world levels. In contrast to these coun-
tries, Denmark’s GDP per capita in nominal 2008 dollars is $46,314, but 
prices are so high that on a PPP basis, it is only $32,333.*

* According to Trading Economics as of 06/13/2014: http://www.tradingeco-
nomics.com/denmark/gdp-per-capita

Figure 5.2 Percentage change in MSCI frontier market index for 2013

Source: MSCI, Reuters
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Figure 5.3 GDP per capita comparison: nominal dollars and PPP-
adjusted dollars, 2008

Source: Speidell, Lawrence*

* Speidell, Lawrence (2011-05-13). Frontier Market Equity Investing: Finding 
the Winners of the Future (Kindle Location 243). CFA Institute. Kindle Edition.

Country
CUP per capita

(nominal $)
CUP per capita

(PPP-adjusted $) Difference
Cambodia $ 651 $ 1,905 192%

Malawi 299 837 180

Bangladesh 494 1,334 170

Vietnam 1,052 2,785 165

Tanzania 482 1,263 162

Pakistan 1,013 2,644 161

Uzbekistan 1,022 2,656 160

Uganda 459 1,165 154

Sri Lanka 2,020 4,560 126

Zambia 1,134 1,356 20

Latvia 14,909 17,100 15

Venezuela 11,230 12,804 14

Kuwait 42,102 46,575 11

Slovenia 26,779 27,605 3

Cyprus 24,895 24,789 0

An analysis of PPP GDP per capita over the past 30 years shows that 
China started behind India ($250 versus $415 in 1980) but has now 
surpassed it ($5,962 versus $2,972 as of 2008). China is in a quest for 
continuous and significant geopolitical gains through its investments in 
frontier countries, whereas many advanced economies (particularly in the 
West) have cut back because of political preferences and budget pressure 
from the current economic slowdown. India is another emerging country 
that is active in Africa, which is no coincidence because for generations, a 
large number of Africa’s entrepreneurs have been of Indian heritage. Even 
Russia has joined the skirmish, with then President Medvedev touring 
Egypt, Nigeria, Angola, and Namibia back in June 2009 in search of trade 
and investment deals.
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The breakup of the Soviet Union dramatically affected the economies 
of the constituent members. By far the largest is Russia, where GDP per 
capita fell from $9,052 in 1989 to $6,303 in 1996 (a 31 percent decrease, 
which is more severe than the Great Depression in the United States) 
before more than doubling to $13,392 in 2008. In contrast, Botswana, a 
frontier country that fortunately discovered diamonds shortly after gain-
ing independence in 1962, has shown dramatic improvement in its GDP 
per capita.

Progress, however, has not been across the board, as monetary and 
fiscal policies, FDI inflow imbalances, and stock vulnerabilities vary 
widely across these economies. This situation is aggravated by the fact the 
mainstream media tend to emphasize negative news of conflicts, violence, 
drought, flood, and human suffering in frontier markets, causing public 
opinion to categorize them with negative connotations. Behaviors such 
as of Robert Mugabe, president of Zimbabwe, who allowed inflation to 
reach an absurd 231,000,000 percent in 2008 is an example of such news 
that foster the development of a general prejudice, such as not trusting 
any government in Africa. 

We believe each country should be judged on its own merits. For 
instance, in the frontier countries of Africa and Asia, the financial sec-
tor for consumers is almost totally undeveloped. According to Speidell, 
“Ghana, for example, has 22 million people but only 1.5 million bank 
accounts, fewer than 500,000 debit cards, and almost no credit cards. 
Nigeria has 148 million people and only 20 million bank accounts. Mort-
gages and auto loans are practically unheard of in these countries. Many 
banks in frontier countries take customers’ deposits and pay low interest 
rates of 2–4 percent.”* Then, they simply make government and commer-
cial loans at 10 percent or more. Net interest margins are often greater 
than five percent, and one bank in Malawi recently told me that its net 
interest margin is 15 percent.

Below is a brief highlight of some of the most important frontier 
markets. This list is not extensive and not necessarily in any order of 

* Speidell, Lawrence (2011-05-13). Frontier Market Equity Investing: Finding 
the Winners of the Future (Kindle Locations 493–498). CFA Institute. Kindle 
Edition.
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magnitude. It just provides an overall picture of the typical opportunities 
and challenges faces by these countries. For more in depth information, 
please refer to our other book titled “Frontier Markets, the Next Emerging 
Bloc,” by the same publisher.

Bangladesh

Bangladesh is a country the size of the state of Iowa in the United States. 
It is a moderate, secular, and democratic society, ranked the seventh most 
populated nation in the world, with 160 million (larger than Russia). 
Bangladesh has a big potential market for foreign investors, with a grow-
ing garment sector providing steady export-led economic growth and 
a rapidly developing market-based economy, on the cusp of attaining 
lower-middle income status of over $1,036 GDP per capita, thanks to 
consistent annual GDP growth averaging six percent since the 90s. 

Since 1976, the Investment Corporation of Bangladesh (ICB) has 
been a catalyst in fostering rapid economic growth. Now the local econ-
omy is growing at full tilt, and depicted in Figure 5.4, with GDP growth 
projected to climb from about 5.8 percent in 2012 to around 7.2 percent 
in 2017. Bangladesh’s economy grew by above six percent on average 
over the last four years and is set to continue growing by six percent in 
2014.

Figure 5.4 Bangladesh GDP growth projection through 2017

Source: IMF
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Bangladesh has a lot of potential for rapid economic growth, as show 
in Figure 5.4. Over the past 20 years the country’s GDP has expanded on 
average five percent a year and is now considered one of the most attrac-
tive destinations for investment in the region. It has already surpassed 
other South East Asian countries in a number of fundamental economic 
and development indicators.

The country has gone through an extensive restructuring of its econ-
omy. Since the 1970s it has been fighting to modernize its systems, 
produce top entrepreneurs and broaden the base of investments in the 
country—and the hard work is paying off. Fostering development is still a 
main challenge in Bangladesh, and for some time the government strategy 
has been to privatize the numerous companies that were nationalized after 
independence. The country had a socialist economy after its independence 
in 1971, and around that time it nationalized all industries. However, the 
country has since revisited its economic policy as it undergoes reforms to 
stimulate at the creation of experienced entrepreneurs, managers, admin-
istrators, engineers, and technicians due to lack of private initiative.

The Bangladesh Chamber of Commerce and Industry (BCCI) has 
recently announced that it expects that by 2030 Bangladesh should be 
among the 30 largest economies in the world; it currently is the 58th 
largest.

Egypt

Egypt is another overlooked economy, which has lately been politically 
unstable as a result of the Arab Spring that spread through the Middle 
East, causing massive damage to its economy. After the ouster of President 
Mohamed Morsi in July 2013, one year after he took office, Egypt entered 
another phase of political uncertainty. 

According to the African Development Bank Group (AEBG),* Egypt’s 
economic growth has moderated, standing at just above two percent in 
both the 2011–2012 and 2012–2013 fiscal years. In 2012–2013, the resil-
ience of private consumption (81.2 percent of GDP) and the munificence 

* http://www.afdb.org/en/countries/north-africa/egypt/egypt-economic-out-
look/
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of government consumption (11.7 percent of GDP) kept the economy 
from sliding into recession, as investment (14.2 percent of GDP) and 
exports (17.6 percent of GDP) remained weak. Unceasing violent protests 
and political instability have adversely affected manufacturing (15.6 per-
cent of GDP), trade (12.9%) and tourism (3.2 percent). Only traditional 
sectors such as agriculture (14.5 percent of GDP) and mining (17.3 per-
cent) have remained relatively unscathed.

Egypt is, however, the third largest economy in Africa, and remains 
an important emerging market in that region, as it controls and draws 
significant revenues from the Suez Canal. Also according to the AEBG* 
projections, as depicted in Figure 5.5, the countries economy is expected 
to continue to grow at consistent pace.

The country’s GDP was worth $257.29 billion in 2012, and about 
0.41 percent of the world economy. The country’s ability to withstand 
the financial burden of the revolution, for now at least was helped by the 
remarkable growth it posted up until December 2011. A financial reform 
program that began in 2003 had also helped create a well-capitalized and 
well-managed banking system. But for Egypt’s economy to pick up, much 
will depend on how the political process evolves over the coming months. 

Indonesia

Indonesia, the fourth-largest country in the world by population, not 
only is a G-20 economy, but it also boasts an already significant and 

* http://www.africaneconomicoutlook.org/en/

Figure 5.5 Egypt’s GDP growth forecast

Source: TradingEconomics.com, World Bank, AEBG
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growing middle class transitioning to democracy. The country has rel-
atively low inflation and government debt, is rich in natural resources 
including oil, gas, metals, and minerals. Recently, with the fall of its cur-
rency, the rupiah, exports received a major boost. The country is less reli-
ant on international trade, which enabled it to grow despite the global 
financial crisis, as domestic demand constituted the bulk of output in 
Indonesia, about 90 percent of real GDP. 

The Indonesian economy has recorded strong growth over the past few 
decades, notwithstanding the sharp economic contraction that occurred 
during the 1997–1998 Asian financial crises, as depicted in Figure 5.6. In 
recent years, the firm pace of economic expansion has been accompanied 
by reduced output volatility and relatively stable inflation. Indonesia’s 
economic performance has been shaped by government policy, the coun-
try’s endowment of natural resources and its young and growing labor 
force. Alongside the industrialization of its economy, Indonesia’s trade 
openness has increased over the past half century. 

This strong pace of growth has seen Indonesia become an increas-
ingly important part of the global economy. It is now the fourth largest 
economy in East Asia*—after China, Japan, and South Korea—and the 

* Unless otherwise specified, East Asia refers to the economies of China, South 
Korea, Taiwan, Hong Kong, Singapore, Indonesia, Thailand, Malaysia, and the 
Philippines.

Figure 5.6 Indonesia real GDP from 1980 through 2016 (log scale)

Source: IMF
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15th largest economy in the world on a PPP basis. Furthermore, its share 
of global output, currently just under 1½ per cent, is expected to con-
tinue to rise over the years ahead.

Nigeria

As the largest African nation by population, Nigeria is projected to have 
the highest GDP growth in the next few years and perhaps for the next 
several decades as depicted in Figure 5.7. In 2014, the National Bureau of 
Statistics (NBS) recalculated the value of GDP based on production pat-
terns in 2010, increasing the number of industries it measures to 46 from 
33 and giving greater weighting to sectors such as telecommunications 
and financial services. The revised figure surpassed South Africa’s as the 
largest on the continent after the West African nation overhauled its gross 
domestic product data for the first time in two decades. 

Oil and agriculture account for more than 50 percent of its GDP, 
while petroleum products account for 95 percent of exports, while the 
industrial and the service sectors are also on the rise. This economic 
growth potential invites a number of FDI initiatives, mostly from China, 
the United States, and India. The challenge, however, is with its legal 
framework and financial markets regulations, which leave much to be 
desired. 

Nonetheless, while the revised figure makes Nigeria the 26th-biggest 
economy in the world, the country lags in income per capita, ranking 121 
with $2,688 for each citizen.

Figure 5.7 Nigeria’s GDP growth

Source: TradingEconomics.com, World Bank
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Pakistan

Pakistan is another frontier market, which we believe has a lot of potential 
for growth based on its rising population and middle class, rapid urban-
ization and industrialization, and ongoing, even though slowly, economic 
reforms. The country has important strategic endowments and develop-
ment potential, as it is located at the crossroads of South Asia, Central 
Asia, China, and the Middle East and is thus at the fulcrum of a regional 
market with a vast population, large and diverse resources, and untapped 
potential for trade. The increasing proportion of Pakistan’s working-age 
population provides the country with a potential demographic dividend 
but also with the critical challenge to provide adequate services and 
increase employment.

The country has experienced significant progress for several decades 
now, at an average rate of 4.9 percent GDP growth, as depicted in 
Figure 5.8. But, despite such positive economic indicators, Pakistan is still 
one of the poorest and least developed countries in Asia, with political 
instability, widespread corruption and lack of law enforcement hamper-
ing private investment and foreign aid.

Nonetheless, the country faces significant economic, governance and 
security challenges to achieve durable development outcomes. The per-
sistence of conflict in the border areas and security challenges through-
out the country is a reality that affects all aspects of life in Pakistan and 
impedes development. A range of governance and business environment 
indicators suggest that deep improvements in governance are needed to 
unleash Pakistan’s growth potential.

Figure 5.8 Pakistan GDP growth

Source: TradingEconomics.com, World Bank
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Pakistan also faces significant economic challenges. The sharp rise in 
international oil and food prices, combined with recurring natural disas-
ters like the 2010 and 2011 floods had a devastating impact on the econ-
omy. As Pakistan recovered from the 2008 global crisis, its GDP grew 
3.8 percent in 2009–2010. The 2010 floods, with an estimated damage 
of over $10 billion, caused growth to slow down to 2.4 percent. In 2011–
2012, however, the Pakistan economy grew by an estimated 3.7 percent, 
against the pre-flood targeted growth rate of 4.2 percent. 

The Philippines

The Philippines has shown a strong economic progress in the past few 
years, as shown in Figure 5.9, posting the highest GDP growth rates in 
Asia for most of 2013. The country weathered the global economic crises 
very well owing to significant progress made in recent years on fiscal con-
solidation and financial sector reforms, which contributed to a marked 
turnaround in investor sentiment, fostering significant FDI inflows. The 
challenges, as a newly industrialized country, are that the Philippines are 
still an economy with a large agricultural sector, although services are 
beginning to dominate the economy. 

Robust private consumption and investment drove economic growth 
in the Philippines higher in 2013. Strong growth is expected to continue 
in the forecast period, though moderating from last year. Rehabilitation 
and reconstruction in areas hit by natural disasters may have a signifi-
cant impact on the economy in late 2014 or 2015. Inflation is forecasted 

Figure 5.9 Philippines GDP growth

Source: TradingEconomics.com, World Bank
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to pick up this year but remain within the central bank’s target range. 
The challenge is to translate solid economic growth into poverty reduc-
tion by generating more and better jobs.

Turkey

Turkey’s economy, as depicted in Figure 5.10, much like the Philippines, 
has been growing at a fast pace, and for much of the same reasons. Rapid 
industrialization coupled with steady economic reforms has made Turkey 
an attractive emerging market. In the summer of 2013, however, Turkish 
economy suffered with civil unrest and the United States taper talk. The 
country’s political stability, unique geographical location on the border of 
Europe and Asia, market maturity and economic growth potential, posi-
tions Turkey’s economy to remain prone for FDI inflows. 

The ruling Development and Justice Party (AKP) secured a clear vic-
tory in the local elections on March 30, 2014, confirming the prime min-
ister, Recep Tayyip Erdogan’s dominance of the AKP and Turkish politics. 
Mr. Erdogan and his party are well placed ahead of the presidential and 
legislative elections due in August 2014 and June 2015, respectively. But 
deep social and political polarization risks exacerbate economic difficul-
ties arising from shifting global financial flows and a weaker lira.

Economic growth lost momentum in the course of 2013, as capi-
tal market tensions pushed interest rates up. Credit and private demand 
decelerated. Export growth fell, notably due to rapidly declining gold 
sales. Political tensions have dented confidence, provoking capital 

Figure 5.10 Turkey’s GDP growth

Source: TradingEconomics.com, World Bank
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outflows, and forcing the central bank to raise interest rates sharply in 
early 2014. Growth is projected to remain subdued through mid-2015, 
while the current account deficit will remain very high.

Vietnam

Vietnam, with agriculture still accounting for 20 percent of its GDP, 
has an industry and services sector that continues to grow. The major 
challenge with Vietnam is still its authoritarian regime, which causes its 
economy to be split between state planned and free market sections. In 
addition, its economy is still volatile, despite the much progress, due to 
relatively high inflation, lack of transparency into government policy, and 
the fact that the country virtually lacks large enterprises. 

Vietnam is a development success story. Political and economic 
reforms launched in 1986 have transformed Vietnam from one of the 
poorest countries in the world, with per capita income below $100, to 
a lower middle-income country within a quarter of a century with per 
capita income of $1,130 by the end of 2010. The ratio of population in 
poverty has fallen from 58 percent in 1993 to 14.5 percent in 2008, and 
most indicators of welfare have improved. Vietnam already has attained 
five of its ten original Millennium Development Goal targets and is well 
on the way to attaining two more by 2015.

Vietnam has been applauded for the equity of its development, 
which has been better than most other countries in similar situations. 
The country has been growing at a sturdy pace, as depicted in Figure 5.11. 

Figure 5.11 Vietnam’s GDP growth

Source: TradingEconomics.com, World Bank
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The country is playing a more visible role on the regional and global stage, 
having successfully chaired the 2009 Annual Meetings of the Boards of 
Governors of the World Bank Group and the IMF, and carried out the 
Chairmanship of the ASEAN in 2010.

Vietnam now has a love affair with the motorbike, which started 
10  years ago with cheap imports from China. The cheapest ones cost 
as little as $300, but the more coveted Hondas and Suzuki’s are about 
$1,000, and luxury models cost twice that amount. The government has 
wisely discouraged car sales by implementing a 250 percent tax, so the 
streets of Saigon are not nearly as hopelessly clogged as those of Dhaka 
or Mumbai.

Recommendations

Overall, we see significant opportunities in frontier markets, especially 
considering its solid capital base, young labor pool, and improving pro-
ductivity, particularly in Africa, where we believe the sub-Saharan region 
eventually will overtake China and India. It is plausible to assume that 
Africa’s economy will grow from $2 trillion to $29 trillion by 2050, 
greater than the current economic output of both the United States and 
the eurozone. 

We must consider, however, the frontier market’s deepening eco-
nomic ties to China, which make it vulnerable to a slowing Chinese 
economy. Also, frontier markets are not without risks, as local politics are 
complex, and there are still several pockets of corruption and instability. 
Further, liquidity is scarce, transaction costs can be steep, and currency 
risk is real. As if that’s not enough to worry about, there’s also the risk of 
nationalization.

That said, we do not subscribe to the idea that emerging markets are 
in “crisis.” The growth economic index for these countries has soared up 
20.2 points, far ahead of the United States, Europe and Japan’s 12 points. 
In our view, the hard evidence in the data contradicts the notion that 
emerging markets are suffering an economic crisis, especially consider-
ing that most emerging markets also have a fast-growing middle class 
of consumers. The so-called Fragile-Five (Brazil, India, Indonesia, South 
Africa, and Turkey) and other emerging economies that run chronic 



 FRONTIER MARKETS 159

current-account deficits may be at risk, but due to a liquidity crunch. 
There are many other emerging markets performing very well economi-
cally, reflected in their stock markets, which continue to outperform the 
S&P 500 Index year-to-date.

As the emerging markets of today move on to become part of the 
advanced economies of the world, the stage is set to bring along a new set 
of emerging candidates from the frontier markets.
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The book written by Marcus Goncalves and Jose Alves is an excellent 
compilation of knowledge about the process of changing of the emerging 
and frontier markets. In a clear and structured way they show groups of 
countries (i.e. BRICS CIVETS, ASEAN, MENA also included frontier 
markets) and each country individually. I highly recommend this publi-
cation to any person who would like a better understanding of how those 
markets operating in the global trade and how they affect each other. In 
the perspective of their history, politics, cultural habits, economy chal-
lenges, threats, successes, but also problems, such as corruption. This 
book will give you a simple and practical answer supported by scientific 
facts. It’s good to have a book like that in your own library because you 
never know where you will have a chance to do business in future.

—Ewelina Kroll, Public Relations Manager at East Europe Consulting, 
Gdynia, Pomeranian District, Poland

Goncalves and Alves’ work is a very interesting and promising book for 
the development themes of emerging markets. The style and quality of 
the material is worthy of respect, providing a clear analysis of the interna-
tional markets and global development of various economic and commer-
cial relations and trading routes. 

—Yurii Pozniak, International Management Consultant 
at Ukroboronservis, Kiev, Ukraine

Emerging and Frontier Markets: The New Frontline for Global Trade brings 
together a collection of insights and a new outlook of the dynamics hap-
pening between the emerging and the advanced markets. The book pro-
vides also an excellent, easy to read and straight-to-the point economic 
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and political description of the MENA, BRICS, ASEAN, and CIVETS 
markets. A description that should interest every person willing to invest, 
work or just acquire a deep understanding of the emerging markets eco-
nomic and political conditions.

—Réda Massoudi, BU Director Management and Transformation 
Consulting, LMS Organization & Human Resources.  

Casablanca, Morocco.
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