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That the BRICs would join the world economy has been a hope and goal of the U.S. and Europe since WWII.  But each opted for a more isolationist policy, both in economic development and national security.  Now all intend to become full members of a globalizing world as soon as feasible, and their success requires that both the BRICs and the West make a series of accommodations.  But the West is seemingly less eager than the BRICs.  A successful accommodation would bring a new peak in global growth but also a number of strains—not the least on the world's resources.  At the same time, there are many pitfalls on the path to economic integration for both the BRICs and the West, dependent mainly on the policies each adopt but also on their divergent traditions, cultures, and socio-economic-political development.  To simplify the argument herein, the U.S. will stand for the West, and Brazil will not be assessed in detail because it  plays a lesser role in establishing any new international order or hierarchy.
Three Scenarios  

There are three quite different scenarios which the U.S. could adopt as its role in the world economy.

(1) In one view, held by many Americans, the BRICs are seen as merely historical extensions of their past conditions, requiring no change in US policies under which each is treated unilaterally or bilaterally, and downplaying the role of intergovernmental institutions. 

(a) China is seen as a potential strategic and economic challenger;


(b) Russia is viewed as Imperialist, authoritarian, and a potential enemy;

(c) India is a continuingly poverty-stricken mass of peoples, subject to disasters and always needing humanitarian assistance. 

(d) Brazil is viewed as having a bright future—and always will.


This is a world of "fear and insecurity" with an objective of U.S. dominance and deterrent power to prevent challenges.  This imperial worldview is unacceptable to the BRICs and is no longer available to the U.S. as it loses its hegemony and legitimacy of leadership.  Loss of American leadership is seen in the loss of its Followership around the world—evidenced by potential collaborators (and foreign media) turned critics.  Their condemnations include -

adventurism, arrogance, corruption, deceit, expediency over principle, fiscal and financial irresponsibility, hypocrisy, militaristic foreign policy, secrecy, unilateralism, uninvited interference abroad, violence (crime), weakened industrial competitiveness, zealotry—and, above all, rejection of its value foundations—so that it is no longer trustworthy.  Domestic critics of the American economic condition focus on a degraded environment, deteriorating infrastructure and education, excessive consumption and inadequate savings, and extreme inequities in wealth and income.


If it is to remain even an influential player in a process of globalization that would include the BRICs, the U.S. has much to change, including its Worldview and policy of forcing freedom and democracy on the world.  

(2) A more hopeful scenario would be based on a Worldview aimed at developing an International "Community of Interest" for Peace and Progress. 

(a) America would become an example of open Democracy and ethical Private Enterprise 

and Government, both demonstrating equity and justice through responsible governance.

(b) Leading nations would shift from "Conflict Competition" to "Cooperative 

Competition and Collaboration".
(c) The U.S. would accept the role of "A Declining First among Equals"--and assist the BRICs to take, at least ad hoc, leadership roles.
(d) The BRICs would be admitted into a new "G-12"—along with the US, Canada, Japan, EU, Germany, Britain, France, and Australia. 


(e) All would support multilateral institutions to develop a World Community that would 

pursue progress through globalization and be concerned to mitigate the conditions 
causing or associated with poverty, ignorance, squalor, disease, and environmental degradation.

(f) The U.S. would efficiently and effectively assist all countries adopting responsible 

policies in the process of Globalization, fostering economic progress with equity and 

stability, while interdicting disrupting speculative movements of finance and other asset 

exchanges.


(g) All would recognize that the most effective foundation for Peace is economic 

integration through FDI, with Democracy second (NB: China & Russia).  Deep economic 

integration leads to an interdependence that counsels against destructive conflict and 

fosters democracy.


(h) All would buttress these initiatives with an effective and efficient Peacekeeping Force 

to oppose domestic tyranny and cross-border conflicts.


Such a world is too much to expect in the near future, but it can become an accepted Goal.  Even so, it will involve a drastic shift in cross-cultural understanding and influences, with the West harmonizing its values with those emanating from the BRICs, whose origins - from religion and ethnicity to history and geo-location - are different from those of the West and even among themselves.  

Some Western values have been absorbed by the BRICs, but unfortunately they are not always the most elevated.  (America has become the best example of the fears of the 18th century philosophic radicals, who sought a free society with democracy and capitalism, that individualism would give rise to a general pursuit of the lusts of power, greed, and licentiousness.)  The rest of the world would like our material standard of living but not our culture, though they have adopted a good bit through consumerism and entertainment. 

At the same time, their longer and deeper value-sets will also permeate others, forming a "complex hybrid".
  Even the Western concepts of a "civil society" will be modified, and the merged concepts will reflect the growing self-confidence of these advancing societies, presenting the West with alternatives that may become attractive to some of its citizens, many of which are recent immigrants.

The tight extended family traditions in the BRICs have supported privacy, secrecy, and differential treatment of the "foreigner".  This, plus the dominant role of the State, has brought "information-less societies" with little transparency or accountability; consequently, official data cannot be validated or considered reliable.  


The continuation of traditional mores (including superstition in China and the caste system in India), and the burden of thousands of years of history bring striking differences in life-styles and concepts of identity.  Americans constantly need to ask who they are and reinvent themselves according to fads or examples from celebrities; the Chinese have no such problem, for they know that they are citizens of the "Middle Kingdom", standing between Heaven and Earth and, therefore, above others.  

These self-views conflict with the pervasive spirituality of India, and the messianic spirituality of the Slav opposed to the pervasive materialism of the West.  Thus, an accommodation of cultures will be significant in determining the shape of any new Community of Interest.
(3)  In the near-term, a realistic scenario would be founded on a Worldview that Mankind and Nations are imperfect and not perfectible from the top down or by force; but would focus on the foundations of political and economic freedom, leaving the fundamental shift to the more hopeful scenario above to the inner transformation of man, which is its prerequisite.  

The proximate foundations include--
(a) building a significant middle class, with an equitable distribution of income and wealth, through equality of opportunity;
(b) recognizing the need for attention to both inner and outer development, requiring initiatives from and responsible actions by individuals and from diverse sources in addressing the specific external problems and situations; 
(c) promoting more ethical behavior through self-regulation, and acceptance that government/state regulation will continue to be necessary; seeking harmonization and gradual reduction of these restraints;
(d) promoting appropriate regional associations as steps toward a global community; relying on the BRICs to become the hubs for their regions;
(e) encouraging expansion of intra-regional FDI to ensure that these regions do not engage in conflict-competition and that capital is moved to labor where feasible, rather than vice versa;
(f) making the UN Specialized Agencies effective promoters of functional harmony among nations--dealing with human rights, environment, trade, intellectual property, international law, labor conditions, impacts of mobile industries and services, and (im)migration; 
   
(g) helping to establish the basic institutions underlying a private enterprise system and civil society, so that integration will be founded on similar modes of business behavior.

The World Economic Forum at Davos, Switzerland in January 2005 concluded:

"The analysis of 2004 shows that few in either the public or the private sector are doing anywhere near what is necessary to get the world on track. In a series of scores using a zero-to-ten scale, the world has earned failing grades. In all issue areas, from education to hunger to peace to human rights, humanity is doing less than half of what is needed to build a more stable, prosperous world." 
Its report proposed a Global Governance Initiative by business to change the world—by developing products and services affordable to the poor and finding profitable ways to supply them; business-NGO cooperation; public-private partnerships; corporate philanthropy; and public policy dialogue on rule-making and institution-building.

In opposition, The Economist (Jan. 2005), in a review of Corporate Social Responsibility, argued that MNCs and corporations in general should "stick to their last" and let governments set and guide development policies.  As with others urging the Classical tenets, its editors are uncomfortable with business taking initiatives or making inroads in public policy.  They argue that there has been too much profiteering when business and government mix—as evidenced particularly in the BRICs.  An appropriate separation requires private enterprise to pursue efficiency in production and distribution under ethical constraints and in competitive markets and governments to provide the "favorable climate" for investment by firms operating ethically in a private enterprise system.  

But governments, responding to competing interests, have not shown themselves capable of setting the rules for progress so that it is equitable among citizens, and business generally does not take implementing initiatives in Social Responsibility in the absence of government mandates.  Both will require encouragement to play more effective roles.  One encouragement would be to find ways of internalizing in corporate costs the externalities that burden social and economic progress, which are not adequately measured by GNP.

Socio-economic progress includes recognition that "The health of nations is more important than the wealth of nations". (Will Durant)  It involves a number of elements of development other than GNP: education, access to health care, family and social cohesion, environmental protection, recreation, infrastructure, energy availability, equal opportunity in employment, cultural advance, community relations, human rights, the dignity of individuals, political participation, encouragement of creativity, and the fuller use of individual talents.  Most of these are not calibrated in the market, and market-based GNP may, in fact, drain resources from them. 
Prospects for Accommodation

Where is the U.S. (as surrogate for the West) in its willingness to accommodate the entry of the BRICs into the global economy?  And where are the BRICs in their readiness to establish the requisite institutions and constraints to achieve Civil Societies with Private Enterprise Systems?

1) U.S. Attitude

Despite the fact that the U.S. has sought in the past to help all four BRICs join the world economy—though Russia was given aid only in the past few years and China only through private channels—its policies indicate that it has not really welcomed their advance.  Instead, it has continued policies that constrain their trade in agriculture--the litmus test posed by the developing world under the WTO--and charged them with unfair competitive practices and undervalued exchange rates.  It has claimed that their rise in industry, services, and finance has had adverse impacts on employment and wages in the U.S.—through exceedingly low prices as a result of what used to be called "social dumping" (i.e., wages below the poverty level and poor working conditions), government subsidies, lack of environmental regulations, poor health care, and violations of intellectual property rights.


Complaints in the U.S. are intensified by the continuing decline in competitiveness of key industry sectors and services, leading to out-sourcing of component manufacture, assembly, services, and entire product lines.  But such off-shore movements should have been anticipated as developing economies opened to the world markets, and they will increase both extensively and intensively, with a gradual rise in wages, incomes, living standards, capabilities in science and technology, and competitiveness in host countries.  The continuing transfer of technology will raise the quality of production and service in the BRICs, and the rise in productivity and wages—even faster now in China than in Japan in the 40 years after WWII—will gradually tend to reduce their competitive pressures.  

An even greater threat to the U.S. than increased competitiveness from the BRICs is the volume of dollar reserves held by them and other countries.   Asian countries hold $2 trillion in reserves, and 50% of U.S. treasuries are held abroad.  Any significant drop even in the rate of buying of dollars or treasuries—at $2 billion per day to finance the twin U.S. deficits—can accelerate the decline in the dollar, force a rise in interest rates, and cause bankruptcies in mortgages and a decline in consumption = recession!  It is to the interest of Asia to keep the dollar high to stimulate their exports and reduce unemployment, but the decline in the dollar is making this policy increasingly costly now and in the future; that is, it is unsustainable. 

To play a leading role within such a complex world, the U.S. must change itself by—

· putting its financial house in order, for America is strong when the dollar is strong;

· achieving greater cross-cultural sensitivity—including foreign languages—giving up its expectation that progress in other countries will move them closer to American values and culture; 
· cooperating in multilateral organizations;
· providing effective assistance—namely people-to-people rather than grants or unproductive loans; and FDI rather than speculative capital flows;
· shifting from a "money grubbing" approach in business careers to one of service and productive contributions in the market;
· achieving a higher order of ethics in all political and economic affairs—one that underpins freedom of individual choice through the social virtues of trust, promise, honesty, integrity, self-responsibility, plus accountability, transparency, and reciprocity in business affairs; 
· buttressing these over the long-term with improved educational programs that also include an appreciation of the key role of values in society; and, finally,
· leading by example through internal reform and by closer integration with the EU; and, then, encouraging the BRICs to accept responsible leadership roles within their regions even though the results may not accord with American values or objectives.

It is not at all clear that the U.S. is prepared to reform itself in order to be an acceptable partner in leadership.  And, a major caveat in accepting the U.S. as the surrogate for the West in dealing with the BRICs is that American hegemony is being challenged by both the EU and the BRICs.  Its role in setting terms of entry is declining.  The process of accommodation is, therefore, becoming more complex, requiring more participants, closer cooperation, and firmer commitments than in the past, hopefully reducing uncertainty.
2) Common Obstacles in the BRICs

It is not clear what Worldview is held by each of the BRICs.  But it is clear that they have some significant obstacles to achieving a cohesive view both within and among themselves.  At least 18 internal difficulties exist impeding their joining fully in a global economy:
· Obstreperous parliaments, with members putting personal careers above the future of their country;
· Strong left-wing constituencies that make moves to a private enterprise system difficult and slow;
· Inability to provide leadership within their region as a model of economic integration, which would be a strong signal of willingness to take a responsible role within the world economy;
· Absence of social integration and loyalty to the nation (except in extremis), reflecting multiple languages and sub-cultures: "China is a mountain of loose sand."(Sun-yat Sen); 
· Corruption, with government officials and judges often directly involved; 

· Government bureaucracies that stifle and drain intellectual and economic resources, including ineffective and uncertain judicial systems;
· Only partial "Rule of Law" providing necessary protections of intellectual property, ownership of land, and contract, and assuring appropriate corporate governance;  
· Continuing presence of state-owned enterprises restricting the domestic market open to the private sector, creating unfair competition for resources and capital; 
· Market signals not accepted as the fundamental method of decision-making; non-market agreements often sought (e.g., India and China in agreement with OPEC to stabilize oil purchases and prices); 
· Serious environmental pollution, with weak efforts at clean-up, which if increased will decrease investment for growth;
· Lack of financial and fiscal rectitude; large fiscal deficits, partly due to tax evasion;
· Inefficient agricultural sectors with underemployment, and rural populations ranging from 40% to 70% of the total, with out-migration to cities;
· Deterioration of urban infrastructure in mega-cities, taxing both public and private resources; in 1950, 10% lived in cities; now nearly 50%, going to 60% in 10 years;
· Deficiencies in infrastructure (education, transport, and communications), impeding growth;  
· Uncertain moves toward privatization;
· Absence of an integrated national economy and polity, with states, provinces, and oblasts pulling away from the center; plus competition among major cities for economic and political prominence and tax revenue; 
· Unbalanced growth geographically: Russia's and China's East and West are not integrated, nor is Brazil's coast and hinterland, or India's north and south;  
· Finally, each has a "self-view" or orientation that requires modification to move toward integration with the West:  Russia and China consider they deserve "great nation" status; Brazil that it deserves dominance in South America and a place with Western nations without earning either; and India seeks to lead in Asia without solving major problems of leadership within. 

   Of course, some of these apply also to Western countries, inhibiting their eagerness to accommodate the entry of the BRICs.   
What are the BRICs doing to Adjust?

Autarky in Russia and China has ended in failure, and Brazil and India have determined that their past efforts to protect their domestic economies and constrain FDI are inadequate for growth.  In Brazil, Lula has turned from socialism and populism and is seeking to attract FDI with an offer of "public-private partnerships", but this initiative has not yet gelled; and it may not, given the obstacles noted above.  All four countries have opened their economies—some more than others; growth rates are at peaks and FDI flows are increasing rapidly.  But three of the BRICs contain pitfalls in addition to the above obstacles, creating still more uncertainty as to their future roles.
Russia

Russia's first concern is security; its second is growth to join the World Economy as a "Great Power", again.  Its proximate objectives are Putin's--to achieve democracy, civil society, and the rule of law.  Before him, Yeltsin, speaking to the U.S. Congress said: "Our principles are the supremacy of democracy, human rights, liberties, loyalty, and morality"; we "seek to join the world community of civilized societies."  But it is not clear that this vision is shared by the Duma or the Military; many prefer the "old style" Great Power status.  And there is uncertainty as to how Putin intends to gain a place in the "Multi-polar world" he promotes. 

1) Initiatives


Internally, Putin is moving cautiously to prevent the opposition from gaining political power; this has required control over the governors of the Oblasts, over the Oligarchs in industry, and over the Military.  To achieve these, he has turned to his colleagues in the former KGB.  This authoritarianism will not scare FDI away—witness China--but instability and uncertainty will even in a democracy, as in India.  And recent moves by Putin have restricted foreign ownership and bidding privileges of joint ventures with over 49% foreign ownership.  

Russia's long-term ability to enter the world economy depends on development from the bottom up, diversification through SMEs and FDI.  Putin's short-term strategy, however, is to concentrate on the development and export of energy, relying on foreign partnerships for technology, exploration, and delivery.  He sees this as enhancing Russia's influence in the G-8 and hastening its entry into the WTO, which is a reason for re-gaining state control.  

SMEs have coalesced to insist on the elimination of corruption and the freeing of enterprise from confusing, conflicting, and constraining regulations (which foster bribes to the Ministries).  But the Russian culture still contains a higher priority for Self and family over the "common good"; the Russian culture was seen by Gorbachev as unalterable even within a generation or two.  


Putin is taking tough initiatives to hasten cultural change:
(a) encouraging a private sector apart from energy and supporting growth of SMEs and their associations;
(b) seeking to remedy the ills of the "mafia economy";
(c) reforming the judicial system;
(d) reducing corruption – especially in Ministries –a 50-year task;
 (e) dominating the Duma, media, and Oblasts to force compliance;
 (g) attempting to institute democracy, partly for security: "Democracies don't fight each other." (Putin);
(h) refusing to accept the criticism of the West, which has never understood the culture and behavior of Russians; “Russia is a riddle, wrapped in a mystery, in an enigma.”(Churchill)
(i) seeking to mollify the Military while not bankrupting the country thru an enlarged military;
(j) trying to prevent further break-up of Russia, while easing out of Chechnya with EU assistance;
(k) addressing the environmental degradation of the past;
(l) accepting loss of the "near abroad", but initiating a Common Economic Space agreement with Belarus, Kazakhstan, and Ukraine;
(m) opening the domestic market to private enterprise, FDI, and joint ventures, with an average of $7 billion FDI in 2003-2004, less than half of China's but 50% above India's;
(n) introducing financial rectitude and raising Russia's creditworthiness to a sound ranking by amassing exchange reserves and repaying debt;
(o) establishing strategic partnerships with or buying major U.S. companies to cement long-term relationships, obtain technology, and ease Russia's entry into the world economy;
2) Pitfalls

Besides the 18 deficiencies and obstacles in common with other BRICs, Russia faces additional pitfalls:
· absence of a strong community of interest—evidenced among the Oblasts; antagonism toward control from the Center; jealousy between St. Petersburg and Moscow; growing xenophobia and anti-Semitism;
· agony of leaders over loss of Empire, plus weakened military and loss of prestige from its positions on Palestine, Chechnya, and Ukraine;

· continuing paranoia over the West's objectives;
· population declining to 150 million by 2050;
· interference by oligarchs and regional governors in large companies—Russian and foreign;
· uncertainty over state-ownership of industry, especially energy with resulting decline in investment in other sectors and potential drag on overall growth.

The total American investment in the Russian Federation is around $6 billion, while Russian investors have put some $1 billion in the American economy. Future American investment in Russia could be jeopardized if concerns over the Putin government's increasingly autocratic style are not allayed.  However, FDI is often attracted by strong governments, if they provide a "favorable climate" for local business.  But uncertainty about Russian policies and the pervasive corruption leaves Russia behind China in competition for foreign investment funds.
India  


India's major concern since independence has been to raise the populace out of abject poverty.  Per capita income has risen from $50 per year in the early '60s to over $350, but the population is rising so fast that it will be larger than China's before 2050, holding down per capita growth.  India sought growth internally and with little help from MNCs.  
1) Initiatives

This attitude has now changed, and the rapid growth of services with the stimulus of out-sourcing has raised middle-class incomes.  It is now seeking to reduce poverty with the skills and information available from IT, using it in medical diagnosis and providing information to the agriculture sector.   But IT employs only 1 million of the 470 million labor pool, and is expected to rise to only 2 million; and IT output amounts to only 1% of GDP.  Total services amounts to over 50% of GDP, with industrial output actually shrinking as a percentage over the past decade—meaning jobless growth for the economy and doing little to relieve poverty. 

India sees itself in direct competition with China for international and regional prominence – at the same time it is in continuing talks with Chinese officials to establish close cooperation in economic and defense matters.
  Areas of friction in defense revolve around Tibet, border disputes, and China's assistance to Pakistan. 
On domestic progress, India sees itself behind China in infrastructure, enterprise development, inward FDI, and energy security-- "I find China ahead of us in planning for the future…. We can no longer be complacent and must learn to think strategically, to think ahead and to act swiftly and decisively,"  (Prime Minister Manmohan Singh).  The gap keeps widening at present, but some investors see India as a long-term better bet as a result of its stable democracy and long-term accommodation with the West. 


The U.S. sees India as an ally and has assisted it as a counter to both Russia and China, but now U.S. FDI goes more to China, despite an authoritarian government vs. a democratic one in India, and despite the facts that India is moving more quickly to offer protection to intellectual property, has a functioning capital market, a stable financial system (though a large fiscal deficit), and substantial economic ties to the West.  In China FDI is 3.2% of GDP; in India only 1.1%, with portfolio (speculative) inflows twice the level of FDI.  India is projecting annual FDI inflows of $10 billion—cf. China's  $60 billion annual inflow of FDI and less than $5 billion portfolio due to an undeveloped stock market.  [China's investment in infrastructure is seen in its Maglev train, traversing 30 Km from the Pudong SEZ to Shanghai airport in 7 minutes, compared with the same distance from Mumbai in India to the airport that requires 45 minutes to an hour.]  

India is not yet a significant source of FDI outflow, despite foreign exchange reserves of $130 billion.   These funds should be available for capital goods imports for infrastructure and encouragement of FDI.  But such priorities are not agreed by the Parliament and the leftists. 

PM Manmohan believes FDI is the key to India's progress as an economic powerhouse. But, he has hit roadblocks from the left parties which are a key coalition partner and on whose support the government survives.  He announced the setting up of a regulatory framework for infrastructure to create the necessary environment to attract $150 billion FDI over a decade to achieve 7-8% annual growth based on "public-private partnership". And caps on FDI in some manufacturing, retail, and banking are being raised.  But Manmohan has to mitigate the objections of the left parties by funding some projects in rural development, health and education.  Foreign aid for these purposes would mitigate the obstacles from the left. 

India is far ahead of China in IT, support of foreign companies out-sourcing in the country, and general services.  It is moving to maintain this lead but at the same time strengthen and expand both manufacturing and banking to gain a more balanced economy and offer diverse jobs.  Its progress has brought investment from Indians residing abroad and a return of many technically skilled to help in the advance.

And in 2005 it began discussion of a strategic partnership with the EU, which is the source of over 20 percent of India's trade.  It would join the U.S., Canada, Japan, China, and Russia which have similar agreements with the EU.
2) Pitfalls


India is a country in which "security" in employment and of their companies and banks (vs. foreign competition) is a primary concern.   Employment in government is preferred, in high-tech next.  This concern is being mitigated by the rapid rise in wages and salaries; e.g., in the software sector, from 2000 to 2004, labors' wages rose 50% and salaries of project managers rose 150%.   In addition to the 18 obstacles noted above for all BRICs, India faces the following:
· Domestic market still small compared to its population, despite a rising middle class;  

· Judicial cases taking a decade or more to be heard;
· Endemic corruption within state governments, which are largely incompetent as well—illustrated by the staggering estimate that a third to a half of India's electricity is stolen every year;  

· Labor laws constituting a de facto social security safety net, decreeing that businesses with more than 300 workers cannot close down without government approval, and workers employed more than six months are effectively immune from firing; 
· Old industries—machine tools, textiles, and engineering—still inefficient and protected;

· An unbalanced tax system; 35 million pay personal tax in a population of 1070 million; India's manufacturers account for just 17 per cent of annual economic output but pay 80 per cent of taxes; tax evasion is widespread so that the budget deficit has averaged 10% of GDP for the past several years and is projected to continue;

· Larger assistance to the rural sector restrained by the need to accelerate investment in industry and infrastructure; 
· Half of the children considered undernourished, requiring more funding from New Delhi and the states, already in deficits; 

· Relative lack of understanding of the history, culture, politics, and economics of other countries in South and Southeast Asia, preventing assumption of a leadership role; 
· Lack of adequate education for children, offset by focus on higher education in science and technology; new Indian School of Business seeking world status—a "global brand" similar to INSEAD, but complete with spirituality:  Dean Mahajan--"A global brand from India without spirituality would be a flawed brand."

· Continuing drain of the conflict over Kashmir. 

China 

China has been highly concerned about employment, requiring continued high growth.  The population has risen from 600 million in 1960 to 1.3 million in 2005 and is expected to add 10 million a year for the next decade.  China wants to be acknowledged as a global power, and has been relying on export-led growth to achieve that goal.  But the U.S. Government (and Japan) is opposed if its power is based on military strength.  Economic progress is welcomed—to a point, and Democracy would be encouraged by America, along with Human Rights.   The major challenges are market competition, population/unemployment, and the military. 
1) Initiatives

In 2003, China exported $130 billion in electronic and information technology goods worldwide, and this production is projected to grow to $207 billion by 2007.  China’s entrance into knowledge-based industries has infringed upon the advantage that the U.S. retained when competing with other developing nations. Research and development operations of numerous companies are opening offices in China.  E.g., Beijing and Shanghai have major stem-cell research centers; and overseas patients with life-threatening illnesses are traveling to China for experimental treatments using stem cells.


The security issues about China in the international debate relate to how a rising China will behave toward other countries.  Will China seek military might to match its economic strength? Will it seek to dominate the region? Will it attract most of the FDI going into the region to the detriment of other Asian countries? 


One scenario shows China to be so dedicated to economic growth that a confrontational foreign policy would be too disruptive, damaging so many Chinese that the Communist Party's hold on power would be threatened.  Contrarily, China is seen by neo-conservatives in the U.S. as likely to escalate economic competition into war, because great powers seek to maximize their share of world power and eventually want to dominate the system.  In this case, an attempt would be made to dominate Southeast Asia and then force the US to leave the region.  But, such a policy would lead to confrontation with the U.S. and Japan, with the latter likely arming itself with nuclear weapons—neither of which China wants—at least until its level of development matches the U.S. or EU.  Further, if China sought to expand in the region, New Zealand and Australia would feel the effects directly and would have to respond. 

Moving toward entry into the global economy, it has embraced multilateralism and promoted a number of regional agreements. It has become a major buyer of the products of Southeast Asian countries, helping to assuage the fear that the inflow of FDI will damage the interests of its neighbors.  China has reversed course on its Confucian culture and is seeking to explain it to the rest of the world, indicating a desire for others to understand a more peaceful, community-oriented China. 

But, even if China progresses peacefully, its potential economic size and competitive strength through low-cost and skilled labor pose a significant challenge to all countries.  With government encouragement, Chinese companies are integrating with foreign countries through outward FDI—amounting to $3.6 billion in 2004 and with $1 billion projected out of Guangdong Province alone.  Accelerated entry into high-tech ventures is being encouraged along with domestic venture capital firms. 

 Given its market orientation, export surplus, access to world resources, and drive for technology, there is virtually no industry or service that China cannot enter successfully.  And Western multinationals are planning still larger investments to serve both export and local markets. To encourage FDI inflows, it is inserting the protection of private property into the Constitution; and in the service sector, in which China lags behind India, it is offering tax incentives and SEZs dedicated to IT for out-sourcing by foreign firms.  Most recently, it has opened up the sectors of power, rail, oil, aviation, and defense for local and foreign investors.

The government has also encouraged outward FDI, especially in acquisitions of resource and technology-based companies—half of the $4 billion total outflow in the former.  It expects to move more rapidly up the learning curve of management and marketing.  And the growth of its industry abroad is no threat to the government or its SOEs.   It is following the path of Japan and South Korea, and the result should be the same—a more benign relationship and reduction of any strategic threat.  It is unlikely to try to hold U.S. investors "hostage", given its counterbalancing FDI abroad.  

2 ) Pitfalls

Events that would upset a peaceful stance in China include—


1) conflict over Taiwan and continuing tensions with Japan;

2) serious domestic instability resulting from internal migration, bank failures, a massive 

influx of North Korean refugees, or internal revolution (ala Ukraine).

 In addition to the common obstacles facing BRICs, some events that would slow its economic progress include –
· inability of cities attracting FDI to provide promised incentives;
· lack of profitability for FDI affiliates;

· expansion of conflict between JV partners;

· serious misallocation of capital: preference to SOEs in funding and markets; preference for FDI over domestic investment sources;
· continued high FDI and local investment, leading to excess capacity and a "rough" and unbalanced economic expansion;

· absence of reform in its stock market, dominated by state enterprises;

· lack of means to maintain high grain production and farm income;
· bottlenecks in energy supply and generalized inflation. 
Integration Initiatives among the BRICs

International economic integration by the BRICs is not restricted to the West but in important measures encompasses initiatives in trade and investment among themselves—principally bilaterally but also with a regional focus.

China & India 


Trade is the main integrating activity between China and India at present, with bilateral trade rising from less than $2 billion in 2001 to over $13 billion in 2004; China is expected to become India's largest trading partner during 2006.  To facilitate this, direct flights have risen from zero in 2002 to five a week in 2004, with more expected. 

Although FDI is small between them, nearly 100 Indian companies now have offices in China—mostly software and IT.  Only a few Chinese companies have an operating presence in India, as yet.  Both see mutual benefits from opportunities to cooperate, but India will remain behind China until it opens its economy wider and invests in infrastructure.  Even so, they are beginning to cooperate in joint buying-agreements with suppliers of needed commodities (notably oil--even partnering with foreign producers), enhancing the bargaining power of each.  And they take similar positions within the WTO.  If they can overcome the historic fear of each other through greater economic integration, they will jointly dominate the world economy.
China & Brazil 


China is seeking a regional presence in Latin America, having $50 billion in trade and investments there.  Argentina, Brazil, Chile, Mexico, and Panama are leading trading partners, with China as Brazil’s third-largest export market, more than doubling since 1995 to 2004. Brazil was also offered some $7 billion for port and RR investments. Recent discussions at the highest policy level suggest a lessening of Brazil's orientation to the North and re-direction both east to Europe and west to Asia—buttressing a "multi-polar" world order.. 

On a regional basis, wider consultations are occurring through the China-Latin America forum, China-South American Common Market talks, and the China-Andean Community.  President Hu visited several countries in November 2004, signing 39 agreements on trade, investment, space exploration, tourism and education. He stressed the benefits of mutual economic growth, through FDI and technology.

China and Brazil are a good fit for both FDI and trade, and the Latin American region moreso, given China's thirst for oil.  China's demand for resources means stiffer competition with the U.S. in Latin America, and its diplomacy and economic agreements betoken even wider competition, as China seeks to become a global power.
China & Russia 


Trade between Russia and China was $12 billion (including over $2 billion in arms) in 2004 (plus cross-border smuggling) but is expected to rise to between $60 and $80 billion in five years.  China is hungry for Russian commodities, especially oil.  Some FDI is exchanged between them—e.g., China's loan to a Russian oil company. The two countries take similar positions in the UN and seek to contain the influence of the U.S. through a strategic partnership aimed at creating a multi-polar world and facilitated by direct communication networks.  Both countries see the U.S. as a strategic opponent, eager to contain both.  Thus, their economic ties have a strategic objective. 


Regional cooperation exists through the Shanghai Cooperation Organization encompassing Russia, China, Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan.  Some observers expect that Russia and China will agree on a means of addressing security issues jointly and eventually invite India and Brazil to join a NATO type entity and a consultative unit similar the G-7 on economic matters.  (India Daily, Feb. 3, 2005)  India is added to these two states in their fight against terrorism, the push for a multi-polar world, and respect for  sovereignty with respect to "separatist" movements in Chechnya, Kashmir and Taiwan. And all three have made progress in resolving their border disputes.
Russia & India 


Trade and people contacts between Russia and India are relatively slight, dominated by the supply of high-quality military equipment from Russia, constituting 70% of India's weaponry, including tanks, aircraft and carriers, and cruise missiles.  Energy cooperation is a primary objective of both countries, with Indian firms cooperating in projects on Sakhalin and the Caspian, and Russia assisting with hydro- and thermoelectric projects in India.  They also are planning collaboration in the development of more advanced technologies. The visit by Putin to India in late 2004 produced a joint declaration on strategic cooperation plus 10 memoranda and cooperative agreements on exploration of space, navigation, banking, and visa services to encourage exchanges.  These, and potential further collaborations, are a consequence of a common view that the U.S. has not paid sufficient attention to the regional and global aspirations and potential of each country.   
Russia & Brazil 

Trade between Brazil and Russia amounts to only $2 billion annually but is expected to increase two- to three-times in the near future.  Putin, on a visit with Lula in November 2004, said that Russia was ready to promote joint efforts in technology—including space, military, airplane building, and energy—leading to a technology "alliance".  The longer-term objective seems to be to set up a coalition of the BRICs to challenge the U.S. and the EU.  All four are opposed to a dominant influence of the West; Brazil lies in the American sphere and can oppose most directly.  Putin seeks to establish a long-term Russian foothold in Latin America, expanding its global influence.  For its part, Brazil is attracted by the mutual support offered in economic development, trade, diplomacy and security, based on a collective population of three-fourths of the world, dominance in natural resources, and a commanding build-up of S&T skills.  If achieved, this coalition would change the balance within the United Nations, where Russia and China are permanent members of the Security Council and both India and Brazil are seeking the same status.  
India & Brazil 


Brazil, India, and China are leading members of the G20 group of developing countries, as well as of the G77 of 132 underdeveloped economies.  The invitation to these three to meet with the G8 in 2006, to be chaired by Russia, is recognition by the West that the patterns of economic development and cross-border integration are no longer represented in existing groupings. 
Both India and Brazil are more tightly integrated with either China or Russia than with each other, but they are close within the wider groups.  In 2002, they set up an India-Brazil Commercial Council to discuss future trade and technology transfers.  In 2003, Brazil, India, and South Africa formed a G3 to strengthen the influence of southern states and agreed to support each other's initiatives in international organizations. 


A January 2004 visit by Lula to India produced a preferential trade agreement between India and Mercosur, in which Brazil is dominant, and an agreement for cooperation in space programs.  But trade and investment remain small between these two members of the BRICs, remaining under $1.5 billion of exports and imports in 2004.  Higher levels are expected as they cooperate in aircraft, military equipment, space satellites, agriculture, and pharmaceuticals.  Joint R&D projects are also under development. 
Prospects for Accommodation

Eagerness of the BRICs to enter progressively into a global economy and a welcome by the West is tempered by a number of concerns:
1)  Catalyzed by numerous scandals of fraud and corruption in their own countries and among MNCs, attention has turned to "corporate behavior and governance".  This leads to a concern over ethics, transparency, and accountability.   None of these is yet satisfactory in the BRICs – nor, for that matter, in the West. 

2)  The "distribution of benefits" has become a priority as FDI penetrates more deeply into the local economies, leading to the constraints on FDI noted above.  
3)  Major issues under negotiation between the BRICs, the U.S. and EU include environmental protection, global warming, human rights, transparency, intellectual property, movement of people, accounting standards, nuclear weapons, export subsidies, tax harmonization, exchange rates, anti-competition regulations, and others.  

The approach to these negotiations has generally been to focus on each issue separately, with NGOs taking a prominent role in raising awareness—such as pesticide use, child labor, working conditions and wages, AIDS, etc.  Separate negotiations may lead to some collective action on single issues, but they are unlikely to lead to overall accommodations among nations leading to an acceptable Worldview supporting economic integration with appropriate roles for MNCs.  


IF the world is to move further along the path of economic and socio-political integration,  means must be found for making trade-offs and compromises among these issues as well.  Such trade-offs will require holistic and systemic approaches to MNC roles in the development of regional associations or a global economy—a cooperative agreement embodying the processes by which individual issues are brought forth and resolution negotiated. 


The wider and closer integration that will result from the fuller inclusion of the BRICs requires moves toward a "community of interest" that permits, on a regional or global scale, the types of accommodations and compromises found within nation-states.  To achieve this "community of interest" requires adjustments that few nation-sates or ethnic groups are yet willing to make—viz., the European Community and ASEAN.  A priority is the development of wider cross-cultural understanding, sensitivity, and tolerance.


Yet one of the greatest obstacles to formation of such a community is—as seen in Europe especially—the concept of Identity.  Every person and nation feels the necessity to distinguish themselves in some way from certain others and to identify with those who have some basic similarities—ethnicity, beliefs, dress, pursuits, careers, or character traits.  The need to "Belong" is evidence of the desire to know "Who we are".  


The effort to become European has been difficult enough; to seek to become a World Citizen, in fact rather than as an ideal, is even more difficult.  Yet, such a new Worldview will eventually be a part of any Global Economy, if and when it is achieved. 


A Community of Interest buttressing economic integration among the West and the BRICs will involve priorities for the foundations of private enterprise systems:

-- Economic Efficiency for productivity and progress


-- Socio-economic Equity in benefits and burdens, plus Equality of Opportunity


-- Political participation under appropriate Democratic institutions


-- Cultural Diversity


-- Avenues for Creativity at all levels of society

-- Civil Societies, encompassing the "rule of law" plus ethical foundations, including 


accountability and transparency, and the protection of "human rights".


MNCs are, along with all enterprises, involved in the implementation of socio-economic change to establish civil societies the world over.  This requires a much higher degree of ethical behavior than evident in the BRICs.  Unfortunately, individual and corporate freedom is often sought without the necessary accompanying responsibility. Responsibility involves not only ethical and law-abiding behavior but also self-regulation, accountability, transparency, and compliance with government regulations--aspects of management not insisted upon even within American business schools.

Value Foundations


If  Freedom is a primary value in the pursuit of Globalization, Responsibility (both public and private—collective and individual) must be its complement.  Both are based on value foundations.  The necessary Community of Interest is also set upon agreed values.  But, it is not necessary for regional or global integration that the value-set be unified—i.e., the same.  It is sufficient for it to be harmonized, which can imply "standardization" or mere acceptance of known differences.  Harmonization implies a lack of dissonance or conflict among the value-sets of different cultures.  Therefore, there is no necessity for "international law" or "global government" in order to achieve a Community of Interest.  All that is required is agreement on the necessary similarities and the acceptable differences—so that such differences do not lead to conflict. 

The values involved are both communal (societal ethics) and individual (morals).  Ethics, in fact, are "morals in action".  Morals are involved in 'intent", which is a spiritual matter.  Ethics can be derived from traditions, mores, and customs, but these are generally based on some concept of "the good".   Fortunately for the development of a Community of Interest, the fundamental moral lessons are the same in all major religions.  It is in the dogma and organizational practices and structures that differences arise and lend themselves to zealous Fundamentalism.  The "Masters" in each religion practiced and advocated tolerance of differences in the Paths to Truth and the absence of zealotry and control. 

Building a Community of Interest will require a change in Worldview and in the individual's view of Self, leading to a merger of the "small self" into the larger Self of the Community.  Such a transformation in human and institutional (organizational) relationships will require a strong act of Will.   From whence might it come?  Only in each individual, and as has been noted: "If the people lead, the leaders will follow"—evidenced in the Velvet Revolution in Czechoslovakia, and the Orange Revolution in Ukraine.  

The CIBERs are presumably involved in all facets of the issues ahead—dealing with research, education, and outreach to business.  To lead within the B-schools, they need to actively encompass these issues and management's responsibility to help implement the desired changes.  This would be a revolution in academic circles, for there is little in terms of curricula or publication requirements that lead to holistic or systemic analysis, much less to action, implementation, and service in the public domain.

The present need is to demonstrate the requirements in public and corporate policies for including the BRICs in the global market and to educate managers to the be able to take appropriate initiatives or respond effectively to the concerns (protests) that will arise if Equity and Participation do not accompany Efficiency and if Trust, Promise, and Honesty are not the bases of communication and contract.

If values are not the foundation on which enterprise systems are erected, governments will be involved in more closely monitoring and supervising business to achieve socio-economic goals.  And the public will focus on the pervasive involvement of business through concern for good corporate governance, requiring it to participate intelligently and responsibly in the identification of problems, analysis of potential solutions, development of appropriate means, and generation of the Will to Action, which is the supposed hallmark of Management. 
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�  An example: “American cars are all about ego, but [new Chinese cars] are friendly and neighborly. They’re all about getting along; not getting away.”  (Wired, April 2005, p. 111.) 





� In early December, to prepare the grounds for the strategic talks, a seminar was held at the Institute for Peace and Conflict Studies (IPCS) in New Delhi. Zhang Guihong, the deputy director of the Institute of International Studies, at Zhejiang University in Hangzhou, pointed out that China and India could play a major role in regional affairs. He grouped China and India with Pakistan (nuclear), Japan (economic), Russia (multipolar), and United States (strategic) to form respective triangles, to basically affirm the two countries' important place in the world. He also grouped the two with the Association of Southeast Asian Nations (ASEAN) and Central Asia, to discuss the benefits of a triangular relationship.


On Jan. 28, India's Commerce and Industry Minister, Kamal Nath, told the World Economic Forum at Davos, Switzerland that the complementarities between the two nations' economies are in the process of being harnessed, and when that happens, it would result in achieving rapid expansion of bilateral trade and economic ties.
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