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Executive summary

In the last three decades, the share of the BRIC countries (Brazil, Russia, India andjlchaia3DP

has grown rapidly t®2%6 to date (measured in Purchasing Power Parities). They contributed
substantially to global economic growth already befoeefithancial crisis and even more so since
2008. Because of their high expected growth rates and large population size, the BRIC countries in
general and China in particular will have a major impact on the global economy during the coming

decades.

A smallopen economy like the Netherlands is particularly likely to be affected by developments in the
global economy. We find that the high growth rates of the BRIC countries enhance Dutch trade.
Measured by importghe BRIC countries have become more importhah the US for the
Netherlands, although this is not (yet) the case for expsly 10€housand jobs anddpercent of

value added can be associated with Dutch trade with the BRIC countries ThZ)39a gross effect,

the net effect is much siber, because people would be employed in others sectors of the economy
without trade with the BRIC countriese 8y s« y 8 @ W| } £EuA”™ wot¢¥u8u®©} «y u:
and moving towards higtech goods as is evident from the technology and skill riooitéts export

package.

The dynamics of the world economy shift to these countries and this process would be conducive to
economic growthif the Netherlands would be more closely connected to the manufacturing
production centres in the world. Althoughiutidh exports to these countries increase, experience so far

has revealed that acquiring sustained access to the BRIC countries is difficult. Differences in culture and

regulations limit effective market entry and the opportunities to benefit from theaenaym

The rise of the BRIC countries in the world economy

The impact of the BRIC countries on the world economy is evident from the figures. Their 45% share in
the global labour force illustrates the enormous potential of the BRIC countries. If gpatitiies at

the current pace, China will become the largest economy of the world within two decades, although
GDP per capita still remains substantially below that of Europe and the US. It will take more than a few
decades before these countries can lpeaad to be at par with Europe or the US. The economic
structure of the BRIC countries is characteristic for less developed countries with a large share of people
employed in agriculture and only a small share in services. Their share in world tradesemérit is

smaller than their share in GDP.



The BRIC countries are, however, expected to develop further in the next decades. If the growth rates
that have been observed since the 1980s remain stable over the next 15 years, China and India will
increasetheir combined share in global output to over 40 percent. The ongoing shift of production
activities will continue to move to Asia as a consequence of comparative advantages. This process
which started with relocations to Japan and later to China ig tikedontinue in the direction of
countries like India, Malaysia, Vietnam and Indonesia. In view of its rich and successful history, the
potential of China to regain its strong position as an economic and innovative power is manifest,
notwithstanding the hige uncertainties regarding social and political tensions, economic imbalances
and environmental quality. It is expected that growth rates will fall to lower levels somewhere during
the coming decade, although economic performance has continued to bg #tromghout the

recent yearof worldwide economic crisis. Characteristic for China so far is the exceptionally high
savings rate. Increased awareness of its prosperity, a reduced role of the central government and a
rapidly changing ageompositionof its population is expected to result in reduced savings rates in the
years to come. This will alleviate global imbalances, but will also put an upward pressure on global
interest rates. From a lomgn historical perspective, one can safely conclude thaa@hd India are

reclaiming their former important role in the world economy which they had until around 1800.

The future growth potential of the BRIC countries and also the ease of trading and engaging in foreign
direct investments strongly depend on thetitutional quality of these countries. According to
indicators of the Worlahnk, the quality of governance in the Netherlands is among the higliest i

world. Brazil has a scqustabove the median. The quality of governance in India is somevdat be

the median and China and Russia have a relatively low average quality of governance. This suggests that
substantial institutional reforms in these countries are still needed if they want to fully exploit their

growth potential.

Dutch trade relationswith the BRIC countries are developing

Dutch trade with the BRIC countries has grown substantially over the past decade, although at different
rates. Also, trade balances with the four countries developed differently, but they all turned into a
substantialand increasing trade deficit for the Netherlands. The BRIC countries already have a share of

14 percent in Dutch imports versus 8 percent for the US in 2010. The BRIC countries are not yet as
important for Dutch exports as the US (export share of 4 pacére BRIC countries versus 5 percent

for the US), but this is expected to change. Compared to 1990, trade with the BRIC countries has
increased substantially, while the export and import shares to and from the US have remained fairly
constant. Inpagt w2 j u8 W| } EuUA” y-¥o80O" | u«sy vywesc¢cy } £Ew8y

currently the second exporter worldwide and the Dutch import share of Chinese products is among the



three highest of the ELb countries. Dutch exports to the BRIC casnérie limited when measured as

a share in total trade, not only compared to imports, but also compared to othér deuntries.
However, a part of our exports goes indirectly to the BRIC countries via other European countries,
mainly through GermanyAcounting for these indirect exports improves the Dutch position

somewhatompared to other ELB countries

The overlap in comparative advantages between the BRIC countries and the Netherlands is limited, as
measured by the revealed comparative advantaigabout hundred product groups, also including
services. The overlap is largest with Brazil, mainly due to specialization of both countries in agricultural
products, and smallest with China. The product groups in which both the Netherlands and €hina hav

a revealed comparative advantage are traded worldwide which could indicate more competition for
Dutch exporters of these goods. Examples are office machines and telecommunications and sound
recording apparatus. However, it is important to assess thmidyctzaracter of the Chinese economy.

W }EUA”™ wote¥u8u®©} «y ux«ufOu{y }-techgandslaxseed framn| u £ { }
the technology and skill content of its exporth@dugh part of this content comes from imported
intermediates, itclearly reflectsthe changing productiorstructurein China. This trend was already

visible five years ago, but has accelerated substantially and reflects a rapidly increasing Chinese

competitiveness of higand goods.

Using international transaction datafofns between 2002 and 2008 we find that the number of firms
exporting to and importing from the BRIC countries is rapidly increasing. Especially China and India
stand out in this respect. This is different from trading partners with more stable nlikekéhe, US.
However, most firms trading with the BRIC countries do not survive in these markets. This also occurs
with trade between other countries of origin and destination, but entry rates in the BRIC countries are
higher, so more firms survive in tekemarkets in the end. The surviving firms increase their exports or
imports substantially and become important traders after a few years. In particular for exports to Brazil,
Russia and India, new exporters dominate the trade performance of incumberiigeaytars. This is
different for the Chinese markets, where incumbent Dutch exporters dominate a substantial part of the

exports.

Dutch FDI relations with the BRI€ountries are developing

Apart from trade, economic relations with the BRIC countrsesiatensify through foreign direct
investment (FDI). The Netherlands has relatively large foreign direct investments in the BRIC countries,
compared to other European countries. However, this is not the case the other way around. The

amount of FDI from # BRIC countries in the Netherlands is very low. In 2009 the total FDI stock of the



BRIC countries was nearly two billion euro, of which most came from China. This is a modest amount
compared to the FDI stock of 106 billion euros in th&5EW relativelgrge share of the Dutch firms

with Chinese or Indian owners is active in knowledgensive distribution services, related to the

Dutch position as gateway to Europe. FDI can be seen as an alternative for trade. The importance of
Dutch investments reliae to trade is largest in Brazil and smallest in China. This implies that cultural

and institutional barriers might be relatively large for China.

The increasing economic implications for the Netherlands

Through trade and FDI, the economic developmiarte BRIC countries have macroeconomic effects
on the Dutch economy. Abou6 percent of Dutch employment and fiercent of value added can be
attributed to trade with the BRIC countries. This includes exports and Dexgomns which originate

from the BRIC countries. The impact of thexports from the BRIC countries is modaisbut 0.3
percent of employment and value added. In to&drly 100thousand jobs are involved, of which
about forty percent iattributableto China. Including the indic¢ exports through other countries to

the BRIGountries about 2 percent of value added is related to final demand in the BRIC countries.
This means that about two percent of the Dutch economy is vulnévablert termeconomic
developments inthe BRIQountries.The net benefit of trade with these countries is much smaller,
because firms and employees would develop other actiBeefits for the Dutch economy are
realised mostly on the import side through, for example, lower prices. The price diffaigntes
Netherlandsare the largest for India and Chiaadvery small for Brazil. However, the positive effects

of lower impat prices on inflation could have reached a turning point, in particular for Chinese
imports. In 2006 we estimated one percent less inflation cumulated since 1990 due to increasing
Chinese imports. Recently, the Renminbi has appreciated, while Chinaisenirifas been relatively

high. If these trends continue, the price advantage of China will decrease.

Trade could also affect labour markets by higher wage differentials or higher unemployment rates.
Since 2002, hourly wages in the lowest and highestnpiées of the Dutch wage distribution have

risen relative to the intermediate percentiles, but there has been no substantial increaselin

wage inequality. Moreover, there are strong indications that the modest increase in wage inequality in

the pas was mainly caused by skithsed technological change.

Policy implications
Experience so far has revealed that acquiring sustained access to the BRIC countries is difficult. Cultural
and institutional barriers are an important impediment, especialgnwtompared térade withour

main trading partners in Europe. This requires a fundamentally different way of approaching these



countries, in which support from governmental agenciegld bean important ingredient.The
government could support firms toeet their foreign counterparts in business and government.
Moreover, although Brazil, China and India are members of the WTO, and probably Russia will follow
soon, trade barriers with these countries remain high. Import tariffs are slashed down inaparticul
when China entered the WTO, but other regulatory barriers are still in place. This is particularly
important for services trade. The Netherlands has a relatively strong position in international transport
and business services. But regulatory hurdieis diffective market entry. Unclear regulations and
administrative bureaucracy also affect successful investment in these countries. Free trade agreements
that include services trade and investment between the EU and these countries could help to lower

these hurdles.

A multilateral agreement would be preferable, however. Then it would not be necessary to formulate
rules of origin which guarantee that a minimum part of the product is produced in the home country.
Suchrules limit trade and could be incomitdé with many export products from China which are only
assembled there, while all intermediates come from other countries. Second, the WTO has a dispute

settlement system, which disciplines the countries to conform to the trade rules.

A large part of the imports of the Netherlands from the BRIC countriexporeed to mainly other
European destinations and it seems reasonable to expect that these flows will increase substantially
during the next decades. If the Netherlands aimsadilitite these flowsit has to develop
infrastructure capacity to remain an attractive location for handling trade. Theawdstegative

external effects, such as pollutiand congestionhave to be balanced against tet benefitsof re-

exports.

Apart from trade, outward and inward investment could strengthen the ties between the Netherlands
and the fasgrowing BRIC countries. Although the HEbicksdo not point to a significant
establishment of firms from BRIC countries, theero data on firm owership show that the
Netherlandsppears to be an attractive location for these firms in Europe. This could be related to the
large distribution and logistic sectors. However, firms and in particular headquarters become more
footloose. Therefore it is ingptant tomonitor the quality of factors determining the establishments of
internationally operating firms.Increasing trade and FDI will also affect jobs and wages.
Unemployment is low in the Netherlands and wage inequality is modest in internatiopacpees

and only slightly increasing. Existing labour market policies that have been put in place in the past

seem to be sufficient to deal with job losses associated with trade-ahdriof§j. However, specific



jobs and tasks can be more vulnerable atitkse jobs and tasks can be identified in the future, it

could behelpful to retrain these workers.



1  Introductiont

Since the end of the Cold War, the political and ecanamairld landscape has undergone a
tremendous transformation. Following several decades of relative stability, with economic dominance
of theUSand to a lesser extent Western Europe and Japan, we have seen dramatic transformations in
the past two decades in the Soviet Union, China, Brazil and India. #Aedmewhat lesser extewe

can also mention transformations in, for example, South Afincinesia, and smaller countries in
SouthEast Asia. This has resulted in a shift of economic and political power towards the developing
countries in general and Asia in particular. While accounting for a minor share of the global economy
in the 1980she share of the BRIC countries (Brazil, Russia, India and [bhivta) GDP measured in
PurchasingPower Parity (PPP)s now24%. And already befe the recentfinancial crisis, the fast
growing BRIC countries accounted for a large share of globamécayrowth. While demand for
consumer and investment goods rapidly declined in virtually the entire developed world in the crisis
that started in 2008, the Chinese economy continued to greigtapercentper yearAs suchChina

can be considered #w engine of economic growth in the wotldat has somewhat alleviated the
setback that the advanced world has experienced. latedy however, questionablér how long

China can continue to play this roli. faces potential overheating of its economgince the
publication of the CPB study on China (Suyker and De Groot, 2006), the Chinese economy has
continued toexpand rapidly by more than half in real terinsThe risk@ssociated with this rapid

growth forChinese economy that we noted five yeass ampst notably inflationary pressure and a
vulnerable banking systerrhave not yet resulted in a deceleration of growth but remain relevant

today.

The impact of the BRIC countries on the world economy is evident from Figurédr 43%Tl$leare in

the global labour force illustrates the enormous potential of the BRIC countries. If growth continues at
the current pace, China will become the largest economy of the world within two decades. Figure 1.1
also illustrates that, for exampleDB per capita remains much lower than the average of the(asrld

the population share of the BRIC is higher than the GDP.dhavé) take more than a few decades
before these countries can be expected to be at par with EuropeUs tBe issues lik patent

applicationsy that may be important for long term growjhthe BRIC countries even lagttier

The authors thank the participants at meetings of the Ministry of Economic Affairs, Agriculture and Innovation and off@iRémstructive
comments. In particular we appreciate the detailed comments of Wim Suyker. We are grateful to Inge varedenf@&ijger analysis of the
firm-level data in Chapter 4 and to Jelte Haagsma for his assistance with the layout of the figures and tables.

2 BRIC igin acronym for the four largest developing countries Brazil, Russia, India and China that was idtlydGotdman Sachs chairman Jim
© A_ vz} GaldmanCSAcAsth@s taken these four countries together because they expect that all four countries will belong to thenlargest
economies in the world in 2050.



behind the developed world. Baventhere clear signsare visibleof rapid developments at the

technology front, especially in China.

Figure 1.1 Key statisticsy share of the BRICountriesin the world economy in2000
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Source: World Development Indicators (Worldbank, 2011). Note: * indicates that data are for the year 2007.

The economic structure of tBRICcountries is characteristic for less developed countries with a large
share of people employed in agriculture antcelativelysmall sharen services. Their degree of
openness, measured tofal trade and FDI is smaller than their share in GDP. Sandrgysatantially

larger mostnotablyin China

The economic developments of BBRICcountries raise many questions. Is economic growth séthe
countries sustainable arfdr how long will it continue? What is the impact on other countries in the
world, and the Netherlands in particular? These questions cannot be aneagheth this study, we

focus on the direct impact of the BRIC countries on the Dutch economy. In slightly more than a decade,
China has turned into the second largest importer of the Netherlands and the growth rates suggest that
its share will increase furtheThe direct impact can be measured by followérgls in international

trade androreign Direct Investment(FD) relations between the Netherlands and the BRIC countries

over time Especiallyor trade, we analyze the macroeconomic trends, sectorébgieents andlso

trade at the firm level. With respect to FDI the data are more aggregated. Trade and FDI affect the whole

Dutch economy. We measure the impact on employment, value added and prices.

In an earlier study, we already looked at the imgdatiecemergence of China (Suyker and De Groot,
2006) and India (Suyker et al., 2007) on the Dutch economy. Only five years ago, we found that the
share of China in total Dutch trade had more than doubled between 2000 and 2005. The speed at which

change igaking placeand thechanges witim the production sectocall for a new assessmeiithe



need for information is illustrated even further twg highly turbulent developments during the
financial crisisparticularly in relation to trade. To provide a mgeaeral overview, we include Russia

and Braziin our analysis, while we occasionally present figures for a selection of other developing
economies (see Annex A). Moreover, this analysis extends the previous studies by analyzing trade in
goods and serviseand trade at the firm level, and by focusing more explicitly on foreign direct

investments.

The remainder of this document is structured as follows. Chapter 2 presents the stylized facts of the
BRIC countries and the Netherlands, followed by a chaatiter of the economic developments in

the BRIC countries since the 1980s. We present a decomposition of their economic growth and assess
the importance of these factors for future growth. Chapter 3 discusses the development of goods and
services trade dnFDI between the BRtGuntries and the Netherlands. This section compares and
analyzes developments across several dimensions: international trade of goods and services at the
macro level and product group level and foreign direct investment. The etmorting sectors of

these countries are compared and also the technological and human capital contanpoddiets.

Chapter 4 analyses trade and foreign investment decisions of Dutch firms. The aim is to understand the
development of trade and FDlaatleeper level and to spot possible barriers with respect to bilateral
trade and investment. Chapter 5 focuses on the macroeconomic impact of the emerging BRIC
countries. We assess the impact on employment, value added and the price level in theddetherlan
Chapter 6 will summarize and conclude. Furthermore, it will discuss the broader policy implications of

the findings of the previous chapters.



2 The economic upswing of the BRIC
countries

This chapter sets the stage for the subsequent analyses biingresseries of stylized facts regarding
the stage of development of the BRIC countries and their economic development in the course of

history.

2.1  Stylized facts on stage of development

Table 2.1 presents some key statistics on the@Ril@es and compas those with the Netherlands.

The first strikng factis the massive difference in geographical and populsizeiThe area of Russia is

400 times that of the Netherlands, while even the smallest BRIC golntiyy is almost 80 times

larger. In tems d population, China is almost 80 times more populous than the Netherlands, while
Russia has 9 times more inhabitants. Considering economic size, however, the differences are much
"¢uijjy8B W|tg8imelarger thénl tha} of the Netherlands. The other BRIC economies are
hardly twice as large as the Dutch economy. In terting wélue of internationatade,China is about

three times as large as the Netherlandsle the trade of India is abolitstimes smaller. Another
important notion that emerges from Table 2.1 is the large heterogeneity within the group of BRIC
countries. The countries are in very different stages of economic development. While India is still

relatively poor, Brazil and Russia be considered middle income countries.

When we look at the share of household consumption, government consumption, investments,
exports and imports in GDP, several interesting facts enefgeina, gross savings are as high as 54
percentof GDP,while gross investment is p8rcentof GDP (thus indicating a net outflow of capital).
Yey£ ©| 2 {] ©}" [|}{]|] }E«y " ©¢y£0O |u" xyij}«y8yx
continuous economic growth, it may also have resulted in misguigledtinent and investments in

assets with low return§he Chinese economy is also relatively export oriented, with exports at 29
percentof GDP and importat 25percent In India, gross savings (35% of GDP) and investments (36
percentof GDP) are more t@ss in balance. India is, however, running largae deficis as imports

are 25 percemtf GDP while exports are only 18 perdariRussia and Brazil (where gross investments

are in fact lower than in the Netherlands in terms of GDP) both gross savings and investments are far
lower than in China and India. Furthermore, Brazil is somewhat an outlier compared to the other BRIC

3 Yang et al. (2011) find that firms, houselsand government contributed to the high savings in the past decade. The causes are very diverse and

include high economic growth, rising profits, provisions of social services and the demographic transition. AccordingtoeZlaani2010)
income uncetainty and pension reformarethe main reasons for higher household savings.



countries as its economy is relativeeltered In China, household consumption is a relatively small

part of total expenditures, which is uncommon in market economies. When the share of consumption
in GDP starts to increase in the future, this may resalfaist growing domestic market and therefore
opportunities for Dutch exports (which are more focused on consumer goods compared to the exports

of, for example, Germany

Table2.1 Key statistics for the Netliands and the BRI€ountries

Brazil Russia  India China the Netherlands
Surface (1000 sq. km, 2009) 8515 17098 3287 9597 42
Population (million, 2009) 194 142 1155 1331 16.7
Life expectancy at birth (years, 2009) 73 66 64 73 81
Mortality rate, under-5 (per 1,000, 2009) 21 12 66 19 4
Fertility rate (births per woman, 2009) 1.8 16 2.7 1.8 1.8
GDP (current dollars, billion, 2010)* 2088 1480 1729 5879 783
GDP per capita (dollars at PPPs, 2010)* 11273 15612 3408 7544 40973
Gini coefficient of incomes (latest av. year) 53.9 42.3 36.8 415 30.9
Poverty (consumption share of poorest 10%, latest av. year) 12 2.6 3.6 24 25
Agriculture, value added (% of GDP, 2009) 6 5 18 10 2
Industry, value added (% of GDP, 2009) 25 33 27 46 24
Services, value added (% of GDP, 2009) 69 62 55 43 74
Household consumption expenditure (% of GDP, 2009) 62 54 56 35 46
Government consumption expenditure (% of GDP, 2009) 22 20 12 13 29
Gross savings (% of GDP, 2009) 15 23 35 54 22
Gross fixed capital formation (% of GDP, 2009) 17 19 36 48 18
BExports of goods and services (% of GDP, 2009) 10 29 18 29 69
Imports of goods and services (% of GDP, 2009) 11 20 25 25 62
Dutch export share of goods and services (%, 2009)** 0.90 1.40 0.60 1.60
Dutch import share of goods and services (%, 2009)** 1.80 3.10 0.90 7.00
Dutch outgoing FDI share (% of stock, 2009)*** 141 1.62 0.29 0.92
Dutch incoming FDI share (% of stock, 2009)*** 0.72 0.31 0.07 0.27
Urbanisation (% of population, 2009) 86 73 30 44 82
Sanitation facilities (% of population with access, 2008) 80 87 31 55 100
Water availability (% of population with access, 2008) 97 96 88 89 100
Internet users (per 1,000 people, 2009) 392 421 53 288 900
Fixed line and mobile phone subscribers (per 1,000 people, 2009) 1110 1940 480 800 1720
Motor vehicles (per 1,000 people, 2008) 198 245 15 37 515
Energy use (kg of oil equivalent per capita, 2008) 1295 4838 545 1598 4845
CO-2 emission (x1000 kg per capita, 2007) 19 10.8 14 5.0 10.6
Quality of governance, in percentiles (2010)**** 59 22 42 28 97
Ease of doing business, in percentiles (2010)**** 31 33 27 57 84

Sources: World Development Indicators (Worldbank, 2011)PE#FOECBITCS database, ***Eurostat, ****Worldbank



On other relevant dimensions of development, the differences are large as well. For example, the child
mortality rate in India is five times that of Brazil. In Russia and Brazil, and even China, sanitation
facilities are very common, whereas in India onlpe3tentof households have access to such
facilities. The largest differences are found for thecgpita use of telephones, internet, and the
number of motor vehicles. Here it becomes visible that Russia and Brazil are much further developed

than China andspeciallyndia.

Differences in the stage of economic development do not only vary betw@&RiEheountriesihe
distribution of economic activities and income between households and regions within countries is
also highly uneven when compared to advanced economies. Figure 2.1 shows the regional distribution
of GDP relative to the average GD#ah individual country. In the Brazilian state of Sao Paulo, GDP

per capita is more than three tiggs high as in the Amazon states. In China and India the differences
between regions are somewhat smaller than in Brazil, even though both countriestnanNee@of

peripheral regions that lag far behind. The most unequal spatial distribution of GDP is found in Russia,
where the Moscow area and a number of regions that are abundant in natural resources have a very
high GDP per capita, while there are astrae time many regions with a GDP per capita less than half

of the national average. The distribution of household consumption in Brazil is anmfumgabst

unequal in the world

The distribution of wealth across households is not uniformly higheeiBRiCountries compared

to the Netherlands. As shown in Table 2.1, Brazil has@@ifitient of 53.9 with a share of only 1.2
percent of the poorest 10 percent of households in total household consumption. Russia and China
have a higher Gigoefficent than the Netherlands, which is mainly explained by the presence of a
relatively large share of very rich households. The income share of the poorest 10 percent of
households in these countries is comparable to the Netherlands. Interestingly, the sheoenef the

poorest households in India is relatively large compared to even the Netherlaadaslofincome

levels the poorest in Indiarenot poorerthan those in the other BRIC countries. If we combine the
consumption share of the poorest 10%ach country, the share of consumption in GDP and GDP per
capita, we find that China has the higHesel ofpoverty, with a monthly per capita consumption (for

a person in a household at the 1péncentilg of 53 US$ (PPP). For India this figure f®6Brazil 69,

and for Russia 232 US$.

* If we would present the same figure for Dutch provinces, all 12 provinces would be within or close to the middle catego6RRibetween 81
and 125 percent of the natial average.

5 It must be noted that these are back of the envelope calculations that are not entirely comparable, for example, bedtfesenckd in average
household size.



The future growth potential of the BRIC countries and also the ease of trading and engaging in foreign
direct investments strongly depend on the institutional quality of these coufthegstitutional

guality 5 oftenapproximated by the average scoretba Worldwide Governance Indicators from the
Worldbank® The Worldbank provides indicators for six types of governance: voice and accountability,
political stability and absence of violence, government effectiveness, regulatory quality, rule of law,
control of corruption (seKaufmanret al.,2010) Table2.1shows the percentile of the average of these

six indicatorswhich are based on 210 countridge percentilesange from 0 for the country with the
lowest level of governance to 100 for the country with the highest level of govémerureing to

these ndicators, the quality of governancettie Netherlands is among the highesthie world. Brazil

comes secondith a score laove the median. The quality of governance in India is somewhat below
the median, but particularly low for political stability aattkence of violenc€hina has a relatively

low average quality of governance, which is caused mainly by the low ranking for voice and

accountability.Russia has the lowest quality of governance of the four countries

Another indicator for the qualityf institutions is the ease of doing business indiciTdis ranking is

based on nine topics related to doing busingg® percentiles for this indicator are based on 183
countries. Againthe Netherlandscoreshigh compared to the BRIC countries, but not as high as for

the governance indicators. China scores above the median, while the other BRIC countries all score
around the 30th percentile. Interestingly, the ease of doing business index for Hong Kosermithe

highest in the world, after Singapore.

5 Obtained from http://info.worldbank.org/governance/wgi/index.asp

7 The percentile for countriys calculated as 100 R¢ 1) / Ny 1), wheraR is the rank score of the average of the indicators Kigithe total
number of countries in the sample.

8 Obtained from http://www.doingbusiness.org



Figure 2.1. Index (in %) of GRP per capita relative to national GDP, 2007
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Sources: BrazilGDP by Stat2p07 (Regional Accounts 2007, Brazilian Institute of Geography and Statistici it

of GDP by province, 2007 (National Bureau of Statistics) and population, 2007 (NBSNein8imte Domestic Product by
State, 200€007 (Handbook on thadian Economy, Reserve Bank of India, 2010); Rassiient of GRP by federal subject,
2007 (Federal State Statistics Service) and population, 2002 (all Russia Population Census, FSSS).

2.2 Growth dynamics

Although all four BRIC countries have experieepebdes of relatively high economic growth during

the last decades, thee are substantial differences in the characteristics of riagpectivegrowth
processe¢see also Box 1 for a lang perspective on the position of China and India in the world
eonomy). In both China and India, the start of economic acceleration was marked by policy reform
around 1980. At that time, Brazil suffered from the consequences of disastrous economic policy,
resulting in an episode of hyperinflation in the late 198asafAtame time, Russias still parof the

Sovet Union which fell apartin 1991. As Figure 2Rows, China is by far the most important






































































































































































































