SHIFT\N
POWER

Critical perspectives on emerging economies

INNIRWORIINICRRARIERS




Shifting Power
Critical perspectives on emerging economies
TNI Working Papers

Transnational Institute
PO Box 14656

1001 LD Amsterdam
The Netherlands
Email: tni@tni.org
www.tni.org

Co-Editors: Nick Buxton and Nicola Bullard

Contributing authors: Walden Bello, Praful Bidwai, Tomaso Ferrando, William Gumede, Dorothy Grace
Guerrero, Afsar Jafri, Adhemar Mineiro, Joseph Purugganan, Deepshikha Shahi, Pablo Solon, Achin Vanaik

Copy Editor: Imre Sztics
Design/layout: Ricardo Santos

Acknowledgements: Thank you to the following people for their support, advice and peer reviews —
Diana Aguiar Orrico, Gonzalo Berron, Patrick Bond, Fiona Dove, David Fig, Sam Geall, David Hallowes,
Dot Keet, Sylvia Kay, Dale Mckinley, Gustavo Oliveira, Marcelo Saguier, Shefali Sharma, Pietje Vervest

@@@@ This work is under the Creative Commons Attribution-Noncommercial-No Derivative Works 3.0
licence. http://creativecommons.org/licenses/by-nc-nd/3.0

September 2014


mailto:tni@tni.org
http://www.tni.org/

SHIFT\NG P#WER / critical perspectives on emerging economies
CONTENTS

Chapter One

Emerging powers: Rise of the South or a reconfiguration of elites?
Achin Vanaik

Chapter Two

Brazil: From cursed legacy to compromised hope?
Adhemar Mineiro

Chapter Three

China Rising: A new world order or an old order renewed?
Dorothy Grace Guerrero

Chapter Four

India in the Emerging World Order: A status quo power or a revisionist force?
Deepshikha Shahi

Chapter Five

The BRICS Alliance: challenges and opportunities for South Africa and Africa
William Gumede

Chapter Six

BRICS: A global trade power in a multi-polar world
Joseph Purugganan, Afsar Jafri and Pablo Solon/Focus on the Global South

Chapter Seven

The Emerging Economies and Climate Change: A case study of the BASIC grouping
Praful Bidwai

Chapter Eight

Land grabbing under the cover of law: Are BRICS-South relationships any different?
Tomaso Ferrando

Chapter Nine

The BRICS and Global Capitalism
‘Walden Bello

20

36

o8

82

106

130

150

174



/

Critical perspectives on emerging economies

CHAPTER ONE



e

W&ZER =y, (Y

/wﬂﬁm% 0=

ﬂé r O

T_n

5 = <

N O

SU

i WO
I?-
._W _ulu_.rs
— =
m..% ,,FOT
_va,Wd ocu
% .—\._.ME
e LL
S x<gO

ACHIN VANAIK



7 Critical perspectives on emerging economies

Emerging powers: Rise of the south
or a reconfiguration of elites?

ACHIN VANAIK*

That we are in the midst of an ongoing historical process whereby certain powers in the South are clearly
rising and will exercise growing weight in the wider comity of nations is self-evident. The more obvious
candidates include China, India, Brazil, South Africa which have come together in such formations as
BRICS, BASIC and IBSA as well as others such as Turkey, Indonesia, Argentina, Mexico, South Korea,
Egypt, Iran and perhaps Saudi Arabia and Nigeria. Russia, as much an Asian as a European power also
merits inclusion in the category of the ‘Emerging South’. But how much change in the existing patterns of
geo-political and geo-economic relations will the rise of these countries bring? Any effort at reasonably
intelligent yet cautiously controlled speculation about future developments should confine itself to a
limited time span of not more than say, the next 20 years.

And just how should this ‘rise up’ be measured? Furthermore, does the selective rise of some countries
means that the weight and power of the South as a whole will rise up? That is to say, are these Emerging
Powers going to take the lead in altering existing patterns of global governance in ways that will benefit
all the Southern countries and their populations? Or will such selective elevation of some nations lead
primarily to greater social and class differentiations within the major countries of the South and to a greater
distance between them and the rest of the developing countries? If so, will this not mean a “North’ emerging
within the South? Will this new ‘North’ of various elite dominated regimes somehow be able to work togeth-
er against the older North to shift power relations significantly towards itself? Or will its individual country
components be more preoccupied with prioritising their relations with the power centres of the North and
with the existing governing institutions that serve their interests, than with forging ever closer relations
with each other? These are some of the issues that this chapter will aim to address with whatever illumina-
tion can be obtained from certain quantitative statistical indicators about how things stand at this time.

Itis not the case that the South as a whole is rising up. Emerging Powers rather than an ‘Emerging South’ is
the proper characterisation, where this ‘rise’ is measured by standard indicators concerning the economy
and demography and compared with similar indicators for the advanced and industrialized societies (See
Chart1). But even here it is only a handful of countries that really count and which might be expected to
challenge the exiting geo-economic and geo-political order, especially if they were to get their act together.
Hence, the new and closer attention being paid to groupings such as BRICS, IBSA, BASIC and the G20; and
to one undoubtedly rising country, China as a potential superpower of the future capable of standing up to
the US. In this respect it might in the future play the role that the Soviet Union once did but with an econo-
my not having the same kind of structural weaknesses and possessing a cultural homogeneity that makes
Chinese nationalism the kind of enduring territorial glue that the USSR never had.

WHAT ABOUT BRICS?

Leaving aside the minor outliers of North Korea and Cuba, the collapse of the Soviet bloc and the Chinese
turn (followed by Indochina’s Communist states) towards the establishment of an essentially capitalist
economy has created for the first time ever a truly capitalist world order. The great economic success stories
of China and the ASEAN means that the centre of gravity of the world economy has shifted, or will very soon
shift, towards the Pacific from either side of the Atlantic where it lay for close to 500 years. Besides East Asia,
India has since the 1980s witnessed respectable average annual growth rates of 5 to 6 per cent accelerating
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toaround 8 per cent after 2003 before seeing a slow down due to the Great Recession of 2008 to 2011/12.
The petro-economies of West Asia have done well and South Africa and Brazil have also done well by average
global standards. The downturn since 2008 was really the first genuinely global recession but the BRICS
countries did noticeably better than the major economies of NATO and Japan (See Table 1).

Of course, in the last three decades and more of neoliberal globalisation, inequalities of income and wealth
have risen faster than ever before in history. This means that even as the size of the global ‘middle class’ is
growing substantially, the ratio of incomes and wealth of the top quintile to that of the bottom quintile of
the world’s population has grown to unprecedented and obscene levels. But then capitalist development is
always uneven and combined! The job of capitalism is to reproduce capital on an ever-expanding scale and
tosecure an unending and constant flow of profits through pursuit of unending growth, not to put an end to
mass poverty or significantly reduce relative inequalities or to guarantee ecological balance and sustaina-
bility. These are always side issues to be addressed with greater or lesser success by national governing elites
and by institutions of global governance once they have met their primary goal of promoting the wealth and
prosperity of a small minority of upper classes. To stabilise such an order also requires that the main social
base of the ruling minority - the middle classes-grow absolutely if not relatively, and have some share of the
wealth produced.

Itis here that the South economically becomes of increasingimportance to global capitalism. Northern based
TNCs, the governments that succour them, and the elites that now recognize that capitalist globalisation
isnecessary for their own continued prosperity, all need the expanding markets provided by an expand -
ing ‘global middle class’. With the partial exception of the US, Canada, Australia that remain immigrant
societies, itis the South, especially the bigger more populated countries that are now taking up the baton

of rising middle class growth. There are different definitions of what constitutes the middle class and its
growth pattern. Table 2 is derived from the international economics section of The Carnegie Papers released
inmid-2012 by the Carnegie Endowment for International Peace which uses one such measure prepared
by the authors, U. Dadush and S. Ali. While this tells us about the BRICS countries and a few other Southern
ones, it doesn’t cover the advanced countries. Nevertheless, using another indicator for the latter (see www.
huppi.com/kangaroo/8Comparison.htm ) which defines middle-class income as lying in the range from 33
per cent below the median income level to 50 per cent above that median level of that particular country’s
distribution pattern, we get the following results which appear roughly accurate. Japan has a middle class
comprising 90.0 per cent of the population, Germany 70.1 per cent, UK, 58.5 per cent and the US53.7 per
cent. The size of the working poor and underclass will be considerably greater in the UK and US than in
Germany and Japan but it is the remaining minority of the rich and veryrich thatlies some distance above the
sum of the middle class and the strata below, that really holds power in that country and to whose interests
these governments are most attuned. Germany has a stronger welfare state and Japan a more egalitarian
distribution of income than the UK and US, but here too it is the very small layer at the very top that reigns.

As for the BRICS group of countries, South Africa and Brazil are among the most unequal societies in the
world. China’s Gini coefficient has also steadily risen, along with Russia’s, while India’s Gini coefficient
(calculated as it is on surveys of consumption expenditure and not on more reliable income data) is widely
recognised to be a serious underestimate. In any case, rising inequalities of income and wealth have been
characteristic of India’s lopsided growth pattern over the last five decades, accelerating after the neolib-
eral reforms of 1991. It is hardly surprising then that the number of dollar millionaires and billionaires is
growing rapidly in the South (See Table 3). To make matters worse, Brazil, China and India are major land
grabbersin Africa, and South Africa serves more as a useful entry point for foreign capital to extract re-
sources from the continent than as some kind of bulwark protecting against such ravages. Indeed, it is itself
involved in such activities. So much for BRICS ‘leading the charge’ against Northern exploitation of Africa
(See Table 4 and Graphs1and 2).

According to Table 5, the members of BRICS, with the exception of Russia, have today a greater proportion
of youth than in the advanced countries. However by 2050 it is projected that this gap will disappear, or in
the case of South Africa and India be much reduced. But does this mean that between now and 2050 the fast
growing number of yearly new entrants into the national job market is going to prove an economic asset?
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Not necessarily; indeed, there are reasons to worry about the future performance of the Emerging Powers.
Asitis, per capitaincome levels of BRICS (and of other ‘emerging powers’ like Mexico, Indonesia, Turkey)
are currently way behind those of the OECD countries (only South Korea has entered the OECD club). In
fact, it is simply not ecologically or materially possible (in terms of resource and energy use) for the per
capitalevels of even the BRICS and other ‘high flyers’ to come anywhere close to average per capita levels of
the most prosperous OECD countries.

This means, given that the per capita figures are averages hiding gross inequalities, that their relatively low-
erlevelsin the future will continue to generate mass discontentment and impoverishment. This is particu-
larly true now where the communications revolution has made it possible for even the world’s poor to know
how deprived they are compared to the wealthy in their own societies. It was comparative dissatisfactions
rather than absolute levels of economic deprivation that helped fatally undermine the Soviet system. In the
South, both relative deprivation and absolute immiseration are in all probability going to persist widely
enough to make possibilities of intra-South cooperation more difficult, and will be a source-bed for anger
to erupt against ruling elites —witness the ‘Arab Upheavals’ of recent times.

The historical pattern of capitalist industrialisation in the West and Japan was accompanied by the kind of
urbanisation and employment generation there that led to the decline of the rural population and peasant-
rytothe point that it constitutes, at most, between 2 to 8 per cent of the overall population. For countries
like Brazil, India, China, Mexico the rural population is currently a majority. In due course this may well
become a minority, but a significant one well above the proportions now prevailing in the earlier indus-
trialising countries. Even in other countries of the South where urbanisation has been proportionately
greater, the informal sector continues to comprise a very large part of the growing urban slum population.
The ICT revolution has been a major factor in reducing the employment elasticities of output worldwide.
Rising capital intensity even in agriculture means higher levels of unemployment, low productivity, low
pay, more part-time work, longer working hours, greater job insecurities and thus a greater proportion
than ever of the working poor.

The historic development of an organised and unionised labour force in Western Europe as the accompa-
niment of its particular pattern of capitalist modernisation, and even the lower levels of such organisation
of the labour force in North America and Japan are unlikely to be replicated in BRICS let alone elsewhere in
the South. The objective conditions for much greater worker unrest in this part of the world are beinglaid.
Grassroots organisation in slums and in local communities rather than simply at the workplace will become
more important and with this the necessity of taking up a diversity of issues such as race, ethnicity, gender,
skill difference, etc. to generate more composite forms of unity in action. Urban-based struggles over the
“right to the city” i.e., the right for the majority of urban residents to shape and control their own lives will
become ever more important. However, given the persistence of the peasantry in much of the South, the
land and ‘agrarian question’ will also remain key issues.

THE QUINTET AND THE ROLE OF THE US

The rise of certain Southern countries, the economic rise of Southeast and East Asia, the emergence of
BRICS, IBSA, BASIC, G20 has still not meant a serious change or shift in global power relations. Indeed, the
current power shift, one can suggest, is a drift towards the creation of an informal collective. This is likely
tobe a quintet comprising those countries that by virtue of their combined and absolute levels of demo-
graphic, economic and militaryweights, will be effectively entrusted with the primary responsibility of
stabilising the world capitalist order from which all elites and the most powerful TNCs can hope to continue
benefiting. These five are the US, EU, Russia, China, India. Japan could have qualified for admission, except
thatitis sosubordinate to the US that it can be taken for granted. With the other relatively more independ -
ent entities, negotiated compromises by the US are more regularly required to arrive at collective agree-
ments. There is then, a dialectic of the national and the transnational, of the system of nation states and the
globalising economy that will remain at least until truly radical and transformative struggles achieve some



success. Understanding the strengths and weaknesses of the emerging world order is a precondition for
carrying out such struggles.

While the top echelons of capital - say, the Fortune 500 TNCs -share common ground in wanting the greatest
freedom of movement for trade and investment so as to maximize the spatial opportunities for making
profits, the very fact of competition on a widening scale also guarantees that there will be losers. In short,
big capital does not simply want competition for competition’s sake but wants competition on its terms, i.e.,
that it be protected from losing out in competition or that its losses be minimised as much as possible. There
is always a dialectic of competition and protection. TNCs have their ‘home’ bases where the most powerful
economic levers of research and financial control reside, and where the links to ‘their’ state can provide
the most powerful political levers to serve their company interests. This means that inter-capital rivalries
and tensions will to some degree translate into inter-state rivalries and tensions that could add to already
existing tensions deriving from historical territorial disputes or from geopolitical needs or from ideological
differences. Since such inter-state rivalries are far more dangerous and potentially de-stabilising than
rivalries between capitals, they must somehow be managed and defused.

Historically, in the first three phases of global capitalist development this was the responsibility imposed on
the hegemon. The first phase extended from the late eighteenth century to WWIwhen Britain, the hegem-
on, faced the rising challenge of Germany and the US. The second interwar period saw enormous upheaval
because there was no hegemonic stability. In the third post-WWII phase, despite bloc rivalry constraining
capitalist expansion, the US hegemon did stabilise Western Europe and Japan thereby providing a power-
fully attractive model of capitalist liberal democracy to second and third world populations. We are in the
fourth phase today, which geo-politically was inaugurated around 1990 when systemic Cold War rivalry
ended. Geo-economically speaking, this phase would date back to the late seventies when neoliberal glo-
balisation emerged leading to the eventual abandonment of strong Keynesian and welfarist commitments
inthe advanced countries, and of state-led developmentalist perspectives and practices in the developing
world -even though these departures were spread out over time and place.

For all the claims that the rise of the South portends a dramatic power shift globally, far more likely is the
emergence of the above mentioned quintet-the US, EU, Russia, China, India-inwhich the US, despite

its relative (but not absolute) decline, will remain the principal bilateral coordinator and mediator. As

itis, the world order is not so much a complex ‘web’ of multipolar powers, but rather a ‘hub-and-spokes’
arrangement with the US at the centre and joined by separate spokes to all other powers including the other
members of the quintet. That is to say, for all the efforts of the major powers on the circumference to move
towards each other and to form different groupings excluding the US, they all continue to give priority to
their bilateral relationship with the US. This is an arrangement from which the US benefits greatly and will
seek to sustain for as long as possible.

While there will be no collective hegemon nor a replacement of the role played by the US-claims about
China as the new hegemon or of India as a near equal power are to be dismissed. The incoherent grouping
of BRICS countries also cannot provide an effective alternative or complement to the quintet. The context
of escalating economic, social, political and ecological problems worldwide mean that the quintet will

in alllikelihood fail in its task of stabilisation. A more barbaric world order is on the cards, which makes
the necessity of transcending capitalism even more important, and an issue that must be more seriously
addressed even among progressives.

Toreturn to the quintet, the reason why others like Brazil, Mexico, Turkey etc. do not ‘merit’ entry into this
club has much to do with them being much weaker military powers (See Graph 3 and Tables 6-10). Brazil
has demographic weight (as does Indonesia) and economic strength, but to play a reliable regional and
global geo-politically stabilising role requires the ability to exercise force successfully in the last resort, or
even well before that. In respect of the economy, by the measure of companies in the top 500, China leads
all Southern comers but remains well behind the US (See Table 11). Where Brazil and India have 8 each in
the top 500, by mid-2013, China had 89 compared to Japan’s 62, Germany’s 30 and the US’'s 132. South Africa
does not have any company in the top 500.
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Itis alsoimportant to assess a country’s netinternational investment position as a measure of its econom-
ic-financial vulnerability (See Table 12). It might seem from the figures that, compared to China, the US
isin an extremely fragile position. While this is certainly a longer term weakness for the US, in the shorter
and medium term what is crucial is not the size of one’s debt or surplus reserves but the currencies in
which these are denominated and held. China’s reserves are placed in US Treasury Bills giving much
lower interest rates than for foreign debt borrowings. The Euro, Yen and above all the Dollar are and will
remain for some considerable time the world currencies and it is the US that more than any other country
continues to exercise predominant influence on international currency and interest rates, aswell as
being able to avoid paying the price for its persistent balance of payments deficits.

It can still be said with a degree of accuracy that of the Southern powers only China can hope tobecome a
major economic rival to the US. But itis no match on the military or cultural front. To exercise hegemony
or leadership one must be able to combine the ability to use force with the ability to elicit consent. The
latter depends on being to some degree a pole of attraction, of having the kind of society and values that,
deservedly or otherwise, other countries and peoples nonetheless would like to imitate. How many states
and their ruling and middle classes in the world want to become more and more like Russia, China or
India rather thanlike the US? The EU by its very nature cannot be the single unified aspirational model.

THE WAY AHEAD

More than a 150 years ago, writing in The Communist Manifesto Marx anticipated today’s reality. He was
really the first theorist of globalisation and recognised the deeply contradictory character of the process of
capitalist expansion which simultaneously creates wealth with poverty, prosperity with misery, progress
with despoliation. This is why he called upon the workers of the world to unite since they had nothing to
lose but their chains. Today’s call is one given by global elites - “Upper classes and upper-middle-classes
of the world unite, you have nothing to lose but your privileges!” The struggle for a much more humane
and ecologically sustainable world order cannot then opt out of the quest to go beyond today’s capitalist
globalisation whose principal political ballast remains US power exercised in conjunction with others.
This being the case, any project for moving towards a saner world order must seek to greatly diminish this
American power.

Given this necessity what are the weak spots in the global system that progressives can identify and work
upon? First, there should be noillusions that emerging powers of the South behaving as they currently do
can provide the desired sources of resistance. BRICS, IBSA, BASIC are groupings that aim to create more
favoured positions for their member countries in the existing (and for them more important) institu-
tions of global governance such as the WB/IMF/WTO and the UNSC. Nevertheless, should the authority of
the US be seriously weakened, this would create conditions in which Southern powers would see much
greater virtue in cooperating more with each other and in exploring alternative economic arrangements
of amore progressive kind.

Currently, the region where resistance to neoliberal forms of development is not only greater but
where the search for development alternatives has atleast been initiated, howsoever tentatively and
uncertainly, is Latin America. It is here too that the US-led effort to set up the FTAA (Free Trade Area of
the Americas) was decisively defeated and where the efforts to build forms of regional integration that
spread benefits more equally between and within member nations have gone further than elsewhere.

For all the problems and uncertainties faced by ALBA (Bolivarian Alliance for the Americas), Banco

de Sur (Bank of the South), CELAC (Community of Latin American and Caribbean States), Mercosur,
Telesur, UNASUR (Union of South American Nations), they do represent a more progressive orientation
compared to the Northern-dominated neoliberal institutions of global and regional governance. While
thebloc of Cuba, Venezuela, Bolivia and Ecuador needs to be strengthened in its radical thrust, the
importance of Brazil taking a similar stance will be particularly important given its continental role.



Thisiswhy here, as elsewhere, there is no escape from the necessity of national level struggles to
replace current elite-serving regimes pursuing either disciplinary or compensatory neoliberalism
with genuinely more progressive regimes rejecting the neoliberal path in toto.

For Asia, two initiatives of real value which can help change geo-political and geo-economic relations
need tobe pursued. Initial steps were taken in the past only to be subsequently and quickly stymied.

Yet they are both of such obvious value to all concerned including existing governments that the main
obstacle is the absence of political will in the relevant Asian capitals. First, even as we need to pursue the
promotion of renewable energy sources over the next several decades, there will nonetheless continue
tobereliance on oil and gas. Here the proposal of building an Asian Collective Energy Security Grid
with oil and gas pipelines running horizontally across Asia from Iran via Central Asia across Russia and
Siberia to the eastern coast of China and vertically downwards to the countries of South and Southeast
Asiais anideawhose time has come. The existing East Siberian-Pacific Ocean pipeline system for ex-
porting Russian crude to China, Japan and Korea could easily be incorporated into such an overarching
infrastructure. Not only would such a network be beneficial cost-wise to both producers and consumers,
itwould necessarily transform the geopolitics of the region and change relations with an oil and gas
hungry Europe and Japan. It would deny the US the leverage it enjoys currently over India, Southeast
Asian countries, China, Japan and even Europe by its control over the Middle East (and its efforts to do
the same in Central Asia) and over the key sea routes for tanker transportation. As for land routes, the
US currently wants to help construct and control oil and gas pipelines from Central Asia that will bypass
Iran and Russia via Afghanistan, Pakistan and Turkey and run to ports in allied countries. The former
Petroleum Minister of India, Mani Shankar Aiyar in November 2005 set up a ministerial round table
conference to discuss these proposals with representatives from the key Northern and Central Asian
producers including Russia, and representatives from key Asian consuming countries including China
and Japan. This visionary effort was subsequently derailed when Aiyar was pushed out of the Petroleum
ministry and relegated to a more junior Cabinet post by the top Congress leadership to the delight of the
US since Aiyar was also the foremost critic of both the Indian economic shift towards neoliberal policies
and its foreign policy shift towards the US.

Second, the time has also come to push for an Asian Monetary Fund, run much more democratically by
its member governments to replace the role of the dollar and current neoliberal institutions like the IMF
and WB. Such a body could become a regional clearing house with its own regional currency (in addition
to existing national currencies), whose purpose would be to smooth out trade imbalances that would
ensure that there are no permanent debtor and creditor nations. This would create a more powerful
foundation for permanent cooperation among Asian countries that would also be greatly conducive to
resolving conflicts and tensions of a more political-territorial kind. Once again, thiswas an earlier pro-
posal, this time put forward by Japan during the height of the Asian crisis 0of 1997. Subsequent impulses
in the same direction have not taken off primarily, because of a reluctance of Japan and other US allies to
break away from the WB/IMF nexus and its control by the US Treasury.

Politics commands economics. The neoliberal path emerged because of prior shifts in the social
relationship of forces between capital and labour in the North. The rise in the power and numbers of
Southern elites eventually led to the abandoning of the ‘developmental state’ where it existed as in East
Asia, and as a project-in-the-making as elsewhere in Asia, Africa and Latin America. The collapse of the
Soviet bloc added its own impetus to this ideological shift in state policy. Those who would condemn
neoliberal globalisation must also condemn the informal Empire Project of the US that underlies it. If
Latin America is where neoliberalism has been more successfully challenged it is also because the US has
been bogged down in West Asia and North Africa (WANA). This region remains the great political weak
spot of its Empire Project.

More than ever, it behoves progressives everywhere to engage in struggles of solidarity with the op-
pressed masses in this region both against already hated ruling elites and against their principal backer,
the US and its allies. In this regard the US can be politically defeated (though not militarily) with major
geo-economic and geo-political ramifications that would create new opportunities and much brighter
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prospects for successfully carrying out progressive changes worldwide. Here the key issues demanding
global solidarity efforts are a) against the illegal occupations of Afghanistan, Iraq and Palestine and
against installing puppet regimes and leaderships serving imperial interests; b) against the attempt to
isolate Iran for developing a nuclear bomb making capacity when the main perspective should be the
establishment of a Middle East Weapons of Mass Destruction Free Zone (MEWMDFZ) that includes Israel;
c) justice for the Kurdish people; d) an end to anti-democratic monarchical, theocratic and de facto
military rule in the region.

Iamgreatly indebted to P K Sundaram for his invaluable help in preparing the accompanying graphs and tables

—Achin Vanaik

chart1. Population, GDP and HDI for BRICs, Japan, US and UK

knowledgebase, 2013
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Table1. GDP growth for BRICS and Industrialised Economies
Annual percentage growth rate of GDP based on constant 2005 US dollars- years of the Great Recession

In percentage
Country 2008 2009 2010 2011 2012 b-year average
Brazil 5.2 -0.3 7.5 2.7 0.9 3.2
China 9.6 9.2 10.4 9.3 7.8 9.30
India 3.9 8.5 10.5 6.3 3.2 6.5
Japan -1.0 -5.5 4.7 -0.6 1.9 0.06
Germany 1.1 -5.1 4.2 3.0 0.7 0.8
Russia 5.2 -7.8 4.5 4.3 3.4 1.9
South Africa 3.6 -1.5 31 3.5 2.5 2.2
UK -1.0 -4.0 1.8 1.0 0.3 -0.4
Us -0.4 -3.1 2.4 1.8 2.2 0.6

Source: World Bank http://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG/countries/BR-US-IN-CN-ZA-US-GB?display=default

Average column compiled by the author

Table 2. Size of the Middle Class, shown by Income and Car-use

Average
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Table 3. Number of Billionaires and Millionaires 2012/2013

$ Billionaires $ Millionaires (2012)
Source: Forbes List 2013 Source: Boston Consulting Group Global Wealth Report
= 165,000 2012
] 37(2012) World Wealth Report by Capgemini SA
Brazil and RBC Wealth Management.
||
110 (2013) 1,80,000
Russia
- 55 (2013) 1,68,000
India
-
122 (2013) 1,304,000
China
[~ 47,491
South Africa 4(2012) Credit Suisse Research Institute
=
442 (2013) 5,876,000
United States
37(2013) 509,000
United Kingdom
o 1,460,000
Japan 22 (2013) ) )
Table 4. BRICS Land Grabs in Africa. as of 2010
Country and Total Land | Total Land and Regional Area Target Countries
Brazil Eastern Africa: 28,000 ha Mozambique, Ethiopia
28,000 ha
India Central Africa: 15,000 ha Cambodia, Indonesia,
1,924,509 ha Eastern Africa: 1,761,800 ha Lao, Philippines, India,
Northern Africa: 8,020 ha Cameroon, Ethiopia, .
) Madagascar, Mozambique,
South East Asia: 139,689 ha Sudan
China Central Africa: 10,000 ha Cambodia, China, Sudan,
1,140,683 ha Eastern Africa: 126,171 ha Laq, Philippines, Ind'ia,
South America: 348,972 ha Bohyla, Peru, Argentln.a, .
i Benin, Cameroon, Ethiopia,
South East Asia: 628,139 ha Mali, Democratic Republic of
Western Africa: 26,000 ha Congo, Uganda, Zimbabwe
South Africa Central Africa: 340,000 ha Colombia, Angola, Benin,
1,416,411 ha Eastern Africa: 367,174 ha Cameroon, Ethiopia,
South America: 55,794 ha Democratic Repgbhc of
] Congo, Mozambique,
‘Western Africa: 650,000 ha Madagascar

Source: This data does not take into consideration Brazil's takeover of more land through the recently concluded trilateral agreement between
Brazil, Japan and Mozambique for 14 million hectares project of agricultural development signed in December 2012 http://ccs.ukzn.ac.za/files/

Bond%20CCS%20Brics%20booklet%2022%20March%202013.pdf



http://ccs.ukzn.ac.za/files/Bond CCS Brics booklet 22 March 2013.pdf
http://ccs.ukzn.ac.za/files/Bond CCS Brics booklet 22 March 2013.pdf
http://www.forbes.com/billionaires/list/#p_1_s_a0_All industries_All countries_All states_
http://www.bcg.de/documents/file135355.pdf
http://www.businessweek.com/news/2012-10-22/brazil-s-yacht-boom-faces-tax-crackdown-as-millionaires-multiply
http://www.businessweek.com/news/2012-10-22/brazil-s-yacht-boom-faces-tax-crackdown-as-millionaires-multiply
http://www.bdlive.co.za/business/2013/10/09/sa-loses-dollar-millionaires-in-rands-roller-coaster-ride

Graph1land2. Top 20 Investors in Africa 20l

Four of the BRICS countries-S. Africa, India, China and Russia-have grown to rank among the top
investing countries in Africa on FDI stock and flows.
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Source: UNCTAD, FDI/TNC database. Note: Data shown are only for those countries reporting outward FDI to Africa in 2011. http://unctad.org/
en/PublicationsLibrary/webdiaeia2013d6_en.pdf

&1 Emerging powers:Rise of the South or a reconfiguration of elites?


http://unctad.org/en/PublicationsLibrary/webdiaeia2013d6_en.pd
http://unctad.org/en/PublicationsLibrary/webdiaeia2013d6_en.pd
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Table 5. Young Populationin BRICS. US, UK and Japan

10-24 age, Young population | %ofpopulation | Youngpopulation | % of population
in millions in2013 in 2050
Brazil 50.7 25 35.5 16
B Russia 23.5 16 20.3 16
e India 362.0 28 340.9 20
B china 299.1 22 183.9 14
B= South Africa 14.9 29 12.9 23
B= United States 63.8 20 75.3 19
4= United Kingdom 11.6 18 12.5 17
® japan 17.9 14 14.7 14

Source: The World's Youth 2013 Data Sheet, compiled by P K Sundaram, New Delhi

Graph 3. Global Active Military Personnel Ranking 2010, in millions

w (Out of 161 countries for which data are available)
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http://www.prb.org/pdf13/youth-data-sheet-2013.pdf

Table 6. Military Expenditure by BRICS, US, UK and Japan

Military Expenditure 2012 % of GDP
Constant US$
(millions)
Brazil 36751 1.5
India 49353 2.5
Russia [90646] 4.4
China [157603] 2
South Africa 4848 11
United States 668841 4.4
United Kingdom 60218 2.5
Japan 59246 1

Source: SIPRI Database

Table 7. Military Strength of BRICS, US, UK and Japan

Military Strength Total Military | Paramilitary Police Police (per100
(source: wikipedia) thousand population)
Brazil 2,062,710 395,000 478,00(2001) 282
Russia 3,524,000 449,000 782,001 (2013) 546
India 4,768,407 1,300,586 1,585,117 (2013) 130
China 1,964,000 17,000 1,600,000 (2007) 120
South Africa 89,535 12,382 156,489 (2012) 317
United States 2,291,910 11,035 794,300 (2010) 256
United Kingdom 410,180 0 167,318 (2009) 307
Japan 284,350 12,250 251,939 (2006) 197
Source: Military Balance, ISIS, 2010
Table 8. Military Hardware of BRICS, US. UK and Japan
Military Hardware Navy Airforce
Total Submarine Aircraft Carrier Total Helicopters
Brazil 106 5 1 822 254
Russia 224 58 1 4498 1635
India 170 15 1 1962 620
China 972 63 1 5048 901
South Africa 24 3 0 235 91
United States 290 71 10 15293 6665
United Kingdom 77 10 1 1412 367
Japan 138 16 0 1252 258

Source: Global Fire Power (2012): http://www.globalfirepower.com


http://www.globalfirepower.com
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Table 9. Military Expenditure of BRICS. US, UK and Japan 2008-2012

Variable 2008 2009 2010 2011 2012
Constant USD 42305 50041 50553 50653 49353
India
% Share of GDP 2.6 2.9 2.7 2.6 2.5
Constant USD [67986] [71566] [72918] [78330] [90646]
Russia
% Share of GDP [3.7] [4.6] [4.3] [4.1] [4.4]
Constant USD [106774] [128869] [136467] [146154] [157603]
China
% Share of GDP [2] [2.2] [2.1] [2] [2]
Constant USD 4502 4665 4482 4648 4848
South Africa
% Share of GDP 1.2 1.3 1.2 1.1 1.1
Constant USD 649010 701087 720386 711402 668841
United States
% Share of GDP 4.3 4.8 4.8 4.7 4.4
Constant USD 59345 59534 58895 59530 59246
Japan
% Share of GDP 0.96 1 0.98 1 1
Constant USD 63609 64642 63461 60961 60218
United Kingdom
% Share of GDP 2.5 2.7 2.6 2.5 2.5
Constant USD 31488 34334 38127 36932 36751
Brazil
% Share of GDP 1.5 1.6 1.6 1.5 1.5
Source: http://portal.sipri.org/publications/pages/expenditures/country-search
Table10. Nuclear Weapons Arsenals
Nuclear Weapons Delivery Systems
Warheads |Land Air Sea
US 7,700 449 LGM-30G Minuteman 239 UGM-133ATrident II D-F
IlInuclear-tipped submarine launched ballistic
intercontinental ballistic missiles (SLBM)
missiles ICBM) Ohio-class nuclear-powered
ballistic missile submarines
(SSBN)
UK 225 Trident II (D-5) sea-launched
ballistic missiles (SLBM)
Vanguard-class submarines
Russia 8.500 RS-24Yars Kh-55 (NATO: AS-15 ‘Kent’) | R-30 Bulava
road mobile ICBM (NATO:SS-NX-30)
India 90-110 Prithvi I (range 150km); the K-15 (Sagarika)
Agnil(700km); and the Agni II
(2,000km)
AgniVI, an ICBM with a range of
8,000t010,000km
China 250 mobile missiles, such as the JL-2 submarine-launched
DF-11, DF-15, and DF-21, and ballistic missiles (SLBM)
the new DF-31 ICBM
France |290 20 Rafale F3land-based four nuclear-powered
aircraft, 20 Mirage 2000N ballistic missile submarines
bombers, 10 Rafale MF3 (SSBN)
carrier-based aircraft

Source: Nuclear Threat Initiative http://www.nti.org/country-profiles



http://www.nti.org/country-profiles
http://portal.sipri.org/publications/pages/expenditures/country-search

Table 11. Fortune Global 500 by revenue in USS 2013

Country Top 5 companies Rank in Global 500
Brazil Petrobras (oil) 25
Banco de Brazil (finance) 116
Banco Bradesco (finance) 168
Vale (mining) 210
JBS (meat) 275
Russia Gazprom (oil and gas) 21
Lukaoil (oil) 46
Rosneft (oil and gas) 99
Sberbank (finance) 228
Sistema (oil to telecoms) 308
India Indian Oil (oil and gas) 88
Reliance Industries (oil telecoms to retail) 107
Bharat Petroleum (oil and gas) 229
Hindustan Petroleum (oil and gas) 260
State Bank of India (finance) 298
South Africa n/a
UsS ‘Walmart Stores (retail) 2
Exxon Mobiles (oil and gas) 3
Chevron(oil and gas) 11
Philips66 (petrochemicals and gas) 16
Berkshire Hathaway(finance and holding) 18
UK BP (oil and gas) 6
HSBC Holdings (finance) 60
Tesco (retail) 63
Prudential (finance) 84
Lloyds Banking Group (finance) 85
Japan Toyota (motor) 8
Japan Post Holdings (communication and finance) 13
Nippon Telegraph and Telephone (telecom) 32
JX Holdings (petroleum and metals) 44
Honda (motor) 45
Germany Volkswagen (motor) 9
E.ON (power and gas) 15
Daimler (motor) 23
Allianz (finance) 31
Siemens (electronics and electrical engineering) 53

Source: http://money.cnn.com/magazines/fortune/global500/2013/full_list/

Table12. Net International Investment Position 2012

The difference between the valuation of all assets abroad as compared to those held within by others in US dollars.

Country Net Position in Dollars (+ or -)
Brazil -$727448.0 millions
Russia +$132924..0 millions
India -$2804.92.8 millions
China +$17364.24..6 millions
South Africa -$24750.2 millions (2011)

US -$3863 895.1 millions

UK -$223451.1 millions
Japan +$3423624..7 millions
Germany +$1460852.9 millions

Source: http://imfstatext.imf.org/WBOS-query/Index.aspx?Queryld=6325


http://money.cnn.com/magazines/fortune/global500/2013/full_list/
http://imfstatext.imf.org/WBOS-query/Index.aspx?QueryId=6325
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Brazil: From cursed legacy
to compromised hope?

ADHEMAR MINEIRO*

INTRODUCTION

Brazil provided perhaps the best hope for social movements that the rise of blocs like IBSA or
BRICS might offer new opportunities for progressive economic and social transformation in
our globalised world. This is because Brazil’s emergence as a global power coincided with the
ascendency to power of a former trade unionist, Luiz Inacio ‘Lula’ da Silva, and his Workers
Party, known for its close relationships with social movements.

This hope was best exemplified in the World Social Forum, first held in Porto Alegre in 2001.
Not only did these annual summits, attended by tens of thousands of activists, give visibility to
an alternative globalisation movement—which the New York Times would later dub the ‘world’s
second superpower’-—they were also sponsored and supported by municipalities and other
government bodies successfully run by the Workers Party. For a while Lula, once he was elected
President in 2003, seemed to live up to the hopes social movements placed in him—helping
break with the Free Trade Agreement of the Americas (FTAA), calling for a multipolar world in
rejection of US domination, and promising a new development path based on ending poverty
and inequality.

Yet 12 years later, the alliance between social movements and Brazil seems much more fraught
with tension. Domestically, the Brazilian government under President Dilma Rousseff faced
unprecedented opposition from a popular movement angry at corruption and exorbitant
spending in preparation for the FIFAWorld Cup. Internationally, accusations of Brazilian
‘imperialism’ are heard ever more often from social movements in neighbouring countries
confronting Brazilian transnational companies and investments. Why is this, and what hope is
there for Brazil forging a more progressive path in a multipolar world?

* Adhemar S. Mineiro, economist, working as adviser for REBRIP (Brazilian Network for the Integration of People).



THE ‘CURSED LEGACY’ OF VULNERABILITY

Tounderstand the path that Brazil has taken in the last decade, it is important to first understand the
context in which the Workers Party (Partido dos Trabalhadores or PT) rose to power and the decisions
they subsequently took. The PT refers to the years preceding their election as the ‘cursed legacy’, as
they had inherited an economy that was highly exposed to external speculative attacks (external
vulnerability) and internal speculative attacks (related to the terms and conditions and liquidity of
Brazil's public debt).

This vulnerability can be traced back in part to the adoption of the Plano Real1by the Itamar Franco
government in 1993-94 in response to an ever growing current account deficit. In order to attract
capital, high returns and good profits were offered to international investors. This certainly brought
ininvestors, attracted by extremely high interest rates, rapid appreciation of stock values and the
opportunity to acquire, for attractive prices, valuable assets in various sectors of the Brazilian econo-
my, particularly those privatised between 1994 and 2001.

However, it also created a dangerous dependency on capital flows that could leave as quickly as they
arrived. In1997—the year of the Asian financial crisis—the country’s current account deficit exceeded
4 per cent of GDP and became increasingly difficult to manage due to financial turbulence. Refusing
to make more than minor tweaks to the model, the government’s debt grew approximately nine-fold,
from R$62 billion at the end of 1994 to R$554 billion in April 2001.2 The government was forced to sign
agreements with the International Monetary Fund (IMF) and other multilateral financial agencies,
such as the World Bank (WB) and the Inter-American Development Bank (IADB).

With IMF pressure imposed through annual ‘agreements’, Brazilian authorities systematically resorted
to budget cuts to deal with the problem. Cutbacks in social programs, wage freezes in the public sector
and drastic decreases in investments in infrastructure became commonplace.3 This type of measure
contributed little to resolving the public debt issue, which continued to grow, and made living con-
ditions increasingly unbearable. Even investors were warned off, fearful of the risks in the country’s
financial markets. Deficiencies in infrastructure—made evident in interruptions to the electricity
supply which affected the entire country in 2002—showed the costs of unregulated privatisation which
had prioritised profits for international financial investors over growth or public infrastructure.

Atthe same time, social movements increased their resistance against neoliberal policies and the
government of Fernando Henrique Cardoso as the crisis worsened. The popular referendum on
the external debt and FTAA, organized in this period by social organisations, helped consolidate
not only the resistance against two of the pillars of the neoliberal policy—free capital flows and free
trade—but also contributed ideas and proposals for a political platform and a growing institutional
political opposition.

A COMPROMISED BREAK WITH NEOLIBERALISM

In his fourth run for the presidency, Lula campaigned on the promise he would break with this
external economic vulnerability. However his party was also prepared to make compromises to head
off strong anxiety from the business community. There was considerable apprehension about how a
national development project—the goal of which was to introduce structural changes—would fare in a
hostile environment characterised by the influence of US interests in the region, the hegemony of the
financial liberalisation model, and the opposition of powerful domestic interests.

23
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This was made apparent in the PT’s “Letter to the Brazilian People” in the second half of 2002,
released in the midst of the election campaign. The letter stated that a Lula government would
“adapt” its programme to adhere to the agreement the previous Cardoso administration had
recently signed with the IMF. It also dropped the party’s previous insistence on tackling the debt
issue, which included demands for an audit and other, even more radical, ideas. The letter ended
the confrontational tone vis-a-vis the financial markets, their interests and institutions, and is
commonly considered a turning point in the PT’s historical positions.

Yet despite this volte-face, the new government was determined to reduce the country’s vulnera-
bility to external financial institutions by strengthening the state’s role in the economy, building
up Brazil’s economic autonomy, and by forging alliances with regional and international powers
that could counter imperial power. The idea was that if Brazil succeeded in creating more balanced
power relations domestically and internationally, it would be better placed to implement its own
structural reforms and new development path.4 By 2005, the PT’s decision seemed vindicated
when it succeeded in paying off its multilateral debts, and ended its agreement with the IMF.

The choices Brazil took to break this dependency, however, had consequences that continue to
resonate, as we will examine.

BUILDING ECONOMIC INDEPENDENCE
THROUGH INCREASED TRADE

The primary way Brazil sought to reduce its economic vulnerability was by increasing trade sur-
pluses in order to accumulate international reserves, which would in turn serve as a safeguard
against possible capital flight. The government decided to focus efforts on maintaining existing
markets, while actively searching for new markets to expand trade.

To do so, the government had to manage a duality in Brazilian exports: one dynamic centred on
exporting manufactured goods to the Americas (that is, South America and the US), and another
focused on the sale of primary products (agricultural, energy and minerals) to Europe and Asia..
As the Brazilian industrial complex imports a lot of its supplies, technology and parts, in order to
boost exports of industrialised goods it had to quickly expand its trade surpluses, which required
arapid increase in agriculture and mining exports in the short run.

A combination of government efforts together with favourable external circumstances meant the
government was very successful in its strategy. Brazil’s trade balance went from almost $13 billion
in 2002 to nearly $25 billion in 2003, and from that level to about $45 billion in 2005. In the same
period, the total volume of exports rose from nearly $60 billion to almost $118 billion. The volume
of international reserves also rose from a little under $38 billion in 2002 (of which approximately
$23 billion were from agreements with the international financial institutions—IFIs—to deal with
the 2002 financial crisis; $16 billion was from the IMF alone) to nearly $54 billion in late 2005,°
the year the government finished paying off the IMF loan. More recently, Brazil’'s current account
deficit has started to increase again due to a dwindling trade surplus that had its weakest result in
adecade in 2013, stabilizing around 3,6 per cent of the GDP since the end of 2013 to June 2014.°

Another important development during the period was the change in the destination of Brazilian
exports: whereas before, a third of exports went to developing countries and two-thirds to devel-
oped countries, the ratio is now half and half. This was mainly due to an increase in trade to China
and the rest of Latin America (See Tables 1 and 2).



Table 1. Indicators on Brazil's External Sector: 1994-2008 (in percentages)

Year Servicing of the Total External Net Total External | International Reserves/
foreign debt/Exports Debt/GDP Debt/GDP Total External Debt
1994 38.2 26.3 15.3 271
1995 44.5 21.7 12.2 33.9
1996 54.7 22.3 12.1 34.7
1997 72.6 23.7 15.2 27.2
1998 874 28.4 20.9 19.9
1999 126.5 42.0 32.5 16.1
2000 88.6 36.0 28.4 15.2
2001 84.9 37.9 29.4 171
2002 82.7 41.8 32.7 18.0
2003 72.5 38.8 27.3 22.9
2004 53.7 30.3 20.4 26.3
2005 55.8 19.2 11.5 31.7
2006 41.4 15.9 7.0 49.8
2007 32.4 14.1 -0.9 93.3
2008 19.0 12.1 -1.7 97.7

Source: Brazilian Central Bank Bulletin, available at www.bcb.gov.br

Table 2. Brazil: Exports to Mercosur, US, EU & China

2002 2007 2012
Millions of US$ % Millions of US$ % Millions of US$ %
Mercosur 3318.7 5.50 17353.6 10.80 22801.5 9.40
US 1553.8 | 25.74 25313.6 15.76 26849.4 11.07
EU 15608.9 | 25.86 40428.0 25.17 48859.6 20.14
China 3048.4 5.05 12085.1 7.52 43686.1 18.01
Others 22851.0 | 37.86 65468.8 40.75 100383.2 41.38
Total 60361.8 | 100.00 160649.1 | 100.00 242579.8 | 100.00

Source: MDIC/SECEX/DEPLA, available at: www.desenvolvimento.gov.br

BUILDING UP NATIONAL AND TRANSNATIONAL CHAMPIONS

One key element of the PT’s platform was an increased role for the state, and an industrial policy to
support “national champions” in every productive sector of the economy—thereby strengthening
their ability to compete at the global level.7 The National Development Bank (Banco Nacional de
Desenvolvimento Econdémico e Social, or BNDES) as well as state-controlled pension funds have played
a critical role in supporting national corporations that have since become transnational giants,
expanding into neighbouring countries and Africa. These corporations are in the mining sector
(Vale being the prime example), services (construction firms like Odebrecht, Camargo Correia and
Andrade Gutierrez, for example), energy (such as Petrobras) and the agro-export chain (mainly
meat and soybean producers and processors such as JBS/Friboi and Brasil Foods). This strategy has
been successful, particularly during the ‘commodities supercycle’ of the past decade which fuelled
the growth of extractive industries in Brazil.
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In the case of Vale, Brazil’s top mining corporation, the expansion process began in the 1990s with
the privatisation of Vale do Rio Doce, the state-owned iron ore mining firm. The pension funds of
state enterprises and BNDES assumed control of the company with its so-called “privatisation”,

in May 1997. In that agreement, shareholders passed managerial control over to executives of the
Bradesco bank, one of Brazil’s largest privately-owned banks. With the surge in iron ore exports
and a high international price for iron, Vale’s financial capacity grew rapidly and it began to expand
throughout the world. It is among the top 500 companies on the Forbes Global 2000 Leading Companies
list, ranked 442".%

Producers and processors in the agribusiness chain followed a similar process: they too grew
rapidly due to the surge in primary goods exports and prices, and had support from the BNDES.
BNDES not only funded imports and exports, but also increasingly helped to finance Brazilian
investments abroad.9

USING FOREIGN POLICY TO SUPPORT BRAZIL'Ss DEVELOPMENT
AND REDUCE VULNERABILITY

In a document written at the beginning of President Lula’s first term of office,'® Foreign Affairs Minister
Celso Amorim outlined the government’s determination to use diplomacy as “a tool to support the coun-
try’s social and economic development project”. This proposed a renewed emphasis on building regional
integration, promoting “a multipolar global order”, and reforms of the UN.

Latin America, not surprisingly, was a high priority on Brazil’s diplomatic agenda as it was the easiest
region in which Brazil could advance its economic interests, and facilitate the expansion of Brazilian
companies. Regionally, Brazil was of course better able to establish affinities, and political and cultural
links in general. Brazil’s support for building regional integration—and the relative success thereof—also
provided the platform for Brazil’s broader intervention on the global scene.

Initsimmediate neighbourhood, Brazil engaged with Mercosur, made up of Argentina, Brazil, Paraguay
and Uruguay (and more recently Venezuela). This involved the creation of a “structural convergence
fund”11—a common fund set up between the four countries to finance projects related to the regional
integration process—and the establishment of mechanisms for trade in national currencies (which, until
now, is limited to Brazil and Argentina). It also posited the reform of the Mercosur Parliament. Regional
integration has, however, been hampered by the fact that the Mercosur countries are still mainly com-
modity exporters, often focusing on the same products (soybean and meat, for example), and therefore
compete directly with each other on the global market.

On abroader Latin America-wide stage, Brazil played a role in building Unasur (Union of South American
Nations), in the aftermath of the broken-down FTAA talks. It arose as an initiative to bring Mercosur

and the Alba countries from South Americal2 together, and now unites all countries in South America.
Probably its most important decisions have been to create the South America Defence Council in 2008,
and a regional financial architecture—including the creation the Bank of the South (Banco do Sul) as a
regional financial development agency—which marks a distinct departure from the financial architecture
that had exacerbated Brazil’s vulnerability in the 1990s. While member countries contribute funds to the
bank according to their economic power, they all participate as equals on its board of directors.13 Not all
Unasur countries currently participate in the Bank of the South initiative (so far it only includes the Alba
and Mercosur countries), but once the agency begins to operate other countries in the region have the
option of joining. There has been intense debate in Brazil on funding the Bank of the South, with concerns
about the potential competition to its own national development bank (the BNDES), and the diversion of
resources from addressing Brazil’s internal regional and social imbalances. To date, the bank is beginning
tobe structured, but it is still “more a promise than a reality”."*



Atthe same time, Brazil and 33 other countries of South America, Central America and the Caribbean
formed the Community of Latin American and Caribbean States (Celac, in Spanish and Portuguese)
in February 2010. Unlike the Organization of American States, CELAC excludes Canada and US. The
general idea is to strengthen political dialogue and cooperation in the region, and facilitate a common
regional identity.

It still is not clear how all of the new institutions will work together, or how they will work with
pre-existing ones (how the Celac and the OAS will work together, for example). It is clear, however,
that their creation marks the failure of US attempts to implement a cross-continental FTAA (even if
separate FTAs have been signed with individual countries).

All of these manoeuvres have succeeded in limiting the US’s power in the region. Nevertheless, they
have involved a delicate diplomatic chess game by the Brazilian government. Brazil has never adopted
a confrontational strategy with the US, like the ones employed by Venezuela and Bolivia, but it has also
been clear to reject all possible direct interference by the US in the region. The US’s need for relations
with Brazil in the context of greater antagonism to the US across Latin America, has meant that Brazil
has emerged as a privileged intermediary between the US and the region.

BUILDING A MULTIPOLAR WORLD

Brazil has been one of the key drivers behind efforts to build new power blocs, particularly of emerging
economic powers in the South, that could challenge a unipolar world dominated by the US. Amorim’s
foreign policy from 2002 committed itself to building a multipolar world, arguing it would “provide a
more stable and secure international environment, providing better conditions for development for
all”.® In fact, Brazil’s diplomatic team seems to have been most comfortable working as a nation within
alarger economic and political bloc, allowing it to defend its interests alongside others without overtly
exposing Brazil’s positions, and enabling it to establish multiple and distinct political alliances.

The creation of IBSA (India, Brazil, South Africa), the establishment of the G20, the building of
stronger trade and political relations with China, and the founding of the BRICS are proof of the
relative success of Brazil’s diplomatic moves to strengthen multilateralism. With regards to trade,
Celso Amorim’s advocacy of developing country priorities is widely credited for ending the sway of
disadvantageous trade deals at the WTO.

In the creation of the BRIC (Brazil, Russia, India and China, with the “S” being added later when South
Africajoined the group), two main ideas guided Brazil’s efforts to bring together what it considered
relevant economic space outside of the so-called “triad” (US, Japan, Europe). With India and South
Africa (which, together with Brazil constitute IBSA), the idea was to form a kind of “ground floor” group
made up of developing countries that are key regional players, formally have a democratic system, and
operate in relative harmony with the triad. This group’s agenda would go beyond trade expansion to
include more structural concerns such as development, income distribution, relationships with social
movements and sustainability. IBSA members would then move to the “upper floor” to join Russia and
China (members of the UN Security Council) in a discussion on issues related to the G20, the United
Nations, the IFIs, and financial aspects of development. Important proposals on the “BRICS bank” and
the idea of having a system of conducting trade in national currencies between BRICS members have
emerged. The numerous differences (political, social, ethnic, military, economic, geopolitical, etcetera)
among countries, and their respective strategic goals have, however, created tensions and contradic-
tions within these blocs, so how they will develop in the future is difficult to judge.

21



7 Critical perspectives on emerging economies

28

Brazil’s involvement in the BRICS led to a shift in the country’s attention from Latin America, where it
had traditionally been focused, to the global level. The government is unlikely to have intervened in
tensions between Iran and the International Atomic Energy Agency—and more recently in conflicts in
Libya and Syria—had it not been for its participation in the BRICS. This has obliged Brazilian diplomats
to make significant efforts to take more global positions.

SUCCESS-BRAZIL AS A GLOBAL PLAYER

On many accounts, Brazil’s foreign policy and economic strategy has been a great success. Brazil has
moved from being seen as an indebted crisis-ridden country to a Latin American success story, an
exemplar of inclusive growth, and a respected giant on the global political stage. In 2011, Brazil overtook
Britain as the sixth largest economy in the world. While the richest nations of the North struggled with
financial crisis, Brazil’s economy continued to grow and with $327 billion in foreign currency reserves
in June 2011, Brazil became a creditor to the US. The tables had seemingly been turned.

Moreover, Brazil was increasingly recognised for its distinctive economic model that had not just
enriched a few, but achieved the greatest reduction in poverty in Brazilian history. According to some
estimates, the number of poor dropped from around 50 to 30 million in the space of six years, and the
number of the destitute by 50 per cent. Lula’s programme of direct cash transfers to poor families, the
Bolsa Familia, became a symbol of Brazil's new development path and was widely praised as an initiative
to follow worldwide. Brazil has also been investing heavily in its future: since 2005, government
spending on education has trebled, and the number of university students doubled.*

Its economic success and moral example have given Brazil a particular level of respect and leverage
on the global stage. This was apparent when Lula not only recognised Palestine as a state in 2010, but
also refused to join the blockade of Iran, even inviting Iran’s President Mahmoud Ahmadinejad to
Brasilia. The US’simpotent fury at these displays of diplomatic independence was a sign that Brazil’s
emergence as a globally-respected power had led to major reconfigurations of the global geopolitical
landscape.

BRAZIL's ‘FAUSTIAN PACT’ WITH SUCCESS

There is no doubt that Brazil’s challenge to US imperial dominance—both in their former ‘backyard’

and globally—along with its own record on poverty reduction, have offered hope to movements and
governments keen on breaking with a failed neoliberal model. The rise of the more radical “Bolivarian
bloc”—the group of countries that adhered to the Bolivarian Alternative for the Americas (Alba, for its
acronym in Spanish and Portuguese)—and the so-called ‘pink tide’ in Latin America, were both inspired
by Brazil’s example and often benefited from Brazil’s strong political support. Brazil has for example
stood alongside governments such as Bolivia and Ecuador when they have faced efforts at internal
destabilisation (in Bolivia in 2008 and Ecuador in 2010), or been threatened or undermined by outside
countries (such as European nations’ attempts to ground Bolivian President Morales’ plane in 2013).

Brazil’s chosen path to free itself from external vulnerability, and escape the ‘cursed legacy’ of
neoliberal failure, has been an emphasis on exports and the promotion of new ‘home-grown’ TNCs.
This path has its pitfalls—which could threaten Brazil’s continued economic rise—and contains seeds
for social unrest and environmental destruction, while also limiting the possibilities for progressive
transformation.



Table 3. Latin America and the Caribbean: Trade Composition According to Category of Goods - 1990-2005

(inUSS1000and %)

1990 1995 2000 2005
Value | % Value P9 Value L% Value L%

EXPORTS

Primary Products 59660438 49,1 68268126; 30,8| 95682178 275| 195497173; 35,6

Manufactured Goods | 60524886 49,8| 148719859 672| 246988500  71,0| 344496900 62,7

Based on natural

resources 26723201; 22,0| 49943363 226| 60035563 172| 92757946 16,9

Low Technology 11723937 9,6| 26860492 121| 41039559 11,8| 53025008 9,7

Medium Technology | 18958605: 156 52634815 23,.8| 88094099 253| 131287423 23,9

High Technology 3119144 26| 19281190; 87| 57819280F 166| 67426524} 12,3

Other Transactions 14257870 12| 3848891 17| 53824770 15| 93734541 17

Total 121611111 100,0| 221410993 100,0| 348053155 100,0| 549367528 100,0

IMPORTS

Primary Products 178623581 18,6| 23271772} 10,2| 34929565: 9,7| 52965801; ILI

Manufactured Goods | 73651888  76,8| 195989386 86,1| 316195279 879| 419241128 875

Based on natural

resources 18997544 19.8| 41632974 18,3| 57325034} 159| 81645012; 170

Low Technology 9555483 10,0| 31783566 14,0| 53505457 14,9 63637682 13,3

Medium Technology | 32713066 34,1| 85620075 376| 127772692 355| 176350405: 36,8

High Technology 12385794 12,9| 36943770} 16,2| 77592095 21,6| 97608028} 204

OtherTransactions | 44227470 4,6| 7956127 35| 8599913: 24| 6812811 1,4

Total 95955928 100,0| 227602572 100,0| 359725338 :100,0| 479019740 : 100,0

RESULTS

PrimaryProducts | 41798079 44996 354 60752 612 142531372

Manufactured Goods | -13127002 - 47269526 -69206779' 74744228

Based on natural

resources 7725 657 8310389 2710529 11112933

Low Technology 2168 454 - 4923074 -12 465 899 -10612 674

Medium Technology | - 13754462 32994260 39678594 45062983

High Technology - 9266651 -17662581 -19772 816 -30181505

Other Transactions | - 2996 960 -4107235: -32174361 2560 644

Total 25655183 - 6191579 -11672183 70347788

Source: Economics Indicators and Statistics, CEPALSTAT, available at: www.eclac.cl
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Brazil, as we have noted, built its economic independence and success in large part on a over-
whelming emphasis on exports—particularly of primary commodities and industrial products
requiring the intensive use of natural resources, such as those produced by the food industry and
mineral and energy resources. This process was true of much of Latin America as can be seen in
Table 3.

This model of export-led growth has had negative implications for Brazil (and Latin American
generally). The first contradiction it has opened up is between the production of food for export,
and food insecurity among the country’s population. The transformation of virtually all major
agricultural production into exportable commodities establishes a direct link between prices
on the domestic market (in local currency) and those on the international market (in foreign
currency). While in the short term, growth policies that increase the poorest classes’ income
have enabled them to pay for food, in the long-term it has made many more people vulnerable
to rising prices.

An export fixation has also had environmental costs. Brazil has an undeniable competitive
advantage in terms of natural resources and other factors of production: an abundance of
mineral and forest resources, water, and potentially arable land, as well as favourable demo-
graphics (a large working-age population and median population growth rate). These are not
all replenishable, however, and the rapid growth of natural resource-based industries—whose
extractive-model is both extensive and intensive—raises questions of sustainability. There is
areal danger of ‘eating the future’, and depleting the reserves that will be available for future
generations. One must remember that when the country exports minerals or agricultural
products, it is also exporting what is embedded in these goods—water, land, energy and
labour—all furnished at low prices in order to ensure the competitiveness of exports.

The destructive impact of the construction of hydroelectric dams to produce cheaper energy

or huge open-cut mining operations, especially in the Amazon region, are the most obvious
examples. But it can also be seen in the expansion of soybean and livestock production into forest
areas, and its dominance over the traditional forms of production and ways of life of indigenous
and other peoples who have been living in Brazil’s interior for centuries. A Greenpeace report in
2006, Eatingup the Amazon, among others, helped bring about some changes, although it is still not
clear how much this displaced the problems to new regions, such as the Cerrado. While the rate of
deforestation in the Amazon was cut in half in the period 2000-2012, from approximately 40,000
sq km per year to approximately 20,000 sq km per year, the most recent figures show a reversal of
the trend, with the rate increasing by 28 per cent in 2012-13 compared to the previous year."” The
revision of the Forest Code (FC) in 2012—after more than a decade of efforts by Brazil’s powerful
agricultural lobby—eased restrictions on logging, and is seen by many as the reason for the
rising rate of deforestation. The process of expansion of agricultural land also contributes to the
concentration of land ownership, and exacerbates social problems and violence in rural areas.

Another effect of international integration that relies on exports of low technology products

is that it augments pressure for reducing labour costs, whether it be through lower wages, the
elimination of historical gains and benefits, and/or reducing workers’ rights. In an economy
that isless dependent on international trade and less exposed to trade fluctuations, increases
inworkers’ incomes are dynamically transformed into growth in sales volumes, which in turn
boosts production—all on a virtuous path to growth. In an economy highly open to imports
from other countries and dependent on its exports, wage increases or expansions in workers’
rights and benefits are seen as factors that raise costs for export sectors, hindering companies’
ability to compete.



SHIFTING THE BALANCE IN FAVOUR OF CORPORATE POWER

Perhaps even more damaging than the export-led model though has been the way it has
strengthened particular corporate sectors and shifted the power balance against social move-
ments within the Brazilian government and the PT itself.

Social movements and civil society organisations had led resistance to the neoliberal model,
namely to the process of financial and trade liberalisation and privatisation in the 1990s and
early 2000s, and were part of the new hegemonic coalition that won the elections in 2002. Many
leaders of the PT and other parties in the coalition come from social movements and civil soci-
ety organisations and worked to lobby the government sectors responsible for defining these
policies. As a result, the government opened up spaces for civil society organisations and social
movements, networks and coalitions to participate in the discussion and formulation of foreign
policies (on trade and human rights, for example), thereby allowing the sectors most interested
in altering the government’s strategy to have some influence in the process.

However the PT’s decision to focus on strong growth in exports and imports —in order to build
up international reserves and reduce Brazil’s economic vulnerability—invariably privileged
certain interests. The main beneficiaries of this focus were the major national and transnational
corporations operating in the country that were integrated into the international market. Many
of these companies participate in international production chains as, simultaneously, both
importers and exporters.

Brazil’s policy of fostering convergences among companies is not limited to sectors engaging in
foreign trade. Since 2006, a process of mergers and the reorganisation of the corporate sector has
gained momentum, which has resulted in enormous sectoral and multi-sectoral conglomerates.
This concentration has been actively encouraged by BNDES, the main funder of the Brazilian
economy. The bank is optimistic about the positive impacts large corporations can generate due
to their financial, technological, management and market potential, as well as their synergies
and the role they play in coordinating a chain of suppliers, distributors and service providers.

Petrobras and Embraer are two domestic companies that have become particularly dominant
according to the report “Who wins and who loses with Brazilian exports” by the network of
Brazilian NGOs and social movements, REBRIP.18 Petrobras is Brazil’s largest corporation,
specialising in the trade of oil and oil products. Embraer imports parts to assemble airplanes,
which it then exports as finished products. The rest of the country’s major exporters are in two
main groups: mining and processed minerals (iron and steel, for example) and large-scale
agriculture and livestock, which includes processed food products (such as processed meat,
soybean oil, pulp and paper, sugar and ethanol). In addition, some dominant Brazilian players
are subsidiaries of transnational corporations, actively importing and exporting, as is the case
with Fiat from Italy, Daimler from Germany or the US-based Caterpillar. All of these exports
involve the intensive use of environmental resources.

These corporations and sectors not only benefit from Brazil’s policies to stimulate trade, they also
exert a powerful influence over Brazil’s ministries and its foreign trade policies. Their interests
often contradict those of social movements and the government’s supposed commitment to a
new development path and a more inclusive politics. The composition of the Brazilian delegation
to multilateral or bilateral trade negotiations provides a good example of the continued contes-
tation of power in the government: in the same delegation, one found the Ministry of Agriculture
representing the agribusiness sector and the Ministry of Agrarian Development, which repre-
sented the interests of peasant farmers.19
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The contradictions were also evident in the long and bitter debate in the Brazilian congress over
revisions to the Forest Code (FC), fuelled by tensions between the agribusiness lobby, govern-
ment enforcement agencies, and environmentalists. Created in 1965, the FC was transformed
via a series of presidential decrees during the 1990s into a de facto environmental law.?° A de-
cade of lobbying by agribusiness interests resulted in proposed amendments which loosened
environmental protection and regulation. After five years before the Brazilian Congress, and
repeated presidential vetoes of elements of the bill, it came into law in October 2012.% In trying
to find a balance between sustainable economic growth and environmental responsibility, the
result satisfied nobody and remains controversial.””

Earlyin 2014, Brazil’s ombudsman—charged with protecting the rights of citizens under the
Brazilian Constitution—“brought constitutional challenges to 39 provisions of the revised forest
code. At the heart of the argument is the Brazilian government’s constitutional duty to protect
an ecologically balanced environment for the benefit of current and future generations.”*

BRAZIL TODAY

The calamity of the international economic crisis in September 2008 seemed to mark a decisive
turning point for countries such as Brazil vis-a-vis the rich nations of the North. For it was the indus-
trialised countries that had most benefited from, or defended, the previous neoliberal model—like
the US, England, Japan and Mexico, among others—which were hit the hardest by the crisis. The US
in particular was at the epicentre of the crisis. In the aftermath of the failed Iraq invasion, there was a
clear sense that the days of US unrivalled global dominance were numbered.

Latin America, by contrast experienced a rather unusual period of generalised growth despite the
economic crisis—something it had not seen for over three decades. Much of this has been attributed
to the countries’ large international reserves and favourable commodity prices. However another
key cause of Latin America’s apparent immunisation from the global crisis was due to the domestic
policies adopted by countries such as Brazil, based on income transfer programs, minimum wages
and wage increases. In other words, the expansion of domestic consumption had created a virtuous
cyclewhichled to increased private investment, higher tax revenues and even more room to raise
public spending—either through additional income transfer programs or public investment.

Brazil also took other proactive measures, including expanding credit for consumers and financial
support to the business sector. This set of measures resulted in rapid economic recovery for Brazil
and the majority of South American countries, starting as early as the second half of 2009. However,
it also had some negative impacts: by attracting foreign capital in hot pursuit of high returns, the val-
ue of the Brazilian real ended up increasing. The real’s value rose sharply throughout 2010, reducing
the trade surplus, which, after hitting a peak of nearly $46.5 billion in 2006, fell to about $25 billion
in 2008. It remained at that level throughout 2009 and then declined slowly, down to $19.5 billion

in 2012. The current account balance, after years of being positive (since the beginning of the Lula
government), began to operate in the red from 2008 onwards

These results set off warning lights for the government. In January 2010, the government
announced various incentives to enhance Brazil’s trade performance, at the heart of which
were tax relief measures, as usual. Also central was the government’s intention of intensifying
the signing of new trade agreements. According to government data, countries and regions
identified as a priority for agreements were: the US, Canada and Mexico, Chile, Colombia, Peru,



Eastern European countries, Iran, Saudi Arabia, Egypt, South East Asia and West Africa (Kenya and
Sudan were mentioned on the list).

On the other hand, the increasing costs of infrastructure projects, whether related or not to mega-
events such as the World Cup or the Olympic Games, supported by the public budgets (federal-, state-
or municipal- level budgets) and the cuts in social expenditures, as well as guarantees for profits for
some strategic areas, such as urban transportation (which is operated by private entrepreneurs) and
public-private partnerships led to a social explosion in the mid-2013. The political consequences of this
upheaval, particularly in the forthcoming national elections in October 2014, remains to be seen.

The search for an end to external and internal vulnerability seems destined to continue. The challenge
for social movements is to reclaim their leadership role not only in challenging the costs of export and
TNC-led development, but also to articulate alternatives that can revive the hopes that Brazil offered
popular movements in the early years of the twenty-first century.

3
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China Rising: A new world order
or an old order renewed?

DOROTHY GRACE GUERRERO*

China’s remarkable economic performance over more than thirty five years and its transformation into
one of the world’s biggest trading powers, has led many to believe that it will be the successor to the US in
global dominance. The stagnation of the advanced capitalist economies and contraction of the economies
inthe Eurozone in recent years have strengthened the notion that the world is at a turning point in the
balance of power between the advanced economies of the North and the emerging economies of the
South such as China, India, Brazil and South Africa.!

The new configuration of power has increased the representation of developing countries in key and
decisive processes in the United Nations, the World Trade Organisation and International Financial
Institutions like the World Bank and International Monetary Bank, as well as in informal but strategic
summits like the G20 group. Little attention has been given, however, to the central issue for many peo-
ple in the South, which is not just China’s rise or growth nor even the relative state of democracy there.
The more important question is whether China and the other new actors are offering a new and better
model of development that could chart economic and social progress for other developing countries?

Already a growing number of voices are pointing to China becoming a “sub-imperialist” or a “new
imperialist” power that is continuing the same or more intense practices of exploitation and extraction
of resources from poorer countries to enable it to join the ranks of the world’s high income countries.?
Given China’s extraordinary success as a new economic power in the global economy, is China resus-
citating a flagging and failing capitalist system? Is it giving new energy to the same unsustainable and
unjust paradigm that facilitates the accumulation of wealth by a few while resulting in dispossession
and pauperisation of the already marginalised and disempowered?

Itis certainly the time to turn the spotlight on the implications for civil society of a global order in which
Chinais an ever more dominant player. Various forecasts predict that China will soon surpass the US

as the top global economic power.? Whether this will happen as early as 2016 as the IMF predicted using
purchasing power parity as basis of analysis* or by 2020° or by 2030° according to the World Bank, most
“guesstimates” agree that it will be earlier than previous assessments.

China’srise to the top does not of course mean that China will soon rule the world the way the US does.
Itis beset by huge challenges and contradictions: limited agricultural land and water resources to
meet the needs (and demands) of its massive population and fuel its continuing growth; increasingly
polluted air and water; widening income disparities, especially between urban and rural populations;
the inevitable collapse of unsustainable price controls on fuel and food; and massive corruption are just
some of the problems that could raise people’s discontent and upset the Communist Party’s control.
There is also a growing civil society that must be involved in global movements for justice. The fact that it
makes up a seventh of the world’s population, and that its social and environmental policies will impact
on everyone globally, means that understanding China is more important than ever before.

* Dorothy Grace Guerrero is an educator, writer, researcher, and organizer. Her diverse thematic interests include climate justice, China,
regional integration, the social and environmental impacts of free trade, investments and TNCs, and social transformation and democratization.
She is currently working with Focus on the Global South.



CENTRAL PRINCIPLES OF CHINESE GROWTH AND POWER

Tounderstand China’s development and its projection as a global power, it is important to both under-
stand its history and some of the core principles and objectives that drive Chinese governing elites, both
prior to 1949 and up to today.

Martin Jacques, author of When China Rules the World, argues that we need to understand China as a
“civilizational state” and not just through a Western-originated notion of a nation state’. All over the
world, the Chinese consider themselves to be part of a single civilisation with strong values of ancestor
worship, guanxi (understanding of connections or relations), and Confucian culture and so on. Chinese
understanding of race and difference is important to consider in studying how they perceive unity and
identity. There are also different understandings of democracy, statehood and social relationships.
Combined with strong historical lessons brought about by experiences of foreign interventions and
internal conflicts, the state has managed to develop a political culture that bolsters its legitimacy in
managing the economy, politics and society. This has allowed the state more freedom to implement
policies affecting public life (like mega-projects from the ancient Chinese Wall to present-day giant
dams and high speed trains) as well as private life (one child policy, social welfare and subsidies).

The government’s argument that states’ sovereign rights trump human rights and its continuing refusal
to follow Western style democracy does not mean that universal norms such as human rights, labour and
environmental standards should not apply to China or don’t make sense in China. The Chinese govern-
ment still views human rights in strongly aspirational rather than legal terms by arguing for priority to be
placed on socio-economic rights and the right to development, and continues to insist that human rights
should be implemented according to a country’s national conditions.® Recently, however, it did sign a
wide range of human rights treaties and has also officially accepted the universality of human rights.
Of course these international moves are not always complemented by actions at home. The more inter-
esting development, however, is the increasing number of voices in Chinese society that are beginning to
question old notions of state power and practices of government officials. Many express their desires to
live well, tolive in a healthy environment and to live with dignity. In fact many are now organising them-
selves and expressing their dissatisfaction over the worsening state of the environment, air pollution in
cities, deplorable working conditions and low wages, corruption, substandard quality of food and other
basic commodities and the overall lack of participation in decision-making processes that directly affect
theirlivelihood, access to, and management of, resources.

China kept a chauvinistic policy before 1978 and foreigners who lived and visited the country often
remarked that the Chinese had a Sinocentric view and general lack of trust to foreigners. This attitude is
shaped by what most Chinese explained as the humiliation they experienced with foreign domination.
Italso can be traced further back to a time when the Chinese elite viewed themselves to have the most
advanced civilization—the name China (F7 [E, Zhonggué) means the land in the “middle of the universe”
—and considered China the cultural center of the world. Mao Zedong called it Han chauvinism; the
Hans are the dominant ethnic group in China. It is no longer a prevalent notion among current officials,
nevertheless, the attitudes still linger to some extent today.

The post-revolution period from 1949, saw huge transformation of society brought about by the mobili-
sation of mass movements under the direction of a single party to deliver land reform from 1950 to 1953,
marriage reform in 1952, collectivisation of agriculture in 1953 and nationalisation of private industry
by 1955. Some of these reforms involved terrible human costs, most notably the famine caused by the
Great Leap Forward (1958-61), which led to an estimated 18-45 million deaths. At the same time, some
of China’s pre-1979 policies did lay the foundations for an economic and industrial infrastructure and
social and educational base.
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In1978 the Chinese Communist Party took a radically different path of using markets to achieve rapid
growth and catch up with the advanced economies. Deng Xiaoping, the architect of reform, described the
Chinese approach as “crossing the river by touching the stones”. This well known metaphor describes the
experimental nature of the reform, whereby the Partylooked for areas where positive changes could be
made, continued if concrete results or success were achieved and if not, reversed step-by-step.

The government’s 11th and 12th Five Year Plans (2006-2010 and 2011-2015 respectively) have focused on
quality of growth, structural reforms to harness innovation and economic efficiency, and social inclusion
toovercome the rural-urban divide and the income inequality gap. The goal has been to both introduce
necessary reform and at the same time maintain stability. This is no easy task as Yu Jianrong, a prominent
and influential scholar who heads the Rural Development Institute of the China Academy for Social
Sciences (CASS), explains. Given increased conflicts of interests between various actors in national and
local governments, various policy flaws emanating from differences between the clamor for reforms
and the need to maintain stability, the development of information technology and the increasing
consciousness of citizens about their rights, China’s political fixation with ‘stability at all costs’, Yu argues,
breeds rigidity, discourages flexibility and innovation in responding to emerging social problems and, most
importantly, hampers the development of more appropriate institutional responses to social conflicts.®

The Chinese regime’s determination to guarantee stability certainly shapes their economic policies,
particularly their overriding mission to both secure the supply of energy and other natural resources that
itneeds for its manufacturing exports and to expand their market to continue its growth. This relentless
drive for economic growth has had implications internally (particularly social and environmental) as well
as externally where China’s hunger for resources has led to conflicts with affected communities.

Nevertheless, China’sleaders have been very careful to distinguish China’s rise from those of colonial
and imperial nations. In their discourse, they call their vision heping jueqi or the peaceful rise of China
and present this as underpinning their policies on trade, development assistance and cooperation.
China argues that as a developing country, it shares their status with other developing countries and
so portraysits trade, investment and development relations with other developing countries as being
forged in the spirit of South-South cooperation. It assures its Southern partners, on many occasions
and in many statements, that its rise should be seen as non-threatening because it also suffered from
domination from foreign powers and therefore will not become a coloniser or dominant power to
them. Chinese leaders repeatedly express that China did not seek hegemony before and will not seek
hegemony now and in the future.

Chinese officials also point out that China is expanding its political influence through an institutional ap-
proach, thatis, by means of international cooperation and integration into the international community.
In 2007, the Chinese Communist Party under Hu Jintao institutionalized harmonious world (hexie shijie)
asits foreign policy, a counterpart to the national policy discourse of harmonious society (hexie shehui).”°

China’s diplomacy is presented as pushing for its core interests of safeguarding of sovereignty, security,
and development. These core interests can be more usefully detailed as ensuring China’s political sta-
bility, namely, the stability of the CCPleadership and of the socialist system; second, sovereign security,
territorial integrity, and national unification; and third, China’s economic and social development.

There are two opinions in the leadership on what is the best strategy for upholding such interests.
The first one is based on Deng Xiaoping’s teaching of tao guangyang hui, or keeping a low profile in
international affairs promoted by prominent political figures, such as Tang Jiaxuan, former foreign
minister, and General Xiong Guangkai, former deputy chief of staff of the People’s Liberation Army.
They argue that since China remains a developing country, it should concentrate on economic
development. The second is the nationalist one, which is pressing for a more “can-do” foreign policy
since China is more powerful now than before."



Atthe same time, China adamantly asserts the integrity of its territorial sovereignty and does not allow
any partner state to make official diplomatic relationships with Taiwan, the Government of Tibet in Exile
or East Turkistan (Xinjiang) Independence Movement groups. This assertion of China’s territorial sover-
eigntyis also reflected in its assertions of sovereignty over disputed territories such as the Spratly Islands
or indeed control of the South China Sea itself.

CHINA’'s ECONOMIC GROWTH: CAUSES AND EFFECTS

China’s rise as a global power is largely predicated on its incredible economic growth in the last three
decades. Its embrace of “free market” economic policies is frequently cited as the main cause of this
growth and is used to bolster the case for neoliberal globalisation elsewhere. But the path China followed

isdifferent, and at least on economic grounds, more successful than the “shock therapy” followed by other

formerly communist planned economies such as Russia.'

China did not achieve such phenomenal growth simply by opening up its economy. The first point to
note is that China’s pre-1978 condition wherein people already had access to land and universal health
care and primary education, played an important role in the country’s readiness for economic take-off
inthe 1980s. Indeed, social development was a major component that helped China in its early phase
of transition to the market economy. Without comprehensive land reform followed by the formation of
agricultural co-operatives and, later, people’s communes, the reform policies after 1979 could not have
been implemented successfully.” China’s industrialisation was aided by rural development, safety nets
enjoyed by rural families and workers, and security of land tenure.

China was also extremely cautious and pragmatic in how it opened up its economy. China’s reform
process had four phases: First, gradual opening to the global economy and policy reformulation (from
1978—1986). From 1979 to 1984, the Chinese government established new regulations to permit joint
ventures using foreign capital and established four Special Economic Zones (SEZs) in Shenzhen,
Zhuhai, Shantou, and Xiamen." The commune system was dissolved and state-owned enterprises were
privatised (or corporatised) in 1984. In the second phase from 1986—1992, China developed “twenty two
regulations”, which created a more beneficial environment for foreign investors, whilst maintaining
considerable state control to maximise benefits from this investment.

Table1. China's Historical GDP Figures from 1978 - 2012 *

GDP in Millions (US$) GDP per Capita
Year Growth Based on PPP Real Growth PPP Real Growth
2012 9.7 7.8 9,185 7.2
2011 11.6 9.3 8,411 8.8
2010 11.9 10.4 7,571 9.9
2008 12.1 9.6 6,201 9.1
2006 16.3 12.7 4,759 12
2004 13.0 10.1 3,625 9.4
2002 10.8 9.1 2,891 8.4
2000 10.8 8.4 2,388 7.6
1995 13.2 10.9 1,521 9.7
1990 13.0 9.2 894 2.3
1985 16.9 13.5 506 11.9
1980 7.8 252 6.5
1978 11.7 10.2

Source: China Statistical Yearbook 2012
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In the third phase from 1992—2001, China became one of the largest beneficiaries of FDI, which success-
fullyinteracted with the domestic market and made it possible to build domestic transnational corpo-
rations (TNCs). During this phase, the Chinese people experienced the rolling back of the welfare state

in exchange for the encouragement of foreign investment. Popular displeasure with the consequences

of those reforms in part prompted the 1989 Tiananmen protests. The fourth and most recent stage has
involved China’s accession to the WTO and its emergence as a global trading super-power, and a major
exporter of capital and foreign direct investment through its own transnational companies.'® By the time
Chinajoined the WTO in 2001, it had substantially liberalised its economy including amending more than
2,500 of its national laws and regulations—and repealing more than 800 others—to fulfil WTO rules."”

China followed the Japanese approach of managing the process and regulating the entry of foreign firms,
while simultaneously preparing local companies for the transition. The Chinese approach was always
piecemeal, partial, incremental, often experimental, and characteristically without large-scale privati-
sation.”® In the early stage of reform, foreign industries were allowed in to enable Chinese companies to
learn modern labour and management skills, as well as accessing higher levels of technology. This gradual
type of reform and focus on development of local industries and human capital—contrary to the prescrip-
tions of neoliberal institutions and advisers such as the World Bank and the International Monetary Fund—
allowed the government to retain its role as a stabilising force in the transition and enabled it to facilitate a
measured de-centralisation of investments and privatisation of enterprises.

Table 2. FDI Shares as Percentage of Gross Fixed Capital Formation

1980 1985 1990 1995 2000 2005 2010 2012
China 0.10 2.10 3.50 15.00 10.00 7.70 4.20 3.30
HongKong _ _ 16.30 14.40 158.10 | 110.20 | 173.50 118.20
Taiwan _ _ 3.40 2.20 6.10 2.00 2.70 3.40
Developing 15.34 26.27 17.19 34.46 18.12 _ 45.20 52.00
Countries
East Asia 11.23 14.85 4.00 8.40 18.00 9.60 6.80 5.10
EU 2.50 2.60 6.00 7.30 40.10 18.20 12.60 8.60
US 3.00 2.50 4.80 4.50 16.10 4.30 9.50 710
Japan 0.10 0.20 0.20 0.00 0.70 0.30 -0.10 0.10
South Africa _ _ _ 5.20 4.40 16.10 1.70 6.10
Brazil 3.40 3.80 1.00 3.00 30.30 10.70 11.60 15.10
India 0.20 0.20 0.30 2.20 3.40 3.30 3.90 4.30
Russia _ _ _ 2.50 6.20 9.50 13.30 12.00

Sources: World Investment Report 2008; World Investment Report 2013

* FDI flows are investments by foreign enterprises made during a period of time and measured by calendar or tax year. It measures the cross-border
funds that finance FDI. They do NOT include foreign investment that is financed domestically in the host country, nor any change in valuation.

Despite the high levels of state control, foreign direct investment was attracted in unprecedented volumes
to China due toits low tax rates, low rent, cheap resources, lowwages, absence of genuine trade unions,
no-strike laws and so on. China’s combination of relative freedom for capital with repression of labour
made it highly seductive to transnational companies. The result was that FDI into China grew thirty-fold
between 1990 and 2010. In the first half of 2012, China surpassed the US as the world’s largest recipient

of global foreign direct investment (FDI)." As China’s economy expanded and a wealthy and middle class
emerged, it became an even more attractive proposition for multinationals determined to access an
untapped market.



Table 3. Annual Inward Foreign Direct Investment Stock 1980 -2011 (in millions USS) *°

Year China Developing Economies | China’s Share of
Developing Country FDI %

1980 _ 297,319

1985 900 373,891 21

1990 4,455 517,200 .86

1995 17,768 874,292 2.03

2000 27,768 1,735,488 1.60

2005 57,206 2,712,820 2.10

2010 298,411 6,256,066 4.76

2011 365,981 6,625,032 5.52

Source: United Nations Conference on Trade and Development, Inward and Outward Foreign Direct Investment Stock Annual 1980 -2011,
http://unctadstat.unctad.org/TableViewer/tableView.aspx

* FDI stocks measure the level of cumulative FDI stock of capital investment by foreign enterprises at a single point of time. Measures of FDI stocks
take account of new investment and disinvestment. They can also change due to changes in the value of the existing stock of foreign owned assets.

There are great pressures from inside and outside China to liberalise even more. Even today,

decades after the start of its liberalisation process, the government still directs seventy per cent of

all investment spending in the country and keeps control over companies in the strategic sectors of

energy, telecommunications, shipping and defence industries. And while it has liberalised product

markets, it continues to largely control factor markets: setting the prices for labour, land, capital,

resources and the environment.? China may be considered an economic success story, but it is

certainly not a Washington or neoliberal success story.

RESULTS OF CHINA’s GROWTH

Since it started the programme of market reforms in 1978, China has sustained an average economic

growth of ten per cent every year, for thirty years. China’s gross domestic product (GDP) was worth
$7298.10 billion in 2011, which is roughly equivalent to 11.8 per cent of the world economy, and it had
recently graduated in status to a middle-income country.?Since the 2008 global financial crisis, China

has accounted for more than 35 per cent of all global economic growth.?*

However, itis important to remember that China’s per capita GDP still lags far behind that of developed

countries. The World Bank 2012 Report in fact showed that China’s per capita gross national income (GNI)

of $8,450 in 2011 put the country in rank number 115 globally.**

Table 4. Economic and Social Indicators Comparison of BRICS Countries 2

Year | Infant Maternal |Unemployment | Gini Co- | % ofPublic | % of Public
Mortality | Mortality |Rate* efficient | Expen- Expen-
Rate* Rate * diture on diture on
Education | Health
Brazil 2012 20.3 _ 6.7 0.501 4.3 4.8
RuSSian 2012 8.7 0.10 5.5 42.0 4.1 3.7
Federation
India 2010 47.0 212 3.8 0.32 3.8 1.3
China 2011 12.1 26.1 4.1 0.474 3.9 5.2
South Africa | 2011 37.9 _ 25.0 0.65 6.8 4.0

Source: BRICS Joint Statistical Publication 2013: Brazil, Russia, India, China, South Africa, Official Publication released during the Fifth BRICS
Summit, Durban, South Africa Statistics. http://www.brics5.co.za/joint-statistical-publication-released-at-brics-summit/

* Unit—per1000
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Today’s China is now unrecognisable to those who have not set foot in the country in the last ten years. In
major cities, high-rises and iconic buildings, designed by local and world-renowned architects, dominate
the skyline. In 2012 China surpassed the one million mark for millionaires®.

The BRICS Joint Statistics database shows that for every 100 people in urban areas, eight now owns a car
compared tonone in 2000. However, as shown in the Gini Coefficient figure in Table 4, economic growth
hasnotbenefited everyone, particularly those in the countryside. In 2011, 128 million Chinese or 13.4

per cent of the population were still under the poverty line.?” Chinese NGOs often mention that the living
standards of people (education, sanitation, medical services, etc.) in the countryside are behind those of
city dwellers by ten years. This can be seen in both the disposable income and per capita consumption ex-
penditure figures. Currently the disposable income of an average urban household is RMB 24,565 ($4:,019)
peryear, while the net income of rural households lags at RMB 7,917 ($1,295) per year. The per capita
consumption expenditure of households in the urban areas is RMB 16,674 or$2,728 while rural households
spend RMB 5,908 or $967 per year.

Poverty, lack of opportunity, inequality and the pull of city life encourage massive migration of young peo-
ple tolow-paying jobs in special economic zones where they are exploited through lowwage and substan-
dard living conditions without rights. China’s hukou system —a system of household registration that limits
mobility and rights, particularly of rural citizens living in urban zones - is akin to apartheid but based
onone’s place of origin. The issue of inequality and the rural-urban divide has become a focus of major
internal political debates in recent years. In February 2013, the State Council unveiled a 35-Point Income
Distribution Plan to tackle the problem of inequality. Officials were ordered to refrain from giving luxury
item gifts to guests and to stop flaunting expensive personal items like cars, luxury watches and bags.
Advertising of luxury products were also banned. Postings in Weibo (China’s version of Twitter, which has
more than 700 million users) generally criticise the measures for failing to target massive corruption.

China’s rapid economic growth has also been accompanied by serious environmental problems. China’s
limited natural resources are fast disappearing and in critical condition. Water scarcity, desertification
and decreasing land for agriculture, heavy pollution and so on are perennial problems. The 2012
Environmental Conditions Report of the Ministry of Environmental Protection found that 57.3 per cent of
the groundwater in 198 monitoring sites in 4,929 cities in 2012 was “bad” or “extremelybad”, while more
than 30 per cent of the country’s major rivers were “polluted” or “seriously polluted”. Five of the 10 largest
river basins were measured as polluted, with 25 per cent of the 60 lakes tested found to be eutrophicated
or severely affected by algae.*

On top of that, China is also a target of blame for contributing to climate change as it is now the world’s
highest annual emitter of carbon dioxide (CO,). The Deputy Director of the State Environmental
Protection Administration Pan Yue recognized the costs of China’s economic development in his 2006
essay Evolution of an Ecological Civilisationwhen he wrote: “In 20 years China has achieved economic results
that took a century to attain in the west. But we have also concentrated a century’s worth of environmental
issuesin those 20 years.”*

Just one example of the environmental costs for China’s people can be seen in the smog and air pollution
experienced in Beijing and other major cities. In mid-January 2013, visibility plummeted down to 50
meters and the Air Quality Index (AQI) for PM2.5 particles (the tiny particulate matter thought particularly
damaging to health because it can penetrate deep into the lungs) exceeded 900, the highest and most toxic
measurement recorded in China. An AQI of 301-500 is already considered hazardous where all outdoor
physical activities should be avoided. Stores sold out of masks, the demand for air purifiers shot up and the
citywas forced to draw up a pollution emergency response plan which halted work on several construction
sites, slowed down production in various factories and curbed use of cars.

The Chinese government insists that it is already addressing its environmental problems and climate
change, not just because of its responsibility to the international community but also because it will be



good for China to do s0.?° In the 9" Development Plan, which covered the years 1996 to 2000, China started
setting national caps on emissions of 12 major pollutants, which includes sulphur dioxide and chemical
oxygen demand (COD—a measure of water pollution). As these targets were not met and in the face of
higher than planned for energy consumption, the government put in place stricter measures in the 11"
five-year plan (2006 to 2010), which imposed mandatory ten per cent emission cuts. For the first time

too, environmental targets were included in the social and economic development plans.* Inthe 12th
Development Plan (2011-15), the building of a green economy has been set as the main strategic policy
theme. The extreme level of air pollution in January 2013 forced the government to take drastic measures
like closing factories, imposing a ban on government employees using their cars to encourage them to use
public transport, advising parents to keep their children indoors and ordering schools to close for several
days. However, the problem will not be solved soon: the Ministry of Environmental Protection admits that
itwill take aslong as 2030 before Chinese cities can enjoy good air quality.

In May 2013, President Xi Jinping pledged that China will not sacrifice the environment for temporary
economic growth and called for an all-round effort to carefully balance economic development and en-
vironmental protection. However, this may not lead to a fundamental redirection of the economy. China
continues to focus on renewable energy production mainly for export. More than 25 per cent of the world’s
solar panel supply comes from China and 95 per cent of the country’s production is for export rather

than domestic use in industrial plants and buildings. Meanwhile the ongoing appropriation of land and
resources to build environmentally and socially damaging large-scale projects like hydropower dams, coal
plants and other extractive industries also suggests little shift from an unsustainable economic model.
Indeed the embrace of the concept of ‘green economy’ by China seems so far to mirror the global corporate
consensus that seeks to set a new stage in the reconfiguration of capitalism by treating nature as capital.

CHINA AS A GLOBAL ECONOMIC PLAYER

When it started its open door policyin 1979, China virtually had no outward foreign direct investment
(OFDI). Since then it has moved up the global ranking and moved to third position in OFDI in 2012 with
arecord US$ 84 billion outflow. **

In 2001 Premier Zhu Rongji officially used the term going out* in reference to outward foreign direct
investment (OFDI) as the complementary strategy of inviting in (inward FDI or IFDI). The going out strategy
looked to create and expand the market space for Chinese exports, increase capacity and learning for

its transnational corporations (TNCs), secure resources and technology for their production processes,
and raise the prestige of Chinese brands. However, as can be seen in Table 5, China’s incoming FDI is still
consistently three to four times that of outgoing FDI. The opposite is the case for Japan, US and Germany
where outgoing investments are much greater than incoming.

China’s Ministry of Commerce records shows that non-financial OFDI rose by 1.8 per cent year-on-year to
$74..65 billion in 2011. China made investments in 132 countries and regions in 2011; the sixth largest source
of OFDIworldwide.** China can mobilise about $1.4 trillion for capital investment—equivalent to one fifth

of its GDP—which means that China has emerged as a major exporter of capital as well as goods, shaping its
relationship with the North and with developing countries.*

In the process, Chinese TNCs have become the largest single source of new multinationals within

this decade. Theyinclude trading companies, manufacturing enterprises, financial institutions,

and construction companies. The most known ones to date are Lenovo, which bought IBM’s personal
computer division in 2005, Haier emerging as a global player in appliances with retail volume share
reaching 8.6 per cent of the world market in 2012% and Huawei Technologies that is competing against
other established companies that used to dominate telecommunications equipment around the world
with 4.8 per cent of global market share and now 5" in the rank of global brands®.
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Table 5. Foreign Direct Investment: Inflows and Outflows (in billions USS)

2007 2008 2009 2010 2011
IFDI | OFDI | IFDI | OFDI | IFDI | OFDI | IFDI | OFDI IFDI OFDI
USA 221.2 | 414.0 | 310.1 | 329.1 | 150.4 | 289.5 | 205.8 3279 234.0 419.3
China 160.1 170 | 17561 | 53.5| 114.2 | 43.9 | 185.0 60.1 228.6 43.0
Germany 80.2 | 170.6 8.1 726 | 242 | 754 | 46.9| 109.3 40.4 54 .4
Japan 22.5 735 | 24.4 | 128.8 11.9 74.7 -1.3 56.3 -1.8 114.3
Russia 551 | 459 | 75.0 | 55.6 | 365 | 43.7| 433 60.1 52.9 43.0
Brazil 34.6 71 451| 205 | 259 | -101| 485 11.6 66.7 -1.0
India 25.5 173 | 43.4 19.3 | 35.6 159 | 259 14.8 34.2 12.4
S.Africa 5.7 3.0 9.0 -3.1 5.7 1.2 1.2 -0.1 5.8 -0.6

Source: OECD International Direct Investment Database, Eurostat, IMF, OECD/DAF Investment Division.>®

Increased investment has been accompanied by increased trading relations, particularly in East Asiaand
the Pacific. Since 2002, China has signed free trade agreements (FTAs) with ASEAN, Chile, Pakistan, New
Zealand, Singapore, Peru, Costa Rica as well as economic partnership agreements (EPAs) with Hong Kong,
Macau and Taiwan. It is negotiating FTAs with the Gulf Cooperation Council (GCC), Australia, Iceland,
Norway, Southern African Customs Union, Switzerland and a three-way agreement with Japan and South
Korea. It is in the stage of finishing FTA feasibility studies with India and South Korea.*

Table 6. China's OFDI Flow by Global Region, 2009-10 (in millions USS)

Region 2009 2010 % Change
Africa 1,438.9 2,112.0 46.8
Asia 40,407.6 44,890.5 1.1
Europe 3,352.7 6,760.2 101.6
Latin America 7,327.9 10,538.3 43.8
North America 1,521.9 2,621.4 72.2
Oceania 2,480.0 1,889.0 -23.8
Total 56,528.1 68,811.3 21.7

Source: Ministry of Commerce PRC, National Bureau of Statistics (NBS), State Administration of Foreign Exchange (SAFE). See Endnote 40.

Asiaremains the primary destination of Chinese OFDI. Asia received 65.3 per cent of Chinese investment
in 2010, with Hong Kong getting three-quarters of that investment. Latin America is the second-largest
recipient of Chinese OFDI. Trade between China and Latin America surpassed $250bn by end of 2012.
Since 2005, China has provided loan commitments of more than $86bn to Latin American countries.
Itisseen favorably in the region as every one per cent increase in Chinese growth is correlated with a

1.2 per cent increase in Latin American growth.*

Although Africaisreceivingless of China’s OFDI, China now trades with 53 African countries and hasbeen
providing zero-tariff treatment for the poorest African countries since 2005. Bilateral trade between China
and Africareached $166.3 billion in 2011, an 83 per cent increase from 2009, which made China the conti-
nent’s biggest trading partner. Chinese OFDI in Africa reached $14.7 billion at the end of 2011, up by 60 per
cent from 2009.*2 Over 2,000 Chinese companies have invested in Africa, which the Chinese government
claims have helped promote economic diversification in the continent, raise local tax revenues and boost
employment. China’s investments include mines, dams and many big infrastructure projects.**



Chinais also actively investing in the North. In 2012, Premier Wen Jiabao announced the creation of a
$10 billion credit line to support Chinese investments in Central European infrastructure and in new

technology and renewable energy. At a China-Central Europe Economic Forum in Warsaw, leaders of
16 countries in the region all traveled to the Polish capital to meet with Wen.* In early May 2012, then

US State Secretary Hillary Clinton’s plea for the Chinese to continue buying US bonds during her visit

to Beijing underscored the interdependence between the US and China, or indeed US dependence on
China as a destination for FDI and as buyer of debt.

Table 7. China’'s Main Trade Partners (in millions USS)

Countries Import from Major Export to Major
Trade Partnersin 2011 Trade Partnersin 2012
Hong Kong, China 15,492 323,527
India 18,799 47,673
Japan 177,809 151,643
South Korea 168,64.8 87,681
Taiwan 132,184 36,779
South Africa 49,614 15,327
Germany 91,912 69,218
Russia 44,101 44,058
Brazil 52,301 33,415
United States 132,886 351,796
Australia 84,561 37,740
ASEAN 195,821 204,272
European Union 212,055 333,988

Source: World Trade Organisation. (2013). International Trade Statistics 2013 http://www.wto.org/english/res_e/statis_e/its2013_e/

its13_appendix_e.htm

China’s export credit and guarantee agencies—particularly China EximBank and Sinosure—are two

of the key agencies fostering the expansion of Chinese trade and overseas investments. Between 2001
and 2010, China extended $67.2 billion in loans to sub-Saharan Africa compared to the World Bank’s
$54.7 billion.** Likewise, China Development Bank, the world’s largest development bank in terms of
assets, is putting more resources behind the overseas expansion of Chinese enterprises, particularly
innatural resource projects.

Many developing country governments view China’s new role in the world as an alternative to western
pressure, and a source of financing without the usual conditions demanded by other international
financial institutions such as the IMF and the World Bank. In contrast to the US Eximbank, China
Eximbank extends lower interest rates, and lends to a significantly different set of countries than

the IFIs and Western banks, such as Argentina, Ecuador, and Venezuela that are not able to borrow as
easily in global capital markets.*

However, on closer examination, the beneficence of China’s investments is less clear. An Oxford
University"” study showed that the vast majority of Chinese OFDI is directed at only three tax havens
and offshore financial centres: Hong Kong, the Cayman Islands and British Virgin Islands. In Europe,
Chinese companies focused their investments in Luxembourg—another tax haven—and Sweden.
Mirroring the practice of most transnational companies, Chinese business are adept at doing any-
thing to avoid paying tax.
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The belief that Chinese money has “no strings attached” also does not hold. Chinese banks financing

in Latin America have more stringent lending preconditions than World Bank loans. In 2010 China
Development Bank (CDB) lent $20 billion to Venezuela in exchange for re-payment through oil ship-
ments to China. China sent thirty consultants, led by a former vice-governor of CDB, to Venezuela for 18
days with a mission to check how the oil would be delivered and to make proposals on how to reform its
economy, from reining in inflation to creating a more open environment for foreign investors to ensure
that it will get its money back *#It is also very common that China includes an agreement to provide
short-term visas for Chinese workers in Chinese investments.

These economic conditionalities are not usually, however, accompanied by political conditionalities. In
Africa and elsewhere, NGOs have raised concerns about Chinese investments and development financ-
ing causing human rights violations and environmental destruction.*® China has financed 47 major
controversial hydropower dams in 27 countries, including Sudan and Myanmar, two countries criticised
for human-rights abuses and poor environmental track records. The high use of Chinese immigrant
workers for infrastructure projects hasled to riots and protests in countries as diverse as Myanmar,
Poland and Zambia.*®® Similarly there have been complaints about working conditions in Chinese
owned businesses—for example in Chinese-owned ports in Greece, which have been described by some
dockworkers as “straight out of the Middle Ages”.%

In the Philippines, the government canceled corruption-ridden projects such as the National Broadband
Network and Northrail after it was exposed that bribes were paid by Chinese firms to get the backing

of Philippine officials. Wikileaks-published cables from the US Embassy in Manila reported that the
resulting damage to China’s image hastened the replacement of China’s ambassador to the Philippines
in September 2007.%

The rising tide of complaints—and even more so the financial losses China has suffered after projects
have been suspended or halted -hasled to Chinese authorities increasing regulation of its OFDI. In May
2012, China’s State Assets Supervision and Administration Commission (SASAC) published new rules
that will hold state-owned enterprises and their executives accountable for bad overseas investment
decisions. The SASAC’s new rules highlight that state owned enterprises (SOEs) are supposed to be role
models for other companies in terms of safety policies, inspection processes, citizen-based reviews and
environmental protection.

CHINA AS A GLOBAL POLITICAL POWER

China’s growing economic influence hasyet to be matched by political clout on the world stage. China is
not influencing world affairs nor does it play a lead role in addressing and solving global problems the
way Northern powers do.

China argues that it stands for a policy of non-interference, although it has been prepared to take a more
proactive role in North Korea (where it has been a member of the six-party talks aimed at resolving North
Korea’'s nuclear programme) and in Sudan (where China persuaded the Sudanese government in 2007
toaccepta UN-African Union peacekeeping force in Darfur).

Yet at the same time China has consistently blocked efforts at the UN to have Sudan’s actions in Darfur
classed as genocide, to have effective sanctions put in place, or to have a peacekeeping force with the
power to protect the people of Darfur. This is of course due to its need to protect its commercial inter-
ests. Chinese companies are facing increasing competition from other Asian business players there

like Malaysia, which is using Islam to strengthen relations with Khartoum. Daniel Large, an expert on
China’s foreign relations with Sudan, argues that in Sudan, as elsewhere in Africa, the Chinese approach
is “business as a form of applied politics”.>*



Chinais signatory to most legally and universally binding agreements in the UN, as well as other rules
and norms of global governing bodies with important exceptions including the International Criminal
Court and the Ottawa Convention to ban landmines. The primary aim of Chinese foreign policy, howev-
er, istosupportits economic and social development. In this sense, international diplomacy is used to
support access to markets, resources and investments.

China’s argument that it is a developing country and in solidarity with other countries in the South is
alsofacing increasing challenges. On climate change, for example, China’s positioning as a developing
country and its association with the G77, did not stop it being one of 20 countries, including the US, India
and Brazil, that negotiated in an exclusive and non-transparent manner the Copenhagen Agreement

in 2009. Its emergence as the second highest emitter of greenhouse gases has also led some developing
countries, particularly the most vulnerable island states, to call for China to take on binding obligations
to cut emissions, even while China continues vociferously to defend its status as a developing country
entitled to “common but differentiated responsibilities”.

Similarly China’s defence of safeguard mechanisms at the WTO, which means developing countries
should be allowed certain exemptions and have some special products that will be exempted from tariff
cuts to protect the sectors with low incomes, faces opposition from both developed and developing
countries that are wary about competition from China.

CHINA FLEXING ITS MILITARY MUSCLES

One often-cited reason for China’s limited global political power is its weakness militarily compared

to the US. Chinese officials insist that they are committed to a policy of a “peaceful rise”, now renamed
peaceful development, and stress that they have not engaged in major external hostilities since the 1979
war with Vietnam. China certainly in no way matches or even looks like coming close to the imperial
reach of the US. The US still spends four-and-a-half times as much on defence as China, has a global
presence of around 1000 military bases in more than 60 countries, and has been involved in military
interventions overseas everyyear since 1950.

However there are signs that China is starting to flex its military muscles as its economic power grows,
particularlywithin East Asia. The launch of its first aircraft carrier in 2011 was seen as a significant step
in challenging US military supremacy in Asia and protecting Chinese economic interests worldwide.
Chinais now mass-producing at least six classes of modern diesel-electric submarines and surface
warships.” The first Luyang guided missile destroyer was tested in 2007 using mainly Russian technolo-
gy. China also continues to have the largest army in the world, The People’s Liberation Army (PLA), with
an active force of 2.3 million.

Although it is difficult to know the real figure, China’s military and defence budget has certainly
experienced double-digit growth in the last decade. According to the Stockholm International Peace
Research Institute, the annual defence spending rose from over $30 billion in 2000 to almost $120
billion in 2010. Spending in 2012 was around $160 billion. On present trends China’s military spending
could overtake the US by 2035.%

China’s new naval capability is making smaller countries in the surrounding Asia Pacific concerned, given
China’s claim of territorial rights over the Diaoyu/Senkaku Islands (disputed by South Korea and Japan)
and the Spratlys (disputed by Philippines and Vietnam). According to recent reports by Washington DC-
based think tank Center for Strategic and Budgetary Assessment and the US think-tank RAND, China
iswell on its way to having the means, by 2020, to deter US aircraft carriers and aircraft from operating
within what is known as the “first island chain”—a perimeter running from the Aleutians in the north to
Taiwan, the Philippines and Borneo in the south.”
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Table 8. Top Ten Countries by Military Spending in 2011 (in billions USS)

Country Spending World Share
United States 739.3 45.7
China 89.8 5.5
United Kingdom 60.7 3.9
France 58.8 3.6
Japan 58.4 3.6
Russia 52.7 3.3
Saudi Arabia 46.2 2.9
Germany 44.2 2.7
India 37.3 2.3
Brazil 36.6 2.3

Source: The Economist, April 2012

Beijing’s official line is that it wants to be able to defend itself against foreign aggression and catch up

with the West, as it was famously unable to do in the nineteenth century.® China has also tried to allay
concerns by signing the Treaty of Amity and Cooperation in October 2003, in which it committed to respect
the ideals long held by the ASEAN—sovereignty and non-interference in each other’s internal affairs and
settlement of disputes in peaceful manner. China has also held joint military exercises with Australia, the
Philippines and Thailand to show its support for ASEAN’s security framework.

Whatever China’s intentions, its growing military power is contributing to an arms race in the Asia
Pacific region. The Pentagon’s Quadrennial Defense Review released in February 5, 2006 reaffirmed

that the US will not allow the rise of a competing superpower.* The new “strategic guidance” issued in
January 2013 by President Obama and his defence secretary, Leon Panetta, confirmed that a switch in
US priorities towards Asia has already started. It was therefore no surprise that President Obama’s first
foreign trip after his 2012 re-election was to attend the ASEAN Summit in Cambodia, as well as visits to
Thailand and Burma.

WILL CHINA REPLACE THE US OR ARE WE TALKING ABOUT
REAL MULTIPOLARITY?

The American universalist view depicts any rising power as potential rival to the US. The success of a
universalistic US foreign policy depends on the willingness of nations to subordinate their own security
requirements in line with an international consensus that conforms to America’s key foreign policy ob-
jectives.®® The US is prepared to use bilateral measures, but prefers to invoke UN resolutions and binding
agreements against countries that it sees as rivals or those who stray away from its enforced consensus.
The US willingness to use the international community where possible, but act unilaterally as well, was
demonstrated by its actions in Iraq.

Chinese policy experts from inside and outside China dismiss the fear that China is replacing the US as
aglobal leader and point out that a US decline does not naturally mean that power will be transferred to
China. As explained by Shi Yinhong, “[w]hat we are seeing is a symbol of declining American power, not
necessarily of power switching to China. China has its own problems.”®

Moreover suggesting that China can replace the US ignores the fact that both countries are so economically
interconnected and that they depend on each other for mutual survival and development. Walden Bello
described the China-US symbiotic relationship as “chain-gang economics” in his analysis about the crisis
of overproduction.®



For the moment it seems, Chinese elites have decided that seeking to strengthen a multipolar order

rather than seeking to replace a US unipolar order with a Chinese one best serves their country’s strategic
economic interests. Jiang Zemin officially incorporated and strongly promoted the concept of multipolar
world (duoji shijie) into foreign policy at the 14™ Party Congress in 1992, to support China’s stance that a fair,
just and peaceful world is only possible through multipolarity.®

China has actively engaged in different arenas to assert this. It has been most active in its backyard,
engaging with the ASEAN regional bloc in the last decade. The 1997 financial crisis, in particular, led to a
closer relationship with neighbors in ASEAN countries who shifted the destination of their exports—mostly
comprised of components and raw materials—to China where, in turn, they are used to manufacture finished
consumer goods for the US and European markets. This increased trade with Asian neighbors was driven by
intra-company trading of global multinationals that used China as their manufacturing base.

Table 9. Foreign Direct Investments to the ASEAN and China (in millions USS) **

1990 1995 2000 2005 2010
ASEAN 12,821 28,225 23,656 40,736 79,129
China 3,487 37,521 40,715 72,406 105,735

Source: UNCTAD, World Investment Report 2010 and 2011, unctadstat.unctad.org, accessed February 2012.

The China-Russia Constructive Partnership Agreement of 1994 asserted the need for a multipolar world in
the aftermath of the collapse of the bipolar world caused by the disintegration of the Soviet Union. It laid
the grounds for the Russia-India-China group, initiated by Russia in 2002, and the subsequent formation
of BRIC in 2009. China lobbied for South Africa’s inclusion in December 2010 to support its diplomatic and
economic interests in Africa. South Africa’s involvement worked well in expanding the geographic repre-
sentation of the group. China is now the strongest economic power in BRICS and the most influential in its
economic and financial agenda.

Atthe same time, Chinarejected a proposal advanced by some in the US to create a G2, which would place
China and the US alone at the head of world affairs. Beijing said it wanted increased cooperation with the
US, but favoured a more multilateral approach to problem-solving.®® China has rather favoured the G20,
which has been described as “the other UN” and whose members represent between 80-90 per cent of
global GDP.

However China’s commitment to multipolarity has been tested by its overriding priorities of defending
China’s economic and strategic interests, particularly in East Asia. Thisis notable in China’s refusal to allow
ASEAN to multilaterally discuss issues such as conflicts over the South China Sea Islands, such as the Spratlys.
While the Philippines government argued that the issue be brought to the UN in terms of the Law of the Sea
Convention to decide the issue, China has insisted on bilateral negotiations where its power is obviously
unmediated and dominant.

GROWTH OF CHINESE CIVIL SOCIETY

The focus of this chapter has been on the positions and practices of Chinese elites, but perhaps the most
important development is the burgeoning strength of Chinese civil society. There are many political,
economic, social and personal security barriers for those that work in grassroots organisations, public-in-
terest NGOs, and advocacy groups in China. However, huge strides have been made by concerned citizens
committed to public-interest issues since the period of “reform and opening” in the 1980s. Small “grass-
roots” organisations or those not affiliated with the government and the Communist Party, but rather set
up as private, independent organizations and started by individual citizens, are steadily increasing.
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Afewindependent “public interest” and “advocacy groups”, such as those NGOs working on social and
environmental issues started to emerge in the 1990s. The people involved in these groups belong to a small
community of like-minded and concerned individuals; they generally knew each other and some are friends
since their university days. They often faced threats of incarceration and travel bans, and many were indeed
jailed but nevertheless persevered with their work. These NGOs multiplied, and since 2005 a growing num-
ber of international NGOs have also set up office in China and worked jointly with grassroots groups.

Despite the huge increase in their number and the broadening of concerns, strategies, methods of
work, as well as diversification of partners, these organisations are still constrained by the fact they
cannot form national coalitions or federations. Moreover the scope of work by many continues to
beverylocal. The law for NGOs or non-state organisations prevents them from working in this way
and the space for such undertakings is already filled by mass organisations that have links with the
government and the Party.

China Development Brief (CDB),* founded by Briton Nick Young, has been publishing a Chinese NGO
Directory since 1998. It features the profiles of grassroots, public interests and advocacy groups to make
these groups understandable to both Chinese and non-Chinese audiences and gain support for them.
The latest edition of the Directory features some 250 NGOs, which is a small subset of the NGO community.
Despite the seemingly small number, they give a good and representative understanding of the Chinese
NGO landscape. Based on CDB’s 2013 Special Report® NGOs in China tend to be concentrated in certain
regions, mostly in major cities and along the coast, and focused mainly on social service sectors such

as education, child welfare, disabilities and elder care. Most of the existing NGOs are young, and were
established after 2000. They tend to be small and lacking in legal status and financial and human
resources. About 56 per cent of the NGOs in the Directory had a staff of under 10 people, and 72 per cent
had budgets under RMB 3 million (about $476,000). Alarge number—about 39 per cent—were either not
registered, or registered as businesses and not as NGOs.

What is also increasingly known outside China are the spontaneous actions and protests by Chinese
workers, peasants, home-owners and communities affected by pollution or calamities, which the govern-
ment refer to as “mass incidents”. The Chinese government no longer publishes comprehensive statistics
on the number of mass incidents in the country each year, the last available data is that some 90,000 mass
incidents were reported throughout China in 2009; the vast majority of which were triggered by specific
rights violations.® Recent well reported mass incidents include strikes in export processing zones, riots
in Ningbo and Dalian against environmental pollution®, as well as protests against land grabbing in 2011.
In 2012 in Wukan, a fishingvillage in the southern province of Guangdong near Hong Kong, a four-month
long protest, including street marches, forced village elections and resulted in the leaders of the collective
action winning county level posts.

These mainlylocal protests still face serious challenges and repression. They are partly a response to the
lack of existing mechanisms available for authorities to adequately respond to grievances. While some
public protests seem to be allowed, authorities still hold absolute control in dealing with protests and
leaders of protest actions often end up spendingyears in jail when they are caught.

The moment the protests move beyond their locality or involve longer-term organising, they are also much
more prone to repression. Fewer than half of China’s 263 million migrant workers have signed labour
contracts with their employees, only 14.3 per cent of migrant workers have a pension, 24 per cent of them
have work-injury insurance, 16.9 per cent have medical insurance, 8.4 per cent have unemployment
insurance, and only 6.1 per cent have maternity insurance™. Consequently the majority of strikes in
export processing zones tend to break out spontaneously and then end abruptly after repression or some
concession from the management. The temporary status of the 20 million workers in export processing
zones, 70 per cent of whom are women, adds to the vulnerability of workers who dare to organise as they
canbe easily sent back to their home town or village.



The Foxconn workers’ strikes in 2011 testify to both the success and limitations of most public protest in
China: after the workers gained higher salaries, the strike leader was forced to return to his province
after his temporary contract ended. Despite the difficulty of launchinglabour strikes, Foxxcon workers
protested once more in early 2013. The potential for Chinese civil society cannot be ignored. One of the
results of the global anti-sweatshop movement was that foreign-run enterprises, even Wal-Mart, have
allowed the organisation of enterprise-level trade union elections, which could see the beginning of an
independent labour movement.

Domestic opposition groups and individuals who might challenge the party’s authority are left isolated
and powerless as they belong to small, independent NGOs that are not legally recognised by the govern-
ment or with verylittle support from inside and outside China. At the same time only the mass organi-
sations affiliated with the government and the academe/university are seen as legitimate channels for
participation. The government also looks down on independent NGOs and deems them to be lacking in
expertise or knowledge. The Chinese Communist Party is still very successful in recruiting the cream of the
crop of university level students into its ranks and the party is still seen by many as a ladder for promotion
and achievement. Hence many NGO staff argue that if your motive is to help people and do good, you join
the NGO, butif your motive is to get a high post you join the party.

Many believe that China’s first social movement might develop from the ranks of the environmental
sector as some of the biggest “mass actions” and civil society breakthrough—like the PX incident in
Xiamen in 2007—emerged from environmental concerns. Environmental groups such as Friends of
Nature, Green Earth Volunteers, Global Village Beijing and Green Watershed Project are some of the key
environmental groups that have broad interests. Together with other groups, they discussed with the
government about making the 2008 Beijing Olympics observe environmental considerations. They are
also starting to see the need to link their local advocacy with regional and global calls for social justice

and they are the first to acknowledge that China is now playing a key role globally and it will be important
that Chinese investments do not harm the environment where they operate abroad. However, the big
environmental protests in China were notinitiated by environmental NGOs. Environmental organisations
are not linked with or participate in mass actions because they always operate under constraints and are
therefore unable or afraid to do so™.

Intheir paper on current resistance in China,”?which examined some of the most significant labour
and environmental collective action, Au Loong Yu and Bai Ruixue observed some signs that the level

of organizing and repertoire of action employed by the workers are different from previous strikes.
They pointed out that the workers struggle at Tonghua Steel Mill Company in Jilian in 2009—which
mobilized 30,000 workers and their families—was a protest against privatization. In this case also, the
manager was killed, not just by a lone dissatisfied worker, as is usually the case, but by a large group of
workers supported by most other fellow workers. The workers’ violence was also widely supported by
“netizens”. Asimilar case of privatization at Linzhou Steel Company in Puyang City, saw workers lock-up
their municipal government official for 90 hours. The violence showed extreme anger and desperation
on the side of the workers, which was heightened by the fact that their trade union was ineffective in
representing their interests, hence they acted independently.

Another big case of labour strike was in the Honda plant in Foshan in Guangdong province, which
lasted for two weeks and was joined by 1800 workers. What is significant in this action is the statement
released by the workers, which showed a broader vision: “Our struggle to defend our rights is not just
about fighting for ourselves. We are concerned about the rights of all the workers in the whole country.
We want to set a good example of workers struggling for their rights.”” In China today, most workers are
under 20 and most have no memory of the Tiananmen events because the government made it a taboo
topic. Their actions are bold and there is a growing critical view against the unions that are supposed to
represent them but are not doing so.
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Public opinion is increasingly mobilised by the nowwidespread use of social media. The most heated
debate and arguments on various issues are seen between online users of Weibo. The consensus that

the environmental costs of China’s development must stop now is one of the constant messages there.™.
Discussions on Weibo of China’s “airpocalypse” or the highly toxic air pollution in Beijing and other big
cities made it impossible for the government to put any spin on the situation and in fact forced it to make
information on air quality public.

Chinese academia and artists are also becoming more vocal, as was shown when 303 socially engaged
scholars, writers and artists argued for more freedom and a “Chinese alternative” to the neoliberal mar-
ket economy in the Charter 08 open letter to the authorities.” These evolving movements could develop
asastrong plank of a future social and environmental justice movement in the country. Its successin part
will depend on international solidarity with Chinese groups fighting domestically for rights, land, justice,
clean environment, etcetera; as well as awillingness to facilitate Chinese civil society participation in the
discussion for solutions and building of alternatives locally and globally. Southern movements, particu-
larly those in other emerging economies such as India, Brazil and South Africa need to reach out to China
and Chinese groups and share experiences and proposals for common struggles for land, water, liveli-
hoods, clean environment, security, decent wages, safe working conditions, democratic participation,
human rights and so on.

CONCLUSION

China’s 12" Five Year Plan (2011—2015) established green economy as its overarching goal. Its recognition
that the costs of environmental degradation (estimated by the World Bank to be between 3.5 to 8 per
cent of total GDP annually and up to 12 per cent by others)” highlighted the unsustainability of China’s
economic model for its citizens and indeed by implication for the whole world. The fact that China,

the world’s second largest economy, ranks 120" in the global human security index affirms John Lee’s
appraisal that China’s market socialism in its modern form is predatory, dysfunctional and grossly
inefficient system and enormously wasteful and unsustainable.”

China’s rise to the top was achieved through importation of natural resources and their re-exportation

in the form of value-added products for consumption in other countries, mostly in the west. In effect,
China’s emergence as the factory of the world is perpetuating unsustainable consumption and produc-
tion patterns in industrialised countries and expanding them to the rest of the world. China’s success is
alsointrinsically linked to the strengthening of transnational corporate power, and has therefore become
acornerstone in maintaining the current order of production and consumption and the resulting
exploitation, over-consumption and planetary abuse.

Perhaps the biggest hope lies in China’s nascent civil society. The seeds of alternatives are being planted
by inspired individuals that are working to popularise the concept of citizens’ rights, the poor urban and
rural folks that defy risk of jail sentences in order to remind callouse officials that life and the environ-
ment matters more than short-term economic gains from polluting projects, workers that are fighting
for decent wages and sustainable jobs, climate justice groups that are seeking for a change in the system
locally and globally. These groups remain scattered and small, but over time could together with global
civil society groups reshape China and the world’s future.

The majority of current analyses about China’s role in the changing global political economy and the deep
flaws in its economic model tends to concentrate on China without locating China in the context of neo-
liberal globalization. Yet it is precisely the fundamental role that China plays in an unjust globalised world
that makes advancing changes in China so important not just for the Chinese population but the world at



large. A change in China’s system of production, wealth creation and (re)distribution is a necessary step
in the quest for a socially just and ecologically viable future, both in China and beyond. This will require
making alliances with ordinary people in China and both supporting and learning from Chinese social

movements as they join the global struggle for alternatives.
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India in the Emerging World Order:
A status quo power or a revisionist force?

DEEPSHIKHA SHAHI*

Any author vested with the responsibility of appraising India’s position and potential role in the emerging
world order could spend a considerable time pondering an appropriate title—‘The Rise of India as a Status
Quo Power’; ‘India as a Reformist Force in the Emerging World’; ‘India in the Emerging World: A Potential
Bridge between the North and the South’; and so on. The dilemma surrounding the selection of an appro-
priate title in fact reflects a deeper confusion pertaining to India’s newly acquired image of a ‘rising power’
and the ability of its foreign policy to live up to that image.

This chapter sets out to trace the changing contours of India’s foreign policy by throwing light on: (i)

the historical and sociological compulsions shaping India’s strategic trends and the evolution of India’s
model of neoliberalism; (ii) the expression of India’s strategic trends in its changing equations with

the powers of the North (especially the US and the former Soviet Union, and now Russia) and the South
(especially Brazil, South Africa and China); (iii) the impact of India’s currently evolving synergy with the
South (IBSA, BASIC, BRICS) on India’s relationship with the North (G8+5, G20); (iv) the conflictual and
cooperative tendencies within India’s strategies at intra-subregional (India-SAARC), inter-subregional
(India-ASEAN) and inter-regional (India-Mercosur; India-AU; India-SADC etc.) levels; and (v) the
comparative importance of the mutually contradictory forces of nationally-based TNCs and civil society
movements in determining India’s foreign policy. After grasping India’s foreign policy stance in the
contemporary neoliberal world, the chapter then evaluates the probability of India becoming a beacon
for an alternative in a post-neoliberal world order.

INDIA’S FOREIGN POLICY: HISTORICAL
AND SOCIOLOGICAL ROOTS

The foreign policy formulated by India after its independence from British colonial rule in 1947 was largely
influenced by the ideals of Gandhian and Nehruvian philosophies—swaraj (self-rule), ahimsa (non-violence)
and panchsheel (the five principles of sovereign equality, territorial integrity, non-alignment with power
blocs during the Cold War period, non-interference in the internal affairs of other states, and peaceful
coexistence/cooperation for mutual benefit). India’s foreign policy, wherein ‘morality’ seemed to play a
more prominent role than the use of force, was driven by two objectives: safeguarding hard-won sovereignty,
and uplifting the underdeveloped economy. The commitment to the UN system, the initiation of the
Non-Aligned Movement (NAM) with an emphasis on ‘third world solidarity’, and the adoption of a ‘mixed
economy —based on the combination of private and public sectors—were tools for attaining these objectives.

While the Gandhian faith in non-violence was constantly reiterated, India’s first Prime Minister,
Jawaharlal Nehru, declared in 1956:

Iam not aware of our government having ever said that they have adopted the doctrine of ahimsa to
our activities. They may respect it, they may honour the doctrine, but as a government it is patent
that we do not consider ourselves capable of adopting the doctrine of ahimsa.!

Despite claiming to follow the principle of peaceful-coexistence, India witnessed major wars and skir-
mishes with Pakistan and China over territorial disputes. The principle of non-alignment did not prevent
Nehru from seeking military aid from the US and Great Britain during the brief Sino-Indian border war

* Deepshikha is Assistant Professor of Political Science at University of Delhi, India. She is a Research Associate with International Democracy
Watch, Italy.



in 1962, or from concluding the Indo-Soviet Treaty of Peace, Friendship and Cooperation in 1971, which
ensured the transfer of a huge quantity of Soviet weapons that facilitated India’s military intervention
in East Pakistan (subsequently Bangladesh) the same year. Nehru's ‘socialist’ orientation brought India
strategically closer to the USSR during the Cold War period.?

Nehruvian foreign policy also had a tremendous impact on shaping the dynamics of regional politics in
south Asia. In 1946, Nehru stated:

In Asia it seems inevitable that two or three huge federations will develop... India is going to be the
centre of a very big federation (...) From the point of view of all these possible developments of the
future, it is very desirable for us to gain contacts with countries all over Asia.®

In 1961, Nehru observed the rise of a new Asian worldview. He noted:

The emergence of the independent nations in Asia naturally leads to what might be called an Asian
way of looking at the world. I do not say that there is one Asian way, because Asia is a big continent,
offering different viewpoints. However, it is a new angle, and is a change from the Europe-centred
or any other view of the world.*

The Asian Relations Conference held at New Delhi in 1947 promoted the concept of a South Asian
Community. Despite an early start in regional thinking, the volatile political scene in the south Asian
region obstructed the institutionalised existence of any regional forum for a long period. After a series of
meticulous discussions, it was only in 1985 that the Charter of the South Asian Association for Regional
Cooperation (SAARC) was formally adopted by seven south Asian states—Bangladesh, Bhutan, India,
Maldives, Nepal, Pakistan and Sri Lanka. Due to tumultuous domestic political conditions, Afghanistan’s
formal entryinto SAARC became possible only in 2007.

The initiative for forming SAARC was taken by the President of Bangladesh, Zia-ur-Rahman, and was
immediately endorsed by Bhutan, Nepal, Sri Lanka and the Maldives. However, both Pakistan and India
displayed reluctance, though for different reasons. Pakistan was wary of India’s potential to use SAARC in
the service of its own hegemonic designs. Pakistan had specific fears of Indian future domination of trade
and commercial links, especially if these were promoted in the industrial infrastructure and in regional
trade. Considering the protracted history of bilateral disputes in the region, India had apprehensions that
the SAARC might be used by its neighbours to ‘gang up’ against it. An attempt by Bangladesh to bring in
Nepal as a party to the central issue of sharing the Ganges River’s waters with India was seen as heading in
this direction. Consequently India’s reaction to the Bangladesh proposal was marked by caution. India’s
Foreign Minister insisted on confining regional cooperation to certain areas, and voiced two important
pre-conditions for regional cooperation in south Asia: the exclusion of bilateral issues from deliberative
discussions, and unanimity as the basis of all decisions.®

The formal incorporation of these two pre-conditions in the SAARC Charter affirmed India’s normative
hegemony in the south Asian region.® They also clarified that the institutional form of regional cooperation
in south Asia would be an inter-governmental one, not a supra-national one. The inter-governmental
institutional form ensured that the functioning of SAARC would safeguard the sovereignty of the SAARC
member states rather than override their sovereignty in the interest of the south Asian region.

India’s foreign policy remained heavily influenced by the mixed economy model adopted by Nehru
during the Cold War. However, the post-Cold War period presented a transformed political context both at
the global and the domestic levels. At the global level, the collapse of the socialist bloc led to an embrace of
neoliberal capitalism as the triumphant ideology. At the domestic level, the ‘Congress System’’-a de facto
one-party system where the Congress party dominated Indian politics -had come to an end even earlier,
and various regional political parties backed by diverse and hitherto suppressed social forces (both con-
servative and progressive) started playing a more crucial role.? Indian democracy entered into the ‘third
electoral system’> whereby the pattern of the determinants and outcomes of electoral choice underwent a
sea change. In the first and the second electoral systems, which prevailed during 1952-1967 and 1967-1989
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respectively, Indian voters had the choice to vote either for or against the dominant Congress Party.
However, the proliferation of regional parties in the post-1989 period offered alternative choices to Indian
voters and heralded the era of coalition politics, thereby fundamentally transforming the terrain of Indian
politics. The shifts in the electoral choices were largely anchored in the process of social change marked

by the gradual awakening of the marginalised segments/castes of Indian society.'® Different caste-groups
began to align or realign themselves with various national and regional political parties, thereby having a
distinct impact on the coalition government of the day.

With the alteration in electoral outcomes, the internal composition of Indian strategists also changed.
Indian strategists—chiefly consisting of temporarily elected political elites and permanently selected but
comparativelyless powerful bureaucratic elites—could no longer stay solely committed to the socialist
temperament of Nehru or the agenda of the Congress Party if theywanted to maintain their influence.
Therefore, since the 1990s, the challenge for the new Indian strategists hasbeen to reinterpret Nehru’s ideas
tosuit the transformed political context. The new Indian strategists could neither condemn Nehru nor for-
mallyreject Nehru's ideas, for that would have invited serious political trouble." Yet they had to continually
reinterpret and refashion India’s foreign policy to adapt it in accordance with the requirements of India’s
transformed domestic politics, particularly following the balance of payments crisis in 1991.

After independence, India adopted a mixed economy with a major role for the state in industrial pro-
duction and an emphasis on an import substitution strategy. This policy helped to lay the foundation for
industrialisation and technological change, but compared to its East Asian neighbours India’s national
income growth remained low at about 3-4 per cent per annum for several decades. The export-oriented
Asian countries grew much faster during this period by taking advantage of the post-war expansion in
international trade and investment flows."? The 1991 balance of payments crisis left India heavily burdened
with international debt that it found difficult to repay, and therefore needed financial assistance from
international organizations such as the IMF. However, as a pre-condition to the loan, the IMF demanded the
implementation of a structural adjustment programme (SAP) designed to liberalise the Indian economy.
Starting around 1991, some far-reaching changes in policy were made in India that came to be known as
the New Economic Policy (NEP). The adoption of the neoliberal NEP paved the way for the integration of the
Indian economy into a globalised economy. The Indian government decided that the time had come for
Indian producers to compete with producers around the globe. It felt that competition would improve the
performance of Indian producers since they would have to improve their quality. This decision was sup-
ported by powerful Indian corporate houses and international financial organisations.

Aturning point in Indian coalition politics came with the Bharatiya Janata Party’s recent emphatic win in
2014 Elections. Itis believed that the victory of the right-wing Bharatiya Janata Party under the leadership of
Narendra Modi has destroyed the myth of coalition politics, thereby gifting India its first single-party govern-
ment in past 30 years. However, the newly elected BJP government is largely seen as perfect mascot for the
changes that have transformed India since the early 1990s: the liberalisation of the country’s economy.

Today, Indian strategists—that is, those who have the influence and power to shape India’s overall strategy
and foreign policy—generally follow and emulate the neoliberal model of economic development. The stra-
tegic discourse in today’s India broadly occurs at two levels of state and civil society. The two-way circulation
of the discourse between state and civil society passes through various mediations provided by the politi-
cians, bureaucrats (including active and retired diplomats and senior echelons of the military), university-
and research institute-based scholars, student unions, the media (including policy oriented journalists and
film-makers), key corporate houses and business groups, and social activists (including leaders of various
social movements). However, not all the wide-ranging views have a direct impact on the strategists, even if
government structures such as the Indian Foreign Service have started to remove barriers that blocked en-
try by academicians and prevented civil servants from moving into academic institutions. This has changed
recently, for example with the formation of the National Security Advisory Board with its separate and func-
tional secretariat, and growing interactions between Indian strategists and academicians.”® Nevertheless



despite a diverse range of views, including critical perspectives put forward by the Indian academicians
and activists, the Indian strategists have continued to follow the neoliberal model of development.

Over the last two decades, all the major political parties in India—cutting across the spectrum from the left
to the right—have converged to a similar worldview. While differentiated mostly by rhetoric, they subscribe
to the view that the NEP—which endorses the processes of globalisation, market-based liberalisation and
corporate-led industrialisation—is necessary to achieve the economic development and political empow-
erment of India." However, Indian strategists have taken a cautious and regulated path to capital account
liberalisation, and this strategy has served to reduce the economy’s vulnerability to crises. As Joseph Stiglitz
commented in the Times of India, “your policy makers, particularly the Reserve Bank of India, are already
doingagreat job. Iwish the U.S. Federal Reserve displayed the same understanding of the role of regulation
that the RBI has done, at least so far”."* Elsewhere he remarked that:

India was one of the countries that resisted the wholesale deregulation movement that the United
States had been exporting(...) [India] did it against political pressure(...) and now I think the finan-
cial markets are thankful that they did resist those pressures. The result is that India’s financial
markets are in better shape than they would have been if they had engaged in the kind of wholesale
deregulation that the United States engaged in."

In contrast to the appreciative statements of Stiglitz, Jim O’ Neill-the Goldman Sachs economist who coined
the acronym BRIC—labels India as the “greatest mystery” among the BRICS and criticises India’s leadership
for failing to implement reforms and “deliberately avoiding FDI”. This phrase might resonate with many
because of the ferocious political row over the government’s decision to open India’s retail sector to global
supermarkets such as Wal-Mart and Tesco."” In India there are diverse views on the issue of capital account
liberalisation (CAL). While the Percy Mistry Committee Report (2007) and the Raghuram Rajan Committee
Report (2008) advocate ‘thin institutionalisation’ by supporting the idea of loosening capital control and
encouraging capital account convertibility, Y.V. Reddy, former governor of the Reserve Bank of India, in his
book India and the Global Financial Crisis calls for ‘thick institutionalisation’ because, he says, capital account
convertibility brings real threats to financial stability especially in countries with weak regulatory mech-
anisms and underdeveloped financial markets. Indian strategists are unanimously concerned about the
dangers emanating from the volatility aspect of short-term capital flows, often led by the foreign institu-
tional investors (FIIs), which destabilises stock markets and the exchange rate of the domestic currency.
While the debate on CAL continues on paper, by now, in practice the capital account has become quite open
since the adoption of the NEP in 1991; reversing this is politically unlikely. Furthermore, the remaining
capital controls are rapidly becoming ineffective.'®

Despite this, some commentators such as Gurcharan Das' hold an optimistic view of India’s unique model
of development. He observes:

Rather than adopting the classic Asian strategy—exporting labor-intensive, low-priced manufac-
tured goods to the West—India has relied on its domestic market more than exports, consumption
more than investment, services more than industry, and high-tech more than low-skilled man-
ufacturing. This approach has meant that the Indian economy has been mostly insulated from
global downturns, showing a degree of stability that is as impressive as the rate of its expansion.

[This] consumption-driven model is also more people-friendly than other development strategies.
Asaresult, inequality has increased much less in India than in other developing nations. (Its Gini
index, a measure of income inequality on a scale of zero to 100, is 33, compared to 41 for the United
States, 45 for China, and 59 for Brazil.) Moreover, 30 to 40 per cent of GDP growth is due to rising
productivity—a true sign of an economy’s health and progress—rather than to increases in the
amount of capital or labor.?

Though India’s record might appear comparatively impressive according to the Giniindex, the dark side of
the Indian neoliberal path to high growth cannot be overlooked. Economist Utsa Patnaik writes:
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Two decades after neoliberal economic reforms started in India as part of the agenda of imperialist
globalisation, the condition of the masses of the labouring poor is worse in every part of the country
except where some positive intervention has taken place to stabilise livelihoods. The richest mi-
nority at the top of the income pyramid is far richer than ever before, better off even than advanced
country middle classes for they command extremely cheap services from the mass of the labouring
poor whose bargaining position is lowered owing to rising unemployment and the resulting constant
addition to the reserve army of labour.

The three issues which most concern the masses today are, the increasing levels of unemployment
as high GDP growth fails to translate into increasing jobs; the high rate of inflation in prices of basic
necessities which is eroding their already low purchasing power; and in rural areas, the attempt to
take over their lands and resources by corporate entities, usually actively aided by governments.*

Even the IMF Report for the 2013 Article IV Consultation notes the problems, although it identifies the main
culprit as ‘weak growth’:

The domestic implications of India’s slower growth could be far-reaching, though potential interna-
tional spillovers are likely limited. Scant data on employment notwithstanding, lower medium-term
growth might not generate sufficient jobs to absorb labor market entrants. Weaker growth also en-
tails a slower reduction in poverty. IMF research suggests that 35 million more people would remain
below the $1.25/day line compared to a scenario in which growth returns to the 2004-09 average.*

Though these observations clearly show the problems inherent in the NEP, the Indian strategists continue to
subscribe to the neoliberal principles underlying their economic policies. They seek to overcome these prob-
lems by introducing reforms in the existing policies rather than by challenging the fundamental principles
of the existing neoliberal world.

In addition to India’s adoption of NEP, the thrust of India’s foreign policy strategies in recent years can be
summarised as following three trajectories:

1. While India continues with its commitment to the UN system and other multilateral forums, it has
sought to capitalise on the growing political and economic strength of some developing countries with
aview toadvancing its own national interests. For example, in the lead-up to the 2003 WTO ministerial
in Cancun, Mexico, India and Brazil united to fight the US and EU on their agriculture subsidies, as a
strategic counterweight to what was being demanded of developing countries on issues such as invest-
ment, services and market access for non-agricultural goods.

2. Indiachoseto abandon all pretences of socialism and to ally itself with the US, with the intention of
being part of the collective exercise of global power. Indian strategists want a permanent seat at the UN
Security Council and see closer ties to the US and EU as key to this. Besides the permanent membership
of the Security Council, Indian strategists believe that the acquisition of an independent nuclear capa-
bility is instrumental in obtaining ‘major power status’.?

3. Indiabeganto explore alternative venues of multilateralism offered by regional organisations, either
by joining or creating blocs (G4, G8+5, G20, G77, BASIC, BRICS, IBSA), or by forging closer economic and
strategic links with other blocs (EU, ASEAN). In doing so, India broke out of the claustrophobic confines
of south Asia and designed its foreign policy in accordance with the concept of ‘extended neighbour-
hood’.* India’s Foreign Secretary Shiv Shankar Menon stated in 2007 that “as we move beyond southern
AsiatoIndia’s extended neighbourhood (...) from the broader perspective, we regard our security as
lying in a neighbourhood of widening concentric circles”.?

Though Indian strategists do not announce new foreign policy doctrines, in recent years they have worked

incessantly to elevate India’s regional and international standing and to increase its power. New Delhi

has made concerted efforts to reshape its immediate neighbourhood, find a modus vivendiwith China and



Pakistan (its two regional rivals), and assert itself in the ‘near abroad’ which includes parts of Africa, the
Persian Gulf, central and southeast Asia, and the Indian Ocean.?® Simultaneously, it has expanded relations
with existing major powers, especially the US. Against the backdrop of the increasingly doubtful hegemonic
status of the USin global politics and the continuing decline in the economic strength of other Western
European powers in the post-recession world, India has sought to develop stronger ties with the emerging
economies of the South. In doing so, India is reviving its age-old rhetoric on reducing the economic dispari-
tiesbetween North and South. However, the priority attached to protecting sovereignty and boosting eco-
nomic growth marks a ‘historical continuity’, despite occasional fluctuations in established strategic trends.

INDIA’S SHIFTING EQUATIONS WITH THE NORTH
AND THE SOUTH

The interplay between the historical and sociological roots of India’s foreign policy, major international
events and local perspectives on regional cooperation, continue to determine India’s specific position in
contemporary global politics. While the intimacy with the USSR during the Cold War widened the distance
between India and the US, the post-Cold War period—especially the post-9/11 period—paved the way for a
renewed understanding between the two countries. India’s relations with the US became closer in three
phases, periodised broadly as follows: 1991-1998;1998-2004; and 2004 onwards.?”

The liberalisation of the Indian economy and the adoption of the NEP in 1991 helped India win credibility in
the eyes of the US. Notwithstanding US criticism in the aftermath of nuclear tests conducted by India in 1998,
their support to India during the India-Pakistan Kargil war in 1999 was a sign of the strengthening bonds
between the countries.?® India gave awarm embrace to the US-led ‘war on terror’ in Afghanistan in 2001, and
did not criticise the US invasion of Iraq in 2003 despite the contrary Indian public opinion. Especially after
the terrorist attacks on the Indian Parliament in 2003, and in Mumbai in 2008, close cooperation in the field
of counter-terrorism has become key to the Indo-US strategic partnership.? The passage of the Indo-US nu-
cleardealin 2008 laid the foundation for a robust strategic partnership in the twenty-first century. Although
the Indo-US nuclear deal was widely considered as India’s move to appease the US by many Indians—across
the political spectrum—the then Prime Minister, Manmohan Singh, defended India’s growing closeness with
the US by stating that:

The United States is a global power. Their interests will not always converge with India’s interests (...)
But there are opportunities, there are occasions where our interests will converge. And I believe it

is the duty of any government of India to take advantage of all those opportunities which widen the
development options that become available.°

In continuation with the drive to revitalise Indo-US links, the newly elected Indian Prime Minister Narendra
Modi has pushed for improving US ties during a meeting with Senator John McCain in New Delhi in July 2014,
asthe two countries seek to patch up their differences and boost their economic relationship.*

Withregard to military matters, India continues to remain dependent on the US and the other Western
powers. Since June 2011, British Prime Minister David Cameron and Presidents Barack Obama of the US,
Nicolas Sarkozy of France and Dmitri Medvedev of Russia have all visited New Delhi to lobby for sales to
India by their countries’ arms-makers. India, which wielded the world’s tenth largest military budget at
$32 billion in 2011, has failed in a decade-long campaign to reduce its dependence on foreign suppliers,
who provide about 70 per cent of India’s armaments.* And the market is likely to grow: according to a report
by the Confederation of Indian Industry and Deloitte Touche Tohmatsu India, it is estimated that India

will spend nearly $220 billion by 2017 as part of an “ambitious military modernization plan”.*® At present,
foreign companies can only invest 26 per cent in Indian defence projects without committing to technology
transfer, which has put off many investors. However, the newly elected government of Narendra Modi has
expressed the willingness to increase the cap to 49 per cent. India’s Department of Industrial Policy and
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Promotion has circulated a discussion document that proposes allowing up to 100 per cent foreign direct
investment (FDI) in defence production.®

The deepening Indo-US relations have also affected India’s stance on the Israel-Palestine issue. In the past,
India was a major supporter of Palestinian anti-colonial anti-occupation struggles, but in recent years
India has forged strong links with Israel, many believe at the behest of the US. The more India aspires to
acquire the status of a ‘major power’, the more willing it seems to define its strategy within a US-aligned and
neoliberal framework.

Yet, despite the hype surrounding the ‘progress’ in Indo-US relations, India cannot afford to marginalise
Russia, asit is the only trusted partner with whom India has had a close political, military and economic
partnership for decades. The USSR/Russia contributed to developing India’s strengths and capabilities in
the nuclear, defence, space and heavy industry sectors when no other country was willing to support India’s
efforts to modernise. Even today, space exploration and civil nuclear energy are seen as areas of importance.
India’s participation in forums such as the Shanghai Cooperation Organisation (SCO), Russia-India-China
Strategic Triangle (RIC) and Brazil-Russia-India-China-South Africa Strategic Group (BRICS) has opened up
new possibilities for Indo-Russian cooperation in the areas of environmental and disaster management, in
pharmaceuticals, metallurgy, biotechnology and tourism.* While the Indo-US closeness in recent years has
not obstructed the revived tempo of Indo-Russian ties, it has ensured that the Indo-Russian relationship is
not insulated from US influence. India has become a centre of attraction for both Russia and the US.*

While India’s relations with the powers of the North have significantly improved, its stance as a ‘sovereignty
hawk™® has been largely responsible for the slow progress in regional integration in south Asia. The imple-
mentation of the South Asian Free Trade Area (SAFTA) in 2006, and the entry of Afghanistan as the eighth
member in 2007, has breathed new life into SAARC, reviving hopes for an improvement in the economic
conditions of the south Asian countries. * Yet the historical hurdles to its smooth functioning persist. These
include: a suspicious political environment because of the fragile democratic conditions and India’s domi-
nant position in south Asia; the conflictual relationship between India and Pakistan; and the lack of comple-
mentarities among the south Asian economies and their increasing reliance on the developed economies of
the West. After 26 years of SAARC’s existence, none of the south Asian states has been able to drive the process
of ‘economic integration’ with much vigour, nor has the organisational framework of SAARC been able to
breed ‘political trust’ in the region. In order to bridge the gap between the promise and the real accomplish-
ments of SAARC, the member states would have to peacefully settle long-standing political disputes—espe-
cially the India-Pakistan Kashmir dispute **—and re-define their concept of sovereignty to create alarger
space for supra-nationalism. The closer Indo-US ties are likely to further enhance the ‘big brother syndrome’
traditionally associated with India’s hegemonic position in the south Asian region.

Meanwhile, India’s relations with the Association of Southeast Asian Nations (ASEAN) are advancing.*’ In
order tojoin the race in forming preferential trade agreements and to counter China’s growing influence
insoutheast Asia, India adopted the ‘Look East Policy’ in 1991. As a result, the 1990s saw increased contact
between India and the ASEAN countries, aswell as concrete measures to cooperate and integrate in political
and economic spheres. Within a decade (between 1992-2002), their collaboration has developed from a sec-
toral-dialogue partnership into a summit-level interaction. India signed a Free Trade Agreement (FTA) with
the ASEAN countries in 2009. Under the India-ASEAN FTA, ASEAN countries and India will remove import
tariffs on more than 80 per cent of traded products between 2013 and 2016.* However, economist Amita
Batra has questioned whether the India-ASEAN agreement is the appropriate vehicle to take the process of
developing India’s comparatively backward regions forward.*?

Behind India’s desire to strengthen ties with ASEAN is concern about China’s increasing presence in south-
east Asia.*®* China has supplied arms to all of India’s neighbours, and has offered significant assistance to
Pakistan’s nuclear programme in the past. This is alarming for India as the Chinese ‘control’ over India’s
bordering states could threaten India’s security.*



While Indo-ASEAN ties are showing signs of progress, the Sino-Indian relationship remains characterised
by the term ‘co-opetition’*. India and China have emerged as two economies in competition with each
other in the Asian region and beyond (for example the Sino-Indian rivalry over land acquisition in Africa,
and India’s concern over China’s growing interest in the Indian Ocean). Yet at the same time, they coop-
erate in various forums (for example while negotiating terms with the developed world in the WTO, and
onissues like climate change within the framework of BASIC). Though there has been a dramatic increase
in bilateral trade between India and China, which rose from $1.7 billion in 1997-98 toreach a record $74
billion in 2011—-when China became India’s largest trading partner—, the balance of trade remains heavily
skewed in favour of China; India’s trade deficit with China reached $31.4 billion in 2013 out of a total
bilateral trade of $65.4 billion, with Indian exports totalling $17 billion.*®. Though India and China have set
an ambitious bilateral trade target of $100 billion by 2015,*’their relations remain fraught with suspicion
because of their troubled history, marked by the 1962 border war and the unresolved Tibetan issue.*® The
new defence strategy of the US, which attempts to strike a long-term strategic partnership with India and
identifies China as a security threat,* is also likely to have a destabilising impact on Sino-Indian relations.

While India is moving cautiously towards strengthening links with China, it is discovering new grounds for
stronger bonds with Brazil and South Africa. India’s active involvement in three recently-formed multilat-
eral forums of the South—IBSA, BRICS and BASIC—is testament to this. India, Brazil and South Africa—who
all consider themselves leaders in their respective regions, and representatives of developing countries
from the South—share common reformist aspirations in world politics. These include advocating for
greatervisible representation of the South in the UN Security Council, greater voting power in the interna-
tional financial institutions —the International Monetary Fund (IMF) and World Bank—and pushing for the
achievement of the Millennium Development Goals (MDGs).*° These reforms are viewed as instrumental
inIndia acquiring ‘major power’ status.

The India, Brazil, South Africa (IBSA) ‘three-pillar approach’ (reforming global governance, technical
cooperation and strengthening economic ties) provides India with a forum for consultation and
coordination on significant political issues: fostering trilateral cooperation through sixteen working
groups operating in diverse areas such as trade, investment, health, media, and information technology;
enabling the facilitation of poverty reduction projects in other developing countries through the IBSA
fund established in 2004 and managed by the United Nations Development Programme (UNDP).* India’s
then External Affairs Minister, S.M. Krishna, met Brazil’s then President Lula da Silva ahead of the fourth
IBSA summit held in Brasilia in 2010, and stressed the need for accelerating connectivity between the
three emerging economies. Krishna emphasized India’s abiding commitment to IBSA, which symbolised
the spirit of South-South cooperation.? India’s former Prime Minister, Manmohan Singh, had labelled
IBSA as a “strong moral force in today’s unsettled world”.*®* Highlighting IBSA's vast potential to expand
the trilateral trade cooperation, he stated: “Intra-IBSA trade is now close to 20 billion US dollars. Tam
therefore confident that we will be able to cross the target of 25 billion US dollars by 2015”.°* He nonetheless
went on to admit that much needed to be done to address the present deficits of intra-IBSA linkages in
terms of transport and other related infrastructure, calling for the need to focus on greater investments in
infrastructure, human capital, education and inclusive growth.

Apart from IBSA, BRIC (now BRICS with South Africa joining in 2010) offers an additional platform for
India’s intensifying engagement with the other emerging economies. Formalised with the first meeting of
the foreign ministers of Brazil, Russia®®, India and China in New York in September 2006, the grouping has
evolved a number of mechanisms for consultation and cooperation in numerous sectors. The agenda of
BRICS meetings has considerably widened over the years to include global challenges such as international
terrorism, weapons of mass destruction, climate change, food and energy security, MDGs, and the inter-
national economic and financial situation. At the second BRIC Summit held at Brasilia in 2010, the former
Indian Prime Minister, Manmohan Singh stated:

‘We are four large countries with abundant resources, large populations and diverse societies. We to-
gether account for almost one-fifth of the world’s GDP. We aspire for rapid growth for ourselves and
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for an external environment that is conducive to our development goals. The people of our countries
expect us towork together so as to bring the benefits of inclusive social and economic development
tothem(...) BRIC countries are uniquely placed to contribute to reforming the architecture of global
governance(...) Energy and food security are two specific areas where we can work together.%

India hosted the fourth BRICS Summit in New Delhi on March 29, 2012. Determined to end the hegemony
of rich Western nations in shaping global economic policies, two agreements—the Master Agreement on Extending
Credit Facility in Local Currencies, and BRICS Multilateral Letter of Credit Confirmation Facility Agreement—were signed by
the development banks from BRICS countries. Such intra-BRICS initiatives are being perceived as a step
towards replacing the dollar as the main unit of trade between BRICS countries. According to officials, this
will not only contribute to enhanced trade and investments among the BRICS countries but would also fa-
cilitate economic growth in difficult economic times. India’s former Prime Minister said, “the agreements
signed by development banks of BRICS countries would boost trade by offering credit in local currency”.”
Developing countries, he said, need access to capital, particularly in infrastructure and development in
order to revive the global economy. He declared that the BRICS countries had therefore agreed to examine
aproposal to set up a South-South Development Bank, funded and managed by BRICS and other develop-
ing countries.®® John Mashaka, financial analyst at Wells Fargo Capital Markets, commented:

India’s proposal for a BRICS bank was long overdue(...) It is a way the emerging nations are trying
to pull out of the western dominated World Bank and the IMF(...) Basically India, China and per-

haps Russia are trying to show off their economic clout; they are trying to demonstrate to the west
that they can do without them. Above all they need freedom from western financial influence.*

The proposed development bank was officially launched during the July 2014 BRICS Summit at Fortaleza
in Brazil. Though the Modi Government was pitching for the headquarters of the proposed BRICS bank to
be based in India as well as for its first president to be an Indian citizen, Shanghai was selected as the venue
for bank’s headquarters with a provision for a rotating five-year presidency among BRICS members. While
the selection of Shanghai rather than Mumbai as the venue for the bank’s headquarters is being seen as the
defeat of the Modi government, it is believed that the grant of the bank’s presidency to India for the first
five years could partly make up for this defeat. The Indian Prime Minister, Narendra Modi, declared that
the setting up of BRICS bank was a significant step for inclusive global economic growth.®

Despite consistent emphasis by India on the notion of ‘inclusive growth’ in both IBSA and BRICS, the very
logic of neoliberalism obstructs the equitable distribution of income across all sections of Indian society.
Against this backdrop, the overall increase in GDP through enhanced intra-IBSA or intra-BRICS trade is
not likely to address India’s sharp income disparities between regions and classes. Though India’s aspira-
tion to introduce reforms in the existing global financial structure is implicitly marked with an intention
to collectively exercise a greater say in world affairs and is explicitly justified in the name of ‘high growth’,
itsadherence to the ideological framework of the existing multilateral economic institutions prevents it
from providing any alternative economic and social model that could be beneficial for the poor masses.

While IBSA and BRICS primarily focus on the socio-economic dimensions of development®, the BASIC
countries—a geopolitical alliance between Brazil, South Africa, India and China—emerged out of the
United Nations Framework Convention on Climate Change (UNFCC) talks and exclusively deal with the
environmental aspects of inclusive growth.

Atthe 2009 Conference of Parties (COP-15) in Copenhagen, the BASIC countries committed themselves to
define a common position on emissions reduction and the climate finance needed by developing countries
to make an energy transition. According to media reports, they planned a possible united walk-out if their
minimum position was not met by the North.®? Ultimately, the Copenhagen Summit failed to deliver a
comprehensive and legally-binding emissions reduction treaty, and the BASIC countries were proponents
of the Copenhagen Accord, a controversial text which effectively shifted the climate negotiations from a
legally-binding framework to one based on voluntary commitments.



India proposed cutting carbon intensity (that is, the amount of carbon dioxide released per unit GDP)

by 20-25 per cent by 2020 from the 2005 levels, and promised to do more if industrialised countries
supported these efforts through the transfer of technology and climate finance. India did not agree to any
emissions peakingyear or international monitoring of its domestic emissions reduction actions, except
inthose projects that had international assistance. During his meeting with the Environment Ministers

of BASIC countries, India’s former Prime Minister, Manmohan Singh declared that the “equal per capita
rights to the atmospheric space should be the goal of future negotiations on climate change”.% However,
the principle of equity was diluted by India at the Cancun COP in 2010, when India agreed to the concept of
equitable access to sustainable development in place of equitable access to atmospheric space.%

Trying torecover the lost ground at the Durban Climate Conference in 2011, India’s former Environment
Minister Jayanthi Natarajan emphasised that the industrial countries should move first in cutting fossil
fuel emissions, saying that “India, China, Brazil and South Africa are not major polluters. They are emerg-
ing market economies that have a small footprint in the context of historical emissions (...) they should not
be asked to move first on reducing greenhouse gas emissions”.%

Some of the academicians and activists argue that India could still do more, noting that the advanced
developing countries associated with BASIC are different from the rest of the more than 150 developing
countries whose combined carbon emissions constitute just three-quarters of the total emissions from
the four BASIC countries.®

INDIA’S EVOLVING RELATIONS WITH THE SOUTH:
IMPLICATIONS FORINDIA'S RELATIONS WITH THE NORTH
(G8+5, G20)

India’s growing collaboration with the emerging economies of South, as manifest in the activities of IBSA,
BRICS and BASIC, is an instance of Southern economies using each other as ‘force multipliers’ to increase
their collective bargaining position in institutions of global governance hitherto dominated by the North.
Asaresult of this collaboration, India and its African and Latin American partners are assuming a range of
pivotal activities and strategic relationships in the realms of foreign policy, global trade and international
security. Indeed, it could be argued that the countries of the South are becoming more influential than
those of the North in setting the dynamics of contemporary international relations, at least in some regions
and on certain issues.®’

However, India’s strategic collaboration with the South has never been driven by a desire to subvert its
relations with the North, or to bring about fundamental changes in international political governance or
economic policy. This becomes evident on two grounds: first, India does not seek to replace the Bretton
Woods institutions rooted in the North but only advocates certain desirable ‘reforms’ therein; second,
India aims at utilising the multilateral forums of the South—IBSA, BRICS and BASIC—for smoothing

the lines of communication and recalibrating the power balance between the North and the South. As
Manmohan Singh, the former Indian Prime Minister said:

[BRICS need to] expand the capital base of the World Bank and other Multilateral Development
Banks to enable these institutions to perform their appropriate role in financing infrastructure
development(...) As members of the G20, we must together ensure that appropriate solutions are
found to help Europe help itself and to ensure policy coordination that can revive global growth®(...)
We call for a quick achievement of the targets for the reform of the International Monetary Fund
agreed to at previous G20 Summits.*

The fact that India is a member of both the G20 and the G77 highlights the tensions and contradictions that
it facesin attempting to play the power game yet at the same time claiming to speak for the South. It is not
always clear to which ‘club’ it wants to belong. As international relations scholar Daniel Flemes writes:
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The functional leadership of IBSA/G3 is most evident in the WTO negotiations(...) Leading the G21
coalition of developing countries in the Doha Round, India, Brazil and South Africa demanded the
establishment of global market conditions that would allow the developing countries to benefit
from their comparative advantages in agriculture, industry and services(...)

But the G3 has not always spoken on behalf of the global South: it is true that the WTO conference
in Cancun failed because the industrialised countries were not willing to reduce their agricultural
subsidies to a sufficient extent, but the G3 was also not representing net food importers, like

most least developed countries (LDCs), which are not interested in the reduction of agricultural
subsidies in Europe and the US that keep priceslow (...)

And while the WTO negotiations hardly progressed in terms of content, Brazil and India were
able toimprove their positions in the international trade hierarchy. At the 2004 WTO conference
in Geneva theywere invited to form the G5 preparation group together with the EU, the USA and
Australia(...) And at the 2007 G8 Summit in Germany, Brazil, India and South Africa (with China
and Mexico) were invited to formalise their dialogue with the elitist club of the richest industri-
alised countries through the so-called Heiligendamm process.™

The ‘exclusive’ benefits enjoyed by the emerging economies have raised doubts about their obligation
towards the other developing countries. Despite India’s clear verbal commitment towards the upliftment
of the South”, its membership (along with other emerging economies and the developed countries of

the North) of G8+5 and G20 has generated ‘uncertainty’ with regard to its actual intent to transform the
existingworld order in favour of the larger developing world organized as G77.

Inthe immediate aftermath of the BASIC Summit in 2010, concerns were expressed that the four ‘advanced
developing countries’ had broken ranks with the G77 and struck out on their own.” A few Indian scholars
argue that the growing potential of the emerging economies of the South can help form a bridge between
the G20 and G77, whereas others consider the expansion of the G8 into the G20 as an attempt by the US to
dilute the influence of these groupings. Commenting on the confusion emanating from India’s simulta-
neous membership of various multilateral forums guided by divergent interests of the North as well as

the South, Kamal Mitra Chenoy, a Professor at the School of International Studies at Jawaharlal Nehru
University, said:

Indiawill be doing an awkward balancing act between these divergent groupings (...) Itisnot clear
how high a priority India will accord to each of the different groupings and reconcile divergent
mutual interests (...) One can only hope that India does not fall between two or three different
stools (...) Amishap could derail the larger developing-country agenda on trade and reform of the
global economic order.™

Anotherworrying factor is the tendency towards fragmentation within IBSA, BRICS and BASIC, originating
from certain clashing nationalistic agendas of the member countries. Sreeram Chaulia, of the Jindal School
of International Affairs, writes:

BRICS states were caught flat-footed by the West on the question of intervention in Libya. This
year, BRICS are split right down the middle on the Syrian crisis, with Russia and China vetoing a
Western resolution in the Security Council while South Africa and India voted in favour. Unity of
IBSA that negates BRICS weakens both groupings.™

Furthermore, there are reservations about the fate of IBSA due to the incorporation of South Africa in the
BRIC club and the Chinese demand for BRICS to be amalgamated with the IBSA dialogue forum. After
instigating the extension of BRIC membership to South Africa, China lobbied India to dissolve IBSA,
arguing there would be unnecessary overlap with BRICS. India understands that the Chinese want IBSA
tobe closed down because Beijing has no directrole to play in it. However, India wants a diplomatic/stra-
tegic space for itself, where it does not have to be in the company of its dominant giant neighbour. India
alsolooks at IBSA as a counterweight to China’s ambitions in Africa.”



Analysing the divisiveness within the framework of BASIC, journalist and commentator Praful Bidwai
writes:

On climate change, the BRICS countries have very little in common. Russia belongs to the Annex
1 category of countries which have binding obligations to reduce greenhouse gas emissions. The
others don’t. But Russia has huge surplus emissions allowances. So these obligations don’t mean
much. The other four formed the BASIC grouping in late 2009 mainly to avert binding commit-
ments. But BASIC got considerably weakened at the last climate summit, at Durban [in 2011].
China and India opposed obligations in principle. Brazil and South Africa were willing to accept
them under conditions such as monetary compensation for preventing deforestation.”

Saliem Fakir, an analyst for the South African Civil Society Information Service (SACSIS) observes:

The very pursuit of external foreign interests by the emerging economies depends on what deal
they carve amongst themselves as nations and how they resolve their domestic internal tensions;
notably the chasm between the externally focused cosmopolitan elite and the internally subjected
poor who carry the yoke of demands for cheap labour.”

In the light of the events questioning the integrity of the emerging economies of the South, India’s rela-
tions with Latin American and African regions can probably be better explained by examining the points
of conflict and cooperation in India’s ‘inter-regional’ strategies.

INDIA’S INTER-REGIONAL STRATEGIES:
MAPPING THE CONFLICTUAL AND COOPERATIVE TRENDS

HasIndiabeen able to balance its national and regional priorities with the exigencies of inter-regional
cooperation? Do India’s national, regional and inter-regional commitments contradict each other?
Ambassador Arun Kumar Singh, Deputy Chief at the Indian Embassy in Washington, argues: “In the case
of India, conflicts of interest between national and collective priorities are rare(...) What IBSA has been
doing by way of South-South cooperation is very much a part of what India has been trying to attempt

for decades”.” Though this assertion appears somewhat justified in the context of India’s historical
solidarity with post-colonial Latin American, African and Asian countries through the NAM (between
1950s and 1980s) and the demand for New International Economic Order (between 1970s and 1980s),
currently India’s specific interactions with Latin America and Africa are faced with peculiar challenges
and opportunities.

In 2011, the UN Economic Commission on Latin America and the Caribbean (ECLAC) released its first
report on India and India-LAC links. The ECLAC report states that: “The region’s trade with India was
negligible until the beginning of the past decade. Since then, trade with the Asian country has bur-
geoned”.” Though India has signed a preferential trade agreement with Mercosur (Argentina, Brazil,
Paraguay, Uruguay, and Venezuela),* the Brazil-India connection remains at the centre of Indo-LAC rela-
tions. Indian companies have already invested some $1.5 billion in Brazil, and Brazilian companies $600
million in India. Brazil has what India lacks: alarge and fertile land mass with abundant water that can
significantly increase the production of food.® While Brazil is becoming a fossil-fuel energy powerhouse
after discovering enormous oil fields off its coast, India imports 70 per cent of its oil needs. On the other
hand, India’s IT and IT-enabled services industry have played a major role in India’s outward expansion
in Latin America. Tata Consultancy Services (TCS) has established a presence in eight of the larger Latin
American countries; Wipro and Evalueserve, among others, are also there.® According to official records,
Indian investments in Brazil have increased in recent years, particularly in the field of information tech-
nology, biotechnology and pharmaceuticals. The volume of bilateral trade passed $10 billion in 2011-12, a
34 per cent increase over the previous year. According to Deepak Bhojwani, a consultant on Latin America
and a former Indian consul general in Sao Paulo, the balance of trade is tilted in India’s favour.®®
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Apart from trade, India and Brazil have the ‘possibility’ tolearn from each other’s poverty-alleviation
projects—Bolsa Familia in Brazil and Mahatma Gandhi National Rural Employment Guarantee Scheme
(MGNREGA) in India. India can also learn from Latin American inter-state political processes. As Brazil and
Argentina have successfully moved from a position of rivalry and tense relations to a gradual and balanced
political and diplomatic proximity®, India could draw lessons in order to consolidate peaceful relations
with its neighbours, especially Pakistan and China.

Another priority area for India in the twenty-first century is Africa. During the Second India-Africa Forum
Summit held at Addis Ababa in 2011, the then Indian Prime Minister, Manmohan Singh, called Africa the
“new growth pole” in the world.® According to Niranjan Desai, the former High Commissioner to Uganda,
Africais strategically and geopolitically significant for India.® The East African seaboard, from the Horn

of Africa to South Africa, falls within India’s strategic maritime “neighbourhood”. Therefore, there is
ageostrategic incentive for collaboration between India and Africa to maintain the Indian Ocean as a
peaceful zone to encourage trade and enhance mutual security concerns. Besides, Africa is becoming an
increasingly important source of oil, minerals and other raw materials for the growing needs of the quickly
expanding Indian economy.

India’s partnership with Africa is based on skills-transfer, capacity building and trade and investment at
three levels—pan-African (AU), regional (SADC, ECOWAS etc.) and bilateral (South Africa, Egypt, Nigeria,
Libya, Kenya etc.).”” At the Pan-African level, India has promised to cooperate with Africans i