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This study explores various impacts of the rapid growth of China and India on the Russian economy. We find that the expected growth of these two economies is likely to raise Russia’s welfare due to the expansion of her energy exports. Even though some manufacturing and service sectors are likely to contract as a result of higher growth in China and India, the overall impact remains positive for economic welfare. When we take into account the likely improvements in the quality and variety of exports from China and India the gains to Russia increase substantially. The expansion of the energy sector and the contraction of manufacturing and services is a sign of a Dutch disease effect which will raise the importance of policies to increase competitiveness. 
Introduction
This short paper summarizes the key results of a study on the implications of the growth of China and India for Russia [Ianchovichina, Ivanic, Martin, 2008]. We begin by considering the nature of the key trade linkages between Russia and China and India and review the available literature on the nature and magnitude of these effects. Then, we consider predictions for the world's growth until 2020 to show the nature of the changes in a world economy heavily influenced by the higher growth rates of large developing countries. Finally, we present simulation results showing the implications of higher growth in China and India for Russia and offer concluding remarks.

What the Literature Tells Us
If we hold policy settings constant in both the emerging economies and the rest of the world, the trade impacts of growth in China and India on Russia can usefully be divided into four channels:

· opportunities for Russia to export to China and India;

· opportunities for Russia to import from China and India;

· third-market export competition from China and India;

· imports by China and India from suppliers other than Russia.

The first two of these interactions unambiguously involve gains to the non-emerging countries, although the first is typically seen politically, as well as econo​mically, as a gain, while the second is frequently seen politically as a loss. The third interaction invariably involves a loss to the non-emerging countries. The fourth in​teraction is fundamentally ambiguous in sign. If increased imports by China and India raise the prices of goods that are also imported by Russia, then the effect can be adverse. If, by contrast, these imports are goods that substitute for those supplied by Russia, then Russia could expect to gain (e.g. increases in demand for oil, even if that oil is supplied by the Middle East or Africa). Key findings on these channels of effect are considered below.
Opportunities to export 
to emerging markets
The opportunities to export to China and India are expanding extremely rapidly. China, in particular, has become an important destination for exports of other countries’ primary products. In metals and coal, China ranks first, with shares of 15 to 33 percent of world consumption; in energy, China ranks second or third after the USA. Even more striking is the rate at which China has increased imports of agricultural products in recent years. According to Streifel (2006), soybean consumption increased 15 percent a year, and soy and palm oil consumption by 20 percent and 25 percent, respectively.
Opportunities to import 
to emerging economies
The growth of China and India has created enormous opportunities for their trading partners to benefit economically from imports of lower-priced and higher quality goods. While this is frequently seen purely as a political cost, it is a potentially very important source of economic gains. Amiti and Freund (2007) find that the prices of China’s exports to the USA fell by 1,6 percent per year between 1997 and 2005.

Third market competition for exports
To the extent that the trade interactions between the emerging economies and other countries involve third-market competition, the countries facing increased competition stand to lose–a situation that contrasts sharply with the gains arising under the first two channels of effect. As found by Freund and Ozden (2006) and by Hanson and Robertson (2006), some industries in some countries can and will lose from increased competition from China and India. A key question is which countries and which industries will face the most serious competition?
Expanding third market imports 
by China and India
The rapid growth of imports by China and India is likely to change the prices of many goods of interest to Russia, even if these goods are not traded directly. The signs of these effects are ambiguous, because they depend on the relationship between these products and those exported or imported by Russia. 

For manufactures and services produced by China and India, we would expect a decline in price relative to factor prices (in actual, rather than effective, prices). Productivity growth, or more efficient use of factors, in the emerging economies is raising their output, and hence putting downward pressure on the prices of manufactures and services. Increases in demand for goods not produced by China and India – perhaps large passenger jets – could raise the price that Russian firms need to pay to obtain these imports.

Energy and mineral products are different in that their supply is constrained by a fixed factor, energy resources. As incomes rise, the demand for energy grows strongly, and this tends to push up the price of energy products relative to factor prices. 

For agricultural goods, there are several competing influences on prices. The first is the technological change effect described above for manufactures and services, which tends to lower prices. A second is the presence of a fixed factor, land, in agricultural production, which tends to raise prices because world income demand for these goods has risen, just as in the case of energy products. A third factor is the well-known Engel effect – that demand for agricultural products, and particularly basic foods, tends to rise more slowly than income. A fourth factor that can be important in influencing agricultural prices is the Rybczynski effect – if growth is associated with increases in the capital-labor ratio, it will tend to reduce agricultural output and raise agricultural prices.

Methodology and Simulation Design
To analyze the consequences of higher growth in China and India on Russia, we use a model presented in Ianchovichina (2004) which is a version of the standard GTAP model [Hertel, 1997] using version 7,4 GTAP Data Base. With this model, we first undertake a simulation of the world's growth projection to 2020 (See Table 1). This baseline allows us to take account of the much higher expected rates of growth in many developing countries, including China and India, than in the mature industrial economies, and a consequent greater impact of future changes in outcomes in developing countries.

	Table 1.
	Impact of China and India’s extra growth 

and growth accompanied with improvements
in export quality and variety


	
	Welfare
	Terms of trade

	
	Growth
	Growth 
and Quality
	Growth
	Growth & quality

	 
	USD mil
	Percent
	USD mil
	Percent
	Percent
	Percent

	Australian & New Zealand
	5,280
	0 ,5
	8,587
	0 ,8
	5,136
	7,833

	China
	1042537
	28 ,9
	1120554
	31 ,1
	–57,325
	21,516

	Japan
	–380
	0 ,0
	7,491
	0 ,1
	2,488
	6,667

	Korea
	4,060
	0 ,4
	10,774
	0 ,9
	–573
	3,722

	Hong Kong and Taiwan
	2,642
	0 ,4
	9,429
	1 ,3
	2,753
	9,198

	Indonesia
	1,247
	0 ,3
	2,132
	0 ,5
	1,091
	1,586

	Malaysia
	2,639
	1 ,2
	5,088
	2 ,3
	1,896
	3,033

	Philippine
	–512
	–0 ,4
	–197
	–0 ,2
	–482
	–265

	Singapore
	–344
	–0 ,2
	1,683
	0 ,9
	395
	2,197

	Thailand
	356
	0 ,1
	1,935
	0 ,4
	–52
	951

	Vietnam
	616
	0 ,8
	1,032
	1 ,3
	619
	1,146

	Rest of East Asia
	456
	1 ,9
	580
	2 ,5
	446
	565

	India
	382,380
	30 ,5
	403,628
	32 ,2
	–14,505
	6,774

	Rest of Sough Asia
	–855
	–0 ,3
	–114
	0 ,0
	–634
	321

	Canada
	3,451
	0 ,3
	5,126
	0 ,4
	3,662
	4,636

	USA
	15,665
	0 ,1
	45,020
	0 ,3
	4,769
	21,125

	Mexico
	2,449
	0 ,2
	6,154
	0 ,6
	217
	634

	Argentina and Brazil
	1,915
	0 ,2
	3,697
	0 ,3
	2,007
	3,023

	Rest of Latin America
	3,768
	0 ,5
	5,531
	0 ,7
	3,502
	4,648

	EU and EFTA
	–4,246
	0 ,0
	15,699
	0 ,1
	6,071
	20,464

	Russia
	8,401
	1 ,0
	10,338
	1 ,3
	8,716
	10,059

	Former Soviet Union
	677
	0 ,3
	1,891
	0 ,8
	222
	925

	Middle East and North Africa
	24,920
	1 ,4
	30,369
	1 ,7
	24,530
	30,134

	Sub-Saharan Africa
	6,308
	0 ,8
	9,389
	1 ,2
	5,162
	7,919

	Rest of the World
	–1,501
	–0 ,2
	–758
	–0 ,1
	–756
	901


Source: authors’ simulations with GTAP-DD [Ianchovichina, 2004].
We examine the implications of higher-than-projected growth in India and China in order to isolate the implications of growth in China and India on Russia. To analyze the pure effects of higher growth in China and India, we assumed that growth rates in the two Giants were 2 percentage points per year higher than under the baseline. Consistent with Kaldor’s (1957) stylized facts of economic growth, we increased also the stock of human and physical capital in line with the overall output increase in these two growing economies. We also take into account recent empirical evidence (see, in particular Hummels and Klenow (2005)) that economic growth of the type considered increases both the quality and the variety of the goods exported by the growing economy. We therefore examine the impact of additional growth supplemented with an improvement in the quality and variety of exports.

Results
Impacts of higher growth 
of China and India
The simulated additional growth in China and India has relatively small, mostly positive, impacts on other countries/regions. The higher growth performance might be thought of as higher-than-projected performance beyond the baseline outcome. Alternatively, given the near-linearity of the model for this type of experiment, it might – with a change of sign – give an indication of how much the outcomes in the baseline might have fallen short of the observed levels had growth rates in China and India been 2 percent per year below their baseline levels.

Welfare impacts
Table 1 summarizes the results for three key economic variables: welfare and the terms of trade under the scenarios of extra growth («Growth») and extra growth and improvement in quality and variety («Growth & Quality»). The first two columns of the table show that most countries, including Russia, benefit from additional growth of China and India, and all countries/regions considered gain if growth is accompanied with improved quality and variety of China and India's exports. The welfare changes are largest for China and India, which benefit directly from their own growth. The gains for other countries are relatively small in the absence of quality and variety improvements on exports from China and India. High-income countries gain, except for the EU and Japan, which lose in the growth-only scenario despite terms-of-trade gains because the interaction of existing distortions and price changes lead to second-best efficiency losses.

The welfare gains to Russia from additional growth in China and India are $US 8,4 billion. These gains are not associated with increases in export volumes, but rather terms-of-trade gains of around $US 8,7 billion. Further analysis shows that most of these gains, about $US 7,3 billion, come from the rising world price of energy – Russia’s main export commodity (Table 4). Given these terms of trade gains, Russia is able to increase its consumption at any given volume of exports, increasing domestic consumption and reducing its ability to export.
Industry impacts
Russia is likely to play a smaller role in exporting manufactured goods with the exception of some natural-resource-based manufactures (e.g. wood and paper products and processed foods, see Table 2). Within manufacturing, the hardest hit sectors are electronics, metals, and machinery and equipment which contract by 13 percent, 9 percent, and 9 percent, respectively under the growth scenario and by larger amounts if the growth and quality scenario is realized. 

	Table 2.
	Impact of China and India’s extra growth 
on Russia; change in quantities in percent


	
	Output
	Exports
	Imports

	 
	Growth
	Growth and Quality
	Growth
	Growth and Quality
	Growth
	Growth and Quality

	Rice
	1,9
	1,7
	13,7
	16,2
	–2,1
	–1,6

	Wheat
	1,5
	1,7
	8,9
	10,1
	3,3
	4,0

	Grains
	0,5
	0,4
	2,5
	2,8
	1,3
	1,6

	Fruits and vegetables
	2,8
	3,6
	112,6
	148,2
	3,7
	4,7

	Fats and oils
	0,0
	–0,3
	–1,2
	–2,2
	2,4
	3,1

	Sugar
	1,3
	1,6
	2,0
	2,0
	1,3
	1,7

	Plant-based fibers
	2,5
	2,3
	15,8
	17,0
	–1,0
	–2,3

	Other crops
	0,6
	0,6
	21,8
	26,5
	1,1
	1,3

	Meat and livestock
	0,8
	0,9
	23,0
	32,8
	2,5
	3,4

	Dairy
	0,2
	0,1
	–4,4
	–5,3
	5,5
	6,9

	Other processed food
	3,0
	4,2
	19,7
	28,4
	2,3
	3,0

	Energy
	1,7
	1,7
	4,6
	4,7
	7,0
	7,0

	Textiles
	–1,5
	–4,7
	–2,7
	–10,6
	0,8
	–0,8

	Wearing apparel
	–2,9
	–7,1
	–6,9
	–16,1
	2,2
	–1,7

	Leather
	0,3
	–4,6
	–0,1
	–11,0
	1,7
	5,7

	Wood and paper
	0,8
	5,2
	4,5
	17,2
	2,5
	4,0

	Minerals
	–1,5
	–1,8
	2,7
	3,9
	0,2
	0,4

	CRP
	–7,0
	–7,9
	–9,7
	–8,7
	3,4
	4,1

	Metals
	–9,3
	–11,2
	–12,7
	–14,7
	2,2
	2,9

	MVH
	–1,0
	–1,1
	–4,5
	–3,2
	2,6
	3,5

	Machinery and equipment
	–8,8
	–12,3
	–13,4
	–17,8
	1,0
	0,4

	Electronic
	–12,7
	–23,5
	–16,3
	–26,2
	1,0
	–1,2

	Other manufactures
	–4,7
	–7,2
	–22,8
	–33,0
	15,0
	19,6

	Trade and transportation
	–0,4
	–0,2
	1,3
	4,5
	3,6
	4,0

	Communication services
	–0,5
	–0,4
	–3,4
	–3,4
	1,0
	0,8

	Other services
	0,2
	0,2
	–8,7
	–8,8
	6,0
	6,8


Source: authors’ simulations with GTAP-DD [Ianchovichina, 2004].
The energy sector gains the most from the extra growth in China and India. We estimate the increases in the value of output and exports to be $US 19 billion and US$ 11 billion, respectively (Table 3). Most of these increases can be ascribed to increases in the price of energy rather than the quantity increase for output (1,7 percent) and exports (4,6 percent). The processed food sector also shows a significant gain in production of US$ 1,4 billion (Table 3). This happens despite a reduction in the price by 0,4 percent because of a three percent increase in output. Fruit and vegetable production grows by $US 1,2 billion largely because of an output increase of 2,8 percent.
	Table 3.
	Impact of China and India’s extra growth 
on Russia; change in values in millions 
of USD 2004


	 
	Output
	Exports
	Imports

	 
	Growth
	Growth and quality
	Growth
	Growth and quality
	Growth
	Growth and quality

	Rice
	11,9
	7,0
	1,7
	2,0
	–2,3
	–1,1

	Wheat
	286,4
	288,2
	123,1
	135,1
	14,0
	15,7

	Grains
	91,4
	78,4
	8,9
	9,3
	4,8
	5,0

	Fruits and vegetables
	1220,2
	1461,8
	692,2
	908,6
	153,4
	184,0

	Fats and oils
	–12,7
	–40,0
	–6,7
	–13,7
	17,6
	19,3

	Sugar
	54,0
	30,4
	1,4
	0,8
	8,4
	6,3

	Plant-based fibers
	21,7
	20,1
	8,5
	9,1
	6,2
	1,2

	Other crops
	41,5
	36,6
	17,0
	20,4
	28,3
	28,1

	Meat and livestock
	309,1
	134,1
	93,9
	131,8
	99,6
	113,9

	Dairy
	4,3
	–119,8
	–12,0
	–15,6
	84,5
	97,4

	Other processed food
	1441,5
	1778,0
	1208,8
	1706,3
	106,1
	113,6

	Energy
	19287,0
	17822,2
	11049,8
	10462,1
	486,8
	460,3

	Textiles
	–161,9
	–427,5
	–33,3
	–112,5
	–23,3
	–85,1

	Wearing apparel
	–133,3
	–300,9
	–29,6
	–66,1
	–18,8
	–113,7

	Leather
	–49,1
	–391,3
	–4,5
	–47,0
	10,4
	127,1

	Wood and paper
	–13,5
	1077,2
	337,0
	1434,4
	83,4
	139,1

	Minerals
	–996,7
	–1425,9
	89,6
	113,8
	–45,1
	–45,8

	CRP
	–2479,6
	–3057,5
	–1,270,1
	–1218,2
	454,0
	522,2

	Metals
	–7050,1
	–8844,5
	–5195,3
	–6202,6
	56,4
	125,1

	MVH
	–1245,2
	–1771,6
	–290,2
	–262,4
	143,7
	159,6

	Machinery and equipment
	–1465,9
	–2114,5
	–734,8
	–995,6
	–289,5
	–528,1

	Electronic
	–195,9
	–357,3
	–61,1
	–98,3
	–191,1
	–372,4

	Other manufactures
	–975,0
	–1535,0
	–279,6
	–405,5
	312,5
	493,3

	Trade & transportation
	–1514,5
	–2561,6
	60,8
	236,3
	365,9
	359,5

	Communication services
	–1354,7
	–1868,0
	–339,0
	–386,7
	–120,2
	–186,5

	Other services
	–96,7
	–3467,2
	–421,4
	–454,0
	825,0
	868,1


Source: authors’ simulations with GTAP-DD [Ianchovichina, 2004].
	Table 4.
	Decomposition of Russia’s welfare gains 
in US$ million following the scenario with China and India growing by additional 2 pct points per annum


	
	Gains from changes in
	Terms 
of trade

	
	World price
	Export price
	Import price
	

	Rice
	–2,1
	–0,2
	0,5
	–1,8

	Wheat
	33,1
	–17,6
	4,9
	20,5

	Grains
	0,7
	–3,3
	3,2
	0,6

	Fruits and vegetables
	–66,4
	–5,3
	28,6
	–43,1

	Fats and oils
	–5,6
	–0,6
	5,2
	–0,9

	Sugar
	–5,8
	–0,1
	–0,2
	–6,1

	Plant-based fibers
	–16,6
	–1,0
	2,8
	–14,8

	Other crops
	–33,4
	–0,2
	4,2
	–29,4

	Meat and livestock
	–41,7
	0,2
	11,6
	–30,0

	Dairy
	–5,0
	1,6
	1,5
	–1,9

	Other processed food
	–2,6
	21,4
	9,9
	28,7

	Energy
	7327,9
	–228,1
	10,7
	7110,4

	Textiles
	1,1
	1,6
	8,2
	10,9

	Wearing apparel
	55,0
	2,5
	54,9
	112,4

	Leather
	4,1
	0,5
	–0,7
	3,9

	Wood and paper
	–5,6
	50,9
	2,4
	47,7

	Minerals
	–1,8
	19,3
	–3,9
	13,6

	CRP
	–7,2
	169,7
	6,6
	169,1

	Metals
	–166,9
	464,1
	–10,1
	287,0

	MVH
	70,6
	25,6
	–2,7
	93,5

	Machinery and equipment
	280,4
	56,4
	–46,7
	290,0

	Electronic
	178,6
	4,4
	9,8
	192,8

	Other manufactures
	45,9
	25,8
	–1,9
	69,8

	Trade and transportation
	23,2
	117,3
	–0,2
	140,3

	Communication services
	61,4
	49,9
	–11,9
	99,4

	Other services
	83,2
	61,3
	8,4
	152,9

	Total TOT
	7804,5
	816,1
	95,1
	8715,7

	Other welfare gains
	–314,4
	–234,9

	Total welfare gain
	8401,3
	6025,6


Source: authors’ simulations with GTAP-DD [Ianchovichina, 2004].

Conclusions
We consider the impact of growth in China and India that exceeds the projected growth rate by 2 percentage points per year. Real income in Russia rises by $US 8,4 billion per year at 2004 prices. When we took into account expansion in the variety of exports from China and India, the gains to Russia were $US 10,3 billion. 

These gains were more than completely accounted for by a $US 8,7 billion improvement in Russia’s terms-of-trade. These terms-of-trade gains were primarily associated with increases in world prices of energy products. Overall, exports from Russia decreased slightly in volume terms (–0,3 percent) in the pure-growth scenario, but increased when quality changes in exports from China and India were taken into account. Exports of energy, some agricultural products and a few manufactured products increased, while exports of apparel, electronics, machinery and equipment, metals, automobiles and some services declined. These effects were the result of increased competition in third markets and increased domestic demand resulting from the income effects of the terms-of-trade improvements associated with the growth of China and India.
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