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In the coming decades in the process of globalization the position of the USA and
Europe will weaken, while the role of developing countries will increase. The role
of the two largest emerging economies — China and India — will be of special sig-
nificance. What future will these fast-growing giants face? The demographers
agree that pretty soon India will lead the world in population and thus surpass
China, while China will encounter serious population ageing. But economic and
political scenarios of the future are quite different. from resounding success and
world leadership to collapse caused by demographic and socio-political troubles.
Which of them is more feasible? In the present article I analyze the Chinese and
Indian development models separately and comparatively and make prognosis of
their perspectives in the twenty-first century. Such an analysis could be helpful for
understanding Russia's ways of development.
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Introduction: Globalization Closes the Developmental Gap
between the States

It is obvious that in the next decades the global political landscape will undergo dramatic
changes. The role of the USA and Europe will diminish while that of the developing coun-
tries (especially of the large ones) will increase. Numerous reasons determining this process
have been defined (see, e.g., Frank 1997; Arrighi 1994, 2007; Todd 2003; Buchanan 2002;
Mandelbaum 2005; The USA National Intelligence Council 2009; NIC 2012; Korotayev et
al. 2011). They have been analyzed in other works of mine (Grinin 2009b, 2011, 2012a,
2012c; Grinin and Korotayev 2010; 2011). In any case the diversity of opinions cannot sup-
press the fact that it is globalization that makes this tendency inevitable. Having originated in
the world with a deep developmental gap between rich and poor countries, later it contrib-
uted to closing this gap. I think that globalization itself presupposes that developing coun-
tries should advance faster than the developed ones (for more details see Grinin 2013), be-
cause it strengthens economic openness which, in turn, brings into effect a kind of ‘law of
communicating vessels’. As a result, the development of the periphery has accelerated, and
that of the core has slowed down.' No doubt, this is one of the most significant results in the

" This research has been supported by the Russian Foundation for the Humanities (project No. 14-02-00330).
' Thus, developing countries generally benefit globalization despite all the statements about the growing disparity
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past two decades. The gap will keep on narrowing (of course, to a certain extent) in the next
decades. It will involve economic expansion, as well as poverty reduction and rapid growth
of the middle class in the developing countries (see, e.g., NIC 2012).

In the 1960s and the 1970s, many economists had no illusions that in the near future
the Eastern and South countries would overcome backwardness and depression. They
fairly considered those peoples' unwillingness to have a better life as the main obstacle.
Poverty did not oppress them; they did not consider it as an unbearable state (see, e.g., the
book by the Nobelist Myrdal [1968]; one can find a similar view in Braudel 1981-1984).
Such a mentality is still typical for peoples in the underdeveloped regions, especially in
Tropical Africa.

But in many developing countries the situation has changed, and now the inert Third
World is turning vibrant. One of the main transformations seems to be the change of life
priorities of hundreds million of people who increasingly aspire to break out of poverty
and illiteracy to a different life.

Thus, to waken population of poor countries to activity (that demands great efforts for
initial modernization and education) appears to be the major obstacle to a breakthrough.
When the desire for better living conditions eventually appears in the undeveloped countries,
there starts to work a sort of ‘engine’. It may lead to a qualitative result (though such a
‘Brownian motion’ always entails all kinds of iniquities, abnormalities, nonsense, and injus-
tice, efc.). Once started, the movement for the better will generate social energy for many
decades. Furthermore, if people's and authorities' efforts are consolidated, the emerging syn-
ergy may bring a resounding success. That was the case in China, India and a number of
other developing countries. In wealthy societies with all their advantages in culture, educa-
tion and qualification, this resource of development ran short long ago. With the account of
population ageing, opportunities for rapid development are seeping away. This state of af-
fairs defines the system of globalization ‘communicating vessels’. In order to reduce produc-
tion costs, the developed countries move their capital and production capacities to the devel-
oping ones where millions of young people seek for jobs. The engine of the world economic
growth, consequently, moves from the core to the periphery. Thus, the role of developing
countries in the world economy (especially in its surplus production) grows.

At present, the role of the two largest economies — China and India — is especially sig-
nificant, and their impact will continue to grow in coming decades. It is not surprising, as
in 2030 these two countries will account for one third of the world population and, per-
haps, 35 per cent of world energy consumption (see, e.g., BP 2012: 45). In the present arti-
cle I analyze the Chinese and Indian development models separately and comparatively.
Such analysis allows detecting some commonalities of all the fast growing countries
whose joint influence in 2030 will be great as well.

1. The Chinese Model. Three Drivers: Investments, Export, and
Competition between Provinces

1.1. The Chinese Model: General and Specific Features.
Growth Factors’

The East Asian model of economic development. Many analysts suppose that China gen-
erally follows the East Asian development path (see, e.g., Selischev A. S. and Selischev N.

between developing and developed states. We should note that Jagdish Bhagwati appears to be right when advocating
globalization against its critics (Bhagwati 2004).
2 For the detailed analysis of the Chinese development model see Grinin 2011; Grinin, Korotayev, and Tsirel 2014.
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A. 2004: 166-175; Popov 2002; Anderson 2008). This model originated in post-war Japan
and then it was implemented in the so-called ‘Asian Tigers’ — South Korea, Taiwan, Singa-
pore and Hong Kong. Later it spread to South East Asia and to the Pacific Basin.

Despite various peculiarities, the following features of the model are inherent in each
country and fully realized in China as well: a) export-oriented economy, especially indus-
try; b) cheap labor force; ¢) mobilization of foreign investments and creation of favorable
business environment, as well as an active import of technology; d) high investment rates
(accounting for 30 to 40 per cent of GDP and even more); €) an active participation of a
more or less authoritarian state in economic development; f) creation of special economic
zones (in China and some other countries).

This model generally provides a high economic growth rate over a long period, while
the involvement of capital and technologies allows raising technological level and labor
productivity. However, some analysts assume that after per capita GDP in the country
reaches $10,000, China's development rate will slow down as it was the case in Japan and
other countries (see Eichengreen 2011; Anderson 2008).

Specific features of the Chinese model. In comparison with other countries follow-
ing the East Asian pattern, China has unique (and at the same time fundamental) features
of the development model such as enormous population and the greatest (if compared with
other countries) role of the state governed by the Communist Party. In China, it is just the
great role of the state that provides an extra high savings rate in GDP (see Diagram 1) and
makes it possible to invest huge capital and maintain high growth rates.

The Chinese overseas capital, accumulated mainly in states and administrative districts
with the ethnic Chinese populations (Hong Kong, Macao, Taiwan and most of Singapore) also
plays an important role. This capital is the source of the vast majority of FDI.

Factors and sources of China's growth (at present their potential is depleting, so
these factors can also be considered as potential weaknesses).

e A huge pool of cheap labor and the so-called demographic dividend (connected
with reducing birth rate and ‘young’ structure of population). The policy of birth control
also reduces expenditures on the growing generation;

e low-cost social policies introduced when there was a young age structure (an op-
portunity for the state to disregard its obligation with respect to pensions and benefits for a
huge part of the population; paid education and medical service for the population; low
level of safety at work, etc.);

e plentiful supplies of some mineral resources (coal, iron, oil, rare metals, etc.);

e ‘cheap ecology’ (lack of proper care for environmental protection);

e low exchange rate of yuan, favoring export.

The driving forces of the Chinese development. /n China a unique system of forces
driving development has emerged in which, unlike in developed countries, it is not domestic
private capital but foreign business, local authorities of different levels of administrative divi-
sion and national corporations that play the major role.

The role of foreign investors in the Chinese economy is extremely significant, and in
this very sector, dealing with foreign capital, a major part of export and innovative goods
are produced. China has become the world workshop for the processing of raw materials
and for the assembly of finished products. This means that local and foreign manufacturers
import into China enormous amounts of raw materials, accessory parts, intermediate
goods, etc. and, after processing or assembling, the finished or semi-finished products are
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exported. This specialization explains the fabulous figures of the Chinese export and im-
port reaching 4 trillion dollars. There are only few large corporations in the world that are
not represented in China. Foreign capital activity is essential to understanding the sources
of China's miracle.

As regards a pure Chinese constituent of the miracle, one should point out the special
and extremely effective mechanism of state participation for achieving such a high eco-
nomic growth rate in production development — that is, a strong competition for invest-
ments and high annual growth rates at all provincial and local levels (see, e.g., Berger
2006, 2009). According to the estimates of economist John Lee, domestic investments
make up 40 per cent of China's growth, while export sector and foreign direct investments
contribute approximately 30 per cent (see Berthelsen 2011). In my opinion, the successful
stimulation of the administrative machinery's interest in economic growth is the key ex-
planation of Chinese development phenomenon. Another powerful source of growth com-
prises large-scale (including monopolistic) national corporations, tending to invest their
benefit in new projects.

Limitations and drawbacks of the Chinese model. In spite of the fact that its tech-
nology and innovative level is increasing, the Chinese economy remains generally exten-
sive, based on extremely huge resources and capitals involved. At the same time it still
remains: a) too resource-intensive; b) too energy-intensive, c) extremely polluting;, and
d) too export-oriented. Despite a proliferation of patents (see, e.g., The World Bank...
2012: 177; Boeing and Sandner 2011: 17; WIPO 2012; Nasibov 2012) the economy gen-
erally remains non-innovative.

The Chinese leaders are quite aware of the drawbacks of the existing developmental
model. They continue to set the objectives of its transformation and make some efforts in
this direction. Nevertheless, despite a certain progress the results fall short.

1.2. Growth Limits
Within the current model of development the constraints on China's extreme economic
growth have clearly shown up.

1. Scarcity of energy resources and raw materials sharply manifests as China is un-
able to supply itself with energy and raw materials any more and depends heavily on import.
At the same time, the increasing import of fuel, mineral and other resources drives the world
prices which raise the cost of Chinese export products. Within the current unprofitable ex-
port-led model the reliance on energy and resources consumption will only increase.

2. The coming labor shortage and its increasing cost. Despite high unemployment
rates one can also observe labor shortages. After 2013—2016, labor shortage is supposed to
gradually increase, while work-force size — to decrease by 2 million people a year
(see, e.g., NIC 2012: 15). Due to the existing unemployment and number of rural migrants,
the labor shortage will not be sharply perceived at once, but even now in some provinces it
leads to a continuing rise in wages. With a limited labor force and wage-push, it will be
very difficult to maintain rapid growth.

3. An inevitable appreciation of export production and risk of capital inflow re-
duction. The severe restrictions like the costs of energy, raw materials, labor, and other
expenditures, a probable revaluation of the yuan and rivalry of the states with cheaper la-
bor force will be an obstacle for sustaining export growth. But once growth decelerates,
the investment flow will also decrease, as it is mainly joint ventures with foreign capital
participation that are engaged in export. In 2012, one could observe the export growth de-
celeration and reduction of foreign investments. Foreign direct investment (FDI) in China
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declined by 3.7 per cent. Moreover, FDI in the production sector fell by 6 per cent (see
Mereminskaya 2013). The cause is in the growth of labor cost, protests against environ-
mental pollution and, perhaps, anti-Japanese sentiments, forcing Japanese companies to
move out to other countries. This tendency continues in the beginning of 2013.

4. The decline of return on investment. Today the investment rate in China ap-
proaches and even exceeds 50 per cent of GDP (see Diagram 1). This provides a huge
share of growth. Since the early 2000s, the investment return has sharply declined and,
despite all efforts, remains generally low. At the same time the burden of maintaining un-
profitable facilities and the value of potentially unrecoverable debts is increasing. China
has an enormous number of excessive facilities in almost all sectors of its economy.
The government quite often forces closures of excessive facilities; nonetheless, their num-
ber keeps growing. This results both in wasted expenditures and in excessive competition
which reduce profit. Of course, this cannot go on endlessly, and sooner or later the invest-
ments will decrease, accompanied by a lower growth rate.

5. Environment. China takes the lead in the whole world with respect to water, air
and soil pollution, acid rains, and the number of sick people suffering from pollution ef-
fects (see Zitan 2013). The 12-year plan proposes considerable efforts for a better envi-
ronment, but the solution to these problems requires huge funding over a long period
which will raise the production and export values and affect the growth rate.

6. The increasing social expenditures. The population ageing, rising living stan-
dards, necessity to maintain social peace and to prevent the development of an extreme
gap in living standards and an abnormally high Gini coefficient (see Yu 2013), as well as
concern for an increase of domestic consumption will lead to the growth of the state's re-
sponsibilities. Every year China will have to spend more on social needs; that has already
had a certain impact, and in medium- and especially in long-term perspectives it will be-
come a heavy burden.

7. Growing disproportions and the necessity to restrain the growing inequality
and to control inflation have a severe impact on economic policy and growth rates be-
cause they constantly threaten the stability of the Chinese society. A too wide income gap
contradicts the very idea of ‘building a harmonious society’. Permanent changes of mone-
tary policy in connection with inflation risks also lead to business loss.

The inevitability of the growth slowdown. It is difficult to change the existing
growth model due to influential forces interested in its maintenance, namely, different au-
thoritative levels and large-scale state corporations. For decades they have made great
progress in production expansion as well as in manipulating statistic figures. Moreover,
the Chinese bureaucratic and social system is actually unprepared to switch to a new de-
velopment model. For example, there is the only instrument to avoid overinvestment that
every year creates additional excessive capacities in China — the restrictive directives. But
this means to tie the provinces' hands, and, in fact, to stop the major engine for growth.

Taking into account the above-mentioned limitations, one can suppose that despite all
the Chinese authorities' efforts, the growth rates will gradually decelerate. Even under fa-
vorable conditions within the next three years the growth rate will not exceed six-seven per
cent. And after 2016, it will fall to four-six per cent. Although, objectively speaking, such
a deceleration can be considered positive for China, the Chinese government has a very
different view.’

* In my opinion, the development model cannot be changed if at the same time to pursuit the extreme growth rates at any
cost. To change the pattern, one should slow down in order not to swerve. If unchanged, the model raises a possibility for
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2. The Indian Model: A Synthesis of Three Worlds

2.1. The General Description of the Model

The Indian model substantially differs both from the East Asian pattern in general and
from the Chinese one in particular. It bears no resemblance to any other model; this is
a peculiar type of development model. India has a unique social and cultural setting. All
its aspects are specific, starting from the fact that the subcontinent lies on a separate tec-
tonic plate. For example, India's attitude with respect to cultural globalization differs in
essential ways from that of China's. China's government attempts to control diverse
global influences, especially the cultural ones (Yan Yunxiang [2002] gives an adequate
definition for this phenomenon — ‘the controllable globalization”). India is much more
open. This country itself is an exporter of a number of different cultural patterns, which
have become the heritage of the world, for example, yoga, meditation, Tantrism, efc.
(for details see Srinivas 2002; Mondal 2012).

A unified and controversial transitional society. India is a world with a popula-
tion surpassing that of some continents. In political terms it is founded on the principles
of modern national federal state, and at the same time represents a model of a multicul-
tural world where diverse religions, ethnic groups, classes and castes coexist. With re-
spect to cultural, linguistic and religious diversity, India trails only Africa. For almost
seven decades, India has been actively transforming from an agrarian, patriarchal and
almost illiterate society to an urban, industrial and information-oriented one. Today In-
dia is actually an integration of several types of social systems. That said, the old agrar-
ian system, adherent to caste ranking and community structure, on the one hand, pro-
vides the modern system with a steady social energy resource in the form of an abundant
labor force. On the other hand, the traditional system becomes a source of major prob-
lems, as Indians themselves now consider poverty, illiteracy and lack of qualification
incompatible with modern standards.

In short, we observe a great transitional economy with distinct contrasts. In particu-
larly, a high educational level and a large share of high-skilled specialists coexist with
hundred millions of illiterate people; a large middle class (which is not characteristic of all
emerging economies) — with mass poverty. Perhaps, one fifth of the population already
lives close to the European standards, but a huge part of India's population lives below the
poverty line (this line is set too low at that). Of course, there are strong regional imbal-
ances. A true (not imitation) and established democracy — quite a rare case for the Third
World countries — goes together with high (for similar states) corruption and inequality.
The European-style democracy and the middle class, consisting mainly of graduates, go
hand in hand with specific Indian prejudices, including those connected with caste system.
At the same time, it is the caste traditions that serve as an important damper to suppress
discontent with social inequality. The caste system preaches that inequality is a natural
state and people belonging to different castes should live in different ways. That is why an
ultimate decay of caste's ideology and psychology can lead to increasing social tensions
(see, e.g., Khoros 2009: 93). Today the number of people belonging to the lowest castes
and tribes is much more than 250 million (Yurlov 2007: 9). The share of the poor among
them is especially large.

a deep crisis in the future. That is why the growth rates deceleration, though causing problems and social discontent, is a
better alternative to a structural crisis.
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All these and other issues (which are discussed later on) represent the current chal-
lenges as well as threats to India's future. Nevertheless, one can hope that the country will
cope with them so that they would not be the source of irreparable perturbations.

2.2. Three Worlds Combined in a Single Model

Contrasts are typical for all fast emerging countries with a transition economy. But India
has its own distinct feature. I would rather call it ‘a combination of three worlds’. The mat-
ter is that India's model is a peculiar and still a harmonic mixture of important features of
the developed capitalist, socialist and developing countries, that is of all three worlds
(the First, the Second and the Third one) of the modern world map.* In my opinion, no
other country has such a unique combination, which in many respects determines the pecu-
liarity of the Indian development model. Let us consider it in detail.

It is clear that the Third World is associated with poverty and population pressure that
drives young people to leave villages for cities. The share of peasants in India's demo-
graphic structure is still dominant, the shortage of land and gradual growth of labor pro-
ductivity in farming generate rural overpopulation, poverty and high unemployment rates.
One should also mention widespread adult illiteracy especially among females® (see Ta-
ble 1). The Indian ethnic and civilizational peculiarity, including a modern version
of community self-government in villages (officially these self-governing bodies are called
‘panchayats’) and vivid remnants of the caste system, is also important.

The Second World manifests in an active state policy in the sphere of infrastructure
and economic development on the basis of five-year plans. The state regulates economic
activity and social life. It results, for instance, in supporting small business through regula-
tion, licensing and setting quotas, in the protection of workers' rights by special laws, in
attempts to provide the peasants with minimal means of subsistence (e.g., through their
involvement in paid public works, including land reclamation), quotas for women and
members of lower castes in representative self-government bodies and so on. Here one
should also mention the vigorous struggle against poverty and illiteracy, as well as efforts
in demographic regulation.

The First World. The positive features of the First World (which imply democratic
traditions and high level of development) are uncommon for developing countries. Mean-
while, India is considered a well-established democracy; it has a mature institution of
private property and other important institutions of non-state economy such as large pri-
vate corporations and financial market. The social stratum of self-employed people and
high-skilled specialists engaged in private business has also been formed. Some of these
features were introduced already in the colonial period. At present other peculiarities
supplement them, including achievements in the field of innovations and fundamental
science. India has the third largest scientific and technical labor force in the world.
About 200 of the Fortune 500 companies use Indian software services (O'Neill and Pod-
dar 2008; Planning Commission 2008, Vol. 3: 251). Alongside with China, India has its
own space program.”

* The Second (that is the socialist) World, though having reduced its representation, still persists in some Asian coun-
tries and (in some spheres) in the CIS countries and also in Europe. It is worth noting that, according to the constitu-
tion, India is officially named a socialist secular democratic republic.

* The law on universal primary education for children has already been passed. But there are many problems here.

¢ It is important to mention that according to the government (Planning Commission 2008, Vol. 3: 251), the unprece-
dented progress in IT-technology was achieved through the realization of the Government Resolution on software
technology parks which was adopted in 1993 (Software Technology Parks) (Zbid.: 255-256).
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There is no such a singular combination of three worlds in any other developing
country. China combines only two worlds: the Third and the Second one. The features of
the First world are only emerging on the basis of the Western technology. In Asia, even
in the former provinces of British India (such as Pakistan and Bangladesh), democracy
can hardly take roots. We can speak about a kind of combination of three worlds in
some Latin American countries (especially in Argentine, Chile or Mexico), with the
qualification that the institution of private property was formed there long ago. As for
Mekxico, its development is a result of its active relations with the USA. But the level of
democracy there is much lower than in India, and the number of high-tech specialists is
quite limited.

In my opinion, the synthesis of the three worlds gives advantages to India in terms of
adjustment to different phenomena (see below).

For the purposes of this article it is very important to view all achievements, advan-
tages and problems through the lens of an Indian harmonic combination of the three
worlds. Firstly, the features of the First World manifest in India's economic structure with
its prevailing services sector (including high-tech services) as is the case in developed
economies.” Secondly, they are evident in its export structure where the high-tech services
also predominate.

The features of the Second World result among regulations and other things in gov-
ernment's plans of economic transformation, in particular, in the development of innova-
tive industries, agricultural productivity growth, infrastructure and medicine development
(see Planning Commission 2011). The features of the Third World constantly show up
while in the field of demographic resources they will even sharpen.

Table 1. Adult literacy rate (% of people ages 15 and above)

Both sexes

2000 2010
China 90.9 94.3
India 61.0 (2001) 62.8 (2006)

Female

2000 2010
China 86.5 91.3
India 47.8 (2001) 50.8 (2006)

Male

2000 2010
China 95.1 97.1
India 73.4 (2001) 75.2 (2006)

Source: ADB 2012.

7 In the GDP structure services account for 59 per cent, industry — 27 per cent, agriculture — 14 per cent. At the same
time, the industry's share remains the same for 30 years, while the services sector considerably increased at the ex-
pense of agriculture declining share.
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2.3. Characteristics, Peculiarities, and Advantages

The main features and purposes of state economic policy. The role of the state in In-
dia's economic growth is significant (but the state intervenes in quite a different way than
it does in China), so it makes sense to consider some of its aspects. The Indian state ini-
tially aimed at creating a powerful economy and pursuing social policy. That is why most
objectives as well as the means for their achievement (governmental planning and invest-
ments, control and regulations) remain consistent. However, in the course of time, espe-
cially after the 1991 reforms, the attitude to foreign investments drastically changed. In
addition, the problem of growth acceleration was solved and a breakthrough in India's ex-
port potential was achieved. As a result, according to the WTO data, India's openness ratio
is about 30 per cent (see Ministry of Economic Development of the Russian Federation
2012), it is several times larger than it was in the 1970s. And the contribution of foreign
trade to India's total GDP is growing. It has considerably come close to the share of inter-
national trade in the Chinese GDP (see Syed and Walsh 2012). However, India's depend-
ence on the world economy is also increasing.

The state's main economic objectives and the means for their achievement are as fol-
lows:

1. Achievement of high economic growth rates (up to 8-10 % per year) by means of:
a) federal and regional planning and government investments; b) infrastructure improve-
ment; c) attraction of FDI; d) development of high technologies; e) development of the
education sector; f) import substitution and creation of necessary economic sectors; g) ex-
port promotion; h) other measures.

2. Support for small business and the peasantry through restrictions on large-scale
business and foreign capital, different privileges, organization of public works, efc. In ad-
dition, in India such support combines with recognition of corporate giants' special role
and necessity to attract foreign investments. Thus, for instance, large foreign retailers can-
not expand today, because there are fears that they will drive out small traders. But they
are likely to enter the Indian market under certain conditions.

3. Fight against poverty and illiteracy.

The general description of the model. The modern Indian development strategy has
many features similar to those of other more or less successful emerging economies. At
the same time there are some indigenous features that will be scrutinized below. In the
present section I will try to formulate and comment the most important characteristics of
the Indian development model.

The main features of the Indian economic model are the following:

1. The large role of the state in all spheres which, however, has diminished since 1991
(see Vijay Joshi and Little 1996; Malyarov 2010; Braghina 2010; Mahajan et al. 2011).

2. The state control over banking sector and quite strict currency regulations, which
are gradually loosening (see Malyarov 2010).

3. The large role of large multi-sectoral private and state companies which coexist
with abundant (up to 45—50 million) small and smallest businesses in industry and espe-
cially in services (see Braghina 2010; Malyarov 2010; The Main... 2012).

4. Predominance of the services sector, including financial and other ones, in the eco-
nomic structure (see paragraph 5), accompanied with a rapid growth of industry (Ministry
of Finance 2010; Braghina 2010; Malyarov 2010).
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5. Large export high-tech sectors and professional services (information and commu-
nication technology (ICT), software engineering, outsourcing) which allowed India to oc-
cupy a special place in international labor division.

6. Active attraction of foreign investments and technologies (see Revina 2009; Gal-
ischeva 2012).

7. Rather high savings rate, attention to infrastructure, scientific and technological in-
novations (see Scientific and Technological Achievements 2008; Lunyov 2009; Akimov
2010a).

8. Emphasis on domestic consumption, which serves as an engine of growth, in addi-
tion to export stimulation, import restriction and development of import substitution
(Braghina 2010).”

9. An img)ortant role of the overseas Indian communities (see Cheshkov 2009; Aki-
mov 2010a)."".

Resources and advantages (presented in two aspects).

Among the advantages, which are India’s historical peculiarities or achievements, are
the following:

o The widespread use of the English language, especially among well-educated Indi-
ans, and dissemination of English literature and information: many books and periodicals
are published simultaneously in Great Britain, India and the USA.

o A considerable level of higher education in India and attention to fundamental sci-
ences that allows for training specialists in different areas (engineers, doctors, and econo-
mists, etc.) with sufficient competence and with a good command of English."’

o A large number of high-skilled workers in innovative fields as a benefit of the first
two advantages combined with the Indian government's special efforts (see Planning
Commission 2008, Vol. 3: 255-256). First of all, this allowed creating a huge high-tech
services sector (software, engineering, banking, management, accounting, legal, consult-
ing, auditing and other business and information services; see Kurbanov 2012: 11),"
which exceeds 100 billion dollars. It also provides the export of high-tech production of

8 See, for example, Dahlman and Utz 2005; Dossani 2008; Raychaudhuri and De 2012; Cong Liang 2012; on outsourcing
see Ashmyanskaya 2007, 2008. In 20002006, this sector grew more than four times: from 7 to 30 billion dollars (Idem
2007: 7). Whereas in 1999 it amounted to 1.2 per cent of GDP, in 2008 it was already 7 % (Idem 2008: 20). The pharma-
ceutical industry based on production of the so-called generics, that is drugs with expired patent protection, is one of the
most important industries in India. The world production of such drugs is supposed to double and reach 230 billion dol-
lars by 2018.

® Footwear industries can serve an example here. It is export-oriented in many developing countries, in particular in China,
while in India only five per cent of its production is exported (see Akimov 2009: 9). Already in 1993, a famous Indian
sociologist Rajni Kothary (1993: 77) pointed (though with sharp criticism) that India has formed a consumer society
which has adopted an ultra-modernization model.

11t is slightly reminiscent of the situation with Turkish communities in Germany in the 1960s, with the Mexicans — in
the USA, except that the Indian emigrants are high-skilled and well-educated unlike Mexican semiliterate day-
laborers and uneducated Turkish workers.

! The Indian specialists studied in Europe and especially in England for a long time. Since the nineteenthcentury that
was an Indian advantage over China as the latter was for a long time a closed country or in a state of war. Independ-
ent India from the very beginning paid much attention to the level of higher education and the quality of trained spe-
cialists. It is indirectly confirmed by the fact that many specialists from India have been working in international or-
ganizations.

Certainly, the Indian system of higher education has many problems, including the task to increase the number of
universities and improve their quality of work (O'Neill and Poddar 2008).

12 According to the IT Department of Ministry of communications and information technologies, in 2011 the IT production
and electronics output in India amounted 88.1 billion dollars (i.e. a 19 percent increase from that in 2010), including
software and services — 76.1 billion dollars (Kurbanov 2012: 15).
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knowledge economy. This is a rare and even a unique phenomenon for the Third World.
Second, the fact that such specialists are low-paid (by international standards) provides the
demand for their work in the USA and all over the world, realized both through recruitment
in India and immigration. Of course, this involves a shortage of specialists in India, but at
the same time promotes creation of large overseas community which is an important source
of currency earnings, advanced concepts and contacts.

Problems as a downside of advantages. In developing countries (India is not
an exception) many advantages can bring about problems as well. With respect to India
these are: 1) demographic resources which are a source of unemployment, poverty and
large-scale rural-to-urban migration; 2) low living standards which attract manufacturers.
But poverty impedes progress, that is why elimination of poverty is the most important,
complicated and expensive task. It is vitally important to solve it. But the solution will
make the country's advantages disappear as well; 3) large territory, the development of
which requires significant investments in infrastructure (according to some estimates, up
to a trillion dollars); 4) receptive domestic market which plays a much more important role
in India than in any other developing countries. But along with the market development
the problem of protecting the small and smallest businesses from destructive competition
of foreign and large-scale capital is rising.

To summarize, the most important peculiarities of the Indian model are as follows.

e comprehensive state-led development strategy which regulates financial flows, in-
vestments and support of different sectors (large, small and foreign business);

e developed high-tech services sector and industry which are the basis of the Indian
export;

e focus on development of domestic consumption rather than an intensive develop-
ment of export sectors;

e significant role of overseas Indian communities with a large number of high-skilled
workers;

o mineral wealth, particularly large deposits of iron ore and other metals, as well as
coal, etc.

2.4. Limitations of the Indian Model

The limitations are integral with advantages, first of all, with the extraordinary demo-
graphic resources. Besides, one should also take into account that in the near future
an unprecedented number of young people will flood the Indian economy.

The social aspect. Rapid population growth makes issues of poverty, unemployment
and illiteracy rather challenging. Besides, one should note that social tensions often exac-
erbate just at the moment when there appear opportunities to solve the problems in the
short term. This circumstance can become the most important reason for social crisis and
even collapse.”” One can clearly perceive that in India the growing expectations exceed
capabilities and increase discontent, which is typical of countries with fast catching-up
development (see, e.g., Mehta 2012; Volodin 2008: 346-347). However, social unrest of-
ten causes the growth of ethnic, regional and separatist sentiments and movements.

The democratic government and traditions are India's advantages as they help to
achieve a consensus and quell discontent when changing government and governing par-
ties. But under certain circumstances they can give rise to political weakness, uncertainty,

13 On the nature of such modernization crises that tend to occur in many countries see Grinin 2012a.
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growth of the populist and nationalist movements impact, conflicts, etc. (for an analysis of
the current political situation see Mehta 2012).

So the future of the Indian economy and India as a powerful state depends on solidity
of its social and political system. In my opinion, such strength is guaranteed to a degree by
its current state system which is based on both the constitutional regulations confirmed at
practice and on old traditions (e.g., the elite's conviction in the necessity of seeking appro-
priate balance of power distribution between its different levels or views that consensus
and ideological tolerance are more preferable than struggle). Mahatma Gandhi liked to
emphasize ‘the beauty of compromise’ that allows achieving moral victory with the help
of the opponent himself. All this holds out a hope that India has a safety margin and will
not collapse when facing challenges.

The resource aspect. Enormous population will keep on growing over a long period
and together with a planned rapid industrial and urban growth this will aggravate the ur-
gency of old problems including the shortage of farmlands and fresh water (see Rastyan-
nikov 2010; Goryacheva 2010). This requires agricultural intensification and investing in
augmentation of water resources. India greatly relies on energy imports whose amounts
will continue to grow (see BP 2012; Malyarov 2010; Volodin 2008; Skosyrev 2007).

Environmental protection is the country's most vulnerable problem. In this respect
India follows China — the planet's leading environmental polluter (Melyantsev 2007).
The necessity to substitute coal as the main fuel and energy resource will greatly aggravate
Indian reliance on energy imports. Ecological problems are closely connected with the
shortage of fresh water and farmlands, which are also included in the industry's sphere of
interest.

Bureaucratic and political aspects. India has a strong state power, but bureaucracy
puts severe obstacles on progress; corruption also tends to impede progress. We have
already mentioned some political risks. In some cases the democratic form of govern-
ment hampers decisive measures and reforms as the leaders have to consider voters'
opinion. The political impasse is also quite frequent when a political party fails to take
an advantage and then political (legislative) process stagnates. There is also a danger of
strengthening foreign policy ambitions which can involve the country in unnecessary
confrontation.

Overall, in spite of all dangers, India has no limitations to confound its hopes for suc-
cessful development and becoming a leader. Of course, there is a possibility of the middle-
income trap, when a country attains a per capita income of US $10,000-15,000 and then
cannot make a further decisive breakthrough. But India has not reached that level so far.

3. China and India: Common Features, Differences, Relative
Advantages and Forecasts

India and China have always been compared to each other. Lately, this tendency has even
intensified (see Syed and Walsh 2012; Zeng 2006; Winters and Yusuf 2007; Bardhan
2010; sections about these countries see in Khoros 2010) because the future of global
economy depends on these countries' development. Not without reason, these countries
have been often called to exchange experience (see Syed and Walsh 2012; Cong Liang
2012).
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3.1. Similarities and Differences

In many respects, the common points are determined by similar tasks and problems the
two countries face: maintenance of high growth rates, necessity to provide employment
opportunities for youth, rapid urbanization, fight against poverty, agriculture underdevel-
opment, shortage of resources; poor environmental conditions, reliance on energy imports,
etc., as well as limited means of solving these problems, which include attraction of in-
vestments, innovations, infrastructure development and so on. The differences naturally
stem both from historical, cultural and geographical settings and from different strategies.

Common features:

e large demographic resources;

¢ high savings rate;

e a big role of the state and public sector in economy and in regulating different
spheres; stimulation of national corporations development; a big role of the state in infra-
structure development;

e active attraction of foreign direct investments which are, however, regulated and ca-
nalized; a significant role of companies with foreign participation;

e export expansion and specific position in the international division of labor;"*

o striving for technological progress, innovations and education development;

e rapid agricultural development which provides these countries with major food re-
sources, though the productivity of agricultural labor is still rather low and there are
a number of problems to solve;

e a ot of similar problems (in addition to those mentioned above are increasing in-
come and regional inequality,15 poverty, permanent danger of inflation; insufficient politi-
cal reforms; heavy national debt, etc.);

e cach country has some important advantages promoting its successful development
but all of them are quite specific (they have already been mentioned above);'®

e both countries implemented the reforms without a full break with the past as hap-
pened in Russia, the CIS, and some countries of Eastern Europe. It is supposed to be a
positive factor promoting high growth rates, whereas in Russia and some European coun-
tries the reforms were marked by a severe fall in GDP;

o the population of both countries positively evaluates major government's efforts and
favors the high growth course and aspiration for leadership (about India see Mehta 2012;
Rogozhin 2009; about China see Selischev A. S. and Selischev N. A. 2004; Berger 2006,
2009). Their leaders' ability to pursue a flexible policy and to alter the strategy is also im-
portant, although the possibilities for maneuver are limited by the peculiarities of their
political systems.

Differences:

e although the reforms in both countries followed the path of reducing government
control, in China the role of the state is traditionally more important, particularly in the
banking and credit spheres. This determines many other differences;

!4 Here one should also mention the expansion of capital export (see Pakhomov 2012; Galischeva 2011; Lebedeva
2011; Kuznetsov 2012; Leksyutina 2012), although in China this is a more powerful process.

'3 In China, the inequality between rural and urban population (as well as other regulations including different rights to
retirement pension) is legalized, which helps to restrain the increasing discontent and endure privations, while in In-
dia this function is performed by the caste system.

' Including the role of overseas ethnic diaspora. For comparison of peculiarities of the Chinese and Indian diasporas
see Valeyev 2011.
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e China's savings rate is higher than India's: in 2007-2011 in China it exceeded 50 per
cent, in India it was in the range between 32 and 36 per cent (see Diagram 1). This probably
contributes to China's higher growth rates and larger GDP (see Diagram 2);

¢ in China, the economy is generally more export-oriented with a larger role of for-
eign investment than it is in India;

e the Indian economy is evidently more based on domestic consumption as a source of
growth;

e the structures of the economy and export are different: in China industry and export
of goods prevail, while in India this role belongs to services sector and export of services;

e due to its export orientation, China always has a positive balance of foreign trade,
while India — a negative one;

e in India the role of private capital and small business is larger than in China;

e Indian companies are more often listed on stock exchanges;

e cach country has its own economic mechanisms to drive the development —
a kind of hallmarks of their success (in China these are special economic zones, in India —
technological parks).

Diagram 1. Gross domestic saving (% of GDP)
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Diagram 2. Gross domestic product at PPP (current international dollars, billion)
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3.2. Advantages over each other. Some Forecasts:
Difficult Thresholds on the Way to Mature Economy

The above analysis shows that both countries possess great opportunities and face great
challenges. One should distinguish between medium-term (i.e. the next one-two decades —
roughly up to 2030) and long-term prospects (i.e. over the next three to five decades — ap-
proximately up to 2050-2060). In the medium-term, it is worth considering growth rates,
the present level of development and immediate tasks. In this respect China has consider-
able advantages. However, different crises and explosive aggravation of problems can oc-
cur, which will significantly change the situation. As regards the long-term prospects and
dangers, the change of demographic situation will be of critical importance (fast popula-
tion ageing and labor shortage in China and, on the contrary, India's still unexhausted
demographic dividend and the fact that the Indian population will exceed the Chinese one
[see Tables 2—3 and Diagram 3]). Besides, in our opinion, it is the state system's capacity
to transform and cope with major problems that will be more important, rather than aver-
age annual growth rates. The latter will substantially decrease in both countries by that
time. In other words, it is important who will be able to avoid catastrophe and/or over-
come problems with less losses.

Advantages over each other: Indian democracy versus Chinese authoritarianism.
One can mention the following advantages over each other.

Political aspects. In the short run the necessity to consider the electorate's opinion, to
seek political compromise and similar problems associated with the peculiarities of de-
mocratic power will be India's vulnerability. In this respect, the Chinese leaders have more
opportunities, as they can ignore the voters' expectations. But in the long term, the democ-
ratic regime and different political powers' influence can turn to be India's definite advan-
tage over China. First, with all shortcomings of India's government no one in the world
doubts the foundations of its state system or calls for sweeping political reforms. There are
no problems with observance of human rights and political persecution which are typical
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for China. Thus, as compared with China, India will not have to undertake extensive po-
litical reforms, as its political system generally conforms to the modern standards. On the
contrary, China's political system which has greatly contributed to its success will be more
and more frequently criticized at home and abroad. The criticism will intensify coupled
with growing living standards and increase of the middle class. In the situation of dimin-
ishing resources for economic growth and increasing government liability to citizens, sub-
stantial or radical changes in China's political regime are undesirable. The transition from
authoritarianism to democracy is not only problematic but also very dangerous and can
cause destabilization, extension of populism and the country's disintegration (in this re-
spect, the USSR is a very instructive example). Nevertheless, it is quite possible that some
circumstances, social expectations or internal political struggle (combined with outside
pressure) will make leaders take that direction. The fact that the Chinese people have
never lived under democracy can lead to a severe government crisis and affect economic
development.

Of course, India also has certain obstacles on its political pathway. As literacy grows
and poverty reduces, new voters will play an increasing role in determining a political
party to rule, and this can significantly change the political landscape. There is a danger
that India will stumble over political scandals, crisis of the ruling party, etc. before even
reaching China's current level.'” On the other hand, China also has chances to gradually
transform its political regime.

Political and ideological openness. India's another advantage is its greater openness
and (in comparison with China) political-ideological resemblance to the West, despite all
India's uniqueness. Besides, in the leading countries there are large Indian diasporas
through which Western culture can penetrate into India.

Separatism threatens both countries. Dozens of ethnic groups populate China. But
Han Chinese make up the vast majority of population. Therefore, the country's ethnic
composition is more homogeneous than it is in India. With respect to the number of ethnic
groups (more than 700), India is a unique country. In addition, it is a federation, whose
states, according to the States Reorganization Act of 1956, were reorganized on linguistic
basis. In short, given an appropriate public mood, there is a perfect opportunity for separa-
tion, as growth of living standards and literacy often awakes local nationalism. That is why
India's disintegration on the basis of nationality and language is quite possible, though the
traditions of consensus will most likely keep the country together. At present, separatist
movements are active in the border territories of India and China (Tibet and Xinjiang in
China, northwestern Jammu and Kashmir, Punjab, as well as northeastern states — in India).18
The dangers connected with hypothetical separation of restive states are difficult to assess.
But I think the consequences of the separation of Punjab would not be as drastic for India as
the separation of the western areas for China. Besides, one should take into account that
separatism in western China enjoys much more international support than that in India.
There is a real danger of separation of the western Chinese provinces during the transition to
democracy. In China the transition to democracy can also generate various forms of national-
ism due to the striking difference of the southern and northern provinces' dialects which dis-

'7 According to some estimates, India can reach this level roughly by 2030 (e.g., see NIC 2012: 15).
'8 In the 2000s, Assam, Manipur, Nagaland were the most volatile states in North-East India (Likhachev 2011).
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tinguishes Han Chinese from other groups. On the other hand, community traditions are very
strong in China.

In short, there are a number of different scenarios for the future of India and China.
Both countries risk drifting into a political and social crisis which may lead to a collapse.
Still they have a chance to achieve economic maturity without disastrous consequences.
But in general, if one estimates the potential of both countries to resist perturbations, In-
dia's chances seem better.

The demographic aspect. In the following decade, India will most likely catch up
and overtake China in terms of population number; by that time each of these countries
will have about 1.4 billion people. Then, India will lead the world in population (see Dia-
gram 3). By 2050, India's population will probably reach 1.7 billion people (or a bit less),
while in China, even if birth control (the one-child policy) is abolished, population will
start declining (as forecasted by the UN, as early as in 2030)."° China's population by that
time will reach 1.3-1.4 billion people (depending on the demographic policy). Conse-
quently, by the second half of the twenty-first century India's population will be 20-30 per
cent larger than China's. But the most important factor is that the difference in the size of
economically active population will be much larger: in India it will be 30—40 per cent lar-
ger than in China. However, by that time both countries will face an ageing population
problem, but China will suffer from it much more (see Table 2 and 3). According to the
estimates, by 2050 about 30 per cent of China's population will be aged over 60 (United
Nations 2002), while in India — only 15 per cent (or a bit more).

Table 2. Population Growth Rates (%)
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' Two demographic scenarios, the first of which implies a preserved restriction and the second — its abolition, will
differ not in the expected maximum of China's population number (in the first case it will not achieve even 1.4 bil-
lion people, in the second one it will slightly exceed the number), but rather in the rate of the population decrease
(drastic — in the former case and less dramatic in the latter one). Consequently, the size of the working-age popula-
tion in two cases can be very different.
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Thus, India's main long-term advantage over China is the huge demographic dividend
which it can benefit for another 30 years, annually engaging in employment millions of
young people. On the contrary, China will experience increasing labor shortages which
will raise labor costs. Meanwhile, it will be easier for India to attract foreign capital and
produce industrial capacities, taking advantage of low wages combined with rather devel-
oped infrastructure and abundance of qualified specialists in different areas. Though, as
has been said above, such large numbers of potential of workers and urban dwellers
threaten the country with severe trials.

Diagram 3. Population projections up to 2100 (the UN average estimates)
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Meanwhile, by 2030 India will significantly narrow the economic gap with China and by
20502060 it will be able to overtake or even surpass China in terms of GDP. Still China's
production per capita will be larger, because, as mentioned above, India's population by
that time will dramatically increase. At present there is a considerable gap in GDP (see
Diagram 2).

We have already touched upon the social aspect and resource scarcity. The growing
shortage of farmland and water resources, and increasing demand for fossil fuel, efc. may
lead to troubles and crises in both countries. But, given the authorities' growing financial
resources and increasing living standards, the problems are solvable to a certain extent.

Conclusion. New Economic Leaders in the World without
a Leader

The analysis of the two giant states' development strategies and their potentials argues for
the fact that in the next decades their role (and that of the developing countries as well)
will increase, while the influence of the West will diminish. China and India will be cer-
tainly among the world leading economies in terms of GDP, but not always in terms of
growth rates. As has been said above, China's growth rates will inevitably decelerate
(among other things this will be caused by demographic problems). In long-term perspec-



202 Globalistics and Globalization Studies

tives, India has more resources to maintain a high growth rate; however, in this respect it
will be constrained to yield to some fast-growing emerging countries.

It is easily arguable that we will face several upsurges in the peripheral countries,
while the current leaders' growth rates will decelerate. Besides, globalization will launch
a leveling process among developing countries. In other words, new states, currently rep-
resenting an example of poverty and underdevelopment, could occasionally take the lead
in terms of economic growth rates. Today scholars often speak about (and in the next dec-
ades will constantly discuss) a number of new fast-growing economies, including Viet-
nam, Bangladesh, Turkey, Indonesia, and Nigeria, etc., which already deprive China of
foreign investments and a part of the export market. In addition to the familiar acronyms
BRIC and BRICS, many new acronyms appear, formed of combinations of different
states. The common point for the states included in such combinations is the forecast of
their fast economic growth (though one can find some states almost in every such a list,
e.g., Indonesia and Turkey). For example, already in 2005 the Goldman Sachs said about
‘Next Eleven’® that this group of rapidly developing middle-tier countries would collec-
tively overtake the EU-27 in global power by 2030 (Wilson and Stupnytska 2007; NIC
2012; O'Neill et al. 2005). In 2009, Robert Ward coined a new acronym CIVETS (Colom-
bia, Indonesia, Vietnam, Egypt, Turkey, and South Africa). These countries are favored
for several reasons, such as ‘a diverse and dynamic economy’ and ‘a young, growing
population’ (Russell 2010).

In his article Jack Goldstone (2011) introduced an acronym TIMBI (Turkey, India,
Mexico, Brazil, and Indonesia). Their combined GDP has already exceeded China's and
will be growing much faster in the coming decades. The economist Jim O'Neill, who in
2001 invented the acronym BRIC, a decade later, coined a new one — TIMS — for the four
fast-growing markets (Turkey, Indonesia, Mexico and South Korea). Of course, it is not
the matter of more or less suitable acronym or economists' fancy for this game. This phe-
nomenon actually reflects the growing importance of developing countries.

The analysis of the Indian and Chinese models, as well as those of other successfully
developing countries, allow speaking about common features of all fast-growing coun-
tries (though with wide divergence of their development models), including the following
characteristics: 1) state's active economic policy, including public provision for education;
2) a tendency of high gross domestic savings rate; 3) active FDI and technological flows;
4) export orientation (with simultaneous tendency for import substitution); 5) exploitation
of cheap labor; 6) in many cases, aggressive exploration and extraction of mineral re-
sources. Sometimes it is supplemented with country's benefits of diaspora engagement
(e.g., the Turkish diasporas in Germany) or geographical proximity to a developed state,
for example, in Mexico, etc.

Finally, we can conclude that due to all transformations the world will face a funda-
mental reconfiguration. The USA position in the world will weaken at that. But those
who suppose that another leader, for example China, will supersede the USA are quite
mistaken. The weakening of the USA hegemony will not lead to the emergence of a new
leader capable of substituting the USA in a comparable number of functions (Grinin

 Next Eleven consists of Bangladesh, Egypt, Indonesia, Iran, Mexico, Nigeria, Pakistan, The Philippines, South Ko-
rea, Turkey, and Vietnam.
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2009a, 2011, 2012a, 2012b; Grinin and Korotayev 2010; see also NIC 2012: IV). Nei-
ther China, nor India will be able to assume the burden of such leadership because of
economic limits and factors (the problem of poverty, social discontent, etc.), the lack of
experience and required alliances, as well as the intolerable burden imposed by such
leadership. So, despite the tendencies, a new absolute world leader will not emerge in
the next decades. But a number of countries and associations will start dominating
in different spheres. In short, we will have to live in a new situation and adapt to new
realities.
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