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W
hile it’s too early to predict how Pre s i d e n t
B u s h’s second te rm may shake out in th e
wo rld economy, the hard numbers point to
m o d e st grow th among American firms fo r

2005. Business productivity slowed in the th i rd qu a rte r
of ’04 but still exceeded earlier economic fo re c a st s .
G row th in wo rker output per hour hadn’t been as slow
since the fo u rth qu a rter of 2002, which could signal a
n ew wave of hirings to maintain output grow th. When
that grow th occurs, American companies may be look-
ing beyond the nation’s bord e rs for potential inve st-
ments. Here’s a peek at some of the major inte rn a t i o n a l
p l aye rs as well as a couple new faces to wa t ch out for in
2 0 0 5 :

C h i n a
No longer a sleeping giant, the Middle Kingdom has

e m e rged as a major player in the wo rld economy. In
2 0 04, the country re g i ste red a total gross domestic pro d-
uct of US$1.3 trillion (an 8% grow th ra te in 2004 ) — j u st
s l i g h t ly lower than Ita ly ’s US$1.46 trillion, according to
the Wo rld Bank based in Wa s h i n g ton, D.C. Its GDP is
b i g ger than that of India, Brazil and Russia combined.

So far the Un i ted Sta tes has yet to match the level of
fo reign inve stment of other nations eager to ride the Chi-
nese wave. Ac c o rding to the Wa s h i n g ton, D.C.-based
U.S.-China Business Council, Hong Kong, Ta i wan and
S o u th Ko rea all have more contracts with Chinese com-
panies than the Un i ted Sta te s .

E x p o rts to China still look good in various secto rs ,
s u ch as electrical mach i n e ry and power ge n e ra t i o n
e quipment as well as the oil seeds secto r. In 2005, th e
Chinese gove rnment plans to allow ove rs e a s - ow n e d
a d ve rtising firms to set up shop in the country.

In the past two decades the Chinese economy has bar-
reled ahead, ave raging an annual GDP grow th of 9.5%
and creating a current US$100 billion trade surplus with
the Un i ted Sta te s .

“ I t’s huge and it’s growing huge r,” says George Haley,
m a rketing and inte rnational business pro fessor at th e
Un i ve rsity of New Haven in Connecticut.

“T h e re is tremendous grow th in const ruction and
i n f ra st ru c t u re for the Oly mpics and to tie Ti b et into Chi-
n a ,” Haley says of the gove rn m e n t’s goal of building an
ex te n s i ve road system and train ro u tes into the Ti b eta n
p l a teau. The gove rnment has guara n teed to the Oly mp i c
C o m m i t tee colossal amounts of grow th in the corri d o r
b et ween Beijing and Shanghai.

A m e rican companies will have to be willing to share

their knowl e d ge if th ey want to make inroads with th e
Chinese. “If you can go in and help them imp rove th e i r
p e rfo rmance ... you can usually get a pretty good deal
f rom th e m ,” Haley says, citing exa mples such as support
in getting a good location on land, tax benefits and
b re a ks on utilities.

In the fo u rth qu a rter of 2004, the gove rnment wa s
ex p e c ted to loosen the yuan’s tight peg to the dollar in
hopes of easing tensions with the Un i ted Sta tes. As th e
dollar is ex p e c ted to we a ken further in 2005, any ch a n ge
in the valuation of the yuan could be felt wo rl d w i d e .
M e a nwhile, the wo rld waits for Beij i n g .

I n d i a
B o a sting a US$510 billion and a 4.6% grow th ra te in

2 0 04, the Indian economy is inching closer to the list of
the wo rl d ’s 10 large st economies.

H a l ey expects the economy to grow at a ra te of about
5% to 8% in the coming ye a rs. Buoyed by a wo rk fo rc e
p o p u l a ted by 20- and 30-ye a r-olds educated in Engl i s h
and familiar with American culture, the IT sector is
booming as well. It produces 70,000 new engineers
a n n u a l ly for a current total of nearly half a million
n a t i o nwide, says Amar Vakil, founder of Lintas LLC, a
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Chicago-based business consulting firm .
“T h e re is this huge IT wo rk fo rce, which is

n ow wo rking for multinational comp a n i e s ,”
Vakil says—but th ey ’re wo rking for 25% less
than what their peers are asking for in th e
Un i ted Sta tes, he says .

“A ny knowl e d ge-based indust ry is a good
thing to inve st in in India,” Haley says. Yet
w i th a “ve ry intru s i ve bure a u c ra c y,” opera t-
ing a business in India can be difficult, Haley
wa rns. He encoura ges inve stment in secto rs
s u ch as equipment manufacture rs .

“ O ther than knowl e d ge-based indust ri e s ,
look for any kind of inve stment that could
enhance the pro fitability of India’s agri c u l-
t u ral secto r,” Haley sugge st s .

O u t s o u rcing for clinical te sting in th e
p h a rmaceutical sector “will skyro cket ,”
H a l ey predicts. He dow np l ays the hy p e
about American jobs lost to other types of
o u t s o u rcing, such as call cente rs. They have
grown, he says, but seve ral American com-
panies have with d rawn their call cente rs in
the last two ye a rs because of the need to
i n te ract with American custo m e rs. “T h ey
h ave to understand the culture and give
advanced serv i c e ,” he says. “So the ave ra ge
ru n - o f - the-mill (call cente rs) that don’ t
re qu i re advanced inte raction are the only
ones moving over th e re .”

J a p a n
The country ’s GDP in 2004 was US$4 tri l-

lion—second wo rldwide only to the Un i te d
Sta te s’ US$10.4 trillion. It was a modest
0.3% grow th ra te in 2004, a full 3% behind
that of developing countries, though, and it
d o e s n’t look to be much bet ter in 2005.

For some, the outlook for the Japanese
e c o n o my in 2005 is shaky. “T h e re are re p o rt s
that economy is rebounding, but I’m wo rri e d
about unre p o rted gove rnment debt,” says
H a l ey of the Un i ve rsity of New Haven. “T h ey
c a n’t affo rd to let their inte re st ra tes rise. It’s
a high-risk inve stment until th ey get th e i r
g ove rnment debt under contro l .”

He advises American inve sto rs to focus on
p a rt i c u l a rly successful, established comp a-
nies such as Nissan, Toyota and Sony, “but
s e c to rs as a whole I’d wo rry about,” he adds.
“ G ove rnment regulation tends to favo r
d o m e stic inve sto rs. It’s just not a market and
a re g u l a to ry env i ronment I tru st .”

Still, comp a red with its recent past, condi-
tions are imp roving in Japan. Note the bet-
te r- th a n - ex p e c ted GDP, steadying emp l oy-
ment fig u res and higher consumer confi-
d e n c e .

Re p resenting 18% of global gross domes-
tic product, Japan appears to be on a
rebound, albeit slowly, some analysts say.
But recognize that slow grow th is bet ter th a n
no grow th .

A few emerging indust ries such as e-com-
m e rce and communications services are
ex p e c ted to continue to grow fairly we l l ,
l a rge ly because the typically small-cap com-
panies that inhabit those secto rs are highly
a c t i ve .

Fr a n c e
Wi th the May 2004 expansion of the Euro-

pean Un i o n — c reating the wo rl d ’s large st
common market with a combined GDP of
U S $ 10.4 tri l l i o n — the Fre n ch gove rnment is
hoping to attract a new wave of firms, part i c-
u l a rly those in the re s e a rch and deve l o p-
ment secto r, says Ke i th Ya z m i r, vice pre s i-
dent of marketing and communications of
Pa ris-based Inve st in France, a Fre n ch gov-
e rn m e n tal agency designed to attract fo re i g n
i nve st m e n t .

Yazmir says the gove rnment hopes to
b o o st R&D to a level at which it will account
for at least 3% of the nation’s GDP.

In 2004, the country ’s GDP was US$1. 4
t rillion (with a modest 1.2% grow th ra te
a c c o rding to the Wo rld Bank), making it th e
wo rl d ’s fifth - l a rge st economy. It’s poised fo r
m o re grow th, some say, as it inches closer to
the Un i ted Kingdom’s $1.6 trillion GDP (in
U.S. dollars ) .

D e s p i te the recent spike in crude oil pri c e s
and the we a kening dollar, Prime Ministe r
J e a n - P i e rre Ra ff a rin has maintained that th e
Fre n ch economy is ex p e c ted to hit the gov-
e rn m e n t’s ta rget grow th ra te of 2.5%.

Fo reign direct inve stment in France has
been climbing ste a d i ly since 1998, placing
the country second in the wo rld just behind
China, according to the Pa ris-based Orga n i-
zation for Cooperation and Economic Deve l-
o p m e n t .

The gove rnment put in place dozens of
n ew measures in 2004 designed to lure fo r-
eign inve stment, from creating one of
E u ro p e’s most aggre s s i ve re s e a rch and
d evelopment tax incentives for ex i sting busi-
nesses, to offe ring sta rtup business incen-

t i ves for re s e a rch and development comp a-
nies, to allowing wo rk permits for family
m e m b e rs of fo re i g n - b o rn exe c u t i ve s .

A f ri c a
S o u th Afri c a ’s GDP placed it among th e

l a rge st 30 economies at US$106 billion GDP
(3.6% grow th ra te). The large st Afri c a n
e c o n o my—but other African nations
( excluding African Middle Easte rn
economies), such as Nige ria (US$41 billion
and 1.5% grow th ra te) and Sudan (US$15
billion and 6% grow th ra te), are also in th e
e a rly sta ges of grow th .

T h a t’s something that Vakil says fo re i g n
i nve sto rs should keep their eyes on.

Some African nations have the pote n t i a l —
though it’s still a bit early to predict accura te-
ly — to fo ster the type of grow th ex p e ri e n c e d
in India in the early 1980s, when the gove rn-

m e n t’s initiative to build the infra st ru c t u re
for a te chnology sector halted the brain dra i n
of engineers who had been fleeing to th e
Un i ted Sta te s .

“T h ey need to build a wo rk fo rce ... but th e
g ove rnment has to pro m ote incentives fo r
fo reign inve stment as we l l ,” Vakil ex p l a i n s .

Yet it’ll ta ke more than that. Bet ter educa-
tional opportunities and an infra st ru c t u re
that is somehow more efficient than the cur-
rent ru d i m e n ta ry system now in place
th roughout Africa are two paths to ta ke, he
advises. “It’s going to ta ke qu i te a bit of effo rt
to step up to the plate in te rms of positioning
th e m s e lves as ex p e rts of something, but if
th ey miss the boat now, such an opport u n i t y
m ay not come in the fo reseeable future ,” he
wa rns, as other developing re g i o n s — i n c l u d-
ing the ra p i d ly growing markets of India and
C h i n a — ta ke hold. ■
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