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 Key Political Issue (part one): The Future of Chinese-Indian Relations
 Summary - The bilateral relationship between the world’s two most populous countries, China and India, has the potential to be one of the relationships that defines the remainder of the 21st century. Unfortunately, the relationship between these two Asian giants has not always been easy, with a great deal of mistrust for one another sowing discord between them. The leading example of the difficulties of this relationship in the 1962 war that they fought with one another, a war in which China inflicted a humiliating defeat on India. In recent years, a number of issues and disputes have arisen that are once again threatening to derail efforts to improve ties between China and India. For example, India is fearful of China’s rising economic and military power, particularly in areas that it considers within the Indian sphere of influence, such as the Indian Ocean and South Asia. Moreover, while both countries are high-growth emerging markets, the fact that China’s re-emergence precedes that of India means that China’s economic power far outstrips that of India at present. How India responds to China’s rising power will go a long way towards determining the future of this very important bi-lateral relationship.
 Common GroundDespite their strained relations, China and India do share common interests in a number of areas. For example, both countries are leading efforts to rebalance the global economy by lessening the dominant position of developed economies in terms of trade, investment and the establishment of global economic standards. Furthermore, both countries largely support multilateralism, despite long histories of distrust of international organizations in both countries. Both China and India share the goal of preventing the spread of radical religious ideology from Central Asia, while both countries are engaged in efforts to reduce support of separatist movements within their borders, in areas such as Xinjiang and Kashmir. Finally, both countries view Asia as the center of the global economy and it is the interest of both China and India for the entire region to enjoy high rates of economic growth and to maintain a degree of stability. Thanks to these shared goals, China and India have been able to find common ground on many issues in recent years. However, many issues still divide these two giants.Economic RelationsA key issue that both brings together and divides China and India at the same time is the trade and investment relationship they share. On one hand, trade and investment ties between China and India have soared in recent years, and both governments have made major efforts to promote these bilateral economic ties. However, the relationship thus far has been anything but equal. For example, the fact that China’s economic modernization began more than a decade before that of India, and the fact that China developed a massive manufacturing sector well before India, has resulted in China now enjoying a massive lead over India in terms of the scale of their economies and their relative wealth levels. In fact, while China averaged economic growth rates of 10% for three full decades between the 1980s and the early part of this decade, India has, thus far, been unable to match this impressive record. As a result, India views its trade and investment relationship with China from a position of inferiority, with China enjoying most of the benefits of this relationship. Likewise, both countries are competing with one another for natural resources, most notably energy, to fuel their expanding economies. This has put them at odds in many areas of the world. As a result, while economic ties between China and India are likely to continue to grow, so too is their economic rivalry, and this could stoke political and security tensions between the two countries in the coming years.
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 Key Political Issue (part two): The Future of Chinese-Indian Relations
 Common GroundIn addition to their economic rivalry, China and India find themselves on opposite sides of a number of political and geographical disputes that have resulted in tensions between the two countries remaining relatively high in recent years. Many of these issues stem from disputes involving the border between the two countries. In fact, there disputed areas along almost the entire border between China and India, from Kashmir in the west to the very end of their shared border in the east. At times, including the present, one or more of these disputed areas of the border has resulted in both sides sending additional armed forces to the border region, raising the potential for a clash between the two countries. Away from the border, a number of other issues are straining relations between these two giants. For example, China is expanding its presence around the Indian Ocean in order to secure shipping lanes for energy and other resources from the Middle East and Africa, but India considers much of this ocean to be within its sphere of influence. Likewise, China’s strengthening economic and defense relationship with India’s long-time rival, Pakistan, is worrying New Delhi, which accuses Pakistan of attempting to destabilize India. On the other hand, Beijing is concerned about India’s closer economic and defense ties with the United States, fearing that the US sees India as a counterweight to rising Chinese power in Asia. Overall, it is clear that there are many issues that could provoke a major deterioration of this vital bi-lateral relationship.
 Global RamificationsGiven the size and the potential power of both countries, it can be argued that the second-most important bi-lateral relationship in the world today is the one between China and India, due mostly to the scale of the two countries. For example, China and India are home to 2.7 billion people today, or 35% of the world’s population, with India’s population alone set to soar to an estimated 1.7 billion people by the middle of this century. In terms of economics, China is already either the first or the second largest economy in the world, and India has begun its climb up the rankings as its economy grows by around 7% per year. While their scale is massive, so too is the potential for a conflict between these two countries, either along their disputed border or in regions where both countries are seeking to exert their power and influence. Moreover, both countries could find themselves on opposite sides of an alliance system designed to offset China’s growing power in the region. Should this relationship worsen dramatically, the future stability and prosperity of all of Asia will be jeopardized and the gains that both countries have made in recent years could be reversed. It is therefore easy to see why this relationship is so important for both countries, as well as for the rest of the world.
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 Key Economic Issue (part one): Ranking Emerging Market Manufacturing Locations
 Introduction - Without a doubt, the clearest path for an emerging market to achieve high rates of long-term economic growth and to reduce poverty levels is to develop a manufacturing sector that is competitive enough to export its products to wealthier markets around the world. There are many examples of the viability of this path, most of which are found in Asia, where countries such as Japan, South Korea and now China have used the export-oriented manufacturing path to achieve remarkable levels of prolonged economic growth. These countries benefitted from the fact that they did not face too much competition from other emerging markets during the early phases of their expansion, as well as the fact that they developed their manufacturing industries at a time when the international economy was in the process of globalizing. The knowledge that manufacturing exports are the key to prosperity has not been lost on most emerging markets, sparking a worldwide competition among such countries to attract investment in their manufacturing industries.
 Major ChangesUnfortunately, the global economy of today is proving to be quite challenging for emerging markets as a number of factors make it more difficult for them to achieve the levels of growth that had been achieved in Asia in previous decades. First, the global economy has slowed, particularly in those developed economies that provided the export markets for Asia’s manufacturing sectors in previous decades. Second, China, despite rising labor costs, remains a formidable competitor, dominating global manufacturing like no other country in modern times. Third, automation within many manufacturing industries is rising as a threat to the manufacturing sectors of all emerging markets, while providing a life-line for the manufacturing sectors of higher-cost developed economies. Given these factors, it is no surprise that only those emerging markets that can establish themselves as competitive locations for manufacturing will succeed in attracting the investment they need to improve their economic futures.
 How to Attract Manufacturing InvestmentIn order to measure the attractiveness of emerging markets as manufacturing locations, we have developed a system to rank emerging markets as potential locations for manufacturing operations. Our ranking system consists of four criteria, each of which plays a vital role in the ability of a country to attract investment in its manufacturing industries. First, access to key export markets is a vital factor for emerging market manufacturing locations, as these countries need to be able to export to wealthier or faster-growing markets. This encompasses both trade deals with such markets as well as the physical ability to export goods to these markets. Second, political and economic stability is a major advantage for any prospective manufacturing center as it builds confidence in investors about the long-term viability of these countries as manufacturing locations. Infrastructure is the third key factor, as the ability of manufacturers to ship their products from the factory to the port, and on to the export market, is often a decisive factor in investment decisions by manufacturers. Finally, cost levels remain a huge factor for most manufacturers, particularly those engaged in the production of lower-cost, or more labor-intensive, manufactured goods. When you consider these four criteria, it is easy to see why Japan, South Korea and China were all able to develop world-beating manufacturing industries, and why so many other emerging markets have struggled to do so.
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 Key Economic Issue (part two): Ranking Emerging Market Manufacturing Locations
 AsiaAs Asia is home to the best examples of emerging markets that have managed to lift their economies up on the backs of export-oriented manufacturing industries, it makes sense to start our rankings there. Thanks to the success of the aforementioned Asian economies, this region is now the unquestioned center of global manufacturing, accounting for a remarkable share of the world’s production of manufactured products such as steel, cars and electronics. As you can see from our rankings of Asian emerging market manufacturing locations, you can see that China remains highly competitive, even as cost levels have risen sharply and the country’s working-age population begins to decline. However, you can also see that there are many other emerging markets that have the potential to emerge as major manufacturing centers in their own right. For example, three Southeast Asian countries (Vietnam, Malaysia and the Philippines) all rank highly, with Vietnam having the advantage of a higher degree of political stability than its most of its neighbors in that region. In contrast, India, the country seen by many as the heir to China’s role as the global center of low-cost manufacturing, suffers from low scores in terms of stability and infrastructure, two issues that the Indian government must do more to address. Finally, the economies of Central and South Asia score very lowly in our rankings, limiting them to all but the lowest-cost manufacturing operations.
 Central and East EuropeOur next region is Central and East Europe, where a number of emerging markets have benefitted from high levels of investment in their manufacturing industries. This has been due to the fact that they are now deeply connected with the wealthier markets of West Europe and the fact that traditional manufacturing centers in that region, most notably France and Italy, have lost a great deal of their competitiveness in recent decades. A good example of this has been the move of many automotive manufacturing facilities from West Europe to countries such as Slovakia and the Czech Republic over the past 25 years, a move that has allowed these Central European countries to close the wealth gap with their western neighbors. In fact, almost all Central European countries have benefitted from the rapid expansion and modernization of their manufacturing industries during this period. In contrast, success has been more hit-or-miss in other areas of eastern and south-eastern Europe, with a few countries (most notably Romania) developing major export-oriented manufacturing industries, but with most countries in this region failing to match the success of their Central European rivals. Looking ahead, as West Europe remains an expensive place to produce goods, this region will remain the location of much of the growth of European manufacturing.
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 Key Economic Issue (part three): Ranking Emerging Market Manufacturing Locations
 Latin AmericaThe last region we will look at is Latin America, a region that has largely fallen well behind its emerging market rivals in Asia and Europe. There are many reasons for this poor performance by Latin American manufacturing centers. One, outside of Mexico, the region’s manufacturing sectors primarily produce goods for local markets, and growth in these markets has been relatively poor. Two, most Latin American manufacturing sectors trail their rivals in Asia and Europe badly in terms of competiveness, particularly in terms of infrastructure, costs and access to major export markets. Of course, Mexico’s manufacturing industries have benefitted from access to the North American market thanks to NAFTA, but this has failed to produce the levels of economic growth seen in many Asian emerging markets. Brazil is also home to a sizeable manufacturing sector, but dreadfully low competitiveness levels there have resulted in hard times for most Brazilian manufacturers in recent years. Outside of Mexico and Brazil, Latin American manufacturing centers are small and scattered, further hampering the ability of the region to develop large-scale manufacturing industries that can have a long-term positive impact on the region’s economic growth.
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 Regional Overview: North America
 Regional Summary:
 Tensions within the Trump Administration could see a number of prominent members of the US government leave in the near-future. The US Congress moved to prevent President Donald Trump from lifting sanctions against Russia. The Canadian dollar rose to a two-year high against the US dollar.
 Other Key Issues and Events:• United States-Russia: Last weekend, Republicans and Democrats in the United States Congress agreed on legislation that will limit President Donald Trump’s ability to lift sanctions against Russia. In addition, the House of Representatives also overwhelmingly voted in favor of imposing new sanctions against Russia, North Korea and Iran.
 • Canada: The Canadian dollar rose to a two-year high against the US dollar this week thanks to an improving outlook for the Canadian economy and the uncertainty over the Trump Administration’s ability to enact tax and healthcare reforms in the United States. This strong Canadian dollar raised fears of a loss of competitiveness for Canada’s manufacturing exporters.
 • United States: The United States Senate narrowly voted in favor of launching a debate on repealing the Affordable Care Act (Obamacare), with Vice President Mike Pence casting the tie-breaking vote. Republican Senator John McCain, who was recently diagnosed with a brain tumor, returned to the Senate to cast a yes vote.
 Issue to Watch:• United States: The first estimate of the United States’ GDP growth rate for the second quarter of this year will be released later this week.
 Lead Story: A Restless Administration in the US• Reports continued to surface that many key members of United States President Donald Trump’s administration, including Secretary of State Rex Tillerson and National Security Advisor H.R. McMaster, were increasingly disillusioned with their role in the administration and were preparing to resign in the near-future. • In addition, President Trump’s recent criticism of Attorney General Jeff Sessions also raised questions regarding his future in that position.• These developments have highlighted the deep divisions within the Trump Administration.
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 Regional Overview: South America
 Regional Summary:
 A massive general strike took place in Venezuela last week. The Colombian government hopes that the expansion of that country’s tourism industry will boost economic growth rates there. There were more woes for Brazil’s former President Luiz Inacio Lula da Silva.
 Other Key Issues and Events:• Colombia: The Colombian government is hopeful that the recent peace deal with the FARC rebel group and the reduction in the level of violence in that country will help to lead to a dramatic expansion of that country’s tourism industry. In recent years, the Colombian economy has proven to be dangerously over-exposed to fluctuations in the price of natural resources, resulting in the Colombian government’s efforts to diversify the country’s economy.
 • Brazil: This week, a judge in Brazil ordered that the country’s former President Luiz Inacio Lula da Silva have all of his assets seized. This followed his conviction earlier this month on charges of corruption, for which he was sentenced to nine-and-a-half years in prison.
 Issue to Watch:• Brazil: Falling inflation rates are expected to lead to another interest rate cut in Brazil this week.
 Lead Story: Venezuelan Politics• Millions of people in Venezuela took part in a massive general strike last weekend that was called after President Nicolas Maduro moved ahead with plans to hold an election for a new constituent assembly that will be charged with drafting a new constitution for Venezuela. • Meanwhile, the country’s opposition-controlled National Assembly appointed 33 new judges to the country’s Supreme Court, but the largely pro-government court claimed that it would not allow the 33 new judges to take their place on the court.

Page 9
                        

ISA Global Update #696 - 26th of July 2017 ISA (International Strategic Analysis) 9
 Regional Overview: West Europe
 Regional Summary:
 A strong euro is jeopardizing the Eurozone’s recent run of solid growth. Economic growth in the United Kingdom was a little better than expected in the second quarter of this year. The United States and Britain launched talks regarding a bilateral free trade deal. Sweden’s government suffered a major data leak.
 Other Key Issues and Events:• United Kingdom: Economic growth in the United Kingdom slowed to 1.7% on a year-on-year basis in the second quarter of this year, but did accelerate to 0.3% on a quarter-on-quarter basis. While the UK’s construction and manufacturing sectors endured a difficult second quarter, the country’s service sectors performed a little better than expected.
 • USA-UK: This week, the United States and the United Kingdom held the first round of talks for what both sides hope will be a free trade deal between the US and the UK. However, the UK will not be able to officially sign a free trade deal with the United States or any other country until it has completed its withdrawal from the European Union.
 • Sweden: Sweden’s government, led by Prime Minister Stefan Lofven, was rocked by a massive data leak that resulted in huge amounts of information regarding military personnel, national defense plans and witness protection details being released to the public.
 Issue to Watch:• France: The far-right National Front in France has re-affirmed its opposition to France’s membership in the European Union.
 Lead Story: The Danger of a Strong Euro• Concerns are mounting in the Eurozone that the strong economic performance of the past few months could be in jeopardy, largely due to the strengthening of the euro. • Already, businesses have reported that their growth has slowed in recent weeks and business confidence levels have begun to fall after soaring earlier this year.• The euro has strengthened in recent months thanks to the relatively steady performance of most Eurozone economies, as well as the uncertainty surrounding the economic outlook in the United States and elsewhere.
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 Regional Overview: Central and East Europe
 Regional Summary:
 Poland’s president vetoed two controversial judicial reforms. Russia and China carried out joint naval exercises in the Baltic Sea. Hungary vowed to support Poland in its disputes with the European Union. The Albanian government launched a crackdown on the cannabis trade in that country.
 Other Key Issues and Events:• Russia-China: Russian and Chinese naval forces carried out a joint exercise in the Baltic Sea last weekend, the first time that China has engaged in such exercises in this region. These exercises took place at a time when tensions between Russia and its neighbors in that region have risen to very dangerous levels.
 • Poland-Hungary: Hungarian Prime Minister Viktor Orban announced that his country would side with Poland in that country’s recent disputes with the European Union, reciprocating an earlier pledge of support for his government from Poland.
 • Albania: The government of Albania launched a major crackdown on the cannabis trade due to growing criticism of the government for its lack of efforts to stem the drug trade in Albania. This is part of that country’s efforts to improve its chances of receiving an invitation to join the European Union in the near-future.
 Issue to Watch:• USA-Ukraine: US government officials have suggested that the US could send arms to Ukrainian forces battling against Russian-backed rebels in eastern Ukraine.
 Lead Story: Poland’s Presidential Veto• This week, Poland’s President Andrzej Duda vetoed a new law that would have allowed Poland’s conservative government to appoint Supreme Court judges without any oversight.• In addition, President Duda vetoed a law that would have forced all Supreme Court judges to step down.• However, he did approve a law that would give the government the power to hire and fire lower court judges.• Before this veto, the European Union had threatened to impose sanctions against Poland if these proposed reforms were not abandoned.
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 Regional Overview: Middle East and North Africa
 Regional Summary:
 Qatar’s emir called for talks with the countries that have imposed a blockade on his country. De-escalation zones began to be established in Syria. Tensions rose in Jerusalem around the Haram al-Sharif/Temple Mount holy site. Libya’s rival governments agreed to a preliminary ceasefire.
 Other Key Issues and Events:• Syria: De-escalation zones began to be established in Syria in a bid to bring peace to some areas of that war-torn country. This week, Russia deployed military forces to de-escalation zones in southern areas of Syria near to the capital, Damascus. The establishment of these de-escalation zones was agreed upon during peace talks in Kazakhstan earlier this year.
 • Israel-West Bank: Muslims continued to boycott the Haram al-Sharif (Temple Mount) holy site in Jerusalem after Israel set up metal detectors at the site in the wake of the killing of two Israeli policemen by an Arab-Israeli earlier this month. In addition, major protests by Muslims in Jerusalem continued this week as tensions in that city remained dangerously high.
 • Libya: This week, Libya’s rival governments agreed on terms for a conditional ceasefire, with the hopes that this can bring an end to the conflict that has raged in Libya since the overthrow of long-time dictator Muammar Gaddafi in 2011.
 Issue to Watch:• Gaza: Deteriorating living standards in Gaza could fuel a new round of unrest in that territory in the coming months.
 Lead Story: Qatar Standoff Continues• Last week, the emir of Qatar called for negotiations with Saudi Arabia, Egypt, Bahrain and the United Arab Emirates in order to end their boycott against his country. • Earlier, the Saudi-led group withdrew some of its demands on Qatar, but tensions between the two sides remain high. • In addition, Turkey’s President Recep Tayyip Erdogan visited the Arabian Peninsula and called for an end to the standoff between Qatar and the four Arab countries.
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 Regional Overview: Sub-Saharan Africa
 Regional Summary:
 20% of Congo-Kinshasa’s mining revenues have disappeared over the past three years. Northeastern Nigeria’s food crisis continues to worsen. Tanzania’s government is demanding more tax payments from mining firms in that country. Nigeria’s president is expected to return to his country next month.
 Other Key Issues and Events:• Nigeria: The food crisis in northeastern Nigeria continued to worsen as the Boko Haram insurgency continued to destabilize much of that region. It is estimated that between five and six million people in that region are in need of food aid, and the situation in that region is expected to worsen in the coming weeks.
 • Tanzania: The government of Tanzania announced this week that the Canadian mining firm Acacia owes it $190 billion in taxes, penalties and interest. This followed threats from Tanzania’s President John Magufuli to shut down all gold mines in his country over claims of tax evasion on the part of foreign mining firms operating in Tanzania.
 • Nigeria: Members of the Nigerian government indicated that Nigerian President Muhammadu Buhari would return from the United Kingdom to his country sometime next month. He has spent much of this year in London receiving treatment for an undisclosed medical issue.
 Election to Watch:• Congo-Brazzaville: The second round of voting in Congo-Brazzaville’s parliamentary elections will take place this weekend.• Senegal: Parliamentary elections will take place this weekend in Senegal.
 Lead Story: Congo’s Missing Mining Revenues• According to a new report, 20% of the mining revenues of Congo-Kinshasa have disappeared over the past three years as a result of rampant corruption and mismanagement. • These missing revenues were linked to Congo’s state-owned mining company, Gecamines, which has close ties with Congolese President Joseph Kabila.• Mining accounts for nearly all of Congo-Kinshasa’s export revenues and is the primary driver of economic growth in what is one of the world’s poorest countries.
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 Regional Overview: Central and South Asia
 Regional Summary:
 Ram Nath Kovind was elected as the new president of India. A suicide bomber struck a vegetable market in the eastern Pakistani city of Lahore this week. Yet another bomb attack took place in Afghanistan’s capital city. 16 Afghan policemen died in a US air strike last week.
 Other Key Issues and Events:• Pakistan: 26 people died this week when a suicide bomber on a motorcycle struck a vegetable market in the eastern Pakistani city of Lahore. It was reported that the bomber was likely targeting police who were working near to the market. Afterwards, the Pakistani Taliban claimed responsibility for this attack.
 • Afghanistan: At least 30 people were killed when a car bomb exploded in the western part of Afghanistan’s capital, Kabul, this week. The bombing took place in an area of that city that is largely populated by Afghanistan’s Shiite Hazara minority. This was just one of a series of deadly attacks to have taken place in Kabul in recent months.
 • Afghanistan: 16 Afghan policemen were accidentally killed in a US air strike in the southern Afghan province of Helmand last week. This air strike took place as Afghan security forces were battling Taliban militants in a small village in that province.
 Issue to Watch:• Kazakhstan: Foreign investment in Kazakhstan is expected to rise significantly in the coming years, both from neighboring countries such as China and Russia as well as from further abroad.
 Lead Story: India’s New President• As expected, Ram Nath Kovind was elected as the new president of India last week, becoming the first member of the lowly Dalit caste to ascend to that position.• Prior to his surprise nomination by India’s ruling BJP party, President-elect Kovind was largely unknown to most Indians outside of the state of Bihar.• While the presidency in India is largely a ceremonial position, it is expected that he will champion causes linked to improving the living standards of poorer Indians.
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 Regional Overview: East Asia and the Pacific
 Regional Summary:
 North Korea’s economy expanded at its fastest pace in 17 years, despite international sanctions. Foreign investment in Indonesia continues to grow. North Korea faces the prospect of major food shortages in the coming months. Three Australian government officials resigned due to their dual citizenship.
 Other Key Issues and Events:• Indonesia: Foreign investment levels in Indonesia rose to record levels in the second quarter of this year and are expected to continue to rise in the coming months and years. This is due to plans by the Indonesian government to ease restrictions on ownership rules for foreign companies in a number of sectors of that country’s economy, as well as for the improving outlook for growth in Indonesia.
 • North Korea: The United Nations warned that North Korea faced severe food shortages as a result of the worst drought in that country since 2001. The UN warned that North Korea would need emergency food aid, but this could be hampered by the current standoff between North Korea and the international community.
 • Australia: Three prominent Australian government officials resigned in recent days as a result of having dual citizenship. This was the result of a renewed focus on the fact that, under Australia’s constitution, a person cannot hold a federal government position if they hold citizenship in another country outside of Australia.
 Issue to Watch:• USA-North Korea: The United States’ decision to ban US citizens from visiting North Korea was seen by some as a sign of a potential US attack on that country.
 Lead Story: North Korea’s Economy Grows Despite Sanctions• Despite international sanctions, North Korea’s economy expanded by 3.9% last year, according to South Korea’s central bank, which calculates North Korea’s national accounts. • This was the fastest rate of economic growth in North Korea in 17 years and was the result of higher export revenues to China and a stronger performance by the country’s mining and energy sectors.• The fact that trade ties with China have expanded this year will likely anger the United States and its allies, who have called on Beijing to do more to stop North Korea’s nuclear and missile programs.
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 Statistics in Focus: Brazil’s Consumer Market
 Chart: Retail Sales Growth Chart: Disposable Income
 Source: ISA Economic Forecasts, national statistics
 Consumer confidence in Brazil has been badly shaken by the country’s recent run of economic and political troubles. This has stunted the growth of Brazil’s middle class and led to a much worse performance by the country’s retail sector in recent years.
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