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Abstract
Over the previous decade the collection of countries known as the BRIC
nations has worked togetl‘ier to advance social and economic agenclas. These
four nations represent unique clﬁallenges and immense opportunities for MNC’s
searcl1ing to expancl their business into these countries. This paper reviews these
opportunities and cl*lallenges in the context of the fertilizer inclustru and provioles
an overall outlook for this international market. Recommendations are provideol

for how an international business miglﬁt succeed in each of the BRIC nations.

Keuwords: BRIC, fertilizer, international policg, trade tlﬁeorg, globalization

Paper classification — Research, Theoretical framework, Globalization
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As populations in cleveloping nations continue to grow, so does the glol)al
demand for food. Suppluing this increased demand will require more efficient

means of grain procluction. Seed companies continue to manipulate seed genetics

to increase gielol, chemical companies are creating more targeteol herbicidesand

pesticicles to reduce crop failures, and fertilizer manufacturers around the world
are increasing, procluction capacitu in response to demand. The BRIC countries
(made up of Brazil, Russia, India, and China) constitute much of this increased
demand for both food and fertilizer. This creates both evolving cnallenges and
new opportunities for gloloal fertilizer companies operating in these nations. The
purpose of this paper is to describe the fertilizer market conditions in the BRIC

countries and to assess the opportunities unique to each countru.

BRIC Countries
From Concept to Political Realitu

BRIC is an acronym that stands for the four nations Brazil, Russia, India, and
China. The name originatecl in 2001 with Goldman Sachs market analgst Jim O’Neill
inan attempt to iclentiicu the four most influential entities representing emerging
markets at the time. (Mielniczuk,

2013). O’Neill claimed that these markets would be safe areas in which to invest
during the first part of the current century.

The term BRIC was created to represent emerging markets where investors
could focus their capital. This begs the question - what do the BRIC countries
have in common that make them such a viable alternative to other markets? On
the surliace) tlweu dor’t seem to have much in common. Tl1e9 are geograpliicallu
separateclJ culturallu unique, and conduct business in distinctlu different a
ways (Ralston, et al, 2015). Moreover, Aiplomatic tensions can sometimes 09

dominate the relationsl'iips among BRIC countries (5parl<s, 2015). |
Their ostensible commonalities of population and economic size are far ﬂU
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outweiglﬁed bu the differences between each of them (Stuenkel, 201%). So what
contributes to investor stabilitu’? Elfakhani and Mackie (2015) suggest that three
elements make these nations viable investment environments: strong financial
cnaracteristics, solidified social institutions such as healthcare and education, and
protection of individual and corporate property rignts.

Since its inception as a collective over a decade ago, the group has become
more economica”u integrateo]. From 2002 to 2012, trade between the BRIC
nations increased 1,000% to approximatelu $320 billion annua”g (IMF, 2011).
Pernaps more importantlu, nowever, the BRIC nations have come togetner to
cooperative politica“g, in an attempt to advance common social agenclas. l:o”owing
the first BRIC summit in 2008, the nations have met each year to discuss such
politics. Common themes from these summits include a call for “non-intervention,
tecnnologu transfer to promote development, povertu a“eviation, reform of the
security council, restructuring of the institutions of economic global governance,
... [and] respect for international law” (Mielniczuk, 2013, P- 1087).

Brazil

The global increase in natural £as, a main feedstock for nitrogen—-basecl
fertilizer production) has made Brazil less competitive in the procluction of
nitrogen~basecl fertilizers (Protti~Alvarez) 2014) . Natural £as s expensive in Brazil
comparecl to global prices —in March 2015, the landed price of natural gas was
$6.51/MMBtu in Rio de Janeiro, while it was $2.70/MMBtu in the United States
(Waterborne Energy, 2014). The nitrogen~baseol fertilizers tneu do operate are
becoming less competitive, while alternatives for exporting these tons continue to
diminish.

Brazil’s growing Population continues to fuel an annual 4% increase in

fertilizer de ano], but tneg continue to reduce production capacitu bu 33% each
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year. Consequentia”u, Brazil imports 70% of its fertilizer needs (Protti-Alvarez,

. As a developing nation, Brazil lacks a surticient infrastructure to impor
2014). As a developing nation, Brazil lacks a sufficient infrastructure to import
fertilizer at major ports and to transport it inland, and tneu are taltering in making)
investments in this regarcl to reduce constraints (Stewart, 2014). Logjstics has N
become the major cna“enge to buging and se”ing fertilizer in Brazil.

While Brazil lacks the competitive advantage in nitrogen~based fertilizer
procluction, tneu are unicluelu efficient in the proouction of ethanol. Thisis
because tneu prooluce ethanol from sugar-cane, instead of the corn-based
ethanol produced in the United States. Sugar cane-based ethanol has an ener

P & &Yy
balance that is seven times greater than corn-based ethanol, which signiﬁcantlg
reduces operating costs (Mejean & Hopej 2010).

Ricardo (1817) suggests that a nation should procluce more of and consume less

of the goods in which tneu have a comparative ac]vantage. For Brazil, this means
an opportunitu exists to emplou a countertrade strategy with the United States.
Brazil should increase sugarcane production and import nitrogen~ba5e<ﬂ fertilizers
from the United States. In 2013, the United States reduced Brazilian imports of
ethanol }:)9 40%, and became a net exporter of the commoditu (Hi”, 2014). As

a result, the Brazilian government increased tax breaks to ethanol exporters

(Fox News Latino, 2014). These two countries would be better of f Increasing
production in the goods where theu have the comparative acﬂvantage and trade for
what tneu do not.

Russia

Russia poses signiﬁcant risks to international companies wislﬁing to conduct

business there. Russia is experiencing a currency crisis and the overall econom
P S Y v,
has been hurt bu the lowest manutacturing output in five years (Di
®
Christo nerj 2015). Inresponse, Russia is expected to impose currencyand G
P P P P Y

capitol controls to curb the problem. Political unrest between Russia and

Ukraine has created supplg disruptions of fertilizer — an estimated 25-40% ﬂU
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reduction in nitrogen exports from the regjon as a result (Quinn 2015).

Russian President Vladimir Putin continues to nationalize the energy sector,
most recentlg t]*irougl"i the bu3~out of BP’s oil assets in the countrg (Frum, 2012).
This has deterred investors in all energ9~re|ateci industries (incluciing fertilizer)
from investing in Russia. Moreover, Russian exports are hindered bg international
trade barriers) most notab|9 the Protective anti~dumping duties imposed bg

the United States (Quinn, 2014b) . Rampant corruPtion and slow bureaucratic
processes also hinder business for international firms oPerating in the country.

In regards to SPCCi]CiC cha”enges to the fertilizer in&ustrg in Russia, credit
seems to be a major issue. This includes a taltering consumer credit market
(Kobzeva & Winning, 2014), business loan market (Blakewell, 2014, and the
national credit rating of Russia, which was recentlg c[owngradecl tojunk status bg
the S&P (Roonegj 2015). The struggling credit market in Russia makes it difficult
for exporters to attain lines of credit necessary to secure traditional export
tinancing (Ring, 199%).

While Russia seems committed to continuing the Production of nitrogen-~
based icertiiizer, theg will need to find new ways of exl:)orting the Prociuct. Tneg
are a nation that is asset neavg and cash poor. The opportunitg for international
fertilizer traciing coml:)anies therefore lies in collateralized-debt contracts. This
means credit defaults result in a icoreign entity owning Russian Production assets,
and would most iikelg be inclined to sell those assets to (Presumablg} a Private
party within Russia in order to recoup cash losses.

India

OPerating in the India requires an understanding of the extensive nistorg

of government intervention in the fertilizer inclustrg. The Indian government has

imPIemente Poiicies in the past which include “retention Price schemes, decontrol

8l

of Prices) nutrient-based Pricing, [anci] nutrient based subsidies” (Praveen, 2014,

p- 16%). This has created uncertaintg in the market as the market-based factors

are skewed bg intervention. Other cna”enges that exist in the Indian market is

a reduction in farmable land due to growtn of major cities, as well as snrinking N
reserves of water used for irrigation (NAAS, 1997).

The growtn rate in fertilizer consumption within India between 2001 and 2010
averageci 5.86% per year (Praveen, unknown). Demand increased bg six million
metric tons c]uring that span, but Procluction onlg increased bg two million metric
tons. Inresponse to this growtn in demand, India has continued to add Procﬂuction
capacitgj and theg currentlg operate one of the most efficient and niglﬁlg utilized
assets in the globai market. However, tneg do have a few Plants that are under-
utilized and use older tecnnology. This creates opportunities for international
fertilizer companies to address this increase in demand that is currentlg being
satisfied via imPorts. Foreign direct investment can bring needed caPital to the
country to imProve the weaker Pro&uction assets, either in the form of greenﬁeid
Prociuction to replace the old Plants or to upgrade these existing assets with
toreign tecnnologg.

China

Not onig is China the most Popuious country, it also has a rising standard of
iiving and growing urbanization — all contributing factors to the country’s increased
need for food (USDA, 2015). As standards of living rise, Chinese citizens
have switched from a Plant~basecl diet to an animal based diet, which requires
more grain (as animal feed) to Procluce. In response to this demand, China has
increased Prociuction capacity over the last decade to become the world’s iargest
Prociucer of nitrogen~based fertilizers (Quinn, 2015). Production capacit9
is 131 million metric tons per year, but domestic demand is onlg 74 million 09

metric tons (Tan, 2015b) creating an oversupplg in China, leaving them to
export the remainder. ﬂU
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One of the cha”enges that international fertilizer companies have faced in
the Past has been the Chinese government’s inclination to impose trade barriers)
creating additional market volatilitg. Deslaite the oversuplalg, China regularlg has
seasonal outages. This forces them to close the door on exports with ]’:igh expor‘c
tariffs, on|9 to droP them again after the season (Tan, 2015a). An additional
cha“enge in China is soll contamination, which reduces grain 9ield5 and usable land
for growi ng crops (Patton, 2014).

Maintaining an a&equate food supplg IS imPortant for the Chinese
government. This requires them to import much of their grain needs, in Particular
from the United States and Brazil. Theg are expectecj to represent 40% of the
rise in global corn demand over the next ten years (USDA, 2015). The opportunitg
for China lies in a countertrade scheme in which theg trade more fertilizer to the
United States while Increasing grain imports from the same. The reason lies in
the comParative advantage of each nation. The United States is more efficient
in Proclucing corn, for example, atan average 3ield peracre of 150 bushels (Ag
Professional, 2013). China’s average 9ield per acre is 100 bushels, and this lower
3ield comes in despite of a higher Chinese application rate per acre than farmers
in the United States. A”owing the United States to Procluce grain and trade for
fertilizer from China would add value to both nations’ trading overall economy 139

utilizing their coml:)arative advantages.
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