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The BRICS 1 Summit meeting in Durban, South Africa in late March 2013 announced
the desire to establish a ‘New Development Bank’ that could ‘mobilize
resources for infrastructure and sustainable development projects in BRICS and other
emerging economies and developing countries’2.
This was the Fifth Summit-level
meeting for the grouping and the theme for this year was “BRICS and Africa: Partnership
for Development, Integration and Industrialisation”3. In addition to the bank, the
BRICS grouping also announced the construction of a financial safety net (with an
initial size of US$ 100 billion) through a Contingent Reserve Arrangement (CRA)
amongst BRICS countries aimed at forestalling short-term liquidity pressures, and
strengthening existing international arrangements as an additional line of defence 4. The
CRA is mooted to pool reserves based on individual contributions from China ($41bn),
Brazil, India and Russia (US$ 18bn each) and South Africa ($5bn)5. China’s top
banker, Chen Yuan, governor of the China Development Bank, is expected to be the top
boss in transforming the BRICS Bank from plan to reality6. Interestingly the plan to
create the new bank was introduced formally at the March 2012 Delhi BRICS
Summit7, even as the idea itself was mooted by India at the BRICS finance ministers’
meeting in Mexico earlier that year8.
Some of the reactions to this initiative have been sceptical – ranging from the mild
(‘BRICS trying to reduce their reliance on Western financial institutions’9) to the
critical (‘BRICS offering a co-ordinated challenge to western supremacy in the world

economy’10), to the outright acerbic (‘BRICS being a direct challenge to the dominance
of the World Bank and the International Monetary Fund’11). That the countries
comprising this initiative reflect the classic mismatch between strong democratic
traditions (as in India, Brazil and South Africa) and autocratic political systems (as in
Russia and China), is one of the key arguments levelled against an optimistic outlook on
the BRICS bank12.
Using Helleiner’s schema13 on Global Economic Architecture (GEA) as reference,
it is fairly evident that the BRICS development bank is not being pushed as a
revolutionary alternative to the existing financial system (Bretton Wood's institutions –
the International Monetary Fund and the World Bank). Instead, what we have at present
is an agreement on establishing a BRICS Development Bank, which would serve as
the first formal institution for this informal grouping called BRICS 14. Both at the
stage of conceiving this idea in New Delhi in 2012, and at the Durban Summit where the
idea was formally adopted, the proposed bank has not been projected as a challenge to the
existing GEA. The Delhi Summit declared that this bank will “supplement the existing
efforts of multilateral and regional financial institutions for global growth and
development”15. The keyword is reform. The BRICS countries have declared (Articles 13
and 15 from the Durban Summit declaration) that,
“We call for the reform of International Financial Institutions to make them
more representative and to reflect the growing weight of BRICS and other developing
countries... We support the IMF to make its surveillance framework more integrated and
even-handed... We reaffirm our support for an open, transparent and rules-based
multilateral trading system” 16.
A necessary reform
This call for reform, as opposed to an outright challenge to the existing
institutional mechanisms is desirable and reasonable. All of the BRICS members have
benefitted from the rule-based governance of the existing international financial and trade
mechanisms, whatever the drawbacks. China’s rise as the world’s largest manufacturer
today is directly related to its commitment to undergo drastic reforms both internally and
in acceding to the World Trade Organization (WTO). Russia, most recently, joined the
WTO implying that it is further committed to bring its trade laws and practices into
compliance with established multilateral trade rules. Others too have benefitted
immensely from the existing institutional structure. However, the major problem is
that these turnaround economies (from being among the largest and poorest in the
world at the turn of the century) remain underrepresented in institutions which were
conceived originally for a different set of actors and in a different setting (post-WW
II). But that was then. BRICS today account for 27 percent of global purchasing
power, 45 per cent of the world's work force, 11 percent of global crude oil reserves,

29 per cent of natural gas, and 43 per cent of coal deposits17. BRICS have also
become important sources of outward investment with outward FDI rising from US$ 7
billion in 2000 to US$ 126 billion in 2012 i.e. 9 per cent of world flows from just 1 per
cent a decade earlier18. In terms of overall FDI outflows, BRICS account for one-third of
those from developing and transition economies, while as recipients of FDI stock
BRICS countries account for 11 per cent of global FDI stock19. Most recently, BRICS
nations pledged US$ 75 billion to boost the IMF's crisis reserves to support the
Eurozone 20.
Yet, within international financial institutions, this transformation of the global
economic, landscape vis-à-vis BRICS is not fully reflected. If we examine the quotas
for BRICS in terms of Special Drawing Rights (SDRs)21 and their vote-share in rulesetting at the highest level, and compare it to the US, Japan or even Britain, the
allocation in the IMF is unfair (Figure 1). Brazil, China, and India had 19 per cent fewer
votes than Belgium, Italy, and the Netherlands collectively, despite their 21 per cent
more nominal GDP, 400 per cent more
purchasing power GDP, and 2800 per cent more population22.
Figure 1: BRICS: SDRs and vote-share at the IMF

Source: Author; Dataset: IMF

While there have been efforts to reform this anomaly in quota and votes by the IMF
(in April 2008 and November 2010), this is only at a proposal stage (pending ratification)
and that too aiming at a nominal shift of 6 per cent of the quota to emerging markets and
developing countries23.
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international financial institutions, there is also a development imperative that this bank
would be able to fulfil. If we examine the economic performance of the BRICS
economies in comparison with the developed world, the shortfall of overall growth is
evident despite the impressive growth rates (Figure 2).
Figure 2: Gross domestic product [2011; US$ millions; Rank; country code]

Source: Author; Dataset: World Bank

On basic needs indicators, the gap is wider still. Emerging-market economies
and low- income countries face a situation where 1.4 billion people still have no
reliable electricity, 900 million lack access to clean water, and 2.6 billion do not have
adequate sanitation – added to the onerous task that much of this infrastructure
investment

has to

be environmentally sustainable24. By the IMF’s own account the

target of reducing the extreme poverty rate i.e. percentage of people living on less than
US $1.25 a day to 3 per cent by 2030, is ambitious depending both on strong growth

rates across the developing world, as well as translation of such growth into poverty
reduction25.

If the infrastructure spending does not rise from the current levels of US

$800 billion to at least US $2 trillion annually in the coming decades, it will be
impossible to achieve long-term poverty reduction and inclusive growth26.

Currently, 42 per cent of BRICS outward FDI stock goes to developed countries
(34 per cent in the EU itself)27, while 43 per cent is directed to their neighbouring
countries in Latin America and the Caribbean, East Asia, South Asia and transition
economies28. The actual FDI linkages between BRICS countries are not impressive
(Figure 3) although the trend shows an encouraging rise. BRICS partners’ share of the
outward FDI stock that went to BRICS rose from 0.1 per cent to 2.5 per cent [from
US$ 260 million in 2003 to US$ 29 billion in 2011; Table 1]29. Clearly, therefore, an
additional institutional mechanism that supplements the existing GEA, with an added
source of financing on terms favourable to the participating member-grouping is a
necessary reform.

Figure 3: BRICS and FDI stock patterns (2011; per cent)

Table 1: Features of Intra-BRICS FDI
Country
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From paper to reality
Later in September 2013, a review of the progress made on both the Bank and the CRA would
be made by BRICS members on the sidelines of the G-20 Summit 31. At present the Finance
Ministers and Central Bank Governors from BRICS have been tasked with negotiating and
concluding the agreements which will establish the Bank and the CRA. While the need for such
reform has been outlined earlier, in order to arrive at a functional financial arrangement for BRICS
(and other developing countries), it is important to underscore two cardinal principles, namely,
institutional efficacy and institutional purity. Three issue-areas which have been flagged as
problematic on course to realizing this financial arrangement relate to the specifics of fund
contribution towards bank seeding, fears on China’s domination of the bank, and the actual location
of this bank32.

It maybe pointed out that on the matter of seed capital, there is yet no agreement between
members on either the size of the seed capital (though an amount of USD 50 Billion as seed capital
has been discussed in media reports on the issue) or on the physical location to host this proposed
bank . The authorized capital of any bank comprises an element of “paid-in capital” (seed money;
individual member contributions acting as the bank’s cash reserves) and “callable capital” (funds
that are pledged as guarantee for any bonds issued by the bank to raise funds in the capital
markets for its lending program). In the case of the BRICS development bank, ideally, the
burden of the seed capital should be distributed equally and not based on the country’s wealth and
projected growth. The element of “callable capital” can be the main vehicle for raising funds
subsequently. Equal distribution of the seed capital would ensure equal voting rights. The latter
would ensure that countries are not faced with an IMF-like situation where contributions determine
quota and voting rights.

The seed capital plan could therefore be modest at the outset, allowing most members to
contribute equal shares, and without diverting much needed capital from economic growth
requirements domestically.

The callable capital could be raised by borrowing from capital

markets elsewhere. This is one of the aims of the Bank i.e. to borrow from global capital
markets by issuing bonds as a non-resident borrower in the United States, Europe, Hong Kong
and elsewhere33. However, this may not be as efficacious as World Bank bonds (which are AAArated;

guaranteed by 180 member states) at the outset. BRICS being a smaller set of

developing economies and, clearly, with a modest profile of guarantors, could begin with
pooling funds which could then be used to underwrite the sovereign ratings of the BRICS over
time34.

While the Finance Ministers and Central Bank Governors from the member-countries would
deliberate on the matter of both fund contribution and actual physical location of the bank, before
arriving at any operational consensus the operative factor which requires greater discussion is
whether China is favourably placed in deriving greater benefits including, among others, from
internationalizing the renminbi (RMB) through this platform. Certainly, given the rise of China as
the world’s largest exporter and manufacturer, one would have to get used to the RMB being
increasingly used as a settlement currency and/or in swap arrangements35. However, to
presume that the RMB would acquire a status as an alternate reserve currency i.e. a store of value
such as the US Dollar (or hitherto the British Pound), through the BRICS bank requires a great
leap of faith owing to China’s weak financial system and lack of international policy
credibility in this matter. Internationalizing the renminbi in any real sense is not possible unless
China becomes a net importer of goods and net exporter of capital36. This would

imply

reversing the current export-driven model of growth, and on the part of recipients it would mean
accumulating RMB assets in significant amounts – none of which is happening anytime soon.
Nonetheless, the BRICS bank will remain an important institutional arena for China, in whatever
small manner, to gradually allow the Yuan to become a more international currency (emphasis
added) to be accessible to foreign banks, who could then invest in China’s interbank bond market.
Quid-pro-quo clearly requires China to address the concerns of other economies in this membergrouping, and somewhere its financial heft has to be balanced with the requirements of the other
members for some level of institutional purity to be established. Ultimately, the success of the Bank
depends on a big ‘if’ relating to China being able to address its own financial reforms, and
demonstrating respect for mutuality of interests for the members in the institutional set-up.

While institutional purity is, therefore, a necessary condition for cohesion in this grouping, it
is not sufficient. The BRICS has to be watchful of the institutional efficacy of this
arrangement.

For

instance,

China

is

often

blamed

for

offering

no-strings-attached

development aid, particularly in Africa, as opposed to the conditional aid from development banks
or multilateral lending37. While development aid from the North too has its share of critics, and

which is one of the reasons for the call for reform, the onus is on the proposed BRICS bank to
establish safeguards and covenants (ex-ante and ex-post) that apply throughout the borrowing
period and towards repayment, in addition to policy adjustments that are rule-based
equitable38.
arrangements

and

Clearly, the most immediate precedent for BRICS to structure these institutional
is the Chiang

Mai Initiative

common factor in both. That arrangement

Multilateralism (CMIM)39, with China as a

is also based on a reserve fund, where foreign

exchange is earmarked for crisis prevention but held in separate national accounts40. The operational
principal for withdrawal of funds is that only 30 % of the amounts can be withdrawn without an
IMF program in place, as per the latest revisions introduced in 201241. Clearly, linking any
drawing beyond the eligible funds to IMF guidelines serves as a “de facto” conditionality
against lax economic policies42. Keeping the reform agenda intact, the BRICS bank too should not
lose sight of IMF linked and de-linked portions, while at the same time ensuring autonomy in
financial management.

The other aspect of institutional efficacy is inclusiveness. There are several other countries
which have immense promise in terms of future economic prospects from the ‘developing’ camp
itself (Indonesia, Mexico, Malaysia, Turkey, the Philippines, Thailand, Vietnam, Colombia,

and

even Nigeria to name a few). Institutional efficacy also implies that the structure of the BRICS
development bank should, ultimately, allow the bank to be the vehicle of development finance for
this new tier of emerging markets, even though some of these economies represent lower levels of
opportunity at present. Only such an approach would ensure that the BRICS development bank,
as an institutional arrangement, reflects pareto-improving reforms43.

These guidelines (as well as other institutional components such as the AMRO surveillance
for the CMIM) should inform the BRICS bank initiative, in order that national and regional decisions
are more coherent globally, and initiatives such as the BRICS development bank do not end up as a
race to the bottom in the name of more role-play for the developing world.

This would also ensure that the BRICS bank is proactive (bottom-up) in setting the agenda
for improved global economic governance44. The idea is not to relieve developed countries of their
responsibilities, instead the BRICS development bank alternative should be promoted as an agency

that provides a fillip to the shortfall (and delay) of assistance from developed countries45. The
Bank, in fact, could emerge as the prime vehicle to deliver the ideational role for BRICS, securing
greater leverage in the UN, WTO, G20, and the various multilateral finance initiatives. In the
short term, then, member countries would do well to agree on key issues regarding the operating
activities of the bank (practical setting up of the bank). The medium

term

goal,

clearly,

is

financing of economic development, job creation and urbanization inside the BRICS, widening
its geographical reach eventually46.
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