
Guest post: does the world really need a Brics bank?

By Ousmène Jacques Mandeng, Pramerica
Investment Management

Leaders of Brazil, Russia, India, China and South
Africa are expected to ratify an agreement this week
that would establish a Brics bank at the Brics
summit in Fortaleza, Brazil.

Development finance is already crowded. Apart
from the multilateral and regional institutions,

there are several such sub-regional institutions as the Caribbean Development Bank,
the Islamic Development Bank and myriad national development banks like China
Development Bank and Brazilian Development Bank (BNDES). BNDES is now much
bigger than the World Bank in terms of gross disbursements; it even has branches in
South Africa, the UK and Uruguay.

Overlap and duplication, conflicts between national, regional and multilateral
interests are frequent and unavoidable – making the case for another development
bank underwhelming.

Nevertheless, the fast pace of change in the global economy – in particular the
growing size and power of emerging markets – raises the question of whether
existing development institutions can change quickly enough to remain relevant.

The uplands of development finance is still occupied by institutions dominated by
advanced economies. This holds for multilateral institutions such as the
International Monetary Fund (IMF), World Bank Group, Bank for International
Settlements and the major regional bodies including the Asian Development Bank
and European Bank for Reconstruction and Development (EBRD). Other regional
institutions such as the Inter-American Development Bank, African Development
Bank still rely on advanced economies for leadership and funding. The world has
changed a lot since the creation of the EBRD — the last major development bank to
be established in 1991.

The IMF still stands out. Its focus on bi- and multilateral surveillance and ability to
mobilise quickly short-term emergency liquidity assistance is unmatched. It
nominally remains the main body to offer a mechanism for international monetary
cooperation, though recent history is marked more by failure than success. But the
IMF has seen more regional competition with the establishment of the European
Stability Mechanism (ESM), and faces potential challenges in the future from the

Home UK World Companies Markets Global Economy Lex Comment Management Personal Finance Life & Arts

Columnists Analysis Opinion The A-List Editorial Blogs Letters Corrections Obituaries Tools

Jul 15, 2014 7:03pm by guest writer

12 Tweet 44 17ShareShare 21

What can we learn from
the way people park?

Thai consumer sentiment
skyrockets since coup

How to normalise African
aviation

Smoothing rough trade
without the WTO

Mexico: Coca-Cola’s
billion-dollar-a-year fizz

H
ig

hl
ig

ht
s

Guest post: does the world really need a Brics bank? – beyondbrics - Blo... http://blogs.ft.com/beyond-brics/2014/07/15/guest-post-does-the-world-re...

1 of 7 7/18/2014 7:47 PM



ASEAN+3 Macroeconomic Research Office (AMRO) and the Latin American Reserve
Fund (FLAR).

The Brics have already agreed on a Contingent Reserve Arrangement to provide
short-term balance of payment support as a financial safety net, but it is far from the
needed size to be effective.

Nevertheless, the IMF has been the focus of discontent about pending reforms,
especially of multilateral institutions. Many maintain that the persistent influence by
advance economies has biased the IMF’s policy thinking, recommendations and
interests to the point it will unlikely be overcome. The IMF quota reforms aim to
address these criticisms in part by shifting voting power and control more towards
emerging markets to reflect their growing weight in the global economy. Although
initiated in 2006 and adopted in 2010, these reforms await ratification by the U.S.
Congress. This may be the main motivation for a Brics bank.

Initial revelations about the Brics bank suggest that it will focus on development
finance. However, this may add little value and risks further duplication. It also
raised a question about whether more development finance resources are actually
needed. While there are still many development challenges, those may have less to
do with the lack of financial resources than with their distribution and, in particular,
the importance of non-financial factors.

The financial world is still “round.” The asymmetry between economic and financial
developments remains one of the most remarkable features of the global economy.
Brics and other emerging markets have remained painfully dependent on the main
financial centres and major international currencies to intermediate trading and
investment flows.

To have a meaningful impact, a Brics bank should focus on building a financial
infrastructure that connects Brics countries and other emerging markets. Earlier
agreements among the Brics national development banks to offer finance in local
currency to each other was a start. China’s push to make the renminbi an
international currency would also be a key element.

If the Brics could establish a solid financial infrastructure, it would help overcome
the main constraints of the global financial architecture. It may well be the piece
missing to promote actual financial globalisation.

Ousmène Jacques Mandeng, Global Institutional Relations Group, Pramerica
Investment Management
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