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Building BRICS without straw

Benefits of cooperationare immense for BRICS & for the global economy, but the challenges en route are daunting

RICS was an acronym for

Brazil, Russia, India and

China, later expanded to in-

clude South Africa. It was

originally invented by Gold-
man Sachs, an investment bank, some
yearsago, tounderscorethe investment
possibilities in four big, fast-growing
emerging markets whose share in the
global economy was expected to in-
crease sharply over the next few
decades. Followingtherecent globaleco-
nomicandfinancialturmoil with major
developed economies likely to grow
slowly for an extended period, the share
of BRICS in the global economy is ex-
pected to grow even faster than original-
lyprojected. Already, thesecountriesac-
count for over 25% of the world's land
areaand GDPatpurchasing power pari-
ty andover40% of population.

It is important to bear in mind that
BRICS did not originate through an en-
dogenously driven geopolitical im-
pulse. Despite being large economies,
and consequently members of the ex-
dusiveG20club, there are major strate-
gic and structural differences between
BRICS which prevent them from acting
effectivelyasabloc,unlikethe G7,for in-
stance. Strategic and structural differ-
ences areso stark thatit isdifficult tosay
what exactly such disparate economies
haveincommon.

Whiletheyarespreadover three con-
tinents, the strategic relationships be-
tween China and India, and China and
Russia, are complicated by the fact that
they are neighbours, with competing
geopoliticalinterests. IsRussiaadevel-
oping economy? China stands out
amongst the BRICS as being overly de-
pendent on external demand for
growth, while India runs a large cur-
rent account deficit. China and India
are commodity consumers, while
Brazil, Russia and South Africa are
commodity exporters. China's under-
valued currency hurts other BRICS,
whileIndia’srelatively high agricultur-
altariffsareanissue with Brazil,acom-
peting agricultural power.

Chinese and Indian trend growth far
exceeds thoseof other BRICS, as aresult
of which the Asian BRICS are pulling
away from theothers. Since foreign sav-
ingscanplay only a marginalrole in in-

creasing investment in

large economies, this

growth differential is 5
largely explained by high-

er savings in China and In- £
dia. India imports foreign

savings in addition, while

China exports domestic . '
savings. Low savings and = /N

investment in Brazil, Rus- ALOK S I:EEl

sia and South Africa
are more akin to the

quota shift in the Bretton
Woods institutions,andhas
strategicleverageindepen-
dentof otherBRICS inmul-
tilateral forums through
which it can always cut a
dealonitsownstrength.
a The economic and
geopolitical frictions with-
in BRICS are apparent in
developing a harmonised
perspective on two recent
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While cooperationinsome  jnstitutions of traditionally been the role
forums like the WTO and of the Bretton Wood twins,
the UN Security Council SVRiRaRce the World Bank and the
has proved difficult, they IMF.  However, neither

havecooperatedonclimatechange with-
inthe UNFCCC, and in the reformof in-
stitutions of global economic gover-
nance, such as the Bretton Woods
institutions and the Financial Stability
Board, throughthe G2. Growing intra-
BRICS trade and investment activity is
leading to growing business and acade-
miccooperation incivilsociety

To be effective, an economic and
geopolitical grouping must be credibly
balanced toestablish trust.Inthe G7,Eu-
ropeisacounterto the US;in the G20, the
US, China and Germany (representing
Europe)aremoreor lessonequal footing.
In sharp contradistinction, China is the
thousand pound gorilla in the BRICS
club, accounting for about half of their
GDP It is self-evident that competing in-
terests would need to be har monised for
BRICS to act in a coordinated and effec-
tive manner; and that China would need
toplayaleadingrole. Thereis, however a
perception thatmuch of therecentgains
by BRICS within the G20 have been cor-
neredby China, with increasingtalkof a
G2.1thas also gained the most from the

their governance structure not their re-
sources have adjusted to the tectonic
shifts inthe global economy occasioned
bytherise of BRICS, making themirrel-
evant for the bigemerging markets. The
collective financial safety net (foreign
currency reserves) of BRICS exceeds
that of even theaugmented IMFbyafac-
tor of 4, while the long stagnant re-
sources of the World Bank are now too
puny for their developmental needs.
Whilethere iscongruenceof purpose
amongst BRICSforthese initiatives, eco-
nomic and geopolitical differences di-
verge sharply India, which took the ini-
tiative for a BRICS led new development
bank, needs large resources to bridge its
domestic infrastructure deficit. Brazil,
ontheother hand, ismorelikelytoseethe
bank play asupporting role for tradeand
investment overseas. Unlike India,
which has relied on financial markets,
China and Brazil have successfully used
financial repression to leverage large
amounts of savingsatlow cost and chan-
nel them into infrastructure through
statedirected investment vehicles. From
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aChineseperspective, thebank is better
usedasa secure channelforitsrisky in-
vestments in resource rich developing
countries, particularly in Africa. While
South Africahaslarge internaldevelop-
mental needs of its own, itsgeopolitical
objectives coincide with those of China
as itseekstoenhance its sphereof influ-
enceinitsbackyard.

WhileBrazil took the initiativeforbi-
lateral swaps and reserve pooling
amongst BRICS, it is inthe economicin-
terests of all BRICStoshelterbehindChi-
na's huge stock of foreign currency re-
serves on account of the volatility
inherent in capital flows to developing
countries. For China it makes eminent
sense touse the BRICS forum to counter
the exorbitant privilege of theUS dollar,
of which it has been its most articulate
critic inrecent times.

Divergent economic interests of
BRICS can be harmonised through ne-
gotiatedmandatesforthesenew institu-
tions. Accommodating the gorillain a
harmonised governance structure
would be much more challenging. The
gorilla could, of course, be cut to size,
but because the it brings vast resources
to the table, an equitable governance
structure would comeat the cost of size.
These new institutions would then suf-
fer the same infirmities of the existing
Bretton Woods. There are ways of get-
ting around this by associating key de-
veloped countries on an equal footing.
This would alsoimprove the creditrat-
ingof the new institution.

The challenges of being optimistic
about the recent cooperative initiatives
of BRICS are matched only by the unde-
niable benefits such economic coopera-
tion would bring. In a post-crisis world
buffeted by financial instability and
weak growth in major advanced
economies, BRICShavea historicoppor-
tunity toenhancetheirpositionin global
institutions of governance, and to be a
stabilising force through demand rebal-
ancing to weather global economic and
financial turbulence. The benefitsof co-
operation are therefore immense for
BRICS as well as for the global economy,
butthechallengesenroutearedaunting,
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