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INFRASTRUCTURE
AND SUSTAINABLE
DEVELOPMENT GOALS
IN THE BRICS-LED NEW
DEVELOPMENT BANK

KATHRYN HOCHSTETLER

KEY POINTS

* The presidents and foreign ministers of the BRICS (Brazil, Russia, India, China and South
Africa) countries met in Fortaleza, Brazil on July 15 and signed a formal agreement to
create the BRICS-led bank they are calling the New Development Bank (NDB).

* The new bank will focus its lending on infrastructure and sustainable development
projects; however, these two priorities are at least partially incompatible. The heavy
environmental costs of many infrastructure projects need more attention and cannot be
offset by a separate set of sustainable development projects.

* On the other hand, international observers should recognize and reinforce the
environmental progress BRICS countries have made. The NDB could help coordinate
finance partnerships that aim to extend their innovations in reducing deforestation and
expanding renewable energy across the developing world, bringing real environmental
improvements, including in reducing climate emissions.

INTRODUCTION

The BRICS countries held their annual meeting in Fortaleza, Brazil on July
15-17, 2014. While there, they formally launched their NDB, answering some

KATHRYN HOCHSTETLER ) . . i . .
of the many lingering questions about its function (BRICS 2014). The Shanghai-
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Her most recent book is the prize- roles to play. The lengthy presidential declaration gave little new information
winning  Greening Brazil (Duke
University Press, with Margaret E.
Keck). repeating earlier statements that it will finance infrastructure and sustainable

based bank will have at least US$50 billion in initial capital, making it a

hold its first rotating presidency, but all five of the countries have particular

about the kinds of projects that will receive funding; however, simply
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AUTHOR’S NOTE

This policy brief draws heavily on a special section of the
journal Global Policy, which was edited by the author of this
publication. The special section is available online through
this link: www.globalpolicyjournal.com/journal-issue/
vol-5-issue-3-september-2014.
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development projects. This policy brief examines
how the NDB is likely to approach those two policy
objectives, and notes a potential clash of these goals.
There is already abundant evidence on this issue in the
2013 agreements and in the current financing patterns
of the various national development banks of the BRICS

member countries.!

The 2013 BRICS summit laid out a framework for
the NDB’s mission: it would mobilize “resources for
infrastructure and sustainable development in BRICS
and other emerging economies and developing
countries”(BRICS 2013). Alongside the BRICS leaders’
agreement to create the NDB, national development
institutions from the five countries also signed a
“BRICS Multilateral Agreement on Co-Financing for
Infrastructure in Africa” and a “BRICS Multilateral
Cooperation and Co-Financing Agreement for
Sustainable Development” (Brazil’s National Bank for
Economic and Social Development [BNDES] 2013).
Thus, infrastructure and sustainable development will

likely be the new bank’s major areas of action.

INFRASTRUCTURE FINANCE FROM
THE NATIONAL BRICS BANKS

The focus on infrastructure finance emerges naturally
from the national development agendas and national
development institutions of the BRICS countries. Their
need for large quantities of long-term development
finance for infrastructure and other projects dates
back at least to the 1940s through to the 1980s, when
the BRICS countries created their national development
banks of various kinds. More recently, the rapid

1 The discussion of current BRICS development finance in this brief
draws on a 2014 forthcoming issue of Global Policy. See Brautigam and
Gallagher (2014); Chin (2014); Hochstetler (2014); and Qobo and Motsamai
(2014).
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economic growth that first drew global attention to the
BRICS grouping required equally rapid scaling up of
their national infrastructures for production, transport
and trade. The BRICS have made massive investments
in these over the last decade, with special emphasis
on energy and electricity infrastructures, a binding
constraint for growth in all of them but Russia, which
has invested in infrastructure for exporting its abundant
energy resources. They hope to use their joint bank to
leverage additional funds for investment in their own
countries, as well as to make funds available for other

developing countries.

The opposite side of this decades-long need for
long-term capital and foreign direct investment for
infrastructure development is the persistent failure of
developed countries to provide it, notwithstanding
many promises. While some of the BRICS, especially
China, have extensive capital reserves now, other
developing countries do not, and even the BRICS
need additional and more diverse sources of finance.
Even before the 2008 global financial crisis, traditional
bilateral donors and the multilateral development
banks (MDBs) had been pulling development finance
from the emerging economies and reducing finance for
infrastructure across developing countries for several
decades (Chin 2012). Promises from the G20 leaders at
their Seoul summit in 2010 that there would be a high-
level panel for infrastructure development have seen
few concrete results. G20 leaders’ calls for the MDBs
to join the effort also saw little take-up (Chin 2014).
The NDB will allow the BRICS to collectively present a
“Southern” alternative to traditional sources and forms
of international development finance, both bilateral and
multilateral. The BRICS countries stressed that they are
“disappointed and seriously concerned” with the lack

of significant change in the governance structures of
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the International Monetary Fund, and are looking for
change in the World Bank as well (BRICS 2014).

The international development finance already

provided by the individual BRICS to developing

countries has filled some of the finance gap, including

for infrastructure projects:

The BNDES financed 27 infrastructure projects in
South America from 1997 to 2013, including eight
water and sanitation projects and six gas pipelines.
BNDES’ total support for exports of Brazilian
goods and services to the region totalled US$3.67
billion from 2001 to 2010, with smaller sums going
to Lusophone Africa (Portugese-speaking African
countries) (Hochstetler 2014).

South Africa’s Industrial Development Corporation
added US$2 billion for 41 projects in 17 African
countries between 2001 and 2010. The Development
Bank of Southern Africa spent hundreds of millions
of dollars more for cross-border infrastructure
projects that will rebuild regional trade, sometimes
recreating infrastructure destroyed by the apartheid
government (Qobo and Motsamai 2014).

China’s policy banks dwarf all the others,
committing US$132 billion to African and Latin
American governments from 2003 to 2011. About
half of the loans are commodity backed, with
in-kind reimbursement, since neither side has
convertible currency (Brautigam and Gallagher
2014). Many of these are for resource extraction,
but they include many infrastructure loans as well.
In Latin America, China largely complements the
lending of the World Bank and Inter-American
Development Bank (IADB), making infrastructure

loans when they do not and financing countries
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with risky borrowing profiles (Gallagher, Irwin and
Koleski 2012).

The Chinese loan commitments of US$37 billion to
Latin America in 2010 alone totalled more than those of
such traditional lenders as the World Bank, IADB and
the US Export-Import Bank (ibid., 1). In the same year,
the BNDES' lending was three times that of the World
Bank, although only a small fraction of that finance was
distributed internationally (Hochstetler 2014).

Brazil, China and India all distribute much of their
foreign development finance as export-import support
or otherwise tie it to their national firms. Finally, the
BRICS” national development banks increasingly
provide large sums to directly cover internal
development finance needs at home. Much of both their
domestic and foreign funding goes to infrastructure
and other long-term growth requirements. In short, an
infrastructure focus for the NDB is a natural extension of
the financing already being done by the BRICS’ national

development institutions.

SUSTAINABLE DEVELOPMENT
AND CLIMATE IN BRICS FINANCE

The second of the NDB’s announced priorities —
sustainable development — is more of a departure
for the BRICS, but is also plausibly rooted in some
changes in their internal thinking over the last decade.
Evaluating their existing commitment to sustainable
development requires noting that this is a profoundly
ambiguous term (Happaerts and Bruyninckx 2014).
The classic definition of sustainable development was
articulated by the Brundtland Commission in its 1987
report Our Common Future: sustainable development
is “development that meets the needs of the present,
without compromising the ability of future generations

to meet their own needs” (World Commission on
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Environment and Development 1987, 43). While states
have sometimes interpreted sustainable development
to be the economically focused “sustained economic
growth,” the BRICS use of the term, with respect to
the NDB and related agreements, appears to lean more

heavily on its ecological and environmental legs.

The BRICS Multilateral Cooperation and Co-Financing
Agreement for Sustainable Development spotlights
the low-carbon economy, and will include elements
such as “projects for mitigating and adapting climate
change, infrastructure projects in keeping with the
principles of sustainable development, investments in
renewable energy and energy efficiency, or that foster
the sustainable use of biodiversity, ecosystems and the
regeneration of natural resources, in addition to efforts
aimed at developing, disseminating and transferring
technology” (BNDES
2013). In each of these areas, it is possible to point to

environmentally-sustainable

existing achievements and initiatives — and gaps — by
the BRICS countries.

In global climate negotiations, Brazil, South Africa,
India and China coordinate their positions as the BASIC
coalition. China and India stand out for their rapidly
increasing GHG emissions. India’s emissions remain
low on a per capita basis, while China is currently the
largest national emitter of such gases. Russia, originally
one of the Annex 1 countries required to reduce
emissions under the Kyoto Protocol, has refused to
sign up for the protocol’s second commitment period.
All of the BRICS countries thus have no current treaty-
based obligations to reduce emissions, and they have
even worked to undermine international requirements
for their action on climate change. On the other hand,
all five have made voluntary commitments to reduce

emissions through pledges to the Copenhagen Accord,
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and all but Russia have taken some significant steps in

the direction of low-carbon development.

Since 2005, Brazil has seen a rapid decline in
deforestation in the Amazon region, now down about
70 percent from that year’s peak. Since deforestation
was the most significant contributor to Brazil's GHG
emissions, those emissions were already 30 percent
below 2005 levels by 2009 and they have dropped since
(Hochstetler and Viola 2012, 759). If the NDB is to “foster
the sustainable use of biodiversity, ecosystems” and so

on, there is expertise here to be shared.

China and India have made the most significant
changes in their energy sectors. While still heavily
dependent on coal, they have made large investments
in renewable energy. India finances these with a kind
of carbon tax on coal (Thaker and Leiserowitz 2014).
China has made even more substantial investments
and pushed to not only localize production of the
components of renewable electricity, but to also be on
the innovation edge for wind and solar technology
(Lewis 2013). China’s cheap production of wind
and solar components have brought down prices
of renewable energy around the world, although its
industry-supportive policies are also now triggering
a backlash at the World Trade Organization. There is
again expertise and technology in BRICS countries that

could be an important component of the NDB.

South Africa has pushed its BASIC partners to
greater action in recent years. With the effects of
global warming already beginning to appear in local
weather systems around the world, the South African
government has become increasingly worried that
its vulnerable continental neighbours will struggle to
adapt to the changing conditions. South Africa would
then face negative economic spillovers, migration and
other challenging side effects of climate change. In this

context, the country sees political and economic as well
as moral imperatives to offer assistance to the African
continent.’ It is also making a very slow transition away
from an electricity matrix that was 95 percent coal, and

an industrial sector with high emissions.

Beyond their own climate actions, the environmental
dimensions of their current external development
finance presents a mixed picture that suggests reasons
to monitor the sustainability impacts of additional
BRICS-based finance. On the one hand, the very focus
on finance for infrastructure presents substantial
challenges for sustainability. The roads, dams and
other infrastructure that the BRICS countries fund
cause essentially unavoidable environmental damage
and social disruption, although they can be built in
ways that reduce those damages. The World Bank has
recognized the unavoidability of the environmental and
social impacts of large dams for hydroelectric power
and irrigation, refusing to fund them through much of
the 2000s, before beginning again in 2009 (World Bank
2009). The World Bank and the regional development
banks have returned to financing such projects, in part
because BRICS countries have been financing them
even when the traditional banks have not (Chin 2014).
In this sense, the two focuses of the proposed NDB are
at least partially incompatible. The same is true for the
resource extraction projects that have been the focus of

much Chinese finance.

As the World Bank and other traditional lenders are
cautiously returning to funding such projects, they have
insisted that environmental and social “bottom lines”
need to be adhered to as firmly as economic ones, an
approach that the NDB should also take (World Bank
2009, 4). In fact, economic viability often depends on

2 Interview with official of the South African Department of
Environmental Affairs, Johannesburg, May 5, 2014.
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social and environmental viability — for example,
poor and out-of-date hydrological data can result in
hydropower projects that cause a great deal of socio-
environmental damage for little energy payoff. The
BRICS countries, like other lenders, have often preferred
to finance prominent greenfield projects. But they can
also learn from the World Bank’s new insistence that
improving both consumer and operational efficiency
is often the best way to promote the security and
sustainability of the energy supply, as well as resource
use more generally (World Bank 2013).

The second sustainable development dimension of the
BRICS’ development finance has to do with the question
of whether they are as careful with environmental
protection in their investment projects as the traditional
lenders have become. Part of the appeal of BRICS-based
lending for recipient states is that it has come with many
fewer of the policy conditions required by traditional
lenders, such as environmental and human rights
protections. The environmental and social impacts
of many projects financed by BRICS countries — at
home and abroad — are in fact strongly negative. In
this context, Chinese financial institutions have come
in for sharp criticism of their environmental practices,
as have those of Chinese firms. Starting in 2007, the
People’s Republic of China’s former President Hu Jintao
made environmental protection one of seven foreign
investment principles, which has begun a process of
some improvement (Power, Mohane and Tan-Mullins
2012, 200). While overall conclusions are hard to draw,
the environmental dimensions of Chinese finance are
now about average and responsive to the stringency
of host government oversight and regulations, while
funding from BNDES has somewhat stronger internal
and national environmental controls (Hochstetler
2014). There is still extensive room for reducing the

environmental and social impacts of BRICS finance.
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RECOMMENDATIONS

The BRICS

infrastructure spending, which carries inherent

countries need to address their

environmental and social costs, making the NDB’s two
priorities at least partially incompatible. The heavy
environmental costs of many infrastructure projects
need more attention than their national development
banks have usually given to the issue and cannot be
offset by a separate set of sustainable development

projects.

should
reinforce the environmental progress BRICS countries
have made. In the last decade, several of the BRICS

countries have developed significant environmental

International observers recognize and

expertise — notably in controlling deforestation and
building renewable electricity — that will support their
aim of providing finance for sustainable development.
Partnerships that aim to extend these innovations across
the developing world can bring real environmental
improvements, including in the critical area of
reducing GHG emissions. At least some of these can be
coordinated and financed through the NDB.

CONCLUSION

The BRICS-based NDB has announced its plans to
focus its lending on infrastructure and sustainable
development. The focus on infrastructure reflects long-
standing national preoccupations and experiences
and is likely to be the stronger focus of their future
lending. The commitment to finance for sustainable
development presents a more mixed picture,
weakened in part by the inevitable environmental
consequences of infrastructural development. The
BRICS countries need to devote special attention to the

potential incompatibilities, raising their environmental
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awareness above the levels historically shown by their
national development banks. On the other hand, the
BRICS countries have a number of positive sustainable
development experiences to draw on. International
observers should form partnerships with the NDB to
disseminate those beyond the BRICS.
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ADVANCING POLICY IDEAS AND
DEBATE

CIGI produces policy-oriented publications — commentaries,
papers, special reports, conference reports, policy briefs and
books — written by CIGI'’s experts, experienced practitioners
and researchers.

Through its publications program, CIGI informs decision
makers, fosters dialogue and debate on policy-relevant ideas
and strengthens multilateral responses to the most pressing
international governance issues.

SPECIAL REPORT

Facing West, Facing North: Canada and
Australia in East Asia

Leonard Edwards and Peter Jennings,
Project Leaders

February 2014
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Canada and Australia have shared
interests in bolstering economic
prosperity and security cooperation
across East Asia. This special report,
co-published with the Australian
Strategic Policy Institute calls for policy
makers and business leaders in Canada
and Australia to consider the broader
and longer-term benefits of greater
bilateral and multilateral cooperation in
East Asia.

PAPERS

The Regime Complex for Managing
Global Cyber Activities

Global Commission on Internet
Governance Paper Series No. 1
Joseph S. Nye, Jr.

p— May 2014

The Internet has become a substrate
of modern economic, social and
political life. Analysts are now trying
to understand the implications of
ubiquitous mobility, the “Internet of
everything” and the storage of “big
data.” The advances in technology
have, so far, outstripped the ability of
institutions of governance to respond.
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China and Global Mega Trade Deals
CIGI Paper No. 34

Chunding Li, Jing Wang and John Whalley
July 2014

The term “mega deal” has been widely
used in relation to two large prospective
trade deals between the United States
and Europe — the Transatlantic Trade
and Investment Partnership — and
between Asia and the Pacific — the
Trans-Pacific Partnership. This paper
explores a possible description of

mega deals by making an inventory of
current deals in place, under discussion
or negotiation and deals yet to be
considered.

Sovereign Debt Crisis Management:
Lessons from the 2012 Greek

Debt Restructuring

CIGI Papers No. 33

Miranda Xafa

June 2014

The 2012 Greek debt exchange was a
watershed event in the euro area debt
crisis. It generated fears of contagion and
was viewed as a threat to the euro itself.
There is a heated debate as to whether
the debt restructuring should have taken
place sooner. This paper argues that a
deep haircut up front, under threat of
legislative action, would have been seen
as unnecessary and deeply coercive.

Sovereign Debt Restructuring:
Old Debates, New Challenges
CIGI Papers No. 32

James A. Haley

May 2014

This paper outlines the problems
impeding timely sovereign debt
restructurings, identifies the policy
responses proposed and discussed 10
years ago in response to financial crises,
and discusses the elements of old debates
and how they can remain relevant in
today’s new challenges.
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‘THE AFRICAN UNION
AND THE POST.2015
DEVELOPMENT AGENDA

The African Union and the Post-2015
Development Agenda

CIGI Policy Brief No. 45

Barry Carin

July 2014

The Millennium Development Goals,
which have guided African development
priorities for the last 14 years, are being
transitioned into a post-2015 framework
with which the next stage in African
development will be determined. This
brief examines the African Union’s recent
Common African Position on the post-
2015 development agenda and compares
this document to other publications that
detail possible post-2015 development
goals.

African Climate Change Negotiators
Need a New Strategy

CIGI Policy Brief No. 44

Barry Carin

July 2014

There is currently little prospect of a
successful international agreement
resulting in effective, legally binding
emission targets and significant “new
and additional finance transfers” to
developing countries; however, there is
room for Africa to formulate an effective
strategy in climate change negotiations.

National Ownership and Post-conflict
Peace Building: From Principle to
Practice

CIGI Policy Brief No. 43

Timothy Donais

June 2014

An important component of peace
building in post-conflict areas is to
determine who has national ownership,
or the ultimate authority for setting and
implementing policy priorities. While
national ownership is now entrenched
as a core tenet of UN engagement with
fragile and war-affected states, what

is less clear is how national ownership
principles should be operationalized.

BOOKS

CANADA AMONG NATIONS 2014

CRISIS AND
REFORM

Canada and the International
Fina 3

D e —

EAST ASIA-
ARCTIC
RELATIONS
BOUNDARY, SECURITY AND
INTERNATIONAL POLITICS

ORGANIZED
CHAOS

REIMAGINING THE INTERNET

Crisis and Reform: Canada and the
International Financial System
Rohinton Medhora and Dane Rowlands,
Editors

June 2014

The 28th edition of the Canada Among
Nations series is an examination of
Canada and the global financial crisis,
and the country’s historic and current

role in the international financial system.

Paperback: $32.00; eBook: $16.00

East Asia-Arctic Relations: Boundary,
Security and International Politics
Kimie Hara and Ken Coates, Editors

June 2014

The Arctic’s profile as a region for
engagement and opportunity is rising
among both circumpolar and non-
circumpolar states. In addition to
countries like Canada, Russia and the
United States, which have expressed

a renewed interest in the region, East
Asian countries, such as Japan, Korea
and China, are now increasingly fixated
on prospects offered by the Arctic.

Paperback: $25.00; eBook: $12.50

Organized Chaos: Reimagining the
Internet

Mark Raymond and Gordon Smith, Editors
July 2014

Leading experts address a range

of pressing challenges, including
cyber security issues and civil

society hacktivism by groups such

as Anonymous, and consider the
international political implications

of some of the most likely Internet
governance scenarios in the 2015-2020
time frame.

Paperback: $25.00; eBook: $12.50

Visit www.cigionline.org to view all CIGI publications.
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