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Abstract

International trade and investment declined sharply in the aftermath of the 2008 financial crisis. To coordinate
policy responses in the wake of this crisis, the Group of Twenty (G20) was elevated to the leaders’ level and
the BRICS grouping of Brazil, Russia, India, China and South Africa was founded as a summit to gather
leaders from the most important emerging economies. This contribution reviews the work of both fora to restore
trade and investment. We show that, despite efforts to stimulate cross-border trade and investment, neither has
returned to pre-crisis levels. This is especially the case regarding international investment for the G20 members,
although the data show a revival of trade. In general, BRICS members have been able to recover more quickly.
Although their decisions have not always been implemented by members, the G20 and BRICS have proven to be
effective fora for coordinating efforts and compliance has been rather high. However, this contribution argues
that more can be done, especially regarding investments. The future will tell whether these two bodies will
continue to be complimentary and whether they will be able to withstand protectionist and nationalist reflexes.
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Introduction

The 2008 financial crisis originated in the United States but had global repercussions.
As the first effects of the crisis unfolded in Anglo-American financial markets it be-
came apparent that strong interlinkages between financial markets would lead to a
world-wide financial crisis. Moreover, the financial turmoil soon spilled over into the
real economy and had a significantly negative impact on a variety of macroeconomic
variables [Stiglitz, 2010]. The impact of both the collapse of financial markets and the
real economy resulted in a global economic recession. Originally, it was assumed that
the weak integration of the economies of the least-developed countries (LDCs) with
the global financial markets would act as a buffer against the fallout of the crisis [ Bhat-
tacharya and Dasgupta, 2012]. However, this downturn created havoc in the economies
of the LDCs as well as in the major developed and emerging economies. The crisis was
truly global.

To move from a global downturn to renewed growth, certain policy measures had
to be undertaken. Two of the most promising avenues to relaunch national and global
economies are cross-border investments and trade. However, both trade and invest-
ment were seriously negatively affected by the crisis. Thus, effective leadership was a
prerequisite to get back on track.

Due to ever-increasing economic globalization, nation-states are no longer able to
single-handedly boost their investments and trade without affecting other economies.
Indeed, the contemporary nation-state is subject to both bottom-up (through newly
empowered regions, provinces and municipalities) and top-down (from supranational
organizations) dynamics that greatly diminish its ability to implement its preferred po-
licies.

To withstand pressure to employ protectionist and beggar-thy-neighbour policies,
the major economies had to look for cooperation and leadership elsewhere. As a result,
they came together in two major steering bodies: the Group of Twenty (G20) and the
BRICS grouping of Brazil, Russia, India, China and South Africa. Cooperation in
these bodies allows members to reap certain benefits. As argued by Van Kerckhoven
and Crombez [2015], these fora allow countries to agree upon a focal equilibrium when
many options are available, provide a forum for bargaining and information transmis-
sion and allow for “package deals” whereby each member can gain. Moreover, since
both bodies are informal, they give members a certain amount of room to manoeuvre.

Through their summitry, the G20 and the BRICS are among the most impor-
tant global governance mechanisms. Both are located at the nexus of global decision-
making which allows them to play a significant role in the decision-making of trade and
investment policies. In this context, this contribution explores the question of whether
the G20 and the BRICS helped to overcome the fallout of the crisis, and if so, how.

Following a discussion of G20 and BRICS summitry in section two, we under-
take an analysis of the impact of the financial crisis on the world and the members of
these bodies in section three. Section four examines the decisions taken by the G20
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and the BRICS regarding trade and investment. Particular attention is devoted to the
compliance of the members with decisions taken at the G20 and the BRICS summits.
Our contribution concludes with summary remarks, including recommendations for
the future.

Leaders in Global Governance: G20 and BRICS Summitry

The contemporary global economy involves a wide variety of actors, including but not
limited to states, international organizations, multinational enterprises, non-profit en-
tities and various other bodies.

The ever-increasing globalization of economies ensured that national measures
fell short in providing the responses needed to the crisis and it was recognized that co-
operation was the only way forward. Countries gathered to address some of the major
flaws that caused the crisis and to attempt to rapidly relaunch the global economy. In
this context, the BRICS was established and the G20 was elevated to ensure and steer
recovery after the financial and economic crisis.

The G20 contains 20 systemically important economies (the European Union
(EU) and 19 national economies). The premier goal of the G20 is to promote informal
dialogue on a wide range of economic and financial issues among systemically impor-
tant countries within the institutional framework of the Bretton Woods system (see
[Kirton, 2013]). Equally important, the G20 aims to enhance cooperation between its
members in order “to achieve stable and sustainable world economic growth that bene-
fits all” [G20, 2008].

Initially, the G20 was founded in response to the Asian financial crisis and was
composed of the finance ministers and central bank governors of its members. In its
early years, the G20 as a forum of finance ministers proved to be a valuable forum
for crisis management, but the relevance of the G20 decreased as the Asian countries
slowly recovered [Woods, 2011]. When the global financial crisis hit the world in 2008,
memories of the Asian financial crisis led to the rediscovery of the G20. The direct
involvement of the leaders of G20 members was deemed necessary to provide prompt
and strong responses to the global financial crisis [Helleiner and Pagliari, 2009]. Con-
sequently, the G20 was elevated to the leaders’ level. Whereas the finance ministers
of G20 members have continued to meet at an accelerating pace since 2009, the G20
leaders have met only once a year (except for 2009 and 2010 when two meetings a year
took place). Additionally, since 2010, labour and employment ministers of G20 mem-
bers have had their own yearly meetings. In general, the G20 has proven to be a forum
where international coordination works rather well. Several observers have applauded
the commitments made by G20 members as well as their subsequent implementation.
The G20 has also been applauded for ensuring that the global financial crisis did not
result in an even bigger backlash [Drezner, 2014]. However, it has also been argued that
the G20’s commitments are not ambitious enough.
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The G20’s informal outlook and global inclusiveness (far more so than the G7/8)
made it the most suitable body to deal with the issues that emerged since the 2008
global financial crisis. At the very least, the G20 represents a slow and incremental
shift toward greater participation by emerging economies in global economic govern-
ance [Cooper, 2010]. As emerging economies are on par with advanced economies, the
G20 is a pioneer compared to traditional international organizations [ Beeson and Bell,
2009]. Furthermore, because the G20 involves nations’ leaders rather than technocrats
to whom authority is usually delegated, it can provide timely answers to issues which
arise suddenly and has an enhanced ability to overcome policy differences among its
members. Currently, the G20’s agenda has broadened from its initial focus on crisis
management to include structural economic issues [Wouters and Van Kerckhoven,
2011]. Most importantly, since its September 2009 Pittsburgh summit, the G20 has
referred to itself as “the premier forum” for its members to discuss international eco-
nomic and financial issues [G20, 2009, no. 19].

The leaders’ G20 acted swiftly to provide responses to the global turmoil and ob-
servers have generally praised the G20 for being able to (at least) slow down and soften
the global collapse [Kirton, 2013; Drezner, 2014]. After their success in dealing with the
crisis, G20 summits evolved and assumed a more strategic outlook rather than provi-
ding emergency responses [Wouters and Van Kerckhoven, 2014, 2017].

Another important global governance body is the BRICS grouping of emerging
economies made up of Brazil, the Russian Federation, India, China and South Africa
(after 2010). In 2009, the leaders of the four founding states gathered in Yekaterinburg
and held the first BRIC summit. The goal was to discuss proposals to improve the glo-
bal economic situation, the reform of financial institutions and to foster cooperation
and coordination in the future. In 2010, after the entry of South Africa, the grouping
was renamed for the third summit to BRICS. The BRICS has discussed a variety of
topics, and most importantly founded the New Development Bank (NDB) as an al-
ternative to the World Bank and the International Monetary Fund (IMF) [for more on
this, see Lesage, Debaere, Dierckx et al., 2013; Wouters and Van Kerckhoven, 2013].
So far, there have been eight annual summits. As the BRICS gathers together the most
important emerging economies, its summits carry a certain weight. This is further am-
plified by the fact that all BRICS members are also members of the G20. The BRICS
can be considered a grouping of regional powerhouses as its members are the most sig-
nificant economies in their regions. As of 2015, they represent about half of the world’s
population and about a third of global production.

Currently, both the G20 and the BRICS can be seen as the main steering groups in
the global economy [Wouters and Van Kerckhoven, 2017]. For that reason, this contri-
bution further investigates their approaches to trade and investment as the way forward
in relaunching the global economy.

10
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Trade and Investment

Both cross-border trade and cross-border investment are important vehicles for the re-
covery of the global economy after the financial crisis and are often seen as significant
catalysts for economic growth [Makki and Somwaru, 2004].

Domestic investments and trade have a long history, while international invest-
ments and trade are of a more recent nature. By allowing corporations, countries and
individuals to transfer capital, goods and services across borders, considerable welfare
gains can be realized. International investments allow for capital to shift to locations
where it provides a higher return on investments, as well as allowing for more extensive
portfolio diversification which in turn increases the risk/return ratio of an international
investment portfolio. International trade allows for more specialization. Building on
the idea of comparative advantage, this allows for more efficiency and hence more wel-
fare through a better allocation of production. Due to the differences in endowments
and assets among countries, the international dimension looks even more appealing in
terms of bolstering growth. In this section, we take a closer look at the level of invest-
ments and trade over the last 20 years.

Investments

Figures 1 and 2 depict, respectively, the net inflow and outflow of foreign direct
investment (FDI) in the world. They display a similar trend. FDI net inflows are the
value of inward direct investment made by non-resident investors in the reporting
economy. FDI net outflows are the value of outward direct investment made by the
residents of the reporting economy to external economies. Inward direct investment,
also called direct investment in the reporting economy, includes all liabilities and assets
transferred between resident direct investment enterprises and their direct investors.
It also covers the transfers of assets and liabilities between resident and non-resident
fellow enterprises if the ultimate controlling parent is non-resident. Outward direct in-
vestment, also called direct investment abroad, includes assets and liabilities transferred
between resident direct investors and their direct investment enterprises. It also covers
transfers of assets and liabilities between resident and non-resident fellow enterprises.

The methodology for compiling these data varies between countries. For a given
transaction, the receiving and the investing country often do not register the numbers
in the same way. Since these differences are rather small, we provide figures for both
only for global flows (Fig. 1 and 2), and will then focus on net inflows.

From 1970 until 1999, clear and strong growth occurred. The 1990s in particular
saw a strong increase in FDI well above any historical records and higher than the
growth in global economic growth and global trade. This steep rise was driven by the
increased integration of financial markets and the enormous number of cross-border
mergers and acquisitions. Moreover, emerging economies (and other developing coun-
tries) provided greater access to their capital markets. Cross-border mergers and acqui-
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sitions were an important contributor to these inflows, reflecting the privatization of
state-owned assets, especially in Latin America, and the purchase of distressed banking
and corporate assets in several Asian economies in the wake of the 1997 financial crisis
[IME, 2003].
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Fig. 1. Foreign Direct Investments, Net Inflows (1997—2015)

Source: World Bank, IMF.
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Fig. 2. Foreign Direct Investments, Net Outflows (1997—2015)

Source: World Bank, IMF.

As shown in Fig. 1 and 2, after a phase of rampant cross-border investments in the
1990s, growth consolidated in 2000. Moreover, until 2004 many large developed econ-
omies faced sluggish macroeconomic performances which made companies in these
countries less attractive to investors [OECD, 2004]. However, by historical standards
the level of FDI remained rather high.

The following years (2004—2007) were characterized by further integration of
capital markets, the accelerated integration of the EU, increased global competition for
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high potential companies and the increasing delocalization and diversification of firms.
These trends caused a strong rise in FDI flows once again.

The financial crisis in 2008 saw FDI drop to the level of about five years prior,
cancelling all the progress made in the years between and resulting in a halving of the
total size of FDI. As shown, since 2010 FDI is increasing again, but in an unprecedent-
edly volatile way. More importantly, the financial crisis has affected both vertical (in-
tegrating production stages) and horizontal (tariff jumping) FDI flows [Stoddard and
Noy, 2015]. This means that the near future will continue to bring more volatility.
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Fig. 3. FDI Net Inflow in the G20 and the BRICS (1997—2015) in $ Trillion

Sources: World Bank, IMF.

Figure 3 illustrates total FDI flows in greater detail and with more attention to
BRICS and G20 members. This figure clearly indicates a stark increase in FDI inflows
prior to 2000 for G20 members. After a drop in 2001 and stagnation over the next three
years, FDI net inflows for G20 members greatly rose again until 2007. The global re-
cession following the financial crisis more than halved FDI net inflows from their 2008
level. This phase was followed by a short period of recovery, but since 2011 net inflows
are again volatile and declining.

The story for the BRICS is slightly different. Stable net inflows until the end of
the 1990s were followed by a small decline in the early 2000s. However, since 2004
there has been a significant rise in net inflows of FDI with only a small drop in 2009.
As Fig. 3 clearly demonstrates, compared to the other countries in the world, the FDI
levels for BRICS members rather quickly returned to pre-crisis patterns. Their current
levels are already higher than before the crisis. This does not apply to the other G20
members or other countries.

Figure 4 displays the evolution of FDI net inflows for all G20 members over the
last two decades. It is clear that the overall results for the whole grouping in Fig. 3 are
heavily influenced by the stark decline in FDI flows in the U.S., EU and UK. Some
other G20 member countries were not that heavily affected. For example, as shown in
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Fig. 5, some BRICS members did not face a significant decline in the size of their net
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Fig. 5. FDI Net Inflows from the BRIC Countries (in $ Trillions), 1997—2015

Sources: IMF and OECD.

Figure 5 shows that overall inflows of FDI were initially rather limited in the
BRICS countries. Before 2000, only China and Brazil attracted decent inflows of FDI.
For China, FDI greatly increased after 2000, whereas Brazil’s FDI plummeted. The
financial crisis affected China, Russia and Brazil most significantly. However, both
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Brazil and China quickly got back on their feet and attracted more foreign capital after
a one year downturn. Russia recovered more slowly before collapsing completely after
2013 for geopolitical reasons. India and South Africa are still not among the hot desti-
nations for FDI.

So, even though the whole world was affected by the global financial and econo-
mic downturn, the BRICS showed much more resilience. Its attractiveness to foreign
capital was not significantly been altered due to the financial crisis, which was not the
case for the other G20 members.

Trade

Complementary to FDI, international trade can strongly bolster economic growth
and may provide a path out of the crisis. Trade is a key means to fight poverty and en-
hance development, especially by improving developing countries’ access to markets
and by supporting a rules-based, predictable trading system. Moreover, by allowing
countries to specialize according to the principles of comparative advantage, global wel-
fare can be increased. Trade is an important pathway to global development. However,
global trade governance mechanisms today face several challenges, including the fact
that the Doha negotiations to reinforce the World Trade Organization (WTO) — the
most important international organization dealing with these issues — remain stalled.
The G20 has reiterated its support for the Doha Development Agenda at several meet-
ings but has failed to reach agreement on some issues, including agriculture.? Solving
this obstruction might foster an increase in trade.

Another source of increased trade is the significant number of regional and other
preferential trade agreements (PTAs). For example, the EU has recently finalized a
Comprehensive Economic and Trade Agreement (CETA) with Canada and is offi-
cially working toward a Transatlantic Trade and Investment Partnership (TTIP) with
the United States. Other countries are also continuously exploring such options — the
Trans-Pacific Partnership (TPP) was close to being implemented before it was tor-
pedoed by U.S. president Donald J. Trump [Wouters and Van Kerckhoven, 2017b].
Figure 6 indicates the trends in international trade over the period 1997—2015.

Figure 6 shows the rise of international trade in the years leading up to the finan-
cial and economic downturn. Particularly significant growth with respect to total gross
domestic product (GDP) occurred in the developing world. The crisis in 2008 resulted
in a fall of about 8% in terms of trade with respect to GDP. This time the BRICS were
slightly more affected than other G20 members. However, all G20 members recovered
rather quickly in the years afterwards.

2 G20 members at Hangzhou stated: “We reiterate our commitment to shape the post-Nairobi work with
development at its center and commit to advancing negotiations on the remaining DDA issues as a matter of
priority, including all three pillars of agriculture (i.e. market access, domestic support and export competition),
non-agricultural market access, services, development, Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPs) and rules” [G20, 2016].
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Fig. 6. World Merchandise Trade and Trade in Commercial Services, in Percentages of GDP

Sources: World Bank, IMF.

By about 2010, world trade was growing again although 2015 saw another sharp
decrease mainly related to a few factors in emerging countries. These included the eco-
nomic slowdown in China, a severe recession in Brazil, falling prices for oil and other
commodities, exchange rate volatility and a lower demand for imports in Asia.

However, when considering percentage levels, we might encounter an endogeneity
problem. Our results might be biased, since GDP also declined in the aftermath of the
crisis. For that reason, Figure 7 introduces the dollar value of the net trade in goods
and services.

Net trade in goods and services is derived by offsetting imports of goods and ser-
vices against exports of goods and services. Exports and imports of goods and services
comprise all transactions involving a change of ownership of goods and services bet-
ween residents of one country and the rest of the world.
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Fig. 7. Net Trade in Goods and Services in Current $
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Figure 7 illustrates the fact that developed economies started to run larger trade
deficits after 1998, whereas the BRICS have been exporting significantly. The rise of
trade surpluses in BRICS countries continued until the financial crisis, after which it
declined significantly. It was only in 2014 that BRICS trade surpluses returned to pre-
crisis levels. The other G20 countries ran larger trade deficits after the outbreak, but
reduced these from 2012 onwards.
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Fig. 8 Net Trade in $ Trillion for All G20 Members (1998—2015)

Source: World Bank.

However, as shown in Fig. 8, G20 results are strongly impacted by the United
States. With the dollar in high demand due to its status as the international reserve
currency, the U.S. has long been able to run a significant trade deficit. European G20
members (excluding the UK), as well as China and Saudi Arabia (depending on the
price of crude oil), have in general had positive trade surpluses over most years. Most
striking is that 2008 clearly shows a convergence to the axis, meaning that trade in-
deed plummeted. However, after 2008 the results have been more diverse. For example,
South Korea, Mexico and Germany made a strong recoveries, reaching higher levels
than before the crisis. Some other countries are not recovering so well. Most note-
worthy is that some of the BRICS members are struggling to increase their exports.
The same holds true for the U.S. and Canada, even though their current negotiations
regarding free trade agreements with Europe might help boost their exports (at least for
Canada since the election of U.S. president Donald Trump).

17



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

0,5 7
0,4 . T BRA
0,3 1 — RUS
0,2 1 — IND
0,1 ———CHN
0 1 ZAF
-0,1 1
0V OO T N M g DO N O OO - N M g W
O O O O O © 6 Q@ O 0O © O v T - v - —
02-"® & © © © © & © © © © o © 0o o o ©
- - N N N AN JAANANAJUANANANNAAANQ AN

Fig. 9. Net Trade in $ Trillion for All BRICS Countries (1998—2015)

Source: World Bank.

Figure 9 clearly demonstrates the differences among the different BRICS coun-
tries. China and Russia have consistently run a trade surplus. However, while Chinese
trade numbers were greatly impacted by the financial crisis and took five years to return
to their pre-crisis levels, this was not the case for Russia. Brazil shifted from running
trade surpluses to running a trade deficit in the years following the crisis. India in gene-
ral has run trade deficits, but these are slowly recovering since the crisis.

In terms of trade, we can see that both the BRICS and the other G20 members
were affected by the crisis to a similar degree, and they have both been getting back on
track.

The next section investigates in greater detail how the G20 and the BRICS have
reacted to the fall in investments and trade after 2008. It pays particular attention to the
most significant decisions taken at the G20/BRICS summits and considers the com-
pliance of the members with these decisions.

The G20 and BRICS on Investment and Trade

The preceding section indicated that in terms of trade and investment most G20 and
BRICS members are taking a significant amount of time to recover. Moreover, for cer-
tain members, returning to pre-crisis levels seems a very daunting task.

This section reviews the commitments made by both the G20 and the BRIC(S)
across their different summits and examines their compliance with core commitments
(for an in-depth explanation of compliance, see [Larionova, Rakhmangulov and She-
lepov, 2016]). It should be noted that compliance assesses the implementation of G20/
BRIC(S) decisions through national legislation and does not focus on the outcomes
of these policy changes. Another limitation is that the compliance reports studied here
focus on some of the main priorities of the specific summit; they do not always study
compliance with decisions related to investments and trade. As such, the following sec-
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tion gives an indication rather than a definitive answer to the question of compliance
with the decisions taken at the G20/BRIC(S) summits.

The G20

The Commitments

Initially, the G20 was not much concerned with either trade or investments. At the
2008 inaugural leaders’ meeting, trade and investment were only side issues whereas
most attention was devoted to stabilizing the financial system. However, while trade
and investment were not a cause of the crisis (even though the trade in financial de-
rivatives surely was), they were heavily affected by the ensuing financial and economic
collapse.

Nonetheless, the leaders did “recognize that these reforms will only be success-
ful if grounded in a commitment to free market principles, including the rule of law,
respect for private property, open trade and investment, competitive markets, and effi-
cient, effectively regulated financial systems. These principles are essential to economic
growth and prosperity and have lifted millions out of poverty, and have significantly
raised the global standard of living” [G20, 2008, no. 12].

The G20 did “underscore the critical importance of rejecting protectionism and
not turning inward in times of financial uncertainty. In this regard, they decided to
refrain from raising new barriers to investment or to trade in goods and services, impos-
ing new export restrictions, or implementing World Trade Organization inconsistent
measures to stimulate exports” [G20, 2008, no. 13].

At the 2009 London summit, G20 leaders noted the effect of the crisis on trade
and investment and were concerned with their decline. They consequently reaffirmed
“to refrain from raising new barriers to investment or to trade in goods and services,
imposing new export restrictions.” They further added that they would “minimize any
negative impact on trade and investment of our domestic policy actions including fiscal
policy and action in support of the financial sector” [G20, 2009, no. 22].

The same year, the G20 met again in Pittsburgh. The G20 noted that trade and
investment are essential to restoring global growth. Apart from welcoming the swift
implementation of the $250 billion trade finance initiative, they reaffirmed the previ-
ous commitments. The leaders further reiterated their commitment to pursue trade
liberalization [G20, 2009b, no. 48, 49].

The Toronto 2010 G20 summit declaration expanded on the role of trade and in-
vestment. The leaders at that meeting agreed to refrain from raising barriers or impos-
ing new barriers to trade or investment until 2013. They further called upon several
other international organizations to monitor their progress [G20, 2010, no. 35—38].

During the 2010 Seoul summit, G20 leaders paid more attention to trade and in-
vestment. They recognized the importance of free trade and investment for global re-
covery and stated their commitment to keeping markets open and to liberalizing trade
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and investment to promote economic progress for all and narrow the development gap
[G20, 2010b, no. 42—45]. Both trade and investment were also included among the
nine key pillars of the Multi-Year Action Plan. For trade, the focus was on enhancing
the trade capacity of developing countries and increasing market access. Regarding
investment, the G20 decided to undertake action to support responsible value-adding
private investments and job creation. This was focused on international investment.

The G20 further developed its approach to investment during the 2011 summit in
Cannes (regarding trade, the G20 mostly reiterated its previous commitments). The
focus was on investing for global growth with the aim of ensuring that the least deve-
loped economies had access to adequate financing and incoming FDI [G20, 2011,
no. 69—84].

The G20 summit in Los Cabos in 2012 reiterated the members’ support to open
and free markets regarding both international trade and international investment [ G20,
2012]. The G20 further recognized the importance of investment for boosting eco-
nomic growth and committed to maintaining a supportive business environment for
investors.

During the 2013 G20 meeting in Saint Petersburgh the G20 made progress on
investment issues. Leaders committed “to identify and start to implement by the Bris-
bane summit a set of collective and country-specific actions that tangibly improve our
domestic investment environments such that they are more favorable to long-term
investment financing and can lead to an effective increase of implemented projects,
particularly in infrastructure and for SMEs” [G20, 2013, no. 36]. They further started
working to facilitate domestic capital market development, to improve the intermedia-
tion of global savings for productive long-term investments, including in infrastructure,
and to improve access to financing for SMEs [G20, 2013, no. 39]. Regarding trade, the
G20 leaders extended until 2016 their standstill commitment regarding protectionist
measures [G20, 2013, no. 44].

During the Brisbane 2014 summit, the Organisation for Economic Co-operation
and Development (OECD), the WTO and the UN Conference on Trade and Develop-
ment (UNCTAD) jointly released their monitoring report. This stated that some G20
members fell short of honoring their trade commitments but with respect to invest-
ments the report was far more encouraging [G20, 2014; OECD, WTO and UNCTAD,
2014].

The G20’s 2015 summit in Antalya reiterated previous decisions. As before, the
leaders reaffirmed their strong commitment to better coordinate efforts to reinforce
trade and investment, including through Adjusted Growth Strategies. Inclusive Global
Value Chains (GVCs) are important drivers of world trade. The leaders decided to sup-
port policies that allow firms of all sizes, and particularly SMEs, in countries at all
levels of economic development to participate in and take full advantage of GVCs and
encourage greater participation and value addition by developing countries [G20, 2015,
no. 11].
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The G20 continues to devote significant attention to trade and investment and
is committed to boosting investment levels [G20, 2016, no. 7]. It thereby focuses on
analysing and monitoring capital flows inter alia to create more innovation [G20, 2016,
no. 12] and green growth [G20, 2016, para. 21, 23]. This builds strongly on the work of
the IMF [G20, 2016, no. 17] and the OECD [G20, 2016, no. 19].

As before, the progress in terms of investment is based on the progress of the G20
Framework for Strong and Sustainable Growth, as well as the G20 Agenda Towards
a More Stable and Resilient International Financial Architecture and the G20 Stra-
tegy for Global Trade Growth. The G20 also endorsed the G20 Guiding Principles for
Global Investment Policymaking which will contribute to fostering an open, transpar-
ent and conductive global policy environment for investment. These principles focus
on regulation and the creation of legal certainty [G20, 2016b].

At its 2016 summit in Hangzhou, the G20 members reiterated their determination
“to ensure a rules-based, transparent, non-discriminatory, open and inclusive mul-
tilateral trading system with the World Trade Organization playing the central role in
today’s global trade.” However, they also noted that there “may be legitimate issues
for discussions in the WTO, including those addressed in regional trade arrangements
(RTAs) and by the B20.” The G20 also argued that “WTO-consistent plurilateral trade
agreements with broad participation can play an important role in complementing
global liberalization initiatives.” In conclusion, however, they reiterated their commit-
ment and support for international trade as a means of boosting growth: “We reiterate
our opposition to protectionism on trade and investment in all its forms. We extend
our commitments to standstill and rollback of protectionist measures till the end of
2018, reaffirm our determination to deliver on them and support the work of the WTO,
UNCTAD and OECD in monitoring protectionism. We emphasize that the benefits
of trade and open markets must be communicated to the wider public more effectively
and accompanied by appropriate domestic policies to ensure that benefits are widely
distributed” [G20, 2016]. Moreover, the G20 Trade and Investment Working Group
(TIWG) was established and the G20 Strategy for Global Trade Growth focused on
trade liberalization and lowering trade costs while trying to stay clear from protectionist
measures. Moreover, the G20 endorsed the G20 Guiding Principles for Global Invest-
ment Policymaking which will help foster an open, transparent and conductive global
policy environment for investment.

However, the G20 might soon be facing more issues related to protectionism. The
G20 finance ministers met on 17—18 March 2017 in Baden-Baden. During this meet-
ing, they noted the importance of trade to the global economy, but due to disagreement
with the U.S. the anti-protectionist vow was dropped. After the meeting the U.S. treas-
ury secretary, Mr. Mnuchin, stated: “We do have a new administration and a different
view on trade.”* This may generate further tensions [Wouters and Van Kerckhoven,
2017b] as was widely expected at the Hamburg summit of 7—8 July 2017.

3 “G20 finance ministers drop anti-protectionist pledge.” March 2017. Available at: http://www.bbc.
com/news/business-39315098 (accessed 14.08.2017).
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Compliance with Commitments

The G20 has done rather well in living up to the commitments made at G20 sum-
mits. Regarding their commitments at the 2008 Washington meeting, G20 members
scored 58% in terms of compliance over the first five months.* During the 2009 Lon-
don summit, G20 members declared that they would “minimise any negative impact on
trade and investment of our domestic policy actions including fiscal policy and action
in support of the financial sector.” Here it was found that half of the G20 members fully
implemented this commitment in the first five months after the summit.> The success
of the next G20 meeting in Pittsburgh was much more varied in terms of compliance
with the commitments related to trade and investment as shown after eight months.®
On the one hand, the commitment to withstand protectionism was not implemented
(a compliance score of only 10%). On the other hand, the G20 members did live up to
their commitment to promote open trade and investment (with a compliance score of
70%). Trade and investment were much higher on the agenda during the 2010 Toronto
summit, where the need to refrain from protectionist measures was stressed. Sadly, with
a compliance score of only 15%, the G20 failed to live up to its commitments in the first
four months after the summit [G20 Toronto Summit Final Compliance Report].” As
the havoc after the crisis continued, the 2010 Seoul summit broadcasted an even worse
view when it came to protectionist matters (compliance score: —0.05).%

By the 2011 Cannes summit, G20 members had made some progress rolling back
protectionist measures (compliance score: 0.25). Regarding cross-border investment in
particular, the emerging economies undertook certain measures to attract and balance
the capital in and outflows.” The 2012 Los Cabos summit reaffirmed the previously
stated commitment to refrain from protectionism. Again, the compliance score was
0.25. Regarding the maintenance of a supportive business environment, G20 members
complied to a much larger degree (compliance score: 0.95).1

The 2013 St. Petersburg summit focused more heavily on investment and this paid
off in terms of compliance (score: 0.85). This was offset by very poor compliance with
standstill commitments on trade (compliance score: —0.35)."" At the 2014 G20 summit

4 “G20 Commitment on “Rejecting Protectionism” Compliance Performance Report.” Available at:
http://www.g20.utoronto.ca/analysis/2009protectionism0331.pdf (accessed 14.08.2017).

5 “G20 London Summit Commitments Compliance Report 2009.” Available at: http://www.g20.
utoronto.ca/analysis/hse/2009—london-compliance.pdf (accessed 14.08.2017).

62009 Pittsburgh G20 Summit Compliance Report.” Available at: http://www.g20.utoronto.ca/
analysis/Pittsburgh G20 compliance_report.pdf (accessed 14.08.2017).

742010 G20 Toronto Summit Final Compliance Report.” Available at: http://www.g20.utoronto.ca/
analysis/ 2010toronto-compliance.html (accessed 14.08.2017).

8 %2010 Seoul G20 Summit Final Compliance Report.” Available at: http://www.g20.utoronto.ca/com-
pliance/ 2010seoul-final/index.html (accessed 14.08.2017).

9 “2011 Cannes G20 Summit Final Compliance Report.” Available at: http://www.g20.utoronto.ca/
compliance/ 2011cannes-final/index.html (accessed 14.08.2017).

1042012 Los Cabos G20 Summit Final Compliance Report.” Available at: http://www.g20.utoronto.ca/
compliance/ 2012loscabos-final/index.html (accessed 14.08.2017).

1142013 St. Petersburg G20 Summit Final Compliance Report.” Available at: http://www.g20.utoronto.
ca/compliance/2 013stpetersburg-final/index.html (accessed 14.08.2017).
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in Brisbane the G20 members scored high (compliance score: 0.7); however, when it
came to trade compliance was once again much lower (compliance score: 0.25).”2 The
commitments regarding trade did not expand during the 2015 G20 summit in Antalya.
Compliance remained at the same level as in the last few summits (compliance: 0.3).
However, compliance with support of multinational trade agreements was much higher
(compliance score: 0.6)."

For the 2016 summit in Hangzhou, only an interim report is publicly available.
From this data, it seems that the trend of compliance with anti-protectionism con-
tinues (compliance score: 0.3). More progress was achieved when dealing with trade
costs (compliance score: 0.7). Compliance with the G20 Guiding Principles for Global
Investment Policymaking was very high (compliance score: 0.95).!4

As shown from these compliance rates, the G20 members have been much better
at implementing the decisions taken on investments than those on international trade.
However, the previous section clearly indicated that in terms of outcomes, more should
be realized in the field of investments. The G20 should be more ambitious in this area.

The BRICS

Commitments

BRICS summitry also focused on trade and investment with members voicing
concerns about lower investments. In 2009, the BRIC stated at its Yekaterinburg sum-
mit that members “recognize the important role played by international trade and
foreign direct investments in the world economic recovery.” The BRIC further called
upon all parties to work together to improve the international trade and investment
environment and urged the international community to keep the multilateral trading
system stable, curb trade protectionism and push for comprehensive and balanced re-
sults of the WTO’s Doha Development Agenda [BRIC, 2009, no. 5]. The 2010 Brasilia
meeting was more centered on currencies and their impact on trade and investment
[BRIC, 2010, no. 12].

During the 2011 Sanya meeting, the BRICS decided to engage in joint research on
economic and trade issues, as stipulated in its Action Plan. Its further stressed the need
to refrain from protectionism and expand trade [BRICS, 2011].

During the 2012 Meeting in Delhi, the BRICS decided to invest and contribute
to UNCTAD as well as to move forward with developing greener economies [BRICS,
2012, no. 17, 34].

1242014 Brisbane G20 Summit Final Compliance Report.” Available at: http://www.g20.utoronto.ca/
compliance/ 2014brisbane-final/index.html (accessed 14.08.2017).

132015 G20 Antalya Summit Final Compliance Report.” Available at: http://www.g20.utoronto.ca/
compliance/ 2015antalya-final/index.html (accessed 14.08.2017).

1442016 G20 Hangzhou Summit Interim Compliance Report.” Available at: http://www.g20.utoronto.
ca/compliance/ 2016hangzhou-interim/index.html (accessed 14.08.2017).
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Further work in this area was endorsed at the third BRICS trade ministers meet-
ing on 26 March 2013. The ministers approved the BRICS Trade and Investment Co-
operation Framework as a basis for future coordination and cooperation on economic
issues, including SMEs."

In 2013 in Durban, ministers agreed to establish the New Development Bank, in-
troducing a joint safety net by using a Contingent Reserve Agreement. Moreover, they
reaffirmed their support for the multilateral trading system [BRICS, 2013].

The 2014 Fortaleza summit saw a deeper cooperation. As stated by the BRICS
members: “We are committed to raise our economic cooperation to a qualitatively new
level. To achieve this, we emphasize the importance of establishing a road map for
intra-BRICS economic cooperation. In this regard, we welcome the proposals for a
“BRICS Economic Cooperation Strategy” and a “Framework of BRICS Closer Eco-
nomic Partnership,” which lay down steps to promote intra-BRICS economic, trade
and investment cooperation” [BRICS 2014, no. 20]. Moreover, the BRICS reiterated
its strong support to the WTO and the multilateral trading system. It further established
the BRICS Information Sharing and Exchange Platform, intended to facilitate trade
and investment cooperation [BRICS, 2014, no. 68].

The 2015 Ufa BRICS summit was ambitious regarding progress in the fields of
trade and investment. The BRICS decided to support the creation of a platform of
joint discussion for trade cooperation amongst BRICS countries through enhanced
dialogue [BRICS, 2015, no. 13]. It further adopted The Strategy for the BRICS Eco-
nomic Partnership as the key guideline for expanding trade and investment [BRICS,
2015, no. 17]. Again, it supported the WTO and UNCTAD as multilateral bodies for
trade [BRICS, 2015, no. 21, 22]. The BRICS applauded progress in the implementa-
tion of BRICS Trade and Investment Cooperation Framework [BRICS, 2015, no. 23].

The BRICS consequently tried to push hard on increasing investments at the Goa
summit in 2016. For these investments to take place, the BRICS focused on infrastruc-
ture investments and looked at the Multilateral Development Banks [BRICS, 2016,
no. 29]. Members reaffirmed “their commitment to a strong, quota based and ade-
quately resourced IMF” [BRICS, 2016, no. 30]. However, they also looked for solu-
tions to boost investments elsewhere. More specifically, they reaffirmed “the important
role played by the BRICS Interbank Cooperation Mechanism in expanding the BRICS
countries financial and investment cooperation” [BRICS, 2015, no. 14, BRICS 2016,
para. 5]. Moreover, much attention was directed at the New Development Bank, which
would be an important vehicle to finance investments in infrastructure and sustainable
development projects in BRICS and other developing and emerging markets [BRICS,
2015, no. 15; BRICS, 2016, no. 3]. The same holds true for the BRICS Roadmap for
Trade, Economic and Investment Cooperation, where private companies cooperate
with BRICS countries. Moreover, the focus has become more clearly the intra-BRICS
investment and trade [BRICS, 2015b, II.1].

5 “Joint Communiqué of the Third Meeting of the BRICS Trade Ministers.” Fifth BRICS Summit
28 March 2013.
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The BRICS further reiterated “that bilateral, regional and plurilateral trade agree-
ments should be seen as complementary to the multilateral trading system” [BRICS,
2016, no. 34].

Compliance with the Commitments

For the 2009 Yekaterinburg summit, no compliance scores are available. For the
2010 BRIC summit, BRIC members performed rather in terms of their commitment
to refrain from protectionist measures (compliance score: —1). Indeed, they all intro-
duced protectionist measures.'® This shifted in the aftermath of the 2011 Sanya Meeting,
where members had a compliance score of 0.4.7 The 2012 meeting in Delhi focused on
UNCTAD and BRICS members committed to invest in its functioning. However, their
efforts (or lack thereof) produced no results (compliance score: 0)."® The 2013 mee-
ting pushed for adherence and support of the multilateral trading system. This was well
complied with by BRICS members (compliance score: 1). Moreover, Brazil and China
engaged in additional international investments."” The 2014 Fortaleza summit failed to
produce significant compliance with regard to trade and the support of the WTO and
the multilateral trading system as the BRICS members did not take any action with re-
gard to reform of the WTO Dispute Settlement Body.? The decisions taken at the Ufa
summit were not selected for monitoring in the compliance reports, so no data could be
retrieved.?! For the 2016 BRICS summit, the compliance report has yet to be released.

This clearly shows that BRICS members have been more focused on trade and did
not bother much about the implementation of the decisions they took. They remained
natural host countries for foreign investments even during the crisis.

Concluding Remarks

The financial crisis resulted in a steep fall in cross-border investment and trade. Due
to a return to more conservative and nationalist policies in the wake of the greatest
recession since the 1930s, some countries are still struggling to reach or move beyond
pre-2008 levels almost a decade later. However, multilateral cooperation can boost
both investment and trade and can ensure that these become vehicles for recovery. The
BRICS and the G20 are two of the steering bodies that can spur the development of

1642010 BRIC Brasilia Summit Compliance Assessment: World Trade.” Available at: http://www.brics.
utoronto.ca/compliance/2010—compliance-trade.pdf (accessed 14.08.2017).

1742011 Sanya BRICS Summit Compliance Report.” Available at: http://www.brics.utoronto.ca/com-
pliance/2011—sanya.html (accessed 14.08.2017).

18 <2012 BRICS Delhi Summit Compliance Report.” Available at: http://www.brics.utoronto.ca/com-
pliance/2012—delhi.html (accessed 14.08.2017).

1942013 BRICS Durban Summit Compliance Report.” Available at: http://www.brics.utoronto.ca/com-
pliance/2013—durban. html (accessed 14.08.2017).

20 %2014 BRICS Fortaleza Summit Compliance Report.” Available at: http://www.brics.utoronto.ca/
compliance/2014—fortaleza.html (accessed 14.08.2017).

21 %2015 BRICS Ufa Summit Compliance Report.” Available at: http://www.brics.utoronto.ca/compli-
ance/2015—ufa.html (accessed 14.08.2017).

25



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

a deeper global governance architecture which in turn would allow for more growth and
welfare creation.

Both bodies have been concerned with slow or even declining investment and trade
growth in recent years. As a result, each has provided guidelines and proposed solu-
tions. In terms of trade, the language of the G20 and the BRICS is remarkably similar.
The biggest difference is the weaker language when it comes to PTAs for the BRICS,
which is more supportive of the WTO. The G20 has been better in complying with its
decisions than the BRICS, but both have been doing rather well in terms of outcomes.

When it comes to investments, the BRICS has returned more rapidly to higher in-
vestment levels compared to the other G20 countries. Moreover, it has also been push-
ing this more strongly on the global scale by establishing the New Development Bank.
G20 members are still struggling regarding investments, even though compliance with
the decisions taken at the G20 is rather high. Hence, the G20 might want to be more
ambitious regarding investments.

One major concern is whether these two bodies will continue to complement each
other’s work. The focus of the BRICS on its own investment and development bank,
as well as its focus on increasing the trade flows among BRICS members and other
developing countries, might help the G20 to achieve some of its goals and ambitions.
However, it might just as well put pressure on the G20 system.

Finally, one may observe that while all of the joint declarations and action plans
might have spurred the global recovery, they failed in certain cases to produce a return
to pre-crisis levels. The increasingly nationalist policies in several developed countries
might further limit the openness necessary to return to or exceed pre-crisis investment
and trade levels. Bilateral agreements might help but, due to their exclusiveness, may
also fail to realize more open economies on a global scale.
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Qunancoswiit kpusuc 2008 2. evizean enobanrvHyro peueccuro. Obsemvl MeHCOyHAPOOHOU MOP2OEAU U UHEECMULUL Cyule-
CMBEHHO CHU3UAUCD. B yeasx Koopounayuu npoeoouMoil aHMUKPU3UCHOLU NOAUMUKU 8edyuiue CMPaHbl MUPa NOGbICUNU
cmamyc «Ipynnbst deadyamu» 00 8bicuie20 ypogHs, NPednoaazarue2o y4acmue Auoepos CmpanH-4aeHo8, U co30aau epynny
bPUKC, komopas 0b6sedunura 1udepos KpynHeluwux Cmpat ¢ popmupyroueicst polHO4HOU 3KOHOMUKOU.

B pamkax dannoii cmamwu agmoput uccaedyrom dessmeabHOCMb 060ux 00seduHeHUll 6 cghepe Mopeoeau U UHBECMU-
yuii. OHU NOKA3bIBAIOM, YMO 8 00ULeM U UeAOM CIPAHbL OKA3AAUCH HECNOCOOHbI BEPHYMbCS HA CBOU NPEOKPUSUCHDbLI YDO-
6€Hb, HeCMOMPSL HA YCUAUSL NO CIUMYAUPOBAHUIO MPAHCSPAHUMHBIX MOp2o6au u ungecmuyuii. OcobeHHo 3mo Kacaemcs
MeNCOYHapoOHbIX uHeecmuyull 8 cmpaunax «Ipynnst déaduamu», moeda Kak 0aHHble NO MOpP2o6ae CBUOeMeNbCMBYIOm O
Hexomopom odxcugnenuu. B yenom unenvt bPUKC cmoeau 6occmarnosumocs nociae kpusiuca 6onee 6bicmpsimu memMnamu.
Cammumot «Ipynnvt dsadyamu» u bPUKC nokazanu ceoio sghghekmusrocms 6 60npocax KoopouHayuu nposoouMoil no-
aumuku. Tlpunumaemvie Ha cammumax peuwieHus: He 8ce20a @blNOAHANMCA CMPAHAMU-HACHAMU, HO 8Ce Jce YPOBEHb UX
8bINOAHEHUS 0OCIAMOYHO BbICOKULL. A6MOPbI CMAMbU HACMAUBAIOM, YO MONCHO 00CHUHYb 00AbULE20, 0CO0EHHO 6 chepe
uneecmuyuii. bPUKC 6oaee sghgpexmusna 6 sonpocax pazeumus compydnuuecmea, npumom umo ece uaenvt bPUKC
6x00am 6 cocmas «Ipynnvt deadyamu». Bpems nokasxcem, 6yoym au u énpeds smu 0éa obseduHeHUss OONOAHIMb Opye
dpyea u cmozym au npomueoCmosmy NPOMeKUUOHUCICKUM U HAYUOHANUCIUMECKUM IKOHOMUYECKUM MEHOCHUUSIM.
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Abstract

The main objective of this article is to analyse the new global governance mechanism developed at the G20
forum by nineteen individual countries, along with the European Union (represented by the FEuropean
Commission and the European Council), cooperating with international organizations (10s) and government
officials (GOs). In the subsequent sections, I argue that the new mechanistic and praxis-oriented mechanism
of global governance is built on the nexus between (1) the G20 acting as a hub of multi-level cooperation and
as an apex systemic risk manager; (2) 10s offering expertise on specific issue areas; and (3) GOs as sherpas, or
ministers responsible for specific subjects, who are able to meet before and after commitments, and are endorsed
by and influence the iteration leaders use at subsequent summits to soften difficult issues. The mechanism
represents a departure from the Schumpeterian “creative destruction” process, understood in broader terms
as not restricted solely to the role of entrepreneurs and innovations, but extended also towards global politics
and institutions (norms, systems, and organizations). As shown in G20 communiqués and declarations, the
elite global governance institutions are providing valuable input to the G20 process. A good example of the G20
and 10s’ effective synergy is the relationship between the G20 and the OECD, which can be described as a
“partnership of convenience.” The activity of sherpas, finance ministers, central bank governors, expert groups
and similar sub-summit entities are also an essential component of the global governance mechanism. They
are all responsible for major preparatory work before G20 summits. In conclusion, I argue that the successful
spreading of this mechanism makes it possible to achieve ambitious objectives, such as (1) crisis response
and closing global governance gaps, (2) enhancing international cooperation, and (3) building a capacity for
international innovation.
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Introduction

Global governance, a phenomenon which has defined innumerable times within dif-
ferent contexts, is concerned with purposeful acts and non-tacit arrangements, and is

! The editorial board received the article in February 2017.
This article is part of the “Global Economic Governance — Actors, Areas of Influence, Interactions”
research project (OPUS, 2016/23/B/HS5/00118) funded by the National Science Centre, Poland.
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neutral between activities and their outcomes. The presentations of its early versions
highlighted its primary and distinctive feature of steering or governing, which departs
from the rigid and hierarchical world of governments, top-down control and forced
adjustments [Rosenau and Czempiel, 1992; Finkelstein, 1995]. Viewed this way, glo-
bal governance has been described by the IR academia as governing without sovereign
authority, steering a fragile vessel through raging seas, transcending national frontiers
and doing internationally what governments do at home. Its essence has been the need
for cooperation between governments and a number of non-territorial entities. As cogs
in the global machinery, they all fall under the set of regularities labelled “complex in-
terdependence” [Keohane and Nye, 2011], namely: (1) the existence of different chan-
nels of interaction (intergovernmental, transnational, non-governmental) that occur
between actors of international relations; (2) the lack of a hierarchical positioning of
problems in world politics, thus blurring the distinction between “low” and “high” as
well as “internal” and “external” policy; and (3) the changing roles of international
organizations. IOs were of minor importance after World War II but transformed into
“control rooms” or “catalysts” of interdependence on a normative basis (principles,
standards, procedures, shared values and collectively-achieved goals).

Actors of global governance, among which a special role is played by international
organizations (e.g. the Organisation for Economic Co-operation and Development,
or OECD) and global forums of cooperation bring high officials to the table — prime
ministers, heads of state, as well as central bank governors or ministers (e.g. G7/8,
G20). They have been arranged in a certain pattern, resembling a network of equilib-
rium points, set up under certain conditions in order to meet needs that emerge over
time, and reflect the balance of power and interests. Over time, a change in the condi-
tions in which international institutions operate has led to a mismatch between their
resources and their declared objectives, as well as the new environment in which they
operate. As a result, they may become more or less effective; if we speak metaphori-
cally, they are more or less plugged into the grid. The emergence of a crisis may weaken
them (as shown by the example of the G7), their disappearance (The Council for Mu-
tual Economic Assistance, COMECON), put them in new roles (the OECD), or cause
them to rise to unprecedented prominence (the G20), but without any guarantee that
their special position will be preserved. Given this, global governance may not only
denote “systems of rule at all levels of human activity — from the family to international
organizations — in which the pursuit of goals through the exercise of control has trans-
national repercussions” [Rosenau, 1995, p. 13], but also set of mechanisms character-
ized by fluidity and a continual, never-ending interplay between deconstruction and
reconstruction. This broader notion of governance can be conceptualized as creating
the conditions for ordered rule and collective action where the outputs of governance
and government may be similar but their gravity differs [Stocker, 1998; Dingwerth and
Pattberg, 2006]. The dynamics of global governance, the interplay between emergence,
disappearance and transformation, is a catalytic process which pushes international in-
stitutions to contribute to the effective management of collective problems. When they
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work well, institutions perform at least four valuable functions. First, they facilitate
burden-sharing by governments that otherwise could not contribute to collective obli-
gations. Second, they serve as information providers to governments. Third, they help
great powers keep multiple and varied interests from getting in each other’s way diplo-
matically. Fourth, international institutions help reinforce continuity when administra-
tions change [Keohane and Nye, 2011]. Above all else, strong, global institutions, fully
represented by the new, plurilateral summit institutions (PSIs) (namely G7/8, G20 and
BRICS), are burdened in the post-Westphalian reality with the responsibility for recon-
structing beyond-the-border steering mechanisms. These international cooperation-
oriented forums map out a new global governance mechanism, as decision-makers;
both policymakers and stakeholders consider them good venues for frank discussions
and sharing cross-national ideas on key policy matters [Pal, 2012, p. 16].

The main objective of this article is to analyse the new global governance mecha-
nism developed at the G20 forum by 19 individual countries, along with the European
Union (represented by the European Commission and the European Council), coop-
erating with international organizations (10s) and government officials (GOs). It has
been designed as a trans-border, adaptable steering mode which is subject to constant
modifications. In subsequent sections, 1 argue that the new, mechanistic and praxis-
oriented mechanism of global governance is built on the nexus between (1) the G20
acting as a hub of multi-level cooperation and as apex systemic risk manager; (2) 10s
offering expertise on specific issue areas; (3) GOs, as sherpas or ministers, who are
responsible for specific subjects and are able to meet before and after commitments
are endorsed, and who influence the iteration by which leaders at subsequent summits
soften difficult issues. The mechanism represents a departure from the Schumpeterian
“creative destruction” process. In conclusion, I argue that the successful spreading of
this mechanism makes it possible to achieve ambitious objectives, such as (1) respon-
ding to crises and closing global governance gaps, (2) enhancing international coopera-
tion, and (3) building capacity for international innovation.

Rationale for the Emergence of a New Global Governance
Mechanism and the Role of the G20

Global governance, as noted above, can be described as a set of mechanisms character-
ized by fluidity and the continual, never-ending interplay between deconstruction and
reconstruction. The process of the deconstruction of institutional stability in the eco-
nomic and financial domains of International Relations has been particularly visible
since the 1970s, and has accompanied an increasing risk of crises. The low effectiveness
of governments tackling the effects of crises has become evident, and so has the defi-
ciency in supranational governance. It took, however, several deep breakdowns of global
governance mechanisms to finally recognize that the ambitions of individual countries
require the development of appropriate cooperation formulae, which would go beyond
what has been hitherto considered international or intergovernmental. These pursuits
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to find commonly accepted solutions accelerated after the outbreak of the 2008+ global
financial crisis (GFC), that was born in the depths of the U.S. mortgage market. The
six main narratives of the GFC, namely (1) a mortgage crisis, (2) a global banking
crisis, (3) creative destruction, (4) a geopolitical shift, (5) a symptom of the inequality
of capitalism, and (6) the opportunity to develop a green economic framework, began
to resonate in the minds of policy-makers, who are always mindful of the main issues
facing domestic policy and the preferences of their potential voters. Pragmatic reason-
ing led them to acknowledge the point of view of economists, who saw the GFC as a
normal process, where destruction is followed by consolidation (or reconstruction) as
an aspect of business and technology cycles [Inayatullah, 2010, pp. 91—92]. Therefore,
economists and policy-makers once again called to mind the Schumpeterian “crea-
tive destruction” (restructuring) process which originally permeated the major aspects
of macroeconomic performance, not only of long-term growth but also of economic
fluctuations, structural adjustment and the functioning of factor markets [Schumpeter,
1942]. Managing the process of creative destruction, understood in broader terms to
not simply include the role of entrepreneurs and innovations, but also that of global
politics and institutions (norms, regimes, organizations), means providing appropriate
responses to the tensions, crises and uncertainties generated by anarchy in the inter-
national environment. The development of a new global governance mechanism and
emergence of a new institutional triad (G7/8 — G20 — BRICYS) fits this pattern very
well. These new (winning) structures, by taking the form of meetings (summits) of
heads of state and government, and sharing the common feature of being created by a
group of countries with certain common political, social and economic characteristics,
became a synthesis resulting from the tension between the West and the non-West,
which has increased since the end of the Cold War. The emergence of the new system
was affected by such factors as: (1) growing demand for international cooperation in
the context of recurring global financial and economic crises; (2) the ineffectiveness
of existing triadic systems, namely the “Economic Triad” of western countries (U.S. —
EU — Japan) and the “Institutional Triad” of international economic organizations
(IMF — World Bank — WTO), against the threats and challenges emerging in times of
turbulence, accompanying the formation of a post-Cold-War international order; and
(3) the rising importance and aspirations of non-western states, mostly rejecting the
Washington Consensus and “western” model of global governance [Rewizorski, 2015,
p. 31]. On the one hand, the formation of a new triadic, multi-centric order in the area
of global governance was a result of negative factors: tensions, crises and the ineffi-
ciency of existing structures. On the other hand, positive factors related to maximizing
the relative benefits of cooperation served as a catalyst for change. To put it simply, the
concerned states assumed that creating systems with some degree of institutionaliza-
tion, and maintaining their flexibility, is particularly important in the context of the
multilevel and multidirectional nature of interactions occurring at the interstate, trans-
national and non-governmental levels. These structures most commonly take the form
of trans-governmental regulatory networks, which due to their flexibility and non-for-
malized nature are easy to fit into the formula of global governance.
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It took a decade (1999—2008) for the G20 to become the apex forum tasked with
tailoring an appropriate mechanism of global governance and smoothly respond-
ing to the various needs that have been raised by members of the international com-
munity. While the G7/8 and the most influential IOs became less plugged into the
grid, the G20 was designed to be a club which consisted of “systemically significant”
countries and the European Union, which at the very beginning assembled in or-
der to inject stability into financial markets which were behaving wildly and almost
derailed the world economy. The high point for the G20 (2008—2009), specifically
two breakthrough leader summits in Washington (2008) and Pittsburgh (2009), gave
this forum momentum and strengthened its image as an appropriate hub, steering a
variety of institutional nodes in the G20 social network. The meeting of the leaders
conducted in the heart of the United States drifted away from the G7/G8, which was
often described as a “talking shop”?' [Lesage, 2007, p. 107; Debeare and Orbie, 2013,
pp. 311-323], towards a G20 that leaders perceived rather as a “workshop,” “steering
committee” or “high table” forum that is global in composition [Cooper and Thakur,
2013, p. 16]. In this context, the Washington summit set out the key actions to miti-
gate the financial and economic crisis, and initiated the process of applying them and
building a response to the process of globalization by creating a permanent body (G20
Leaders). As Andrew Cooper and Paola Subacchi rightfully pointed out, this G20
meeting was innovative and indispensable, showing that while the G20 is a “systemic
risk manager, and a bulwark against a restrictive forms of unilateralism,” it required
improvements in its legitimacy and its efficiency for the world as well [Cooper and
Subacchi, 2010, pp. 607—17]. Therefore it was a significant success. Heads of states,
stuck together in the midst of a global depression, reaffirmed their belief that only
free market principles, open trade and investment systems, and efficiently regulated
financial markets can promote dynamism, creativity, and entreprenecurship, which
are vital elements for accelerating economic growth, increasing employment, and
eliminating poverty.

Since Washington, the task of recovery has been assigned to the G20. At the se-
cond breakthrough summit, in Pittsburgh, the G20 leaders decided to give a new status
to the G20 and declared it the permanent, premier forum for economic governance
(to the exclusion of the other 173 members of the United Nations). As one can read in
point 50 of the G20 Pittsburgh Leaders’ Statement, “Today, we designated the G20 as
the premier forum for our international economic co-operation” [G20, 2009]. Despite
arguments that the G20, by excluding 173 countries, lacks legitimacy on the “input”
side, in the sense that membership of this club cannot be reversed from the formula
of systemic importance [Wade and Vestergaard, 2012], the self-proclamation of G20
as the apex forum of global economic and financial governance was generally well-
received. It is enough to say that the Chinese delegation saw the shift in geopolitical

2 The G8 is frequently called a “talking shop” since its most notable output is communiqué language and
rarely measurable targets or financial pledges.

36



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

power as “conforming with the tide of history” [Sinclair, 2009]. A few months after the
summit, at the World Economic Forum in Davos in January of 2010, Korean President
Lee Myung-bak stated “it is time for the G20 to set the post-crisis agenda, and to build
the platform that will ensure the sustained and balanced growth of the world economy
in the months ahead” [Lee Myung-bak, 2010]. The reference to 2010 summitry is not
accidental, as in the widespread perception of G20 scholars, after the relative successes
of the summits in Toronto and Seoul, the Group of Twenty entered an on-going phase
of development and maturity. This was articulated by the dynamic shaping of its agenda
and eagerness to create a new global governance mechanism, tailored to the needs and
abilities of its members. The Seoul summit added development to the agenda, marking
the beginning of an expansion of the G20’s economic and financial focus [Hajnal,
2014, p. 21]. This agenda expansion corresponds with the institutionalization of the
G20, which according to Kirton [2013] crystallized into a club at the highest level, fo-
cused on deepening equality amongst its members. Since it is no longer merely preoc-
cupied with economic issues, this global institutional structure has begun to radiate
outside of Europe and North America [Martin, 2011], thus softening arguments about
the deficit of the “input legitimacy” of the G20.

When subscribing to the view that the G20’s elevated status has made it the hub of
international economic governance, it is valuable to mention differing opinions about
the G20. These are commonly formulated from the perspective of critical political
economy, an application of critical theory to political economics. Dissenters focus on
the processes of policy coordination and consensus formation within the Gx struc-
tures (G7, G20). In particular, Gill [1997], Bayne [1995] and Cox [1996] argued that
the G7/G20 system attempts to coordinate policies among member states — often with
mixed results and various disagreements and tension, while binding states and institu-
tions into a mutually interlocking set of practices and ideologies. Cox goes on to re-
mark that the international institutions that support global capitalism are undergoing
a “transnational process of consensus formation among the official caretakers of the
global economy” which is aimed at maintaining the stability and legitimacy of global
capitalism [Cox, 1996, p. 301]. This economics-based process, propelled by the engine
of the Washington Consensus, isolates the hubs of global governance from any social
goals. However, Cox’s argument regarding the role of the neoliberal and pro-market
hegemony of such institutions as the G20 is difficult to defend, given the recent de-
velopment of G20 outreach and engagement groups. These include Think 20 (think
tanks), Labour 20, Business 20, Civil 20, Youth 20, and Women 20. The G20 outreach
processes are a formal attempt by G20 leaders to engage various social sectors in G20
policymaking as well as an attempt to enhance the legitimacy and influence of the
G20 and its policy proposals [Slaughter, 2015]; they are often overlooked by the criti-
cal political economy school. However, the analysis of the consequences of the G20
outreach goes far beyond the modest scope of this article and thus will not be explored
here.
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The Global Governance Mechanism and Its Components

Numerous challenges face the development of G20, such as: (1) the non-democratic
behaviour of some G20 participants; (2) the risk of fragmentation within this club; (3)
the mounting superficial public image of the G20 as “talking shop”; (4) difficulties
accommodating the interests of the great powers (such as China, the U.S., Russia),
medium-sized states (such as South Korea, Australia, Canada), and emerging pow-
ers (such as India, South Africa, Brazil, Turkey, Mexico), the EU and the rest of the
“systemically important” G20 actors; and (5) finally, the concerns that moving the
G20 agenda far beyond its economic core will bring forth a “Christmas Tree effect,”
whereby it will be weighed down with too many issues. Nonetheless, the Group of
Twenty’s eagerness to play the role of “systemic risk manager” has not been affected.
The reform, or rather transformation of the group from an anti-crisis committee to a
hub of multi-level institutionalization is noticeable. To secure this process, the G20
strives for close cooperation with international organizations (10s) offering expertise
on specific issue areas, and uses government coordinating measures (government offi-
cials, GOs) as sherpas, or ministers responsible for specific subjects, which meet before
and after commitments are endorsed (Fig. 1).
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)

Fig. 1. Societal Structure of the Global Governance Mechanism

This triple actor approach (G20 — 10s — GOs) influences the iteration by which
leaders at subsequent summits soften difficult issues. Combined, they create a societal
structure which gives substance to the global governance mechanism overseen by the G20.

International Organizations and the G20

A good example of the effective synergy between the G20 and 10s is the relationship
between the G20 and the OECD, which can be described as a “partnership of conveni-
ence.” The historically-forged partnership of convenience between the G20 and the
OECD is growing in importance. It relies on a specific exchange: the OECD offers
experience and knowledge, whereas the G20 provides a high level of political commit-
ment to the OECD’s agenda, thereby increasing the relevance of the OECD within the
architecture of global economic governance. This cooperation is underpinned by the
economic dependency of the OECD on G20 members (Fig. 2).

These “family bonds” are not surprising, as the G20 mandate, which encompasses
the coordination of policies and makes globalization a more harmonious and sustain-
able process, meets the analogous mandate of the OECD [Ramos, 2011, p. 334].
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Fig. 2. OECD — G20 Triangle of Cooperation

Source: [OECD, 2016; Pal, 2012; Ramos, 2011].

The first bond between the OECD and the G20 is expressed in the group of twenty
striving for the development of highly professional working groups, and thus looking
for an expert community with the ability to provide counsel and administrative sup-
port in this area. It is worth noting that with the unfolding of the global agenda after
the 2008 Washington summit, the G20 has become a hub of multiple epistemic com-
munities, working groups and technical committees. During the summit in Toronto
(2010) the G20 agreed to establish a Working Group on Development and mandate
that it elaborate a development agenda and multi-year action plans to be adopted at the
Seoul summit. This “body,” co-chaired by South Korea and South Africa, was adopted
by the G20 leaders as part of the so called “Seoul Development Consensus for Shared
Growth” and the “Multi-Year Action Plan,” which had been developed for the purpose
of narrowing the development gap between poor and rich countries, and also reduc-
ing poverty in developing countries. Building on the G20 agreement reached in To-
ronto, the G20 leaders agreed to establish a G20 Working Group on Anti-Corruption,
co-chaired by Indonesia and the United Kingdom [Rewizorski, 2014, p. 104]. These
examples showcase the input of the OECD, which as an international organization
supports the G20 with specialist information, policy advice and technical analysis. The
OECD contributes to all stages of preparation for G20 summits. At the highest political
level, the OECD Secretary General participates in the Leaders’ summit. The Global
Governance and Sherpa Unit, under the supervision of the OECD Chief of Staff and
Sherpa to the G20, coordinates all the contributions to the G20. These take various
forms, depending on the deliverables and tasks assigned by the G20 members.

The G20 — OECD relationship is not unidirectional. The OECD, as an inter-
national organization, also benefits from the G20 process, which helps to coordinate
its work, provide leverage to it, and where necessary injects the political momentum
needed to break deadlocks. Hence the second bond between these two institutions is
expressed in the aforementioned high level of political commitment to the OECD’s
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agenda by the G20, thereby increasing the relevance of the OECD within the architec-
ture of global economic governance. As shown in G20 communiqués and declarations,
the OECD is placed amongst the elite global governance institutions, alongside the
UN, IMF, World Bank Group, WTO, ILO, FSB, FATF and BIS, “providing valuable
inputs to the G20 process” [G20, 2015]. A quantitative analysis of the Antalya com-
muniqué found that the UN (including UNCTAD and UNFCCC) was referred to 10
times, IMF —12, World Bank — 3, the OECD — 26, WTO — 4, ILO — 2, FSB — 11,
FATF — 3, and BIS — 1 (Figure 3).

FSB

BIS\

FATF ~_

/ OECD

ILO —
WTO—

World Bank —

IMF — ~_UN

Fig. 3. Relevance of Selected 10s within the Global Economic Governance Architecture
in the Antalya G20 Leaders’ Communiqué [2015]

Source: [G20, 2015].

This dominant position was also occupied by the OECD in the Antalya G20
summit communiqué annex, consisting of agreed-upon documents, ministerial state-
ments, working group documents, supporting documents and issues for further action.
This organization has co-produced a series of documents with the G20 in pivotal ar-
eas, such as: (1) G20/OECD Report on G20 Investment Strategies; (2) G20/OECD
Principles of Corporate Governance; (3) G20/OECD High-Level Principles on SME
Financing; (4) Quantifying the Implementation of G20 Members’ Growth Strategies
(IMF — OECD Note); (5) OECD/INFE Core Competencies Framework on Finan-
cial Literacy for Youth; (6) OECD/INFE Policy Handbook on the Implementation
of National Strategies for Financial Education; (7) Financial Education for Migrants
and Their Families: OECD/INFE Policy Analysis and Practical Tools; (8) OECD/
INFE Progress Report on Financial Education for MSMEs and Potential Entrepre-
neurs; (9) Toolkit to Enhance Access to Adaptation Finance for Developing Countries
that are Vulnerable to the Adverse Effects of Climate Change Including LIDCs, Small
Island Developing States and African States (OECD in Collaboration with the Global
Environment Facility); (10) Climate Funds Inventory; (11) OECD Secretary-Gener-
al Report to the G20 Leaders; (12) Effective Approaches to Support Implementation
of the G20/OECD High-Level Principles on Long Term Financing by Institutional
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Investors; and (13) OECD Secretary-General Report to G20 Finance Ministers with
Its Annexes (“Reports on Possible Tougher Incentives for the Countries that Fail to
Comply with the Global Forum Standards on Exchange of Information on Request”
and “SMEs and Taxation”) [G20, 2015, pp. 8—11].

The third strong incentive for growing cooperation stems from the dependency of
the OECD on G20 members for its budgets (see Table 1).

Table 1. G20 Member Countries’ Percentage Shares in the OECD Budget Contribution (2015)

The G20 Participants and OECD Member Percentage Share in the OECD Budget
Countries from the EU (EUR 383 mIn = 100%)

United States 21.07

Japan 11.92

Germany 7.57

France 5.53

United Kingdom 5.21

Italy 4.35

Canada 3.87

Australia 3.28

South Korea 2.82

Mexico 2.71

Turkey 1.79

The rest of the European OECD member countries 21.69
participating in the EU*

Note: * OECD members participating in the EU apart from the E4 (Germany, France, United
Kingdom and Italy) include: Spain (3.11%), Netherlands (2.18%), Belgium (1.56%), Sweden
(1.55%), Estonia (1.43%), Poland (1.43%), Slovenia (1.43%), Austria (1.36%), Denmark (1.21%),
Finland (1.08%), Greece (1.06%), Portugal (0.99%), Czech Republic (0.96%), Ireland (0.95%),
Hungary (0.81%), Slovak Republic (0.58%).

Source: [OECD, 2016].

The G20 members’ financial contributions to the OECD budget (EUR 383 min),
including that of the E4 countries (Germany, France, United Kingdom, Italy), ac-
counted for 70.12% in 2015. However, if contributions to the OECD budget from non-
E4 European OECD member states participating in the EU (21.69%) are included, it
amounts to 91.81% (EUR 351.6 miIn). This high financial dependence on G20 coun-
tries (even indirectly represented in this forum) suggests that OECD support is offered
according to a “pay as you go” model, which explains why its attention is mainly fo-
cused on Europe.

The strong relationship between the OECD and G20 showcased above leads to
the conclusion that international organizations with a transregional-reach (such as the
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IME, OECD, FSB, WB, FATF, BIS, G24, G77 and ASEAN+3), serving often as the
Groups’ technical assistance providers, occupy a prominent position in “the G20 ga-
laxy.” It is not only the participation of the I10s of member-states in the G20 which
stabilize the galaxy (or network), but also the rapid institutionalization of the G20,
that clears the way for plurilateral informal institutions to win out over the old formal
multilateral organizations. This trend has been highlighted in the literature by Kirton,
Larionova, and Savona [2010], who noted that this happened in order to assure that
the Gx process provided 10s the resources and reforms it could not secure from states
on its own. The Gx process has also created new international organizations, such as
the FSB, that are separate from the IMF and born in a plurilateral form to manage the
completion of designated tasks. While such bodies as the OECD and IMF have begun
to play the role of helpers in the delivery of tasks shortlisted in the G20 (also G7), PSI
focused on providing a high level of political commitment to the 10s agenda, thereby
increasing their relevance within the architecture of global economic governance.

The G20 and Government Officials

According to the classical view, persons acting on behalf of states in international bodies
are classified into three groups: (1) leading figures exercising political authority, nor-
mally heads of state, as well as heads of government and foreign ministers, together with
those associated with the process of government (for example, a parliamentary assem-
bly); (2) ambassadors and others sent abroad in connection with the bilateral exchange
of embassies; and (3) the dispatch of a special mission [Hardy, 1969]. While in the first
group the political figures mentioned may, within the bounds of the constitution, com-
mit a state to a range of obligations or negotiate any agreement, the second group has to
act under instruction but possesses a general right of representation, namely the right to
represent the state in all aspects of its foreign relations. Special missions, on the other
hand, though equally official, are entitled only to perform specific tasks as agreed upon
between two states, and do not have broad authority in all spheres.

The G20, as a club of international cooperation, departs from the rigid and ar-
chetypical form of diplomatic activities in the international realm. Depending on the
format of the forum (G20 Finance or G20 Leaders), the group takes advantage of the
activity of finance ministers, central bank governors, ministerial forums as well as ex-
pert groups and similar sub-summit entities. Major preparatory work that precedes
G20 summits is entrusted to sherpas and the personal representatives of the leaders.
Usually, personal representatives are appointed for a period which lasts more than
12 months, as the tasks delegated to them are huge. They include holding consultations
before upcoming summits, negotiating agenda items, the presentation of positions
adopted by individual countries, reaching agreements on most important issues, as well

3 The term “sherpa” originates from the Tibetan language and means sher — east + pa — people. The
name comes from the tribe of Sherpa people of Nepal, from among whom helpers and porters were recruited
for Himalayan expeditions. With time, the word started to be used to describe all kinds of helpers.
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as providing assistance and advice to the summit’s host country. The preparatory pro-
cess also includes sherpa consultations with non-government stakeholders such as the
business sector, think-tanks and civil society groups. Some G8 members of the G20
use the same person as sherpa for both G8 and G20. The sherpas are assisted by deputy
finance ministers (“finance deputies”).

Table 2. Sherpa and Ministerial Meetings Schedule Leading up to the G20 St. Petersburg Summit

Date of Meeting/Summit

Level of Meeting/Summit

5—6 September 2013

G20 Leaders’ Summit

5—6 September 2013

G20 Sherpas and Finance Deputies

5—6 September 2013

G20 Finance Deputies

25-26 July 2013

G20 Sherpas

19-20 July 2013

G20 Finance Ministers and Central Bank Governors

18—19 July 2013

Joint G20 Finance and Labour Ministers

18 July 2013 G20 Labour Ministers

18 July 2013 Labour Ministers With Social Partners
17 July 2013 Task Force on Employment

17 July 2013 Social Partners (B20 and L20)

9—10 July 2013

Energy Sustainability Working Group

8§—10 July 2013

G20 Development Working Group

3—4 July 2013

Framework for Strong, Sustainable and Balanced Growth Working Group

20—21 June 2013

Business 20 Summit (B20)

18—21 June 2013

Youth 20 Summit (Y20)

13—14 June 2013

Civil 20 Summit (C20)

6—7 June 2013

G20 Finance Ministers and Central Bank Governors’ Deputies

6—7 June 2013

Anti-Corruption Working Group

5 June 2013

Task Force on Employment and G20 Finance Deputies

3—4 June 2013

Task Force on Employment

11-12 May 2013

G20 Sherpas, St. Petersburg

18—19 April 2013

G20 Finance Ministers and Central Bank Governors, Washington DC

15—16 February 2013

G20 Finance Ministers and Central Bank Governors

4—5 November 2012

G20 Finance Ministers and Central Bank Governors

29—-30 October 2012

G20 Sherpas

4—5 October 2012

G20 Development Working Group

4—5 October 2012

Agricultural Market Information System

1—2 October 2012

G20 Task Force on Employment

24—-25 September 2012

G20 Finance Ministers and Central Bank Governors, Mexico City

Source: [Rewizorski, 2014, p. 149].
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Sherpas, with the gradual broadening of the G20 agenda, are amassing more com-
petences, which translates into fulfilling more duties. They usually meet 3—4 times a
year and are generally well prepared to carry out tasks, as they usually hold important
positions in governments. Table 3 outlines the G20 sherpas’ government positions.

Table 3. G20 Sherpas in January 2014

Country Sherpa/Position
Argentina Cecilia Nahon, Ambassador of Argentina to the United States
. David Gruen, Deputy Secretary, Department of the Prime Minister and Cabinet
Australia
(PM&C)
. Enio Cordeiro Ambassador, Undersecretary for Economy and Finance, Ministry of
Brazil . .
Foreign Relations
Vincent Rigby, G20 Sherpa, Assistant Deputy Minister and G7 Foreign Affairs Sous-
Canada
Sherpa
China Baodong Li, Chinese G20 Sherpa and Vice Foreign Minister

. Richard Szostak, G20 Sherpa, Diplomatic Advisor of President Juncker, European
European Union

Commission

France Laurence Boone, G20 Sherpa of the French President

German Lars-Hendrik Roller, Economic and Financial Policy Advisor to the Federal

y Chancellor, G7— and G20—Sherpa

India Suresh Prabhakar Prabhu, Minister for Railways and G20 Sherpa, Government of India

Indonesia Rizal Affandi Lukman, Deputy Minister for International Economic Cooperation,
Coordinating Ministry for Economic Affairs of the Republic of Indonesia

Ital Armando Varricchio, Ambassador, Diplomatic Advisor to the Prime Minister and G7/

y G20 Sherpa Prime Minister’s Office
Japan Yasumasa Nagamine, Deputy Minister, Ministry of Foreign Affairs
Mexi Carlos de Icaza, Deputy Minister of Foreign Affairs & G20 Sherpa, Ministry of Foreign
exico . :

Affairs of Mexico

Russia Svetlana Lukash, G20 Sherpa, Deputy Chief of Presidential Experts’ Directorate,
Executive Office of the President

Saudi Arabia Hamad Albazai, Vice Minister of Finance

. Ambassador Jerry Matjila, Director-General: Department of International Relations

South Africa .
and Cooperation

South Korea Hye Min LEE, Ambassador for International Economic Affairs, G20 Sherpa

Turkey Ayse Sinirlioglu, Ambassador, Deputy Undersecretary for Economic Affairs and G20

Sherpa, MFA

United Kingdom | Tom Scholar, Second Permanent Secretary, Prime Minister’s Europe Advisor

United States of | Caroline Atkinson, Deputy Assistant to the President and Deputy National Security
America Advisor for International Economic Affairs

Source: G20 Sherpa list. Available at: http://www.g20civil.com/sherpateam/sherpa-list.php
(accessed 1 February 2017).
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Noticeably the G20 sherpas are recruited mostly from the economic and financial
sector. They cooperate with ministers dealing with the sector and central bank gov-
ernors, who are supported by numerous expert and working groups. As a rule, these
groups are co-chaired by one advanced and one emerging country member of the G20
[Hajnal, 2014, p. 41]. The German presidency of the G20 plans to organize six ministe-
rial meetings, including a meeting of finance ministers and central bank governors. In
the run-up to the G20 summit, the German host established a time and place for the
specialized meetings (Table 4)

Table 4. Overview of the G20 Specialized Ministers’ Meetings in 2017

Ministry Venue Date
Meeting of G20 Agriculture Ministers Berlin 22 January 2017
Meeting of G20 Foreign Ministers Bonn 16—17 February 2017

Meeting of G20 Finance Ministers and Central

Bank Governors Baden-Baden 17—18 March 2017
Meeting of G20 Ministers in Charge Diisseldorf 6—7 April 2017

of Digitalization

Meeting of G20 Labour Ministers Bad Neuenahr 18—19 May 2017
Meeting of G20 Health Ministers Berlin 19—20 May 2017

Source: G20, 2017].

The meeting of G20 agriculture ministers in Berlin, where participants agreed on
the G20 Agriculture Ministers’ Declaration and Action Plan, focused on the sustain-
able use of water, digitalization, and committed members to produce a roadmap for
ending the use of antibiotics in agriculture to promote growth [G20, 2017]. An analysis
of the declaration demonstrates the presence of the mechanism of global governance
in the sector that is based on the G20—10s—GOs nexus. The G20 Ministers of Agri-
culture* highlighted the support of G20 economies for the 2030 Agenda for Sustain-
able Development (administered by the UN),> the Paris Agreement on climate change
(administered by the UNFCCC), combating antimicrobial resistance and contributing
to a “one health” approach by using OECD, WHO and FAO expertise, finally devel-
oping the Agricultural Market Information System (AMIS) launched in 2011 by the
G20 agriculture ministers.® The short declaration abounded in invitations to use the

4 G20 agriculture ministers met on 22—23 June 2011 in Paris to discuss the volatility of agricultural com-
modity prices.

5 Particularly in reference to SDG 6, which aims, inter alia, at substantially increasing water-use effi-
ciency, ensuring sustainable withdrawals, improving water quality and implementing integrated water-resource
management.

¢ The Agricultural Market Information System (AMIS) was established in order to “encourage major
players in the agri-food markets to share data, to enhance existing information systems, to promote a greater
shared understanding of food price developments, and further policy dialogue and co-operation” [G20, 2011,
p. 7]. AMIS was set as an early warning system which indicates potential food crises by monitoring prices, trade,
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expertise of various working groups operating in agricultural, environmental or health
domains, such as the Group on Earth Observations Global Agricultural Monitoring
(GEOGLAM) initiative, which joined AMIS in June 2016.

Conclusions

The new global governance mechanism is based on a triple actor approach, where: (1)
the G20 acts as a hub of multi-level cooperation and apex systemic risk manager; (2)
10s offer expertise on specific issue areas; (3) GOs, as sherpas, or ministers influence
the iteration by which leaders at subsequent summits soften difficult issues. This new
mechanistic and praxis-oriented system of global governance has been built to achieve
such objectives as: (1) responding to crises and closing global governance gaps; (2)
enhancing international cooperation; and (3) building capacity for international in-
novation. As for reaching the first objective, the G20, as helmsman, is accountable for
preparing the mechanisms for responding to crises and closing global governance gaps.
It partly explains why subsequent summits have embraced so many new issues. Suffice
to say that, apart from the initial G20 summit, where the number of commitments did
not exceed 100, at subsequent summits their number increased, averaging between 150
and 300. Despite the G20 focus being fixed on core issues, such as macroeconomic
policy, financial regulation, trade and investment and reforming global financial insti-
tutions, it is gradually broadening its agenda, which is sometimes criticized for leading
to a “Christmas Tree effect.” Indeed, the OECD report [2016] Contributions to the G20
lists 16 issue areas which are debated at every summit and constantly appear in com-
muniqués, declarations and action plans. The can be grouped into:

— global economic governance: (1) Framework for Strong, Sustainable and Bal-

anced Growth; (2) SMEs and Corporate Governance; (3) Financial Education

and Financial Consumer Protection, (4) Taxation; (5) International Financial Ar-

chitecture & Long-term Investment; (6) Investment and Trade;

— global sustainable development governance: (7) Disaster Risk Management;

(8) Energy Architecture, Energy Efficiency and Fossil Fuels; (9) Green Growth;

(10) Green Finance; (11) Climate Finance; (12) Food Security and Agriculture,

(13) Development; (14) Employment and Social Policies;

— global security governance: (15) Anti-corruption; (16) Co-operation among In-

ternational Organizations

The list is still open, especially as attention at G20 summiits is often hijacked by
current political issues, such as Russian activity in Eastern Ukraine, international ter-
rorism, Brexit or the migrant crisis in Europe, to name only a few. Responding to these
crises, and closing global governance gaps, as the objective of the new Global Gover-

output and inventory of such basic commodities as wheat, rice, soya bean, and maize [AMIS, 2014]. It provides
its participants (G20 members, Spain and seven major producing, consuming and exporting countries of com-
modities covered by AMIS — Egypt, Kazakhstan, Nigeria, the Philippines, Thailand, Ukraine, and Vietnam)
with complementary analysis of selected agricultural products in areas of supply and demand, crops, interna-
tional prices, policy developments and market access.
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nance Mechanism, on the one hand spurs the creation of an anti-crisis, firewall faci-
lity, with more equal participation and the empowerment of non-western powers, but
at the same time is hamstrung by political volatility and multisided influences. The
examples of the reform of Bretton Woods institutions and introduction of a global fi-
nancial transaction tax stand out. In the first case, despite the United States’ fierce
opposition, the reform, approved in December 2010 by the IMF board of governors,
was revived in 2015 after the United States Congress allowed the reform package to
take effect in January 2016. Also, on 1 October 2016 the renminbi was added to the
IMEF’s basket of Special Drawing Rights (SDR). Therefore, the G20 took probably the
last chance to successfully contribute to the development of international economic
governance, and this is a positive example where the closing of governance gaps was
in fact possible. In the second case, the idea of “civilizing” the global financial sector
and shifting the burden of emergency bailouts away from taxpayers by introducing the
Financial Transaction Tax, despite being put on the table by the G20 in 2008, proved
to be almost unworkable. Again, the stumbling block was the wild opposition flowing
from the United States, influenced by powerful lobbies of investors, bankers, hedge
funds and CRIs. Despite the tax proposal failures at the G20, this is an idea which will
probably be bouncing back, as shown by the example of German Finance Minister
Wolfgang Schaeuble’s proposal in mid-2016 to place a financial transactions tax (FTT)
on the G20’s agenda. Surely, the catalyst which prompted the G20 to revive the idea
was European fears of Brexit (which is a political issue) combined with failed FTT
Plans among all 28 European Union members.

The second and third objectives of the new global governance mechanism are en-
hancing international cooperation and building capacity for international innovation.
In achieving its second objective, the G20 benefits from the support of 10s. In official
documents endorsed at G20 leaders’ summits, there are references to supporting the
ongoing work; recommendations and initiatives on a given issue area led by an external
organization. As shown by G20 communiqués and declarations, elite global govern-
ance institutions are deployed within a certain, replicating pattern. According to the
G20 Research Group methodology, the referencing of 10s can be described as the
“development of global governance.” However, reaching this objective using the global
governance mechanism has its weak spots. The OECD, as well as other global institu-
tions such as the IEA or the IMF, is still perceived by China and other BRICS econo-
mies as a western bulwark not reflective of the current economic multipolarity. Given
the narrow base of their membership, or relatively small voting power of their non-
western members, the effectiveness of these prominent 1Os is limited. Finally, the third
objective of the New Global Governance Mechanism has been to build capacity for
international innovation at various levels. A good example here may be the G20 Digital
Economy Development and Cooperation Initiative, which was agreed upon during the
Hangzhou summit. The goal here is to ensure that an additional 1.5 billion people are
connected and have meaningful access to the internet by 2020 through expanded and
affordable broadband access. This goal is in line with “Broadband Europe,” a Euro-
pean Commission strategy adopted in September 2016 and focused on providing every
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European with personal Internet access at speeds of up to 30 Mbps and half of house-
holds with a 100 Mbps connection by 2020. It is obvious that meeting this ambitious
digital agenda will not be possible without the active involvement of GOs.

The above-mentioned aspects of the global governance mechanism are interconnect-
ed. The three-actor cooperation approach aims at building a mechanism which is centred
on achieving three main objectives. The stability of the whole mechanism is, however, de-
pendent on (1) openness to collectively solving problems; (2) improving the cooperation of
the G20 with other PSIs (G7/8 and BRICS) and the UN as a political centre of global gov-
ernance; (3) enhancing legitimacy and efficiency, through maximizing compliance with
G20 commitments and closer cooperation with civil society organizations; and, finally,
(4) the resilience of the G20 mechanism necessitates the further inclusion of China and
other developing countries into global decision-making processes. The global governance
mechanism outlined here is still in an early stage of its development.

Despite its value in understanding the effectiveness of the G20 as an apex forum of
global governance, the triple actor approach has its limitations. It may be well used in
researching the bonds between plurilateral summit institutions (G7, G20, BRICS) and
international organizations with a transregional reach, which often serve as the PSI’s
technical assistance providers, and thus occupy a prominent position in their networks
or galaxies. However, as a research tool, it seems to be too narrow to analyse the multi-
dimensional relationships between the G20 and the UN, which are subject to fluctua-
tion and turbulence. Today the debate in this domain is function of divergent “schools”
which, despite making useful contributions, are more normative and prescriptive than
they are analytical or empirical. This short review takes up the task of a comprehensive,
contemporary and systematic study, ushering in a more analytical view on global gov-
ernance and its architecture.
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teta; 78-100 Kolobrzeg, ul. Wielkopolska 2C/15, Poland; E-mail: marek.rewizorski@ug.edu.pl

OcHo6Has yeab OaHHOI cMamvu — NPOGHAAUUPOBAMYb HOBbLI MEXAHU3M 2A00aAbHOO YNPABAEHUs, BbIPAOOMAHHYLI 6
pamkax gopyma «Ipynnst deadyamu» dessmuadyamoto Haubosee pazgumoimu SKoHomukamu mupa, a maxkxice EC 6 auye
FEsponeiickoii komuccuu u Eeponeiickoeo cogema npu compyoruvecmeae ¢ mexucoyHapooHsimu opeanuszavyusmu (MO) u
npeocmasumensmu 0peanos eAacmu.

Aemop cmambu 0mKaA3bl8aAemcs 0M Meopuu «co3udamensHoeo paspyuienus» Illlymnemepa u nosaeaem, umo Ho-
8blll, OPUEHMUPOBAHHDLI HA NPAKMUYECKUe Pe3yAbMambl MEXAHU3M 2100aNbH020 YNPAGAeHUsl C030aemcsi HA 0CHOBAHUU
coedunenus mexcdy (1) «Ipynnoii deaduyamu», delicmeyroweil KaxK YeHmp MHO20YPOBHEE020 COMPYOHUHeCMEa U 6epulli-
HbL YNPABACHUs CUCEMHbIMU pUcKamu,; (2) MeducOYHapOOHbIMU OP2AHU3AUUAMU, NPEONa2AiOUWUMU CBOI0 IKCNEPMU3Y NO
KOHKpemHbiM memamuueckum cghepam; u (3) npedcmagumensimu 0peanog éaacmu (Wepnvl Ui MUHUCMPbLL, OMEen-
CMeeHHble 34 KOHKPemHble 60NPOChl, KOMOpble 8CMPeMarmcs, Ymoobvl 00cyOoums N0020MOoGKY U UCHOAHEHUEe NPUHAMBbIX
obs3amenscme, U 00ecneHusarom evipabomky pewenull, 0000psembix AU0epamu Ha CAaMMUmax O0as peueHust CA0NCHbIX
80NPOCOB.

B 3akaiouumensHoll vacmu cmamol agmop ommeddem, Ymo ycneulHoe pacnpocmpaneHre 3moeo MexaHusma no-
360410 JOCMU4bL AMOUUUO3HBIX Pe3yIbmamos, makux Kax (1) cozoanue mexanusma cmaeueHusi nNOCAe0CmaUil SKOHOMU-
4eck0eo Kpu3uca U yCmpaHeHusi AaKyH @ cucmeme 2100a1bH020 Yynpasenus; (2) Hapaujuganue mMexicoyHapooHoeo compyo-
Huuecmea u (3) ghopmuposarue nomenyuana 015 pacnpocmpanerus UHHOBAUUOHHBIX NOOX0008.
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Abstract

China took over the G20 2016 presidency from Turkey during a period of subdued economic activity and
diminished global growth. Growth in China was expected to slow to 6.3% in 2016 and 6.0% in 2017, primarily
reflecting weaker investment growth as the economy continued to rebalance. Acknowledging that lower growth
rates have become the “new normal,” the Chinese leadership set the annual target growth rate for China at no
less than 6.5% in its 13" Five-Year Plan (2016—2020). The Plan redefined China’s development paradigm,
de-emphasizing speed in favour of quality based on innovation, coordination, green development, openness
and sharing. This vision constituted the foundation of China’s concept and priorities for the G20 presidency.
The article reviews the main outcomes of the Chinese G20 presidency, focusing on major results which reflect
China’s priorities for domestic development and international cooperation. Using qualitative and quantitative
analysis of the G20 2016 documents and the documents of international organizations, the author highlights
the key decisions made at the Hangzhou summit and trends in G20 engagement with international institutions.

The findings indicate that the Chinese presidency’s priorities of development, innovation and trade
received unprecedented attention, with development reaching an almost 43% share in the discourse (compared
to the average of 15% for the eleven summits), innovation rising tenfold to about 7% (compared to 0.75% for
the eleven summits) and trade peaking to 7.3% (compared to the average rate of 2.8%). At 2.2%, the share
of the G20 discourse dedicated to the environment was higher than the overall average (1.42%) and higher
than at any other summit except Cannes and Los Cabos. While energy issue-related discourse (about 4%)
ranked lower than for Brisbane and Antalya, the metric was comparable to the average for the period (3.4%).
Discussion dedicated to economic issues (25%) was close to the average for the period (27%). In line with the
historical trend, the share of finance issues in the G20 discourse continued to decline, reflecting the G20’s role
in the division of labour with regards to the regulation of financial markets.

The intensity of G20 engagement with international organizations was higher than the average since the
Washington summit. The choice of organizations was defined by the presidency’s priorities and established
trends. Given the UN’s role in setting Sustainable Development Goals, and China’s commitment to the UN
as the central element of a fair and peaceful multilateral system, it came as no surprise that the intensity of
references to the UN was twice as high as the average for G20 summits and significantly higher than in any
other summit. A similar trend was observed with respect to the WTO and UNCTAD. The G20’s reliance on
OECD expertise continued to rise. The intensity of G20 engagement with the IMF and the World Bank was
slightly lower than during the previous presidencies. Last but not least, China consolidated the G20’s dialogue
with engagement groups, most notably with B20 and L20.

! The editorial board received the article in January 2017.
The research was carried out within the framework of the RANEPA research project “Assessment of the
G20 and BRICS effectiveness on the basis of monitoring compliance with the summits' commitments”.
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Drawing on the results of qualitative and quantitative analysis, the author concludes that China’s
G20 presidency contributed to the country’s development priorities, reflected China’s role in the evolving
world order, and consolidated the G20’s status as the premier forum for economic cooperation and making
globalization work for everyone. The author asserts that China managed to ensure its imprint on future G20
cooperation. First, it did so by integrating innovation, the new industrial revolution and the digital economy
into its core agenda, generating 137 commitments to innovative growth and setting up the relevant international
mechanisms. Second, with respect to trade and investment, it facilitated development and the adoption of
two documents defining guiding principles for global investment policymaking, and promoting inclusive trade
and global value chains. Third, under China’s stewardship, the G20 agreed to three action plans on energy
cooperation, including Enhancing Energy Access in Asia and the Pacific: Key Challenges and G20 Voluntary
Collaboration Action Plan, the G20 Voluntary Action Plan on Renewable Energy, and the G20 Energy
Efficiency Leading Program (EELP), making further progress to address energy access, a cleaner energy
future, energy efficiency, global energy architecture, energy security, as well as market transparency. Fourth,
China advanced further G20 cooperation on development based on the Action Plan of the 2030 Agenda for
Sustainable Development. Fifth, the presidency committed to establish three China-based G20 centres, thus
creating opportunities to enhance its influence in the G20 process through an evidence base, research and the
exchange of knowledge in key policy areas. China struck a good balance between continuity and innovation
regarding the G20 agenda, contributed to its legitimacy and effectiveness through productive engagement
with key international organizations and dialogues with the engagement groups, and consolidated the G20’s
capacity for direction setting, decision making and delivery.

Key words: Global governance, international organizations, informal summit institutions, efficiency,
legitimacy, innovation, new industrial revolution, digital economy, G20, China
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Plans and Expectations

China took over the G20 2016 presidency from Turkey “at a critical moment for the
world economy, global governance and the institution-building of the G20 itself”
[Wang, 2016b]. The International Monetary Fund (IMF) registered subdued economic
activity and diminished growth prospects [IMF, 2016, pp. 1—-2] and forecast global
growth to be gradual, with 3.4% in 2016 and 3.6% in 2017. Growth in China was “ex-
pected to slow to 6.3% in 2016 and 6.0% in 2017, primarily reflecting weaker investment
growth as the economy continues to rebalance” [IMF, 2016, p. 3]. Though lower than
the country’ performance in the previous years, it remained significantly higher than
the global average, and second only to its neighbor India, set to grow at 7.5 in both 2016
and 2017 [IMF, 2016, p. 6]. While acknowledging that lower growth rates had become
the “new normal,” the Chinese leadership set the annual growth rate target for China
to be no less than 6.5% in its 13™ Five-Year Plan (2016—2020) adopted at the fifth ple-
nary session of the Communist Party of China’s 18" Central Committee.? The 6.5%

2 “Five-Year Plan to Speed up ‘Hukou’ Reform.” Available at: http://english.cntv.cn/special/
fifthplenum_ 18th cpc/ (accessed 15.01.2017).
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growth should allow China to realize its goal of becoming a moderately prosperous
society in all respects [Xi, 2016] and avoid the middle income trap.3 The Plan redefined
China’s development paradigm from speed to quality and efficiency, based on innova-
tion, coordination, green development, openness and sharing.

This vision and these aspirations constituted the foundation of China’s concept
and priorities for the G20 presidency, as outlined by President Xi Jinping at the Antalya
(Turkey) summit in November 2015: “First, we need to transform growth patterns in in-
novative ways with particular focus on pursuing reform and innovation. We must create
and seize new opportunities to raise the potential of global economic growth. Second,
we need to improve global economic and financial governance, increase the represen-
tation and voice of emerging markets and developing countries, and enhance the ca-
pacity of the global economy to ward off risks. Third, we need to promote global trade
and investment to generate growth and build an open world economy” [Xi, 2015a].

Like many of its predecessors in prior summits [Shelepov, 2013; Larionova et al.,
2013; Larionova, 2011], China sought a balance between its national priorities and
global governance challenges, as well as between continuity and innovation in setting
the G20’s agenda for 2016. The presidency’s statement on the theme and key agenda
items for the summit articulated China’s commitment to spare no efforts to build an
“innovative, invigorated, interconnected and inclusive world economy” [Chinese G20
Presidency, 2016]. To break a new path for growth, the presidency proposed the adop-
tion of an innovation-driven development strategy, to deepen structural reforms and
increase total-factor productivity, advance the emerging new industrial revolution and
enhance exchanges and coordination in economic, innovation and entrepreneurship
policies to reduce inconsistencies [Chinese G20 Presidency, 2016, pp. 3—5]. For the
first time in G20 history, green finance was put on the G20 agenda. China expressed
its commitment to work, in the spirit of partnership, to consolidate and strengthen the
G20 core agenda of macroeconomic and fiscal policies coordination, structural re-
forms, international financial architecture and financial sector reforms, the promotion
of trade growth and forging inclusive and integrated global value chains.

In explaining China’s ten priorities for the 11th G20 summit, Chinese Foreign
Minister Wang Yi emphasized that “the theme and topics proposed by China have
received strong endorsement and support from other G20 members” [Wang, 2016a].
One hundred days into the presidency, the Minister spelt out the results China ex-
pected to achieve at the summit. First, China intended for a blueprint for innovation-
driven growth to “lock on the fresh impetus to global growth but also lay out specific
action plans through which to boost innovation, the new industrial revolution and the
digital economy” [Wang, 2016a]. Second, an action plan for the implementation of
the 2030 Agenda for Sustainable Development was proposed to put the development
issue within a global macro-policy framework and give a strong impetus to the UN’s
sustainable development agenda. Third, China expected an indicator system for struc-

3 “Blueprint for the 13th Five-Year Plan for 2016—2020.” Available at: http://www.china-brain.com/Resources/
Blueprint-for-the- 13th-Five-Year-Plan-for-2016-2020-/195.html# . WGOu4y2LT3g (accessed 15.01. 2017).
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tural reforms to reenergize G20 members’ efforts to implement structural reforms in
nine priority areas. Fourth, the global trade growth strategy was aimed at reversing
the ebbing growth of global trade through the coordination of trade and investment
policies. Fifth, the adoption of a set of guiding principles for global investment was
planned to facilitate cross-border cooperation on investment. Sixth, China hoped to
advance completion of the IMF 15" General Review of Quotas. Seventh, the launch
of high-level principles on international fugitive repatriation and asset recovery, a re-
search centre on anti-corruption cooperation and a two-year anti-corruption action
plan (2017—2018) were planned, in order to put a squeeze on corruption in the G20 and
beyond. Eighth, cooperation to support the industrialization of Africa and least devel-
oped countries (LDCs) was proposed to speed up industrialization and enhance their
capacity for development. Ninth, a G20 entrepreneurship action plan was intended to
provide a platform for the exchange of best practice and experience. Tenth, a push for
early entry-into-force of the Paris Agreement on climate change was expected to con-
tribute to international cooperation on climate change [Wang, 2016a].

To achieve the results the presidency had planned, the G20 and their partners
worked on a very dense programme which included 23 ministerial-level meetings,
including five Sherpa meetings, four finance ministers’ and central bank governors’
meetings, as well as four deputy finance minister and central bank deputies’ meetings.
The G20 ministers for agriculture held their fourth summit meeting, and the labour
and employment ministers held their seventh meeting. Energy ministers held their
second meeting, and trade ministers held their fourth. All in all, 26 documents were
adopted, 12 of which were agreed upon by the leaders and 13 by the ministerial meet-
ings. The international organizations contributed to the G20 decision-making, provid-
ing 40 reports, notes and discussion papers (nine were prepared by the IMF, while eight
came from the Organisation for Economic Co-operation and Development (OECD),
six were submitted by the Financial Stability Board (FSB), five by the World Trade Or-
ganization (WTO), three by the International Labour Organization (ILO), one by the
World Bank (WB), and one by the United Nations Conference on Trade and Develop-
ment (UNCTAD). The engagement partners came up with nine documents presenting
proposals from Business20 and Labour20, Think20, Civil20, Youth20 and Women?20.
Most of the ministerial decisions and many proposals of the outreach groups found
their way into the Leaders’ communiqué, which featured 135 commitments in the key
policy areas of G20 cooperation.

China’s Mark on the G20 Process
and a Milestone in its History [Wang, 2016Db]

So what were the main outcomes of China’s G20 presidency? It would take a book to
compile a detailed analysis of all the deliverables from the Chinese G20 presidency.
This paper focuses on several major results reflecting China’s priorities for domestic
development and international cooperation. The Hangzhou Consensus foundations of
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innovative growth, a combination of economic growth with social development and
environment protection, an open world economy and economic growth which benefits
all countries and all people are very much aligned with China’s 13" five-year plan and
its vision of innovative, coordinated, green, open and shared development. For the first
time in the history of G20 innovation, the industrial revolution and the digital economy
were included in the G20’s core agenda. The four documents devoted to these issues
(the G20 Blueprint on Innovative Growth, the G20 2016 Innovation Action Plan, the
G20 New Industrial Revolution Action Plan, and the G20 Digital Economy Develop-
ment and Cooperation Initiative) spelled out 110 commitments.* Together with the 27
commitments in the leaders’ communiqué, they laid a solid foundation for the G20’s
future agenda on innovation. Cooperation on the new agenda was institutionalized by
the establishment of a “G20 Task Force supported by the OECD and other relevant
international organizations to take forward the G20 agenda on innovation, the new
industrial revolution and the digital economy, subject to the priorities of the respective
future G20 presidencies, ensuring continuity and consistency with the results so far,
and promoting synergies with other G20 workstreams” [G20 Leaders, 2016, para. 11].

The G20 2016 Innovation Action Plan mandated that the OECD and the WB
support the G20 members’ exchange of best practices and policies through a new on-
line G20 Community of Practice (within the existing Innovation Policy Platform) and
release of the 2016 G20 Innovation Report, which includes all G20 members and cov-
ers the measurable indicators. The G20 New Industrial Revolution Action Plan put
forward an itemized course of action which focused on research, SME empowerment,
standards and infrastructure for the NIR, and the industrialization of developing coun-
tries. The leaders asked the OECD, UNCTAD and UNIDO to prepare a G20 NIR
Report providing an overview of opportunities and challenges brought about by NIR.
The G20 Digital Economy Development and Cooperation Initiative made provisions
for collective action to promote digital development and address the digital divide. It
recognized the key role of adequate and effective IPR protection and the enforcement
of all documents prioritizing cooperation on IPR, and pledged to engage with relevant
international organizations, including the World Intellectual Property Organization
(WIPO). Thus, with a targeted Task Force, multiple mandates for international organi-
zations, new mechanisms for sharing knowledge and research to be carried out by the
next G20 summit, cooperation on innovation, the digital economy and NIR was set in
motion. Germany taking over from China made opportunities and risks arising from
digital innovations one of the presidency priorities for G20 in 2017. By mid-January
2017, the OECD submitted to the G20 its recommendations for digital transformation
in the G20, spanning a range of issues from access to digital infrastructures to digital
security and legal frameworks.’

4+ G20 Blueprint on Innovative Growth — 23, G20 2016 Innovation Action Plan — 13, G20 New
Industrial Revolution Action Plan — 27, G20 Digital Economy Development and Cooperation Initiative — 47
commitments.

S OECD (2017). “Key Issues for Digital Transformation in the G20.” Berlin, 12 January. Available at:
https://www.oecd.org/g20/key-issues-for-digital-transformation-in-the-g20.pdf (accessed 15.01.2017).
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True to the G20’s economic and financial governance reform mission, the Hang-
zhou decisions aimed to promote efficient global economic and financial governance,
asking the IMF to complete the 15" General Review of Quotas, including a new quota
formula, by the 2017 Annual Meetings. encouraging the World Bank Group to imple-
ment its shareholding review according to the agreed-upon roadmap, timeframe and
principles; and commending the ongoing examination of the broader use of the SDR,
such as broader reporting in the SDR and the issuance of SDR-denominated bonds
[G20 Leaders, 2016, para. 17], following successful issuance of SDR bonds by the
World Bank in China’s interbank market.

Commitments to finalize the remaining critical elements of the regulatory frame-
work and the timely, full and consistent implementation of the agreed-upon finan-
cial sector reform agenda, including Basel III and the total-loss-absorbing-capacity
(TLAC) standard as well as effective cross-border resolution regimes, contribute to
China’s efforts to make the RMB an international currency and further international-
ize its financial sector.

International cooperation on taxation was taken further with the leaders’ endorse-
ment of several related OECD proposals. These pertained to objective criteria for iden-
tifying non-cooperating jurisdictions with respect to tax transparency, and tasking the
OECD with preparing a list of those jurisdictions that have not yet sufficiently pro-
gressed toward a satisfactory level of implementation of the agreed-upon international
standards on tax transparency by the July 2017 G20 Leaders’ summit [G20 Leaders,
2016, para. 19]. Emphasizing the role effective tax policy plays in promoting innova-
tion-driven and inclusive growth, China pledged to make its own contribution by es-
tablishing an international tax policy research centre for international tax policy design
and research.

In line with China’s priority to enhance international cooperation against corrup-
tion and the G20 Toronto pledge to lead by example in fighting corruption, the G20
leaders endorsed the 2017—2018 G20 Anti-Corruption Action Plan to improve public
and private sector transparency and integrity and the G20 High Level Principles on
Cooperation on Persons Sought for Corruption and Asset Recovery. The Anti-Cor-
ruption Working Group was asked to develop an implementation plan before the end of
2016. G20 welcomed Chinese initiative to establish a Research Centre on International
Cooperation Regarding Persons Sought for Corruption and Asset Recovery in G20
Member States. The proposed Centre will be located in China and operate according
to international norms [G20 Leaders, 2016, para. 22].

Energy cooperation received a new boost. The G20 adopted three new documents:
the G20 Voluntary Collaboration Action Plan on Energy Access, the G20 Voluntary
Action Plan on Renewable Energy and the G20 Energy Efficiency Leading Program.
Additionally, the members reaffirmed their commitment to open, competitive, effi-
cient, stable and transparent energy markets, stressed the importance of investment in
energy projects for ensuring future energy security and preventing economically desta-
bilizing price spikes, and promised to enhance collaboration on solutions that promote
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natural gas extraction, transportation, and processing in a manner that minimizes en-
vironmental impacts, given that it is a less emission-intensive fossil fuel.

The G20 Energy Efficiency Leading Program expands the G20 Energy Efficien-
cy Action Plan to include five new key areas of collaboration. These are the Super-
efficient Equipment and Appliances Deployment initiative (SEAD), Best Available
Technologies and Practices (TOP TENs), District Energy Systems (DES), the Energy
Efficiency Knowledge Sharing Framework, and Energy End-Use-Data and Energy
Efficiency Metrics. Through the G20 Voluntary Action Plan on Renewable Energy,
the G20 aimed to scale-up investments in renewable energy technologies, products
and services, within and beyond the G20 members. The Voluntary Action Plan for
Enhancing Energy Access in Asia and the Pacific set a framework for closer interna-
tional cooperation to promote innovative technological solutions, develop and scale up
sustainable business models and increase financing and investment as a means to real-
ize the goals set under the 2030 Agenda in Sustainable Development Goal 7 on energy.
The G20 decisions on energy access and efficiency contribute to the global efforts to
combat climate change, support China’s intended nationally determined contribution
under the Paris Agreement [China’s National Focal Point for UNFCCC, 2015] and
reinforce the country’s domestic management agenda, as set up in the PRC Strategic
Energy Action Plan (2014—2020) and national 13th Five-Year Plan.

China is heavily reliant on trade for its development, ranking first in the world in
terms of exports and second in terms of imports.® The People’s Republic marked the
15" anniversary of its WTO membership in December 2016. A member of 14 regional
trade agreements, China regards FTAs as a platform for opening up its economy to the
outside and speeding up domestic reforms.” It pursues the completion of the Regional
Comprehensive Economic Partnership, remains committed to the eventual realization
of the Free Trade Area of the Asia Pacific (FTAAP), initiated during China’s 2014
APEC presidency, and actively deploys the WTO mechanisms.® Thus China seeks to
balance its support for the multilateral trading regime (“read” WTO) with its pursuit
of FTAs and investment treaties as well as the development of “high standard pilot free
trade zones in China” [Xi, 2016]. China also needs access to foreign investment which
is smarter, greener and more productive [OECD, 2016]. Therefore, strengthening in-
ternational trade and investment was the focus of China’s G20 presidency. Although
the final outcomes of the summit did not quite measure up to Beijing’s expectations,
they were a step forward in G20 cooperation. Institutionally the G20 established a
Trade and Investment Working Group (TIWG) and adopted two documents. The G20
Strategy for Global Trade Growth aims to lower trade costs, harness trade and invest-
ment policy coherence, boost trade in services, enhance trade finance, promote the

® WTO data for 2015. “China.” Available at: http://stat.wto.org/CountryProfiles/CN_E.htm (accessed
15.01.2017).

7 China FTA Network. Available at: http://fta.mofcom.gov.cn/english/ (accessed 15.01.2017).

8 China has acted/acts as compliant in 15 cases of the dispute cases and as respondent in 38 cases. WTO.
“China and the WTO.” Available at: https://www.wto.org/english/thewto_e/countries_e/china_e.htm (ac-
cessed 15.01.2017).
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development of e-commerce, and address trade and development [G20 Trade Min-
isters, 2016b]. The G20 Guiding Principles for Global Investment Policymaking were
proposed to provide general guidance for investment policymaking with the objective
of (i) fostering an open, transparent and investment-conducive global policy environ-
ment, (ii) promoting coherence in national and international investment policymak-
ing, and (iii) promoting inclusive economic growth and sustainable development [G20
Trade Ministers, 2016¢]. However, their statement on regional trade arrangements’ co-
herence with the WTO, “We commit to working to ensure our bilateral and regional
trade agreements complement the multilateral trading system, and are open, transpa-
rent, inclusive and WTO-consistent” [G20 Leaders, 2016, para. 27], was weaker than
that of their trade ministers, who also promised to “work with other WT'O members
towards the transformation of the provisional Transparency Mechanism on RTAs into
a permanent one and commit to lead by example in fully fulfilling related notification
obligations” [G20 Trade Ministers, 2016a, para. 13].

The G20 Action Plan on the 2030 Agenda for Sustainable Development aligned
G20 development cooperation with the 2030 Agenda for Sustainable Development. It
defined the principles and priority issues,’ as well G20 members’ national actions. Im-
portantly, it upgraded the DWG’s status, which was mandated to act as a coordinating
body and policy resource for sustainable development across the G20. It was tasked to
assist “in the delivery of 2030 Agenda-related activities, working closely with other G20
work streams in the Sherpa and Finance tracks, by facilitating two-way exchanges of
information, providing advice to other work streams on development-related issues and
2030 Agenda priorities, and helping to identify in each presidency the division of labour
between the DWG and other work streams with an aim to strengthen the integration of
the 2030 Agenda in G20 work programs and ensure that responsibility for the imple-
mentation and tracking progress of specific issues is clear” [G20, 2016, p. 17].

The presidency saw two new initiatives in infrastructure as one of the key areas in
the G20’s development cooperation agenda. Eleven major multilateral development
banks (MDBs), including the recently-established Asian Infrastructure Investment
Bank (AIIB) and New Development Bank (NDB), issued a “Joint Declaration of As-
pirations on Actions to Support Infrastructure Investment” with announcements of
quantitative ambitions for high-quality infrastructure projects. This was an important
result, culminating from the initiative on financing for long-term investment launched
by the Russian G20 2013 Presidency [G20 Study Group on Financing for Investment,
2013]. Another initiative, the Global Infrastructure Connectivity Alliance, aimed to
enhance the synergy and cooperation among various infrastructure connectivity pro-
grams. The membership of the Alliance is open to both G20 and non-G20 govern-
ments, the Global Infrastructure Hub (GIH), OECD, MDBs, global and regional in-

% Infrastructure, Agriculture, Food Security and Nutrition, Human Resource Development and
Employment, Financial Inclusion and Remittances, Domestic Resource Mobilization, Industrialization,
Inclusive Business, Energy, Trade and Investment, Anti-Corruption, International Financial Architecture,
Growth Strategies, Climate Finance and Green Finance, Innovation, and Global Health [G20, 2016].
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frastructure programs, and other international organizations. The Leaders asked the
WBG to serve as the Secretariat of the Alliance, working closely with all its members.

The G20 Initiative on Supporting Industrialization in Africa and LDCs launched
at Hangzhou was taken up by the German G20 presidency, seeking to reduce risks of
climate change, contribute to more efficient health systems and strengthen the role of
women [ German G20 Presidency, 2017].

Employment issues were dealt with in the framework of inclusive development.
The leaders emphasized that the benefits from globalization and innovations should
be widely shared, creating more and better jobs, reducing inequalities and promot-
ing inclusive labour force participation. They endorsed action plans developed by G20
labour and employment ministers, approved Sustainable Wage Policy Principles, and
reiterated commitments to the G20 Entrepreneurship Action Plan. China pledged to
contribute to entrepreneurship development by establishing an Entrepreneurship Re-
search Centre on G20 Economies.

On climate change, the G20 members committed to complete domestic proce-
dures in order to join the Paris Agreement as soon as the members’ national procedures
allowed, affirming the importance of fulfilling the developed countries’ UNFCCC
commitment to provide financial resources to assist developing countries with respect
to both mitigation and adaptation actions.

Looking into the G20’s future agenda, the leaders promised to continue to address
forced displacement in 2017 with a view to developing concrete actions. Taking over
from China, Germany put forward its aim to elaborate solutions to strengthen inter-
national institutions and structures, in order to better address displacement and illegal
migration. On fighting antimicrobial resistance, the G20 called on the World Health
Organization (WHO), the Food and Agriculture Organization of the United Nations
(FAO), the World Organisation for Animal Health (OIE) and OECD to collectively
report back in 2017 on options to address the problem, including the economic aspects.

What do the Numbers Tell us about China’s G20 Presidency?

Prioritization of the G20 agenda items under the Chinese Presidency is confirmed by
data from the quantitative analysis of the G20 2016 documents.

Methodology

The quantitative analysis is carried out within a functional paradigm. This ap-
proach allows a comparison between summit institutions (the G7/8, G20 and BRICS)
and within one institution across different presidencies according to three groups of
indicators: contribution to the global governance agenda, contribution to multilater-
alism through engagement with other international institutions, and the performance
of global governance functions. It thus contributes to a generation of quantifiable evi-
dence base for assessing the effectiveness of these institutions and informing the re-
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search and forecast of their roles in the system of global governance. Contribution to
the global governance agenda is assessed by examining the comparative weights of the
key policy priorities in G20 documents, their dynamics in the agenda, and responsive-
ness to new challenges. The contribution to multilateralism is assessed on the basis of
the intensity and modes of engagement with other multilateral institutions. Within the
third group of indicators, the focus is on the balance and dynamics of the main global
governance functions of deliberation, direction setting, decision making, delivery, and
the development of global governance' as expressed in the G20 documents, including
summit declarations, ministerial statements, progress reports, and material issued by
officials and working groups.

To enable quantitative analysis, all documents are uploaded into a special data-
base, structured by summits and presidencies, with earmarks of references to interna-
tional organizations. The data base currently includes 240 documents adopted by the
G20 and BRICS, with 165 G20 documents adopted since 2008 and 75 BRICS docu-
ments adopted since 2009. The database is updated to integrate new documents once
they are agreed upon and published. The special program allows content analysis to be
carried out according to the type of documents, functions, policy areas and issues, as
well as references and modes of engagement with international organizations. This is
done through a search of requested text units, the generation of special samples, and
the identification of relevant correlations and statistical data processing. A text unit in
the content analysis is earmarked as implementing only one priority.

The quantitative analysis of the priorities in the G20 discourse is carried out on
11 broad issue areas present on the institution’s agenda. The comparison is made using
absolute and relative data on the number of symbols denoting a priority in the G20 doc-
uments for a certain period (a summit, a presidency, or a cycle). Relative parameters
are defined as the share of each priority in the total number of symbols and expressed
in percentages.

For the assessment of the G20 engagement with other international institutions,
references to international organizations are identified in all the documents in the data
base. Assessment is based on three parameters: the number of references to a particular
organization made over the period, its share in the total number of references, and the
intensity. The intensity is expressed as a ratio of the number of references to the institu-
tion to the number of characters (including spaces and punctuation) in the documents
as follows: D, = M /S, where D, is the intensity of references to a particular interna-
tional institution for a given year (period), M, is the number of references made to this
institution during this year (period), and §, is the total number of characters in the

19 Deliberation is understood as face-to-face discussions of the members encoded in the collective
communiqués. Direction-setting is defined as the collective affirmation of shared principles, norms and
prescriptions. Decision-making is regarded as credible, clear, collective commitments with sufficient precision,
obligation and delegation. Delivery is understood as stated compliance with collective decisions. Global
governance development is perceived as G20 capability to use other international institutions and create its own
institutions as global governance mechanisms [Kirton, 2013, p. 37—39].
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documents for this year (period). To make the findings more easily understood, D, is
multiplied by 10,000.

The analysis of the performance of global governance functions is conducted using
absolute and relative data on the number of symbols (including spaces and punctuation
marks) relating to a certain function in the text. Relative parameters are defined as the
share of the function in the total of all functions and expressed in percentages.

The methodology was first tested to assess G7/8 and G20 Effectiveness in Global
Governance. For a full description of the methodology, see “The G8—G20 Relation-
ship in Global Governance,” edited by Marina V. Larionova and John J. Kirton. Chap-
ter 6 “Assessing G7/8 and G20 Effectiveness in Global Governance” Marina V. Lario-
nova, Mark Rakhmangulov, and Andrey Shelepov.

Key Findings

Development, innovation and trade warranted unprecedented attention, with de-
velopment reaching a share of almost 43% in the discourse (compared to the average of
15% for the eleven summits), innovation rising tenfold to about 7% (compared to 0.75%
for the eleven summits) and trade peaking to 7.3 (compared to 2.8 average) (Fig. 1).
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Fig. 1. Share of Development, Trade and Innovation in the G20 Discourse
Source: Author’s calculations.

At 2.2%, the share of G20 discourse dedicated to the environment was higher than
the overall average (1.42%) and higher than at any other summit except Cannes and
Los Cabos. While lower than for Brisbane and Antalya, energy issues (about 4%) are
comparable to the average for the period (3.4%) (Fig. 2).

Discussion dedicated to economic issues (at 25%) was close to the average for
the period (27%). In line with the historical trend, the share of finance issues in the
G20’s discourse continued to decline, reflecting the G20’s role in the division of labour
with regard to the regulation of financial markets. The G20 defined the direction for
coordinated actions, mandating the FSB, Basel Committee on Banking Supervision
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(BCBS), IMF and other international standards setters, endorsing recommendations,
standards, guidelines and procedures developed by the regulators. The G20 remained
committed to the implementation of new regulatory measures and pledged its account-
ability; with the respective international institutions taking responsibility for the deve-
lopment of recommendations and oversight (Fig. 3).
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Fig. 3. Share of Finance and Economy in the G20 Discourse

Source: Author’s calculations

To ensure continuity, legitimacy and efficiency, the G20 members continued to en-
gage with other international organizations in fulfilling their global governance func-
tions. The intensity of G20 engagement with international organizations, at a level of
about 14, was a bit higher than the average since the Washington summit (13.30) (Fig. 4).

The choice of organizations was defined by the presidency’s priorities and estab-
lished trends. Given the UN’s role in the Sustainable Development Goals (SDGs),
and China’s commitment to the UN as the central element of a fair and peaceful mul-
tilateral system (Xi, 2015b), it came as no surprise that the intensity of references to
the UN was twice as high as the average for the G20 and significantly higher than in
any other summit. A similar trend is observed for the WTO and UNCTAD — pillars
of the multilateral trade system. The G20’s reliance on OECD expertise continued to
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Source: Author’s calculations.

rise and will obviously increase further. At the request of the G20 leaders, the OECD
will support the G20 Task Force, set up at the summit, to promote the G20 agenda
on innovation, the new industrial revolution and the digital economy and will be able
to influence the G20’s future agenda, as well as the G20 members’ national policies
across the three areas [Larionova, 2017]. The intensity of G20 engagement with the
IMF (at 1.75) and the WB was slightly lower than in the previous summits. Intensity
of G20 engagement with the IMF fluctuated at about the same level since Seoul and
for the WB (at 0.87), slowly ebbing from summit to summit since its peak in Toronto.
Last but not least, China consolidated G20 dialogue with engagement groups (Fig. 5),
most notably with B20 and L20. It referred to both in relation to the implementation of
the G20 Initiative to Promote Quality Apprenticeship, but also in the context of joint
efforts to ensure that “trade, investment and other public policies, at both national and
global levels, remain coherent, complementary and mutually reinforcing” [G20 Trade
Ministers, 2016a, para. 20].
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Source: Author’s calculations.
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The balance of global governance functions in Hangzhou was tilted toward di-
rection setting, its share amounting to almost 36%, which is significantly higher than
the average of 25% and equals the direction setting share in the leaders’ discourse in
Washington. This unprecedented hike in direction-setting is clearly connected with
the introduction of new policy areas. Apart from the triad of innovation, digitalization
and the new industrial revolution, the G20 discussed green finance, excess capacity in
steelmaking and other industries, launched the G20 debate on responses to the ongo-
ing refugee crisis and on the prevention and mitigation of antimicrobial resistance. In
absence of shock-activated emergency awareness, the G20 members took time to delib-
erate on these challenges and define a direction for collective action. Though the share
of decision-making is lower than in the three previous summits, it constitutes a robust
quarter of the discourse, close to the average of 25.46%.

Three documents are focused on the G20 members’ delivery on the previous com-
mitments. The 2016 Accountability Assessment Report, prepared with IMF and OECD
support, and the Hangzhou Action Plan explored the members’ progress towards lift-
ing the aggregate G20 GDP by an additional 2% by 2018 through the implementa-
tion of national growth strategies put forward at the Brisbane and Antalya summits.
It highlighted the countries’ successes in meeting these goals, but also urged the G20
to accelerate the implementation of the pledges, as only 55 Brisbane and 45 Antalya
commitments were fully implemented [G20 Framework Working Group, 2016, p. 1].
The Hangzhou Comprehensive Accountability Report on G20 Development Com-
mitments, the second three years’ comprehensive review, tracked progress on 68 G20
DWG commitments agreed upon in the St. Petersburg Development Outlook, noting
the completion of 39 commitments, advancement on 24, mixed performance on 3 and
the redirection on two of the 2014—2016 pledges.

Though the share of global governance development in the G20 2016 discourse
amounted to only 0.5%, decisions provided for the establishment of a G20 Task
Force on innovation, the new industrial revolution and the digital economy; the
formation of a Global Forum on excess steel capacity; the launch of the Global
Infrastructure Connectivity Alliance Initiative; enhancing the status of the G20
DWG; the adoption of G20 Guiding Principles for Global Investment Policymak-
ing and the G20 Strategy for Global Trade Growth; as well as setting up of several
research centres. These included the Centre for International Tax Policy Design
and Research, the Research Centre on International Cooperation Regarding Per-
sons Sought for Corruption and Asset Recovery in G20 Member States, and an
Entrepreneurship Research Centre on G20 Economies. All in all, the breakdown of
the global governance functions in the G20 discourse is balanced, with the share of
direction setting and decision-making put together amounting to more than 60% of
the discourse, demonstrating the G20’s capacity for forging decisions and defining
the direction of collective efforts.
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Fig. 6. Dynamics of global governance functions in the G20 discourse

Conclusion

China ensured its imprint on future G20 cooperation. First, it did so by integrating in-
novation, the new industrial revolution and the digital economy into its core agenda,
generating 137 commitments on innovative growth and setting up the relevant interna-
tional mechanisms. Second, regarding trade and investment, it facilitated the develop-
ment and adoption of two documents defining guiding principles for global investment
policymaking, and promoting inclusive trade and global value chains. Third, under
China’s stewardship, the G20 agreed upon three action plans, including Enhancing
Energy Access in Asia and the Pacific: Key Challenges, a G20 Voluntary Collaboration
Action Plan, the G20 Voluntary Action Plan on Renewable Energy, and the G20 En-
ergy Efficiency Leading Program (EELP), making further progress to address energy
access, a cleaner energy future, energy efficiency, the global energy architecture, energy
security, as well as market transparency. Fourth, China advanced further G20 coopera-
tion on development through the Action Plan on the 2030 Agenda for Sustainable De-
velopment. Fifth, the presidency committed to establish three China-based G20 cen-
tres, thus creating opportunities to enhance its influence on the G20 process through
evidence base, research and knowledge exchange on key policy areas. China struck a
good balance between continuity and innovation in the G20 agenda, contributed to
its legitimacy and effectiveness through productive engagement with key international
organizations and dialogue with the engagement groups, and consolidated the G20’s
capacity for direction setting, decision making and delivery. Thus, China’s G20 presi-
dency contributed to its development priorities, reflected China’s role in the evolving
world order, and reaffirmed the status of the G20 as the premier forum for economic
cooperation and capability to make globalization work for all.
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Jlapnonosa Mapuna BnamgumupoBHa — 1.TTOJUT.H., aupekrop LleHTpa mcciaenoBaHUil MEXIyHApOIHBIX MHCTH-
TyToB (ULMUMMU) Poccuiickoit akameMnn HapoOmHOTO XO3STMCTBA M rocydapCTBEHHOU ciryxkObl Tipu [Ipe3uneHTe
P® (PAHXuI'C); Poccuiickass @enepaumsi, 119034, Mocksa, [1peuncrerckas Ha6., 11; E-mail: larionova-mv@
ranepa.ru

Kommap Onbra UBanoBHA — Hay4YHBII coTpynHUK, LleHTp ncciaenoBanuii MexxnyHapomnHbix nHCTUTYTOB (LIUMMUN)
Poccuiickoii akageMuy HapOTHOTO XO3SICTBA M rocyaapcTBeHHoM ciyx0bl ipu [Ipesunente PO (PAHXul'C);
Poccuiickas ®denepaumst, 119034, Mocksa, [IpeuncreHckast Hao., 11; E-mail: kolmar-oi@ranepa.ru

Ilpedcedamenvcmeo 6 «Ipynne deadyamu» nepewno om Kumas k Typuyuu e konye 2016 e. 6 nepuod caaboi
IKOHOMUHMECKOU AKMUBHOCMU U CHUMNICEHUS MeMN06 2100aabHo20 pocma. Oxcudaemcest, ymo skoHomuueckuil pocm Kumas
samedaumes 00 6,3% 6 2016 2. u 6,0% ¢ 2017 2., umo 6 nepeyio ouepeds 8bi36aH0 boaee CAAOBIM POCMOM UHEECIULULL
Ha oHe NpoooAdCeHUs NOUCKA YKOHOMUKOU H08020 Oaranca. ITlpusnaseas, umo Oonee HU3KUe memnsl pocma cmanu
«HOBOUL HOpmavio», pykosodcmeo Kumas 6 13-m Ilamunemuem naane (na 2016—2020 22.) ycmarnosuno edxnce2o0Hblil
yenesoii memn pocma sxonomuku Kumas na ypoene ne menee 6,5%. Ilian uzmenun axuyenm napaouemvl pazeumust
Kumas co ckopocmu Ha kavecmeo Ha O0CHO8e UHHOBAUUU, KOOPOUHAUUU, <3€A€HO20» DPA3BUMUS, OMKPLIMOCMU U
pasdenerus 8bie00. Dmo eudenue cCMano OCHOBOU KOHUENUUU U NPUOPUmMemos Kumaickoeo npedcedamenscmea 6
«Ipynne deaduyamu». B cmamove paccmampuearomest ocHogHble umoau npedcedamenscmea Kumas e «Ipynne dsadyamu»
C YNopoM Ha KA4esvle Pe3yabmanvi, Ompajicarouie NpUOpUmensl CMpansvl 8 00aacmu 6HyMpeHHe20 pazeumus u
MeNCOYHapOOHOo20 compyOHutecmaa. Mcnoav3ys Kavecmeentblil U KOAUMeCMEeHHbIl aHAAU3 JOKYMEHMO8 «08a0uamKu»
2016 2. u dokymenmog mexcdyHapOOHbIX OPeAHU3AUULL, ABMOPbL 8bIOCASIOM KAIOYe8ble PeuleHUsl, NPUHSIMble Ha CAMMUume
6 Xanuoicoy, a makaice meHoeHyuu compyodHuuecmsa «Ipynnol deadyamu» ¢ MeicoyHapoOOHbIMU UHCIMUMYMAMU.

Iloayuennvie pesyrbmamol cgudemenbcmeyrom o mom, umo npuopumemsi Kumas 6 obaacmu pazeumus,
UHHOBAUUL U MOpeoeau Oblau omMeueHbl bechpeyedenmHbiM eHumanuem. Jloas npuopumema cooelicmeus pa3eumuro
6 Oduckypce docmuena noumu 43% (no cpasHenutro co cpeonum nokazamesem ¢ 15% das ecex odunnadyamu
cammumos), 0045 unHogayuil yeeauuunacs ¢ 10 pas u cocmasunra okoa0 7% (o cpasHeHuio ¢ noKazamenem
0,75% Onn odunnaduyamu cammumos), a 00451 Mopeoéau 00cmuesd MAKCUMAAbHO20 6 ucmopuu 3Havenus 6 7,3%
(no cpasnenuto co cpednum noxkazamenem 2,8%). loas eonpocoé okpyicarouseii cpedst 6 duckypce cocmasuna 2,2%, umo
evluie cpednezo yposns (1,42%) u nokazameneii 6cex npedblOyuUx CaMmumos, 3a uckarouenuem ecmpey ¢ Kannax u Jloc-
Kaboce. Xoms doas duckypca no eonpocam s3nepeemuxu okazasace Hudxce, yem 6 bpucbene u Anmanve, ypogerv 0k010
4% conocmasum co cpedHUMU NOKA3aMeNsamu 3a 6cto ucmopuio «deaduamru» (3,4%). Hoas sxonomuneckux npobrem
(25%) 6bira 6auska k cpedneli 3a éech nepuod (27%). B coomeéemcmeuu ¢ ucmopu1eckoii menoenyueti 00 PUHAHCOBbIX
gonpocoe 6 duckypce «Ipynnvt deéaduyamu» npooOANCUNA CHUNCAMBCS, MO OMPadXdcaem poab UHCMUMyma 6 pazoeneHuu
mpyoa 6 OMmHOWeEHUU Pe2yaupo8anus PUHAHCOBbIX PbIHKOG.

Humencuernocmo @3aumodeiicmeus «08a0uamku» ¢ MelcoyHapoOHbIMU OpeaHusauusmu Obiaa Gvliie, 4em 6
cpedHem 3a nepuod ¢ cammuma 6 Bawunemone. Bvibop opeanusayuii onpedensincs npuopumemamu npedcedamenscmed u
croxcuguumucs mendenyusmu. Yuumoieas pons OOH 6 docmudicenuu yeaeii ycmoiugo20 pazeumust U NPUSEPHCEHHOCMb
Kumas asmoii opeanusayuu Kak ueHmpaibHOMy 31eMeHmy Chnpageoausol U cnocoocmeyrouell no00epHcanur mMupa
MHO2OCIMOPOHHEL CUCMEeMbl, Heyousumenvro, ymo unmencuenocmo ynomunanuti OOH 6bira 6 dsa pasa eviuie, yem 6
cpedHeM 3a 8ech nepuoo Cyuecmeosanus «08a0UaAmKU», U 3HAYUMeAbHO Gblile, YeM 8 PAMKAX 1100020 0py2020 camMmuma.
Ananoeuunas menoenyus Habniooaemes 6 omuoutenuu BTO u FOHKTA/. «Ipynna 0saduamu» npo0oaxcuia noaazamscs
Ha sxcnepmuuiil nomenyuan ODCP. Uumencusnocms e3aumodeticmeus «osaduamiu» ¢ MB® u Bcemupuvim 6ankom
0bl1a HECKOAbKO HUdIce, HeM 6 pamkax npedvloyuux npedcedamenvcms. Takce Hemanosacro, ymo Kumail ykpenun
duanoe «deadyamru» ¢ aympuu-pynnamu, npexcoe 8cezo «0en080il 08a0uAmKoi» U «npogicoro3Hol 08aA0UAMKOLL».

! UccmemoBaHre BBITIONIHEHO B paMKax HayYHO-UCCIIENOBATETbCKON pPabOTHl TOCYNapCTBEHHOTO
3agaHuss PAHXuI'C «Ouenka agpdexktuBHoctn “Ipynmsl nBanmatn” u BPUKC Ha ocHoBe pe3ynbTaToB
MOHUTOPUHTIA UCTIOTHEHMS peleHuii» (2017 r.).

2 Cratbs octymnuia B peaakiuio B saBape 2017 1. TlepeBon BoinonHen H.A. CriopbliieBoii.
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OcHogbigasch HA pe3yibmamax KauecmeeHHo20 U KOAUHeCm@eHH020 aHaAU3a, aemopbl NPUXoo0am K 8blé0dy, Ymo
npedcedamenvcmeo Kumas 6 «Ipynne deaduyamu» cnocobcmeosano pearuzayuu npuopumemos pa3gumus CMpausl U
ompaxcano poav Kumas 6 uzmensrouwemca muposom nopsaoke, Nomoz2as YKpenums cmamyc «08aduyamku» 8 Kavecmee
OCHOBHO20 (hOpyMa IKOHOMUHECK020 COMPYOHUMECMea U HAPAWUBAs ee B03MONICHOCMU HO DACHpPeOe]eHUr) 6bie00
anobanuzauuu mexcoy ecemu 2paxcoanamu. Aemopor ymeepxcdarom, umo Kumaii cymen obecneuums 6xknao 6 Oydyujee
COMPYOHUMECMBO 8 PAMKAX <«08AOUAMKU», B80-NEPBbIX, 3a CHem GKAIOYeHUs. UHHOBAUUL, HOBOU UHOYCMPUANbHOU
PesonoyUY U Yudpoeoili IKOHOMUKU 8 ee OCHOBHYH NOBeCMKY OHs, ompaszusuieeocs 6 npunsmuu 137 obszamenscme
N0 UHHOBAUUOHHOMY DOCHY U CO30AHUU COOMEEMCMEYIOUUX MENCOYHAPOOHbIX MeXaHu3mos. Bo-emopuix, 6 obaracmu
mopeosau u uHeecmuyull KUmaickoe npedcedamenbcmeo cnoco6cmeosano paspabomie u NPUHAMUI0 08yx 00KyMeHmoa,
00UH U3 KOMOPbIX onpedeasiem pykogoosujue NPUHyUnsl 04s pazpadomku 2n00aibHOU UHEECMUUUOHHOU NOAUMUKLU,
a Opyeoil HanpaeéneH HA CMUMYAUPOBAHUE PA3GUMUS UHKAIO3UGHOU MOP206AU U 2A00AAbHBIX UENoYeK CO30aHUs
cmoumocmu. B-mpemvux, 6 pamkax npedcedamenscmea Kumas «déaduamka» coeracosasa mpu naama oeiucmeui no
DHepeemu1ecKkomy compyonutecmay, exarouas «Pacuupenue docmyna k snepeopecypcam 6 Azuamcko-Tuxookeanckom
peecuone: Katovesvle 6b1306bl U Ilnan 0obpoeoavHoco compyonuuecmea <«Ipynner dsaduamu», <«/[o6posonvHbiil naaH
deiicmeuii “Ipynnel deaduyamu” no 60300H08ASEMbIM UCTMOUHUKAM SHepeuu» U «Pykosodawyro npoepammy “Ipynne
deaduamu” no snepeoagpgpexmusnocmu» (EELP), obecneuusuiux danvHelwuli npozpecc 6 peuleHuu 80npocos 00cmyna
K 9Hepeuu, IK0A02UHeCKU YUCMO dHepeemuKU, sHepeodIggekmugHocmu, 2n00aAbHOU IHepeemUu4ecKoll apxumeKmypol,
DHepeemutecKoll 6e30nacHocCmu, a maKice nPoO3pPa4HOCMu pvinka. B-uemeepmoix, Kumaii cmumyauposans compyonu4ecmeo
8 PAMKAX «08a0uamu» no cooelicmeuro paseumuio, ocHogsantoe Ha Iliane deticmeuii no ocyuwjecmenenuro Illosecmru s
6 obaacmu ycmoiuugozo pazeumus 0o 2030 2. B-namoix, npedcedamenbcmeo 63510 Ha ces 0053amenbcmeo no coO30aHu0
mpex uccaedogamensckux uenmpos «Ipynnot dsaduyamu» 6 Kumae, obecnevus mem camvim 603MONCHOCMU OAsL YCUACHUSL
€80e20 6AUAHUSL HA NPoyecc pabomul «06a0UAMKU» HA OCHOBE UCNOAb308AHUS 0A3bl haKkmuueckux OAHHbIX, UCCAe008aHU
U o0MeHa 3HAHUAMU 8 KAlouegblx obnacmsax noaumuku. Kumaii dobuacs xopowieeo banranca npeemMcmeeHHoCmu U
Hoéamopcmea @ nogecmke OHSI «08A0UAMKU», CNOCOOCMBOBAA NOBbIUEHUI) ee AeUMUMHOCIU U 3ghghexmusHocmu
bnazodaps NPOOYKMUBHOMY 83AUMOOCHCMEUI) C  KAIOYEeBbIMU MeNCOVHAPOOHbIMU — OP2AHUZAUUAMU U duanoey
¢ aympuy-napmuepamil, a maKyce yKpenua nomenyuan «Ipynnet 0saduamu» no peasuzayuu QyHKuUil onpeoesenus
HanpaeaeHuil Oelcmeuil, NPUHAMUS PeuleHUll U UX UCNOAHEeHUS.
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Abstract

The BRICS have made considerable strides in economic and development cooperation, yet the coalition has
not been as successful in formulating and implementing an agenda of its own to address international security
despite clear signs that the coalition wishes to promote cooperation in this area. Why, then, have the BRICS
been slower to cooperate on security issues and what are the prospects for intensifying cooperation in this area?
This article analyses BRICS cooperation agenda-setting in international security against the backdrop of the
coalition’s efforts to institutionalize itself as a flexible yet coherent entity and an influential collective actor in
international affairs. Drawing on key BRICS documents and reports related to security meetings, I examine
three types of security-related efforts that have been made since the first summit, in 2009.

These include attempts to coordinate positions on specific security issues, namely armed conflicts and
related normative stances; efforts to coordinate policies; and institution-building initiatives. I find that the bulk
of BRICS security discussions have focused on the first category, with some effort to coordinate policy and
minimal progress in institution-building in the security arena. This finding shows that international security has
not, thus far, been among the “paths of least resistance” that the grouping’s diverse members have found in their
efforts to deepen intra-group collaboration — a fact that can be explained by citing internal differences as well
as contextual factors. However, the hurdles to a more cohesive BRICS security agenda are not insurmountable,
although they may restrict the gamut of topics addressed by the coalition’s cooperation efforts. In particular,
there is an unexplored area in which the five states could enhance their security cooperation while drawing on
their development and peace-building experiences and preferences: that of conflict prevention.
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Introduction

The BRICS (Brazil, Russia, India, China and South Africa) coalition has made con-
siderable strides in economic and development cooperation, yet has not been as suc-
cessful in formulating and implementing an agenda of its own to address international
security, despite clear signs that the coalition wishes to promote cooperation in this
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area. Security topics have begun to appear more frequently in key BRICS documents.
For instance, in the declaration issued at the end of the Goa summit, held in 2016, the
number of references to “security” (32) and to “terrorism/terrorist” (36) was compara-
ble to the number of references to “economic” (36).? In addition, the national security
advisors of the coalition’s member states have held a number of security meetings. Yet,
whereas in development cooperation the BRICS group has made a splash by launching
the New Development Bank (NDB), in security there has been no equivalent land-
mark in the coalition’s institutionalization. Why, then, have the BRICS countries been
slower to cooperate on international security issues and what are the prospects for in-
tensifying cooperation in this area?

Despite the slow pace and fragmented character of this cooperation, any BRICS
action in international security — even when confined to vague statements and informal
policy coordination — has tended to ring alarm bells among some circles, especially
when the coalition draws heavily on the discourse of national sovereignty. For instance,
in 2015, the Netherlands-based think tank Clingendael Institute released a report ti-
tled “BRICS as a security challenge in multilateral forums,” which refers to the coali-
tion members as self-serving “sovereignty hawks” whose “strategic egotism” represents
a menace to EU interests in its strategic neighbourhood.”?® There is also a common
perception among some western leaders that intensifying BRICS cooperation, even
outside the realm of security, represents a menace to the U.S.-led liberal order. U.S.
Secretary of Defense Leon Panetta referred to the BRICS countries as a threat to na-
tional and international security, urging the U.S. government to ensure that “they don’t
undermine the stability of the world” [Tyler and Thomas, 2014, p. 254].

This article analyses BRICS cooperation agenda-setting in international securi-
ty against the backdrop of the coalition’s efforts to institutionalize itself as a flexible
yet coherent entity. Drawing on key BRICS documents and reports related to secu-
rity meetings, I examine three types of security-related efforts since the first summit,
in 2009. These include: attempts to coordinate positions on specific security issues,
namely armed conflicts and related normative stances; efforts to coordinate policies;
and institution-building initiatives. I find that the bulk of BRICS security discussions
have focused on the first category, with some effort in policy coordination and minimal
progress in institution-building in the security arena. This finding shows that interna-
tional security has not, thus far, been among the “paths of least resistance” that the
grouping’s diverse members have found in their efforts to deepen intra-group collabo-
ration — a fact that internal differences and contextual factors help explain. However,
the hurdles to a more cohesive BRICS security agenda are not insurmountable, al-
though they may restrict the gamut of topics addressed by the coalition’s cooperation

2 Ministry of External Affairs, Government of India (2016) “Goa Declaration at 8th BRICS Summit.”
Goa, 16 October. Available at: https://www.mea.gov.in/bilateral-documents.htm?dtl/27491/Goa+Declaratio
n+at+8th+BRICS+Summit (accessed 05.01.2017).

3 Clingendael Institute (2015) “The BRICS as a Security Challenge in Multilateral Forums.” September.
Available at: https://www.clingendael.nl/pub/2015/the_brics _as_an_eu_security challenge/1_the brics
as_a_security_challenge in_multilateral forums/ (accessed 05.01.2017).
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efforts. In particular, there is an unexplored area in which the five states could enhance
their security cooperation while drawing on their development and peace-building ex-
periences and preferences: that of conflict prevention.

The article is structured in the following manner. The first part links the concept
of agenda-setting to the recent literature on rising power coalitions in the post-Cold
War era, including the institutionalization of the BRICS. The second part of the ar-
ticle analyses documents relevant to the BRICS security cooperation agenda, as well
as reports related to the meetings of BRICS national security advisors. The third and
final part analyses BRICS agenda-building efforts in security in light of internal as well
as external constraints. The conclusion relates the findings to the concept of agenda-
setting in informal coalitions and it proposes that the BRICS concentrate their security
cooperation efforts on the prevention of armed conflicts.

Agenda-Setting and Loose State Coalitions

A growing body of scholarship on international organizations has sought to shed light
on how certain themes acquire or lose prominence among the wide gamut of ideas and
proposals generated by international organizations and other stakeholders. In other
words, which topics come to the fore, how those ideas are proposed and why they gain
or fail to gain salience relative to others. The concept of agenda-setting has been more
specifically associated with the influence of media on the salience of certain themes,
and/or on the impact that the resulting agenda has on the behaviour of “agenda adop-
ters” (consumers). In international relations, a strictly state-centric approach to agen-
da-setting is inadequate because pressure concerning certain topics often comes from
civil society and the process is heavily shaped by those entities’ and networks’ interac-
tion with multilateral organizations, as Carpenter [2007] has shown in the case of trans-
national activists shaping issues and Joachim [2007] has demonstrated in analysing the
expansion of women’s rights within the United Nations (UN) agenda.

The interaction between “external actors” and multilateral organizations is far
from homogenous, however. Assayag [2016] has studied, for instance, the different
forms of strategies adopted by issue entrepreneurs and agenda gatekeepers. Likewise,
the epistemic communities framework, originally developed to address international
decision-making in technically complex issues amid high levels of uncertainty, has also
noted the influence of experts in agenda-setting [ Dunlop, 2016]. More broadly, these
different approaches resonate with the constructivist approach to international rela-
tions and, more specifically, its focus on the influence of social relations and cognition
on the framing of international norms and set-ups [see, for instance, Keck and Sikkink,
1998].

Most of this scholarship has focused on either civil society entities or activist net-
works as issues entrepreneurs, or on their interaction with established multilateral or-
ganizations like UN divisions or the Bretton Woods institutions. However, in the post-
Cold War era, as part of a broader process, the multipolarization of the international
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order, there has been a proliferation of looser coalitions of states. Rather than full-fledged
organizations, these coalitions are relatively distant from the ideal Weberian type of bu-
reaucracy, in that they lack a headquarters, organizational leadership, visual identity,
dedicated career professionals and other structural characteristics associated with ratio-
nal bureaucratic organizations. Instead, these multi-state coalitions obey a more flexible
logic, both spatially and in terms of identity, both of which provide certain advantages
insofar as they allow member states to explore cooperation opportunities without being
encumbered by the bureaucratic hurdles and loss of momentum that an established or-
ganization can experience. As Cooper and Farooq [2013] have put it, these “club dyna-
mics” connote a certain “privileging of informality in global governance.”

These coalitions vary in size and composition. The G-20, for instance, brings to-
gether both global and rising powers in a sort of “hub governance.” Its agenda adapts
constantly to a highly dynamic international arena [Kirton, 2016]. Other coalitions are
composed of states that either have adopted the identity of a rising power or are (often)
cast into this category by international relations analysts, although not without dis-
pute. Russia, for instance, is often considered more of a past superpower than a rising
one and it is often noted that China has long surpassed the economic power of other
developing countries and therefore can no longer be considered in the same category.
Despite these and other variations, here we consider the term rising power to encom-
pass developing countries that have considerable regional clout and that aspire to global
power status, but that still face constraints on their capacity to influence global affairs
even as they openly contest some of its key norms and institutions.

In 2006, the Foreign Ministers of four such states, Brazil, Russia, India and Chi-
na, began holding regular informal diplomatic meetings at the margins of the General
Debate of the UN General Assembly (UNGA). The four national administrations then
came together at the First BRICS summit, held in Yekaterinburg in 2009. The coalition
(and its acronym) later expanded to BRICS, with the inclusion of South Africa in 2011.
Its agenda began to expand, not only to include the annual heads of state summits, but
also ministerial and sub-ministerial meetings meant to explore and deepen cooperation
in specific areas or even on particular topics [Stuenkel, 2015].

As a result of these characteristics, the overarching goals of the BRICS coalition
are quite broad. First, in some areas the coalition strives for systemic change, in the
sense of accelerating the transition from a U.S.-dominated unipolar order to a more
multipolar system. Second, the coalition pushes the reform of key components of the
global governance system in the direction of greater representation (especially for them-
selves) and effectiveness. In pursuit of these broad goals, the coalition has sometimes
adopted a tone indicating that it is contesting certain aspects of the global governance
system. As a result, they are sometimes viewed as working in opposition to the western
liberal vision without being openly revolutionary. Laidi, for instance, writes:

While they do not seek to form an anti-Western political coalition based on a counter-proposal
or radically different vision of the world, they are concerned with maintaining their indepen-
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dence of judgment and national action in a world that is increasingly economically and socially
interdependent [...] They believe that state sovereignty trumps all, including, of course, the
political nature of its underpinning regimes [Laidi, 2012, p. 1].

In part because of this widespread understanding (especially in western institu-
tions) of the BRICS as an oppositional and reformist force, the BRICS coalition has
faced challenges of legitimacy. In response to these challenges and in a bid to advance
its cooperation efforts, the group has worked to institutionalize itself through the es-
tablishment of dedicated institutions like the NDB. Thus, the paths of least resistance
are far from being “automatic.” They are actively and constantly negotiated, with one
or more member states pushing for the salience of certain topics. Unlike in established
organizations, however, the coalition has tightly controlled its agenda-setting process
so as to minimize the impact of external activist networks and the media.

Although the BRICS group has worked to institutionalize itself, in the sense of
acquiring more stable characteristics and becoming a more recognized actor in inter-
national affairs, it has gone about this task incrementally, by setting goals and objectives
on an annual basis via the declarations and action plans issued at the end of each sum-
mit. More recently, the BRICS coalition has also begun creating new institutions dedi-
cated to certain areas of cooperation, such as development through the NDB, as either
alternatives to existing organizations or as mechanisms for pressing for change (the two
motivations not being mutually exclusive). Despite these initiatives, ten years after the
initial talks that led to the founding of the BRICS, the grouping has chosen to remain
a loose coalition based on the quest to find common areas of interest as they emerge
and the context permits, rather than incorporating itself as an umbrella organization
by establishing a BRICS headquarters, a BRICS presidency and a stable BRICS visual
language with symbols such as a set logo, motto and organizational charter. Thus the
dynamics involved in BRICS agenda-setting, whether by external actors such as activist
networks or by internal ones such as institutional gatekeepers, can be assumed to differ
substantially from that of an established multilateral organization.

Indeed, agenda-setting within a loose coalition like the BRICS may not conform
to the patterns and dynamics observed in more established institutions like the UN
entities and Bretton Woods organizations. Although BRICS is a strongly state-centric
coalition, it has incorporated non-state actors in two ways. Within its initiatives and
action plans, the coalition has convened meetings of private sector actors and civil so-
ciety entities, albeit those sanctioned by the member states. For instance, there is a
BRICS business platform and a BRICS think tank network with representative institu-
tions from each member state. In addition to this relatively formal incorporation, there
are also groups of civil society entities that participate in the broader BRICS process,
often in a contestatory fashion. For example, they hold parallel BRICS meetings at the
margins of the annual summits, foster or carry out research on the emerging BRICS
agenda, or form networks of activists to promote certain causes within the five member
states. Finally, the role of the media with respect to the BRICS agenda has become
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more complex. News coverage of the coalition has been across the spectrum regarding
its potential to improve upon status quo approaches to various international problems,
ranging from highly sceptical to extremely optimistic.

Unlike with an established international organization, however, external actors do
not have clear interlocutors or “issue gatekeepers” within the BRICS. This is especial-
ly true given that the coalition presidency changes annually, there is no headquarters
with specialized offices and the BRICS “sherpas” are state representatives with no set
channel for communicating with non-state actors. As a result, NGOs and other non-
state actors working on BRICS issues must constantly probe and readjust, establishing
new networks and seeking new sources of funding in order to influence the coalition’s
agenda-setting. Some remain highly sceptical that the parallel events have succeeded in
influencing the formal BRICS agenda, for instance in efforts to pressure the NDB to
adopt stricter environmental and human rights standards in its loans for infrastructure
development projects. In the case of loose coalitions, what Carpenter [2007] might call
the sites of power and the strategies of influence are far less certain and rely on fewer
precedents than within established organizations.

At the same time, the BRICS coalition has occasionally challenged certain ele-
ments of the global governance system, for instance demanding that concrete reforms
to decision making at the World Bank and International Monetary Fund (IMF) should
occur more quickly. However, the BRICS are not just about pressing for change, but
also (increasingly) finding ways to meet perceived demands, as well as for the individ-
ual member states to expand their political influence in the international arena. They
consider BRICS to be a platform of convenience within a broader gamut of options,
enabling “forum-shopping.”

The coalition attempts to find “paths of least resistance” for cooperation: pathways
that provide the least resistance to forward motion by a given object or entity, among a
set of alternative paths) They use meetings to explore common ground and find areas
in which to work together and in doing so they are influenced in their agenda-setting
by the constraints posed by diverging or clashing interests on certain matters. Although
all multilateral initiatives involve members with somewhat diverging interests, nego-
tiations and discussions are geared towards finding common ground so as to establish
priorities and launch concrete action.

In the next section, I analyse BRICS documents, especially those issued at the
head of state summits (declarations and action plans), for indications on how the coali-
tion’s security agenda has developed. The texts are analysed with respect to three types
of security-related efforts since the first summit, in 2009: attempts to coordinate posi-
tions on specific security issues, namely armed conflicts and related normative stances;
efforts to coordinate policies; and institution-building initiatives.
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Security Cooperation in the BRICS Declarations
2009-2012: Security Creeps into the BRIC(S) Agenda

In the first phase of the BRIC initiative, security clearly occupied a secondary
status compared to economic issues, due in part to the economic turmoil that beset
global markets starting in 2008. The first two BRIC summits — those held in Yekate-
rinburg in 20094 and Brasilia in 2010, both prior to the entrance of South Africa — were
mostly concerned with countering the ongoing effects of the global financial crisis and
ensuring that G20 resolutions would be implemented. The only references to security
in those years’ declarations appear within the context of food security, although the
Brasilia declaration also makes a fleeting reference to the need to combat terrorism.>

The declaration issued at the 2011 Sanya summit, which was the first to include
South Africa as a member and to use the acronym BRICS rather than BRIC, expands
the coalition’s security agenda and deepens some of the topics.® This can be explained
with reference to the perceived window of opportunity around that time, opened by
Secretary General Kofi Anna’s call for UN reform, including changes to the Security
Council. In particular, the Sanya declaration calls for the reform of the Security Coun-
cil “with a view to making it more effective, efficient and representative, so that it can
deal with today’s global challenges more successfully.” The document also mentions
specifically that “China and Russia reiterate the importance they attach to the status
of India, Brazil and South Africa in international affairs and understand and support
their aspiration to play a greater role in the UN,” although it stops short of saying that
China and Russia back the other three states’ inclusion among permanent seat holders.

On the normative side, the BRICS also begin to identify some shared principles,
including a common respect for “the principle that the use of force should be avoided”
and underscored that “the independence, sovereignty, unity and territorial integrity of
each nation should be respected.” This statement can be understood within the context
of the deepening debate around the Responsibility to Protect (R2P) norm at the United
Nations. As Ziegler [2016, p. 1] has noted, the BRICS were “suspicious of Western mo-
tives in advocating forcible intervention” and “justifiably sceptical that such interven-
tions will do more good than harm.”

In addition to marking the first BRICS reference to crisis-affected regions — the
document singles out “turbulence in the Middle East, the North African and West Af-
rican regions.” The Sanya declaration also mentions specific crises scenarios, express-
ing deep concern regarding “the turbulence in the Middle East, the North African and
West African regions.” The document also marks the first BRICS attempt to coordi-

4 BRIC (2009) “Joint Statement of the BRIC Countries’ Leaders.” Yekaterinburg, 16 June. Available at:
http://www.brics.utoronto.ca/docs/090616-leaders.html (accessed 05.01.2017).

3 BRIC (2010) “2" BRIC Summit of Heads of State and Government: Joint Statement.” Brasilia,
15 April. Available at: http://www.brics.utoronto.ca/docs/100415—leaders.html (accessed 05.01.2017).

¢ BRICS (2011) “Sanya Declaration.” Sanya, 14 April. Available at: http://www.brics.utoronto.ca/
docs/110414-leaders.html (accessed 05.01.2017).
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nate positions on a specific conflict, that of Libya. That year, the member states coin-
cided at the UN Security Council and resolutions to intervene in Libya by invoking the
concept of R2P (“Responsibility to Protect” countries through multilateral interven-
tion) had drawn reluctance or opposition among those rising powers. At Sanya, in fact,
the five heads of state jointly voiced their opposition to the use of force in Libya and
urged the warring parties to reach a peaceful resolution to the conflict. Accordingly,
the declaration calls for the solution to entail peace and dialogue, brokered through the
UN and regional organizations and mechanisms, especially the African Union High-
Level Panel Initiative on Libya.

Around that time, terrorism started to become a recurring theme in the BRICS
security discussions. The Sanya document deepens references to terrorism by stating
that the UN “has a central role in coordinating international activities against terrorism
within the framework of the UN Charter and in accordance with principles and norms
of international law,” and urges the early conclusion of negotiations in the UN General
Assembly of the Comprehensive Convention on International Terrorism and its adop-
tion by all member states. If not quite a full-fledged policy coordination effort by the
BRICS, this could be considered a mutually agreed upon priority for advocating global
efforts to tackle terrorism. Finally, at Sanya the BRICS affirmed their commitment to
international information security and especially to the need to combat cybercrime,
topics that were fast gaining ground in global debates about so-called “new security
threats.”

By the following year (2012), when the BRICS summit was held in New Del-
hi, the word security was included in the summit title itself: “BRICS Partnership for
Global Stability, Security and Prosperity.” This remains, as of this writing, the only
time the word security has appeared in any BRICS summit heading. Indeed, the New
Delhi meeting proved to be something of a landmark in the inclusion of security in
the BRICS agenda. In the 2012 declaration,’ issues pertaining to international security
make up nearly half the paragraphs in the document, although these sections focus
on common positions on issues and conflicts rather than concrete initiatives by the
BRICS. Insofar as the summit host country has considerable pull regarding the breadth
of topics covered by the declaration issued that particular year, this security-heavy con-
tent can be understood in light of Indian concerns as well as its aspiration to become a
more prominent player in global security affairs.

With respect to individual armed conflicts, the document is far more detailed than
the previous ones, with separate paragraphs dedicated to specific conflicts. There are,
for instance, passages on the Arab-Israeli conflict; the deteriorating situation in Syria;
tensions over the Iranian nuclear program and the stabilization and development of
Afghanistan, including with respect to terrorism and illicit drug trafficking. Finally,
in the New Delhi declaration, the BRICS strengthen the links between their emerging
concept of security and that of development, by addressing human security concerns

7 BRICS (2012) “Delhi Declaration.” New Delhi, 29 March. Available at: http://www.brics.utoronto.ca/
docs/120329-delhi-declaration.html (accessed 05.01.2017).
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that are dear to their foreign policy agendas. Accordingly, energy security and food
security also appear in the document and links are drawn to two topics that occupied
centre stage of international affairs discussions that year — climate change (due to the
Paris agreement negotiations) and sustainable development (because of the Sustainable
Development Goals debates).

The inclusion of such topics reflects the still-tentative, exploratory nature of ear-
Iy BRICS discussions around international security on the sidelines of the main item
on the coalition agenda: economic cooperation. It is telling that, alongside forward-
looking ministerial meetings in six other areas of cooperation, the concise New Delhi
Action Plan — the first such document issued alongside a BRICS summit declaration,
calls for a meeting of the BRICS high representatives responsible for national security,
but without providing further details.?

2013-2014: Coordinating Positions on Armed Conflicts

The eThekewini Declaration® that came out of the Durban, South Africa sum-
mit in 2013 also makes several references to global and regional security issues and
again illustrates how the host country can tilt the BRICS agenda in the direction of its
particular security interests. Whereas India clearly had a hand in introducing a wider
gamut of security concerns to the BRICS agenda in 2012, in Durban the South African
government pushed for the inclusion of an African regional development agenda, with
security making intermittent appearances. In addition to reaffirming the coalition’s
commitment to UN reform, the document acknowledges “the central role of the Af-
rican Union (AU) and its Peace and Security Council in conflict resolution in Africa”
and calls upon the UN Security Council (UNSC) to “enhance cooperation with the
African Union, and its Peace and Security Council, pursuant to UNSC resolutions in
this regard.” Special concerns regarding instability are voiced regarding North Africa,
in particular the Sahel and the Gulf of Guinea. Like the New Delhi declaration, the
el'hekwini document also devotes entire paragraphs to specific crises, but innovates by
mentioning specific mechanisms and commitments to concrete initiatives launched
elsewhere within the international community. For instance, the BRICS should ex-
press support for the Geneva Action Group in the case of Syria and remind the inter-
national community of the commitments to Afghanistan that were made at the Bonn
International Conference in December 2011.

In keeping with the regional focus of the summit, the eThekwini Declaration adds
three African countries to the roster of conflicts affected by the BRICS common posi-
tions agenda: Mali, the Central African Republic and Democratic Republic of Congo.
In the case of Mali in particular, the document highlights the role of the Economic

8 BRICS (2012) “Delhi Action Plan.” New Delhi, 29 March. Available at: http://www.brics.utoronto.ca/
docs/120329-delhi-declaration.html#actionplan (accessed 05.01.2017).

® BRICS (2013) “BRICS and Africa: Partnership for Development, Integration and Industrialization.”
Durban, 27 March. Available at: http://www.brics.utoronto.ca/docs/130327-statement.html (accessed
05.01.2017).
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Community of West African States (ECOWAS) and Mali’s neighbouring countries
(as opposed to non-African states like France) in resolving the escalating violence.
Again, here the BRICS are underscoring the primacy of regional actors in addressing
the outbreak of violent conflict, without detracting from the UN’s role as a source of
support and normative debate. Within the year’s Action Plan, the meeting of BRICS
National Security Advisors is listed second among 18 items; second only to the meet-
ing of BRICS Ministers of Foreign Affairs on the margins of that year’s UN General
Assembly Meeting.

The final document of the 6" BRICS summit, held in Fortaleza, Brazil', reiter-
ated many of the positions made in earlier declarations and added themes close to those
of the Brazilian international agenda, such as calling attention to political instability in
Guinea-Bissau. Brazil has longed worked to support the impoverished African country
through UN and CPLP (Community of Portuguese Language Countries) channels.
The declaration also voices concerns regarding additional regional crises, including the
abduction of the women and children of Chibok, Nigeria by the Daesh-affiliated ter-
rorist group Boko Haram and the humanitarian crisis in South Sudan, as well as in-
stability in Iraq. The summit took place after the annexation of Crimea by Russia, but
the only mention of the situation there is a call for restraint “from all actors involved.”
The section on Syria is particularly salient and detailed, with the BRICS supporting the
mediation role played by the UN but insisting that the peace process be led by Syrians.

Finally, the Fortaleza document expands on BRICS security thematically. The
text includes a call for convening a conference on the establishment of a Middle East
zone free of nuclear weapons and weapons of mass destruction. It similarly demands
the prevention of an arms race in outer space, as well as efforts in combating organized
crime, piracy and armed robbery at sea, international drug trafficking and cybersecu-
rity. Thus the Fortaleza summit both broadened the security agenda — at least, in terms
of a common position on ongoing conflicts — and made armed conflicts a more vis-
ible part of BRICS security discussions. Building on the normative ideas that emerged
in the early BRICS declarations, the Fortaleza document also hints at an emergent
BRICS approach to conflict prevention by underscoring the intertwined nature of de-
velopment and security.

2015-Present: Brainstorming Joint Initiatives

The 2015 Ufa declaration! condemns unilateral interventions and emphasizes
“the unique importance of the indivisible nature of security, and that no State should
strengthen its security at the expense of the security of others.” The document plac-

10 BRICS (2013) “BRICS and Africa: Partnership for Development, Integration and Industrialization.”
Durban, 27 March. Available at: http://www.brics.utoronto.ca/docs/130327-statement.html (accessed
05.01.2017).

' BRICS (2015) “Ufa Declaration.” Ufa, 9 July. Available at: Available at: http://www.brics.utoronto.ca/
docs/150709-ufa-declaration_en.html (accessed 05.01.2017).
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es particular stress on cyber-security and mentions one security-specific focus group
which has regular discussions: the Working Group of Experts of the BRICS States on
Security in the Use of ICTs. With respect to the Syrian conflict, the Ufa declaration
expresses “support for the steps of the Russian Federation aimed at promoting a politi-
cal settlement” (a reference to consultations held in Moscow between Syrian parties in
January and April 2015) and also expresses concern that the spillover in Iraq and Syria
will result in growing terrorist activities in the region. The document reaffirms the coa-
lition’s commitment to principles like territorial integrity, independence and national
sovereignty. In addition to making the usual call for a meeting of national security advi-
sors, the accompanying Action Plan makes the first concrete reference of any BRICS
action to meetings on specific topics. These include combating illicit drug traffic; the
security of outer space activities; addressing the situation in the Middle East and North
Africa; information and communications technologies (ICTs); and infectious disease
crises (in the aftermath of the Ebola emergency in parts of Africa).”?

The 2016 Goa Declaration adds to the BRICS security agenda the issue of UN
peacekeeping (India is among the UN’s top troop-contributing countries) and calls
for the strengthening of the role, capacity and effectiveness of peacekeeping. It also ex-
pands its concerns regarding terrorism to include the issue of terrorist activity fundrais-
ing, especially via links to money laundering. Terrorism is by far the most salient issue
in the Goa Declaration: there are a full 43 references to it in the text.

By this time, the BRICS summit declarations contained language that was negoti-
ated not only at summits but also during discussions held in the meetings of the High
Representatives on Security/National Security Advisors. Although these meetings do
not yield specific documents, there is typically some media coverage, especially by host
country outlets, on the general themes of the debates and occasionally on the bilateral
meetings that are held parallel to the main event. The first of these meetings was held in
May 2009 in Russia, with the aim of discussing the security repercussions of the global
financial crisis,” with subsequent meetings in Brasilia (April 2010) and Sochi, Russia
(October 2010) that covered general security topics. At the meetings in Moscow (2015)
and New Delhi (2016), however, these discussions took on a more urgent tone and
covered specific topics, suggesting that Russia and India have both played a lead role
in trying to advance the BRICS security agenda, especially on issues related to terror-
ism." These debates remain largely exploratory in nature, but they have covered topics
as concrete as the role of Daesh (ISIS) and Boko Haram and have included initial at-
tempts to coordinate policies in issues like cyber security, terrorism and piracy.

12 BRICS (2015) “Ufa Action Plan.” Ufa, 9 July. Available at: http://www.brics.utoronto.ca/docs/150709-
ufa-action-plan-en.html (accessed 05.01.2017).

3 The BRICS Post (2015) “Putin to Meet BRICS National Security Advisors in Moscow.” 25 May.
Available at: http://thebricspost.com/putin-to-meet-brics-national-security-advisors-in-moscow/#.WHZw
P7GZPuQ (accessed 05.01.2017).

4 Gabinete de Seguranca Institucional da Presidéncia da Republica (2016). “Reunido de Assessores
Nacionais de Seguranca do BRICS.” Available at: http://www.gsi.gov.br/noticias/2016/reuniao-de-assessores-
nacionais-de-seguranca-do-brics (accessed 05.01.2017).
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Atthe 2016 New Delhi meeting, the BRICS security representatives also exchanged
assessments of recent developments in the West Asia and North Africa (WANA) region.
Three issues emerged as possible paths of least resistance in BRICS security coopera-
tion. When they addressed cyber security, the five countries agreed to share informa-
tion and best practices; combat cyber-crimes; and improve cooperation between state
intelligence and law enforcement agencies, including joint cyber security research and
development and capacity-building. When the reps met to discuss terrorism, the meet-
ing followed up on the first meeting of the BRICS Working Group on Counter Terro-
rism, which was held a day before in the same city. The five states also agreed to expand
BRICS counter-terrorism cooperation to include measures to deny terrorists access to
finance and hardware such as equipment, arms and ammunition, even as they under-
scored the need for a global legal framework for dealing with terrorism. Finally, the
BRICS representatives agreed to pool efforts to counter terrorism and violent extrem-
ism emanating from the Middle East and, more broadly, to establish a BRICS Forum
to progressively consolidate cooperation and exchanges among respective agencies in
security related fields.” This was a first, tentative sign of institutionalization in BRICS
security cooperation. These meetings have become more frequent and discussions cov-
er an increasingly broad gamut of topics, with signs that mechanisms may be created in
the next few years to tackle specific security challenges.

One final innovation from the Goa and Delhi meetings is the involvement of or-
ganized civil society in BRICS security issues; in October 2016, nineteen scholars, dip-
lomats and politicians from the BRICS countries wrote an open letter to the BRICS
leaders urging an end to the Syrian conflict.!' Although a small effort, this may indicate
that the BRICS role in international security may in the future become more contro-
versial, even outside of western circles and may be subjected to further scrutiny from
non-state actors.

Shared Interests and Hurdles to BRICS Security Cooperation
BRICS Shared Interests in Peace and Security

The BRICS documents indicate that the coalition’s security agenda has advanced,
albeit unevenly and very incrementally, since the group’s creation in the mid-2000s.
During the first annual summits, the foremost concerns facing the member states
centred on countering the effects of the financial crisis, as reflected in the weight ac-
corded by the coalition to economic cooperation among the BRIC states as well as to
brainstorming ways to mitigate the shock. Over time, with successive summits as well

15 Ministry of External Affairs, Government of India (2016) “Meeting of the BRICS High Representatives
for National Security.” 15 September. Available at: http://mea.gov.in/press-releases.htm?dtl/27401/Meeting_
of the BRICS High Representatives_Responsible for National Security (accessed 05.01.2017).

1 The BRICS Post (2016) “Letter to the BRICS Leaders: Urgent Response Needed on Syria.”
16 October. Available at: http://thebricspost.com/letter-to-brics-leaders-urgent-response-needed-on-syria/#.
WIDBDbGZNEI (accessed 05.01.2017).
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as regular ministerial and sub-ministerial meetings, the BRICS Declarations (and ac-
companying Plans of Action) came to reflect a far broader agenda, including not only
concrete initiatives but also common positions on key global issues and debates, espe-
cially those related to the reform of global governance.

Thus, development and economic cooperation emerged as the first broad area
in which the four countries (and, with the inclusion of South Africa, eventually five)
have found paths of least resistance to cooperation. This is reflected not only in the
frequency of related meetings but also, more recently, in the founding of the NDB
and other initiatives, such as the 2015 creation of the Contingency Reserve Interna-
tional Arrangement (CRA), a framework meant to provide protection against global
liquidity pressures. The coincidence of interests in expanding their respective South-
South development cooperation agendas (or, at the least, the relative lack of clashing
interests in this area) permitted relatively agile agenda-setting in economic and devel-
opment cooperation. In development financing in particular, the coalition offers the
member states a way to amplify the reach of their respective South-South cooperation
while strengthening their political claims, including their critiques of Northern aid and
their calls for global governance reform. This agenda-setting has been largely internal,
driven by the governments of the BRICS states. However, parallel initiatives and the
awareness-oriented events of NGOs, for instance through events held on the margins
of BRICS summits, have also created new pressures for the BRICS to adopt certain
norms in development cooperation. The NGOs, for example, draw attention to wealth
distribution, environmental standards and labour practices related to infrastructure
financing.”

In international security, on the other hand, the agenda-setting has been slower
and has proceeded far more cautiously, and has almost exclusively been limited to state
channels. During the first five years of the existence of the BRICS as a coalition, the
security content of the Declaration and Plans of Action was limited to rather abstract
joint positions on major conflicts, such as those in Libya and Syria, or identifying broad
principles that the member states agreed upon, such as non-intervention. In the case
of the Libyan intervention, the BRICS were all members of the UN Security Council
in 2011, where they were able to achieve some level of coordination on their positions,
all of them invoking, to some extent, the principle of respect for national sovereignty in
challenging the imposition of the R2P norm. Similarly, when the Syrian war broke out
in 2011, the BRICS seemed to converge in their opposition to, or reluctance to endorse,
proposals for military intervention, including via the UN [Abdenur, 2016]. Since 2015,
the BRICS have moved towards their first concrete joint initiatives, but these remain
exploratory and highly topic-specific, such as the working group on combatting terro-
rism.

17 See, for instance, Lysa John (2012) “Engaging BRICS: Challenges and Opportunities for Civil Society.”
Oxfam India. Available at: https://www.oxfamindia.org/sites/default/files/Working%20paper%2012.pdf (acces-
sed 05.01.2017).
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As reflected in the expanding sections of BRICS declarations dedicated to secu-
rity issues, and in the increasing frequency of security-related BRICS meetings, the
coalition clearly aspires to develop a denser security agenda. In addition, despite their
heterogeneity, the five member states do share some interests in this area. The BRICS
leaderships frequently promote discourses of long-term peace and stability, although
they may have somewhat different conceptions of how this may be attained and what
the desirable status quo would look like, especially in their own vicinities and in regions
they consider to be strategic to their role in international affairs. Russia, for instance,
claims that it has intervened militarily in Syria in order to help preserve stability in the
region, and asserts that its role is justified as “intervention by invitation” since it was
prompted by requests from the Bashir al-Assad government."® China’s growing inter-
ests abroad have riled up tensions with some of its neighbouring states, including over
territorial disputes in the Pacific, but the Chinese government views peace and stabil-
ity, both regionally and globally, not only as an end in itself, but also as a necessary
condition to ensure prosperity.”” India’s border hostilities, especially with nuclear rival
Pakistan, are framed by Indian leaders as issues pertaining to territorial integrity, but
generally presented as obstacles to broader regional stability.

Second, all of the BRICS want more autonomy with respect to international se-
curity, both within and beyond their own regions, and to be recognized as contributors
to stability rather than free riders or “spoilers” of international efforts for peace. Even
as they press for more global governance representation, these countries are demand-
ing to become bigger players within established security governance systems. This has
manifested in their work to expand and/or diversify their personnel contributions to
UN peacekeeping, financial contributions to peacebuilding and efforts in international
conflict mediation, sometimes outside of their own regions. Brazil worked with Turkey
in an attempt to mediate growing tensions over the Iranian nuclear program [Laza-
rou, 2016] and even China, which has historically adhered to a strong discourse of
non-intervention, has recently offered to mediate in Middle Eastern and African armed
conflicts [Chen, 2015; Tiezzi, 2014].

Third, the BRICS states have sometimes, either individually or collectively, ex-
pressed scepticism with respect to enshrined approaches to international conflict. In
particular, they have called for more effective mechanisms for dealing with armed con-
flict, especially given the changing nature of war (for instance, due to the growing role
of non-state actors in both intra- and inter-state conflicts). Even Russia, which has

18 Tass (2015) “Lawmakers Authorize Use of Russian Military Force for Anti-IS Airstrikes in Syria.”
30 September. Available at: http://tass.com/politics/824795 (accessed 05.01.2017).

1 See, for instance, Ministry of Foreign Affairs of the People’s Republic of China (2015). “Speech
in National University of Singapore.” 7 November. Available at: http://www.fmprc.gov.cn/mfa_eng/
zxxx_662805/t1313709.shtml (accessed 05.01.2017).

2 The Times of India (2017) “India Wants Peace at Borders, But Don’t View It as Our Weakness: Army
Chief on Ceasefire Violations.” 15 January. Available at: http://timesofindia.indiatimes.com/india/india-
wants-peace-at-borders-but-dont-view-it-as-our-weakness-army-chief-on-ceasefire-violations/article-
show/56573356.cms (accessed 05.01.2017).
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traditionally adopted a more cautious stance towards UN Security Council reform,
especially in the sense of maintaining security-related attributions within the scope of
the Council, has repeatedly called for more conflict prevention, in part as an alternative
to the normalization of R2P.?

Fourth, the BRICS countries aspire to become more direct participants in norms-
setting in international security, although they have engaged in different ways and to
different extents in global normative debates. Even as these states are sometimes ac-
cused of acting more as “norms blockers,” especially with respect to R2P, they have
also proposed changes at the conceptual and operational levels. Examples include:
Brazil’s proposal of Responsibility while Protecting (RwP) as a way to temper R2P;
the frequent calls by South Africa for greater investment in conflict resolution through
political dialogue; and the China-led proposal of the idea of “Responsible Protection”
[Abdenur, 2016]. These points show that the BRICS have some general goals in com-
mon in international security, which may facilitate the development of topic-specific
joint positions and initiatives in areas deemed to be paths of least resistance in the
BRICS international security agenda.

Challenges to Advancing a Security Cooperation Agenda

Despite the common objectives identified above, there are internal as well as ex-
ternal constraints to the degree of political cohesiveness that the highly heterogeneous
BRICS can attain on the security agenda.

First, despite the coalition members’ increasingly apparent interest in cooperating
on international security issues, the BRICS is not a defence alliance. As a loose ar-
rangement of rising powers, the BRICS has no joint military force: it “lacks teeth” in
the sense of coordinated hard power. Furthermore, the coalition members have never
publicly expressed any ambition to forge such an alliance through mutual guarantees
against attacks by other states and menaces. If one of the BRICS enters an armed con-
flict and is attacked, the other countries are not beholden to defend it, as in formal
defence alliances.

Second, the BRICS coalition is a relatively recent creation. Some of the scepticism
surrounding its level of institutionalization is levelled at the coalition despite it having
been around for less than a decade (using the first heads of state summit as a baseline).
Although some of the bilateral ties among members, especially those with China, have
deepened considerably even outside of the BRICS initiative, there remains a degree
of political distance and geographic remoteness among the BRICS countries, and in
some cases, even geopolitical rivalries, as in the case of China and India. Given the
heterogeneity of the group, as with any multilateral initiative (outside of established

2l Permanent Mission of the Russian Federation to the United Nations (2011) “Statement by the
Permanent Representative of the Russian Federation to the United Nations H. E. Vitaly Churkin at the UN
Security Council Meeting on Conflict Prevention.” 22 September. Available at: http://russiaun.ru/en/news/
sc_preventive_diplomacy (accessed 05.01.2017).
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organizational boundaries), the coalition’s first objective is to enhance mutual under-
standing and confidence-building, which helps to explain the incremental and so far
largely exploratory nature of the security agenda.

Third, the BRICS is a transregional entity. Unlike regional organizations, which
rely on spatially defined common interests to develop a collaborative agenda, there is
no spatial logic of contiguousness to the BRICS — that is, the coalition is not strictly
concerned with a particular territory. This poses an obstacle to security cooperation
insofar as most security threats (with some exceptions, such as cyber issues) have a spa-
tial dimension. Three of the members (Russia, China and India) are adjacent to one
another, but the other two states (Brazil and South Africa) are separated from the rest
by vast physical distances. Thus in the BRICS, political space is largely divorced from
any geographic space, at least until a spatially defined cooperation initiative, such as
China’s One Belt, One Road emerges as a focal point of the BRICS development and
even security agendas.

Fourth, the split between BRICS within the UN Security Council, while not
necessarily an impediment to security cooperation in general, represents a consider-
able divergence in their status and influence within the international security com-
munity. Not all of the BRICS states have a seat at the highest table of international
security discussions. P-5 members, even when they have voiced support for reform of
the Council or even openly backed a particular candidate for a permanent seat, remain
vague and not particularly committed to an overhaul of the body. Another split among
the BRICS involved nuclear and non-nuclear states; while Russia, China and India
possess nuclear weaponry, the other two countries voluntarily gave up their nuclear
weapons programs in the last decade of the Cold War. Such internal differences pose
hurdles to cooperation on certain key fronts because they reflect power asymmetries
not only in hard power, but also in their individual capacity to influence key debates
in security, even if the BRICS collectively promotes a general discourse of peace and
stability.

Fifth, these countries’ geo-political interests and contexts are vastly different. This
is reflected, for instance, in their widely divergent relations with neighbouring coun-
tries. China has become more assertive and its rise is contributing towards new or re-
newed tensions and territorial disputes, as well as increasing rivalry with the U.S. over
the latter’s role in Asian security. On the other hand, although Brazil has a very serious
internal problem, that of diffuse violence as expressed in high homicide rates, it has had
153 years of peace with its neighbouring states after the peaceful negotiation of its bor-
ders. In another example, the BRICS countries diverge on their stances and policies to
combat terrorism. In three of these countries, Russia, China and India, internal sepa-
ratist groups are considered by the government to be terrorist groups with international
links. In contrast, while Brazil and South Africa have encountered phases of political
turbulence, they do not face territory-based insurgencies or have home grown groups
that are formally considered terrorist organizations by those governments. In fact, on
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occasion Brazil has often been highly critical of foreign policy discourses that use the
label terrorism to justify military interventions.

Finally, the recent deepening of geopolitical antagonism between Russia and the
western countries, especially the U.S. and its NATO allies, since the annexation of
Crimea generates dilemmas for the other BRICS countries, especially the democratic
ones that may not be as keen to pick sides. On this point, the election of Donald Trump
as U.S. president in late-2016 may yet provoke further geopolitical shifts and realign-
ments that could impact the BRICS’ ability to forge a cohesive agenda in international
security.

Conclusion

Compared to development cooperation, which has emerged as the clearest path of least
resistance in BRICS agenda-setting during the group’s first decade of existence, in-
ternational security has proven more elusive. On the one hand, some advances can be
noted and must be understood in light of the BRICS coalition being a relatively recent
creation composed of countries that are still “getting to know one another.” In terms of
coalition institutionalization, security has become a more common topic of discussion
at BRICS meetings, including the annual head of state summits and ministerial-level
meetings, such as those of the national security advisors. On the other hand, these
discussions have mostly entailed efforts to coordinate general positions on specific
conflicts and issues, with only incipient discussions of how to coordinate policies or
implement joint action.

The comparatively fragmented nature of this coordination can be understood in
light of the internal and external constraints on intra-BRICS collaboration in security,
including the lack of a shared spatial interest, asymmetries in influence and status and
differing geopolitical concerns. These differences make it harder for the BRICS to form
a comprehensive agenda, but they don’t pose obstacles to cooperation in niche secu-
rity areas, or even around some central issues. For instance, although there are some
divergences among the BRICS countries on how to approach terrorism, three of the
members states — Russia, India and China — appear highly motivated to create a the-
matic agenda that goes beyond position coordination to include concrete mechanisms.
Other security concerns that have featured more prominently on the BRICS agenda
have clear links to development problems: food security, energy security and maritime
security, including piracy. Since the BRICS development and sustainability agendas
have expanded considerably, these security areas may represent issue-specific paths of
least resistance. In addition, given its growing salience in global debates and its lack of
well-defined spatial logic, the issue of cyber security and outer space security are also
likely to gain ground on the BRICS agenda. Thus far, organized civil society in the
BRICS countries globally has been more focused on the development initiatives of the
coalition, especially the New Development Bank and its normative role in infrastruc-
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ture financing. As a result, the BRICS security agenda will proceed through top-down
state channels.

In terms of institution-building and concrete agenda-setting, there is one unex-
plored area in which the BRICS may find enough common ground to launch new
initiatives: conflict prevention. To different extents, all of the BRICS have individually
defended the idea that the international community needs to better engage in preventive
measures rather than focus narrowly on remedial approaches. They have also played a
role in post-conflict settings, whether through stabilization or peacebuilding. These
efforts dovetail with a discussion at the UN, which has gained momentum with the
2017 inauguration of Secretary-General Anténio Guterres, to boost the organization’s
role in preventing armed conflict. The idea in BRICS documents that development
and security are closely intertwined may offer a starting point for developing concrete
mechanisms and models for tackling structural or “root” causes of armed conflict.
In addition, the BRICS could link South-South development cooperation, including
investment in infrastructure, to conflict prevention. If the BRICS coalition were to
launch an institution dedicated to conflict prevention and could boost their legitimacy
as contributors to peace and stability, it could advance its security agenda in a timely
and innovative way.
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MoryT nu ctpanbl BPUKC coTpyaHuyath
B BOMPOCax MexayHapoaHom 6e30nacHOCTU?'

A.3. AbaeHyp

AGnenyp Dpran Aapuana — JOKTOp, HayuHblil coTpyaHuk MHctutyTta Mrapane, uccinenosatens HaunoHanpHoro
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BPUKC cosepuiuna 3HauumenvHblii npoepecc 8 IKOHOMUHECKOM 83AUMO0eHCMEUY U COMPYOHU1eCmee 8 Uesx pa3eumus,
6 mo Jce epemsi 00seduHeHue He OblL10 CIOAb Jce YCNeUHbIM 8 pa3pabomie U peaiusayuu coOCMeeHHOU nogecmKu OHsl
6 cghepe mencOyHapoOHoil bezonacHocmu, xoms umeromcs seHvle npusHaku moeo, umo bPUKC 3aunmepecosana 6
passumuu compyonuuecmea é smoi cgepe. I[louemy sxce moeda BPUKC medaum ¢ pazeumuem e3aumooeiicmeus 6 cipepe
bezonacHocmu, U KaKkoevl NepcneKmuesbl HapauUeanus compyoHuvecmea é s3moii ooracmu?

B cmamve paccmampusaemcs ghopmuposarnue bPUKC nosecmku 0us compyonuuecmea 6 cghepe bezonachocmu, 6
mo epems KaK o6seduHerue cmapaemcs ymeepoumocs @ Kauecmeae 2uOKoil, HO 8ce Jice nocAed08amenbHoOl 0peaHu3ayull
U 8AUAMENbHO20 KOANEKMUBHO20 aKmMopa 8 MedcOYHapoOHblx omHouwenusx. O0pauascy K KauesviM O00KYMeHmam
BPUKC u umoeosvim omuemam ecmpey no 6onpocam 6e30nacHocmu, asmop aHaAu3upyem mpu HanpasaeHust CeA3aHHoU
¢ besonacrocmolo dessmenbHocmu, Ha4aguieics ¢ nepeoeo cammuma obsedunenus ¢ 2009 a.: 1) nonvimku Koopourayuu
no3uUull O KOHKPeMHbIM 80NPOCAM 0€30NaAcCHOCMU, MAKUM KAK 800PYICEHHble KOHGAUKMbL, U COOMEEMCMEYIOUUM
HOPMAMUBHbIM NOOX00aM; 2) NONbLIMKU KOOPOUHUPOBAMb NOAUMUKY; 3) UHULUAMUBHL N0 (POPMUPOBAHUIO UHCIMUMYMO8.
Asémop npuxooum K 6v1600y, 4mo & 0CHO8HOM debamvl no eonpocam bezonacthocmu 6 pamkax bPUKC pokycupyromes
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MeNCOYHapOOHas 6e30nacHoCcmy 00 CUX NOP He OMHOCUMCS K Hauboaee npocmoim 0451 00CYICOeHUss MeMaM, K KOMOpPbiM
obpawaromesi cmpaHsvl — YaeHvl 006e0UHeHUS 8 Ueasx YenybaeHus compyoHu4ecmsea 8 pamkax Koaiuyuu. Jmom gpakm
MOXNCHO 00BACHUMY BHYMPEHHUMU PA3AUMUAMU CMPAH-YAEHO8 U cumyamuehbimu axmopamu. IIpensmcemeus ons
obonee yeaocmuoit nogecmiu 0ust BPUKC ne seasiromes HenpeodoaumbiMu, 00HAKO OHU MO2YM Cyxicamb OUana3ox mem,
Komopbimu 3aHumaemcs 06sedunenue. B wacmnocmu, umeemcs nenpopabomannasn obaacms, @ KOMOpOil NAMb CMPAH
mo2au Obl pacuupums compyOHU4eCmeo, UCnoAb3ys Ce0U ONbim 6 cghepe codeiicmeust MelcOyHapoOHOMY pPA38UMUI0 U
mupomeopyecmea. Ima cepa — npedomepaujerue KOHPAUKMOB.
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Abstract

This article examines the nature and degree of influence of service liberalization on the participation of the
BRICS grouping of Brazil, Russia, India, China and South Africa in global value chains (GVCs).

The inverse relationship between the barriers in infrastructure services and the degree of participation
of countries in GVCs was determined using econometric analysis methods. Using data on the structure of
trade in goods and services in terms of value added, the situation of developing countries was analyzed using
the example of the BRICS in production and service GVCs. China and India are the most deeply integrated
countries in the international production and service chains while Russia, Brazil and South Africa participate
in the production value chains as suppliers of raw materials and intermediate goods with low added value.
However, these countries have a significant potential to expand their participation in the system of international
production by improving the infrastructure necessary for the operation of the GVC.

This study of the experience of liberalization in certain service sectors in BRICS countries reveals the
positive impact of reducing barriers in maritime, rail and air transportation sectors, as well as finance, for
improving the quality and reducing the cost of services. The authors note that in many respects, these effects
were the result not only of reducing barriers in services, but also the implementation of a set of measures
aimed at increasing the investment attractiveness of countries. The article concludes that the liberalization
of infrastructure services industries can become one of the tools for integrating BRICS countries into the
GVC. However, this liberalization should be part of a broader development strategy that includes trade and
investment policy measures aimed not only at increasing participation in global production, but also overall
economic development of the country.
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Global Value Chain and Trade Policy in Services

Services providers play a significant role in the development of global value chains
(GVCs). In this case, it is not only about the GVCs in the service sector (the so-called
services GVC), but also the GVCs in various industries (production GVC). Services
account for more than 40% of all international trade in terms of value added [Lanz and
Maurer, 2015]. These are transport, communications and other business services that
are particularly important in the GVCs and international production networks. The
production of goods and services is closely interrelated and investment decisions influ-
ence the dynamics and geography of international trade flows.

To date, the extent and nature of the participation by developed and developing
countries in value chains is significantly different. The former are interested in maxi-
mizing the added value created on their territories, while the latter are just beginning
to move up the integration steps in the GVCs. However, services play a key role at all
stages of involvement of the economy in the GVC system.

The BRICS grouping of Brazil, Russia, India, China and South Africa has a sig-
nificant industrial potential but continues to remain relatively closed to foreign services
providers. Based on the foregoing, it can be assumed that reducing barriers in the ser-
vices sector could have a positive impact both on the services sector and on the produc-
tivity of industrial enterprises. The purpose of this article is to determine the nature and
extent of the impact of service liberalization on the participation of BRICS countries
in global value chains. This analysis begins with a review of the existing research on this
topic and identifies the main approaches to assessing barriers to trade in services. It
then evaluates the impact of barriers to trade in services on the degree of involvement
of countries in the GVC and examines the features of liberalization of services in the
BRICS countries. The analysis concludes by specifying promising areas for increasing
the involvement of the BRICS countries in the GVC, taking into account the specifics
of national economic development.

Literature Review

The BRICS economies have strengthened their positions in international trade for
more than ten years. This process has attracted growing interest from the academic
community as reflected in modern research on the participation of BRICS countries in
international trade in goods and services and the prospects for deepening cooperation
between the countries in this field.

Sharma and Kallummal [2012] investigated the possibility of concluding a free
trade area between BRICS countries using the Global Trade Analysis Project (GTAP)
model simulation. They found that the elimination of import tariffs between countries
will have a generally positive effect on welfare and macroeconomic indicators for all
participating BRICS countries. The growth of trade between them will lead to a nega-
tive trade balance for all member countries except Russia.
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Yuan and Zhao [2011] estimated the foreign trade of the BRICS using compara-
tive, statistical and historical analysis. Their study focused on trade in goods and showed
a rather high trade dependence for the BRICS countries (led by China, unlike the least
dependent Brazil) which will lead to the risk of trade volatility and will negatively affect
these economies. Based on their results, most of the exports from China, South Africa
and Russia are concentrated in developed countries while exports from India and Bra-
zil are concentrated in emerging markets. As for imports, except for Russia, BRICS
countries mainly import from emerging markets. The study concludes that although
BRICS members are developing countries with their own problems, they can be com-
plementary and can encompass a new growth model.

Indian researcher Bhattacharya [2016] investigated the relationship between ex-
ports and imports of goods and services and economic growth per capita for the BRICS
countries using the Granger causality test, FMOLS and DOLS. Bhattacharya conclud-
ed that all three variables are cointegrated: exports and imports of goods and services
contribute to economic growth per capita in the long term.

De Castro [2012, 2013] has studied the changing patterns of the BRICS’s geo-
graphical trade in exports in the context of global trade developments over the past
decade as well as the development of trade flows between the BRICS and the Triad
countries (the U.S., the EU and Japan). He concludes that while the Triad remains one
of the most important trading partners for the BRICS, its overall share in the BRICS
trade is declining.

Special attention should be paid to work that studies the development of financial
services and cooperation between the BRICS countries. Interest in this topic increased
significantly after the creation of the BRICS Development Bank. The impact of trade
in financial services in the BRICS countries, as well as the potential of financial in-
stitutions within the group, is considered in the work of authors including Larionova
[2016], Khatun [2016] and Biziwick, Cattaneo and Fryer [2015].

A review of the studies carried out on BRICS participation in international trade
reveals a shortage of systematic empirical and theoretical studies of the trade links of
BRICS countries in the context of the growing role of global value chains. In particular,
insufficient attention is being paid to comparative studies of their participation in the
GVCs. As a rule, recommendations for involving countries in global production chains
are based on measures and programmes developed by international organizations and
western institutions which often do not take account of the specific national economic
considerations of different countries. In this regard, the conclusions of this article may
be of interest from a research point of view and are of practical importance.

It should be noted that the services sector has a huge potential to contribute to
the economic development of BRICS countries, and to their trade and economic re-
lations within the group and with other countries. At the same time, this potential is
unfairly overshadowed by the attention of economists to problems in the tertiary sectors
of BRICS economies in which considerable trade restrictions remain.

This article offers a comparative analysis of the involvement of the BRICS service
sectors in the GVC by reducing barriers to various service industries. Based on data
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on the structure of trade in goods and services in terms of value added, the situation
of the BRICS countries in production and service GVC is analyzed and demonstrates
that the automatic liberalization of the services sector does not lead to unambiguously
positive results for these economies. However, with a consistent national policy aimed
at improving the competitive environment in the domestic market, the liberalization of
service industries, mainly infrastructure, can become an important tool for inclusion
in global value chains.

The Impact of Barriers to Services Trade
for Participation in the GVC

The transformation of the world trade structure requires a revision of trade policy to
account for the functioning of the GVC. Research demonstrates a direct relationship
between a country’s participation in the GVC and the growth rates of its gross domes-
tic product (GDP), the intensity of foreign investment inflow (FDI) and enterprise
productivity [OECD, 2013]. Empirical studies have confirmed the positive impact of
reducing barriers to trade in services on the factors contributing to the country’s integ-
ration into the GVC: trade flows, employment, GDP growth rates [ Nelson and Tag-
lioni, 2009], productivity and export potential of firms [Knobel, 2012]. Nevertheless,
the degree of protectionism in the services sector still far exceeds the barriers that exist
in the trade of goods. Greater openness in the service sector could serve as an effective
tool for deepening the integration of countries into the system of international produc-
tion. Research indicates that there is an inverse relationship between the magnitude of
barriers in the services sector and the extent of the country’s involvement in the GVC.
Moreover, since infrastructure services (finance, telecommunications and logistics)
play a key role in the operation of production GVCs, liberalization of these industries
in the future can have a significant positive impact on the expansion of countries’ par-
ticipation in value chains.

Analysis of existing barriers to trade in services is difficult due to the specific charac-
teristics of services that distinguish them from goods. Because services do not have a ma-
terial form and their production is inseparable from consumption, it is difficult to apply
the customs duties that are usually used when importing goods. Limitations in services
can be conditionally divided into direct and indirect forms, which in turn are divided
into discriminatory and non-discriminatory limitations (with the latter applicable both
to foreign and national service providers). Direct restrictions include quotas and customs
fees for the movement of goods necessary for the provision of services, as well as for
the movement of individuals. Indirect restrictions include measures that do not directly
restrict trade in services but make it difficult to implement: restrictions imposed by the
requirements of national legislation to the organizational and legal form of foreign service
providers, the system of public procurement, price regulation and others.

It should be noted that not all restrictions in services are barriers to trade, as bar-
riers imply the existence of a real and measurably negative impact on trade in services.
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Thus, the existing methods of quantifying barriers in services trade are divided into
methods for measuring the size of the constraints themselves (frequency measurement)
and modeling the economic effect from their application (quantitative and price meas-
urement) [Nielson and Taglioni, 2009, p. 37].

To verify this assumption, the Services Trade Restrictiveness Index (STRI), calcu-
lated by the Organisation for Economic Co-operation and Development (OECD) for
22 service sectors and covering 44 countries, was selected as a source of information on
barriers to international trade. All barriers to import services in each sector are grouped
into five main restrictive trade policy measures that are common to all sectors: meas-
ures to ensure normative transparency, restriction on the entry of foreign companies
into the national market, restrictions on the movement of individuals, measures aimed
at restricting competition and other discriminatory measures. Each barrier takes the
value of 0 or 1 in its absence or presence respectively, and these values are weighted to
take account the specific characteristics of the various sectors. Using these data, the
restrictiveness of each sector or service sector of the country as a whole is calculated. To
date, the STRI database is one of the most complete and detailed sources of informa-
tion on barriers to international trade in services.
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Fig. 1. STRI Index Values for Service Sectors, 2015

Source: Calculations based on data from OECD Services Trade Restrictiveness Index
(April 2017).

Figure 1 shows the value of the level of barriers in various countries by services
sector. The graph illustrates that the average level of barriers in developing countries is
much higher than in OECD countries, with the most protected sectors being the pro-
fessional and courier services, as well as key infrastructure sectors such as transport and
telecommunications.
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The STRI and information about the share of foreign value added in total exports
of each country (forward linkages) and the share of national value added in exports of
intermediate or final products from third countries (backward linkages) was used to test
the hypothesis that there is an inverse relationship between the level of barriers in the
services sector and the country’s participation in GVCs. The STRI is calculated using
data from 2015, but data on trade in terms of value added are updated every five years
and the index of participation in GVCs is based on data from 2011. However, because
the process of increasing or reducing barriers in the services sector is quite lengthy, and
also because a country’s integration into GVCs is gradual as a rule, the difference in
time periods of chosen indicators has no significant effect on the conclusions about the
required dependencies.

The authors evaluated nine regressions of the form:

GVC Index, = as)l.+/3’xs,l.+e.

Where GVC Index values participation of a country in GVCs (calculated as the
sum of forward and backward linkages), i € [1; 44];

x, . — the average values of the services restrictiveness index for a particular sector s
ina cduntry i, calculated for nine service sectors: transport, logistics, finance, telecom-
munications, distribution, construction, courier services, audiovisual, computer and
professional services. Each of the nine regressions was evaluated based on 44 observa-
tions. It was found that the size of barriers in telecommunications, financial and cou-
rier services has an important impact on the country’s participation in GVCs at a sig-
nificance level of 5%, logistics and professional services at a significance level of 10%.

Then the coefficients of correlation between the country’s participation index in
the GVC and the values of statistically significant regressors were calculated. The re-
sults are shown in Table 1.

Table 1. Coefficients of Correlation between the Index of Participation in the GVC
and the Services Restrictive Index by Sectors

Index of Participation in the GVC
Financial services —0.26
Telecommunications —0.32
Courier services —0.33
Logistics —-0.25
Professional Services 0.25

Source: Calculated by the authors.

Table 1 shows that barriers in all service sectors excluding professional services
have a negative impact on the participation of countries in the GVC. The positive value
of the coefficient of correlation for professional services may be a consequence of the
overall level of restrictiveness in this industry due to the complexity of licensing the
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activities of foreign service providers [ Geloso Grosso, Gonzales, Miroudot et al., 2015,
p. 12]. Indeed, the greatest number of differences in the legislation of the countries of
the European Union, where the greatest success in the formation of a single market for
services has been achieved, remains in the field of recognition of foreign professional
diplomas. Thus, it can be concluded that there is an inverse relationship between the
level of barriers to the infrastructure services and a country’s participation in the GVC.
Thus, liberalization of the service sector can become one of the factors for the success-
ful integration of countries into the GVC. However, liberalization of trade in services
requires considerable preliminary work to ensure that the process is effective.

BRICS Participation in Global Value Chains: Main Features

To determine the degree of participation, as well as the possibility of deepening the
integration of the BRICS countries into the GVC through the liberalization of the
services sector, we use the approach developed by the United Nations Conference on
Trade and Development (UNCTAD). This approach is based on the assessment of the
manufacturability of industrial exports (including both components and finished pro-
ducts) and the share of services in the total exports of countries.

To begin, it is worth describing the degree of involvement of the BRICS countries
in global value chains using the index of participation in the GVC. The values of the
index are shown in Table 2.

Table 2. Indices of Participation of the BRICS Countries in the GVC (2011, %)

Forward Linkages Backward Index of Ratio of Forward Linkages /
Linkages Participation Backward Linkages
in GVCs
Brazil 10.77 24.5 35.27 0.44
China 32.16 15.6 47.76 2.06
India 241 19.1 43.2 1.26
Russia 13.72 38.1 51.82 0.36
South Africa 19.47 26.5 45.97 0.73

Source: “OECD Trade in Value Added (TiVA).” www.stats.oecd.org (April 2017).

Concerning the nature of the country’s participation in the GVC, the ratio of the
share of foreign value added in national exports and the share of national value added
in the export of third countries is indicative. For the BRICS countries, this indicator is
greater than 1 for China and India, each of which uses significant amounts of imported
components and intermediate services in the production of final goods and services.

To determine at which stages of the production GVC the BRICS countries cre-
ate the greatest added value, we analyzed the structure of their exports and imports in
terms of value added.
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Ofthe BRICS countries China is most involved in the system of international pro-
duction in absolute terms of value added. One-third of Chinese exports consists of the
added value of imported intermediate goods and services. The most strongly foreign
component is expressed in the cost of production of electronic industry and telecom-
munications equipment — the main article of Chinese exports — as well as electrical
equipment. In addition, in the textile industry and trade — the second and third largest
export sectors — the value added generated by China accounts for 95.9% and 73.5%,
respectively [OECD and WTO, 2015b].

The services sector accounts for about 40% of total Chinese exports. At the same
time, China is the only BRICS country in which the predominance of added value is
created by services of foreign (17.8%) over local (13.3%) origin in total industrial ex-
ports. However, Chinese service providers are increasingly integrated into the GVC as
evidenced by the gradual increase in the value added they create in services value chains
[OECD and WTO, 2015b].

A distinctive feature of the Indian economy is that over the past 20 years it has
set a record pace among BRICS countries for integration into the GVC — the share of
foreign components in exports increased from 10% in 1995 to 24% in 2011. In many
ways, such rapid growth can be explained by the country’s specialization in services,
which account for 57.5% of total Indian exports in terms of value added [OECD and
WTO, 2015¢]. The main export industries are trade, transport-warehouse services and
products of oil refining. From the point of view of the country of origin that generates
value added services in total exports, Indian intermediate service providers account for
47.8% , while foreign suppliers account for 9.7% [OECD and WTO, 2015¢].

Of BRICS countries, Brazil has the largest share of the national value added in to-
tal exports (about 90%), although the export orientation of Brazilian industry is much
lower than the average for the BRICS countries [OECD and WTO, 2015a]. Brazil’s
main export items are the products of the extractive and food industries, as well as
trade. The national component of the added value of exports is created predominantly
in the extractive industry and services (90%), while services account for one-third of
the value added in industrial exports. The share of services of foreign suppliers is rela-
tively small and amounts to about 10% in total exports [OECD, WTO, 2015a]. The
main trading partner of Brazil is China; the share of Latin American countries in the
geographical structure of Brazilian exports is relatively small and indicates the insuf-
ficient development of value chains in the region.

Russia’s participation in the GVC is also characterized by the predominant share
of the national value added in total exports due to the significant resource orientation
of the economy. The main export items are products of the extractive (including oil)
and metallurgical industries. The sectors most involved in international production are
oil production and refining, ferrous and non-ferrous metallurgy, the chemical industry
and machine building [ Kadochnikov, 2015]. Services create 42.5% of the value of total
exports, which is comparatively lower than the average in developed countries (54.3%).
At the same time, foreign and national service providers account for 6.6% and 28.1%
respectively [OECD, WTO 2015d].
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South Africa, like Brazil and Russia, is involved in international production as a
supplier of raw materials and intermediate products with a low degree of processing,
while China and India are the main importers within the GVC. The share of services,
mainly of national origin, accounts for 44.8% of the total value of exports [OECD,
WTO 2015e (May 2017)].

Thus, the nature of the participation of the BRICS countries in GVCs is not uni-
form. Brazil, Russia and South Africa are involved in the GVC as suppliers of raw ma-
terials and intermediate goods, while China and India are active importers of foreign
components and intermediate services for use in further production processes.

To appreciate the depth of integration of a country in the GVC, the length of pro-
duction chains in which countries participate is indicative. From 1995 to 2009, China
increased its participation in complex highly fragmented chains that resulted in in-
volvement in more technological production chains and diversification of products.
Contrary to this, the length of the GVC in which the rest of the BRICS countries were
involved either remained the same or decreased slightly due to export specialization in
a narrow range of industries which concentrated almost all the value added created in
these countries.

Additionally, the structure of services exports of BRICS countries is very hetero-
geneous. According to the data on trade in the OECD in value added terms, China
is the absolute leader in the export of services with a volume more than twice that of
India. The lowest volume of services exports is observed in South Africa, where most
of the value added is in trade, hotel services, restaurants and financial services. The
main item of Russian services exports in addition to trade is transport and warehousing
services, while its volume of exports of advanced computer technologies is the lowest
among the BRICS countries. A similar situation is observed in the structure of Brazil’s
exports. As for the services involved in the production GVC, their distribution in terms
of manufacturability is very different: the most technological structure is in China and
India, with the least technological structure in Brazil, Russia and South Africa [UNC-
TAD, 2013]. Thus, Russia, Brazil and South Africa have a significant potential to ex-
pand their participation in production and services GVCs through the development of
the services sector. As noted previously, barriers to services in the BRICS countries are
much higher than in developed countries. Thus, the liberalization of trade in services
could bring significant benefits, including improving the quality and level of manufac-
turability of exported services.

Specificity of Services Liberalization in the BRICS Countries

The volume of value added exported by the BRICS countries has increased over the
past twenty years. China and India have demonstrated outstanding growth rates — their
exports increased by six and five times respectively — while the value added exported by
Russia, Brazil and South Africa grew more slowly.

One of the factors that led to the active integration of the Chinese and Indian
economies into global value chains was the liberalization of particular service sectors
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with the aim of boosting the efficiency of local service providers through increased
competition in the domestic market.

In this respect, the most revealing example is the liberalization of the Indian ser-
vice sector, completely closed until the 1980s and characterized by the dominance
of state-owned companies and high-entry barriers for both foreign and local private
firms. Since the 1990s numerous reforms have been carried out to liberalize the service
sector under a comprehensive economic restructuring programme supported by the
International Monetary Fund.

A particularly strong influence on India’s participation in the GVC was the libe-
ralization of telecommunications and transportation infrastructure services controlled
by the state under a planned economy. Only two state-owned companies had the right
to carry out air transportation and the shipping sector was practically closed to private
firms; the state monopoly extended to the telecommunications sector as well [Mat-
thias, Javorcik and Mattoo, 2016, p. 5]. However, insufficient resources meant the state
was unable to improve the quality of services and the efficiency of the sector. This was
the main reason for its liberalization in the early-1990s.

The main liberalization measures were privatization and facilitation of market-en-
try procedures for local firms, as well as the lifting of restrictions on the activities of for-
eign companies. The most profound liberalization occurred in the telecommunications
sector, where all barriers were eliminated for both local and foreign service providers.

The reduction in prices for transport services and the improvement of transport
infrastructure led to lower costs, a prerequisite for increasing the export potential of
Indian enterprises. Thus, the liberalization of infrastructure services contributed to an
annual increase in industrial output of 5.7% from 1993 to 2005 and to a large extent
determined the integration of India into the production GVC.

In turn, the level of competition in the Indian market increased significantly,
which led to an improvement in the quality of transport and telecommunications ser-
vices and a reduction in prices. Another important consequence was the inflow of FDI
indispensable for technological improvement of the industry. From 1992 to 2002 FDI
in the services sector grew by 36% annually, outpacing the growth rate of investment
in industry by 16% [Bas, 2014, p. 552]. At the same time, the largest volume of foreign
investment was accounted for by the telecommunications sector. FDI also contributed
to the development of technology-based services. The growth rate of the Indian in-
formation and communications technology (ICT) services sector is now among the
highest in the world and the volume of export of ICT services is less only than China’s
[Biryukova and Matyukhina, 2016, p. 46].

The most attractive services sectors for foreign capital are finance and insurance,
technical services and telecommunications, as well as services related to research and
development. Outsourcing remains an important form of inclusion for India in global
value chains.

Scientific and technological projects are a priority of Indian state policy. In recent
years the state has been pursuing policy aimed at increasing the innovative activity of the
private sector involving foreign capital. State and private organizations engaged in the
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patenting and commercialization of innovations have been actively supported. Among
such organizations are the Indian Technology Development Fund, the Indian Ven-
ture Capital Association, the National Venture Fund of for Software and Information
Technology and others. [Galischeva, 2015]. An important element of India’s innova-
tion system is the network of technoparks to support the development of high-tech
exports. Thus, the Indian government consistently pursues a policy of innovative de-
velopment aimed at expanding the role of the corporate sector.

The beginning of services liberalization in China in the 1990s was associated with
the beginning of negotiations on China’s accession to the World Trade Organization
(WTO). Nevertheless, regarding the existing political regime and state regulation of the
economy, the scope of services liberalization in China is limited. However, there are
examples of the positive impact of individual service sectors liberalization on their ef-
fectiveness. For example, in the telecommunications services sector foreign firms were
permitted to enter the market through equity participation in state companies and a law
banning monopolies in this sector was passed in 2002. [Bas and Causa, 2013, p. 846].
As a result of increased competition, China’s telecommunications services sector began
to grow at an impressive pace and today is the largest in the world.

Another example of the linkage between the quality of infrastructure services in a
country and its participation in the GVC is the transport sector in China. The predomi-
nance of state-owned enterprises, low levels of competition and significant restrictions
on the participation of foreign companies in the production of transport services have
led to inefficiency in this service sector. There is a significantly uneven development of
the transport system in the centre of the country compared to coastal regions, where
most export-oriented enterprises are located. With the development of container trans-
portation, the need for a railway network to deliver goods arriving by sea to the central
regions has increased. However, due to congestion on railway lines, priority is given to
large-tonnage transports carrying goods with lower value added [Hodge, 2002]. This
has become a serious obstacle to China’s integration within more lucrative GVCs.

The liberalization of the Chinese financial sector is of particular interest. In the
1990s only four commercial banks operated in the financial services market, and these
were accountable to the People’s Bank of China which dominated the sector. In the
process of accession to the WTO, China has undertaken a limited number of commit-
ments in relation to eight of the 12 financial services subsectors [WTO, Trade Policy
Review, 2016]. These commitments include reducing entry barriers for private Chinese
and foreign banks, increasing the transparency of the loan system and a number of
other measures that facilitate the integration of the Chinese financial services market
into the international market. However, these measures do not exclude state regulation
of the financial services sector, which is still widely implemented. It is worth noting that
developing countries are inclined to take on limited commitments within the WTO in
the financial services sector. This is also true for India, where there are quantitative
restrictions on the capital and affiliates of foreign financial companies. The services
sector and trade were identified as a priority strategic direction in the 12th five-year
plan (2011-2015). The Chinese government planned to spur the development of key
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services sectors including finance, logistics, education and health. The goal of the gov-
ernment was to take a leading place among the largest exporters of transport, tourism,
construction services as well as other subsectors of services for which comparative ad-
vantages were revealed. The plan envisaged joint work on the programme concerning
foreign trade in goods and services, as well as enhancing technological and knowledge-
intensive components of foreign trade.

As a result of the implementation of the five-year plan, growth rates in the Chinese
service sector increased, but they were significantly lower than expected. To develop
the enormous potential of the services sector it is necessary to strengthen the business
sector, ensure workspace for a quickly growing workforce, facilitate terms of trade, ac-
celerate the introduction of advanced management practices and improve overall eco-
nomic efficiency.

The most vivid example of liberalization of infrastructure services in Brazil is rail
transportation. In the 1990s the state railways of Brazil were privatized through con-
cession agreements with private companies. As a result, the volume of rail traffic in-
creased by 90% between 1996 and 2003 [Soliani, 2015, p. 257]. The increase in demand
was largely due to the growth of the agricultural sector and the development of inter-
modal transport. Presently, despite the considerable territory of the country, Brazilian
railways are only tenth in the world, notably behind India, Russia and China. From
1997—-2000, Brazil occupied the first place in income from transfer of property to the
private sector; the privatization of Telebras was the largest privatization operation in
Latin America and the third largest in the world. The most important result of the
privatization policy was the qualitative improvement in the conditions of many services
sector branches, primarily ICT. In Brazil, many firms of the services sector that initial-
ly attracted foreign investments have over time become exporters of services, thereby
demonstrating the importance of “compatibility” and complementarities to increas-
ing exports [Francois and Hoekman, 2010]. The experience of Brazil is an example of
how trade in services through commercial presence (the third way of supply) can have
a stimulating effect on cross-border trade (the first way of delivery). From 1990—2007,
the average annual increase in exports of services to Brazil was 14% while the global
growth was 9%. The subsequent internationalization of services, carried out mainly by
new and small companies in the ICT sector, was caused by the growing demand from
the companies of the first wave of internationalization for integrated software frame-
works, data processing and storage, software development and the creation of network
services. Thus, foreign direct investment has become a foundation for the subsequent
expansion of export of services.

Significant liberalization of the infrastructure services sector in Russia is linked to
the country’s ascension to the WTO in 2012. Russia took commitments in 116 services
sectors. For example, in the banking system the overall foreign capital participation is
limited to 50% (not including foreign capital invested in potentially privatized banks).
Moreover, a nine-year transition period was established, after which foreign insur-
ance companies will have an opportunity to open branches in Russia [Zuev, Birjukova,
Meshkova et al., 2016]. A transition period was also established for the telecommuni-
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cations services sector, which should meet the standards of the General Agreement on
Trade in Services in four years. As for the commitments taken by Russia in the trans-
port services sector, almost all of them comply with current legislation and therefore
no fundamental changes in the regulation system for transport services were required.
In 2014, several countries imposed sanctions against Russia that inevitably affected the
investment flows of the country and its involvement in the GVC. The situation was
further aggravated by the depreciation of the ruble and other macroeconomic factors.
Sanctions resulted in restricted access to international financial markets for some Rus-
sian banks and companies which made external borrowing very expensive. Weak expec-
tations held by national businesses and consumers regarding future growth reduced the
total volume of investment, and massive export of capital made the currency market
more volatile and accelerated the ruble’s decline.

Share of the service sector shows a steady upward trend in the structure of ac-
cumulated direct investments. However, such growth is caused by the attractiveness
of fast-paying and low-technology industries and trade primarily for foreign investors.
At the same time, Russia has a relatively low volume of direct investment to science-
intensive services and transport.

The domestic services sector requires active policy to attract investments with the
aim of increasing competition in the local market, to attract financial resources and
technologies and to improve the quality of services provided. At the same time, it is
important to develop programmes to attract capital to more complex, knowledge-in-
tensive sectors of the service sector. This, in our opinion, could be business services,
financial services, information and communication or research and development, in-
cluding through integration into value chains. The development of these types of ser-
vices positively influences the welfare of end users, increases the efficiency of industrial
production and ultimately improves the performance of the real sector of the economy.

The South African service sector is one of the most developed on the continent
and is relatively open to the BRICS countries. Today, South Africa is the main provider
of financial services in the region, as it has a comparative advantage over its less devel-
oped neighbours.

However, the liberalization of South Africa’s services sector has faced difficulties
caused by an imperfect institutional structure and the characteristics of the market sys-
tem in the country. For example, budget policy priorities hampered privatization pro-
cesses, while liberalization of the transport sector was postponed for several years due
to the large debt of state transport enterprises [Hodge, 2002] which contributed to the
slowed development of transport infrastructure in the country. In 2006, South Africa
signed an agreement with the International Telecommunications Union according to
which, by 1 June 2015, there was to be a transition from analogue to digital broadcasting.
However, South Africa did not complete the transition until mid-2017, which prevented
the creation of an infrastructure for broadband mobile networks for a new generation.

Although South Africa is relatively open to foreign direct investment, new pro-
jects, mergers and acquisitions are being tested for possible effects on employment and
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local production. The private sector is considerably concerned about the expansion of
the role of the state in this sphere. Significant restrictions on foreign investors have af-
fected telecommunications. For example, in 2016, the Communications Regulator of
South Africa decided that the foreign share of the broadcasting services sector should
not exceed 20%. There is a requirement for a fixed national share in the subscriber ser-
vices of satellite, cable and regular communications in television and radio broadcast-
ing in South Africa.

Thus, after analysing the experience of the BRICS countries, it is possible to iden-
tify some features that are typical of the process of services liberalization in these coun-
tries. In general, the liberalization of infrastructure services has a significant and posi-
tive impact on the efficiency of both production and service sectors. Nevertheless, the
BRICS countries continue to be much more closed than the developed ones for several
reasons. First, the imperfect market system in developing countries can have negative
consequences for the economic stability of the country when the service sector is lib-
eralized. Second, local producers and service providers may be in a worse position due
to competition from foreign companies. Third, the features of the political regime and
national specifics play an important role. In many respects, it is the desire to protect its
interests from the imbalances that arise between developed and developing countries
as a result of the elimination of barriers to services which underlies the refusal of the
BRICS countries to participate in the Agreement on Trade in Services initiated in 2012
by the United States within the WTO, intended to deepen multilateral liberalization of
trade in services between the informal group of member countries of the organization
[Biryukova, 2013].

Ways to Increase the BRICS Countries’ Integration in GVCs

Having analysed the participation of BRICS countries in global production and service
value chains and the possibilities and limitations of specific services sector liberaliza-
tion, it is possible to identify key measures aimed at encouraging further integration of
these economies into the GVC system.

BRICS countries face different challenges in the context of their participation in
GVC(Cs. China, the BRICS country most integrated into production and service value
chains, is interested in enhancing value added by increasing the technological intensity
of production stages and complexity of the GVC. The same purpose with respect to
the service GVC is relevant for India. Being the second service provider after China, it
can significantly increase the profitability of value chains through promoting the pro-
duction of knowledge-intensive services such as professional and ICT services. At the
same time, China and India each have significant resource potential in the form of
highly skilled workforces and requisite financial resources. Thus, China is the largest
FDI host country among developing countries (figures for 2015 amounted to $136 tril-
lion). India is also among the top twenty recipient countries with FDI of $44 trillion
[UNCTAD, World Investment Report 2013, p. 256].

107



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

Russia, Brazil and South Africa’s interests at this stage mainly lie in export diver-
sification and increasing backward participation, i.e., the share of foreign components
in exports. This will help these countries to shift from a focused resource-based model
to the production of components and final use products with higher value added and
increased attractiveness to foreign investors.

Global value chains in today’s global economy are based on foreign direct invest-
ment and the activities of transnational corporations (TINCs), which are now the key
players in the world economy. Therefore, countries that seek to more actively integrate
into GVCs need to adopt a consistent and competent policy regarding foreign capital. It
is important to maintain a balance between potential benefits from solutions to national
economic problems and possible threats of excessive vulnerability caused by uncon-
trolled access of foreign investors to the country’s resources.

For the development of GVCs it is important to overcome the gap between suppli-
ers and distance to the market. This can only be achieved by reducing transport costs
and increasing the efficiency of operations in border areas as well as the development
of information technologies [ Klochko, 2017].

To actively participate in GVCs a country should have a well-developed logistics
infrastructure, including a variety of sectors and subsectors (cargo handling, storage,
warehousing, agency and related support services, freight transportation, air, rail, sea,
express services and courier) and should consistently take action on trade facilita-
tion (in the first place, to simplify customs and border procedures) [Biryukova, 2016,
p. 122]. In turn, the development of GVCs in member states contributes to improving
the quality of many services including ICT, transport, customs clearance procedures
and inventory management systems.

This analysis of the service sector restrictiveness index for the BRICS countries
has shown that the liberalization of services, and the infrastructure services sector in
particular, might become one of the most effective tools for integration into the GVC.
As services are an integral part of both production and service GVCs and enable their
functioning, the quality and cost of transport, telecommunications and financial ser-
vices depend on the efficiency of the entire chain and the size of the value added by
a particular firm or the entire economy. Moreover, in the face of declining tariffs for
trade in goods, an efficient services sector has become a crucial factor determining the
competitiveness of the national economy. Participation in complex service global value
chains increases the efficiency of the entire service sector in a country and, therefore,
encourages investments and the creation of necessary infrastructure for further integra-
tion into the production GVC.

However, it is important to mention that service liberalization itself could have a
limited impact on the BRICS countries’ integration into GVCs. The reason is that in-
vestment decisions are made by foreign companies on the basis of the overall attractive-
ness of the economy. Thus, without necessary infrastructure, effective state regulation
and well-functioning financial and legal systems, significant expansion and deepening
of the country’s participation in the GVC is highly unlikely. That is why the ways of in-
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creasing a country’s involvement in GVCs should include a set of trade and investment
policy tools, intellectual property protection measures and reforms aimed at improving
the functioning of state institutions.

References

Bas M. (2014) Does Services Liberalization Affect Manufacturing Firms’ Export Performance? Evidence
from India. Journal of Comparative Economics, vol. 42, no 3, pp. 569—589.

Bas M., Causa O. (2013) Trade and Product Market Policies in Upstream Sectors and Productivity in
Downstream Sectors: Firm-level Evidence from China. Journal of Comparative Economics, vol. 41, no 3,
pp. 843—862.

Bhattacharya M. (2016) International Trade and Economic Growth: Evidences From The BRICS. Jour-
nal of Applied Economics and Business Research, vol. 6, no 2, pp. 150—160.

Biryukova O.V. (2013) Torgovlja uslugami v Dohijskom raunde: mnogostoronnee soglashenie dlja iz-
brannyh? [Trade in Services in the Doha Round: a Plurilateral Agreement for the Elite?]. International
Organisations Research Journal, vol. 8, no 2, pp. 41—54. (in Russian).

Biryukova O.V. (2016) Uchastie sektora uslug v razvitii global’nyh cepochek sozdanija stoimosti [Par-
ticipation of the Services Sector in the Development of the Global Value Chains).Izvestiya Uralskogo
gosudarstvennogo ekonomicheskogo universiteta.[Journal of the Ural State University of Economics], no 3,
pp. 98—110. (In Russian.)

Biryukova O.V., Matiukhina A. 1. (2016) Stranyi BRICS na mirovom ryinke IKT-uslug [BRICS Countries
in International ICT Services Trade]. Latinskaya Amerika [Latin America], no 9. pp. 41—54. (In Russian.)

Biziwick M., Cattaneo N., Fryer D. (2015)The Rationale for and Potential Role of the BRICS Contin-
gent Reserve Arrangement. South African Journal of International Affairs, vol. 22, no 3, pp. 307—324.

De Castro T. (2012) EU-BRIC Trade Assessment: Introversion, Complementarity and RCA. Scientiaet
Societas, vol. 8, no 3, pp. 68—80.

De Castro T. (2013) Trade Among BRICS Countries: Changes Towards Closer Cooperation? Ekono-
mickd Revue, vol. 16, no 3, pp. 131—148.

Elms D.K., Low P. (eds) (2013) Global Value Chains in a Changing World, WTO Publications for Fung
Global Institute, Nanyang Technological University and the World Trade Organization, Geneva. Avai-

lable at: https://www.wto.org/english/res_e/booksp_e/aid4tradeglobalvalue13_e.pdf (accessed 12 April
2017).

Francois J., Hoekman B. (2010) Services Trade and Policy. Journal of Economic Literature, vol. 48, no 3,
pp. 642-92.

Galishheva N.V. (2015) Problema disbalansov v jekonomike Indii [The Problem of Imbalances in Indian
Economy]. Vestnik MGIMO Universiteta | Vestnik MGIMO-University], vol. 43, no 4, pp. 242—254. (In
Russian.)

Geloso Grosso M. et al. (2015) Services Trade Restrictiveness Index (STRI): Scoring and Weighting
Methodology, OECD Trade Policy Papers. Available at: http://www.oecd-ilibrary.org/trade/services-
trade-restrictiveness-index-stri_5js7n8wbtk9r-en (accessed 5 May 2017).

Global Value Chain Development Report (2017) Measuring and Analyzing the Impact of GVCs on Eco-
nomic Development, co-published by the World Bank, WTO, OECD, Institute of Developing Econo-
mies (IDE-JETRO) and the Research Centre of Global Value Chains (RCGVC). Available at: https://
www.wto.org/english/res_e/booksp_e/gvcs_report_2017.pdf (accessed 15 July 2017).

Hodge J. (2002) Liberalization of Trade in Services in Developing Countries. Development, Trade and
the WTO: A Handbook (B. Hoekman, P. English, A. Mattoo (eds)). Washington, DC: World Bank,
pp. 221234,

109



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

Kadochnkov P.A. (2015) Perspektivnye voprosy rasshirenija uchastija Rossii v global’nyh cepochkah stoi-
mosti [Perspective Issues of the Enlargement of Russian Participation in Global Value Chains]. Rossijskij
vneshnejekonomicheskij vestnik | Russian Foreign Economic Journal], no 2, pp. 8—13. (In Russian.)

Khatun R. (2016) Relation Between Trade in Financial Services and Economic Growth in BRICS Econ-
omies: Cointegration and Causality Approach. Global Business Review, vol. 17, no 1, pp. 214—225.

Klochko O.A. (2017) Vliyanieregionalnoyintegratsiinaformirovanietsepeypostavok v usloviyahglobalizat-
sii [Impact of Regional Integration on Creating Supply Chains in a Globalized World]. Logistika i uprav-
lenie tsepyam i postavok [ Logistics and supply chain management|, vol. 2, no 79, pp. 112—120. (In Russian.)

Knobel’ A. Ju. (2012) Vlijanie liberalizacii sektora uslug na torgovlju uslugami i proizvoditel’nost’ v pro-
myshlennosti v Rossiii v drugih stranah SNG [ The impact of Services Liberalization on Trade in Services
and Manufacturing Productivity in Russia and in Other CIS Countries]. Viijanie liberalizacii sfery uslug
na proizvoditel’ nost’ otrasli, jeksport I razvitie: jempiricheskie issledovanija v stranah s perehodnoj jekono-
mikoj [The Impact of Services Liberalization on Sector Productivity, Export and Development: Empirical
Studies in Transition Economies] (D.G. Tarra ed.). Moscow: Ves’ Mir. (in Russian).

Lanz R., Maurer A. (2015) Services and Global Value Chains — Some Evidence on Servicification of
Manufacturing and Services Networks. Working Paper ERSD-2015-03. Geneva: WTO.

Larionova M. (2016) Assessing Summit Engagement with Other International Organizations in Global
Governance. International Organisations Research Journal, vol. 11, no 1. DOI: 10.17323/1996-7845/2016-
01-126

Matthias J., Javorcik B., Mattoo A. (2016) Services Reform and Manufacturing Performance: Evidence
from India. The Economic Journal, vol. 126, no 590, pp. 1-39.

Nil’son Dzh., Taglioni D. (2009) Modelirovanie jekonomicheskih vygod ot liberalizacii torgovl i usluga-
mi [Modelling Economic Benefits of Services Trade Liberalization]. International Organisations Research
Journal, vol. 4, no 1, pp. 34—70. (In Russian.)

OECD, WTO (2015a) Country Notes. Trade in value added: Brazil. Available at: https://www.oecd.org/
sti/ind/tiva/CN_2015_Brazil.pdf (accessed 5 May 2017).

OECD, WTO (2015b) Country Notes. Trade in value added: China. Available at: https://www.oecd.org/
sti/ind/tiva/CN_2015_China.pdf (accessed 5 May 2017).

OECD, WTO (2015c) Country Notes. Trade in value added: India. Available at: https://www.oecd.org/
sti/ind/tiva/CN_2015_India.pdf (accessed 5 May 2017).

OECD, WTO (2015d) Country Notes. Trade in value added: Russian Federation. Available at: https://
www.oecd.org/sti/ind/tiva/CN_2015_RussianFederation.pdf (accessed 5 May 2017).

OECD, WTO (2015¢) Country Notes.Trade in value added: South Africa. Available at: https://www.
oecd.org/sti/ind/tiva/CN_2015_SouthAfrica.pdf (accessed 5 May 2017).

Sharma S.K., Kallummal M. (2012) A GTAP Analysis of the Proposed BRICS Free Trade Agreement //
15th Annual Conference on Global Economic Analysis New Challenges for Global Trade and Sustain-
able Development, Geneva, Switzerland, June, pp. 27—29.

Soliani R. (2015) Brazilian Road and Rail Transportation Sectors and Its Challenges. International Jour-
nal of Business Management and Economic Research (I/JBMER), vol. 6, pp. 256—265.

UNCTAD (2013) World Investment Report 2013. Global Value Chains: Investment and Trade for Devel-
opment. Available at: http://unctad.org/en/PublicationsLibrary/wir2013_en.pdf (accessed 5 May 2017).

WTO (2016) Trade Policy Review: China. World Trade Organization. Available at: https://www.wto.org/
english/tratop_e/tpr_e/s342_e.pdf (accessed 5 May 2017).

Yuan H., Zhao Z. (2011) Comparative Analysis on Foreign Trade of the BRICs. M& D Forum, pp. 166—
172. Available at: http://www.seiofbluemountain.com/upload/product/20 1112/2011jjzx05a2.pdf (ac-
cessed 5 May 2017).

Zuev V.N. (ed.) (2016) Global’nye instituty regulirovanija: uchebnik [Global Governance Institutions:
studybook]. Moscow: Magistr, Infra-M. (In Russian.)

110



BnunaHue nnbepannsaunm chepbl ycnyr
Ha yyacTue ctpaH BPUKC B rnobanbHbIX Lenoykax
nobaBneHHom cToumMocTun!

O.B. buprokosa, T.B. BopobbreBa

Bupiokosa Osibra BaaaumMupoBna — K.3.H., JOLIEHT, (paKyIbTET MUPOBOI 9KOHOMUKH U MUPOBOIA ITOJIUTUKU, CTAP-
Wi HAyYHBI COTPYAHUK MHCTUTYTa TOProBoi MOaUTUKY, HalmoHaJIbHBINA UCCAEN0BATEIbCKUIA YHUBEPCUTET
«BpIcmiast mkojia 3KoHoMUKW»; Poccuiickas Menepanusi, Mocksa, 101000, yn. MacHauukast, 1. 20; E-mail: Olga.
Birjukova@mail.ru

BopoobeBa Tatbsina ButaibeBHa — y4eOHBIN aCCUCTEHT, (haKyIbTeT MUPOBOM SKOHOMUKN M MUPOBOM MOJIUTHU-
K1, HalimoHanbHbIi MccienoBaTeIbCKUi YHUBEPCUTET «BhICIas 11Kos1a 9KOHOMUKW»; Poccuiickast Deneparusi,
Mockasa, 101000, yn. Msicaunikas, a. 20; E-mail: tatiana_vorobeva@bk.ru

Cmambs nocesuena uccie008anuio XapaKmepa u cmeneHu 6AusHus aubepaiuzauuu cghepvl yeaye Ha yvacmue cmpan
BPHUKC 6 enobanshbix yenouxax cmoumocmu (I'1C).

B cmamve npu nomowgu memodos sxoHomempuueckoeo anaiusa Oviaa onpedeseHa 0opamuas 83aumMoCces3b mexcoy
8eAUUUHOU Oapbepos 6 UHDPACMPYKMYPHBIX OMPACASX YCAYe U CMENeHbI0 YHACMUs CMPaH 8 2100aNbHbIX YeNno1Kax co3-
O0anus cmoumocmu.

C nomowbto OGHHBIX 0 CMPYKMYype mop206au Mmo8apamu U yeayeamu 8 mepmuHax 000aeaeHHoi cmoumocmu 6biio
NPOAHANUZUPOBAHO NOAOICEHUE pasgualowuxcs cmpat Ha npumepe cmpar BPUKC 6 npouzeoocmeentbix u cepeuchbix
T1C. Tak, Kumaii u Huous senrsiomes cmpanamu, Haubonee 21y00K0 808AeHEHHBIMU 6 MENCOYHAPOOHble NPoU3600-
cmeernHble U cepeucHble yenouku. Hecmomps na mo umo Poccus, bpasuaus u FOxcnas Appuxa exarouenvt 6 npouzeoo-
CMEeHHble UENOHKU CIOoUMOCMU 6 00abuell Cmenenu KaKk nOCMAaBUUKU Cbipbs U NPOMENCYMOYHbIX MOBAPOE C HU3KOU
000a6AeHHOI CIMOUMOCIbIO, IMU CMPAHbL 001A0GI0M 3HAYUMEALHbIM NOMEHUUANOM PACUUPEHUS C80€20 YHACMUsL 6 CU-
cmeme MexcOyHapoOH020 NPoU3800cmea, 6 HacmHOCMU, NOCPEOCmEoM YAyHUeHUs UHGpacmpykmypol, He06Xo0umoi ons
dynxyuonuposanus T'l]C.

Ha ocnose usyuenus onoima aubepasuzauuu omoenvhvix cekmopog ycaye 6 cmpanax BPHUKC 6biio 6bi-
SABNEHO NONONCUMENbHOE GAUAHUE CHUJICEHUsi 0apbepod 6 cgepe MOPCKUX, HCeAe3HOOOPOICHBIX U A8Uanepego3ok,
a makxice (PUHAHCO8 HA YAYHUIeHUe KA4ecmed U CHUMCeHUe CMOUMOCMU Npedocmaesasemvix ycaye. Aemopol omme-
uam, 4mo 60 MHO2OM NOOJ0OHble IhheKkmbl cmanu pe3yrbmamom He MOAbKO CHUMCEHUs bapbepos 6 cghepe ycaye,
HO U peanu3auuu KOMHAeKCa Mep, HANPAGAEHHbIX HA HNOGblUleHUe UHBECMUUUOHHOU NPUBAEKAMENbHOCMU CMPAH.
B cmamoe cdenan 661600, umo aubeparuzayus UHGPAcMpPyKmypHsIX OMpacaeli yeaye Moxcem cmams 00HUM U3 UHCMpPY-
mernmos unmezpauuu cmpan bPUKC ¢ I'lIC. Buecme ¢ mem sma aubeparuszayus 00AHCHA 168A3MbCS 3NeMEeHmMOoM 6onee
WUPOKOU cmpame2uu pa3gumusi, 6KAIOYAIOUWEN Mepbl MOP208O U UHEECMUUUOHHOL NOAUMUKU, HANPABAEHHbIe He MOAb-
KO Ha pacuuperue y1acmus 6 2100a1bHOM NPoU3800cmee, HO U 00uee IKOHOMUHECKOe Pa3eumue CMpaHbl.

KiroueBble coBa: r100anbHbIE LIETTOYKU CTOMMOCTH; 100aBJIeHHAs CTOUMOCTD; ceKTop yciyr; BPUKC;
Jubepanuzanusi

st mutupoBanus: buptokosa O.B., BopoobeBa T.B. BnusHue nmubepanusanuu cdepsl yCayr Ha ydyacTue CTpaH
BPUKC B m1o6anbHBIX IIETTOYKax NT00aBIeHHON cToMMOCTH // BecTHMK MeXmyHapomHbix opraHu3anmii. 2017.
T. 12. Ne 3. C. 94—113. DOI: 10.17323/1996-7845-2017-03-94

! CraThs mocTymnuia B pefakiuio B uioHe 2017 r.
[aHHasi paboTa MOATOTOBJIEHA TMPHU TPAHTOBOI Momnepxkke (dakylibTeTa MUPOBON KOHOMUKHU U
mupoBsoit noautuku HUY BIID B 2017 1.

111



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

Jlntepatypa

Buprokosa O.B. (2013) Toprosng yciayramu B JIoXMIACKOM payHJe: MHOTOCTOPOHHEE COIJIallleHue sl U3-
OopanHbIx? // BecTHUK MexxmyHapomHbIx opranu3amnuid. T. 8. Ne 2. C. 98—110.

Bupiokosa O.B. (2016) YuacTtue cekTopa ycJIyr B pa3BUTHM DIOOGAIBHBIX LIEMOYEK CO3MaHusI CTOUMOCTH //
W3BecTus YpallbCKOro rocyaapCTBEHHOrO 3KOHOMUYecKoro yHupepcutera. Ne 3 (65). C. 98—110.

Bupiokosa O.B., Matioxuna A.M. (2016) Crpansl BRICS nHa mupoBom peiike MKT-ycnyr // JlatuHckas
Amepuka. Ne 9. C. 41-54.

Tammmesa H.B. (2015) IIpo6iema auc6anancoB B akoHomuke Mamum // Becthmuk MITMMO YaupepcuteTa.
Ne 4 (43). C. 242-254.

3yes B.H. (pen.) (2016) Tiio6anbHble MHCTUTYTHI peryaupoBanus: yue6. M.: Maructp; Mudpa-M.

Kanounukos I1.A. (2015) ITepcrieKTUBHBIE BOITPOCH pacliupeHus ydyacTuss Poccuu B r106aIbHBIX LIETTOYKAX
crouMoctu // Poccuiickuii BHelIIHeAKOHOMUYecKil BecTHUK. Ne 2. C. 8—13.

Kiouko O.A. (2017) BnusiHue pernoHaabHOM UHTETpallui Ha (DOPMHUPOBAHUE LIeTIeii TTOCTAaBOK B YCIOBMSIX
miobanu3auuu // Jloructuka u yrpasieHue uernsmMu noctaBok. Ne 2 (79). C. 112—120.

Kuo6emp A.10O. (2012) Baugnue mubepann3aiuy CeKTopa YCayTr Ha TOPTOBJIIO YCIYTaMK U TTPOU3BOIUTEb-
HOCTBh B IIPOMBITIIUIEHHOCTH B Poccun 1 B npyrux ctpanax CHI // BnusiHue nmubepanuzanuu cepsl yCIyr
Ha TIPOU3BOIUTEIBHOCTb OTPACH, SKCIIOPT U Pa3BUTHE: SMIMPUUECKUE UCCIENOBAHUS B CTpaHaxX C Mepe-
XonHo# skoHOMMKoI1 / Tron pen. JI.I. Tappa. M.: Becs Mup. C. 137—164.

Hunscon JIx., Tarmuonu M. (2009) MonennpoBaHre 5KOHOMMUYECKHX BBITOM OT JTUOEpaM3aliii TOPTOBIN
ycayramu // BecTHUK MexnyHaponHbix opranuzanuid. T. 4. Ne 1. C. 34—70.

Bas M. (2014) Does Services Liberalization Affect Manufacturing Firms’ Export Performance? Evidence from
India // Journal of Comparative Economics. Vol. 42. No. 3. P. 569—589.

Bas M., Causa O. (2013) Trade and Product Market Policies in Upstream Sectors and Productivity in Down-
stream Sectors: Firm-level Evidence from China // Journal of Comparative Economics. Vol. 41. No. 3.
P. 843—862.

Bhattacharya M., Bhattacharya S. (2016) International Trade and Economic Growth: Evidences From The
BRICS // Journal of Applied Economics and Business Research. Vol. 6. No. 2. P. 150—160.

Biziwick M., Cattaneo N., Fryer D. (2015) The Rationale for and Potential Role of the BRICS Contingent
Reserve Arrangement // South African Journal of International Affairs. Vol. 22. No. 3. P. 307—324.

Elms D.K., Low P. (eds) (2013) Global Value Chains in a Changing World, WTO Publications for Fung Global
Institute, Nanyang Technological University and the World Trade Organization, Geneva. Pexxum nocrymna:
https://www.wto.org/english/res_e/booksp_e/aid4tradeglobalvalue13_e.pdf (mara ob6pamenus: 12.04.2017).

De Castro T. (2012) EU-BRIC Trade Assessment: Introversion, Complementarity and RCA // Scientia et
Societas. Vol. 8. No. 3. P. 68—80.

De Castro T. (2013) Trade Among BRICS Countries: Changes Towards Closer Cooperation? // Ekonomicka
Revue. Vol. 16. No. 3. P. 131—148.

Francois J., Hoekman B. (2010) Services Trade and Policy // Journal of Economic Literature. Vol. 48. No. 3.
P. 642—692.

Geloso Grosso M. et al. (2015) Services Trade Restrictiveness Index (STRI): Scoring and Weighting Methodo-
logy, OECD Trade Policy Papers. Pexxum noctymna: http://www.oecd-ilibrary.org/trade/services-trade-restric-
tiveness-index-stri_5js7n8wbtk9r-en (mata obpamenusi: 05.05.2017).

Global Value Chain Development Report (2017) Measuring and Analyzing the Impact of GVCs on Economic
Development, co-published by the World Bank, WTO, OECD, Institute of Developing Economies (IDE-
JETRO) and the Research Centre of Global Value Chains (RCGVC). Pexxum nocryna: https://www.wto.org/
english/res_e/booksp e/gvcs_report 2017.pdf (mata oopaienus: 15.07.2017).

Hodge J. (2002) Liberalization of Trade in Services in Developing Countries // Development, Trade and the
WTO: A Handbook / B. Hoekman, P. English, A. Mattoo (eds). Washington, DC: World Bank. P. 221-234.

112



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

Khatun R. (2016) Relation Between Trade in Financial Services and Economic Growth in BRICS Economies:
Cointegration and Causality Approach // Global Business Review. Vol. 17. No. 1. P. 214—225.

Lanz R., Maurer A. (2015) Services and Global Value Chains — Some Evidence on Servicification of Manufac-
turing and Services Networks. Working Paper ERSD-2015-03. Geneva: WTO.

Larionova M. (2016) Assessing Summit Engagement with Other International Organizations in Global Go-
vernance // International Organisations Research Journal. Vol. 11. No. 1. DOI: 10.17323/1996-7845/2016-01-
126

Matthias J., Javorcik B., Mattoo A. (2016) Services Reform and Manufacturing Performance: Evidence from
India // The Economic Journal. Vol. 126. No. 590. P. 1-39.

OECD, WTO (2015a) Country Notes. Trade in value added: Brazil. Pexxum noctyna: https://www.oecd.org/
sti/ind/tiva/CN_2015_Brazil.pdf(mara o6pamenus: 05.05.2017).

OECD, WTO (2015b) Country Notes. Trade in value added: China. Pexxum moctyma: https://www.oecd.org/
sti/ind/tiva/CN_2015_China.pdf (nata o6pamienus: 05.05.2017).

OECD, WTO (2015¢c) Country Notes. Trade in value added: India. Pexxum goctyna: https://www.oecd.org/
sti/ind/tiva/CN_2015_India.pdf (nata o6pamenusi: 05.05.2017).

OECD, WTO (2015d) Country Notes. Trade in value added: Russian Federation. Pexxum moctyma: https://
www.oecd.org/sti/ind/tiva/CN_2015_RussianFederation.pdf (mara oopamenust: 05.05.2017).

OECD, WTO (2015¢) Country Notes. Trade in value added: South Africa. Pexxum noctyma: https://www.oecd.
org/sti/ind/tiva/CN_2015_SouthAfrica.pdf (mata o6pamenust: 05.05.2017).

Sharma S.K., Kallummal M. (2012) A GTAP Analysis of the Proposed BRICS Free Trade Agreement // 15th
Annual Conference on Global Economic Analysis New Challenges for Global Trade and Sustainable Develop-
ment, Geneva, Switzerland, June. P. 27-29.

Soliani R. (2015) Brazilian Road and Rail Transportation Sectors and Its Challenges // International Journal
of Business Management and Economic Research (IJBMER). Vol. 6. P. 256—265.

UNCTAD (2013) World Investment Report 2013. Global Value Chains: Investment and Trade for Development.
Pexxum nocryna: http://unctad.org/en/PublicationsLibrary/wir2013_en.pdf (1ata o6paienus: 05.05.2017).

WTO (2016) Trade Policy Review: China. World Trade Organization. Pexum mocryna: https://www.wto.org/
english/tratop_e/tpr_e/s342 e.pdf (mara obpamenust: 05.05.2017).

Yuan H., Zhao Z. (2011) Comparative Analysis on Foreign Trade of the BRICs // M&D Forum. P. 166—
172. Pexum moctyma: http://www.seiofbluemountain.com/upload/product/20 1112/2011jjzx05a2.pdf (maTa
ob6parieHus: 05.05.2017).

113



Indonesia and the BRICS:
Implementing the BEPS Action Plan'

A. Shelepov

Andrey Shelepov — Researcher, Centre for International Institutions Research, Russian Presidential
Academy of National Economy and Public Administration; 11 Prechistenskaya naberezhnaya, 119034
Moscow, Russian Federation; E-mail: shelepov-av@ranepa.ru

Abstract

Tax base erosion and profit shifting (BEPS) is a global problem. Finding solutions is a challenge for most
countries. The global economic crisis led to a new environment and requirements for doing business. These
requirements have been developed by two key international institutions: the Organisation for Economic Co-
operation and Development (OECD) and the Group of 20 (G20). This approach has engaged the developed
and developing countries that are members of these institutions, as well as a significant number of partner
countries. As a result, more than 100 countries have confirmed their commitment to the BEPS Action Plan.

This article assesses the level of implementation of the BEPS Plan in Indonesia and in the BRICS
countries of Brazil, Russia, India, China and South Africa. The author monitored their activities for 13 of the
15 actions (excluding Actions 11 and 15) and identifies several best practices that can be used by Russia.

Monitoring considered implemented and planned actions, primarily amendments to and new norms in
relevant national legislation, as well as the expected implementation time for all BEPS actions. In addition, the
author assessed institutional environments created to implement the provisions of the Action Plan, consultation
processes and mechanisms for informing stakeholders.

Analysis shows that approaches to implementing the BEPS Action Plan differ among the six countries.
Although several lag behind in terms of their implementation schedule, each country has demonstrated some
efforts that can be considered best practices. Russia has succeeded the most in implementing the Action Plan.
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Introduction. Overview of the BEPS Action Plan Activities
and Approaches to Implementation Assessment

Tax base erosion and profit shifting (BEPS) is a global problem posing a challenge for
most countries of the world. The global economic crisis stimulated the development
of new requirements for doing business by key international institutions. These two
factors predetermined the need to combine the efforts of two institutions — the Organi-
sation for Economic Co-operation and Development (OECD) and the Group of 20
(G20) — to find effective solutions to address BEPS. This approach has made possible
the engagement of both developed and developing countries through their membership
in these institutions, as well as a large number of partner countries. As a result, more
than 100 countries have confirmed their commitment to anti-BEPS measures [She-
lepov, 2016].

The main outcome document of the OECD/G20 project is the BEPS Action
Plan. 15 actions defined within the Plan provide for the implementation of a set of
measures that allow member countries to combat tax base erosion and profit shifting.
Implementation of these measures requires careful consideration, as hasty and exces-
sive tightening of requirements can lead to negative consequences for business environ-
ments in respective countries. Taking into account the voluntary implementation of
measures to address BEPS by non-OECD members, including Russia, the experience
of countries that are not OECD members but which closely cooperate with the Organi-
sation is of particular interest. Among them, BRICS and Indonesia should especially
be considered.

On 5 October 2015, following the results of the work by the G20 and the OECD,
13 final reports and comments were published, reflecting the consensus reached on the
BEPS Action Plan. Further actions in each of these areas should form a comprehen-
sive and coordinated approach to addressing the BEPS problem. The 15 actions of the
BEPS Plan differ in terms of the coherence of the specific measures aimed at preventing
tax base erosion. Actions provide for (in order of descending consensus between coun-
tries) the introduction of “minimum standards” to be implemented through changes in
relevant national legislation, the development of guidelines on general policy directions
(“common approaches”) while providing for a certain flexibility at the national level
and the identification of “best practices” with recommendations for their implementa-
tion at the national level. In some countries participating in the BEPS project the im-
plementation of measures in accordance with identified best practices is not mandatory
[Deloitte, 2015b]. In addition, some actions of the BEPS Plan provide for modification
of existing OECD approaches previously approved by countries or the creation of new
instruments, so that it is not presently required that specific measures are implemented
at the national level [Shelepov, 2016].

With the improvement of the BEPS package by the OECD and the growing con-
sensus among participating countries, some “common approaches” have been trans-
formed into “minimum requirements,” and “best practices” have become “common
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approaches.” The various approaches to the implementation of BEPS actions at the
country level is illustrated in Table 1.

Table 1. BEPS Actions and Approaches to Their Implementation at the Country Level

BEPS Actions

Category

1. Digital economy

Common approach, characterized by the OECD as
an action for further consideration [OECD, 2015c]

2. Hybrid mismatch arrangements

Common approach

3. Controlled foreign companies

Best practice

4. Interest deductions

Common approach

5. Harmful tax practices

Minimum standard

6. Tax treaty abuse

Minimum standard

7. Permanent establishment status

Changes to the OECD Model Tax Convention

8—10. Transfer pricing

Changes to the OECD Transfer Pricing Guidelines

11. Measuring and monitoring BEPS

Does not provide for action at the country level

12. Aggressive tax planning disclosure

Best practice

13. Transfer pricing documentation

Common approach (transfer pricing documentation)
and minimum standard (country-by-country
reporting)

14. Dispute resolution

Minimum standard

Does not provide for action at the country level,
except signing the instrument following its
development

15. Multilateral instrument

Source: Elaborated by the author based on [DLA Piper, 2015; Deloitte, 2017b].

Some experts, taking account of the ongoing development of specific proposals
for the implementation of BEPS actions, put the same actions into different categories.
For example, Deloitte analysts consider the collection of value added tax (VAT) on
digital services within Action 1 to be a “common approach” while also describing it as
an “action for further work.” Action 13 is characterized as a combination of a “mini-
mum standard” and a “common approach” [Deloitte, 2017b].

The main purpose of this article is to assess the level of implementation of the
BEPS Plan in the BRICS countries and Indonesia after monitoring their activities,
primarily with regard to the adoption of relevant national legislation, as well as the
identification of best practices that can be considered by Russian tax authorities. It is
important to note the relevance of anti-BEPS proposals for Russia, given the general
policy of deoffshorization of the Russian economy. At the same time, according to
some experts, “it seems impossible to copy the proposals on BEPS, because there is a
number of very specific problems in Russia that need to be addressed. These include,
in particular, thin capitalization rules that deal with a fixed ratio, transfer pricing rules
with a focus on domestic transactions and vague rules for controlling prices between
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non-interdependent entities, the problem of interpreting the provisions of agreements
on avoidance of double taxation, double VAT taxation when importing goods through
a commissioner, etc.” [Milogolov, 2016]. This explains the importance of considering
the experience of other states in implementing the provisions of the BEPS Plan, taking
into account their national circumstances.

Monitoring is carried out for 13 of the 15 actions, excluding Action 11 which does
not involve any country actions, and Action 15 which provides for the development
of the OECD Multilateral Convention to Implement Tax Treaty Related Measures to
Prevent BEPS, signed by all countries considered except Brazil. Its ratification process
is still underway and the final scope of changes in national tax regimes is unclear.

Monitoring considered implemented and planned actions taken by the BRICS
countries and Indonesia, primarily amendments to and new norms in relevant national
legislation, as well as the expected implementation time, if available, for all BEPS ac-
tions. In addition, institutional environments created to implement the provisions of
the Action Plan, consultation processes and mechanisms for informing stakeholders
were assessed.

Assessment of the implementation level was performed using a three-point scale.
A score of —1 indicates no action or little progress. A score of 0 indicates continuing
work on the action or the use of approaches different from those recommended by the
OECD. A score of +1 means complete or almost complete implementation of national
reforms in accordance with OECD recommendations to date or expected full imple-
mentation in the near future.

Changes in Legislation and Other Actions Aimed
at Implementing the BEPS Plan

Brazil

Despite the fact that Brazil participated in the discussions on the BEPS Project
within the framework of G20 and OECD mechanisms, representatives of the country’s
tax authorities have not publicly announced implementation of any specific measures
to combat tax base erosion. Priorities of Brazil’s fiscal policy include covering the state
budget deficit, as well as weakening tax competition between individual states of the
country that introduce tax incentives to attract investment. Some experts believe that
fiscal policy measures recently implemented in Brazil have been aimed primarily at ad-
dressing these problems, although often their implementation is formally in line with
some recommendations of the BEPS Plan [Deloitte, 2017a].

As a result, the Brazilian corporate sector remains poorly informed about combat-
ing tax base erosion because of the absence of specific reform plans announced by tax
authorities and an increased focus on other national tax system reforms that are not
directly related to BEPS issues.
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At the same time, some aspects subsequently included in the BEPS Plan’s re-
quirements and recommendations had already been reflected in the national legislation
of Brazil before the publication of the Plan. This refers primarily to the regulation of
controlled foreign companies, limiting interest deductions and harmful tax practices
[Deloitte, 2017a]. Thus, Law No. 12973/2014 introduced rules for controlled and af-
filiated companies in Brazil applicable to directly and indirectly controlled companies.
Any investment in a controlled foreign company must be adjusted annually to reflect
the change in the investment value that corresponds to profits or losses of the company.
In this case, the change in investment must be recognized in proportion to the Brazil-
ian parent’s participation in the company’s equity. Any adjustment relating to profits
earned, calculated according to the local accounting standards of the jurisdiction of the
controlled entity, are subject to the Corporate Income Tax (IRPJ) and Social Contri-
bution on Net Profits (CSLL) annually.?

Taxpayers will be allowed to consolidate positive and negative adjustments until
2022 if they satisfy certain conditions as defined by the legislation. A company cannot
consolidate positive and negative adjustments if it is subject to a tax regime with a nom-
inal income tax rate of less than 20% or it is a resident in a tax heaven (or is controlled
directly or indirectly by tax heaven residents). If the taxpayer decides not to consolidate
its tax losses, they will only be compensated by the foreign controlled entity with its
own future profits. Accumulated losses can be used to compensate for profits without
any time limits, provided that disclosure rules are followed. This approach formally
implements OECD recommendations on controlled foreign companies and limits the
potential negative impact on compliant businesses.

Thin capitalization rules in Brazil ensure that interest paid by a Brazilian entity to
a related party (individual or legal entity) resident in a foreign country, but not in a tax
haven or a jurisdiction with a privileged tax regime, may be deducted for income tax
purposes if the interest expense is considered necessary for the activities of the local en-
tity, and if several quantitative requirements limiting the size of the deduction are met.?
Such an approach is also balanced in terms of the interests of the state and business.

In accordance with OECD recommendations Brazilian legislation was amended
to restrict harmful tax practices. Normative Ruling No. 1658, which entered into force
on 15 September 2016, deals with the substantive economic activity of holding compa-
nies in jurisdictions from the Brazilian “grey list” of privileged tax regimes. Normative
Ruling No. 1634, which entered into force on 9 May 2016, introduced new require-
ments for disclosing information in the Brazilian corporate taxpayer register (CNPJ).
The main requirement relates to identifying the entire chain of owners, as well as their
legal representatives, including final beneficiaries, especially in cases involving foreign
companies. Normative Ruling No. 1689 of 21 February 2017 contains guidelines on
measures related to Action 5 of the BEPS Plan, including an explanation of the need

2 PWC (2017) “Brazil: Corporate-Group Taxation.” Available at: http://taxsummaries.pwc.com/ID/
Brazil-Corporate-Group-taxation (accessed 04.07.2017).
3 Ibid.
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for and procedures governing information exchange between tax authorities. The ru-
ling also provides for the use of a dispute settlement mechanism in the framework of
Brazil’s tax agreements, which is in line with the recommendations of BEPS Action 14
[Deloitte, 2017a].

However, the prospects for further integration of BEPS provisions into national
legislation are not yet clear. In July 2015, a draft bill requiring disclosure of informa-
tion on aggressive tax planning was proposed [Deloitte, 2015a], but it was rejected by
the congress in November that year. According to some experts, the rejection of these
proposals can be explained by their vague wording, leading to additional uncertainty for
the business community about the consequences of implementing anti-BEPS rules.*
There is no information about further legislative initiatives in this area. The situation is
also complicated by the continuing political crisis in Brazil.

As a result, despite the formal participation of Brazil in the development of the
BEPS Plan, the scope and the pace of ongoing integration of new standards into na-
tional legislation is not clear; this is related to low levels of awareness of the proposed
changes within the country and the cautious attitude of business toward them. The
Department of Federal Revenue has expressed its support for the BEPS Action Plan,
considering some measures as having the potential to improve the national business
climate.” However, informal sources indicate that Brazilian authorities intend to ana-
lyze the consequences of implementing anti-BEPS measures in other countries before
taking additional actions at the national level [Deloitte, 2017a].

Thus, only some amendments have been made in Brazilian legislation that are
in line with OECD recommendations regarding the BEPS Plan. They include meas-
ures provided for in Actions 3 (controlled foreign companies), 4 (interest deduction),
5 (harmful tax practices) and 14 (tax dispute resolution). On some actions, including
Actions 2 (hybrid arrangements) and 12 (aggressive tax planning) the adoption of rele-
vant legislation was blocked by the congress. Regarding Actions 8—10 and 13, dealing
with transfer pricing and related documentation, Brazilian legislation differs signifi-
cantly from the OECD recommendations. For Actions 1 (digital economy), 6 (tax trea-
ty abuse) and 7 (permanent establishment status) no information is currently available.

India

Indian authorities fully support legislative changes to fight BEPS proposed by the
OECD. According to the representative of the country’s main tax authority, the De-
partment of Revenue of the Ministry of Finance, “BEPS is a reality. The report pre-

4 International Tax Review (2015) “Brazil: Update on the Obligation to Disclose Certain Transactions
in Brazil.” Available at: http://www.internationaltaxreview.com/Article/3514732/Brazil-Update-on-the-
obligation-to-disclose-certain-transactions-in-Brazil.html (accessed 04.07.2017).

5 Department of Federal Revenue of Brazil (2015) “Informar Operagoes Atipicas e Relevantes a
Administracdo Tributdria: Um Direito do Contribuinte.” Available at: http://idg.receita.fazenda.gov.br/
sobre/consultas-publicas-e-editoriais/editorial/informar-operacoes-atipicas-e-relevantes-a-administracao-
tributaria-um-direito-do-contribuinte (accessed 04.07.2017).
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sents a consensus among G20 nations. We will now start examining the report, and see
when and how we can start bringing in the measures.”®

In some cases, even if there are currently no relevant norms in Indian legislation,
the country’s specialized authorities use the provisions of the BEPS Plan in their prac-
tice. At the same time, Indian legislation contains norms that do not fully comply with
the recommendations on BEPS. This approach is explained by the need to account for
national circumstances.” As in many other countries, the Indian tax authorities believe
that implementation of the provisions of the BEPS Plan should be aimed at maintain-
ing a balance between combating tax base erosion and supporting business activity.®

Integration within the national legislation of India of some provisions that were
subsequently included in the BEPS Plan started alongside the growing interest of the
OECD and the G20 in BEPS issues. For instance, the Finance Act 2013, a key na-
tional document in the financial sphere, provided for the introduction of a general anti-
avoidance rule (GAAR) as of 1 April 2015° which is in line with Action 6 of the BEPS
Plan. However, the implementation of this provision was postponed for two years so
that it could be synchronized with other actions [Deloitte, 2017¢].

The Finance Act 2016, approved and published in May 2016, provides for rules
aimed at combating tax base erosion which were adopted following the publication of
the OECD BEPS Action Plan. These rules deal with the taxation of transactions invol-
ving digital services (Action 1), introduction of the “patent box” regime (Action 5) and
transfer pricing documentation and country-by-country reporting (Action 13) [CBEC,
2016]. When the recommendations were integrated into India’s national legislation tax
authorities informed stakeholders about the changes, resulting in a relatively high level
of business awareness about the BEPS Project in India [Deloitte, 2017c].

As noted above, OECD recommendations in India are often implemented in
practice, but not legislated. This refers, for example, to Actions 8—10. However, the
country’s authorities are expected to make significant changes in transfer pricing regu-
lations on 1 April 2018."° According to these new regulations, taxpayers who are parties
to a cross-border transaction will in certain cases have to make a so-called secondary
adjustment. Secondary adjustments are aimed at reflecting actual allocations of profits
between taxpayers and their associated enterprises. The purpose of a secondary adjust-
ment is to eliminate the imbalance between the taxpayer’s accounts and actual profits.
Excess profits (differences between market prices in a transaction between independ-
ent parties and actual profits) shall be considered to be advances made by taxpayers to

¢ “The BEPS Effect: Is India Ready?” Business Standard (2015) Available at: http://www.business-
standard.com/article/opinion/the-beps-effect-is-india-ready-115101800760_1.html (accessed 04.07.2017).

7EY (2016) “OECD BEPS Reports: An Indian Perspective.” Available at: http://www.ey.com/IN/en/
Newsroom/News-releases/EY-oecd-beps-reports-an-indian-perspective (July 2017).

8 “The BEPS Effect: Is India Ready?” Business Standard (2015) Available at: http://www.business-
standard.com/article/opinion/the-beps-effect-is-india-ready-115101800760_1.html (accessed 04.07.2017).

? “Finance Act 2013.” Tax India (2016) Available at: http://www.taxindiaonline.com/RC2/union_
budget/finance act/finance act 13/ (accessed 04.07.2017).

10 “India: India Budget Analysis 2017—18.” Mondaq (2017) Available at: http://www.mondaq.com/
india/x/567978 /withholding+tax/India+Budget+Analysis+201718 (accessed 04.07.2017).
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their associated enterprises if they are not repatriated to India within a prescribed time.
Interest on excessive profits are also be payable until obligations to repatriate them are
discharged. Although the secondary adjustment is an internationally recognized con-
cept in line with the OECD’s transfer pricing guidelines, implementation of the new
rules may result in certain difficulties. For example, foreign countries in which associ-
ated enterprises are located may have exchange control provisions that make it difficult
to repatriate excess profits to India.

Thus, although India has not taken any concrete actions in accordance with some
actions of the BEPS Plan, including hybrid arrangements (Action 2), controlled for-
eign companies (Action 3), interest deductions (Action 4), permanent establishment
status (Action 7) and aggressive tax planning (Action 12), India generally seeks to in-
troduce changes to its national legislation to comply with the OECD recommendations
and is discussing potential amendments. In particular, India agrees to cooperate on the
exchange of tax information by providing competent tax authorities in other countries
with access to information about Indian tax residents (Action 13). In addition, some
provisions, such as the general anti-avoidance rule (GAAR) (Action 6) were in force in
India even before the BEPS Action Plan was adopted. Some progress was also made in
relation to Actions 1, 5 and 8—10. The only exception is Action 14, which is considered
to be irrelevant given the existence of other effective dispute resolution mechanisms
and moreover is seen as threatening India’s sovereignty [PWC, 2016a].

China

Days after the publication of the final BEPS Action Plan, the State Administra-
tion of Taxation (SAT) of China organized a conference to discuss the country’s posi-
tion regarding the BEPS Project and concrete steps to integrate measures to address tax
base erosion and profit shifting into the national legislation.

It should be noted that by the time of the adoption of the BEPS Action Plan,
China had already developed legislation in line with OECD recommendations in some
areas, including transfer pricing and controlled foreign companies. For example, in
accordance with the rules on controlled foreign companies, retained earnings of a con-
trolled foreign company in a jurisdiction with a low tax rate (less than 12.5%) may be
taxed because they are considered to be a potential distribution of profits to sharehold-
ers. Chinese tax authorities have published a list of countries (“white list”) which they
do not consider to be jurisdictions with low tax rates for the purpose of this law." Close
attention of the tax administration to BEPS coupled with successful implementation
of some tax regulations before the publication of the BEPS Action Plan allowed China
to integrate other provisions of the Plan into its national legislation in a relatively short
time. At the same time, the SAT initially aimed to create a stable and transparent tax
environment, while ensuring that China receives a “fair share of profits” gained from

' PWC (2017) “China: Corporate-Group Taxation.” Available at: http://taxsummaries.pwc.com/ID/
Peoples-Republic-of-China-Corporate-Group-taxation (accessed 04.07.2017).
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implementing initiatives to combat BEPS [Deloitte, 2017b]. According to the SAT, the
existing practices of Chinese tax authorities meet the requirements of Action 6 and the
recommendations of Action 7. Regarding transfer pricing, relevant amendments have
been made (Circular 2), taking into account national circumstances, i.e., OECD re-
commendations were adapted as appropriate for China [Deloitte, 2017b]. Recommen-
dations for Action 13 have been incorporated into China’s national legislation based on
the same approach. On 29 June 2016, the SAT issued a new rule (Bulletin 42), replacing
the provisions of Circular 2 relating to transfer pricing in terms of information disclo-
sure and documentation. There is a three-level documentation framework, including a
master file, a local file and a special issue file. It is required that the local file contains
a quantitative and qualitative value chain analysis. In addition, the parent company of
a multinational enterprise is required to submit a country-by-country (CbC) report
along with its annual reporting on the corporate income tax. China is also a signatory of
the Multilateral Competent Authority Agreement for the Automatic Exchange of CbC
Reports [Deloitte, 2017b].

Thus, implementation of the BEPS Action Plan provisions in China considers
the national context and aims to maintain a balance between combating tax avoid-
ance and ensuring that the interests of businesses, and primarily Chinese companies
working abroad, are satisfied. For example, the corporate income tax (CIT) law (Ac-
tion 4) includes a thin capitalization rule that prohibits interest expenses arising from
related-party loans. In “tax havens,” the debt to equity ratio for enterprises in the finan-
cial industry is 5:1 and for enterprises of other industries it is 2:1. However, if there is
substantial evidence that the financing arrangement meets the arm’s length principle,
these interests can be fully deductible from the tax base, even if these ratios are exceed-
ed.” Work to review the existing norms and integrate the provisions of the BEPS Plan
into national legislation is carried out not only within the existing tax administration
framework, but also by a department of international taxation specially created within
the SAT. It is important to note that activities of state bodies aimed at combating BEPS
are widely covered in media [Deloitte, 2017b].

Actions are planned in accordance with a number of other BEPS Plan recom-
mendations. In particular, the existing regimes are reviewed for compliance with the
requirements of Action 5 and reviewing the law on tax administration and collection in
line with Action 12 is discussed [Deloitte, 2017g].

At present, in relation to some actions of the BEPS Plan, including Actions 1
(digital economy) and 2 (hybrid arrangements), Chinese tax authorities have not taken
any measures. For others, relevant provisions were already in place or were prompt-
ly adopted as with Actions 3 (controlled foreign companies), 4 (interest deduction),
6 (treaty abuse), 7 (permanent establishment status) and 8—10 (transfer pricing). For
still others including Actions 5 (harmful tax practices), 12 (aggressive tax planning),
13 (transfer pricing documentation) and 14 (dispute resolution), legislative changes are
expected in the near future.

2 PWC (2017) “China: Corporate-Group Taxation.” Available at: http://taxsummaries.pwc.com/ID/
Peoples-Republic-of-China-Corporate-Group-taxation (accessed 04.07.2017).
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South Africa

South African authorities pay considerable attention to the BEPS Project. The
country’s top-level officials, representatives of leading political parties and the South
African Revenue Service (SARS) regularly declare the importance of fighting BEPS
for the country. Against this background, in 2013 a special Davis Tax Committee was
tasked with the comprehensive assessment and development of recommendations on
reforming the country’s tax system, taking account of the measures proposed by the
OECD to address BEPS.

Following the publication of materials on individual actions of the BEPS Plan, the
Davis Tax Committee presents authorities’ recommendations for reforming and har-
monizing the national legislation to the South African government. The mechanism of
public consultations is actively used, aimed at analyzing the positions of all stakehold-
ers and especially the business community [Davis Tax Committee, 2015].

As in most other countries considered in this analysis, according to South African
authorities the implementation of the BEPS Action Plan should be based on a balanced
approach. Confirming this point of view, experts from the Davis Tax Committee noted
that “if South Africa wants to remain competitive in a globalized economy, it must
adhere to a balanced tax policy that ensures the inflow of foreign direct investment. It
should not hurry with the implementation of the BEPS Plan, given that other coun-
tries can take a wait-and-see position, providing legislative preferences for investors
and preserving their competitiveness.” !

South Africa’s legislation already includes rules dealing with certain aspects of
BEPS. They primarily focus on controlled foreign companies, transfer pricing and
relevant information disclosure, use of hybrid arrangements, and exchange control
rules for certain types of payments. The Davis Tax Committee representatives believe
that the South African Revenue Service should continue its work to incorporate OECD
recommendations into national legislation. Concrete proposals by the Committee in
this regard were published as a report in late-2016,'* supplementing recommendations
on seven actions of the BEPS Plan announced earlier [Davis Tax Committee, 2015].

Work in accordance with the recommendations of the Davis Tax Committee has
already started. In April 2016, the South African Revenue Service published a draft reso-
lution on the introduction of mandatory CbC reporting for transnational enterprises in
line with Action 13 of the BEPS Plan [South African Revenue Service, 2016b]. At the
same time, probably to minimize potential negative consequences of the new require-
ments, the Revenue Service has changed its initial plans to introduce more stringent
reporting rules than those required by the OECD [Deloitte, 2017f]. In July 2016, draft

13 Baker Tilly International (2015) “South Africa Launches Consultation on BEPS Response.” Available
at: http://www.bakertillyinternational.com/web/insights/international-tax-insight-august-2015/south-africa-
launches-consultation-on-beps-response.aspx (accessed 04.07.2017).

14 Davis Tax Committee (2017) “What’s New.” http://www.taxcom.org.za/index.html (accessed 04.07.
2017).
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requirements for transfer pricing documentation were announced [South African Re-
venue Service, 2016a].

In the framework of the budget review on 22 February 2017, South Africa’s mi-
nister of finance set out the position on the BEPS Plan."” Regarding Action 1, foreign
companies that supply digital services to South Africa are already required to register
for VAT withholding. Currently, these regulations are under additional review. South
Africa is a member of the Task Force for the Digital Economy which examines issues
related to direct taxation. Regarding hybrid mismatches, the South African legal system
provides for measures to limit double deduction of interest payments from taxable in-
come, as well as income exclusions in cases where there were no corresponding deduc-
tions and vice versa. Additional initiatives are likely to be considered in future. South
African rules on controlled foreign companies have been acknowledged internationally
and were recommended by the OECD as one of the three best options for implementa-
tion in other countries. The South African government is attempting to limit excessive
debt financing and erosion of the tax base, and is going to review the existing limitation
in line with OECD recommendations on Action 4. South Africa participates in the Fo-
rum on Harmful Tax Practices'® and has recently completed a review of its preferential
tax regimes in order to align them with those of the OECD countries. However, there
are concerns that the “headquarter company” tax regime used in South Africa could
constitute a harmful tax practice [Deloitte, 2017f]. Regarding Action 6, the principle
purpose test is applied, which largely corresponds to national measures aimed at com-
bating tax treaty abuse. In accordance with this method, benefits are considered to be
illegal if it is reasonable to conclude that obtaining them was one of the principal pur-
poses when entering into any arrangement or transaction.

No concrete actions have been taken on Action 7. However, in future negotia-
tions on tax treaties South Africa will take account of the recommendations concerning
fragmentation of business activities and avoidance of permanent establishment status
through exemptions of certain types of activities from taxation. The goal will be to pre-
vent companies from artificially avoiding permanent establishment status by breaking
up large business processes into several smaller operations. In addition, the South Af-
rican Revenue Service is updating the transfer pricing requirements in line with OECD
guidelines based on the arms’ length principle and an agreed approach to ensure ap-
propriate pricing of intangible assets that are difficult to value. The Tax Administration
Act? contains rules for disclosing aggressive tax practices that were used as a bench-
mark in the final OECD report on BEPS Action 12. The Act also serves as a legal basis

5 EY (2017) “South Africa Sets Forth Position on OECD BEPS Action Plan.” Available at: http://
ey.com/gl/en/services/tax/international-tax/alert--south-africa-sets-forth-position-on-oecd-beps-action-
plan (accessed 04.07.2017).

16 “South Africa Publishes 2017 Budget Review, Includes Position on BEPS Action Items.” Thomson
Reuters (2017) Available at: https://tax.thomsonreuters.com/blog/checkpoint/southafrica-publishes-2017-
budget-review-includes-position-on-beps-action-plan (accessed 04.07.2017).

17 South African Government (2011) “Tax Administration Act 28 of 2011.” Available at: http://www.gov.
za/documents/tax-administration-act (accessed 04.07.2017).
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for CbC reporting and includes the term “international tax standard” to refer to such
reporting. The new provisions were published in December 2016, and the first reports
should be submitted to the State Revenue Service by 31 December 2017 for fiscal years
starting on or after 1 January 2016."® As for Action 14, the South African finance min-
ister emphasized that, like many other developing countries that are members of the
G20 or OECD, South Africa has not committed to mandatory arbitration to resolve tax
disputes. Nevertheless, the model tax treaty will be updated in the future to incorporate
the relevant minimum standards.

Despite obvious progress in integrating the provisions of the BEPS Plan into South
Africa’s national legislation, businesses, especially international corporations operating
in the country, are concerned about unjustified tightening of tax rules, as well as the
complexities and contradictions of existing and proposed norms which make compli-
ance difficult. South African authorities have not yet announced any plans to address
this problem.

It is important to note that even before the adoption of the BEPS Plan, national
legislation was adopted in South Africa that was in line with several actions, particularly
those on hybrid mismatch arrangements, interest deductions, transfer pricing and tax
treaty abuse. The OECD recognizes some of the existing rules, for example, regulations
on controlled foreign companies, as best practices. However, some of the measures
currently in place are too complex and unclear and need further consideration. Other
rules do not fully cover all OECD recommendations for certain actions. In addition,
measures to address harmful tax practices are considered by the OECD as potentially
leading to tax base erosion.

Indonesia

The first Asia-Pacific technical meeting on BEPS in November 2015 was an im-
portant stimulus of Indonesia’s participation in the development, implementation and
monitoring of measures to address BEPS. Representatives of 17 countries and a num-
ber of international organizations took part in the meeting organized by the Ministry
of Finance of Indonesia. The deputy minister confirmed Indonesia’s support for the
BEPS Project as an important item on the G20 agenda and called for strengthening
cooperation between developed and developing countries to combat tax base erosion."”

Before the BEPS Action Plan was agreed, a number of provisions in Indonesia’s
legislation considered BEPS issues. In particular, the national tax authorities adopted
regulations for controlled foreign companies, requirements for disclosing transactions
involving “tax havens,” rules for disclosing transfer pricing information and procedures
to encourage tax authorities to exchange information with foreign counterparts, as well

BEY (2017) “South Africa Sets Forth Position on OECD BEPS Action Plan.” Available at: http://
ey.com/gl/en/services/tax/international-tax/alert--south-africa-sets-forth-position-on-oecd-beps-action-
plan (accessed 04.07.2017).

1 OECD (2015) “OECD Holds a Regional Consultation on BEPS for Asia-Pacific in Indonesia.”
Available at: http://www.oecd.org/ctp/oecd-holds-first-asia-pacific-technical-meeting-on-beps-in-indonesia.
htm (accessed 04.07.2017).
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as mechanisms to combat tax treaties abuse. At the same time, the tax authorities have
formally associated none of these changes in Indonesian tax laws with the implementa-
tion of BEPS Plan recommendations. The only exceptions were measures in relation
to Action 13. The Ministry of Finance of Indonesia introduced requirements for three-
tiered documentation for taxpayers. They are in line with OECD recommendations
and include additional requirements for information in the master file and the local
file. In particular, the documents must be prepared in Bahasa and made available with-
in four months of the end of the tax year. Thresholds were also established to determine
documentation requirements and the inclusion of domestic related parties in the scope
of the transfer pricing rules. Indonesian taxpayers must provide a local file and a master
file if they are involved in transactions with related parties and have annual gross profits
exceeding IDRS50 billion, if the volume of such transactions is above IDR20 billion, or
if related parties are located in jurisdictions where the corporate tax rate is lower than in
Indonesia, i.e., is below 25% [Deloitte, 2017d].

The tax authorities have introduced rules for CbC reporting in line with OECD
recommendations, with some additional details. Reports must be made available
within 12 months from the end of the fiscal year. A detailed manual on the procedure
for filing these reports should be published. Indonesia signed the multilateral compe-
tent authority agreement on the exchange of CbC reports.

Still, the prospects for further implementation of the provisions of the BEPS Ac-
tion Plan in Indonesia are quite favourable. The main tax authority of the country,
the General Directorate of Taxes (DGT) of the Ministry of Finance, fully supports
measures to combat BEPS. Particular attention is paid to the exchange of information
with foreign tax authorities. On 1 May 2015, the Convention on Mutual Administrative
Assistance in Tax Matters entered into force for Indonesia, creating additional pos-
sibilities for cooperation for the national tax authorities.?” According to some sources,
a general anti-avoidance rule (GAAR) is likely to be adopted in Indonesia. In addi-
tion, the DGT has been working to raise business awareness about BEPS and proposed
measures to address tax base erosion [Deloitte, 2017d]. Despite the absence of clear
norms, Indonesian tax practice in some cases relies on the principles of the BEPS Ac-
tion Plan. For instance, on 9 June 2016, the Ministry of Finance announced the estab-
lishment of an ad hoc group focused on taxing activities related to digital business. In
addition, an investigation was initiated earlier against four companies operating via the
internet that avoided paying taxes, including VAT. Evidence has been found that those
companies had not registered their local businesses as permanent establishments in
Indonesia. Although the companies indicated that their incomes had been received by
their headquarters in Singapore, their actions were found to be illegal. The local tax au-
thorities have expressed their intention to further tax income from online advertising.?!

2 OECD (2017) “Jurisdictions Participating in the Convention on Mutual Administrative Assistance
in Tax Matters Status — 29 June 2017.” Available at: http://www.oecd.org/tax/exchange-of-tax-information/
Status_of convention.pdf (accessed 04.07.2017).

2 PricewaterhouseCoopers (2017) “Indonesia: Overview.” Available at: http://taxsummaries.pwc.com/
ID/Indonesia-Overview (accessed 04.07.2017).
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Thus, for some actions of the BEPS Plan, relevant provisions are already incorpo-
rated in the Indonesia’s legislation, including Action 3 (controlled foreign companies)
and Action 6 (tax treaty abuse). For Action 4 (interest deduction), the provisions of the
national law are in some contradiction with the OECD recommendations due to some
technical differences. New regulations which came into force in January 2016 are not
fully compliant with the OECD recommendations since they are based on principles
different from the fixed group ratio recommended by the OECD [Deloitte, 2017d]. For
Actions 8—10, compliance with the OECD recommendations is partial. As for Action
13, on 30 December 2016, amendments were made to the legislation concerning trans-
fer pricing documentation and CbC reporting. Implementation of some reforms is cur-
rently underway. Still, for some BEPS actions no information about implementation is
currently available (Actions 1, 2, 5, 7, 12 and 14).

Russia

Although Russia is not an OECD member and does not have key partner status, its
G20 membership and 2013 presidency contributed to growing attention to and progress
in the BEPS Action Plan implementation at the national level, as well as active engage-
ment in multilateral discussions within the OECD.

Russia officially participates in the work of the OECD Committee on Fiscal Af-
fairs through one of its working bodies — the Forum on Tax Administration.?> Repre-
sentatives of Russian business participate in public discussions? on BEPS issues that
can potentially affect them, such as controlled foreign companies [OECD, 2015a] or
permanent establishment status [OECD, 2015b], and do so on an equal footing with
OECD members and key partners of the organization.

Thus, at the national level Russia actively uses best global tax policy practices.
This resulted in the adoption of new legislative initiatives in 2014 aimed, inter alia, at
addressing tax base erosion and profit shifting.

As a result, current Russian legislation on tax avoidance reflects several recom-
mendations of the BEPS Action Plan, including thin capitalization rules that limit in-
terest deductions, as well as transfer pricing rules and control procedures. Within a
package of measures to “deoffshore” the Russian economy the government has adopt-
ed rules for controlled foreign companies, introduced the “beneficial owner” concept,
agreed on measures to prevent artificial avoidance of permanent establishment status
and proposed various other initiatives related to the BEPS Action Plan.

Short-term plans for tax legislation development (until 2018) also take account of
the need to address BEPS. Work is in progress to facilitate the automatic exchange of
financial account information with foreign jurisdictions, as well as to improve indirect

22 OECD (2017) “Forum on Tax Administration.” Available at: https://www.oecd.org/tax/forum-on-
tax-administration/about/ (July 2017).

2 OECD (2017) “Previous Requests for Input.” Available at: http://www.oecd.org/ctp/previous-
requests-for-input.htm (accessed 04.07.2017).
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taxation of electronic services, transfer pricing,?* corporate borrowings taxation and
rules for controlled foreign companies. Tax authorities also take measures to enhance
international cooperation® and develop control mechanisms? in all areas mentioned
in the BEPS Action Plan.

Thus, the focus on “deoffshorization” of the Russian economy contributed to the
integration of most of the BEPS Action Plan recommendations into national law. Pub-
lic awareness of the OECD-proposed actions and legislative changes at the national
level is growing. In addition, Russian courts increasingly appeal to BEPS Action Plan
provisions, thus broadening the practical implementation of the new norms.?”” Only a
few recommendations of the BEPS Plan have not yet resulted in any legislative changes,
specifically Action 2 (hybrid mismatches) and Action 14 (dispute resolution). On Ac-
tions 8—10 (transfer pricing) and Action 13 (transfer pricing documentation) relevant
provisions are currently under consideration. As for other recommendations, Russian
legislation had contained relevant provisions before the adoption of the BEPS Plan and
amended others accordingly in short order, including Action 1 (digital economy), Ac-
tion 3 (controlled foreign companies), Action 4 (interest deduction), Action 6 (tax trea-
ty abuse) and Action 7 (permanent establishment status). For Action 12 (aggressive tax
planning), proposals for new initiatives are expected. Recommendations on Action 5
(harmful tax practices) are considered to be irrelevant for the Russian Federation.

More details of Russia’s implementation of the BEPS Action Plan are presented
in Table 2.

Table 2. BEPS Actions Implementation in Russia

Implementation Status Expected Timing

Action

—_—

On 3 July 2016, the Federal Law No. 244-FZ! establishing new rules for Since 1 January
imposing VAT on electronic services provided by foreign entities via the internet | 2017

was adopted. It entered into force on 1 January 2017.2 The law obliges foreign
companies that are not residents of the Russian Federation to pay VAT for
services rendered to individuals in electronic form. For this purpose, a special
procedure for the registration of foreign entities by the Russian tax authorities is
envisaged. In accordance with the new law, the place of realization of electronic
services will be determined according to the consumer’s location. If electronic
services were provided by a foreign supplier to a Russian consumer, VAT will be
payable to the Russian budget

24 Federal Tax Service (2017) “Transfer Pricing.” Available at: https://www.nalog.ru/rn77/taxation/
transfer_pricing/ (accessed 04.07.2017).

2 Federal Tax Service (2016) “Federal Tax Service Participated in the OECD Meeting.” Available at:
https://www.nalog.ru/rn77/about_fts/inttax/6107527/ (accessed 04.07.2017).

% Federal Tax Service (2015) “More than 30 Countries Have Used the Federal Tax Service Experience
in Electronic Control.” Available at: https://www.nalog.ru/rn77/news/smi/5638767/ (accessed 04.07.2017).

7 “The Blaming Strategy.” Rossijskaya Gazeta (2015) Available at: https://rg.ru/2015/12/08 /sydi.html
(accessed 04.07.2017).
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Action

Implementation Status

Expected Timing

in one of the two ways. If services were provided to a Russian legal entity or
through a Russian agent, then this legal entity or agent must withhold VAT

and transfer it to the budget. If services were provided by a foreign supplier to a
Russian individual directly or through a foreign agent, VAT will be payable to the
budget by that supplier or agent. In this case, foreign entities must be registered
in Russia for VAT purposes. Electronic services covered by this law include:
provision of advertising services on the internet, broadcasting of TV and radio
channels, hosting services, provision of domain names, provision of trading
platforms, granting rights to use information in electronic form (music, electronic
books and publications, audio and graphic files), granting rights to use software
and databases (access to online games, downloading games to computers and
smartphones) [PWC, 2016d]

No information on planned actions available

N/A

Legislation on controlled foreign companies has been adopted and is being
regularly updated.’ In accordance with Russian tax legislation, a controlled foreign
company is a foreign organization or entity operating without the formation

of a legal entity that is not recognized as a resident of Russia and is controlled

by organizations or individuals who are residents of Russia. Since 2016 [PWC,
2016b], an individual or legal entity is recognized as a controlling one if its share
in the organization exceeds 25%. Russian tax legislation provides for a number of
benefits in case of liquidation of controlled foreign companies. Federal Law No.
32-FZ of 15 February 2016 amended the Tax Code of the Russian Federation,
particularly the provisions on controlled foreign companies.* In accordance

with this law, the time period for preferential liquidation of such companies was
extended until 1 January 2018 [PWC, 2016b]. When a controlled foreign company
is liquidated within the specified time period, the taxpayer is released from
responsibilities related to control over this company. The property received from
the liquidated company is exempt from taxation. In addition, certain privileges are
provided for the sale of securities belonging to such a company.

The list of states and territories that do not exchange tax information with Russia
was approved and later updated®

2015—-2017.
Implementation
ongoing. Clear
timelines for full
implementation
have not been
specified, but
recommendations
can be considered
as largely fulfilled

Relevant legislation has been adopted, including the thin (insufficient)
capitalization rules.® The rules entered into force on 1 January 2017. Freezing
exchange rates for the purposes of thin capitalization has been deferred until 31
December 2019 [PWC, 2016¢]. This measure was adopted to prevent the impact
of the appreciation of foreign currencies against the rouble in the framework of
thin capitalization for old loans, if terms of repaying debts do not change while
these provisions are in effect. Thus, for calculating the amount of debt, the
exchange rate as of 1 July 2014 is used. These rules reduce the number of cases in
which interest expenses are considered to be dividends that will not be deducted
when calculating the profit tax. No additional actions are currently expected

Implemented

It is considered to be irrelevant, since the Russian Federation is not a member of
the OECD and does not have its key partner status

Considered to be
irrelevant

The practice of including in tax treaties articles that limit benefits is not common.
The recommendations were also implemented through the introduction of the
“beneficial owner” concept, increasingly used by tax authorities. In Russia,

legal entities are obliged to identify their beneficial owners and disclose relevant
information to state authorities, in accordance with the Letter of the Ministry of
Finance of the Russian Federation No. 03-00-RZ / 16236 0f 09.04.2014 “On the
Benefits Provided for by International Agreements on the Avoidance of Double
Taxation.”” Failure to comply with these requirements results in a fine of up to
500 thousand roubles. It is expected that in the future financial institutions will
be able to refuse to allow such companies to open accounts or to suspend their

operations on previously opened accounts

Implemented
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Implementation Status Expected Timing

~| Action

Legislation in line with OECD recommendations was adopted. Provisions Implemented
concerning permanent establishment status are contained in Articles 306-309 of
the Tax Code of the Russian Federation.® No further action is expected

8—10 | New transfer pricing guidelines are being developed by the tax authorities, N/A
taking into account OECD recommendations. On 6 March 2017, the Ministry
of Finance published a revised draft law on transfer pricing,’ supplementing Part
One of the Tax Code with certain provisions related to the automatic exchange
of financial account information and documentation on international groups of
companies

12 | The Convention on Mutual Administrative Assistance in Tax Matters which Planned for 2018
ensures the disclosure of information on aggressive tax planning has been signed
and entered into force." The Multilateral Competent Authority Agreement

on Automatic Exchange of Financial Account Information has been signed."
However, Russian legislation does not yet contain a definition of “aggressive

tax planning.” According to some opinions, this leads to abuse by the tax
authorities, who consider tax benefits received by companies from transactions
with foreign counterparts as unreasonable. In particular, in 2016 24.9 thousand
field inspections of organizations and entrepreneurs were conducted, and 99.2%
of them revealed violations. As a result, 252 billion roubles of taxes and 97 billion
roubles of sanctions and penalties were additionally imposed

13 | On 26 January 2017, the Federal Tax Service of Russia signed Multilateral Planned for 2018
Competent Authority Agreement on the Exchange of CbC Reports. Currently,
a draft law is being considered aimed at creating a legal framework that will
enable financial institutions to meet OECD requirements. On 6 March 2017,
the Ministry of Finance published a revised draft law on transfer pricing,
supplementing Part One of the Tax Code with certain provisions related to the
automatic exchange of documentation on international groups of companies'

14 | No information on planned actions available N/A

! Federal law of 03.07.2016 Ne 244-FZ “On Making Amendments to Parts One and Two of the
Tax Code of the Russian Federation.” Rossijskaya Gazeta (2016) Available at: https://rg.ru/2016/07/06/
izmenenia-kodeks-dok.html (accessed 04.07.2017).

2 Federal Tax Service (2016). “VAT on Electronic Services can be Discussed at the FTS Website.”
Available at: https://www.nalog.ru/rn77/news/activities fts/6103267/ (accessed 04.07.2017).

3 Federal law of 15.02.2016 Ne 32-FZ. Available at: http://kremlin.ru/acts/bank/40523 (accessed
04.07.2017).

4 Federal law of 08.03.2015 Ne 32-FZ. Available at: http://kremlin.ru/acts/bank/39499 (accessed
04.07.2017).

5 Federal Tax Service (2016) “The Federal Tax Service Adopted a List of States and Territories
Not Exchanging Tax Information with Russia.” Available at: https://www.nalog.ru/rn77/news/activi-
ties_fts/6040699/ (July 2017).

¢ Federal law of 08.03.2015 Ne 32-FZ. Available at: http://kremlin.ru/acts/bank/39499 (accessed
04.07.2017).

7 Letter of the Ministry of Finance of the Russian Federation No. 03-00-RZ / 16236 0f 09.04.2014
“On the Benefits Provided for by International Agreements on the Avoidance of Double Taxation.”
Available at: http://minfin.ru/ru/document/?id_4=21474 (accessed 04.07.2017).

§ Federal law 0f 24.11.2014 Ne 376-FZ. Available at: http://kremlin.ru/acts/bank/39080 (July 2017).
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9 EY (2017). “A New Version of the Draft Law on the Introduction of Requirements for the Prepa-
ration of Documentation for International Groups of Companies in Russia was Submitted for Public
Discussion.” Available at: www.ey.com/ru/ru/services/tax/ey-tax-messenger-9march-2017 (July 2017).

10 OECD (2017) “Jurisdictions Participating in the Convention on Mutual Administrative Assis-
tance in Tax Matters status.” http://www.oecd.org/tax/exchange-of-tax-information/Status_of _conven-
tion.pdf (accessed 04.07.2017).

I Federal Tax Service (2016) “Russia Signed the Multilateral Competent Authority Agreement on
Automatic Exchange of Financial Account Information.” Available at: https://www.nalog.ru/rn77/news/
activities_fts/6067818/ (accessed 04.07.2017).

12 “Dangerous tax optimization.” RAPSI (2017) Available at: http://rapsinews.ru/incident_publi-
cation/20170228/277891983.html (accessed 04.07.2017).

B EY (2017) “A New Version of the Draft Law on the Introduction of Requirements for the
Preparation of Documentation for International Groups of Companies in Russia was Submitted for
Public Discussion.” Available at: www.ey.com/ru/ru/services/tax/ey-tax-messenger-9march-2017 (ac-
cessed 04.07.2017).

Source: elaborated by the author based on [Deloitte, 2017¢].

Incorporation of the BEPS Action Plan in the Legislation
of the BRICS Countries and Indonesia:
Comparative Conclusions

Analysis shows that institutional approaches to implementing the provisions of the
BEPS Action Plan are different in the examined countries. In China, a special de-
partment was created to integrate the provisions of the BEPS Plan into national legis-
lation. The country’s authorities pay considerable attention to national interests in
general and those of domestic companies while implementing measures against BEPS.
At the same time, this approach limits the comprehensiveness of the implementation
of OECD recommendations. India, like China, successfully strives to take into account
national interests and business positions. It is necessary to emphasize the desire of the
national authorities to provide time for adaptation to legislative innovations and syn-
chronization between actions in line with OECD recommendations. For this reason in
particular the introduction of a general anti-avoidance rule was postponed. Indonesia
has not yet achieved tangible progress in implementing the provisions in all areas at the
national level, but has created conditions for their successful integration into the law in
the future. At the same time, some of the norms introduced by the Indonesian govern-
ment, although consistent with the general logic of the OECD recommendations, are
contradictory in technical terms, as in the case of Action 4. In Brazil, the implementa-
tion of measures is complicated by the political crisis and low level of awareness of the
corporate sector about BEPS. For South Africa, despite some progress in a number of
areas, including the creation of a special advisory body on the implementation of the
BEPS Action Plan, complex, unclear and inconsistent provisions in the existing tax
legislation remain a challenge.
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Among all the countries examined, Russia has to date had the most success in the
implementation of BEPS Plan provisions. Assessment of the implementation level of
individual actions by all countries is presented in Table 3.

Table 3. Assessments of the BEPS Plan Implementation by the BRICS Countries and Indonesia

Action Brazil India China South Africa | Indonesia Russia
1 -1 +1 -1 +1 -1 +1
2 -1 -1 -1 0 -1 -1
3 +1 —1 0 0 +1 +1
4 +1 -1 0 0 0 +1
5 +1 +1 +1 0 -1 n/a
6 -1 +1 +1 +1 +1 +1
7 -1 -1 +1 -1 -1 +1
8—10 0 0 +1 0 0 0
12 -1 -1 0 +1 -1 0
13 0 0 +1 +1 +1 0
14 +1 —1 0 0 -1 -1
Average -0,09 -0,27 +0,27 +0,27 -0,27 +0,30

Source: elaborated by the author.

Further development of relevant legislation in Russia seems necessary due to sub-
stantial negative impacts of BEPS on the national tax base, as confirmed by the OECD.
At the same time, it may be useful to consider the experience of countries similar to
Russia in terms of the status of their collaboration with the OECD and G20 member-
ship. One of the best practices is the creation of a special institution aimed at integrat-
ing the provisions of the BEPS Action Plan into national law following the examples of
China and South Africa. Another effective approach is to synchronize the implementa-
tion of individual recommendations of the BEPS Plan over time, following the example
of India. It is also important to note that rapid implementation of the BEPS Action
Plan can create additional uncertainty for companies operating in the Russian market,
as well as provide foreign jurisdictions with temporary competitive advantages. In this
regard, it is important to take account of their commitment to combat BEPS and their
experience implementing the Plan in the context of their national environment and the
interests of business. The BEPS Action Plan is flexible and allows countries to find an
optimal balance for achieving both goals. Finally, foreign tax authorities’ experience in
informing stakeholders about relevant changes may be useful.

Despite the political differences between Russia and a number of foreign coun-
tries, it is actively involved in international cooperation on the implementation of the
BEPS Action Plan. In particular, our country has joined the Multilateral Convention
to Prevent BEPS. However, as mentioned above, BEPS actions differ in terms of con-
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sensus among stakeholders and, accordingly, the level of their formalization. Since 13
actions primarily imply changes in national tax legislation, each of the countries acts
at its own pace based on its own economic, political and legal considerations. For this
reason, it may sometimes be impossible to learn from the experience of other countries,
and some recommendations may be considered unacceptable by national authorities.
The fact that Russia has committed to implement measures in relation to BEPS dem-
onstrates its willingness to meet the highest standards in the field of international taxa-
tion and to promote cooperation on these issues. Further efforts should be made to im-
plement these measures, focusing not only on improving national legislation, but also
on stimulating interaction with other countries. Tax base erosion is an international
process that requires mutual efforts to be addressed.
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Moaxoapbl ctpaH BPUKC n NHooHe3un
K peanu3aummn nonoxeHnn NMnana BEPS'

A.B. lllenernos

IllenenoB Anapeii Biagumuposny — HayuHbIi cOoTpynHUK LleHTpa MccienoBaHMi MeXIyHApPOIHBIX NHCTUTYTOB
Poccuiickoil akageMn HapOIHOTO XO3SiCTBa U rocygapcTBeHHOi cayxo0bl npu I[Ipesunente PO (PAHXul'C);
Poccuiickas ®enepanus, 119034, Mocksa, [Ipeuncterckas Hab., a. 11; E-mail: shelepovav@ranepa.ru

Pasmuvieanue nanocoobnaeaemoit 6azvl u nepemeujerue npubsiau (tax base erosion and profit shifting, BEPS) seasemcs
enobanvroii npobaemoii. Ilouck nymeii ee pewienus — akmyanvhas 3adava oas 6oavuwurcmea cmpat. IiobanvHblil
IKOHOMUHMECKUI KPU3UC Npugen K (HopMuUposanuo Hogol cpedvl u mpebosanuil Kk eedenuro busHeca. Imu mpe6o8anHus
paspabamoleanrucy 08yMs Karuegvimu mexncoyHapoonvimu uncmumymamu: O2CP u «Ipynnoii deéadyamu». Takoii nodxoo
n0360auUA NPUBAEHL K NPOUECCY He MOAbKO PA36Umble U pa3eUealouuecs 2ocyoapcmea, AeaAaouuecs Y1eHamu OaHHbIX
UHCIMUMYMO08, HO U WUPOKUI cnekmp eocyoapcme-napmuepos. B pezyrsmame obujee koauvecmeo cmpam, 3a168UeUUX 0
cgoeil npusepucennocmu Ilrany BEPS, npesvicuno 100.

B dannoii cmamoee oyenusaemcs yposerv ucnoanenus pexomendayuii Ilhana BEPS ¢ Hnoonesuu u nsmu cmpauax
BPUKC. Asmop npogodum monumopune ux deticmeuii no 13 uz 15 Meponpusmuii Ilnana (uckarouas Meponpusmus 11
u 15), a makoice avisgasem pso HAUAYHULUX NPAKMUK, KOMOPble MO2ym Obimb noAe3HbL 6 céa3u ¢ pearusayuii [lhana é Poccuu.

B pamkax moHUmopuHea paccmampuearmes cosepuieHHble U nAaHupyemble 0eiicmeus, 8 nepeyio ouepedb NONPAagKu
U HOBble HOPMbI HAUUOHAALHO20 3AKOHOOAMENbCMEd, a maKice NAaHupyemble nepuoosl UMHAEMEHMAayul 0 Kaxcooeo
uz Meponpuamuii. Kpome moeo, aemop oyenueaem uHCmMUmyyuoHanbHbvie yca08usa peasudayuu nosoxcenuii Ilana,
a maKice MEXAHUIMbL KOHCYAbMAYULl U UHPOPMUPOBAHUS 3AUHMEPECOBAHHBIX CHOPOH.

Ananau3z nokasvieaem, umo nooxodsi wecmu cmpat k pearuzayuu Ilana BEPS pazauuaromes. Xoms Hekomopbie u3 HUX
OmMCmarom no CpoKam peanusayuu, Kaxcoas u3 cmpan npoo0eMOHCMpPUpO8ana Oeiicmaus, Komopble MOJICHO paccMampugams
Kak aywuiue npakmuku. Poccus docmuena naubonvuiux ycnexos ¢ mouku 3penus oosema peasusayuu Ilnaua.

KitroueBbie ciioBa: pa3MbIBaHME HaJloroobiaraeMoii 6asbl 1 iepemenieHre npuodsutn (BEPS); Hanoroo6moxexue;
nsbexanue Hajmoroo6noxennst; BPUKC; MHnoHe3usT; TpaHCHALIMOHAIBHEIE KOPIIOpalMu, TpaHC(hepTHOE
LIeHooOpa3oBaHue

g uutupoBanus: Llenenos A.B. IMonxons! ctpan BPUKC u MHnoHe3uu kK peanusanuu nonoxenuii [Tnana BEPS //
BectHuK MexayHapoaHbix opranuzanmii. 2017. T. 12. Ne 3. C. 114—136. DOI: 10.17323/1996-7845-2017-03-114
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Introduction

OECD Principles of corporate governance were first adopted in 1999. Very quickly
they gained a reputation of an authoritative international benchmark for good corpo-
rate governance, which began to widely disseminate among OECD countries and be-
yond this organization. Later the document was twice revised; the last revision was
conducted in 2013—2014, as a response to the global financial and economic crisis of
2008—2009. It should be noted that insufficient quality of corporate governance played
quite a considerable role in the crisis events.

The last, third, version of the Principles of corporate government was developed
by OECD with an active involvement of G20 countries, including developing coun-
tries that have no OECD membership. This is why this version was called G20/OECD
Principles of corporate governance [G20/OECD, 2015]. The revised document was
adopted in November 2015 at the G20 Antalya summit [University of Toronto, 2015].
Presently, almost two years after its adoption, the main issue is the implementation of
the revised Principles.

The goal of this article is to find key facts of the implementation of the new docu-
ment in BRICS countries and Indonesia, as well as to conduct a comparative analysis
of these facts in Russia and other countries selected for the study. The author used
qualitative analysis methods: comparative study and content analysis of the interna-
tional documents and reports. Following OECD recommendations and taking into
account the drawbacks and limitations of quantitative evaluations due to substantial
differences in the national systems of corporate governance and in focuses of countries
that implement the new document, the author abandoned the idea of using quantita-
tive evaluation techniques.

Key Changes of the 2015 Version of Principles

Before starting the analysis of the implementation of the new principles of corporate
governance itself, it is necessary to shortly review the major changes of the 2015 edi-
tion. It should be noted that the wording of the principles in the new version has little
changed. The 2015 document has only one new paragraph (“Institutional investors,
stock markets, and other intermediaries™), but its text was partially taken from the “The
Equitable Treatment of Sharcholders” paragraph of the 2004 document [Larionova,
Lanshina, 2016]. The text of the Principles itself has undergone more substantial
changes which are shorly reviewed below.

The first principle of the 2015 edition (“Ensuring the basis for an effective corpo-
rate governance framework”) gained two new subparagraphs. In the new text it is noted
that effective corporate governance should be supported by the stock market regulation.
Quality of stock market rules is an important element of the corporate governance sys-
tem. Regulatory and supervisory authorities should assess the role of stock exchanges
in corporate governance. Also, the new principles call for the intensification of cross-
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border cooperation, including through bilateral and multilateral arrangements for the
exchange of information. Evidently, these new provisions are a reaction on the global
financial and economic crisis of 2008—2009.

The new version of the document notes that legislative and regulatory elements of
the corporate governance system should be complemented by soft norms based on the
principle of “comply or explain,” for example, by corporate governance codes. This
will provide flexibility and allow to take into account the characteristics of individual
companies. Government agencies should be endowed with powers in law enforcement
and sanctions. Supervisory, regulatory and law enforcement agencies should be inde-
pendent and accountable. According to the document, in many countries, the problem
of the stock market supervisory body independence was solved by creating councils or
commissions whose members were appointed for a certain period of time. Appoint-
ments that are not binded to the political calendar, as well as non-simultaneous ap-
pointments contribute to the independence of such a body.

The second principle (“The rights and equitable treatment of shareholders and key
ownership functions”) of the new edition was complemented by a subparagraph pro-
hibiting impediments to cross border voting. Problems with cross border voting usually
arise because foreign investors often own their shares through complex cross border in-
termediary chains. To avoid impediments to cross border voting, it should be clear who
is eligible to vote in such situations. One more novelty — the requirement to approve
related-party transactions and to address the conflict of interest in such transactions
in a proper manner. Top managers and board members should provide information on
material interest in transactions that have relation to the company.

Also, according to the new edition, all shareholders should be equally treated; im-
pediments to voting (i.e., sending voting material just ahead of the sharecholders’ gene-
ral meeting, charging fees for voting and other unfair practices) should be avoided. The
2015 version stresses that shareholders should be informed about the compensation
policy, as well as about the total volumes of compensation and its forms. Companies
and countries should facilitate the use of information technologies to promote voting
by shareholders.

Third and fourth principles (“Institutional investors, stock markets, and other inter-
mediaries” and “The role of stakeholders in corporate governance”) contain very few
changes. Commentaries to the third principle list the key challenges facing corporate
governance in the last decade and note that the corporate governance system should
give the right signals to the investment chain as well as provide conditions, under which
the work of stock markets will have a positive influence on the effective corporate go-
vernance. To the fourth principle it was added that international conventions and na-
tional rules admit the right of employees on information, consultation and negotiation.
In the new Principles, company’s clients are included in the list of stakeholders, in line
with investors, employees, creditors and suppliers.

The fifth principle of the 2015 edition (“Disclosure and transparency”) notes the
desirability of company’s non-financial information disclosure (e.g., donations, made
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for political reasons). In some countries the disclosure of that kind of information is
obligatory for large companies. The text of the principle also notes the desirability of
information disclosure on compensation and employee representation mechanisms.
Some countries place requirements to corporate websites with regard to providing up-
to-date and significant information.

The 2015 version of the document misses the last subparagraph of the fifth prin-
ciple, that was present in the 2004 edition. According to this subparagraph, the system
of corporate governance should admit and facilitate cooperation of companies with
analysts, rating agencies and other organizations. According to the 2004 edition, such
cooperation is necessary for investors to make decisions that are free of conflict of in-
terests. Obviously, this change is the consequence of the 2008—2009 global crisis.

The sixth principle of the 2015 edition (“The responsibilities of the board”) ac-
centuates the growing importance of board’s control for risk management. This kind
of control should comprise oversight of the accountability and responsibility for man-
aging risks, with attention to types and degrees of risk that company is willing to take.
Moreover, according to the new version of principles, boards should consider the es-
tablishment of additional specialized committees to improve the performance of the
whole board. In particular, this relates to audit, compensation policy and risk manage-
ment. Also the boards should conduct regular evaluations of their performance.

Summing it up, the revised version contains a number of important updates,
though the changes are hardly dramatical. After the financial and economic crisis of
2008—2009, one could or even should have expected a greater revision. Apart from
that, the new document still considers economic results in a very narrow context, with-
out due attention to ecological aspects, life quality issues and sustainable development
goals [Larionova, Lanshina, 2016].

Methodology for Assessing the Implementation
of the G20/OECD Principles of Corporate Governance

Key priorities and opportunities in the sphere of G20/OECD Principles of corporate
governance implementation were quite clearly formulated by the Business and industry
advisory committee (BIAC) in April 2016 (in its commentaries on future OECD work).
According to the commentaries of BIAC, the practical implementation should consider
country specifics, including cultural background and opportunities; equally important
is to take into account the results of OECD corporate governance reports [ BIAC, 2016].

A draft methodology for assessing the implementation of the principles was pub-
lished by OECD in an annex to its Progress report on the implementation of the G20/
OECD Principles of corporate governance [G20/OECD, 2016]. The final methodolo-
gy was published in 2017 [OECD, 2017a].

Both draft and final versions of the methodology contain clarifications on the key
aspects of the new edition of the Principles and suggest using the following conclu-
sions on the implementation: fully implemented, broadly implemented, partially im-
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plemented, not implemented and not applicable. As noted in the final version of the
methodology, though some quantitative indicators may be taken into account, the re-
viewer should not reduce his or her assessment to scoring or to the analysis of a set of
quantitative indicators [OECD, 2017a].

Moreover, all versions of the Principles admit the absence of a unified model of
effective corporate governance; therefore, the Principles were formulated rather gene-
rally, so that countries could interpret and implement them with regard to their legisla-
tive, historical, cultural and other specifics. This additionally compicates quantitative
research and makes it of little use.

According to the OECD recommendations on the implementation of the Princi-
ples, one should assess the legal framework and implementation measures, corporate
practices, as well as the functioning of markets. The analyst should take into account,
that the methodology is focused on jurisdictions, not on certain companies. Since prac-
tice of corporate governance in different companies of the same jurisdiction often vary,
it is questionable, how widespread a practice should be or how strong a violation of the
recommendation should be, to conclude that a jurisdiction is or is not implementing the
principle. Taking into account all above, it is quite difficult to develop a clear evaluation
guide. As is stated in the document, the best approach to evaluation may be orientation
on the qualitative analysis and common sense. Also, according to the Methodology for
assessing the implementation of the G20/OECD Principles of corporate governance,
the analysis should be deep enough to make conclusions whether the principle has been
implemented not only theoretically but also practically [OECD, 2017a].

In this study the author takes into account the recommendations of the official
guide on assessing the implementation of the revised G20/OECD principles of corpo-
rate governance [OECD, 2017a], refusing of quantitative assessments and relying on
common sense. The author conducts a comparative study of the major implementation
facts in Russia and other BRICS countries as well as Indonesia.

General Features of the Corporate Governance
in BRICS Countries and Indonesia

We will start by detecting the general corporate governance features in the selected for
this study countries. As noted in the report of the International Organization of Securi-
ties Commissions (IOSCO), which was published in October 2016, regulatory frame-
work in the developing countries is generally compatible with the recommendations
of the G20/OECD Principles of corporate governance. The IOSCO report analyses
corporate practices of all selected for this study countries except for Indonesia by three
key aspects of corporate governance: formation of the board, compensartion and moti-
vation mechanisms, risk management and internal control [IOSCO, 2016].
Nevertheless, in general, systems of corporate governance and capital markets of
the selected for this study countries are insufficiently mature and need further improve-
ments. Their specifics include highly concentrated ownership structure, low shares of
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independent directors, low transparency, high level of corruption, large number of cor-
porate scandals. Rules and laws that regulate the rights of creditors and shareholders
in the selected for this study countries are often used in practice in different manners
[IMF, 2016].

The quality of corporate governance in China, India and Indonesia is considered
to be rather low even among the Asian countries. These countries are at the end of the
corporate governance rating which is compiled once in two years by the Asian Corpo-
rate Governance Association (ACGA). According to the last rating, compiled in Sep-
tember 2016, among 11 Asian countries three first places were taken by Australia, Sin-
gapore and Hong Kong. India came 7", China — 9", Indonesia — 11'". India managed
to improve its results compared to 2014 by one point, China’s score declined by two
points, though the authors of the rating admitted improvements in the Chinese practice
of corporate governance. Indonesia’s score declined by three points [CG Watch, 2016].

Formal Implementation of the Revised Principles:
Russia and other BRICS Countries as well as Indonesia

Back in 1990s, the corporate governance in Russia was flawed and underdeveloped.
Companies often neglected interests and rights of their minority shareholders, their
activities had low transparency, and their practices of corporate governance were of
poor quality. All these factors formed their negative image abroad and discouraged in-
vestment. Then, largely due to the expansion of Russian companies in foreign markets,
the situation began to improve, among other things because of the pressure from for-
eign partners. A similar situation was observed in many other BRICS countries and in
Indonesia, where international cooperation has also played the role of main driver of
positive changes in corporate governance.

The main laws regulating corporate governance in Russia are the federal law
No. 208-FZ of 26 December 1995 “On public companies” (with amendments; the
last amendment was introduced in 2016), the federal law No. 14-FZ of 8 February
1998 “On limited liability companies” (with amendments; the last amendment was
introduced in 2015), and the federal law No. 39-FZ of 22 April 1996 “On the securities
market” (with amendments; the last amendment was introduced in 2015).

The basis of responsible corporate governance in Russia is formed by a number
of documents adopted in the 2000s, long before the G20 countries began to actively
participate in updating the OECD Principles of corporate governance. In 2002, the
congress of the Russian Union of Industrialists and Entrepreneurs (RSPP) adopted
the Charter of corporate and business ethics. In 2004, the congress of RSPP adopted
the Social charter of Russian business; in 2008, this document was amended. In 2012,
Russia introduced the Guidance on social responsibility (international standard ISO
26000) for the first time.

Russia is characterized by high ownership concentration in public companies. In
2014, in about 43 percent of 96 Russian largest public companies, one owner or one
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group of owners had more than 75 percent of shares. A similar situation is observed
in most other countries, especially in the developing world. Only four countries in the
world are characterized by a largely disseminated structure of corporate ownership —
Australia, Ireland, Great Britain and the USA. U.S. public companies are seldom
controlled by a major shareholder. The share of a major shareholder in 90 percent of
British companies with LSE listing is 25 percent or less. As to other selected for this
study countries, the situation does not differentiate much from the situation on Rus-
sia. In Brasil, most public companies are controlled by a single shareholder, a foreign
company or a corporate group. According to estimates, more than 70 percent of Brazil
companies have family or share ownership. In Indonesia, 70 percent of shares of listed
firms are held by controlling sharecholders, and 54 percent of the total market capitali-
zation is held by family business groups. Most South African listed companies have a
controlling shareholder or shareholders [OECD, 2017b].

Russia has recently done much to improve the quality of its corporate governance.
In September 2013, the Bank of Rusia acquired the functions of the Russian Federal
Service for the Financial Markets (FFMS) and became a mega-regulator of the Russian
financial market. The list of its functions now includes corporate governance regula-
tion, among other things. In this regard, the Bank of Russia began to conduct explana-
tory and methodological work with public companies aimed at improving the quality
of corporate governance. The Bank of Russia has also shown its intention to actively
work to improve corporate governance in Russia and avoid formalism in tackling this
issue. Along with other tasks, according to the Russia’s Central Bank representatives,
the coming years will see the growing necessity to increase the shareholders’activity in
corporate decisions and in increasing transparency of top management compensation
policies [OECD, 2016a].

Russia and other selected for this research countries adopted their corporate go-
vernance codes 15—20 years ago. The first? was South Africa — it adopted its first code
in 1994. The Indian code of corporate governance was published in 1998, the Indone-
sian one — in 2000, the Chinese one — in 2001, the Russian one — in 2002, the Brazilian
one — in 2004 [European Corporate Governance Institute, 2016].

In 2014, the Bank of Russia approved the new Code of corporate governance
(companies comply with its provisions on a voluntary basis; this code is an instrument
of soft governance), containing dramatic improvements compared to its earlier 2002
version. For instance, it lists not only expected company performance, but also re-
commendations on strengthening information disclosure policies and on protection of
shareholders’ rights, on board composition (the criteria for the board member inde-
pendence clarified, the recommended share of independent directors increased from
one quarter to one third), on board performance assessment, on top management and
board members’ compensation policies, on dividend policies, etc. The code was ap-

2 Earlier than other selected for the study countries.
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proved by the board of the Bank of Russia and recommended to public companies®. It
is based on the OECD Corporate governance principles.

Now the most important task is the implementation of the updated code, and
Russia makes much effort to accomplish this task [IMF, 2016]. Thus, in its letter of
17 February 2016, the Bank of Russia published a list of recommendations on compli-
ance with the Code’s principles and guidelines. These recommendations concern the
disclosure of information on such aspects of corporate governance as the composi-
tion of the board, the effectiveness of the decision-making process, the role of ma-
jor shareholders, transactions with related parties, risk management, internal control,
etc. [Tsentral’nyy Bank Rossiyskoy Federatsii, 2016]. In 2016, the Ministry of Finance
prepared amendments to the law “On Banks and on Banking Activities,” according
to which, financial organizations must carry out transactions with related parties on
market terms [Financial Stability Board, 2017].

In recent years, several other selected for this study countries have revised their
corporate governance codes. For example, in 2014—2015, key associations of Brazil
public companies (ABRASCA, AMEC u IBGC) joined their efforts to develop the
fifth revised version of the voluntary corporate governance code. This initiative was
supported by the Securities and Exchange Commission of Brazil and by the Brazilian
Development Bank, which were involved in the development of the new version of the
code as observers. The fifth version of the code was published in 2016 (the first one — in
1999), after the adoption of the G20/OECD Principles of corporate governance at the
G20 Antalya Summit in 2015 [IFC, 2016]. Later the Securities and Exchange Com-
mission of Brazil may oblige all public companies to comply with the guidelines of the
code [ICLG, 2016].

The key principles of the fifth corporate governance code of Brazilian companies
are transparency, fairness, accountability and corporate responsibility [IBGC, 2016].
In general, the code complies with the updated G20/OECD Principles of corporate
governance, even on some aspects that have been insufficiently addressed in the G20/
OECD document itself, for example, on the company’s responsibility for its impact
on the social sphere and ecology, and also on the disclosure of information on such
impact.

In 2014, Securities and Exchange Board of India (SEBI) approved a new code of
corporate governance. Its goal is to increase the transparency of Indian public com-
panies. The new document requires the introduction of a whistleblower policy, the
disclosure of top management remuneration policy, the imposition of restrictions on
the maximum number of boards that one director would be allowed to be a member of,
as well as the presence of at least one woman on each board [Reuters, 2014]. Also, the
presence of at least one woman on the board is required by the Companies Law of 2013.

Also in 2016, South Africa published a new King report on corporate governance,
which in fact is a code of corporate governance. Preparation of the last — fourth —

3 Since September 2014, the Civil Code of the Russian Federation classifies public and non-public joint-
stock companies; before that, it classified open and closed joint-stock companies (JSC and CJSC).
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King’s report was necessary because of a significant change in corporate governance
and its aspects at the international and national levels after 2009, when the third report
was published. Interestingly, in King’s latest report, the “comply or explain” principle
is replaced by the “comply and explain” principle. In addition, the 75 principles of the
third report are reduced and consolidated into 16 principles, which makes the structure
of the new document more clear and simple. Special attention is paid to the compensa-
tion policies. The fourth version of the report recommends that both the remuneration
policy and the report on its implementation should be put up for an optional consulta-
tive vote. The third report recommended to put up for a vote only remuneration poli-
cies. Also, the latest version of the report lists requirements to remuneration policy: it
must attract, motivate, reward and retain human resources, contribute to the achieve-
ment of strategic goals within the acceptable risk limits of the organization, stimulate
the achievement of positive results, promote ethical culture and responsible corporate
behavior [Institute of Directors Southern Africa, 2016].

The most important tasks of the new King’s report are the transition from formal
implementation (“for a tick™) to meaningful practical application of recommendations,
as well as the use of the code not only among public companies but among all organiza-
tions. To fulfill these goals, the document delineates the principles and recommended
practices. The focus of the new King report is business ethics and effective manage-
ment: a company should not only bring operational results, it should also be success-
ful in the overall economic, social and environmental contexts. The top management
remuneration system should take into account not only the creation of shareholder
value, but also the company’s impact on the social sphere and environment [Institute
of Directors Southern Africa, 2016].

In Russia, the implementation of the new G20/OECD document was discussed
at the meetings of the OECD — Russia Corporate Governance Roundtable in October
2015 [OECD, 2016a] and in November 2016 [Natsional’naya assotsiatsiya korpora-
tivnykh direktorov, 2016]. Moreover, in 2015, the Moscow exchange and OECD cre-
ated a Companies circle in the framework of the OECD-Russia Corporate Govern-
ance Roundtable, thus extending the format of this roundtable. Twelve largest Russian
public companies became members of this circle. The main objective of the circle is to
provide expert and organizational assistance to members of the club in order to improve
their corporate governance [OECD, 2016a].

Apart from OECD — Russia Corporate Governance Roundtable, especially great
work on the analysis of the specifics of the introduction of corporate governance
principles and best practices in this area was carried out only by the OECD — Asian
Roundtable on Corporate Governance (among its members are India, Indonesia and
China). At the meeting of the OECD-Asian Roundtable on Corporate Governance on
29—30 October 2015 in Bangkok (Thailand), the participants discussed opportunities
for practical use of the new Principles in Asian countries, its relevancy in the region
and key implementation challenges. Representatives of all of the selected for this study
Asian countires held reports — representatives of China (China Association for Public
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Companies, CAPCO), India (Institute of Company Secretaries of India) and Indone-
sia (Indonesia Financial Services Authority) [OECD Asian Roundtable on Corporate
Governance, 2015]. At the next meeting of the OECD-Asian Roundtable on Corporate
Governance, on 24—25 October 2016, the participants discussed the implementation
of the new Principles in Asian context, the perspectives of corporate governance for
the next 5—10 years, the disclosure of beneficial ownership and control, the role of
stock exchanges in corporate governance, etc. [OECD Asian Roundtable on Corporate
Governance, 2016].

Some countries have held their international events without the OECD involve-
ment. For example, the Indian Institute of Financial Directors announced 2016 the
year of corporate governance, and on 15 April 2016, it held an International roundtable
on corporate governance in New Delhi (India). The roundtable was attended by repre-
sentatives of corporations, regulators, and research organizations.

The OECD Latin American Roundtable on Corporate Governance (Brazil is
its member) has not yet touched upon the issues of implementation of the new G20/
OECD document. Despite this, Brazil has been actively interacting with OECD in the
field of corporate governance. At the end of 2015, OECD launched a joint programme
of work with Brazil for 2016—2017. This programme envisages intensive interaction of
Brazil with OECD committees and working groups, so that Brazil could accept inter-
national standards in a number of areas, as well as engaging Brazil in the development
of international standards, including in the area of corporate governance. It is expect-
ed that not only Brazil will benefit from this cooperation, but also OECD countries
[OECD, 2016b].

Russia has made quite a lot of efforts to improve legislation in the field of corporate
governance and to assess the quality of corporate governance in the largest companies.
It should be noted, that the last amendments to the laws “On public companies” and
“On the securities market,” which entered into force on July 1, 2016, allowed share-
holders to receive information on corporate actions, as well as participate in the general
meeting of shareholders and take some other actions in electronic form. This directly
corresponds to the G20/OECD Principles of corporate governance, that call to engage
shareholders in the voting process.

In 2016, Russia approved the roadmap “Improvement of corporate governance,”
for 2016—2018 (order of the Government of the Russia Federation No. 1315-r of
25 June 2016 No 1315-p). This document is expected to strengthen the protection of
minority shareholders’ rights and to improve Russia’s positions on the World Bank’s
Doing Business “Protecting minority investors” indicator (from 5.67 points in 2016
and 5.7 points in 2017 to 6.67—6.83 points in 2018. To achieve this goal, the document
calls to strenghten the requirements for information disclosure (related party transac-
tion), to introduce a mandatory information disclosure on transactions of all corporate
group members for joint stock companies, to formalize in legislation the provisions on
the audit committee of the board and on the organization of internal audit and internal
control and risk management system, to introduce a mechanism for disclosing infor-

146



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

mation on remuneration and compensation of top managers and board members, etc.
[Pravitel’stvo Rossii, 2016].

When forming Russian methodology for assessing the implementation of the best
practices of corporate governance, Russia took into account OECD expertise and prac-
tice, to which it gained access during its participation in the OECD work on updating
the methodology for assessing the implementation of the revised G20/OECD Princip-
les [ Bank Rossii, 2016a].

In 2016, according to the “The work plan for the cooperation of the Russian Fede-
ration with the Organization for Economic Cooperation and Development (OECD)
for 2016,” Russia and OECD realized a joint project “Assistance in reforming the le-
gislation of the Russian Federation in the sphere of corporate governance.” In 2017,
a similar plan was adopted for 2017—2018 [Bank Rossii, 2016b].

At the last meeting of the OECD — Russia Corporate Governance Roundtable, in
November 2016, the National Index of Corporate Governance was presented, which
was compiled by the National Association of Corporate Directors (NACD) and RSPP
in order to assess the compliance of Russian companies with the principles of the Code
of corporate governance. According to the results of the survey, in 2016, companies were
complying with the code recommendations at 67.38 percent. The survey concluded
that compared to 2015 the share of women on the Russian boards has not increased — it
stayed at 8 percent level. The share of independent directors increased from 25 to 35
percent. The attendance at meetings of the boards has slightly increased — from 93 to
95 percent. The list of companies with best corporate governance practices included
Sistema, Bashneft, Cherkizovo Group, MMK Group, Megafon, MTS, Rosneft, Sber-
bank, Severstal, TMK [Natsional’naya assotsiatsiya korporativnykh direktorov, 2016].

Starting with 2017, the Bank of Russia pledged to publish annual reviews of corpo-
rate governance practices that will monitor the implementation of the new Corporate
Governance Code in Russian companies. The first survey of the Bank of Russia was
published in April 2017 [Bank Rossii, 2017]. It was compiled on the basis of voluntar-
ily completed forms, which were sent by 84 public companies (85 percent of all pub-
lic companies that have their shares in the MICEX quotation lists). According to the
general conclusions of the Bank of Russia, none of the public companies have achieved
100 percent compliance with the Code recommendations (though one company de-
monstrated compliance by 97,5 percent), and the average level of compliance was 58
percent.

Similar efforts have been undertaken with varying intensity by other selected for
this study countries. In recent years, the Securities and Exchange Commission of Brazil
has stimulated the participation of minority shareholders through a mechanism allow-
ing all shareholders to send their votes through Internet before the general shareholder
meeting. The introduction of this mechanism will become mandatory for the largest
companies in 2017, for all companies — in 2018 [Calkoen, 2016].

In September 2015, Brazil stock exchange BM&FBOVESPA started to reform
the system of corporate governance at state-owned enterprises. The reform is aimed
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at restoration of investor confidence in state-owned companies through increasing the
transparency of such companies, introduction of internal control measures (developing
internal codes of corporate governance and conducting trainings on the application of
their recommendations, etc.), revision of the boards composition (minimum require-
ments for the appointment of directors, 30 percent of directors should be independ-
ent). Moreover, from August 2017 on, the majority of members of risk management
committees, as well as the majority of board members of systemically important finan-
cial institutions should be independent [Financial Stability Board, 2017]. The Congress
of Brazil is currently discussing a bill that will introduce corporate governance rules for
state-owned enterprises [I[CLG, 2016].

In 2014, the Financial services authority of Indonesia (OJK), which regulates and
supervises financial services markets, published the Indonesia Corporate Governance
Roadmap that containes plans on major reforms in the sphere of corporate governance
[KPMG, 2016]. The document is aimed at improving corporate governance in five
aspects: corporate governance framework (i.e., developing codes of corporate gover-
nance), protection of sharcholders, the role of stakeholders (anticorruption policies
and their disclosure in annual reports, equity-based payments to employees), informa-
tion transparency (shareholder disclosure, sufficient information disclosure in Indone-
sian and English at the corporate websites), as well as board’s role and responsibilities
[The Jakarta Post, 2014].

On 17 November 2015, the Financial services authority of Indonesia issued a cir-
cular letter containing the Guide on corporate governance for public companies. On the
same day, the authority issued an order No. 21/POJK.04/2015, which requires public
companies to comply with the principle “comply or explain” from 31 December 2016,
according to the new guide. The Guide on corporate governance for public companies
requires companies to create and disclose voting procedures and when possible to cre-
ate closed (confidential) voting procedures. The minutes of the annual shareholders’
meeting must be published on time on the website. Companies should develop and
implement a policy of communication with shareholders/investors. Members of the
board of directors must have different experiences and competences in order to prevent
group thinking. A policy of self-monitoring of the board is necessary as well as regular
evaluations. Members of the boards must resign in case the facts of their involvement
in financial crimes are discovered. A policy to prevent insider trading, corruption and
fraud is needed, as well as a policy of informing management about illegal activities
of company employees. Public companies should disclose their ultimate beneficiaries
who own at least 5 percent of the shares [KPMG, 2016].

Real Implementation of the New Principles:
Russia and other BRICS countries as well as Indonesia

From the formal point of view Russia and some other selected for this study coun-
tries have recently taken actions to improve their corporate governance systems and
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to implement both the recommendations of their corporate governance codes and the
revised G20/OECD Principles of corporate governance. The real effect of these actions
is still difficult to assess, because not enough time has passed; moreover, a number of
corporate governance problems so far remains relevant. For example, according to the
2017 report of the Laboratory for business communication studies of the Higher School
of Economics and Professional investors association [ Nauchno-uchebnaya laboratori-
ya issledovaniy v oblasti biznes-kommunikatsiy VShE, Assotsiatsiya professional’nykh
investorov, 2017], which analysed the quality of the corporate governance in 13 largest
Russian state companies, less than 50 percent of these companies have independent
directors, and the existing independent directors are often only formally independ-
ent from the government or other controlling shareholder. At the same time, minority
shareholders demonstrate low activity.

As for minority shareholders, in some selected for research countries, their posi-
tions in recent years have deteriorated. Thus, according to the IMF research, India
belongs to a small group of countries, where in 2006—2014 the protection of minority
shareholders’ rights worsened. Also during this time, transparency in reporting and au-
diting has decreased [IMF, 2016]. Other countries have demonstrated improvements.
For example, according to the same source, in 2006—2014, China has been consistently
strengthening protection of minority shareholders [IMF, 2016].

According to [Nauchno-uchebnaya laboratoriya issledovaniy v oblasti biznes-
kommunikatsiy VShE, Assotsiatsiya professional’nykh investorov, 2017], recent years
have seen significant improvements in the sphere of information disclosure aming
Russian companies — almost all public companies publish information in Russian and
English. However, data on shareholders who proposed candidates to the board or put
the issue on the agenda of the general meeting of sharcholders are not always com-
plete. Information on related-party transactions is also disclosed reluctantly. Dividend
policies are not always clear. The disclosure of information on the remuneration of
top managers is insufficient. The assessment of investors’ perception of the quality of
corporate governance varies from 1.6 out of 5.0 points in Transneft and 1.85 points in
Gazprom to 4.07 points in Sberbank. That is, there is a risk that the quality of corporate
governance in some of the largest public companies is extremely low.

The key conclusion of the Deloitte study “Corporate governance structures of
Russian public companies in 2015” was that after 2012, the trend of improving corpo-
rate governance in public companies in Russia was replaced by stagnation. Also, the
study notes the slow implementation of the new Corporate Governance Code. For
example, only 41 percent of the surveyed companies were complying with the recom-
mendation of the Code on the share of independent directors (33 percent) [Deloitte,
2016]. The authors of the report attribute the deterioration in the dynamics of corporate
governance development in Russia to the fact that during the past decade the key fac-
tor of improvements was the pressure from international capital markets. Recently, the
impact of this factor has decreased.
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Formal indicators and surveys of market participants on the state of corporate gov-
ernance in specific companies give different results. In particular, this conclusion was
drawn from the results of the study “Index of corporate governance — 2016,” which
was conducted by the Association of independent directors and the National research
university — the Higher School of Economics [Assotsiatsiya nezavisimykh direktorov,
NIU VShE, 2016]. Top-10 companies with highest scores by formal criteria were
headed by Sberbank, Inter RAO UES and Rosneft. At the same time, none of these
companies was included in the top 10 companies with the highest scores according to
the survey of respondents. The leaders in this list were Moscow Exchange, MTS and
Enel Russia. Among the companies with the highest discrepancy between the results of
the survey and the results of the evaluation by formal criteria were Enel Russia, Polyus,
E.On Russia, Novatek, MTS, TGC-1, Lukoil.

According to the G20/OECD Principles of corporate governance (part V.A.5),
“national principles, and in some cases laws, (...) recommend that a significant part,
in some instances a majority, of the board should be independent.” In Russia, accord-
ing to the report of the Association of independent directors “The development of the
Institute of Independent Directors” [Assotsiatsiya nezavisimykh direktorov, 2015], in
2015, only 30 percent of directors were regarded as independent*. This does not cor-
respond even to the Russian corporate governance code, which recommends to have
at least 1/3 of independent directors — i.e., more that 33 percent. For comparison, in
India, according to multiple sources, including the representatives of government bod-
ies, independent directors are not actually independent at all [Indiatoday, 2017].

The new version of the G20/OECD Principles pays attention to the gender diver-
sity of the boards (“Countries may wish to consider measures such as voluntary targets,
disclosure requirements, boardroom quotas, and private initiatives that enhance gender
diversity on boards and in senior management”, — part VI.E.4). In Russia, women are
traditionally underrepresented on boards, as well as in managerial positions. Moreover,
according to the report of the Association of independent directors “The Development
of the Institute of Independent Directors” [Assotsiatsiya nezavisimykh direktorov,
2015], in 2015, their share on boards of Russian companies has decreased by 16%. This
is contrary to international trends, which indicate a growth in the representation of
women on boards of public companies. According to Deloitte Touche Tohmatsu [De-
loitte, 2015], in 2015, in some countries the share of women on boards was quite high:
in Norway the value of this indicator reached 36.7 percent, in France — 29.9 percent,
in Sweden — 24.4 percent, in Italy — 22.3 percent. Though we shall admit, that the ave-
rage share of women on boards in the world is still quite low — about 12 percent, and
the low average value is provided not only by developing countries, by also by some de-
veloped ones, e.g., by the U.S. and Japan. In 2015, the value of this indicator in Russia

4 It should be noted that different assessments of the quality parameters of corporate governance in
Russia differ significantly from each other. For example, the data presented here is different from the data,
which were presented above.
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was twice as low as the world average — 5.7 percent. Among Russian public joint-stock
companies, there was not a single case where a woman was the chairman of a board.

According to a report of Deloitte [Deloitte, 2015], women play a significant role
in Russian corporate governance, however, at present, there are no norms in Russia
aimed at strengthening their role. There is also no policy to encourage the appointment
of women to the boards of Russian state-owned enterprises. For comparison, France
and Italy managed to achieve high results, among other things, due to the introduction
of the requirement for mandatory gender diversity of the boards.

Many other selected for this research countries face problems in the practical im-
plementation of the gender diversity of the boards. For example, boards of Indian pub-
lic companies were required to include at least one woman by October 1, 2014, but
many companies did not comply with this requirement. Out of 1,500 of public compa-
nies that have listing at the National Stock Exchange of India (NSE), 147 companies
(12 percent) did not cope with this task even after the deadline was extended by six
months. Other 770 companies employed women, which cannon be considered as inde-
pendent (i.e., they are close relatives of top managers) [Sehgal, 2015].

The G20/OECD Principles of corporate governance call countries to disclose in-
formation on their top managers’ and board members’ remuneration policies. “In par-
ticular, it is important for shareholders to know the remuneration policy as well as the
total value of compensation arrangements made pursuant to this policy. Shareholders
also have an interest in how remuneration and company performance are linked when
they assess the capability of the board and the qualities they should seek in nominees
for the board” (part 11.C.4). “Disclosure on an individual basis (including termina-
tion and retirement provisions) is increasingly regarded as good practice and is now
mandated in many countries. In these cases, some jurisdictions call for remuneration
of a certain number of the highest paid executives to be disclosed, while in others it is
confined to specified positions” (part V.A.4).

In 2016, the Bank of Russia considered the opportunity to introduce mandatory
disclosure of information on bonuses of top managers and members of corporate boards
starting from 2017. According to the Bank of Russia’s draft document, the regulator
could oblige companies to publish key performance indicators, on which the remuner-
ation of top managers and board members depends [ Bank Rossii, 2016¢]. The regulator
agreed that disclosure of remuneration data could make companies more transparent.
However, back in 2016, the Bank of Russia considered that the publication of informa-
tion on the remuneration of certain top managers could increase tensions in society and
create criminal threats. Companies can still volutarily disclose information on the re-
muneration of their top managers, but they usually prefer not to do this. Only the total
amount of remuneration of all members of the board is mandatory for disclosure. As a
rule, the relationship between the remuneration of top managers and other managers
and the performance of the company is unclear.

A survey of the Laboratory for business communication studies of the Higher
School of Economics and Professional investors association in 2017 [Nauchno-ucheb-
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naya laboratoriya issledovaniy v oblasti biznes-kommunikatsiy VShE, Assotsiatsiya
professional’nykh investorov, 2017] has shown that in many Russian companies it is
common to pay quarterly bonuses, which is not usual for the rest of the world. At the
same time, the long-term reward system is often absent. According to survey respond-
ents, it is necessary to disclose information on the remuneration of the five most highly
paid managers or on the remuneration of each executive body. Also important is the
publication of long-term and short-term components of remuneration and the princi-
ples of their formation. Another feature of Russian corporate governance is that com-
panies generally do not have a thorough long-term program of management motiva-
tion, and managers do not expect to receive bonuses in 2—3 years, when the result of
their efforts will become clear, as they do not hope to work so long in companies and
are afraid of cheating [Podtserob, 2017].

Interestingly, in 2009, Brazil introduced a new system for disclosing information
on the incomes of managers. Up to 2009, Brazil companies were required to provide
only general information about their remuneration policy and disclose only the aggre-
gate amount of payments to top managers and directors. Since 2009, companies have
become obliged to publish data on minimum, average and maximum remuneration. It
should be noted that this innovation was met with strong resistance from companies.
Representatives of the Brazilian Institute of Financial Directors (IBEF) stated that
disclosure of the maximum amount of compensation will subject the first persons of
companies to the risk of criminal attacks and kidnapping. Some companies have been
granted permission not to comply with this rule and are still using it [COPPEAD, 2016;
ICLG, 2016].

No less interesting is that, despite the recommendations of the revised G20/
OECD Principles on increasing transparency of the management remuneration poli-
cies, in 2016, India decided to simplify the disclosure of information on remuneration
and to abandon the policies under which the compensation of managers would depend
on the results [Arora, 2016].

In some Russian state companies, boards work only formally, and key decisions
are taken by the main owner — the state — and then “pushed down” to the boards,
which automatically approve them [Bank Rossii, 2016¢]. According to the G20/OECD
Principles of corporate governance, (part VI), “The corporate governance framework
should ensure the strategic guidance of the company, the effective monitoring of man-
agement by the board, and the board’s accountability to the company and the share-
holders.” (...) “In addition, boards are expected to take due regard of, and deal fairly
with, other stakeholder interests including those of employees, creditors, customers,
suppliers and local communities. Observance of environmental and social standards is
relevant in this context” (Ibid.). Thus, in a number of Russian companies international
principles are completely ignored.

Moreover, as mentioned above, Russian companies are characterized by high con-
centration of capital, and key shareholders are often too deeply involved in the pro-
cess of management, which dilutes the role of the board and makes it merely formal.
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Also, many members of the boards are not sufficiently active or are insufficiently com-
petent. Another interesting feature of Russian boards is that, according to PwC data,
33 percent of boards do not assess their performance, and another 51 percent of boards
conduct only self-assesment. Independent assesment is conducted only by 29 percent
of boards, another 13 percent of boards conduct both self-assesment and independent
assesment [Podtserob, 2017]. However, as noted in the G20/OECD Principles of cor-
porate governance, “many countries have moved to recommend, or indeed mandate,
self-assessment by boards of their performance as well as performance reviews of indi-
vidual board members and the Chair and the CEO” (part VI.D.2).

Conclusion

The author has analyzed the implementation of the newly revised G20/OECD Prin-
ciples of corporate governance in Russia and other BRICS countries as well as in In-
donesia. Special attention has been paid to key implementation facts, both formal (in-
troduction of new rules, adoption of new programs, etc.), and real ones (quantitative
results of studies and surveys, publicly available expert commentaries). Following the
analysis of these facts, conclusions have been drawn about the intensity of Russia’s ef-
forts to implement the revised document, in comparison to the efforts of other develop-
ing countries selected for the study.

The last (2015) revision of the principles of corporate governance was generally
minor, though it addressed some important issues resulting from the global financial
and economic crisis of 2008—2009. Since the revision actively involved several deve-
loping countries, implementation of the document in these countries is of particular
interest.

Both Russia and other selected for this study countries adopted their corporate
governance codes about 15—20 years ago. Later countries renewed the content of these
documents several times harmonizing it with the recommendations of the OECD prin-
ciples; they have also taken effort to implement the provisions both of their codes and
of the principles. The Russian corporate governance code was last revised in 2014, and
this revision was followed by an active work on its implementation.

The author concludes that Russia, Brazil and Indonesia have been most active in
the sphere of formal implementation. These countries have been substantially involved
in international discussions on the implementation of the revised document, they have
been adopting legislative changes and developing government programs to improve the
quality of the corporate governance. India has partially implemented the Principles.
Compared to Russia, Brazil and Indonesia, this country lacked initiative and action.
China lacked almost any implementation effort at all, though it was quite active in
improving corporate governance at the national level in 2006—2014, and it was also ac-
tively involved in the implementation of the new G20/OECD principles at the interna-
tional level in the framework of its G20 presidency in 2016. South Africa demonstrated
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no action, except for the revision of the King Report in 2016, which plays the role of
corporate governance code in this country.

As to real implementation, Russia, as well as many other countries that were se-
lected for the study, are characterized by a large number of flaws in this sphere. This
relates to transparency and information disclosure, gender diversity of the board, the
share of independent directors, etc. Quality of corporate governance in some of the
largest companies may be extremely poor.

Russia’s efforts have been assessed as “substantial implementation.” Still, taking
into account the deficiency of information on the performance of other countries in
English and its absence in Russian, a substantial part of data on the real progress in
the corporate governance in Indonesia and BRICS countries except for Russia may
be beyond this analysis. However, as follows from this article, Russia is quite active in
reforming its system of corporate governance, and real corporate governance environ-
ment in all selected for this study countries is not sufficiently friendly.
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Kak Poccus, gpyrue ctpanbl BPUKC n MUHooHe3nsa peanusytot
[MpUHUMNBI KOPNOPATUBHOIO ynpasneHus «pynnel ggaguarn» /
O3CP!

T.A. JlaHbLivHa

Jlanbmmna TaTbsiHa AleKCaHAPOBHA — HAay4YHBIN COTPYNHUK LIeHTpa 3KOHOMUYECKOro MOIEIMPOBAHUS
sHepreTuku u sxonornm UITOU PAHXul'C; nayuynsrit cotpynHuk LleHTpa oTpaciieBhIX HMcClienoBa-
Huit UCKPAH; Poccuiickas ®@enepauus, 119571, Mocksa, ipocn. Bepranckoro, 82, ctp. 1; E-mail:
lanshina@ranepa.ru

B cmamve nposeden anaruz umnaemenmayuu Ilpunyunose kopnopamuenoeo ynpagaenus «Ipynnot dsadyamu» / O9CP
Poccueii 6 cpasnenuu ¢ opyeumu cmpanamu bPUKC u Hnoonesueii. UznavanvHo 0annblit 0oKymeHm 0bia onyoauKo8an
ODCP 6 1999 . Ilocaeonss (mpemvsi) éepcus 6vina pazpabomana 6 2014—2015 ee. npu ywacmuu cmpan «Ipynnot
deaduyamu» u npunsma 6 Hos6pe 2015 e. Ha cammume <«Ipynner dsadyamu» ¢ Anmanve (Typyus). O6HOGAEHHbLI
dokymenm He npemepnen KAPOUHAAbHbIX UBMEHEHUI N0 CPAGHEHUI0 ¢ NpedblOyWUMU 8ePCUSMU, 00HAKO Menepb OH
BKAIOHAEM HEKOMOpble HOBble NOAONCEHUsl, BHeOpeHUe KOMOPbIX CMAn0 Heo0X00UMbIM nocae 2100aabH020 UHAHCO80-
aKoHOMUHecK020 kpu3suca 2008—2009 ee.

B uenmpe enumanus aemopa Haxodsamcs Oelicmeus GblOPAHHLIX 0451 UCCAE008AHUS CMPAH NO GHEOPeHUIo
noaoxcenuti [Ipunyunoe kopnopamuenoeo ynpaeaerus «Ipynner deéaduyamu» / OICP, a makoce peanvHvle UsMeHeHUs
6 smux cmpanax. Ilpu nposedenuu uccaedosanus 6Oviau yumenst pexomendauyuu ODCP no oyenke umniemenmayuu
NPUHYUNOB KOPNOPAMUBHO20 YNPAGAEHUs, 8 COOMBEMCMBULU C KOMOPbIMU UCCAe008amensim He caedyem 3a0Cmpsimb
GHUMAHUE HA OUeHKe KOAUu4ecmeeHHbIx nokazameneli. Beudy smoeo aemop denaem aKuyenm Ha Ka4yecmeeHHvIX Memoodax
AHAAU3a U HA CPABHUMENbHOM anause. Buiseneno, umo nauboavuiyio akmuenocms é cghepe umniemenmayuu OOKyMeHma
npossunu bpazuaus, Undonesus u Poccusi. B OAP u Kumae nabniwodanoce omcymcemeue umniemenmayuu, 8 Mnouu —
YaACMUUHAS UMNAEMEHMAYUSL.

Aemop ommeuaem, umo 6 Poccuu, necmomps nHa Haauuue 6046020 YUCAA CEUEMENbCME POPMANLHOO BHEOPEHUs
NPUHYUNOB KOPNOPAMUBHO20 YNPABAEHUs 8 NOCAEOHUE 200bl, PeanbHble YAYHULCHUS AGAAIOMCSA HE3HAYUMENbHLIMU. DmOo
Kacaemcs packpvimus uHgopmayuu (6 mom uucie OaHHbIX 0 J0X00ax MeHedxucepos), 2eHOePHO20 PA3HO0OPa3UsI COBENO08
dupexmopog, nogvluLeHUst 00AU HE3ABUCUMbIX OUupekmopos u m.o. [lomumo 3moeo, 045 poCCULCKUX KOMNAHUL XAPAKMEPHA
8bICOKAS KOHUEHMPAUUs Kanumana, u poab co8emos JupeKkmopos 6 peasbHoCmu 4acmo s6asemcs Auub QopmarbHol.
Tem He menee asmop npuceausaem Poccuu oyenky «cyuwecmeentas umnieMeHmayls», @ 0CHOGHOM 3a UHULUAMUBY, d He
3a pesynomam. Takoice, coenacho 6vl600am cmamol, AHAA02UHHBIE NPOOAEMbl HAOAOAOMCS U 8 OpYeUX UCCAe008AHHBIX
cmpauax.

KiroueBble ciioBa: KopriopaTuBHOE yripaBieHue; «[pymnmna neaguatu»; OOCP

Hna nutuposanus: JlanemuHa T.A. Kak Poccus, npyrue crpansl BPUKC n Mnnonesus peanusyior I[IpuHim-
bl KOprIopaTuBHOTO yrpasiueHus «[pynnsl nBaauarn» / OOCP // BecTHUK MeXIyHapOAHbIX opraHu3aruii. 2017.
T. 12. Ne 3. C. 137—159. DOI: 10.17323/1996-7845-2017-03-137

! CraTbs rTocTynmia B pegakiuio B suBape 2017 1.

HccienoBaHue BBITOMTHEHO B paMKax Hay4HO-MCCIIEI0BATENbCKOM PaOOThI FOCYAApCTBEHHOTO 3aJaHMs
PAHXuI'C «CpaBHuTenbHbli aHanu3 noaxonos ctpaH BPUKC u MHaoHe3uu K peaan3aluy MUHCTPYMEHTOB
OBCP» (2017 1.).

157



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

Jlntepatypa

Accolanusi He3aBUCUMBIX TUpekTopoB (2015) Pa3BuTve MHCTUTYTA HE3AaBUCUMBIX AUPEKTOPOB. Pexum
nmoctyma: http://www.nand.ru/upload/razvitie-instituta-nezavisimix-directorov-2015.pdf (mara obpamieHwus:
15.04.2017).

Accornuanust He3aBucUMBIX aupektopo, HUY BIID (2016) Munekc kopriopatuBHOTO yripasieHust — 2016.
Pexxum pgocryma: http://www.nand.ru/upload/medialibrary/Russian_Corporate_Governance_Index_2016.
pdf (mata obpameHus: 15.04.2017).

Jlapuonosa M.B., JlanbmnHa T.A. (2016) CorpyaHudectBo ODCP u «Ipymibl ABaalaTH» B LEISX MOBbI-
LIEHUS Ka4eCTBa KOPIIOPATUBHOTO YIpaBieHus // BeCTHUK MeXIyHapOIHBIX OpraHu3aluii: o6pa3oBaHue,
Hayka, HoBast 9koHoMmuKa. T. 11. Ne 4. C. 60—76. Pexxum nocryma: https://iorj.hse.ru/2016-11-4/198185560.
html (mara o6pameHus: 22.03.2017).

HUWY BIILD, Accoumanus mpodeccuoHaIbHbBIX MHBeCTOpOoB (2017) OlLieHKa KOPITOPaTUBHOTO YIIpaBJICHUS B
MyOJIMYHBIX aKIIMOHEPHBIX 001ecTBax ¢ yyactrueM Poccuiickoit DPenepaiiuu, akiiuyu KOTOPbIX 00paIlaloTCst
Ha OpraHM30BaHHOM DBIHKE IIeHHBIX Oymar. PexuM moctyma: https://buscom.hse.ru/news/205286698.html
(mara o6paienus: 22.04.2017).

HarmonanbHas accormaiust KOpropatuBHbIX T1upekTopoB (2016) Mtoru HalimoHanbHOro nHaeKca KOpIo-
paTuBHOro ynpasieHus — 2016. Pexxum moctyma: http://www.corpdir.ru/news/I TOGI-NACIONALNOGO-
INDEKSA-KORPORATIVNOGO-UPRAVLENIYa--2016.html (zara o6pamenus: 11.03.2017).

TTonuepo6 M. (2017) 3a 4TO COBETHl AUPEKTOPOB POCCUMCKUX KOMIAHUN KPUTUKYIOT TOII-MEHEMIKEPOB //
Benomoctu. Pexum moctyma: https://www.vedomosti.ru/management/articles/2017/04/25/687257-soveti-
direktorov-top-menedzherov (nata oopauenus: 27.04.2017).

Arora R. (2016) Salary Reporting Norms Eased for India Inc // The Economic Times. Pexxum nocryna: http://
economictimes.indiatimes.com/news/economy/policy/salary-reporting-norms-eased-for-india-inc/article-
show/53053308.cms (mara ob6pamenwus: 25.04.2017).

BIAC (2016) Consultation with the OECD Corporate Governance Committee, BIAC comments on future
OECD work. Pexxum nocryma: http://biac.org/wp-content/uploads/2016/04/FIN-2016-04-corporate-gover-
nance-consultationl.pdf (mata oopamienus: 06.04.2017).

Calkoen W.J.L. (2016) The Corporate Governance Review. L.: Law Business Research.

CG Watch (2016) Ecosystems Matter. Asia’s Path to Better Home-grown Governance. Pexxum nocryma: http://
www.acga-asia.org/upload/files/research preview/20161014021202 3.pdf (nata o6pamenus: 01.13.2017).

COPPEAD (2016) Brazil: Recent Corporate Governance Advancements and Retreats. Pexxum nocryma: http://
www.coppead.uftj.br/upload/publicacoes/426.pdf (mata o6pamenust: 01.05.2017).

Deloitte (2015) Women in the Boardroom. A Global Perspective. Pexkum noctyna: https://www2.deloitte.
com/content/dam/Deloitte/global/Documents/Risk/gx-ccg-women-in-the-boardroom-a-global-perspec-
tive4.pdf (mata ob6pamenust: 25.04.2017).

Deloitte (2016) CTpyKTypbl KOPHOPaTUBHOIO YIPaBIEHUsS POCCUMCKMX MyOJUUYHBIX KoMmaHuii B 2015 1.
Pexum mocryma: https://www2.deloitte.com/ru/ru/pages/about-deloitte /press-releases/2016 /corporate-gov-
ernance-structures-of-public-russian-companies.html (1ara oopamenus: 15.04.2017).

European Corporate Governance Institute (2016) Index of Codes. Pexkum mocryma: http://www.ecgi.org/
codes/all_codes.php (mata obpamienust: 09.03.2017).

Financial Stability Board (2017) Thematic Review on Corporate Governance, Peer Review Report. Pexxum
nocryna: http://www.fsb.org/2017/04/fsb-publishes-thematic-peer-review-on-corporate-governance/ (mara
obpamenus: 05.05.2017).

G20/0OECD (2015) G20/OECD Principles of Corporate Governance. Pexxum goctyna: http://www.oecdili-
brary.org/governance/g20-oecd-principles-of-corporate-governance-2015_9789264236882-en (mata o6Gpa-
menus: 22.03.2017).

G20/0OECD (2016) Progress Report on the Implementation of the G20/OECD Principles of Corporate Go-
vernance. Pexum mocryma: https://www.oecd.org/corporate/G20-OECD-Progress-Report-on-Corporate-
Governance-Principles.pdf (nara o6pamuenus: 06.04.2017).

158



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

IBGC (2016) Code of Best Practices of Corporate Governance, 5th Edition. Pexxum mocryma: http://www.
ibgc.org.br/userfiles/2014/files/ CMPGEN.pdf (nata o6paienus: 02.03.2017).

ICLG (2016) Brazil. Corporate Governance 2016. Pexxum noctyna: http://www.iclg.co.uk/practice-areas/
corporate-governance/corporate-governance-2016/brazil (zara o6pamenus: 01.03.2017).

ICLG (2016) Brazil. Corporate Governance 2016. Pexxum mocrtyma: https://www.issgovernance.com/file/
policy/2017-brazil-voting-guidelines.pdf (mata o6pamenus: 01.05.2017).

IFC (2016) IFC Stakeholder Consultation and Practice Group Meeting on Corporate Governance Codes and
Standards — Integrating Sustainability and Governance, the Role of Codes, Standards and Disclosure. Pexxum
mocryma: http://www.ifc.org/wps/wem/connect/c7bbf5eb-ba6d-4206-a453-f31bf7b669aa/The _new_brazil-
ian_Practice_ Group Meeting_on_Codes.pdf?MOD=AJPERES (nara o6pamenus: 03.03.2017).

IMF (2016) Global Financial Stability Report (GFSR). Chapter 3. Corporate Governance, Investor Protec-
tion and Financial Stability in Emerging Markets. Pexxum moctyna: http://www.imf.org/external/pubs/ft/
efsr/2016/02/pdf/c3.pdf (nata o6pamienus: 01.05.2017).

Indiatoday (2017) Sebi flags Concerns over Corporate Governance Practices. Pexxum moctyma: http://india-
today.intoday.in/story/sebi-flags-concerns-over-corporate-governance-practices/1/940737.html (mara oGpa-
menus: 28.04.2017).

Institute of Directors Southern Africa (2016) King IV Report on Corporate Governance for South Africa.
Pexxum nocryna: http://www.iodsa.co.za/?kinglIl (mara oopamenus: 28.02.2017).

I0SCO (2016) Report on Corporate Governance. Pexxum noctyma: http://www.iosco.org/library/pubdocs/
pdf/IOSCOPD544.pdf (mata o6pamenus: 25.02.2017).

KPMG (2016) OJK — Corporate Governance Guideline for Public Companies. Pexxum nocrtyna: https://home.
kpmg.com/content/dam/kpmg/pdf/2016/05/tnf-indonesia-corporate-guidance-april-2016.pdf (mara o6Gpa-
menust: 22.04.2017).

OECD (2016a) Russia Corporate Governance Roundtable Agenda. Pexxum nocrtyma: http://www.oecd.moex.
com/s631 (mata obpamienust: 06.04.2017).

OECD (2016b) Launch of Brazil-OECD Programme of Work 2016—2017. Pexxum mocryma: http://www.oecd.
org/brazil/launch-of-brazil-oecd-programme-of-work-2016-2017.htm (nata o6pamenus: 11.04.2017).

OECD (2017a) Methodology for Assessing the Implementation of the G20/OECD Principles of Corporate
Governance. Pexxum nocryna: http://www.oecd-ilibrary.org/docserver/download/2617041e.pdf?expires=149
3555852&id=id&accname=guest&checksum=25ED661B6B9C743E3F6C8CIESDDB4FA4 (nara oGparie-
Hus: 06.04.2017).

OECD (2017b) OECD Corporate Governance Factbook. Pexxum nocrymna: http://www.oecd.org/daf/ca/Cor-
porate-Governance-Factbook.pdf (nata oopamienus: 08.04.2017).

OECD Asian Roundtable on Corporate Governance (2015) Summary Note. Pexxum goctyna: http://www.
cgthailand.org/TH/Development/GoodGovernance/Documents/2015%20Asian%20Roundtable %20Sum-
mary%20Note.pdf (mata o6pamenus: 01.03.2017).

OECD Asian Roundtable on Corporate Governance (2016) Draft Agenda. Pexxum nocrymna: http://www.oecd.
org/daf/ca/Asian-Corporate-Governance-Roundtable-Seoul-October-2016.pdf (mata ob6pamenus: 21.04.
2017).

Reuters (2014) SEBI Approves New Corporate Governance Code. Pexxum moctyna: http://in.reuters.com/
article/india-sebi-corporate-governance-code-idINDEEA1C0E620140213 (mata o6parnienust: 01.05.2017).

Sehgal K. (2015) Indian Companies in Mad rush to Find Women Board Members, CNN Money. Pexum
mocryma: http://money.cnn.com/2015/04/06/investing/india-corporate-boards-women,/ (zara oOpalleHuUs:
12.04.2017).

The Jakarta Post (2014) Sipahutar T. OJK Launches Roadmap for Good Corporate Practice. Pexxum nocryma:
http://www.thejakartapost.com/news/2014,/02/05/ojk-launches-roadmap-good-corporate-practice.html
(mata obpaienust: 22.04.2017).

University of Toronto (2015) G20 Leaders’ Communiqué Antalya Summit, 15—16 November. Pexxum mocryma:
http://www.g20.utoronto.ca/2015/151116-communique.pdf (zata o6pamenus: 22.03.2017).

159



BRICS Investment Policies from PFl Perspective'

A. Sakharov

Andrei Sakharov — Researcher, Center for International Institutions Research, Russian Presidential
Academy of National Economy and Public Administration; 11 Prechistenskaya naberezhnaya, 119034
Moscow, Russian Federation; E-mail: sakharov-ag@ranepa.ru

Abstract

The Organisation for Economic Co-operation and Development (OECD) Policy Framework for Investment
(PFI) contains recommendations and best practices in 12 investment-related policy areas, and is widely regarded
as the world’s most comprehensive and authoritative instrument on international investment regulation. The
topicality of PFI recommendations for OECD members and other countries, including Russia, is dictated by
competition in international investment markets. The instrument’s implementation can significantly boost a
national jurisdiction’s attractiveness to investors and thus increase its economic competitiveness.

The experience of the BRICS countries as large developing economies involved in collaboration with the
OECD could be of great value from the standpoint of PFI implementation in Russia.

This article examines investment policies of Brazil, India, China and South Africa from the perspective
of PFI recommendations. The analysis is organized around four major themes: the general characteristics
of investment regimes and investment stimuli, national investment regulation regimes, trade policies and
overcoming structural limitations. The analysis forms the basis for recommendations to improve the investment
policy regime in Russia.
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Introduction

Despite the postponement of activities related to the accession process of the Rus-
sian Federation to the Organisation for Economic Co-operation and Development
(OECD) following the decision of the OECD governing council on 12 March 2014
[OECD, 2014b], accession remains one of the long-term priorities of Russia’s foreign
policy. According to the Initial Memorandum submitted to the OECD in June 2009,

! The editorial board received the article in January 2017.
The research was carried out within the framework of the RANEPA research project “Comparative study
of BRICS member countries and Indonesia approaches to OECD instruments implementation” (2017).
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Russia made several commitments to implement the norms, standards and instruments
of the Organisation across 16 policy areas.?

The OECD Policy Framework for Investment (PFI) is a compendium of recom-
mendations and guiding principles on 12 investment-related issue areas, including in-
vestment regimes, finance, fiscal policy, trade, competition, human resource develop-
ment, corporate governance and more. The primary objective of the PFI is to foster the
creation of a favourable investment and business environment to provide appropriate
conditions for private investment mobilization. PFI recommendations are designed to
be implemented by government agencies domestically by fostering a favourable invest-
ment climate and business environment, and externally through participation in in-
ternational investment agreements, development and implementation of international
standards, as well as through interaction with other states on countering crime and
corruption [OECD, 2015].

The relevance of the PFI for the OECD and other countries, including Russia, is
primarily determined by competition in the global investment market. The implemen-
tation of PFI provisions, representing best practices in the field of investment policy,
can boost the attractiveness of national jurisdictions for FDI thereby increasing the
overall competitiveness of any country’s economy. China set the adoption of a com-
monly accepted set of rules for global investment policy as one of the priorities for
its G20 chairmanship. As a result, the G20 Guiding Principles for Global Investment
Policymaking were approved at the 2016 Hangzhou summit. This document largely
reflects the contents of the PFI’s “horizontal practices” — the basic principles for im-
plementing investment policy according to the OECD.

An important first stage of the practical implementation of OECD instruments
is the analysis of the experience and best practices of other states. The experience of
large non-OECD developing economies with implementation of the PFI provisions
into their national legislations and law enforcement structures is of particular interest
to the Russian Federation.

In order to identify best practices and develop recommendations for their applica-
tion in Russia this article attempts to undertake a comparative analysis of the invest-
ment-related policies of the BRICS across four main issue areas: investment regimes
and efforts to promote investment, national regulatory regimes, trade policy measures
directly related to investment and BRICS countries’ actions aimed at overcoming
structural limitations to the investment climate such as inadequate infrastructure de-
velopment, regional disparities and inequality.?

Given the long-term orientation of the PFI provisions and the occasional updates
made to them, the implementation of this instrument should be assessed as an ongoing

2 Plan for the legislative work to bring Russian legal framework in line with the OECD standards.

3 A short review in this article is based on the preliminary results of the “Comparative study of BRICS
member countries and Indonesia approaches to OECD instruments implementation” study conducted by the
RANEPA CIIR in 2017.
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process. This article considers country actions that have influenced the evolution of
national investment climates in their current state.

PFl Implementation in the BRICS Countries

An independent review of investment policy based on the provisions of the PFI is the
first stage of PFI implementation. These reviews represent some of the most compre-
hensive sources of data on countries’ investment environments. Among the economies
analyzed in this article, only China and India underwent the review process (in 2008
and 2009 respectively), while Brazil and South Africa have not yet done so. A review
on Russia was released in 2008 [OECD, “OECD Investment Policy Reviews,” 2009].

Since 2009, the OECD and the United Nations Conference on Trade and De-
velopment (UNCTAD) have been monitoring the investment measures of G20 coun-
tries. Further, UNCTAD conducts an independent analysis of investment policy in the
framework of the Investment Policy Monitor [“Investment Policy Hub,” s. a. ]|. These
studies are important sources of information on the investment measures of countries
considered in this review. In addition, this study employs data from the BRICS coun-
tries’ authorities, as well as from independent sources such as the media, business as-
sociations, consulting agencies and multinational corporations.

China

In general, the investment policy of China is characterized by a high degree of
flexibility, balancing the interests of domestic business and the objective of attracting
foreign capital and technology to fuel economic growth.

In many sectors of the economy, persistent and significant restrictions are justi-
fied by considerations of national security. According to UNCTAD and OECD invest-
ment policy studies, during the monitoring period China adopted six measures directly
aimed at ensuring national security. Chinese leadership considers the military industry,
large machine and machine tool building, infrastructure and transportation, energy
and mineral resources extraction, agriculture and high-tech industries to be the most
sensitive, and prohibits any foreign activities in these industries [OECD, 2016].

State control, motivated by the interests of state security, is not weakening. On
1 July 2015, the National Security Law came into force. One of its provisions regulates
the establishment of a state oversight mechanism with a mandate to verify the compli-
ance of foreign companies and investors with the national security regulations of the
PRC [China Law Translate, 2015].

Although China’s investment regime is characterized by a large number of restric-
tions in comparison with the country’s main trading partners, measures to gradually
liberalize the investment environment are also being implemented. The monopoly
power of state-owned companies is gradually declining as exclusive access to factors of
production is being reduced through government efforts to increase effectiveness and
transparency [U.S. Department of State, 2015].
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On 19 November 2015, the Ministry of Industry and Information Technology of
the People’s Republic of China issued a decree removing restrictions on foreign owner-
ship of information and communications technology (ICT) companies. On 3 Septem-
ber 2016, the National People’s Congress abolished the requirement to obtain approval
for the establishment of and changes to foreign invested enterprises by a nation-wide
filing system. For investors, the need to obtain approval of the Ministry of Commerce
or its regional bodies was lifted except for investment in enterprises from the “black
list” [Ministry of Commerce of China, 2016].

In February 2014, the Chinese Ministry of Commerce issued a resolution altering
the procedure for considering mergers and acquisitions in relation to enterprises with a
relatively low aggregate market share. The implemented rules allow the country’s anti-
monopoly authorities to apply a simplified procedure for reviewing and resolving such
cases [WTO, 2016a].

China’s trade and investment policy is regulated within the framework of the five-
year plans of the central government, sectoral and regional five-year plans, as well as
catalogues of measures containing specific actions to achieve the government-set ob-
jectives. The Chinese leadership has repeatedly stated its readiness to continue liberali-
zing the trade regime in keeping with the principles of the multilateral trading system in
the context of the transformation of the country’s economy [WTO, 2016a].

Nevertheless, given the specific economic conditions of the PRC and the require-
ment to minimize structural risks to the country’s economy, China retains a strict regu-
lation policy regarding foreign trade and investment activities. Foreign investments are
“channeled” by the government to those sectors that, in its opinion, need it the most.

China has been a member of the World Trade Organization (WTO) since 2001.
The country cooperates with the WTO on a regular basis, providing notifications, as
well as using the appropriate WTO tools to achieve its policy goals. Nevertheless, ac-
cording to the WTO trade policy review, there were instances when China failed to
properly notify the Organization of its actions, especially with respect to updating rele-
vant laws and regulations, creating new regulatory bodies and introducing new proce-
dures [WTO, 2016a].

According to WTO data, between June and October 2016, China did not introduce
new protectionist measures [WTO, 2016a]. Nevertheless, the country supports an ex-
tensive list of goods subject to various kinds of import restrictions [ MOFCOM GACC,
2015]. This catalog is issued annually by the Ministry of Commerce and the Main Cus-
toms Administration of China.

The PRC pursues policy aimed at simplifying trade procedures. In 2009, the gov-
ernment launched a pilot program of reforms in this area, which was extended in 2012
to the whole country. Within the framework of this program, enterprises engaged in
foreign trade activities were classified into three groups according to the degree of their
compliance with the customs regulations: “authorized enterprises,” or Authorized
Economic Operators (having access to a simplified procedure for customs control),
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“enterprises of general integrity” and “dishonest” enterprises (to which strict proce-
dures of customs control apply) [WTO, 2016a].

The goals of overcoming structural limitations, including in the areas of hu-
man capital development, infrastructure construction and green growth are the focus
of China’s strategic documents on economic and social development. Actions in all
these areas are provided for by the 13th Five-Year Plan for 2016—2020 [National De-
velopment and Reform Commission, nd]. The Plan provides for appropriate measures
aimed at human capital development and “cultivation of talents” in the country. The
government plans to take action across six main spheres, including attracting foreign
personnel, improving the quality of education, strengthening the links between training
of workers and the needs of the labour market.

The large-scale efforts of the Chinese government in the field of infrastructure de-
velopment, improving both urban and transport and logistics infrastructure throughout
the country, lie at the core of the country’s structural reforms policy. The goal of these
efforts is, among other things, to overcome the gap in the level of economic develop-
ment between the eastern and western regions of the country, thus creating more fa-
vourable conditions for attracting investment to the latter.

In addition, the 13th Five-Year Plan envisages measures to address the environ-
mental problems facing the country. Specifically, the government aims to increase the
rate of energy conservation, improve the quality of water resources, promote the ef-
ficient use of land resources and support the development of green technologies in the
mining industry.

China pursues an extremely flexible policy in the field of regulating investment
activities and achieving a balance between attracting foreign capital and ensuring the
interests of domestic business. In addition, an important role is played by restrictions
in securitized spheres, such as military security, energy and resource independence and
influence on public opinion. In the medium and long term, as the Chinese economy
becomes progressively more entangled within global value chains, a gradual and highly
flexible liberalization of the country’s investment policy is likely to take place, with
certain limitations imposed by the nature of the Chinese political system.

India

Since the early-1990s, India has made significant progress in improving its in-
vestment climate. During this period, restrictions on long-term and large-scale invest-
ments were substantially relaxed and many sectors of the economy were opened to pri-
vate sector participation. The government shifted from a policy of import substitution
and protectionism to a more liberal market-oriented approach, abandoning sectoral
restrictions for foreign investors.

The IPR protection regime, antimonopoly legislation, the tax system, as well as
norms and standards of corporate governance have been gradually improved. Combined
with efforts to increase human capital, these reforms have a long term positive effect on
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the trajectory of the development of the Indian economy. One of the results of the policy
was the increase in foreign direct investment (FDI) flows in the pre-crisis period.

At the same time, the country retains structural limitations in the investment
sphere, including infrastructure underdevelopment, relatively low capacities in the
export industry, insufficient growth in employment rates and regional imbalances
[OECD, 2009].

According to UNCTAD research, 61 investment measures have been adopted in
India since the beginning of 2010, the largest number among BRICS countries [“In-
vestment Policy Hub,” nd]. The investment regime in India is characterized by a high
degree of state regulatory activity. The OECD FDI regulatory restrictiveness index for
India is rather high at 0.24 (the OECD average is 0.07) [OECD, 2017a].

There are currently two possible mechanisms for foreign investors in the Indian
economy. The first, an automatic route, implies the absence of licensing procedures,
while the second, in force for a number of “sensitive” sectors of the economy, requires
the approval of the government body — the Foreign Investment Promotion Board. Re-
strictions on the share of property for foreign investors apply to six areas of the 31 avail-
able within the automatic path [Make in India, “Foreign Direct Investment,” s. a.].
Thus, despite the existence of restrictions, the conditions that apply to foreign investors
are fairly transparent and predictable.

Since May 2016 the new IPR legislation has been in force in India [Times of In-
dia, 2016]. Approved by the cabinet ministers on 13 May 2016, the law provides for full
compliance of Indian legislation in this area with the requirements of the Agreement on
Trade-Related Aspects of Intellectual Property Rights (TRIPS), as well as the expan-
sion of the mandate and the acceleration of patent examination [The Hindu, 2016]. In
2015, a new bankruptcy law was adopted that will simplify and speed up the procedure
for recognizing financial insolvency [Make in India, “New Initiatives,” s. a.].

Another notable initiative of the Indian government in the field of liberalization of
its investment regime is a large-scale plan, adopted in June 2016, to review the policy of
regulating foreign direct investment in a wide range of industries, including agriculture
and livestock, firearms, telecommunications, civil aviation airports, private security
organizations, retail trade and pharmaceuticals. All these sectors saw foreign participa-
tion quotas lifted or significantly increased [ Government of India, 2016].

Competition policy in India is governed by the Competition Act 2002, further
amended in 2007 and 2009. The main regulatory body is the Competition Commis-
sion of the Government of India. The Competition Act does not differentiate between
private and public enterprises with respect to their rights and obligations in the market.
Nevertheless, the Act contains certain exceptions to this rule regarding the exercise
of sovereign functions by the state in the areas of national security, energy, currency
regulation and space exploration. The Competition Act contains a provision on the
mandatory confirmation of any merger and acquisition exceeding the threshold of 10
billion rupees of assets and 30 billion rupees of aggregate assets turnover values by the
Competition Commission [2002].
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The government of India continues the liberalization the country’s trade regime.
The WTO characterizes India’s trade policy as aimed at ensuring supply in the domes-
tic market, as well as achieving short-term objectives such as containing commodity
price volatility. These factors have a negative impact on the predictability of the coun-
try’s trade policy as they require constant adjustments [WTO, 2013c]. Nevertheless,
every five years the Indian government issues a foreign trade policy document contain-
ing detailed descriptions of the goals and objectives in the field of trade policy, as well
as ways to implement them [Indian Ministry of Commerce and Industry, 2015].

The 2015 edition of this document prioritizes trade facilitation activities. Accord-
ing to the text, the task of the government is to reduce transaction costs, primarily in the
interest of increasing the competitiveness of Indian exporters. The main body respon-
sible for the implementation of the country’s trade policy is the General Directorate of
Foreign Trade of the Ministry of Trade and Industry of India.

Since 2011, India has implemented a self-assessment procedure for customs clear-
ance. About 97.6% of imports pass the procedure using risk management mechanisms
[WTO, 2013c]. The results of this work are reflected in the country’s rising positions in
international rankings. According to the OECD study on trade facilitation indicators,
India demonstrates one of the best average scores among the BRICS countries — 1.5.
India’s regulations on customs procedures simplification and advance rulings are on
par with the best practices, according to the OECD. Since 2013, the efficiency of pro-
cedures automation has significantly increased, the disciplines on fees and charges has
strengthened and positive developments regarding the involvement of the trade com-
munity in the decision-making process have taken shape [OECD 2017b].

India’s foreign trade policy is also characterized by the existence of many free trade
agreements with the country’s regional and global partners. To date, India is party to
19 such agreements [Indian Ministry of Commerce and Industry, 2017].

Nevertheless, despite some progress in the field of trade facilitation the import
regime remains excessively complicated, mainly due to a complex system for obtaining
licenses and permits and an intricate tariff structure with exceptions and variations in
rates on different goods. Tariff rates are announced annually in the budget, but indi-
vidual tariff rates may change during the year [WTO, 2013c].

The government’s “Make in India” initiative was launched in September 2014 to
address structural limitations to the development of the country’s investment environ-
ment. This initiative provides for measures across multiple investment-related areas
including abolition of permits and restrictions to foreign participation in a number
of sectors (including strategic ones), simplification of procedures related to business
activities and infrastructure development through the construction of five large-scale
“industrial corridors” [Make in India, “New Initiatives,” s. a.].

Another group of limiting factors, tied to the insufficient level of human capi-
tal development, is especially relevant for India as a country with a population of
more than 1.3 billion people. A dedicated Ministry for Human Capital Development
exists in India, coordinating government policies primarily in the field of education.
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The competence of the Ministry also includes the formulation of the national educa-
tion policy and its implementation, the planning of the development strategy of the
national educational institutions, the expansion of access to educational services espe-
cially for disadvantaged groups of citizens, the provision of financial support for educa-
tion and international cooperation in the profile area [Ministry of Human Resource
Development of India, “Overview,” s. a.].

The government of India issues five-year plans on social development. The 12th
plan for 2012—2017 provides for a number of initiatives in the field of education aimed
at enhancing the country’s scientific, technical and innovative potential. In particular,
it was designed to support the development of 20 multidisciplinary research univer-
sities to increase their international competitiveness, primarily through strengthening
control over their operations and audits of their performance [Ministry of Human Re-
source Development of India, “Twelfth Five Year Plan,” s. a.]. As a part of this plan’s
implementation, the Law on Innovative Research Universities was approved by the
government in May 2012 [Legislative Brief, 2013]. In addition, India plans to establish
20 centres of excellence within existing universities and 50 centres for training and re-
search in the advanced fields of science and technology [ Ministry of Human Resource
Development of India, “Twelfth Five Year Plan,” s. a.].

The liberalization of investment legislation in India continues and is gaining mo-
mentum. At the same time, restrictions on foreign capital continue to be maintained in
sensitive sectors of the economy, including agriculture, oil refining, commodity trad-
ing and insurance [Make in India, “Foreign Direct Investment,” s. a.]. The “Make in
India” initiative, if successfully implemented, will significantly improve the country’s
position in all investment-related policy areas.

South Africa

The foreign investment regime in South Africa has for a long time been regulated
not by a single legislative instrument, but through specific industry regulations. Ac-
cording to the self-assessment report on the investment regime of South Africa issued
in 2014 under the auspices of the OECD, the investment regime of the country is char-
acterized as relatively open. The OECD FDI regulatory restrictiveness index for South
Africa is the lowest among the BRICS countries and amounts to 0.06 (the average for
OECD countries is 0.07) [UNCTAD, “FDI Index,” s. a.]. All sectors of the economy
are open to foreign investors; authorization from state authorities is not required. Re-
strictions, related to the form of ownership or the volume of investment of foreign ac-
tors, are minimal. There are no restrictions in place on the ownership of land resources,
nor are there requirements for the efficiency of foreign companies [OECD, 2014a].

Additionally, in accordance with WTO rules, South Africa does employ domestic
content requirements. However, there is a practice of “non-mandatory” requirements
in the country. These requirements create incentives for South African companies to
purchase domestic products and are not enshrined in legislation [OECD, 2014a]. Ne-
vertheless, these norms apply equally to both national and foreign investors.
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In 2015, the Promotion and Protection of Investment Bill, developed by the Depart-
ment of Trade and Industry of South Africa, was adopted. On 15 December 2015, the law
was approved by the president of South Africa. The stated objectives of the Act are the pro-
tection of investments in accordance with the provisions of the constitution of the country
while ensuring the balance of the interests of the state against the rights and obligations of
investors and the confirmation of sovereign rights of South Africa regarding regulation of
investments to ensure national interests [Government of South Africa, 2015].

In fact, the Investment Protection Act of 2015 established the right of the state to
impose certain restrictions and expropriate the property of investors, if deemed neces-
sary for reasons of national interest. Several representatives of the international busi-
ness community, including members of the American Chamber of Commerce in South
Africa, expressed the view that this legislative act will negatively affect the overall state
of the investment climate in the country [Eyewitness News, 2016]. A similar opinion is
held by the factions opposing the current leadership of the country in the parliament,
in particular the Democratic Alliance [ Eyewitness News, 2015].

Nevertheless, the law only confirmed the state’s right to ensure regulation, a right
that already existed in the South African legislative system according to the constitu-
tion. The Investment Protection Act also does not introduce distinctions between na-
tional and foreign investors, emphasizing the equality of these groups before the law in
full compliance with international standards.

According to the research conducted by the OECD and UNCTAD since 2009 on
G20 investment measures for the period from April 2009 to November 2016, South
Africa introduced only nine investment policy measures. All of them were aimed at
liberalizing the investment regime for foreign actors.

On 25 October 2011, it was announced that restrictions on foreign ownership of
companies operating in the foreign exchange market were lifted. Measures to stimulate
investment activity were also adopted in February 2013 within the “Gateway to Africa”
program. Companies listed on the Johannesburg Stock Exchange acquired the right
to establish an additional subsidiary company within the country without restrictions
[South African Reserve Bank, 2011].

In May 2011, the Companies Act came into force. The act was aimed at improving
and modernizing the company registration system, as well as assisting enterprises in
distress [Government of South Africa, 2011].

Currently foreign investment in South Africa can be carried out without restric-
tions through companies registered in the country, as well as through the creation of a
subsidiary structure. External investments are almost equal in all respects to internal
ones. The most significant difference concerns borrowing from local sources — foreign
investors are limited in the amount of borrowed funds. Loans to enterprises with more
than 75% foreign ownership must pass the approval procedure in the Financial Surveil-
lance Department [OECD, 2014a].

The competition policy of South Africa is regulated in accordance with the Com-
petition Act of 1998 [ Competition Commission of South Africa, s. a.]. The main govern-
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ment bodies responsible for conducting antimonopoly policy are the Competition
Commission, the Competition Tribunal and the Competition Appeal Court.

The provisions of the 1998 Competition Act apply to both private and public ac-
tors in all sectors of the economy. At the same time, the Competition Commission has
the authority to make exceptions in a number of cases, including exports promotion,
promotion of small and medium enterprises (SMEs), fostering development of his-
torically disadvantaged social groups and regions of the country and “saving” certain
industries or the ensuring their stability [WTO, 2013b]. In 2013 amendments to the
law on competition entered into force, introducing criminal penalties for directors and
managers involved in cartel collusion [South African Government, s. a.].

South Africa is a member of the South African Customs Union established in
1910. Currently in force is the 2002 Southern African Customs Union (SACU) Agree-
ment (entered into force on 15 July 2004) [SACU, 2017]. According to the provisions of
the agreement, the members of the Union (South Africa, Namibia, Botswana, Lesotho
and Swaziland) pursue a common trade policy. Customs tariffs, duties and charges,
deductions, procedures for determining customs value, rules of origin and trade pro-
tection measures are harmonized between all member states. There is a free trade zone
within the Union with some reservations related to health and animal protection, the
environment, objects of art, intellectual property rights, national security and exhaust-
ible natural resources [SACU, 2012].

South Africa and the South African Customs Union as a whole are carrying out
efforts to harmonize customs regulations and associated procedures and requirements.
Each country of the Union, pursuant to the Article 22 of the 2002 Agreement, ensures
the consistency of the relevant legislation and has brought their legislation in line with
the Customs and Excise Act of South Africa.

In 2009, the effort to modernize customs administration was launched to harmo-
nize and improve the efficiency of the customs policies of Union member countries in
accordance with international requirements and standards. As a result, customs policy
reform was implemented in the application of risk-management practices, trade part-
nerships, standardization of operational procedures, application of ICT and harmoni-
zation of legislation.

In 2011, the council of ministers of the Union approved the Regional Customs
Policy Document which defined the common strategic objectives of the trade policy
of the association: trade facilitation, protecting the interests of member countries in
fiscal policy by obtaining accurate data on trade flows and ensuring the security of the
member countries’ populations.

South Africa’s performance as measured by OECD trade facilitation indicators
testifies to the high efficiency of measures implemented by the country’s leadership.
The average score of South Africa is the highest among the BRICS countries — 1.7.
On such indicators as international cooperation of customs agencies, governance and
impartiality, information availability, efficiency of customs procedures, advance ru-
lings and appeals procedures, the results of South Africa are on par with the best world
practices and exceed the average result of the top quartile of countries [OECD 2017b].
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The mere fact that South Africa has passed the procedure of self-assessment of
the investment regime for compliance with the provisions of the OECD Liberalization
Codes shows the country’s willingness to improve its investment environment. South
Africa was the only BRICS country that issued a self-assessment report.

In general, the legislation and law enforcement practices of South Africa are con-
sistent with the provisions of the PFI.

Brazil

Brazil’s investment regime is characterized by relative openness to foreign capital.
The OECD FDI regulatory restrictiveness index for Brazil amounts to 0.10 (the average
for OECD countries is 0.07) [UNCTAD, “FDI Index,” s. a.]. Among the countries
reviewed in this article, it is second only to South Africa (0.06).

The relatively favourable conditions for attracting foreign capital in Brazil are de-
termined by the country’s need for foreign investment to strengthen its technologi-
cal capacity and foster the development of the northern and north-eastern regions.
In 2015, the government of Brazil announced the priority of attracting investments
in infrastructure development. The ongoing development program for transport and
logistics infrastructure aims to attract investments in roads, ports, airports, energy and
urban infrastructure [U.S. Department of State, 2015]. All these sectors are open to
the participation of foreign capital. However, Brazil experiences difficulty attracting
investment due to the ongoing economic and political crisis.

Regional authorities provide foreign investors with tax credits and deductions. Re-
gional initiatives in this area should be coordinated with the federal authorities, namely,
the SUDAM and SUDENE agencies involved in regional development [PWC, 2013].

Despite the generally liberal stance of the government towards foreign investors,
in recent years several measures have been adopted to strengthen state control over
investment activities and impose certain restrictions on foreign capital. According to
UNCTAD, between April 2009 and November 2016 Brazil adopted 21 investment
measures. Four were aimed directly at the regulation of FDI while the remaining
16 dealt with other investment-related industries.

On 19 October 2009, Brazil introduced a 2% fee for short-term portfolio invest-
ments made by nonresidents. This measure, according to the minister of finance, was
designed to reduce the uncontrolled influx of foreign capital which could lead to the
emergence of price bubbles in the Brazilian economy [OECD, WTO and UNCTAD,
2010]. On 23 August 2010, a restriction on the sale of agricultural land to foreign inves-
tors and to any enterprises with a share of foreign participation of more than 50% came
into effect [UNCTAD, 2010b].

In April 2011, the Brazilian government adopted a resolution introducing restric-
tions on foreign participation in companies providing secondary insurance services
[The Economist Intelligence Unit, 2011]. This measure was negatively received by the
international coalition of associations of reinsurers, who demanded its abolition [BNA,
2011]. There is also a restriction in place on the ownership of land in the 150-kilometer
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border zone of the country. Foreign actors wishing to purchase land in this zone must
receive a special permit from the National Security Council. Also, according to the set
of rules adopted in August 2013, the territory owned by foreigners should not exceed
25% of the total area of the municipal district [U.S. Department of State, 2015].

During UNCTAD’s monitoring period, Brazil carried out efforts to liberalize in-
vestment legislation. One such measure was the decision to raise the quota for foreign
participation in the capital of the Bank of Brazil (the state bank) from 12.5% to 20% in
September 2009 [UNCTAD, 2010a].

Since 2009, Brazil has conducted a nation-wide program to support investment —
Programa de Sustenta¢do do Investimento (PSI). The program is aimed at assisting
investors, including foreign ones, in the development and implementation of innova-
tive technologies in the country. Also, within the framework of this initiative there is a
subprogram focused on stimulating small and medium enterprises [Finep, s. a.].

On 13 September 2011, a previously existing 49% restriction on foreign ownership
in telecommunications and broadcasting enterprises was lifted. On 25 February 2014, a
law was signed which gave the status of resident companies to enterprises with foreign
participation that had purchased land plots in the country in 1994—2010 [U.S. Depart-
ment of State, 2015].

On 1 March 2016, the Brazilian government issued Provisional Measure No. 714,
easing restrictions on foreign capital in Brazilian airlines by raising the foreign par-
ticipation quota from 20% to 49% [UNCTAD, 2016]. Nevertheless, on 25 June 2016
Brazilian President Michel Temer vetoed a law that could finally abolish all existing
restrictions in this area.

On 13 September 2016, the government announced the Investment Partnership
Program to expand and strengthen the links between public and private investment
activities. The main goal was to create jobs and ensure the country’s economic growth
through new investments in infrastructure and large-scale privatization. This program
was also designed to strengthen legal security, regulatory stability and enhanced man-
agement [Palédcio do Planalto Presidéncia da Republica, 2016].

On 16 October 2016, at the BRICS Business Council, President Michel Temer
urged members to invest in Brazil. In his speech, he listed the measures taken by the
federal government to improve the business environment — reducing bureaucratic pro-
cedures and operating expenses, as well as ensuring predictability and legal certainty.
According to Mr. Temer, the provisions of the Investment Partnership Program as ap-
proved by the senate create investment opportunities in 34 initial projects in such ar-
eas as seaports, airports, highways, railways, energy, oil and gas. Investment in these
sectors will also create new jobs and increase economic growth [Paldcio do Planalto
Presidéncia da Republica, 2016].

On 4 November 2016, Secretary for Planning and Economic Affairs Marcos Fer-
rari stressed the importance of fiscal reform to overcoming the economic crisis. In
his opinion, fiscal adjustment is bound to stabilize the macroeconomic environment,
bringing it in line with investors’ expectations thus restoring economic growth through
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rejuvenated investment flows and the creation of jobs and income growth. Mr. Ferrari
stressed the need for pension reform and the approval and implementation of a new tax
regime which would create conditions for financial stabilization to attract investment
[Portal Brasil, 2016].

The main legislative act regulating competition in Brazil is Law No. 12,529 of
30 November 2011, which came into force on 29 May 2012. This law determines the
powers and structure of the state authorities responsible for governance in the antimo-
nopoly sphere. According to the text of the law, the Administrative Council for Eco-
nomic Protection (CADE) is engaged in the investigation of anticompetitive behaviour
and has control over mergers and acquisitions and administrative decisions. In addi-
tion, CADE carries out educational activities on these issues [CADE, nd].

The Brazilian government retains control over a significant number of enterprises
in such areas as electricity, hydrocarbon production, port services, financial services,
transport and health. In 2010, according to the data provided by the government there
were 122 enterprises under state control in the country [WTO, 2013a]. As of 1 March
2017, according to the Ministry of Planning, Budget and Administration, the list of
state enterprises included 80 companies [Ministerio do planejamentom Desenvolvi-
mento ¢ Gestao, 2017].

The public procurement system in Brazil is decentralized, significantly complicat-
ing information collection and government reporting on the aggregate volume of pro-
curements. Monitoring of state procurement is carried out by the Ministry of Planning
through the Integrated System for Administration of Public Services (SIASG). The
main legislative act regulating the system of public procurement in the country is Law
No. 8,666 of 1993 and its supplementary Law No. 12,349 of 2010. The procedure is
carried out on a tender basis. The preferential treatment of all Brazilian enterprises was
abolished by the Constitutional Amendment No. 6 in 1995 [WTO, 2013a].

In 2010, the Brazilian government strengthened the regime of preferences for na-
tional enterprises. National producers are given preferential incentives of up to 25% for
tenders at the federal level. This step was pursuant to the goal of promoting the sustain-
able development of the Brazilian economy in accordance with Plano Brasil Maior.
Further tightening of the regime of preferences of national enterprises in the field of
ICT took place in 2014 [Global Trade Alert, 2015].

In 2011, Brazil underwent the assessment of government procurement practices
according to the OECD Public Integrity Review. The OECD appreciated the progress
made by the country in improving transparency and applying the risk-based approach.
At the same time, it noted the need to increase the level of professionalism among
employees of relevant government agencies, as well as the development of performance
indicators [OECD, 2012]. Similar conclusions were made by the authors of the 2010
World Bank study of the Brazilian government procurement system, who noted short-
comings in the area of appeal mechanisms [World Bank, 2010].

According to the World Trade Organization report on Brazil’s trade policy, the
country’s policy is consistent with the governing principles of the multilateral trading
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system. Brazil actively uses the WTO dispute settlement mechanisms — in 2008—2012
the country initiated three complaints [WTO, 2013a]. One of the priority tasks of the
country’s foreign trade policy is the advancement of regional economic integration,
including within the framework of MERCOSUR. In addition, the free trade agree-
ment between MERCOSUR and the European Union is under negotiation. The EU
is Brazil’s largest trading partner, accounting for 19.6% of the country’s total trade
[European Commission, 2017].

In2007—-2012, the government took several steps to simplify trade procedures. Bra-
zil’s score in the OECD trade facilitation indicators study amounts to 1.5 (the average
for the BRICS countries is 1.46). Brazil’s performance comes closest to international
best practices in the areas of border agencies cooperation, governance and impartiality
and information availability. According to the study, in 2012—2015 Brazil enhanced its
performance on automation of customs procedures and minimizing formal require-
ments. In 2016, the “single window” system was implemented. The government an-
nounced a goal to shorten the time for customs procedures from 17 to 10 days by 2017.

At the same time, the study showed lack of progress or even setbacks for several
other indicators. In particular, Brazil’s scores for appeal procedures, the availability
of information and the number of required documents deteriorated compared to 2012
[OECD 2017b].

In 2016, Brazil made efforts to stimulate imports, especially in innovative sectors,
and reduced import tariffs in information technologies and telecommunications sec-
tors [WTO, 2016].

Brazil uses protectionist measures as a tool to protect the domestic market. In 2016
the government raised tariffs for a number of goods, including fatty acids (1 July 2016)
and individual names of silicates (from 20 July 2016).

Despite somewhat uneven performance, Brazil’s trade policy can be characterized
as generally consistent with the principles of the WTO multilateral trading system and
the recommendations of the PFI, as evidenced by the government’s continued efforts
to promote trade facilitation and liberalization of the trade regime.

The policy of the Brazilian government in the field of regulation of the invest-
ment environment can be assessed as liberal. Since 1995, a constitutional amendment
stipulates the absence of fundamental legal differences between Brazilian and foreign
companies. The remaining restrictions are primarily connected with the need to ensure
state security and market stability, which is typical for many counties, including OECD
members.

Comparative Analysis of the BRICS Countries’ Approaches
to the Implementation of the PFI

The results of BRICS investment policy monitoring across four issue areas (invest-
ment regimes and efforts to promote investment, national regulatory regimes, trade
policy measures directly related to investment, and overcoming structural constraints)
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indicate the presence of several factors impeding the full implementation of PFI by the
BRICS countries.

First, the need to protect emerging market economies necessitates the allotment
of preferential advantages to national, including state-owned, companies and investors
in domestic markets in all the examined countries.

The second factor is the strong influence of national security considerations, often
cited as an argument in favour of maintaining the closed nature of strategically impor-
tant sectors of the economy. It is worth noting that this is characteristic not only of the
BRICS, but also of many other countries, including developed ones.

The third category of factors affecting the investment climate of national jurisdic-
tions and the degree to which the PFI provisions are implemented are closely tied to
structural limitations, such as the level of infrastructure development, the quality and
quantity of human capital and environmental sustainability affected by PFI 2015 under
the “Green Growth Investment Framework” [OECD, 2015].

Based on the results of the monitoring of the BRICS countries’ investment poli-
cies in 2009—2017, a number of conclusions regarding the compliance of the imple-
mented policy with the provisions of the OECD Policy Framework for Investment can
be made.

Given the long-term trends in the evolution of the investment environment, steady
progress in each of the countries analyzed in this article can be observed. Compared
to the first half of the 1990s, which served as the starting point for many studies and
reviews of investment policy, the BRICS countries were able to both largely liberalize
the legislative framework and ensure greater transparency and predictability of law en-
forcement practices in the field of investment. As the BRICS countries were integrated
into the global economy they gradually shifted from protectionism to liberal market
policies, abolishing sectoral restrictions to investors, including foreign ones.

The investment policies of South Africa and Brazil are to a large degree in line
with the basic principles and recommendations of the PFI. The FDI regulatory re-
strictiveness index for these countries is on par with the average level of the OECD
countries (0.07). These states ensure the equal status of foreign and national investors
and enterprises. The existing restrictions are, as a rule, related to the need to ensure na-
tional security and, in the case of Brazil may be caused by economic crisis and political
instability.

At the same time, the FDI regulatory restrictiveness index scores for India and
China have significantly exceeded the average for OECD countries. Unpredictability
and lack of transparency of regulatory requirements are some of the most serious obsta-
cles to investment. Despite the significant progress achieved in this area by all the states
under consideration, unfavourable conditions remain in a number of sectors in their
economies. This trend may be partly related to the consequences of the global financial
and economic crisis, as well as the adaptation of the BRICS countries to a new growth
model and, as a consequence, the focus on supporting national enterprises and state
companies to the detriment of foreign businesses.

174



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

In this regard, the important role of national security considerations and domes-
tic political stability in the investment policy of the BRICS countries should be high-
lighted. This trend is particularly relevant for China, which has a much broader list of
economic sectors closed to foreign capital compared to other countries under consid-
eration, including military industry, energy, information and communication and the
mass media.

Another important limitation for the investment environments of the BRICS
countries is underdeveloped infrastructure. To some extent, this problem is typical for
each of the states in question. The mobilization of private sector funds, including for-
eign investors, to modernize infrastructure seems to be the clearest response to this
challenge. The policy of attracting investments in the development of the northern ter-
ritories conducted by Brazil, as well as large-scale infrastructure projects implemented
in India and China, are the most vivid examples of an approach to resolving infrastruc-
ture bottlenecks that take business interests into account.

Given the large number of investment-related aspects and policy areas, the
BRICS states employ an integrated and complex approach to the implementation of
public policy aimed at improving investment conditions. One example that clearly cor-
responds to PFI recommendations is the “Make in India” initiative, which involves
the liberalization of industries such as defense, civil aviation, television broadcasting,
banking, construction, pharmaceuticals, agriculture and others. Another example is
a comprehensive policy aimed at increasing the attractiveness of the investment en-
vironment pursued by the South African Republic. The experience of South Africa in
integrating measures to overcome the structural limitations of the national investment
environment (development of education, combating inequality, ensuring green growth)
in the country’s socioeconomic development plans, as well as close interaction with
the business community and civil society (Green Economy Accord), fully reflects the
recommendations of PFI to ensure that a wide range of interests are taken into account
in areas related to investment activities in the framework of national concept papers and
development programs.

The protection of intellectual property rights also holds a prominent place among
the provisions of the OECD Policy Framework for Investment. The problems in this
area mainly concern law enforcement practices. For example, there is an inconsistency
in the sentencing of cases involving violations of intellectual property rights in China.
In this regard, even measures such as the revision of relevant legislation in accordance
with the requirements of TRIPS undertaken by India may not fully eliminate the exist-
ing shortcomings in law enforcement practices.

An important element of transparency and predictability of the investment en-
vironment is government activity aimed at informing foreign investors of the existing
regulatory requirements and other features of the investment climate. In this context
self-reporting, including through the use of the OECD mechanisms, is important. The
only state that has undertaken a self-assessment of its investment regime for compli-
ance with the provisions of OECD liberalization codes is South Africa.
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Overall, despite significant progress in liberalizing investment regimes over the
past 25 years, BRICS countries, especially India and China continue to lag behind
some of the best practices reflected in the provisions of the PFI.

Conclusion

As products of the analysis and selection of the best existing practices in the relevant
issue areas, OECD mechanisms such as the PFI largely reflect current trends in the de-
velopment of legislation and law enforcement practices. Thus, many PFI recommen-
dations can, to varying degrees, be implemented regardless of participation in OECD
initiatives to improve the quality of management and the business environment or to
promote the competitiveness and investment attractiveness of economies. Based on
the analysis of the investment policies of the BRICS countries, recommendations to
improve national legislation and law enforcement practice in the Russian Federation
can be made.

First, it is necessary to become involved in the OECD collaboration process to
update the potential future edition of the PFI, whether through mechanisms provided
for within the Organisation or through other multilateral institutions such as the G20.
In this regard, it is also necessary to develop cooperation within BRICS in order to
determine a common position on possible future changes to the PFI or other potential
instruments in the investment field. It is possible to use the G20 platform to specify the
provisions and elevate the status of the G20 Guiding Principles for Global Investment
Policymaking, perhaps with the ultimate goal of its eventual convergence with the PFI.
Preliminary work on this is already under way in Russia.

From the point of view of implementing the provisions of OECD instruments,
including the PFI, at the national level, this analysis concludes with the following re-
commendations:

First, the practice of participating in OECD self-reporting mechanisms on nation-
al legislation and law enforcement compliance with the provisions of the PFI should
be resumed. Second, the simplification of business and investment-related procedures,
reduction of accompanying costs and minimization of formal requirements to inves-
tors, including foreign ones, should be continued. Third, awareness of the Russian and
foreign business community about measures to liberalize the investment environment
should be promoted. Fourth, the coherence of measures taken in various investment-
related sectors from the development of human capital and the promotion of SMEs to
trade and competition policies should be ensured.

A complex approach to implementing the provisions of the OECD Policy Frame-
work for Investment, aligned with the interests of the business community and civil
society and taking account of national circumstances, will allow Russia to increase the
competitiveness of its economy and attractiveness of its jurisdiction to foreign investors.
Ultimately, this will contribute to the stated goals of the Russia’s economic and social
development.
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Pamounas konyenuyus 6 oonacmu uneecmuyuii (PKH) ODCP, npedcmasasiowas coboii KomMniekc peKomeHoayuil u Hau-
AYMUUX BpaKkmuk 6 12 Hanpaenenusx 20cydapcmeeHHoll NOAUMUKU, BAUSIOWUX HA GOPMUPOBAHUE UHBECMUUUOHHO20
Kaumama 6 cmpaue, Ha cec0OHAWHUN OeHb A6A5emcs Hauboaee NOAHbIM U ABMOPUMENHbIM MeNCOYHAPOOHBIM UHCMPY-
MeHMOM 6 chepe mexncoyHapoonvix uneecmuyuii. AxkmyansHocms noasoxcenuii. PKU ons eocydapecme ODCP u opyeux
cmpan, 6 mom uucae u Poccuu, obycaoenena napacmaroweii KOHKypenyuel Ha MUpOGOM UH8eCMUUUOHHOM pbitKe. Pea-
auzayus noaoxcerui Konyenyuu cnocobna 3HavumenHo NOBbICUMb NPUBAEKAMEAbHOCTb HAUUOHANLHOU HOPUCOUKYUU C
MOYKU 3peHUs. NPUBACHEHUS NPAMBIX UHOCMPAHHBIX UHGECMULUI, NOBbLUAS, MAKUM 00pA30M, 00WUL YPOBEHb KOHKYPEH -
MOCnOCOOHOCIU IKOHOMUKU CIPAHbL.

Onbim KkpynHsix pasgusaroujuxcs cmpat, napmuepog Poccuu no 5PUKC, ne seasroujuxcs urenamu Opeanusayuu,
HO HAXOO0AWUXCS C Hell 8 MECHOM 83AUMO0elCMBULL, 8 MOM YUCAe Yepe3 NPOUECchl BbIPAdOMKU U C02AAC08AHUSI 0OHO6AEH -
HOU eepcul doKymeHma, npeocmasisem unmepec ¢ mo4ku 3penus pabomot no pearuzauuu noroxcenuit PKH e Poccuti-
cxoti Dedepayuu.

B pamkax nacmosweit cmamou uneecmuyuonnas noaumuxa bpazuauu, Unouu, Kumas u FOAP paccmampuea-
emcs yepe3 npusmy noaodcenuil Konyenyuu, cepynnuposantsix no yembipem 0CHOBHbIM HANPABGACHUAM: 00ujue XapaKme-
PUCMUKU UHBECMULUOHHO20 DEXCUMA U COOeUCmBUe UHBECMULUAM, HAUUOHANbHBLI DeXCUM Pe2yauposanus é obaacmu
UHGeCMUYUI, MOP208as NOAUMUKA, npeodoaeHue CMPYKmypHuix oepanutenuil. Ilo umoeam ananusza npeosaeaemcs: pso
peKomMeHOayuil no cO08ePUIeHCMBOBAHUIO UHBECMULUOHHOL cpedbl 6 Poccuu.

KmoueBbie ciioBa: PamouHast koHuernms B oonact maBectuimii; OO CP; BPUKC; mexayHapomnHast TOproBJis;
MHBECTULIMU; MHGMPACTPYKTYPA; Pa3BUTHE YEJIOBEUYECKOTO KaluTasa; «3eJeHblii» pocT

Hna uutupoBanusi: CaxapoB A.T. IToaxonsl ctpan BPUKC k peanuzanum PaMoyHOI KOHIEMIIMKA B 00J1aCTU MH-
pectuimiit O9CP // BecTHUK MexmyHaponHbix opranu3anmii. 2017. T. 12. Ne 3. C. 160—181. DOI: 10.17323/1996-
7845-2017-03-160

Jlntepatypa

OECD (2009) OECD Investment Policy Reviews: India 2009. Pexum moctyma: http://www.keepeek.
com/Digital-Asset-Management/oecd/finance-and-investment/oecd-investment-policy-reviews-in-
dia-2009_9789264076969-en#page 18 (nata obpameHus: 28.08.2017).

OECD (2015) The Policy Framework for Investment (PFI). Pexxum moctyma: https://www.oecd.org/invest-
ment/investment-policy/Policy- Framework-for-Investment-2015-CMIN2015-5.pdf  (mara  oGparieHus:
28.08.2017).

! CraTbs rTocTynmia B pegakiuio B suBape 2017 1.

HccienoBaHue BBITOMTHEHO B paMKax Hay4HO-MCCIIEI0BATENbCKOM PaOOThI FOCYAApCTBEHHOTO 3aJaHMs
PAHXuI'C «CpaBHuTenbHbli aHanu3 noaxonos ctpaH BPUKC u MHaoHe3uu K peaan3aluy MUHCTPYMEHTOB
OBCP» (2017 1.).

180



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

OECD (2016) Investment Policies Related to National Security A Survey of Country Practices. Pexum
nocryma: http://www.oecd-ilibrary.org/docserver/download/5jlwrrf038nx.pdf?expires=1476870588&id=id&
accname=guest&checksum=6A6D40A2A176389BACO1117A1E69E897 (mata o6pamenus: 28.08.2017).

OECD (2017a) FDI Regulatory Restrictiveness Index. Pexxum noctymna: http://www.oecd.org/investment/fdi-
index.htm (mata o6panieHus: 28.08.2017).

OECD (2017b) Trade Facilitation Indicators, OECD. Pexxum nocryma: http://www.oecd.org/tad/facilitation/
indicators.htm (maTta o6pamenus: 28.08.2017).

UNCTAD (2016) 16th Report on G20 Investment Measures. Pexkum moctyna: http://unctad.org/en/Publica-
tionsLibrary/unctad_oecd2016d16_en.pdf (maTa oopamienus: 28.08.2017).

WTO (2016) Report on G-20 Trade Measures. Pexum moctyma: https://www.wto.org/english/news_e/
newsl6_e/g20 wto_report_novemberl6_e.pdf (mata o6pamenus: 28.08.2017).

WTO (2016a) Trade Policy Review China. Pexxum mocrtyma: https://www.wto.org/english/tratop _e/tpr_e/
s342 e.pdf (mnara oopaienus: 28.08.2017).

181



EU Relations with the BRICS:
Strategic Partnership or Structural Disjunction?”

M.R. Freire

Maria Raquel Freire — PhD, Associate Professor, Jean Monnet Chair, Department of International
Relations, Faculty of Economics of the University of Coimbra; Av. Dias da Silva 165, 3004-512 Coimbra,
Portugal; E-mail: rfreire@fe.uc.pt

Abstract

The international system is characterized by increasingly interdependent and asymmetrical relations between
the constellations of actors that compose it. While the state remains a central reference in international
relations, multilevel and multidimensional relationships make the system very complex. The state, international
organizations, non-state actors, club diplomacy and groups of states (e.g., the Group of 20 [G20] and the
BRICS grouping of Brazil, Russia, India, China and South Africa) all contribute to this complexity and make
the global governance system increasingly multifaceted. In this context, this article examines the relationship
between the European Union and the BRICS — two very different actors, pursuing formal and informal
integration processes, respectively — and assesses the possibilities and limits of cooperation. This article seeks
to understand whether the EU — BRICS relationship reflects a strategic partnership or a structural disjuncture.
It starts by discussing multilateralism as a cooperation-oriented but sometimes interest-driven tool in a diverse
and multilevel governance system. It then analyses EU — BRICS relations, identifying the main drivers and
highlighting how the complex context both facilitates and hinders the constitution of this relationship. The
article concludes that the EU — BRICS relationship is informed by asymmetries and ambivalence that reflect
their different sizes, capacities and approaches. Moreover, although there is a shared understanding that
cooperation might be beneficial, contradictory rules and perspectives on the international order mean this
potentially positive relationship is nevertheless embedded in fundamental structural constraints.

Key words: European Union; BRICS; global governance; multilateralism; norms

For citation: Freire M.R. (2017) EU Relations with the BRICS: Strategic Partnership or Structural
Disjunction? International Organisations Research Journal, vol. 12, no 2, pp. 182—200 (in Russian and
English). DOI: 10.17323/1996-7845-2017-03-182

! The editorial board received the article in November 2017.

The author acknowledges funding for research from the Marie Sktodowska-Curie Innovative Training
Networks (ITN-ETN) of the European Union’s Horizon 2020 research and innovation programme, under
grant agreement “CASPIAN — Around the Caspian: A Doctoral Training for Future Experts in Development
and Cooperation with Focus on the Caspian Region” (642709 — CASPIAN — H2020-MSCA-ITN-2014).

182



COOPERATION TO ENSURE ECONOMIC GROWTH AND INTERNATIONAL SECURITY

Introduction

The international system is characterized by increasingly interdependent and asym-
metrical relations among the constellations of actors that it is composed of. Although
the state remains a central reference in international relations, multilevel and multi-
dimensional relationships make the system very complex. The state, international or-
ganizations, non-state actors, club diplomacy and groups of states (e.g., the Group of
20 [G20] and the BRICS grouping of Brazil, Russia, India, China and South Africa)
all contribute to this complexity. Their activities might have transnational or intra-state
dimensions, resulting in a web of relations that makes the global governance system in-
creasingly multifaceted. In this context, this article examines the relationship between
the European Union and the BRICS — two very different actors, pursuing formal and
informal integration processes, respectively — and assesses the possibilities and limits
of cooperation. This article seeks to understand whether the EU — BRICS relation-
ship reflects a strategic partnership or a structural disjuncture. The article starts by dis-
cussing multilateralism as a cooperation-oriented but sometimes interest-driven tool in
a diverse and multilevel governance system. It then analyzes EU — BRICS relations,
identifying the main drivers and highlighting how global complexity both facilitates
and hinders the constitution of this relationship. The article concludes that the EU —
BRICS relationship is informed by asymmetries and ambivalence that reflect their dif-
ferent sizes, capacities and approaches. Moreover, although there is a shared under-
standing that cooperation might be beneficial, contradictory rules and perspectives on
international order mean this potentially positive relationship is nevertheless embedded
in fundamental structural constraints.

Multilateralism and Global Governance
in an Increasingly Asymmetrical International System

As a core concept of international relations, the assertion that state sovereignty is the
defining feature of the international system has become increasingly difficult to main-
tain. New configurations of power resulting from a multi-layered global governance
system challenge the notion that the state is the most relevant unit in the system, even
while these new configurations may work to bolster state power. This results in ambigu-
ity: global governance defined by multilateralism creates space for collective action, but
may also empower individual actions through collective means. Multilateralism “refers
to all arrangements wherein three or more states act in concert... Acting multilaterally
is perceived to have a value. This value is derived from the appearance of an inclu-
sive, collective, even consensual approach to international action” [Wilkinson, 2015,
p. 548]. This s in line with John Ruggie’s view of multilateralism as a collectively shared
endeavour and reciprocal gains obtained from collaborative action [cited in Wilkinson,
2015, p. 550]. However, while multilateralism may imply convergence it may also re-
flect an exclusionary dynamic when states refrain from supporting collective action
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that they determine to be against their interests (e.g., in the context of alignments for
voting and the use of veto power at the United Nations Security Council). Herein lies
the ambiguity inherent to the functioning of multilateral institutions; on the one hand,
inclusiveness and collective sharing are implied, but on the other, exclusion and under-
representation tend to operate as well.

Wilkinson recognizes this, noting that “those multilateral institutions created in
the post-World War Two era have been fashioned in such a way that they have tended
to assist in the preservation of the United States’ pre-eminent role rather than contrib-
uted to its dilution” [Wilkinson, 2015, p. 550]. This means, following Nicholas Onuf
[1989, p. 261] that most “institutions are bounded by a number of rules. At choice
then is not just to follow a rule, but which one, to what extent, and so on.” Combined,
these observations highlight two main issues. First, the fact that the main rules in the
international system were established after World War 11 means that they are imprinted
with the dominant western liberal perspective. Second, because the ensemble of rules
that maps action within a given institution leaves room for divergent interpretations,
what might be described as out-of-scope action becomes possible. The principle of the
responsibility to protect within the United Nations is an interesting illustration of this
issue. The locus of its application is defined in a set of rules that have become elastic in
their interpretation and used to legitimize interventions in differentiated contexts and
by different actors. This elasticity illustrates Onuf’s point about how and to what extent
international actors follow certain rules. This complicates multilateralism in structures
of global governance.

In global terms,

governance is usually linked to the exercise of state sovereignty. However, in an increasingly
globalized world, states are bound together by a web of multilateral and bilateral agreements
that create mutual binding obligations and place governments under greater scrutiny... It is
manifest in the growth of regional trade blocs that cooperate in such areas as trade and the
elaboration of common legal frameworks. It is also observed in the power of intergovernmen-
tal institutions and in the spread of multinational corporations... Globalization has profound
implications for governance, including the erosion of state sovereignty as transnational bodies
increasingly mediate national concerns and press for universal laws [Griffiths, 2005, p. 347].

The EU and the BRICS are part of this multi-layered governance structure
through the institutionalization of their procedures as well as the establishment of both
bilateral and multilateral relations among and between them, and with other actors
in the system. International norms, which form the basis for international relations,
simultaneously guide action that promotes cooperation — as the very nature of the con-
cept of multilateralism tries to embed and project — justify actions that do not elegantly
fit international rules but that, due to different interpretations, might jeopardise this
more benign interpretation of multilateralism. One of the most relevant international
rules in this regard, and in global governance overall, is the fundamental rule of state
sovereignty and non-intervention versus the right to self-determination and protection
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of minorities. Much has been written about the clash of norms implied by these two
fundamental principles enshrined in the UN Charter, which leads to competing inter-
pretations of their implementation.

With regard to EU — BRICS relations, the driving norms-taking and norms-mak-
ing dynamics are not as different as might be expected [on norms taking and norms
making, see Checkel, 1999]. In fact, these entail visible cooperative and competitive
approaches both within and between the EU and the BRICS. Which norms are taken
up? Which are ignored or misinterpreted? These questions are important because dif-
ferences are revealed in the way these relationships are conceptualized based on fun-
damental ideas such as sovereignty, the principle of international intervention, security
promotion and international order, and in how they are articulated through discourse
and practice. Significantly, these differences explain the absence of strategic partner-
ship between the EU and the BRICS. Similarly, discourses and practices of the EU and
the BRICS have served different purposes in the interpretation and projection of these
concepts in multilateral relations. The discursive strategy of naming the “other” as the
“enemy” or as the “partner,” for example, works to legitimatize actions and reactions
independently of a real, constructed or perceived threat or gain, and provides space for
both socialization and resistance. The narrative of “self/other” feeds into the discourse
of inclusion/exclusion/not totally in or out, as it is pursued both in the EU (and the
West more broadly) and the BRICS [Neumann, 1995, 2006].

These narratives inform notions of an alternative to the western hegemonic order,
producing tense relations and images of “otherness” that perpetuate the logic of exclu-
sion/inclusion. This implies that the relations between the EU and the BRICS will
remain complicated by the dual weight of the politics of confrontation and cooperation
because the image each has of the “other” is informed by their different understandings
of the principles and norms of international order. These principles are not fully shared
by the different actors in the multilevel system of global governance, where multilateral
dynamics have been working to balance difference through dialogue and cooperative
arrangements, but with limited reach in terms of the constitutive normative interpre-
tation of these same underlining dynamics. This means that the evolution of EU —
BRICS relations has been to some extent constrained by this constitutive differential.
Progress has been made on practical matters, but cooperation is more difficult when
different interpretations of norms are confronted by questions about the legitimacy of
normative engagements.

Criticism of the hegemonic western-designed order by the BRICS and the re-
sistance this implies centre on the establishment of a system in which new actors can
engage in shaping norms rather than just passively taking norms. However, this is not
necessarily a rejection of the western order. Defining itself often as not being anti-
western, the BRICS seek a more inclusive and just international order that challenges
western neoliberalism’s dominance, while also showing a willingness for integration
and recognition as a legitimate actor in this same order. These dynamics of inclusion/
exclusion/not-totally-included/not-fully-excluded are present in the discourse and
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practices that shape relations between the EU and the BRICS. The politics of resist-
ance and socialization, and the reinterpretation of norms while being both norm takers
and norm makers, suggests a new way of understanding the logic shaping this relation-
ship. The self-reinforcing discourse of exclusion feeds into the anti-western discourse
that the BRICS is challenging the dominant normative order. However, this politics of
resistance framed as anti-western or “with the West” opens up the opportunity for mu-
tual engagement. It also supports multilateralism as a tool that might strike a balance
between socialization and resistance practices, eventually translating into a “reset” of
relations with this hegemonic “western-other” and its unjust international order.? The
next section examines the evolution of EU — BRICS relations in order to provide the
framework for a discussion of the possibilities for, and implications of, cooperation
and competition in bilateral/multilateral relationships embedded in different interpre-
tations of the international global governance system.

EU — BRICS: The Nature of the Actors

The EU is an international organization with 28 member states, each of which retains
decision-making authority in foreign policy, security and defence. This means that,
whereas economic agreements follow common agreed-upon rules and procedures, po-
litical decisions about international relations and EU engagement with the BRICS are
the result of a consensus forged among members regarding a strategic approach. In light
of the normative dimension of the socialization/resistance practices noted previously,
it is interesting to analyze how the EU’s normative power discourse operates to project
stability within and beyond its borders, particularly in its relations along the eastern and
southern borders. The creation of a circle of friends in its vicinity is a very clear goal of
the EU as stated in the Security Strategy of 2003 and reinforced with the approval of the
EU Global Strategy [EU, 2016].> The rationale for advancing this strategy to frame EU
relations reflects the understanding of fundamental changes in the international order
and their impact on the EU’s role and position in the global governance structure. In
face of the multiple internal and external challenges, including those in neighbouring
areas understood as central to the security and stability of the EU itself, the Global
Strategy paves the way for enhanced relations with strategic partners, maintaining the
constitutive normative principles of the EU while allowing a more flexible reading of
these principles in the development of these relationships.

Recognition of the contested nature of the prevailing order is clear in the wording
of this EU statement, as is the need to further advance and revise old and new strategic
partnerships alike to facilitate a greater say in international matters:

2 For further discussion of this normative gap between Russia and the West, see Maria Raquel Freire
[2017b].

¥ The European Security Strategy (ESS), “A Secure Europe in a Better World,” was adopted by the
European Council on 12—13 December 2003. It “provides the conceptual framework for the Common Foreign
and Security Policy (CFSP), including what would later become the Common Security and Defence Policy
(CSDP). The ESS analyses and defines for the first time the EU’s security environment, identifying key security
challenges and subsequent political implications for the EU” [EEAS Strategic Planning, 2003].
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While much has been achieved over the last decade, today an arc of instability surrounds the
Union. Further afield, we see conflicts in Africa and security tensions in Asia, while climate
change and scarce natural resources harbour the risk of more conflict. At the same time, global
growth, interdependence and technological progress enable ever more people to escape pover-
ty and live longer, healthier and freer lives. The EU must confront both the challenges and the
opportunities that come with its changed environment. We have a responsibility to protect our
citizens while promoting our interests and universal values. The very nature of our Union — a
construct of intertwined polities — gives us a unique advantage to steer the way in a more com-
plex, more connected, but also more contested world [EU, Undated].

The EU clearly sees establishing strategic partnerships as a fundamental tool of its
external relations, consolidating links at different levels including politics, economics,
security and cultural matters. Strategic partnerships “represent a mutual recognition of
their respective power-status.” [Gratius, 2013, p. 6]. Moreover, by abiding to an agreed-
upon set of rules to govern areas defined as priorities for both, strategic partners rein-
force the relationship as they seek to maximize gains and opportunities for cooperation.
For the EU “Strategic Partnerships have been an important instrument for up-grading
the role of the EU and the BRICS at the global stage” [ Gratius, 2013, p. 6]. This means
a cooperative approach to norm making and norm taking, providing room for negotia-
tion and concessions geared at fostering gains. However, the results from such deep-
ening in relations have been far from substantial. “The EU has not been able to use
these partnerships to substantially upgrade its relations with the BRICS countries or
to prepare itself for the shifting balance of power to the South and to the Asian-Pacific
region” [Keukeleire, Mattlin, Hooijmaaijers et al., 2011, p. 1]. A fundamental goal of
the 2016 EU Global Strategy is thus to redesign strategic partnerships to address these
difficulties and limitations. The intent is to make the EU more central in the interna-
tional governance structure, projecting its influence and principles externally.

The 2008 global financial crisis and changes in the global governance system have
underscored the fact that the EU’s socialization practices inside and beyond its bor-
ders are generating resistance; the Global Strategy advances a pragmatic approach to
meet this challenge. The word “partnerships” appears 35 times in the Global Strategy,
referring to the relationships the EU has with other international organizations, states,
local private/public agencies as well as other informal international arrangements. In-
terestingly, although all BRICS countries except South Africa are mentioned, the word
“BRICS” is not — while the EU has been developing links with the BRICS as a mul-
tilateral group, it is at the same time emphasizing bilateral strategic partnerships with
these emerging economies. Not unexpectedly, Russia and China receive special atten-
tion. Russia is an important partner for geo-political, economic and energy-related
reasons, but cooperation has been hampered by the sanctions imposed after the events
in Ukraine and by the overall climate of tension in EU — Russia relations. China, with
its stable economic growth and increasingly active role in international affairs, is seen
as a very important actor with which the EU should engage further.
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Some basic data support an interpretation of the EU’s approach to external rela-
tions as driven by a desire to project itself in an increasingly asymmetrical and diverse
international system even while conditions become less favourable. For example, as
illustrated in Table 1, global demographic figures show the EU experiencing an accen-
tuated downward trend, while the BRICS countries together are set for considerable
growth in this regard (despite Russia’s long-term problems with demographic decline).

Table 1. The population in the EU, BRICS and other countries, 1960—2060

1960 2015 2060 projections
3,018 million people, % | 7,350 million people, % 10,184 million people, %

European Union 13.5 6.9 5.1

Brazil 2.8 23
China 21.4 18.7 12.5

India 14.9 17.8 17.1
Indonesia 2.9 3.5 3.2
Russia 4

Other G20 countries 10.8 9.7 7.8
United States 6.2 4.4 4

Rest of the World 26.4 36.1 479

Note. Projections for the European Union with 28 members on the basis of main convergence
scenario and for non-EU G20 member projections on the basis of medium fertility variant, 2015—
2100. 1960 population excludes French overseas departments and territories.

Source: Eurostat [2016, fig 1.1, p. 21].

Demographic issues have been on the political agenda for some time. Western
countries, including Russia, face severe population declines, whereas Asian and Afri-
can countries face the reverse trend of rapid population growth. These trends mean that
new groupings like the BRICS represent a growing portion of the total world popula-
tion, giving increasing weight to their global positioning and reach. Economic indi-
cators are also telling. Table 2 compares the share of world gross domestic product
(GDP) between 2004 and 2014, and the contrasts are striking. Proportionate with the
declining share of global population, the EU’s share of world GDP has become smal-
ler during this period compared to the performance of the BRICS, and in particular
that of China.

Trade relations between the EU and the BRICS countries have clearly been in-
creasing as indicated by data regarding international trade in goods by partner from
2004 and 2014. Table 3 summarizes data for EU trade in goods with individual BRICS
countries.
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Table 2. The share of EU countries, BRICS and other countries in world GDP, 2004—2014

Share of world gross domestic product 2004, % 2014, %
European Union 314 23.8
Brazil 3
Canada 2.3
China 10.7 13.4
India 2.6
Japan 4.5 5.9
Mexico 1.8
Other G20 countries 10.9! 14.3?
United States 28.1 22.2
Rest of the World 10.3 14.8

Notes:

! Argentina, Australia, Brazil, India, Indonesia, Korea, Russia, Saudi Arabia, South Africa
and Turkey.

2 Argentina, Australia, Canada, Indonesia, Korea, Mexico, Russia, Saudi Arabia, South Africa
and Turkey.

Source: Eurostat [2016, fig. 6.1, p. 79].

Table 3. EU trade in goods with individual BRICS countries, 2004—2014

European Union trade 2004 imports 2004 exports 2014 imports 2014 exports

in goods (billion euro) from partner to partner from partner to partner
Brazil 21.8 14.2 9.2 29.6
China 48.4 129.2 302.1 164.6
India 16.4 17.2 371 35.6
Russia 84.9 46.1 182.4 103.2
South Africa 15.8 16.1 18.5 23.3
Total 187.3 222.8 549.3 356.3

Source: Eurostat [2016, fig. 7.4, p. 94].

While not exhaustive, these numbers provide the context for the fundamental goal
of the EU’s Global Strategy — namely, the need to position itself better internationally.
This is to be pursued through different means, including strengthening strategic part-
nerships with traditional partners, such as the United States and Japan, and also with
the emerging economies. “Even though the Strategic Partnerships are a too heteroge-
neous concept for defining relations with the EU’s special ten, they reflect the political
will of the EU to be part of the new global game... The EU is also repositioning itself
towards non-traditional partners” [Gratius, 2013, p. 2]. This not only signals recogni-
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tion that these states are increasingly relevant in the global governance system, but also
that, in the context of challenges to the dominant international order, the EU seems to
lack the resources and political will to become an attractive alternative.

A clear illustration presented itself during summer 2015. When the EU found itself in a predic-
ament over what to do with a recalcitrant and economically broke Greece, the BRICS heads of
state and government held their 7th summit in Ufa (Russia), inaugurating a New Development
Bank and a Contingent Reserve Arrangement (CRA). The contrast could hardly be sharper:
where the EU’s institutions are under pressure, the BRICS are steadily developing their own
institutions; where the EU’s mistaken policies are eroding its image, the BRICS offer an ambi-
tious ‘Roadmap to 2025’ as part of China’s gargantuan New Silk Road initiative [van Ham,
2015].

This differential in dynamism is very clear, as is the way it affects socialization
and resistance practices. It reflects the EU’s diminished presence in the overall global
governance system and efforts to regain centrality (as indicated in the Global Strat-
egy). Additionally, it shows that the development of relations with the BRICS still lacks
substance, with multilateralism losing ground to bilateral relations between individual
BRICS countries and the EU. The special configuration of the BRICS club diplomacy
and of its member states clearly plays a role here.

The BRICS members have been described as emerging economies pursuing club
politics or network diplomacy. This group of heterogeneous, non-contiguous states
bases its decisions on consensus, conferring priority to the sovereignty and autonomous
decision-making capacity of states on an equal footing. The main impetus to estab-
lish the BRICS was economic, bringing together states whose economic performance
and potential warranted the new label of “emerging economy” or “rising power.” This
common denominator, to the surprise of many, made possible a common agenda de-
fined by shared concerns and goals, including the possibility of political alignment. In
fact, plans for an alternative to the western neoliberal international order have quickly
become the basis for engagement between these disparate countries. At the first meet-
ing of the group in 2009 (prior to the inclusion of South Africa), the establishment of
“a more democratic and just multi-polar order based on the rule of international law,
equality, mutual respect, cooperation, coordinated action, and collective decision-
making of all states” was a clearly stated goal [BRIC, 2009].

The agenda that followed has highlighted these principles as differentiating the
group’s global reach in international politics. The mobilization of resources through
institutionalized mechanisms such as the New Development Bank (NDB) in support
of projects to promote sustainable development and growth in developing countries
complements the efforts of financial and multilateral regional institutions on global
growth [BRICS, 2014]. This illustrates the autonomous capacity of the group to take
new initiatives to clearly set the agenda [Cooper, 2016, p. 110]. The BRICS has become
a norm maker and is repositioning itself as an influential actor in the governance sys-
tem. As John Kirton and Marina Larionova [2012, p. 9] argue, summit declarations
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clearly demonstrate that the agenda has been continuously growing with new issues
included every year: the group “has evolved its global governance functions, moving
from its focus on deliberation to direction-setting, decision-making, delivery and the
development of BRICS governance institutions.”

The BRICS has been widening its agenda to include “new challenges related to
inequalities, politics of protectionism, isolationism, absence of confidence,” accord-
ing to Svetlana Lukash.* This provides for a more balanced and democratic order with
the fundamental goal of growth, rather than being a substitution for other international
organizations. This idea of complementarity has been underlined in different instances.
Pavel Knyazev [2016] notes that the BRICS plays a leading role and sets an example:
“The political agendas of the BRICS states may not coincide at times, but in the phi-
losophy of the BRICS there is nothing anti-, the BRICS are always a pro- and not a
contra-. This does not mean however that there is not a ‘goal of geopolitics counterba-
lance’, which to the group’s understanding is necessary to confer more justice to the
international order.” This positioning has allowed the change from “a liberal-unilateral
to a developmental-multipolar set of social claims” [Mielniczuk, 2013, p. 1087]. How-
ever, this commitment to a more just order does not necessarily imply the demise of
the West or the replacement of western-led institutions, with which BRICS countries
have been working, and want to continue working [Freire, 2017a]. In this regard, the
tension between the dynamics of socialization and resistance is clear — the role of the
BRICS is limited in the sense that it is challenging the international order from which
it has emerged and in which it continues to benefit.

This desire to promote an alternative order without directly confronting the exist-
ing one creates potential obstacles for the BRICS. However, this alternative order does
not need to be fundamentally different as long as it is more inclusive and provides better
opportunities for less-favoured actors. This points to a “hybrid order” that allows global
integration and a differentiated approach to relations that does not adhere only to the
principles of the liberal order [Stephen, 2014, p. 914]. The multi-layered, polycentric
and sectorial nature of global governance makes it flexible enough to adjust to different
configurations of power, as well as to the different means and goals of distinct actors. In
this way, the polycentric conception of global governance does not mean necessarily an
equal order; instead, “there is a recognition that the system is institutionally biased or
distorted in favour of powerful states and vested interests” [Held, 2014, p. 66; see also
Freire, 2017a].

The BRICS agenda has been widening as the group has become more consolidat-
ed through more institutionalization, including establishing common institutions such
as the NDB, and a more institutionalized format for regular summits. The economic
dimension has remained central despite the broader focus of the agenda to include “the
overarching objective of generating strong, sustainable and balanced global growth, as
well as financial regulation and reforming international financial institutions” [Lario-

4 Remarks at a conference on “G20 and BRICS: New Global Governance Institutions,” at the Russian
Presidential Academy of National Economy and Public Administration, Moscow, Russia, 26 October 2016.
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nova and Shelepov, 2015, p. 45]. In Swaran Singh’s view [2013, p. 396] consolidation
should focus on the economic dimension, whereas the BRICS should “remain cau-
tious” on political and security matters.” Thus, two main ideas can be emphasized.
First, despite being what many saw as an improbable grouping, the BRICS committed
to a common agenda and has delivered on it, including the creation of common institu-
tions. Second, the focus on global governance implies new institutions but overall these
are not intended to overthrow the current system. Rather they seek a balance between
the goal of challenging the western neoliberal order while not dismissing it.

EU Going Global, BRICS Already Global?

The agendas of the EU and the BRICS have common goals such as improved eco-
nomic relations, increased development, and the creation of a more stable and secure
international environment. According to Susanne Gratius [2013, p. 2], declarations
made at BRICS summits concentrate on global issues for which common positions on
the main priorities have been consolidated, namely peace, security, development and
cooperation. Moreover, it is understood that a strong image of the group would allow
for a stronger positioning of the BRICS in the international system, with gains at both
the collective and individual levels [Cheng, 2015, p. 373]. The preamble of “The Strate-
gy for BRICS Economic Partnership” highlights the group’s relevance in global terms
and its agenda moving forward:

BRICS is a dialogue and cooperation platform among Member States (Brazil, Russia, India,
China and South Africa) which together account for 30% of global land, 43% of global popu-
lation and 21% of the world’s Gross Domestic Product (GDP), 17.3% of global merchandise
trade, 12.7% of global commercial services and 45% of world’s Agriculture Production. This
platform aims to promote peace, security, prosperity and development in multipolar, intercon-
nected and globalized world. The BRICS countries represent Asia, Africa, Europe and Latin
America, which gives their cooperation a transcontinental dimension making it especially
valuable and significant [BRICS, 2015].

In official EU documents, the same goals for external relations have been present
since early on. However, both the measures taken to achieve these goals and the un-
derstandings about development and security informing them have been different. For
the EU, these are normative concepts that should be broadly understood; the BRICS
countries tend to take a sovereigntist approach informed by a South-South discourse of
development emphasizing a more equal and less hierarchical international system. The
EU promotes the western neoliberal order, including in its external relations, and adds
a normative dimension. Howeyver, it has been claimed that

the role of values and norms in EU foreign policy deserves an honest re-assessment. A shift
towards a more interest-oriented approach has been discernible in recent debates on the EU’s

3> On this issue see also Ramesh Thakur [2014].
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external affairs, including its neighbourhood policy. The earlier idealism should not be re-
placed with cynicism, relativism or even realism in the sense of accepting that hard power
ultimately dominates the liberal aspiration for a norms-based international order. But the EU
needs to be more realistic (as distinct from realist), not least for the sake of its credibility [Raik,
Helwig and Iso-Markku, 2015, p. 4].

Furthermore, although the EU aspires to become a global actor (as is made clear
in the Global Strategy), the BRICS have already achieved global reach despite the di-
versity of its members’ geography, nature and economic size. Nevertheless, and despite
the differences between the EU and the BRICS in terms of the degree of integration,
size of economies and growth performance, these actors are very much engaged. This is
the case not only economically but also politically, even though in many instances their
political agendas are misaligned. Katarina Kralikova [2014, p. 248] has suggested that
despite political discourse that often seems unfavourable to a closer rapprochement,
the EU is the BRICS’s biggest trading partner and has sought to assist the five coun-
tries in overcoming various problems. Thus, opportunities for cooperation exist and
should be better acknowledged by the BRICS. Nevertheless, as Kralikova notes, the
EU should engage with the BRICS in innovative ways to contribute “to the upgrade of
domestic production; the improvement of research, development and innovation; and
better information sharing in the global knowledge networks and markets.”

As Gratius [2013, p. 4] writes, “neither the EU nor the BRICS have ever suggested
a group-to-group dialogue.” She understands this to be the result of divergent world
views, and of the fact that the BRICS countries have become “veto players against the
West. This corresponds to the rhetoric of establishing an alternative global order:

Reflecting the major differences between the five countries, the intensification of the relations
between the BRICS countries does not mean that they do systematically form a bloc. Never-
theless, the increasingly dense networks between the five countries are based on a common
goal: that is to advance the G20 and other new multilateral settings as an international forum
and to counter what they perceive as an undemocratic and unjust Western-dominated multi-
lateral world. The BRICS phenomenon should therefore be seen as reflecting a general shift
in the international balance of power with the centre of gravity moving from the Euro-Atlantic
to the Asia-Pacific area and from the North to the South [Keukeleire, Mattlin, Hooijmaaijers
et al., 2011, p. 1].

Additionally, BRICS summit declarations do not pay special attention to the EU,
just as the EU Global Strategy does not mention the BRICS. This again points to these
two groups engaging less at the multilateral level, and more in bilateral dealings. Gra-
tius [Gratius, 2013, p. 4] writes that one argument is the level of economic interdepend-
ence or cooperation: “China’s export boom and economic growth depends highly on
the EU (its main trade partner), while China is the EU’s second import and export
market. Russian oil and gas exports concentrate on the EU and Moscow is not only
Brussels main energy supplier, but also an important political headache, particularly
when it comes to solve international conflicts such as the nuclear problem with Iran
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or the civil war in Syria.” The potential of multilateralism to promote cooperation and
informal integration benignly is not really being achieved in EU — BRICS relations,
where the bilateral channel clearly defines interests and sets agendas. Consequently, in
the global governance system the EU and the BRICS acknowledge the relevance of the
“other” but remain apart on fundamental issues, especially on redesigning the interna-
tional order to be more inclusive, in part due to the competing socialization/resistance
dynamics in the BRICS “anti-West” and “with the West” discourse and practice. Des-
pite opportunities for further integration, especially those arising from economic acti-
vities, the difficulties of framing this informal integration within a strategic partnership
are evident. Structural disjuncture seems to prevail.

Strategic Partnership or Structural Disjuncture?

Although the EU has prioritized developing strategic partnerships as a way to deepen
linkages with particular countries, the fact that existing strategic partnerships have not
produced the expected informal integration results, including with the BRICS mem-
bers, raises questions about the substance of EU relations with the BRICS. Three ideas
seem relevant in this regard: first, the EU has thus far not developed a strategic ap-
proach toward the BRICS as a group despite recognizing its leverage and increasing
influence in international relations; second, bilateral strategic partnerships between
the EU and individual BRICS countries have not produced substantial relationships
despite increasing trade cooperation; and third, the multilateral approach has been los-
ing pace in the face of bilateral and more traditional relations with individual BRICS
countries, signalling the difficulties of engaging with actors pursuing distinct visions
and seeking alternative approaches to the western-led order. In fact, “over the longer
term, all of the BRICS countries appear intent on reducing Western influence in global
institutions. Traditional multilateralism is, therefore, not a reliable basis for strategy in
a neo-Westphalian world” [Dennison, Gowan, Kundnani et al., 2013, p. 4].

These ideas point to a structural disjuncture in EU — BRICS relations in the sense
that neither has invested in developing a common agenda or shared approach to strate-
gic issues of common interest. Their differentiated agendas with respect to the configu-
ration of the international system is a structural disjuncture rendering close coopera-
tion difficult except in pragmatically selected areas of bilateral cooperation. Also, the
level and size of these relationships vary to a great extent, with South Africa, for exam-
ple, representing a very small share of EU trade relations, whereas China and Russia
are significant partners in many areas. The case of Russia is interesting, as despite their
interdependence relations between the EU and Russia are complicated by the events
in Ukraine and Syria. As a result, Russia has been using the BRICS as a forum to find
partners to compensate for the negative effects of strained relations with the EU. This
underscores what Gratius [2013, p. 6] describes as a structural hurdle that must be over-
come in order to deepen their relations: “for the EU it will be much easier to rely on
traditional alliance on global issues than to move towards the positions of the BRICS
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countries highly influenced by the traditional interpretation of national sovereignty,
Realpolitik and non-interference in domestic affairs.”

Nevertheless, despite the limits of strategic partnerships, they do hold significant
political value. What might be needed is the promotion of socialization practices, from
all sides, that can contribute to a joint definition of the contents of these partnerships,
taking account of the differences between the partners. At the bilateral level this is slow-
ly being attempted in EU relations with BRICS countries; however, at the multilateral
level there are no clear signals of strategic thinking about EU — BRICS structured dia-
logue. Given the growing complexity of the international system and the power shifts
that are becoming evident in its reconfiguration, this could be a way forward in EU —
BRICS relations. As Onuf [1989] puts it, which rules are followed, who follows them
and how they are followed involve choices. Both the EU and the BRICS are norm
takers and norm makers. What they choose to do in these roles will determine whether
their relationship will open new avenues for cooperation and growth, or instead pave
the way for competition and rivalry.
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Cucmema mexncoyHapoOHbIX OMHOWEHUIl 6ce OoabUle XapaKmepusyemes: 63auUMO3A6UCUMOCHIbIO U ACUMMEMPUHHbIMU
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Abstract

The G20 is committed to promoting infrastructure investment and has called on multilateral development banks
(MDBs) to increase their infrastructure lending to help boost global growth. Alongside long-standing M DBs
such as the World Bank and Asian Development Bank (ADB), new MDBs such as the Asian Infrastructure
and Investment Bank (AIIB) and the New Development Bank have been established, and G20 members would
like both old and new multilateral banks to scale up their infrastructure investment by developing a pipeline of
bankable projects.

Even with all the MDBs investing more, they will not be able to satisfy the global need for infrastructure.
What they can do, however, is start to fill the infrastructure gap by catalyzing private investment and cooperating
on standards and regional infrastructure. Concerns have been raised about the geo-political implications of the
new MDBs which underscore the need for MDB cooperation. There are challenges to and opportunities for this
cooperation. The G20needs to be clear about the role it can play in encouraging M DB cooperation and infrastructure
investment, and must also be aware of the limitations on its role given that each MDB has its own mandate.

Specifically, the G20 can downplay the perceived trade-off between efficiency and standards in the
MDBs, encourage cooperation on new standards for sustainable or green infrastructure, invest in the Global
Connectivity Alliance as a coordinating body for the MDBs and help align the G20 work on infrastructure with
the United Nations Sustainable Development Agenda.
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Introduction

Estimates of the global infrastructure investment gap vary widely. The United Nations
Financing for Development conference in Addis Ababa in 2015 suggested that there
is an annual global infrastructure gap in developing countries of between $1 to $1.5

! The editorial board received the article in December 2017.

230



PRACTITIONERS’ VIEWS

trillion [Third International Conference on Financing for Development, 2015]. In the
Asian region alone, the Asian Development Bank ([ADB] [2012]) estimated that the
total investment needed between 2010 and 2020 would be in the order of $8 trillion.
These are large numbers, even if they are not precise. Infrastructure investment is a
major public policy challenge for both developing and developed economies.

The biggest challenge to reducing the gap is the need for technical expertise to pre-
pare “bankable” projects. To this end, the Asian Infrastructure and Investment Bank
(AIIB) and the New Development Bank (NDB) have been established. This article will
focus on some of the opportunities and challenges for cooperation between the new
multilateral development banks (MDBs) and the longer-established institutions. It will
also comment on the role the G20 can play in promoting infrastructure investment and
MDB cooperation.

There is already a rich body of literature on the impediments to infrastructure in-
vestment and on the relationship between infrastructure and growth. The International
Monetary Fund (IMF) and MDBs have produced their own knowledge on the subject
and numerous reports and case studies have been produced by private and public in-
stitutions. Therefore, rather than arguing the case for infrastructure investment, this
article assesses the role of the G20, which has been promoting the message that more
infrastructure investment would have a positive effect on global growth.

What Is the Gap?

The infrastructure gap is a global problem — there is huge demand for long-term infra-
structure projects that are simply not being financed. The impediments to infrastruc-
ture investment vary across countries. Developing countries need financing and tech-
nical expertise. They tend to have less access to external finance, and the access they do
have to conventional markets comes at a high cost because of their credit ratings. They
also often lack the appropriate legal frameworks and policy tools required to facilitate
long-term infrastructure planning and building [Qobo, 2014]. Here, the MDBs have a
particular role to play given their “additionality” — they can finance projects that would
otherwise remain unfunded due to a poor investment climate.

On the other hand, middle-income countries want policy-oriented lending, tech-
nical expertise, and targeted lending that will help unlock resources from other areas
(for example, through the private sector or private-public partnerships). Even in high-
income developed countries without a need for the MDBs, there is a growing need to
replace or repair infrastructure.

There is a strong case to be made for filling the infrastructure gap. U.S. economist
Lawrence Summers [2014] famously referred to infrastructure investment as a “free
lunch” because governments can use infrastructure to strengthen both the economy
and their own financial positions. The IMF also supports the message that infrastruc-
ture spending is good for growth because “if properly formulated, more public infra-
structure investment may enhance, rather than weaken, fiscal positions as shown in
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many countries” [Zhang, 2016]. In this context, it is not surprising that the G20 has
made infrastructure investment a priority in recent years, or that new multilateral banks
focusing on infrastructure have been established. However, an important caveat is that
investments should be efficient and the G20 and the MDBs need to focus on bankable
projects.

What Are the New Multilateral Development Banks?

A multilateral development bank differs from a conventional bank in that it provides
advice for economic and social development in addition to finance, and its sharehold-
ers are sovereign states. Traditionally, MDB lending was to be driven by a focus on
development outcomes. Another characteristic that differentiates the MDBs is their
governance structure. As multilateral organizations, they are governed through con-
sensus, although the relative voice of shareholders has been a source of contention and
major shareholders are able to influence decision-making to pursue their own interests.
MDBs have been attractive to both borrower and donor countries in the past because
of “their traditional political neutrality, freedom from special interests and corruption,
technical professionalism, long-term development perspective and hands-on program
design and finance engagement” [Linn, 2015].

The very concept of development has shifted dramatically away from official de-
velopment assistance led by sovereign states and through the MDBs. In the past, MDBs
played a role in infrastructure investment through project lending. But in recent years,
as finance sources have diversified, more attention paid to using the multiplier effect
of MDB investments to help fill the infrastructure gap. According to the World Bank
[2015], for every one dollar invested directly by MDBs in private-sector operations,
some two to five dollars are mobilized in additional private investment. In this way, an
MDB can “bring investors on board by virtue of its global or regional presence, techni-
cal expertise, due diligence, negotiation capability and, in some cases, by extending its
preferred creditor status to other investors” [Moore and Kerr, 2014]. The idea is that
MDBs can act as guarantees for risk and thus encourage private investment. They can
catalyze additional private and public resources for infrastructure, especially by lever-
aging their relationships with governments.

Since the global financial crisis, borrowing costs have been low while infrastruc-
ture bottlenecks have built up in many emerging-market and developing economies. In
particular, there is a desire for governments to build “core” infrastructure, that is, large
and capital-intensive projects in transportation, energy and communications [IMF,
2014, ch. 3]. Many countries have been frustrated by the impediments to infrastructure
investment in these areas because private actors have been unwilling to take on risks
or because MDB projects take too long. The AIIB and NDB have been set up with
emerging economies as major shareholders with ambitions to help unlock infrastruc-
ture investment.
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The Asian Infrastructure Investment Bank

The Chinese-led AIIB has 57 founding members, a capital base of $100 billion
and a mandate to finance regional infrastructure. Its establishment caused geo-politi-
cal tensions when the United States and Japan (major shareholders in the established
MDBs) declined to join the new bank and other U.S. allies, including several Euro-
pean countries and Australia, signed on. The United States declined to join ostensibly
because of concerns about governance and standards. The AIIB has been perceived as
a challenge to regional banks such as the ADB and even the World Bank given its po-
tential global influence.

The AIIB was set up relatively quickly. It was established in 2015 but six pro-
jects were already approved in 2016, including several that are co-financed with other
MDBs. The AIIB is still defining itself vis-a-vis the more established MDBs. Jin Liqun
[2016], AIIB president, suggests that it will “find its niche among the MDB family.”
Documents on the AIIB website refer to the fact that the AIIB is an MDB “conceived
for the 21st century,” implying that older MDBs have not evolved to face new cha-
llenges [AIIB, 2016, p. 27]. The AIIB promises to be “lean, clean and green” and fo-
cuses on regional connectivity, green infrastructure and private sector financing [AIIB,
undated]. The AIIB is caught between wanting a good credit rating and wanting to
take on more risks compared to what it sees as the overly cautious approach taken by
established MDBs. This has raised a new debate across all the MDBs about a trade-off
between standards and efficiency.

The New Development Bank

The New Development Bank (NDB), established by the BRICS grouping of Bra-
zil, Russia, India, China and South Africa, has a capital base of $100 billion to foster
infrastructure and sustainable development initiatives. It is the most tangible outcome
of cooperation among BRICS countries to date. The NDB acts like a credit coop-
erative among the five founding members, and this more limited structure means it
is a better example of South-South cooperation among developing economies. It also
means that it poses less of a challenge to the traditional MDBs than the AIIB. Cur-
rently, NDB invests only in projects within the five founding countries whereas the
AIIB invests more broadly.

Unlike the AIIB, the NDB seems more willing to take risks. Its president, former
private banker K. V. Kamath, wants the NDB to offer “a different mindset” and more
flexibility in its operations [PTI, 2015]. Although the NDB’s website has since changed,
it originally described the bank as “an alternative to the existing US-dominated World
Bank and International Monetary Fund” [Tiezzi, 2015]. The NDB struggles to get a
good credit rating given its membership. In contrast, the AIIB’s credit rating is helped
by a number of AAA-rated members.

233



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 12. No 3 (2017)

The new MDBs are still evolving, so it is very difficult to comment on how their
governance, standards, lending and project selection will develop. As the new banks
co-finance projects with the older MDBs they may begin to adopt similar outlooks
and practices. Alternatively, they may take on more risks to differentiate themselves,
even though this could have consequences for their credit ratings or lead to inefficient
projects with potentially negative social or environmental consequences if proper safe-
guards are not enforced.

Challenges and Opportunities for MDB Cooperation

So far, there have been positive signs of cooperation between the new MDBs and the
older institutions. For example, the presidents of the World Bank and ADB both of-
ficially welcomed the new banks and offered to co-finance projects. Behind closed
doors, the established MDBs may have some concerns about the new players, but they
have responded well to them in public. World Bank president Jim Yong Kim spoke
about both new banks as “potentially strong allies” and “great new forces” [Donnan,
2015]. ADB president Takehiko Nakao said his bank would “cooperate closely with
AIIB in supporting the development of the Asia Pacific region” [ADB, 2016].

There is an opportunity for the old and new MDBs to cooperate on standards for
sustainable or green infrastructure. Although there is a global push for infrastructure,
there is also growing awareness of the environmental effects of large-scale infrastruc-
ture projects. The 2015 Paris climate agreement and the United Nations 2030 Agenda
for Sustainable Development demonstrate a new commitment to mediating the effects
of climate change. A 2016 report from the Center for Global Development calls for
more sustainable infrastructure, that needs to be even cleaner and involve the private
sector as much as possible [High Level Panel on the Future of Multilateral Develop-
ment Banking, 2016]. Currently, there is no clear global standard of what constitutes a
sustainable investment.

Regional infrastructure is yet another area where the MDBs could cooperate. More
work is needed to harmonize infrastructure across borders to facilitate the movement
of goods, services, people, capital and technology. For example, MDBs could help to
mediate disputes among neighbouring landlocked countries that prevent cooperation
on roads and tolls. Another example is energy access, where regional infrastructure can
help better match energy producers and consumers.

However, some potential areas of competition could undermine cooperation
among MDBs. At the project level, if one MDB provides the technical assistance and
project set-up, another bank could come in and offer better terms midway through the
project. There have already been concerns about a “race to the bottom” as competing
banks offer lower standards and faster delivery. The worst-case scenario would be a
fragmentation of the MDB landscape along geo-political fault lines with client coun-
tries choosing MDBs that align with their geo-political interests. This is where the G20
can potentially play a role by legitimizing the new banks and encouraging MDB co-
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operation. The more the MDBs can find common areas of cooperation, the lower the
risk of inconsistent infrastructure standards, and the better the chance for the growth
outcomes.

A Role for the G20

The G20’s mandate is to promote strong, sustainable and balanced growth. The
so-called “premier forum for international economic cooperation” has long promoted
the link between infrastructure investment and global growth. Infrastructure was an im-
portant pillar of the 2010 G20 Seoul Development Consensus for Shared Growth. Dur-
ing China’s 2016 G20 presidency, finance ministers and central bank governors agreed
to “reaffirm our commitment to promote investment with focus on infrastructure in
terms of both quantity and quality” supported by a joint declaration by 11 MDBs [G20
Finance Ministers and Central Bank Governors, 2016].2 This declaration included

announcements of quantitative ambitions for high-quality infrastructure pro-
jects within their respective institutional mandates as well as their efforts to maximize
the quality of infrastructure projects, strengthen project pipelines, collaborate further
among existing and new MDBs, strengthen the enabling environment for infrastructure
investment in developing countries, as well as catalyze private resources [ G20 Finance,
2016].

The MDBs [2016] have agreed to work to “identify bottlenecks that hinder greater
levels of private and public sector infrastructure investment” through a list of measures
including identifying legal barriers, supporting government infrastructure projects,
identifying opportunities for the private sector and sharing knowledge. However, in the
same document, the MDBs made clear that their work is subject to client demand and
their institutional mandates.

The G20 has already called on the MDBs to optimize their balance sheets. It calls
on the MDBs [MDBs, 2015] to “increase lending without substantially increasing risks
or damaging credit ratings” [emphasis added]. To help grow the pipeline of bankable
projects, the G20 launched the Global Infrastructure Hub under the 2014 Australian
presidency, although it has struggled to establish itself. In 2016, the G20 finance min-
isters and central bank governors [2016] also set up the Global Connectivity Alliance
to “enhance cooperation and synergies of existing and future global infrastructure and
trade facilitation programs seeking to improve connectivity within, between and among
countries.” The World Bank would serve as secretariat, working closely with the Global
Infrastructure Hub, the Organisation for Economic Co-operation and Development,
the MDBs, global and regional infrastructure programmes, and other international or-
ganizations.

2 The 11 banks involved are the World Bank, African Development Bank, Asian Development Bank, Asian
Infrastructure Investment Bank, Development Bank of Latin America, European Bank for Reconstruction and
Development, European Investment Bank, Inter-American Development Bank Group, Islamic Development
Bank Group, New Development Bank and International Finance Corporation.
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The G20 has already played an important legitimizing role by including the new
MDBs in its recommendations. This gives de facto recognition that the G20 will sup-
port actions by the new MDBs to fill the infrastructure gap. The G20 should keep
encouraging MDB cooperation and calling for a boost in infrastructure in both deve-
loping and G20 countries.

Although the G20 can set the direction for more investment from the MDBs,
it should be wary of directing or tasking the banks too stringently. There have been
criticisms of the G20’s approach to the MDBs, for example, “the G20’s development
agenda, which points to a central role for the MDBs, tends to reinforce fragmented and
ad hoc approaches ... [This] agenda has tasked MDBs with countless reports and white
papers across hundreds of topics and subtopics with little high-level decision making”
[High Level Panel, 2016]. The G20 works best as an agenda setter. In this case, G20
leaders can continue to encourage cooperation among the MDBs without unnecessar-
ily commissioning an endless pile of working papers.

Attempts to fulfil growing infrastructure demands (especially regional integration)
will require better coordination between the MDBs and other actors. There are already
many different arenas for setting an agenda for infrastructure investment. In addition
to the G20’s efforts, the 2030 Agenda has 17 Sustainable Development Goals (SDGs),
with the ninth being to promote “industry, innovation, and infrastructure” [UN, 2015].

The G20 can support the alignment of the MDBs with the UN’s ambitious (yet
non-binding) SDGs. A statement from the World Bank and IMF annual meetings in
2016 noted that the MDBs would “provide not only the necessary financing — either
directly or by helping to ‘unlock’ and catalyze additional public and private resources —
but also policy advice and technical assistance supporting countries to build domestic
capacity” in order to meet the 2030 Agenda [World Bank, 2016]. Given that the G20 is
made up of a selection of developed and emerging economies, the 2030 Agenda might
be more suitable for framing MDB activities as the SDGs are universal goals that in-
clude all developing countries.

This article proposes several ways in which the G20 can play a role in promoting
MDB cooperation to increase infrastructure investment, namely:

— downplaying a trade-off between efficiency and standards among the MDBs

and encouraging the new MDBs to uphold high standards while they seek more

efficient ways to do business;

— encouraging the MDBs to cooperate on new standards on sustainable or green

infrastructure and to continue to facilitate regional infrastructure;

— investing in the Global Connectivity Alliance as a coordinating body to pro-

mote complementarity and avoid duplication among the MDBs;

— aligning the G20 work on infrastructure with the 2030 Agenda, especially with

regards to infrastructure investment in non-G20 developing countries; and

— working to diffuse any tensions that might arise among relevant major share-

holders that are also G20 members in the event of overt competition among the

MDB:s.
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Conclusion

The MDBs — both old and new — cannot meet the global infrastructure gap alone.
Bridging that gap will require a coordinated effort and a great deal more private sector
activity. Infrastructure projects are naturally slow, so there should be realistic expecta-
tions about what can be achieved in any given timeframe. The G20 is just one arena for
discussions on global infrastructure needs. The 2030 Agenda potentially offers a more
long-term and inclusive framework for MDB investment.

There are positive signs that the MDBs are working together and increasing their
lending, with future opportunities for them to set the standards for more innovative,
sustainable infrastructure and invest in regional infrastructure. This is a fruitful area for
future research. The new M DBs have the potential to help unlock infrastructure invest-
ment and the G20 has taken a positive step in recognizing their legitimacy. The G20
should continue to promote infrastructure investment and MDB cooperation without
intruding on the mandates of the MDB:s.
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Pa3Butne nHppPacTpykKTypPHbLIX NHBECTULMIA:
«bonblasg gpaauaTka» 1 MHOrOCTOPOHHME BaHKK pasBuTus’

X. Bypo

Bypd Xanna — HayuHblil coTpynHuK LleHTpa mccnenoBanuii «I'pynnel nBanuarv», MHCTUTYT Mexmy-
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«Ipynna deadyamu» npumnsia 0653amenbcmeo CMUMYAUPOBAMb NPUMOK UHBECTUYULL 6 UHGPACMPYKMYpy
U npusvieaem MHO20CMOpoHHUe Oanku pazeumusi (MbBP) yeeauuums kpedumoganue uH@pacmpyKmypHoix
npoekmoe 045 codeiicmeaus enrobassHomy pocmy. Hapsdy ¢ cywecmeyrowumu MbP, makumu kax BcemupHoiii
baHK u A3uamckuil 6ank pazeumusi, Obiau c030aHbl HOBble CMPYKMYpPbl — A3uamckuil 0aHK UHGPACMPYKMYPHbIX
uneecmuyuit u Hoeuvii 6ank pazeumus. Cmpanvt «Ipynner dsaduyamu» oxcudarom om HOBbIX U paHee
co30annbix M BP yseauuenus 066emo6 uHeecmuyuii 8 UH@pacmpyKkmypy 3a cuem HenpepbieHo20 pocma NOMoKa
permabenvrbix npoekmog. Oonako daxce ecau éce MBP cmanym Hapawjugams 00semMbl UHBECMUPOBAHUS, OHU
6ce pasHo He Oydym cnocobHbl y0081emeopums 2100a1bHbLU CNPOC HA UHGDPACIPYKMYPHbIE UHEeCMULUU.

MBP moeym paspewiums npobaemy deuyuma uHeecmuyull 8 UHpacmpykmypy nymem npueieyeHus
UACMHbIX UHEECOpPO8 U bonee 2ny60K020 83aumodeiicmaus mexcdy coboili npu vipabomke cmaHoapmos u 6
paseumuu  pecuoHanvHoll ungpacmpykmypel. Cyuwecmeyloujue Onacenuss OMHOCUMENbHO 2e0N0AUMUHECKUX
nocaedcmeuii 603HuKHogeHUss Ho8vlx MBP moavko cmumyaupyrom yeaybneHue 83aumooeicmeusi mexcoy
b6ankamu pazeumus. Cyuwjecmeayem pso 6b130808 U 803MONCHOCHell 015 cOmpyOHU4ecmaa 8 amoii cgpepe. «Ipynna
deaduamu» 00aXCHA SCHO NPeOCMABAAMb, 8 YeM COCMOUM ee poib 8 npoyecce yenybieHus 83aumooelicmeus
medncoy bankamu u yseauuenus 006emos UHBeCmMupo8anus 6 UHGpacmpyKkmypy, a maxice 8030eprucuéamocs om
8b1X00d 3G paAMKU SMOI POAU, 8Ce20a yHUMbIEas Haauyue coOCmeeHHoll cghepbl NOAHOMOUUIL U OMEeMCMEeHHOCMU
y Kaxcdoeo banka u3z epynnot MbP.

«Ipynna 0deadyamu» Mmodcem cenadume ouymumMoe Hecoomeemcmeue Mmexncdy KoauvecmeeHHou
aghdhekmusHocmoto u npuHAMbIMU cmandoapmamu & desmenvocmu MB P nymem noowpenus e3aumooeiicmeus
06anK06 npu 6bipadomKe HOGbIX CMAHOAPMOG YCMOUYUBOU / «3eAeHOl» UHDPACMPYKMYpbl, BHOCA 6KAAD 68
desimenbHoCMb AnbsiHCa 045 2100a16H020 CONPANCEHUS UHBPACMPYKIMYPbL, 8bINOAHSIOUE20 POAb KOOPOUHAMOPA
desmenvrocmu MBP, a makice nomoeas coemecmums desmenvHocms «Ipynnsl deéadyamu» no pazeumuio
ungpacmpyxmypeol ¢ Ilosecmkoii Ons 6 obaacmu yemoiuugoeo pazsumus OOH.

KittoueBble ciioBa: MHGPACTPYKTypa; MHBECTULIMU; «TPYIINa ABAALIATU» ; MHOTOCTOPOHHME OaHKU
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Abstract

Rather than improving, the situation in Afghanistan has further deteriorated after the withdrawal of the
majority of American troops from Afghanistan. The ruling elite, despite having firm support from Washington
and the West in general, has not been able to achieve the necessary degree of consolidation and the government
formed after the presidential elections in 2014 remains politically shaky and vulnerable. The national economy
depends heavily on foreign financial and economic injections. The 10-year economic program to promote self-
sufficiency has not had a meaningful effect.

The government of Afghanistan failed to launch negotiations with armed opponents who endorsed the
complete withdrawal of U.S. and North Atlantic Treaty Organization (NATO) forces. The Taliban continues
to maintain control over a significant part of the country’s territory. Along with intensive military operations,
it conducted large-scale terrorist attacks in cities including Kabul. Simultaneously, the infiltration of fighters
from the Islamic State of Iraq and the Levant (ISIS) to eastern and northern areas has increased significantly.

Neighboring countries, including Russia, continue to express concern over instability and increased ISIS
activity and point to the perils of drugs and terrorism spreading from the territory of the Islamic Republic of
Afghanistan. Viewing these issues as potential threats to regional security, Afghanistan’s neighbors have made
efforts to provide assistance to Kabul to support its efforts toward national reconciliation.

The accession of the new U.S. administration to power has not changed Washington’s principal approach
towards Afghanistan. Moreover, an increase in the presence of military and NATO forces in that country has
been considered and could further heighten tensions in Afghanistan.
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Two major developments were unfolding in Afghanistan in 2014, making this a notable
period in the country’s recent history. The first was related to an external factor, namely
the decision of Barak Obama’s administration to withdraw the majority of American
troops from the country. The process was carried out amid ongoing efforts to suppress
armed opposition and a growing backlash by the country’s population and government

! The editorial board received the article in March 2017.
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against the presence of foreign troops, and U.S. forces in particular.? The second factor
was internal, related to the fact that the country’s presidential election was held against
a backdrop of sharp internal instability and the relentless activity of the armed oppo-
sition. The situation was further aggravated by the country’s dependence on foreign
aid and drug production which to some degree became the pillars of the economy of
Afghanistan.

The long-lasting and painful process leading up to the presidential election
stretched from the spring to the fall of 2014, and highlighted the divisions among ruling
elites who were unable to take firm steps towards unity even shortly before the reduc-
tion of the foreign military presence in Afghanistan. The personal ambitions of the key
claimants to leadership in a country fraught with interethnic and interregional contra-
dictions led to a stalemate when it came to identifying the winner of the election. To
break the deadlock, Washington asserted influence both overtly and behind the scenes
resulting in a Washington-sponsored deal that declared Ashraf Ghani to be the new
leader of the country and his longtime political opponent Abdullah to be the “chief
executive” of the national unity government. The fact that the latter post is not defined
in the constitution of the Islamic Republic of Afghanistan made this position, and the
new ruling coalition itself, both politically and legally vague. The long and complicated
process to form Afghanistan’s government underscores lasting internal political uncer-
tainties.

To overcome the emerging dilemma, Ghani and Abdullah struck a deal on the
separation of powers which included the immediate formation of a new electoral com-
mission and a new supreme constitutional body — the Loya Jirga — to amend the con-
stitution and organize new parliamentary elections. However, real efforts in this area
were made only after further pressure was applied by the West just prior to the donors’
international conference in Brussels in October 2016. Even still, the election issue re-
mains unsettled.?

The key domestic and foreign policy objectives of the national unity government
were presented in Ghani’s inauguration speech. Ghani underlined security problems,
negotiations with Talibs, the fight against terrorism and the production of drugs as
pressing issues. In addition, Ghani presented a new policy intended to “reset” the
Afghan economy based on significant foreign financial and economic assistance in sup-
port of a gradual transition to self-sufficiency. The most important part of the speech
was the commitment to comprehensive governmental reform, including reform of the
public authorities’ triad, increased efficiency of defensive and security bodies, greater
attention to human rights and other issues.

2 This was reflected in the defiant refusal of President Karzai to sign an agreement on security
with the United States. After the troops’ withdrawal, an agreement was required to determine the scope of
further assistance, including financial aid, to the Afghan security forces which were almost totally funded by
Washington. Without this, an agreement on a new downsized training format for NATO troops in the country
could not be signed. In the meantime, all key security functions in the country were officially shifted to the
Afghan authorities, and foreign troops’ participation in the war against the armed opposition was understood
to be exceptional in nature.

3 At that, the term limit of the parliament’s lower chamber expired in summer 2015.
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Domestic Policy

Kabul made several unsuccessful attempts to initiate negotiations with the Taliban with
the participation of the U.S., China, Pakistan, Qatar and other parties; the immediate
withdrawal of foreign troops from the country remained the key requirement of the
armed opposition but it viewed partial withdrawal as an opportunity to tilt the bal-
ance of power in the country. Consequently, after 2014 the key characteristic of Af-
ghanistan’s internal development was the steady increase of the Taliban’s influence in
various regions in Afghanistan, including its northern parts. The opposition mounted
several military operations on a greater scale, and less seasonably determined, than
before. Large terrorist attacks were carried out in cities, including Kabul. According to
various estimates, by late-2016 up to one-third of the country’s territory was beyond
the government’s control. U.S. air strikes only aggravated the population’s sensitivity to
the foreign military presence. At the same time units of the Afghanistan security forces
(the army — 190,000 men; the police — 160,000 men) were inefficient and incapable of
fundamentally addressing the situation.

The lack of real unity remained a key challenge for the leadership of the national
unity government as well as for the armed opposition. Many Taliban field comman-
ders continued to struggle for maximum discretion in military and political affairs. The
death of Taliban founder and leader Mullah Omar in late-2015 and the confirmation of
Mullah Mansour as his successor did not bring significant changes. During a lengthy
truce the Taliban split into three groups, thus creating opportunities for the national
unity government in its fight against its adversaries, allowing it to find common ground
with some while sowing discord among others. However, at the same time this fact
hampered Kabul’s attempts to find a real dialogue partner among the armed opposi-
tion.

In the fall of 2016 a peace agreement was reached with the Hezbi Islami leader
Gulbuddin Hekmatyar, one of the most odious and conceited adversaries of the re-
gime, but it has not yet tipped the balance of power between the government and the
armed opposition. The authorities committed to give Hekmatyar full amnesty, secure
the lifting of sanctions imposed by the UN (the decision has already been made), gua-
rantee the personal security of Hekmatyar and other Hezbi Islami activists as well as
their participation in the country’s political life and to set some of its detained follow-
ers free. In return, Hezbi Islami expressed readiness to cease military activity against
the government and to recognize the country’s constitution, among other things. The
agreements were considered successes by the Ghani government; however it remains
unclear whether they will serve as examples for other groups hostile to Kabul and it may
even be that the agreements could pose significant potential risks for the national unity
government. Hekmatyar, well known for his lack of principles and political disingenu-
ity, will definitely strive to use his current position to strengthen his influence over all
of Kabul’s power structures. Preserving extensive relations with the Taliban, Al-Qaeda

244



PRACTITIONERS’ VIEWS

and the Islamic State of Iraq and the Levant (ISIS) gives Hezbi Islami’s leader addi-
tional opportunities for political and military maneuvers.*

Remaining tensions and power struggles in the governmental coalition will help
the Hezbi Islami leader to achieve his goals. Despite Ghani’s public assurances that
the national unity government is stable and fully reconcilled with Abdullah, conflict
emerged in November 2016 between Ghani and first Vice-President Abdul Dostum,
who represents the interests of the Uzbek minority in northern Afghanistan. Earlier
that year the president had failed to oust Atta Muhammad — a powerful Tajik activist
and governor of one of the most important northern provinces.

The recent emergence of ISIS fighters introduces a new actor in the conflict and
has changed the general situation in Afghanistan, sparking new uncertainties regarding
national reconciliation. Statistics on ISIS in Afghanistan are ambiguous.® At first, rela-
tions between the Taliban and ISIS forces largely comprised of fighters from China’s
Xinjiang Uyghur Autonomous Region were hostile. However, relations have begun
to improve due to certain changes in ISIS tactics. The phenomenon of the so-called
Islamic State in Afghanistan internationalizes the terrorism issue in the country. Al-
though these relations create more problems for Kabul authorities, the situation also
justifies government demands for extra financial and military aid from the international
community in the foreseeable future.

It is very likely that Kabul, following this pattern, will insist on becoming a full
member of the Shanghai Cooperation Organization (SCO) as soon as possible. Kabul
may also try to capitalize on the growing concerns of Russia, China and the Central
Asian republics about the possibly destructive impact of ISIS on stability in the re-
gions north of Afghanistan. The existence of these concerns was illustrated by the
SCO summit declaration signed in Astana, 8—9 June 2017, that expressed the shared
understanding of the SCO parties (including new members, namely India and Pakis-
tan) concerning the need to resume the SCO — Afghanistan Contact Group working
process.®

4 Recently the Hezbi Islami leader has claimed that he would join ISIS and that he was an adherent of
the “Khorasan Caliphate.”

5 Data presented in a special report by the U.S. Special Inspector General for Afghanistan Reconstruc-
tion John Sopko in November 2016 suggests that the total number of armed insurgents in the country was
45,000. The report notes that in August 2016 only 63% of the country’s districts were under control of the
national unity government while the insurgents occupied up to 30%. According to the data, in 2016 the Afghan
National Army’s losses increased significantly. In 2015 personnel losses included 15,000 wounded and 5,000
killed. In the first eight months of 2016, the Afghan National Army has suffered losses of 10,000 wounded and
over 5,500 killed. At the same time, U.S. sources claim that in the first quarter of 2017 the number of ISIS insur-
gents located in the eastern part of the country has declined. According to estimates presented by U.S. military
officials, significant numbers of new ISIS forces, predominantly from Central Asia, arrived in Afghanistan in
the fall of 2016.

¢ “The Astana Declaration of the Heads of the State of the Shanghai Cooperation Organization.” Avai-
lable at: http://eng.sectsco.org/documents/
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The Economy

Afghanistan is still unable to solve complex economic problems without large-scale
foreign aid. An international conference was held in London in late-2014 to examine
the country’s economic problems and prompt the international community to pro-
vide further financial and economic aid. The national unity government confirmed its
commitments to take measures to lower state spending and increase state revenue (by
broadening the tax base in particular), and also to make structural changes, strength-
en financial discipline, improve the investment climate for private business (includ-
ing foreign business), strengthen public authority and administrative capacity as well
as to undertake additional socially oriented efforts. The conference supported the go-
vernment’s efforts in the social and economic spheres and described them as forming
“a relevant framework” for achieving the country’s goals. At the same time, the donor
nations linked their future contributions to the country’s economic and financial sec-
tors to the achievement of meaningful progress in comprehensive economic and social
reforms by the government.

The London document has become a roadmap for Afghanistan aimed at fulfill-
ing ambitious plans for the coming decade. In this context, western experts tend to
emphasize the social and economic achievements of Afghanistan in their assessments
of outcomes in the last two years. These achievements include increased life expec-
tancy and decreased infant mortality, education and health successes, developing civil
infrastructure, the gradual establishment of civil society and other accomplishments.
However, these successes do not alter the basic fact that an excessive budget deficit
($1 billion in 2015) remains the most pressing of Afghanistan’s financial and economic
dilemmas. The task of increasing the efficiency of customs duties remains unfinished,
as does the identification of new sources of state revenues (although the government
has made certain progress in this direction).

In October 2016 the regular international representative conference, attended by
more than 100 countries and international organizations including the United Nations
(UN), was held in Brussels under the auspices of the European Union (EU) and the
ministry of finance of Afghanistan. The conference continued the London process. Its
leading motive was to support actions of the national unity government, encourage it to
undertake further reforms and provide further assistance until 2024. Remarks by U.S.
Secretary of State John Kerry set the general tone for the conference. On behalf of the
United States, he pledged full support for the peace process in the country and con-
firmed the commitment to “deepen our strategic partnership” with Afghanistan and
provide further assistance to the country [Kerry, 2016]. Ahmad Hakimi, Afghanistan’s
minister of finance, highlighted improvements in some economic indicators, the reali-
zation of several economic projects, judicial system reform, increasing tax revenues, the
fight against corruption, achievements in the social sphere and human rights protection.

The conference pledged to provide Afghanistan with $15.2 billion by 2020. The fi-
nal communique stated that the country faces significant challenges which require fur-
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ther finance and resource mobilization. The conference expressed its support for “the
political process without preliminary conditions” and vigorously urged ongoing work
on elections reform, the holding of parliamentary elections in 2017 and the continued
fight against corruption [Brussels Conference on Afghanistan, 2016].

Foreign Policy

In its foreign policy, Afghanistan’s government did not proclaim reliance on the U.S.
although the survival of the regime seems unlikely without support from the U.S. and
western countries in general in the foreseeable future. Indeed, the agreement on co-
operation in the security sphere signed between Kabul and Washington immediately
after overcoming the power stalemate in Afghanistan and the agreement with the North
Atlantic Treaty Organization (NATO) on the status of the Resolute Support Mission
troops which replaced the International Security Assistance Force (ISAF) suggest that
this is a high priority for Afghan authorities. These agreements confirm the importance
of military cooperation with the West for Kabul and offer a kind of insurance in case
there is further internal deterioration.

The 2016 NATO summit declaration in Warsaw stated the intention to extend the
Alliance’s mission beyond that year due to ongoing armed opposition in northern, east-
ern and north-eastern regions of Afghanistan. It also committed to providing financial
assistance to the Afghan National Army (ANA) until 2020 with an extension until 2024,
after which Kabul would be expected to take full responsibility for funding ANA and
security forces. Providing support for reconciliation in the country and a peace process
headed by the Afghans themselves “based on respect for the Constitution” was pre-
sented as the top priority [Ibid.], even while in some sense this contradicts the Brussels
conference communique of October 2016. Following the conference, NATO leaders
confirmed the importance of retaining a military presence in Afghanistan.

Kabul paid special attention to traditional Islamic considerations in its attempts
to intensify its multidirectional foreign policy. This applied especially to relations with
Saudi Arabia and Qatar, both of which played an important role in establishing dia-
logue with the Taliban. Recently these key Persian Gulf states have been struggling
with each other for the right to maintain contacts with Kabul on their own territories.’
Compared to their neighbors, China and India have been central to the foreign strategy
of the national unity government. During Ghani’s time in office, China became the
key vector in Afghanistan’s foreign policy not only at the regional level, but also glob-
ally. China was the first country visited by the new president of Afghanistan (excluding
his brief trip to the “holy places” in Saudi Arabia). Meetings there were aimed at the
further development of bilateral economic ties and were also intended to confirm sup-
port for Kabul’s attempts to revive its gridlocked dialogue with Pakistan to establish ne-
gotiations with the armed opposition. Special emphasis was put on the comprehensive

7 While Qatar enjoyed the upper hand in the past as the Talibs set up their offices there and hosted
delegations from Kabul, more recently Riyadh has stood out in terms of activity there.
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development of the previously declared “strategic partnership” with Beijing with a view
to neutralizing Western presence in the country.

The government of Afghanistan takes into account the growing interest of China
towards Afghanistan in economic matters — Afghanistan was included in China’s “One
Belt One Road” project. China is also interested in the security situation in Afghanistan
due to China’s appreciation of the increasingly destructive Afghan influence on the situ-
ation in China’s western Muslim regions. Kabul’s foreign policy priorities thus embrace
a kind of coordination between China and the U.S. given China’s interest in establishing
broad “pragmatic cooperation” with Washington in Afghanistan [Li Qinguan, 2015].

As a part of the policy aimed at gradually transforming Afghanistan into a trans-
port hub connecting Iran, Central Asia, India, China and the Indian Ocean, Afghan
authorities have expressed growing interest not only in projects aimed at Afghanistan
within the Istanbul process, but also in different aspects of the “One Belt One Road”
initiative.® Taking advantage of Beijing’s growing attention to Afghanistan in its regional
policy, Kabul actively backed Islamabad’s proposal to turn the trilateral Afghanistan —
U.S. — Pakistan consultations into four-party negotiations. Although no success has
yet been achieved, this fact is worth noting. Moreover, Beijing has previously mediated
contacts between Kabul and the Taliban. However, as contacts between special forces
and both parties have increased, China is becoming a more vigorous partner in Kabul’s
defense. In late-2014 China, Afghanistan and Tajikistan signed a trilateral agreement
on joint border patrol in the Wakhan Corridor in Badakhshan province. However, con-
flict escalation and military clashes with Taliban forces impeded implementation of the
agreement. Nevertheless, in 2016 bilateral antiterrorism drills took place in Tajikistan
with China’s participation.

Shortly after Ghani came to power, the president took a bold political step to inten-
sify the peace process with the Taliban. He attempted to establish closer contacts with
Pakistan and to set up defense cooperation and contact between special forces of the two
countries. Despite the backlash in Afghanistan, both from the parliament and from key
coalition partners, the parties managed to draft some pressing measures which would
have had meaningful results. Bilateral trade and transit facilitation took shape. However,
continuing activities behind the scenes by Pakistan’s Inter-Services Intelligence (ISI) and
its ongoing contact with the Taliban have virtually nullified these attempts, and Kabul’s
vigilance against Islamabad’s activities in “Afghanistan’s field” has renewed.’

While implementing the “strategic partnership” with India and countering Pakis-
tan, Ghani’s government carried out deliberate policy aimed at the further expansion
of political and economic relations with Delhi. This is a longstanding focus for Afgha-

8 In October 2016 China and Afghanistan reached another agreement regarding exploration of natural
resources in Afghanistan. In September 2016 Afghanistan and China launched the first railroad project.
Security issues, including the joint fight against terrorism and illegal drugs, are an important aspect of their
bilateral cooperation. Their mutual determination is reflected not only in sharply increasing military contacts
between both countries but also in the establishment of a four-party consultation mechanism on security issues
along with neighboring Pakistan and Tajikistan.

® However, with assistance from Islamabad (and Beijing), Kabul managed to establish contacts with the
Talibs; however, this made little difference to Kabul’s efforts.
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nistan given the complicated relationships that Pakistan has with Kabul and Delhi — the
shared anti-Pakistan sentiment that shapes relations between Afghanistan and India
has never changed significantly and is not likely to in the future. With India providing
assistance (earlier it gave Kabul a $1 billion credit), the creation of several free econom-
ic zones and development of transit capacity in some small provincial Afghan airports
are envisaged. Further, the completion of a large dam is planned for the spring of 2017.1°

The closest northern neighbors of Afghanistan, the Central Asian nations, are
alarmed about developments in Afghanistan but they continue to develop economic
and political relations with Kabul in different formats. They justifiably apprehend the
potential for a destructive influence on their internal stability if internal conflicts in
Afghanistan escalate. ISIS activities in the northern provinces create extra nervousness
in the region. The policy of these countries toward Afghanistan will most probably be
shaped in the context of these factors.

Ghani did not mention Russia in any context in his keynote speech in the fall
of 2014, suggesting that the relationship with Russia was not a high priority for the
incumbent leaders of Afghanistan. The almost two-year absence from Russia of an
Afghan ambassador after former President Karzai’s uncle was recalled indicates the
same.!" However, Kabul has a pragmatic interest in gaining access to Soviet and Rus-
sian military equipment (mainly aircraft) and spare parts, and also in the reconstruc-
tion of some basic industries built by the Soviet Union in the 1950s—1980s. Similarly,
Kabul could benefit from Russia’s clout in Central Asia and its established relations
with China, India, Iran and recently, Pakistan. Together, these factors prompted Kabul
to be more flexible in its relations with Moscow. Meanwhile, given the implicit priority
of the U.S. in Kabul’s foreign policy, Afghanistan continued to follow the general pol-
icy of the U.S. toward Russia. This was confirmed by the viral anti-Russian campaign
launched in Afghanistan and in the West after the Russian presidential envoy to Af-
ghanistan explicitly mentioned Russia’s partial contacts with the Taliban and after the
trilateral meeting between Russia — China — Pakistan held in Moscow in late 2016 ex-
cluded Afghanistan. This, along with allegations by the commanders of NATO troops
in Afghanistan in early-2017, and later about the alleged provision of Russian military
supplies to the Taliban, was aimed at concealing the national unity government’s dif-
ficulties and failures in tackling challenges of neutralizing the military capacity of its
internal adversaries.

Moscow’s long-term stance on Afghanistan stems from concerns about the re-
maining turmoil in Afghanistan and the lack of progress toward peaceful resolution of
the conflict. The growing influence of ISIS in the country, especially in the northern

10 Recently, vigorous efforts have been made within the context of trilateral agreements between Kabul,
Iran and India to build the Chabahar port in the Persian Gulf. Afghanistan is set to have its own sea terminal
there which would reduce Afghanistan’s transit dependence on Pakistan significantly — permanently tense
relations with Pakistan have a negative effect on virtually the entire Afghan economy. Setting up Afghanistan’s
consulate in Hyderabad in 2016 reflected the developing relations between Afghanistan and India.

I However, later the new Afghanistan president perceived his error and sought repeatedly to address the
situation through his proxy, National Security Council secretary H. Atmar, as well as during the brief meetings
with Russia’s authorities, including on the sidelines of the Shanghai Cooperation Organisation summits.
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region, causes particular concern. Kabul’s disposition for peaceful negotiations was
confirmed by President Ghani at the international conference in Munich in Febru-
ary 2017, while Russia’s support for this policy was confirmed during the trip of Af-
ghanistan’s minister of foreign affairs S. Rabbani to Moscow the same month. Russia
is ready to establish constructive cooperation with Afghanistan to maintain its stability
and independence as well as to promote negotiations while continuing assistance to its
security forces. Besides terrorism, Russia is extremely anxious about the drug issue.
Large-scale production of drugs funds and encourages terrorism and undermines re-
gional stability. This focus area could become a more important sphere of cooperation
between Moscow and Kabul.

At the six-party talks, held immediately after Rabbani’s visit to Moscow, regional
approaches to solving the Afghan problem were discussed. The parties reached agree-
ments on stepping up efforts to facilitate the reconciliation process with Kabul in the
lead role. They highlighted the need to broaden regional efforts aimed at stabilizing the
situation and the need to engage new parties, mainly from Central Asia. Against this
backdrop, Moscow has brought the Shanghai Cooperation Organization to the fore-
front — all members of this organization are neighbors of Afghanistan. The ascension
of India and Pakistan to the SCO in June 2017 will significantly strengthen its posi-
tion as the central regional forum in which a comprehensive solution to Afghanistan’s
problems can be sought. Recognizing that any hope of resolving Afghanistan’s stale-
mate without the participation of Washington is unrealistic, Russia expresses interest in
Washington joining the process. In this context, the renewal of U.S. — Russia dialogue
on Afghanistan in the context of the NATO — Russia Council could be a positive sign.

Conclusions

Before the withdrawal of U.S. troops from Afghanistan and shortly thereafter, the ex-
pert community considered several scenarios regarding the further development of the
situation in Afghanistan. One of the most optimistic and preferable scenarios envi-
sioned the current regime remaining in power and being able to secure stability and the
steady development of the country. Other less-optimistic scenarios see the opportunity
to secure only partial control by the central authorities over regions, the de facto geo-
graphic and political defragmentation of the country, a slide towards chaos and “war of
all against all” and ultimately the Taliban’s total control over the country.

Despite remaining pressure by the armed opposition and lack of internal unity
of the Afghan authorities, the worst-case scenario has been avoided over the last two
years. Military operations have been carried out, the economy has floated and some
announced reforms have been implemented. However, it is clear that this would not
have happened without the presence of NATO troops (which take part in all Afghan
National Army high-profile operations against insurgents), full fledged financial and
other support for Afghanistan’s security forces by Western countries and other mem-
bers of the world community and their direct financial injections into the country’s
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economy. Meanwhile, it is doubtful that by 2024 the national unity government will
succeed in tackling all key challenges while carrying out its 10-year program of social
and economic reform. Completion of the reforms will definitely require time beyond
this period.

Along period of internal confrontation lies ahead, even if some formal agreements
on peace or truces are reached. Moreover, the national unity government’s remaining
course for reconciliation with the armed opposition, backed by the world community,
provides some basis for thinking that Afghanistan tilts, although slowly and with back-
steps, toward the hybrid option of tackling the challenge by sharing power with proac-
tive Islamic opposition and establishing a kind of coalition with it (although probably
with a limited timespan). However, it is necessary to significantly weaken the opposi-
tion to arrive at the negotiating table, and that remains quite problematic. The op-
position’s letter to U.S. President-elect Donald Trump in November 2016 made clear
the Taliban’s continuing demand for the withdrawal of U.S. troops.”? This approach
was backed by Hekmatyar and, to a great degree, by former President Karzai. Before
the U.S. presidential election in 2016 the lower house of Afghanistan’s parliament had
called again for revision of the security cooperation agreement with Washington which,
among other things, had not only failed to ensure stability in the country but had aggra-
vated it. For his part, President Ghani highlighted Washington’s role as an “important
strategic partner of Afghanistan in its fight against terrorism” and expressed hope for
further development of bilateral relations.

Needless to say, while the bulk of the armed opposition is reluctant to embrace
the policy of national reconciliation announced by Kabul, the national unity govern-
ment’s viability depends totally on military and financial support from the U.S. and
NATO. The severe aggravation of the situation in northern Afghanistan in 2015 made
Washington delay the withdrawal of U.S. troops in 2016. That could have happened
in 2017 but the final decision was left for the new U.S. administration led by Donald
Trump. Although during his election campaign he was very skeptical about Washing-
ton’s involvement in the IRA conflict, he nevertheless confirmed the commitment to
the strategic partnership with Afghanistan and made clear the possibility of a troop
surge in Afghanistan. The commanders of NATO troops in Afghanistan have openly
backed the Alliance’s troop surge. Kabul keeps a close watch on the details of current
Washington policy and seeks by all means (including speculation about the “Russia
factor”) to encourage the U.S. to reinforce its Afghanistan policy in the style of former
U.S. President Barack Obama.

Kabul, in this context, was impatient to learn how the White House’s policy towards
Afghanistan would evolve under President Trump. The new Afghan strategy, brought
into action after long contemplation and calculation, dispelled the illusions concerning
capabilities of Washington to consider substantial corrections to its policy towards Af-
ghanistan. President Trump tried to distance his administration from claims made by

12 According to khaama.com, 12 November 2016.
13 According to president.gov.af/en (Press Release), 9 November 2016.
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the previous administration concerning firm and timely support for Kabul. He indicated
that the U.S. will not intervene in matters of statecraft in Afghanistan, but emphasized
the intention to concentrate on providing support for the Afghan security forces in their
struggle against the armed opponents of the regime. In this case, withdrawal of the U.S.
forces is not only the matter of doubtful future — the U.S. military presence is to be fur-
ther increased. The strict reaction of the Taliban to these announcements is a preface to a
new phase of conflict in Afghanistan. This is amplified by the fact that President Trump
advocated for more active participation by India in Afghan issues when amending Presi-
dent Obama’s “AfPak” conception. At the same time, President Trump sharply criticized
Pakistan, blaming the country for its direct support of regional terrorist activity. All these
factors led to active protest in Islamabad and China.

In keeping with Russia’s skeptical appraisal of the “old-new” Afghanistan strategy
adopted by the Trump administration, it is very unlikely that the Afghan conflict will
move towards reconciliation in the near future. That would require new approaches
from Washington. However, a radical “reload” of the U.S. strategy towards interior and
international aspects of the Afghanistan crisis can be realized only if accompanied by
general changes in its perception of its global strategic interests, which is unlikely.

The open and transparent cooperation of external actors as well as their forbear-
ance from the temptation to seek unilateral advantages at the expense of their partners’
interests (including the Afghan partners) should be a key element in promoting the
Afghan peace process. Taking into account the history of the conflict in Afghanistan, it
is quite clear that different factions in the incumbent national unity government as well
as outside the government (including the Taliban) will seek to secure special support
outside and inside the country with a view to impose their own decisions on other ac-
tors. It will be difficult to overcome this trend, especially given the deep mutual distrust
not only between the U.S. and Russia but also between the U.S. and China, the U.S.
and Iran, India and Pakistan, Afghanistan and Pakistan, and so on. These factors pre-
determine opportunities by laying the groundwork for biased and prejudiced interpre-
tations of the other side’s intentions, allowing actors to secure their own interests at the
expense of the common strategic goal to promote peacemaking and the establishment
of a negotiation process for national reconciliation. For these reasons, many new and
unexpected challenges lie ahead.
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Tlocae 6bi600a u3z Ageanucmana ochosnoil uacmu eounckoeo konmuneenma CIIA o6cmanoska ¢ cmpane He mMoAbKo
He npemepnena padukaibHbIX NO3UMUBHBIX USMEHEHUIl, HO U umena meHoeHyuro Kk obocmpenuro. [lpasswas snuma, ne-
cmompsi Ha noddepxcky Bawunemona u 3anada, ne cmoena obecneuums HeoOX00UM020 eQUHCM8Ea, a chopmuposarHoe
nocne npesudenmckux evioopog 2014 2. npagumenscmeo ocmasanoch WAMKUM U NOAUMUYECKU YA36UMbIM. DKOHOMUKA
yHKYUOHUPOBANA 8 OCHOBHOM 01a200aPS HEUWHUM (PUHAHCOBO-IKOHOMUYECKUM GAUBAHUAM. 3aNyWeHHas decsmunem-
HSSL NPOPAMMA CMAHOBACHUS HA NYMb CAMoo0ecnetenus He 0aia KaKux-aubo ouymumblx pe3ynbmamos.

Tpasumenscmay ne yoanoce 3anycmums U nepecogoPHbLil NPOYECC C BO0PYHCEHHBIMU ONNOHEHMAMU, BbICMYNAG-
wumu 3a okoHuamenvrulii 661600 gotick CIIIA u HATO. B pykax maiu6oe no-npejxcHemy ocmaemcs 3Ha4umenbHast 4acmo
meppumopuu cmpanst. Hapsdy ¢ unmencusnoimu 60egbimu onepayusmu nposoouaUucs KpynHole meppopucmu1ecKue aKmol
6 eopodax, exaouas Kabya. I[lapanneavro nabupano cuny u npucymemeue 6 Agpeanucmane 6oesuxoe UTHJI.

Cocednue eocydapcmea, exaruas Poccuro, evipaxcarom cepvesnoe 6ecnokoiicmeo 6 cesa3u ¢ HecmabuabHOCMbIO 8
Adgheanucmane, pacuwupenuem desmenvnocmu UTHJI, onachocmoto pacnpocmpanenus ¢ meppumopuu M PA napkomukos
u meppopusma. Pacyenusas croxcusuiyiocs cumyayuro KaKk ROMEHYUANbHYI0 Yepo3y 0e30NACHOCMU PecUOHA, OHU OKa-
3vi6anu codeiicmeue Kabyny u e2o Kypcy na HayuonasvHoe npumupenue. Mockea usyuaem 603MONICHOCHb PACUUPEHUs
Pe2UOHANbHOL cocmasasowell peulenus agheanckoil npoonemb.

IIpuxoo k éaacmu 6 CIIA Hosoil AOMunucmpayuu He éHec KaKux-aubo HO8bIX KOPpeKmue 8 noaumuxy Bawune-
mona é Agpeanucmane. Bonee moeo, paccmampueanace, 6 mom yucne napasteavto ¢ HATO, 6o3moocnocms pacuiuperus
B0CHH020 NPUCYMCMBUSL 8 IMOU CIMPAHe, YMo 6 Uno2e Modcem 000cmpums ageanckuil KOHGAuKm.
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