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Abstract

Since its establishment, the New Development Bank (NDB) has been actively seeking to establish cooperation
with other multilateral financial institutions. This strategy was stimulated by the fact that projects funded by
multilateral banks often require large-scale investments and significant expert resources, or are associated with
risks that a single lender cannot undertake independently.

The purpose of this article is to study the mechanisms of cooperation between the NDB and “traditional”
multilateral banks, as well as the national development banks of the BRICS grouping of Brazil, Russia, India,
China and South Africa. This article seeks to forecast the future of cooperation in order to better understand the
overall prospects of the NDB. To do so, existing formats of engagement between the NDB and other development
banks are analyzed, as are their approaches to participation in joint projects.

The article finds that the NDB, despite its differences from the “traditional” banks, seeks to establish
an effective division of labour and cooperation with them, primarily because of their common goal of reducing
the large-scale deficit in infrastructure investments. Despite the fact that none of the projects approved by the
NDB so far involves other multilateral development banks, the launch of official cofinancing with them is
expected in the very near future. Depending on the scenarios of NDB expansion, its joint loan portfolio with
other multilateral banks in five years could reach $58 to $82 billion. As for national development banks of
the BRICS, the NDB has also laid a formal framework for cooperation with them, even while it has not yet
resulted in any concrete projects. Thus, in order to successfully implement its strategy of engagement with other

financial institutions in the future, the NDB needs to intensify practical cooperation with national banks in the
areas identified in the relevant declarative documents.
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Introduction

Multilateral development banks (M DBs) actively contribute to the economic and social
development of countries around the world. Projects supported by these institutions
often require very large investments and significant expert resources, or are associated
with risks that a single lender cannot address independently. One of the most frequent-
ly used mechanisms in such cases is engagement between several actors. Multilateral
banks actively cooperate with national governments, private sector and civil society
at various levels; they implement comprehensive programmes that include financing
projects not only from their capital, but also from other resources. Such cooperation
between MDBs results in the development of common standards and principles, con-
solidation of expertise, risk sharing and, most importantly, significant increases in the
volume of available financial resources through pooling efforts.?

Since their establishment, two new multilateral development banks — the New De-
velopment Bank (NDB) and Asian Infrastructure Investment Bank (AIIB) have been
actively seeking to establish cooperation with other multilateral financial institutions
[Shelepov, 2017b]. This article is focused on one of these new banks — the NDB. The
purpose of this research is to study cooperation mechanisms between the NDB and “tra-
ditional” multilateral banks, as well as with the national development banks of the BRICS
grouping of Brazil, Russia, India, China and South Africa, in order to forecast the evolu-
tion of this cooperation and assess the overall prospects for the successful development of
the NDB. Thus, the article analyses existing engagement formats between the NDB and
other development banks and their approaches to participation in joint projects. The main
hypothesis is that despite differences with the “traditional” banks, due to their shared
goal of reducing the large infrastructure investment gap, the NDB intends to establish a
division of labour with the “traditional” banks rather than to compete with them.

Development Banks’ Cofinancing Mechanisms

Multilateral development banks, including the NDB, are mandated to implement
large-scale projects [BRICS Governments, 2014]. Quite often the volume of invest-
ments needed for such projects cannot be provided by a single bank. In this case, multi-
lateral banks pool their resources with other institutions in the framework of cofinanc-
ing. They use different types and mechanisms of cofinancing, and their partners in this
process include a wide range of development institutions including multilateral and
bilateral development assistance agencies (inter alia, multilateral banks), government
agencies and financial institutions, public and private foundations and funds, non-
governmental organizations and private companies, as well as sources of commercial
financing or partners that share risks, such as banks, insurance companies and pension
funds, as well as export credit agencies.

2 Swiss State Secretariat for Economic Affairs. Importance of the Multilateral Development Banks.
Available at: https://www.seco-cooperation.admin.ch/secocoop/en/home/themes/multilateral-cooper-
ation/switzerland-and-mdbs.html (accessed 28 October 2017).
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According to the Asian Development Bank (ADB), multilateral development bank
cofinancing is divided into three types depending on the characteristics of its source.
Sources for the first type, official cofinancing, include multilateral and bilateral devel-
opment assistance agencies, as well as export credit agencies. This type of cofinancing
traditionally meets strategic priorities of all parties involved, ensuring efficiency, low
transaction costs and consistent and transparent disclosure mechanisms for project im-
plementation. Commercial cofinancing, the second type, can be provided by both pri-
vate and public institutions. It typically comes from financial markets and, accordingly,
its cost is determined by the market. Mechanisms to ensure credit liabilities are met
(for example, through guarantees) and risk-sharing tools help to mobilize financial re-
sources, especially for projects that commercial partners view as risky for participation
without involving multilateral banks. Other cofinancing is a third type aimed at mobi-
lization and syndication of soft loans. In addition to public sources, it can be provided
by the private sector through funds, corporate social responsibility programmes, civil
society organizations and other institutions that are not included in the other forms of
cofinancing [Asian Development Bank, 2014].

Commercial cofinancing involves the attraction of debt financing for multilateral
bank projects on market terms. It is provided using two main mechanisms: guarantees
and syndicated lending. Guarantees allow partners to transfer to multilateral develop-
ment banks risks that they are not ready to take on independently. They can cover vari-
ous types of debt instruments and extend to commercial (credit) risks such as non-
repayment of a loan principal and interest, as well as to political risks, including ex-
propriation, social unrest and disputes over contracts or nonfulfillment of sovereign
obligations.?

Syndicated lending involves multilateral development banks as nominal lenders. In
the framework of syndicated lending, a certain share of funding is provided directly by
the multilateral bank (so-called A-loan), while the rest is financed by loans from com-
mercial banks and other financial institutions (B-loans). Under such a mechanism,
cofinancing partners receive the same privileges as multilateral banks. They are exempt
from restrictions on currency conversion, remittance of interest payments and repatria-
tion of principal, as well as from withholding taxes. They also face reduced likelihood of
rescheduling in the event of an external debt crisis in the borrowing country and enjoy
other benefits not available to them under normal conditions. In addition, multilateral
banks provide cofinancing partners with services related to project appraisal, supervi-
sion and monitoring of project implementation, and loan administration.*

Based on this classification, the NDB can use official and commercial cofinanc-
ing in its engagement with other institutions. However, at the moment it does not cofi-
nance projects with any other multilateral banks, focusing instead on cooperation with
commercial financial institutions from the BRICS. Such an approach contributed to

3 Asian Development Bank. Guarantees. Available at: https://www.adb.org/site/private-sector-financ-
ing/commercial-cofinancing/guarantees (accessed 28 October 2017).

4 Asian Development Bank. Loan Syndication. Available at: https://www.adb.org/site/private-sector-
financing/commercial-cofinancing/loan-syndication (accessed 28 October 2017).
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the successful bond issuance in the Chinese market and plans for future issuances of
debt instruments denominated in the currencies of the BRICS states.’ Still, signed co-
operation documents with nine multilateral banks, both regional and global, suggests
that cofinancing with these institutions will be launched in the near future.

NDB Engagement with Other Multilateral Development
Banks — Declarative Cooperation

The NDB interacts with both regional and global MDBs, relying on the principle of
using “institutional strengths and comparative advantages” leading to mutual benefits
[Asian Infrastructure Investment Bank and Asian Development Bank, 2016].

As of October 2017, none of the 11 projects approved by the NDB provides for
participation of other multilateral development banks.® Nevertheless, recent trends in-
dicate the growing aspiration of the NDB for this type of partnership.

Cooperation between the NDB and other multilateral development banks
was launched in July 2016, when NDB President K.V. Kamath and ADB President
T. Nakao signed a memorandum of understanding between their institutions. The main
goal of the document was to augment cooperation between the two banks based on the
identification of potential areas of strategic partnership where their interests overlap.
The ultimate goal of cooperation was defined as providing “sustainable, balanced and
inclusive growth and poverty reduction in countries of common interest.”” The heads
of the two banks identified “sustainable development projects in renewable energy, en-
ergy efficiency, clean transportation, sustainable water management, and sewage treat-
ment” as priority areas for cooperation.?

Cooperation between the NDB and the World Bank was formalized in September
2016. A memorandum of understanding between the two banks provides for coopera-
tion on infrastructure projects, with an emphasis on energy and water supply. Accord-
ing to the memorandum, the two banks can jointly finance projects, provide advisory
services, share knowledge regarding their operations and facilitate staff exchanges.’

The same day, a memorandum of understanding was signed between the NDB
and the Development Bank of Latin America (CAF). The banks expressed their inten-
tion to participate in joint projects in the field of sustainable infrastructure, energy,

5 New Development Bank (2016) New Development Bank Plans Rupee, Rouble Bonds. Available at:
https://www.ndb.int/media/new-development-bank-plans-rupee-rouble-bonds/ (accessed 28 October 2017).

¢ New Development Bank. Projects. Available at: https://www.ndb.int/projects/list-of-all-projects/ (ac-
cessed 28 October 2017).

7 New Development Bank (2016) NDB, ADB Sign MOU on Cooperation for Sustainable, Inclusive
Growth. Available at: http://www.ndb.int/press_release/ndb-adb-sign-mou-cooperation-sustainable-inclu-
sive-growth/ (accessed 28 October 2017).

8 Tbid.

® New Development Bank (2016) World Bank Group, New Development Bank Lay Groundwork for
Cooperation. Available at: http://www.ndb.int/press_release/world-bank-group-new-development-bank-lay-
groundwork-cooperation/ (accessed 28 October 2017).
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water supply and environmental protection. In addition, the memorandum provides for
the possibility of cofinancing projects in countries of mutual interest (primarily Brazil),
taking into account the complementary objectives of the two banks (countries of Latin
America and the Caribbean are major CAF borrowers)."” The document also empha-
sizes the need for exchanging knowledge and experience with a particular focus on the
balanced bilateral nature of this cooperation; for this reason exchanges are carried out
on a reciprocal basis.!

At the second annual meeting of the NDB board of governors on 1 April 2017,
several basic documents on cooperation with other multilateral financial institutions
were signed. The new NDB partners included the European Investment Bank, the
International Investment Bank, the Eurasian Development Bank, the European Bank
for Reconstruction and Development (EBRD) and the AIIB."?

The signed memoranda were quite standard and similar to those previously con-
cluded with three other multilateral banks. They provide for cooperation on projects in
the areas of infrastructure, environmental protection and sustainable development in
accordance with the mandates of the partner banks. Cooperation can involve cofinanc-
ing, other mechanisms of joint financial support, interaction through treasury manage-
ment and staff exchanges, as well as exchanges of experience and data. The change in
the NDB strategy of selecting new partners should be highlighted. Previously, given its
relatively narrow membership and geographic representation, the bank focused mainly
on cooperation with national development banks (discussed below), commercial banks
of the BRICS countries (for example, with Chinese banks that participated in issuing
NDB green bonds in the national market) and multilateral development banks where
the BRICS countries play a significant role in decision-making. New partners include
large multilateral institutions that carry out core activities outside the BRICS, for exam-
ple, the European Investment Bank. Signing such documents may indicate the NDB’s
intention to expand the geographic scope of its operations. Formalizing cooperation
with the AIIB can also be an important step to future successful NDB development.
Previously, despite the obvious expediency of cooperation between the two new devel-
opment banks its potential was not fully used, although representatives of both banks
repeatedly noted that they “should complement rather than compete each other.”"

The NDB also continued cooperation with regional institutions. On 26 April 2017,
it signed a memorandum on strategic cooperation with the Financial Fund for the De-
velopment of the Rio de la Plata Basin (FONPLATA), which includes Brazil, Argen-

10 Development Bank of Latin America (2016) CAF and New Development Bank Sign Cooperation
Agreement. Available at: https://www.caf.com/en/currently/news/2016/09/caf-and-new-development-bank-
sign-cooperation-agreement/ (accessed 28 October 2017).

' New Development Bank (2016) Development Banks CAF and NDB Agree to Co-operate More Closely.
Available at: https://www.ndb.int/media/development-banks-caf-ndb-agree-co-operate-closely/ (accessed 28 Oc-
tober 2017).

2 New Development Bank. List of Memoranda of Understanding and Cooperation Agreements.
Awailable at: http://www.ndb.int/partnerships/list-of-partnerships/ (accessed 28 October 2017).

13 New Development Bank (2016) BRICS NDB, AIIB to Start Joint Financing of Projects — NDB VP.
Available at: https://www.ndb.int/media/brics-ndb-aiib-start-joint-financing-projects-ndb-vp/ (accessed
28 October 2017).

103



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 13. No 1 (2018)

tina, Bolivia, Paraguay and Uruguay. The document is aimed at developing coopera-
tion on projects in Latin America."

It should be noted that all documents on cooperation signed between the NDB
and other multilateral financial institutions only express declarative intentions and
enumerate possible areas of cooperation without mentioning concrete initiatives. While
practical results of cooperation between the NDB and national institutions are gradu-
ally becoming apparent, as in the case of the China Construction Bank which par-
ticipated in the underwriting syndicate when issuing the NDB bonds," and the case of
Vnesheconombank which has prepared “a portfolio of projects potentially interesting
to the NDB of up to US$ 400 million,”' there have been no joint projects with multi-
lateral development banks so far. However, given NDB efforts to develop cooperation
with this type of institution, joint official cofinancing is likely to be launched shortly.

NDB Cooperation with National Development
Banks — Underutilized Opportunities

The review of NDB cooperation with other MDBs shows that the new bank is active
in this area. It has established a formal basis for engagement in the first two years of its
operations even though it has not yet resulted in any concrete joint projects.

There is a similar trend in NDB engagement with national development banks —
a number of documents regulating formats and determining the overall goals of co-
operation between the NDB and development banks from the BRICS countries have
been signed.

National development banks generally do not consider infrastructure financing
outside their countries to be a priority. Even if they have sufficient financial resourc-
es, they still face significant barriers in external operations. In the foreseeable future,
this situation is unlikely to change without establishing partnerships between national
and multilateral development banks. Taking into account the role of the BRICS in the
NDB, it is reasonable for the bank to develop cooperation with the national institutions
of the members [Shelepov, 2017a].

To formalize this cooperation the NDB signed a memorandum of intent on co-
operation with the members of the BRICS Interbank Cooperation Mechanism at the
2015 Ufa summit. Thus, the NDB identified its main partners in the BRICS countries,
including the Brazilian state corporation “Banco Nacional de Desenvolvimento Eco-
nomico ¢ Social” (BNDES), the Russian Bank for Development and Foreign Eco-

“ New Development Bank (2017) NDB, FONPLATA Sign Memorandum on Strategic Cooperation in
Brasilia, Brazil. Available at: http://www.ndb.int/press_release/ndb-fonplata-sign-memorandum-strategic-
cooperation-brasilia-brazil/ (accessed 28 October 2017).

15 The BRICS Post (2016) BRICS Bank to Issue $448 Mn of Yuan Green Bonds. Available at: http://
thebricspost.com/brics-bank-to-issue-448-mn-of-yuan-green-bonds/#.WAds-uuhgko (accessed 28 October
2017).

1 Members of the BRICS Interbank Cooperation Mechanism and the New Development Bank
Intend to Develop Cooperation in Priority Sectors. Available at: http://www.veb.ru/press/news/index.
php?id_19=102689 (accessed 28 October 2017).
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nomic Affairs (Vnesheconombank), the Export-Import Bank of India (Eximbank),
the China Development Bank (CDB) and the Development Bank of Southern Africa
(DBSA).

Initially, the Interbank Cooperation Mechanism did not consider infrastructure
projects as one of its priorities. The Mechanism was established on 15 April 2010, when
the memorandum on cooperation of state financial institutions for development and
export support of the BRICS nations was signed. At the end of 2010, following the
accession of South Africa to the BRIC, the Development Bank of Southern Africa
joined the Interbank Cooperation Mechanism. The initial memorandum on coopera-
tion shaped its general areas, particularly strengthening trade and economic relations
between the BRICS countries as the main objective. In 2011, on the sidelines of the
BRICS summit and in the presence of the BRICS leaders, a framework agreement
on financial cooperation within the BRICS Interbank Cooperation Mechanism was
signed. Vnesheconombank’s head V. Dmitriev called this document “the first inter-
governmental cooperation project of the BRICS countries.”"” In accordance with the
framework agreement, the participating banks agreed to develop cooperation in sev-
eral priority areas, including the use of national currencies for mutual settlements and
lending, joint projects in the extractive industry, new technologies, information and
communications technology, sustainable development and environmental protection,
development of national debt markets and the exchange of experience and data. The
ultimate goal of this cooperation was to strengthen practical cooperation between the
BRICS countries, facilitate and promote mutual trade in goods and services, as well
as investments in bilateral and multilateral projects [BRICS Interbank Cooperation
Mechanism, 2014]. In the framework of India’s presidency of the BRICS, the national
development banks further augmented their cooperation in providing credit lines, ac-
cumulating financing to stimulate trade and investment in joint projects and previously
defined areas of cooperation.'

The priorities of the South African presidency in 2013 affected the Interbank Co-
operation Mechanism agenda, shifting its focus to sustainable infrastructure develop-
ment. In line with these priorities, two documents were signed by the national banks:
the BRICS Multilateral Cooperation and Co-financing Agreement for Sustainable
Development and the BRICS Multilateral Infrastructure Co-financing Agreement for
Africa [BRICS Interbank Cooperation Mechanism, 2014]. According to these docu-
ments, the development banks agreed to pool efforts to implement infrastructure pro-
jects in African countries and to coordinate on projects in the field of sustainable de-
velopment and green economy, including increased use of renewable energy, energy
efficiency, preserving biodiversity and reasonable consumption of natural resources.

Despite the broad spectrum of cooperation areas, the BRICS Interbank Coopera-
tion Mechanism has not achieved any significant practical results. Cooperation bet-

I7 Rossijskaja Gazeta (2011) The First Joint Project of the BRICS Countries Will Be an Agreement on
Financial Cooperation. Available at: https://rg.ru/2011/04/13/soglashenie-anons.html (accessed 28 October
2017).

8 BRICS Information Centre (2012) Agreements between BRICS Development Banks. Available at:
http://www.brics.utoronto.ca/docs/120329-devbank-agreement.html (accessed 28 October 2017).
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ween the national development banks within the BRICS has developed mainly on a
bilateral basis. Aspiration for broader intra-BRICS cooperation, including on multilat-
eral projects in the field of sustainable development, was one of the reasons for signing
the Memorandum of Intent on Cooperation with the NDB.

The memorandum signed in Ufa expressed the intentions of the BRICS national
banks to cooperate with the NDB in a number of areas, primarily on infrastructure and
sustainable development projects. Such priorities are fully aligned with both the NDB
mandate and the issues to be addressed in the framework of the interbank mechanism.
As Vnesheconombank Chairman Vladimir Dmitriev mentioned after signing the docu-
ment, “the banks that are members of the BRICS Interbank Cooperation Mechanism
and the New Development Bank face similar goals, therefore their engagement will
have a positive impact on economic development in the BRICS countries.”"

Given the declarative nature of the signed document, it was necessary to agree on
concrete measures to deepen cooperation between the NDB and national banks. India,
as chair of the BRICS in 2016, was the first of the five states to announce the participa-
tion of its export-import bank in preparing a new agreement with the NDB. According
to Indian authorities, the main objective of the new agreement was to facilitate and in-
crease investment in joint projects. At the same time, it was again noted that the agree-
ment would be of a recommendatory nature, being “a nonbinding umbrella agreement
aimed at establishing a cooperation framework in accordance with the national laws
and regulations, besides skills transfer and knowledge sharing amongst the signatories”
without being associated with any financial obligations for them.?

This agreement (Memorandum of Understanding between BRICS Interbank
Cooperation Mechanism and New Development Bank on General Cooperation) was
signed at the Goa summit. According to the memorandum, following the principle of
“equality, mutual benefits, responsible financing, and balance of interests,” the signa-
tories would strive to combine their advantages for practical cooperation on infrastruc-
ture and sustainable development projects in order to stimulate social and economic
progress in the BRICS countries.?! The memorandum identified priority cooperation
areas, including: financing and cofinancing of projects; provision of lines of credit, in-
cluding two-step and back-to-back loan facilities; implementation of joint programmes
in the field of project finance; facilitating the issuance of bonds; using currency and
interest rate swaps and other financial derivatives; provision of guarantees and counter-
guarantees to secure obligations; participation in public-private partnerships; creation
of investment funds for financing projects in priority areas; development of effective

1 Vnesheconombank (2015) Heads of Banks Participating in the BRICS Interbank Cooperation
Mechanism Intend to Interact with the New Development Bank. Available at: http://www.veb.ru/press/news,/
index.php?id_19=100876 (accessed 28 October 2017).

% New Development Bank (2016) Cabinet approves Pact between EXIM Bank, New Development
Bank. Available at: https://www.ndb.int/media/cabinet-approves-pact-exim-bank-new-development-bank/
(accessed 28 October 2017).

2l China Development Bank (2016) Annual Meeting of BRICS Interbank Cooperation Mechanism Held
in Goa. Available at: http://www.cdb.com.cn/English/xwzx_715/khdt/201701/t20170117_4036.html (accessed
28 October 2017).
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and sustainable financial solutions for projects of mutual interest; sharing knowledge
and experience on environmental, social and procurement policies and procedures; ex-
change of knowledge and experience in the area of technical assistance for the prepara-
tion and implementation of projects; exchange of personnel and other types of engage-
ment to improve human resources management; preparation of joint publications and
organization of seminars, round tables and conferences; and ensuring dialogue through
regular meetings of executives [New Development Bank, 2017].

Although the memorandum identified areas of cooperation it remains declarative,
and like all other documents on engagement between the NDB and other financial
institutions it lacks specific commitments and initiatives aimed at achieving the stated
goals. Accordingly, numerous statements on preparing lists of joint projects involving
the NDB and individual national development banks of the BRICS countries, includ-
ing Vnesheconombank, are not yet supported by any practical results despite the obvi-
ous expediency of such cooperation for both sides.

Prospects for Cooperation between the NDB
and Other Development Banks

The NDB, understanding the need to develop cooperation with multilateral and na-
tional development banks, signed a number of documents that determine parameters
and areas of engagement. In particular, it signed memoranda on cooperation with the
ADB, World Bank, Development Bank of Latin America, International Investment
Bank, Eurasian Development Bank, European Investment Bank, EBRD, FONPLATA
and AIIB. The NDB also formalized cooperation with the BRICS Interbank Coopera-
tion Mechanism.?? Given its narrow membership and diverse geographical representa-
tion, the NDB places obvious emphasis on cooperation with sub-regional MDBs with
a small number of participants where the BRICS countries play leading roles. Although
sub-regional banks currently operate in volumes that are often comparable to those of
major traditional multilateral banks, further scale-up of their operations is impossible
without joint investments in large projects involving both types of institutions. Prob-
ably, in this connection the NDB intended to cooperate with large MDBs. This inten-
tion was manifested in the memoranda with the World Bank and ADB.

The strategy of the NDB cooperation with other financial institutions is deter-
mined by the specific characteristics of the bank, including the number of participating
countries and geographical representation, as well as its priorities, such as improving
the image among investors to attract financing and adapting best operational practices,
plans for implementing specific projects and positioning itself as a development bank
of a “new type.” The NDB strategy helped to lay the foundation for cooperation with
local institutions in the BRICS countries, creating conditions not only for future joint
projects, but also for improving other areas of the bank’s work based on using the expe-
rience and knowledge of such institutions about local economies.

2 New Development Bank. List of Memoranda of Understanding and Cooperation Agreements.
Available at: http://www.ndb.int/partnerships/list-of-partnerships/ (accessed 28 October 2017).
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The NDB can potentially increase its operational effectiveness through more
active engagement with other multilateral banks. Given the outcomes of the annual
meeting of its board of governors in April 2017, it is likely to resort to the full range
of cooperation mechanisms with other multilateral banks as stipulated in their joint
memoranda. In this case, in the near future the bank is likely to first support projects
based on official cofinancing with other institutions. Taking onto account the experi-
ence of another new institution, the AIIB, these projects at the initial stage will most
likely use the standards and practices of the partner banks and be implemented with a
leading role for the NDB. Later, along with the accumulation of its own experience, the
NDB can transform into the main cofinancing institution.

Another source of increasing effectiveness is strengthening cooperation between
the two new banks — the NDB and AIIB. As noted above, despite expressing intentions
to cooperate and signing a relevant memorandum, the banks have not yet launched any
practical projects. Given their similar goals and challenges, they do not currently seek
to compete with each other. Similar specialization and country priorities predetermine
opportunities for cooperation between them, primarily through official cofinancing of
large-scale infrastructure projects in the countries that are members of both institu-
tions (the BRICS states). Such cooperation has been repeatedly discussed at the high-
est level. In the Ufa Declaration, the BRICS leaders welcomed the “proposal for the
NDB to cooperate closely with existing and new financing mechanisms including the
Asian Infrastructure Investment Bank” [BRICS Leaders, 2016]. Despite mentioning
a wide range of possible cooperation formats, including the exchange of information
such as databases, the preparation and publication of joint studies, holding seminars
and conferences, professional exchanges and cofinancing of projects, this document
too is declarative. As a result, despite the obvious expediency of cooperation between
the two new development banks, its potential is not currently used. To successfully
cooperate in the most important area — joint financing of projects — the NDB and
AIIB should agree on specific parameters of engagement. It would be advisable in this
regard to develop a special document similar to the cofinancing framework agreement
between the AIIB and the World Bank [Shelepov, 2017b].

Cofinancing with other multilateral banks will create opportunities for implement-
ing large-scale projects that cannot be financed by a single institution. Assuming cofi-
nancing in one-third of the NDB projects in equal proportions with the other MDBs,
the total loan portfolio of the NDB and other multilateral banks in the framework of
joint projects will reach $58 and $82 billion by 2022 under the baseline and optimistic
scenarios of NDB expansion, respectively (Figure 1). The share of cofinanced projects
is selected based on the experience of other multilateral banks, primarily the AIIB. The
NDB’s equity-to-loans ratio is set equal to 37.5% under the baseline scenario in ac-
cordance with the average figure of the major MDBs, similarly to the return on equity
(ROE) ratio, equal to 3.5%. The baseline forecast takes into account the established
procedure for paying capital subscriptions by member countries, NDB’s plans for issu-
ing bonds (supported by its successful experience in the Chinese market) and to attract
new members, which will result in an additional allocation of $25 billion of autho-

108



MULTILATERAL DEVELOPMENT BANKS: CONTRIBUTION TO SUSTAINABLE DEVELOPMENT

rized but unsubscribed capital. The optimistic forecast is based on an assumption about
accelerated membership expansion which will result in full distribution of authorized
capital among the bank’s members, as well as more favourable conditions for raising
funds in the financial markets, so that the E/L ratio will reach 35%.%
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Figure 1. Projected Total Loan Portfolios of the NDB and other MDBs under the Baseline and Optimistic
Scenarios, $ Billions

Source: Author’s calculations.

Finally, engagement with national development banks, which have a number of
important advantages in financing infrastructure projects due to their official status
and support at various levels, including access to budgetary sources [Shelepov, 2017a],
can also become an important factor of scaling up NDB operations. Still, making pro-
jections about the scale of joint financing of the NDB and national banks is a challenge
given the lack of examples of such engagement both for the NDB and the AIIB, whose
nature is largely similar.

It is important to note that cofinancing from multilateral and national develop-
ment banks only redistributes their resources within the framework of implementing
infrastructure projects, without significantly affecting their overall volume. The NDB’s
cooperation with institutional investors and the fact that it acts as a catalyst for private
investment can potentially help attract additional funding. However, attracting private
sector investment in the infrastructure sector is an issue for separate consideration.
Forecasting the scale of private investors’ participation in NDB-initiated projects in
this case will also be difficult given the absence of examples of such engagement. Ne-
vertheless, this type of cooperation could definitely play an important role in financ-
ing infrastructure investments by creating opportunities for implementing large-scale
projects where the resources, expertise and risk management practices of development
banks are combined.

2 See Shelepov [2016] for more detail about approaches to forecasting the NDB loan portfolio.

109



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 13. No 1 (2018)

Conclusion

The new multilateral development banks are aware of the importance of engagement
with other financial institutions with a similar focus, given the possibilities of attracting
cofinancing for large infrastructure projects and the need to exchange experience in
selecting and carrying out projects in accordance with advanced social and environ-
mental standards and principles.

Based on the data presented in the article, NDB engagement with other multilat-
eral and national development banks is aimed at the creation of an effective division
of labour. Despite some concerns about potential competition between the new mul-
tilateral banks (the NDB and AIIB) and existing institutions [Wang, 2016], significant
infrastructure investment needs, estimated to be as much as $2.3 trillion in developing
countries alone each year [ Bhattacharya, Romani, 2013], encouraged the NDB to for-
malize cooperation with other development banks.

Although none of the projects approved by the NDB by the time of writing this
article suggest participation of other MDBs, official cofinancing mechanisms to attract
these banks as partners is likely to start in the very near future. Depending on the NDB
expansion scenarios, the total loan portfolio of the new bank and other multilateral
banks in five years will amount to $58—82 billion.

NDB cooperation with national development banks is potentially beneficial to
both parties. National banks of the BRICS could minimize constraints in internatio-
nalization of their operations through partnerships with the NDB. Similar to its en-
gagement with multilateral institutions, the NDB has established a formal framework
for cooperation with the national development banks of the BRICS on a wide range
of issues, but it has not yet resulted in any significant projects. Thus, in the future the
new bank should strengthen the practical vector of engagement in order to successfully
implement its division of labour strategy with other financial institutions.
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B nepuod ceoezo cmaroeaenus Hoeviit 6ank pazeumus (HBP) akmueno cmpemuacs K HAAaicu8anuio 83aumooeticmeus
Opyaumu MHO2OCIMOPOHHUMU QUHAHCOBbIMU UHCMUmMymamu. Beibop makoii cmpameeuu 06ycio61eH mem, 4mo npoeKmol
MHO20CMOPOHHUX OAHKO08 Yacmo mpedyom MaculmaOHbiX UHBECMULUIL, 3HAMUMEAbHBIX IKCNEPMHBIX PECypCo8 Ul cés3a-
HbL C PUCKAMU, KOMOPble CAMOCOSAMENbHO He MOJCEM 835Mb HA ce051 00Ul Kpeoumop.

Lleavro cmamobu seasemcs usyuenue mexaHusmos compyonuuecmea Hb P ¢ «<mpaduyuoHHbIMU» MHO20CMOPOHHUMU
banKamu, a maxkice HayUoHarbHviMu 6ankamu pazeumus cmparn bPUKC, u nocmpoenue npoeHo306 Hapauiueanus 3mo-
20 compyoHuuecmea, b6e3 Komopoeo HegO3MONCHO NOHUMAHUe nepcnekmus danrvreiiue2o pazeumus HbP 6 yerom. s
peudenust 3moii 3a0a4u agmopsl NPOBOOSM AHAAU3 CAONCUBUUXCS hopmamog e3aumodeticmeuss HB P ¢ opyeumu 6ankamu
pa3eUMUs U UCNOAB3YEMbIX N00X0008 K COBMECIHOMY YHACMUI 8 Pearu3ayi NpoeKmos.

1o pe3ynsmamam ananuza asmopust npuxodsm K 61600y o0 mom, umo HEP, necmompsi Ha omauvus om «mpaou-
YUOHHBIX» OAHKO08, CPEMUMCs He K KOHKYPeHUUU, a K pasdeaeHuto mpyoa u compyoHu4ecmay ¢ HUMU, 8 nepayro o4epeosb
6 cuny obwHOCMU 3a0a4 COKpauieHuss macuimabnozo depuyuma uxneecmuuuil 6 ungpacmpykmypy. Hecmomps na mo
umo Hu 00uH u3 00oopennvix HbP npoexmog noka ne npednoarazaem yuacmus opyeux MHO20CMOPOHHUX OAHKO68 Pa36U-
mus, Ha4aN0 UCNOAb308AHUS MEXAHUMOB OUUUANLHO0 COPUHAHCUPOBAHUS C UX YHACIUEM MOICHO 0HCUOAMb 8 CAMOe
bauxcatimee epems. B 3asucumocmu om cuenapuee Hapawusanus onepayuii HbP, cymmapnsiii kpedumuoiii nopmgens
paccmampueaemozo 6aHka u opyeux MHO20CMOPOHHUX OAHK08 uepe3 nsamb nem cocmagum om 58 00 82 mapo doan. CILIA.
Ymo kacaemcs HayuoranvHbix 6ankos pazeumus, HbP makace 3an0xcun gpopmanshyto ocHogy 0 compyodHu4ecmaa ¢
HUMU, 00HAKO OHO NOKA He NOAYHUAO NPAKMU1ecKo20 eonioulenus. Takum oopazom, é 6yodyusem 045 ycnewlHoll peaiusa-
yuu cmpameauu pasoeaenus mpyoa, uzopannoi HbP ¢ omnowenuu dpyeux punancoswix uHCmumymos, emy Heodxooumo
AKmMUBU3UpP0O8aAMs NPAKMUUECKUI 6eKMOP 83AUMO0eiCMBUS C HAUUOHAALHbIMU OAHKAMU NO HANPABACHUSM, NPeOyCMOm-
DEHHbIM 8 COOMBEeMCMBYIOUUX 0eKAaPAMUBHBIX OOKYMEHMAX.

KitoueBslie cioBa: HoBblit 6aHk pazButus (HBP); nHBecTuIMM B MUHOPACTPYKTYpy; MHOTOCTOPOHHUE OaHKU
pa3BUTHS; HALMOHAJIbHBIC OaHKU pa3BUTHS; COMHAHCUPOBaHUE
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T. 13. Ne 1. C. 99—113. DOI: 10.17323/1996-7845-2018-01-06
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