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1. Introduction. 
 

The world economy has changed after the end of WWII. Keynes’ statement that 

underdeveloped countries “clearly have nothing to contribute and will merely encumber 

the ground” (quoted in Camara-Neto and Vernengo 20009, 200) at Bretton Wood was 

true at that time but perhaps it does not hold any more nowadays. Economically and 

politically several underdeveloped countries seems to be very important today (Glosny 

2010). However, does it mean that these underdeveloped countries grouped in BRICS1 

(Brazil, Russia, India, China, and South Africa)2 can challenge the existing international 

world order established by the G7 (the US, Canada, Japan, France, Italy, Germany, and 

the UK) under the hegemony of the USA.  

A pioneering paper about BRICS’ relevance was written by Goldman Sachs 

researcher, Jim O’Neill in 2001. He argued that China and India had a bigger economy 

than Italy and Canada, so the former countries should have joined the G7, and the latter 

should have left out. Since then, scholars have approached BRICS’ relevance as if these 

countries, led by China, can undermine the G7 power led by the US. Some cited literature 

claims that this is not possible for economical (Roberts 2009; Liu and Wray 2010; 

Beausang) and political reasons (Glosny 2010). However, other scholars point out that  

the BRICS can enforce a new international order (a multipolar world) based on the 

creation of a new bank which would function as a development bank. Unfortunately, this 

                                                 
1 A brief summary of how BRIC group rose can be found in Guerrero 2013. 
2 Some scholars use BRICs referring to 4 countries only Brazil, Russia, India, and China. We include also 
to South Africa. 



 

 

line of thought has been argued mostly through newspaper and no serious discussion has 

been done yet. In this article, we are not concerned whether or not BRICS can challenge 

the US hegemony, nor the existing rivalries among the BRICS’ members. Our objective 

is to throw some light about the feasibility of this bank. After this introduction, in section 

2, we deal with the economic performance of both G7 and BRICS from 1989 to 2012; in 

section 3, we take into account whether or not a BRICS’ bank is desirable; in 4 we 

consider whether or not this bank is doable. Our conclusions show that China is the only 

country among the BRICS with high growth, foreign international reserves, and current 

account surpluses, then, the creation of a new development bank depends on China’s will 

to finance other members. 

2. Economic performance of G7 and BRICS. 

BRICS’ increasing importance worldwide is based on threefold aspects: 1) its 

population (43 percent out world population), 2) its GDP level, and 3) foreign exchange 

reserve level. Even though Eric Hobsbawn (1990) hypothesizes in his Nations and 

Nationalism since 1970 that population and resources play a big role in the creation of 

nations, and also David Harvey (2003) maintains that territorial resources and the 

accumulation of capital are the key features of a shaping an hegemony, we are not 

dealing here with population.3  This can be a mistake since the beginning of economic 

science, population was taken into account (Ricardo, Malthus). However, our objective in 

this paper is to deal only with accumulation of capital’s aspects. Then, in this section we 

encompass the following: 1) showing the G7 and the BRICS’ shares of world GDP at 

                                                 
3 In David Harvey’s (2003, 26-33) terms, we make a distinction between territorial aspects and process of 
capital accumulation. 



 

 

PPP4 (Purchasing Power Parity) from 1989 to 2012, and 2) showing growth rates and the 

levels of foreign exchange reserves for the groups mentioned before. 

Shares of world GDP has decreased in the G7 and increased in the BRICS. Figure 

1 shows this phenomenon. However, we have to highlight that disparities exist through 

time and among the groups. First of all, for the G7, the share of world GDP remains 

constant at 50 percent from 1989 to 2000, thereafter, it decreases steadily. For the 

BRICS, it can be seen in Figure 1 that the share of world GDP increases in a very slow 

pace from 1989 to 2000, and this share grows in a faster speed from 2000 onwards. 

 Second, the evolution of each country differs in their respective group. For the G7 

(see Figure 2), we can say that European countries (Germany, France, Italy, and the UK) 

and Japan has diminished their importance in the overall share of world GDP, Canada has 

remained quite constant, and the USA exhibited an increasing share in the 1990s (the 

result of the so called New Economy, see Brenner 2002), but it decreased sharply from 

the beginnings of the 2000s onward. Meanwhile, for the BRICS, South Africa seems 

meaningless (see Figure 3), due to its dropping GDP share in the world GDP. Russia has 

recovered from the 1990s’ collapse (due to oil and gas exports), but its economy is 

smaller than during the times of the former Soviet Union. Brazil’s participation in overall 

GDP has decreased a little from these levels of the 1990s. Then, there are only 2 

economies which their GDP shares have increased, India and China (May 1993/94; 

Layne 2009). The latter  country  folded, its GDP’s participation in world total,  for more 

than 3 in just 23 years . 

                                                 
4 Making comparisons among countries at GDP at PPP can bring some problems according to the bundle is 
used. If this bundle is too basic, underdeveloped countries’ GDP will be overestimated because prices of 
nontradeable goods are cheaper than in the developed countries. 
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Figure 1. Shares of World GDP at PPP. 
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Figure 2. Shares of World GDP at PPP. G7. 
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Figure 3. Shares of World GDP at PPP. BRICS. 

On the other hand, growth rates’ conduct mirrors the behavior of the share  

of world GDP in the BRICS (see Table 1). All the G7 countries have higher growth rates  

in  the 1990s than in the 2000s, the worst performance during the 2000s has been  

countries such as Italy and Japan which underwent growth rates smaller than one  

percent.  

Conversely, the BRICS have performed better in the  2000s than in the 1990s.  

Besides this fact, in the Appendix it is shown how all the G7 has had very low growth  

rates from 1981 through 2012, being the majority of them severely damaged by the  

2007’s crisis, the most unsuccessful story is Japan which growth has been stagnated  

at almost 1 percent since 1991 onwards. In the opposite case, there lays on the BRICS,  

South Africa, Russia, and India increase their growth rate in  1993, 1998, and 2002.  

China keeps up its high growth rates and the only unsuccessful story is Brazil which  



 

 

depicted a stagnated growth rate at 2 percent for almost 30-year period. 

Some scholars such as Wolf (2004), Collier and Dollar (2002), Stiglitz  

(2002), Bernake (2004), and Cotis (2007) (quoted in Keen 2009, 10)  have pointed out 

that globalization has brought in good results in developed countries, however,  this  

argument is now trembling with the current economic crisis because the USA and the  

majority of the European countries have stagnated. 

Table 1. Growth rates for G7 and BRICS. 

Years BRA CAN CHN FRA DEU IND ITA JPN RUS ZAF GBR USA 
1989-
2000 1.9 2.7 9.8 2.0 2.2 5.6 1.6 1.5 -3.6 1.6 2.4 3.3 
2001-
2012 3.3 1.9 10.2 1.1 1.1 7.1 0.2 0.8 4.8 3.5 1.6 1.6 

Source: my own elaboration with data from World Bank. Bra= Brazil, CAN= Canada, CHN= 
China, FRA= France, DEU= Germany, IND= India, ITA= Italy, JPN= Japan, RUS= Russia, ZAF= South 
Africa, GBR= United Kingdom, and USA= the United States. 

Likewise to their increasing shares of world GDP, the BRICS have risen their 

level of foreign exchange reserves from 1989 to present day. In 1989, the BRICS 

accounted to 4 percent out of total foreign exchange reserves in the world; in 1999, they 

amounted 13.1 percent, and finally they amounted 40.9 percent in 2010; their total 

reserves as world total has folded 10.2 times in 21 years. Meanwhile, the G7 foreign 

exchange reserves have fallen down continuously from 1989 onward. These were 43.2 

out of the total in 1989, 29 percent in 1999, and amounted 15.4 percent in 2010. 

However, a very key point to highlight is that China’s share in total BRICS’ reserves 

represents 73 percent in 2010, this means China holds 30 percent out of the total world 

foreign exchange reserves. Brazil and Russia has increased the level of their reserves 

after the crisis in 1998, but with the 2007-08 crisis their reserves faded again. Then, a 



 

 

lesson from history to be learned is that foreign exchange reserves in underdeveloped 

countries vanish swiftly in time of crisis and maybe they do not serve as a tool of 

establishing a long-term economic policy.  
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Figure 4. Shares of world foreign exchange reserve. BRICS. 

Do GDP shares, slow growth of G7, and rising foreign reserves show that BRICS 

can replace the US hegemony? Neorealism in international relationship claims that 

among the major components of increasing great powers in the world are shares of world 

GDP and growth rates (Layne 1993). In so doing, afterward, rising countries can scale up 

to other important components of a great power such as a building a military industry. 

Other scholars point out that other factors are important, for May (1993/94), for example, 

had Japan kept up the performance of its growth rate during the 1970s and 1980s, it  



 

 

would had overpassed the US in the next 20 years, however, Japan was limited by size, 

population, and natural resources.5 Also Arrighi (1994, 28) maintains that leadership is a 

key in a forging a new hegemony. Be that as it may, this article is not concern about the 

transition of a new hegemony. Our objective is to analyzed the feasibility of the tool 

whereby BRICS will supersede  the G7 power under the hegemony of the US.  

3. Is a BRICS’ bank desirable?   

Up to this point we should highlight the following: 1) shares of world GDP and 

foreign exchange reserves have increased in the BRICS; and, 2) China accounts for 

almost all the major of these increases. Now, we proceed to show whether or not the 

BRICS’ bank is desirable. Although, we are arguing in historical-descriptive terms, a bit 

logical-abstraction is needed. However we need to be cautions in doing this. In 

establishing a new development bank we can imagine a perfect plan which can later lead 

to bank’s members to supersede the power of the G7, but in our opinion that exercise can 

result useless, and it reminds us the Arabian tale of the jar of honey. With this jar of 

honey possibly one people can be rich, but in doing so she or he has to go step by step.  

Then, every country aims to guarantee the material reproduction of its  

citizens. In doing so, it is necessary to grow, and to achieve growth a new amount of  

capital than the existing in a previous period is needed. However, precisely  

underdeveloped countries lack of capitals and have to ask for foreign loans or attract  

foreign direct investment. This has led to some kind of dependency and to a vicious circle  

                                                 
5 Similar argument is expressing in Arrighi (1994, 16) in commenting Samuel Huntington’s thoughts about 
Japan. According to him, Japan was weak in energy, food, and military security.  



 

 

in growth . From this,  two reasons are highlighted in order to establish the new  

development bank for the BRICS: 1) an efficient allocation of  

capital throughout the world from rich countries to poor countries; and, 2) a well- 

balanced making-decision among the participant countries. As a result, this bank should  

replace to the Worldbank in providing capitals to the poor countries.. These capitals will  

be later assigned to the key sectors’ country or group, such as manufacturing, agriculture,  

infrastructure, etc. Therefore, the idea of a new bank sounds pretty convenient,   

notwithstanding, that some cited literature claims that a perfect allocation of capital is  

always impossible (Bresser-Pereira and Galo 2008). However, whether or not a new bank  

can bring in growth and development for the citizens of their respective countries have  

tobe  proven. Then, we review, how development banks functioned in the past by means 
of   

threefold cases: 

1) The world bank was one of the institution of Bretton Woods agreement in 1944. It  

was established because of  capital market failure during the Great crisis (Krueger  

1998). Policy-makers thought that market capital was imperfect and that  

international  cooperation was needed to channelize capitals from rich countries to  

the poor (Gavin and Rodrik 1995; Stiglitz 1999). Loans granted from the  

Worldbank to the poor countries had to be at a lower interest rate than those  

prevailing in the market: 

This does not mean that the Bank adopts the standards of the market place in 
determining how much it can lend to individual countries. On the contrary, as 
already noted, one of the principal purposes of crating the Bank was to have an 
agency which could accept the special risk inherent in international investment in 



 

 

cases where, by reasons of these risks, private investors where unwilling (BIRF 
quoted by Gavin and Rodrik 1995, 331).  

However, during its early years, the  World Bank only financed  

projects with a high expected rate of returns in stable countries. Besides, as  

a source of resources to the underdeveloped countries the World Bank was  

meaningless because the main capital provider at the end of the 1940s and  

through the 1950s was the US with the Marshall Plan. In cases when the  

World Bank did make loans to poor countries, these were very costly at a very  

high rate of interest and “relatively short period of repayment” (Toussaint  

2008,  21). Also, frequently, majority of the money lent by the World Bank was  

spent in the developed countries6 (See Table 2.) 

Table 2. Geographical distribution of expenditure made with funds loaned by the 
World Bank, 1946-1955. 

 1946-51 1952 1953 1954 1955 
United States 73.1 65.3 63.5 58.7 47.1 
Europe 11.3 25.3 30.1 38.1 48.8 
Canada 6.6 8.8 4.3 2.4 2.9 
Sub-total industrialized countries 91 99.4 97.9 99.2 98.8 

Adapted from source: Toussaint 2008, 23. 

In the 1970s, according to Krueger (1998) the World Bank gained strength as a 

capital provider because  the USA encharged to it the task of furnishing resources  

to the poor countries.  At the onset of granting resources to poor  

countries, the World Bank did not ask for any conditionality, however, with the  

international crisis in 1973/74 and the debt crisis in 1982, the World Bank was the  

                                                 
6  Hypothesis that countries and institutions are only interested in dealing with poverty as long as 
they can obtain some benefit also (see Harvey 1989) 



 

 

spearhead to force poor countries towards neoliberalism, and we dare to say that  

scarce development and growth have sprung out since those years onwards.7 

2) Some regional banks are appointed to be successful in granting capitals to their  

respective members. During the feeble discussion of Bank of the South’s8 (Banco  

del sur) creation, some scholars such as Ocampo and Titelman (2009) argue that  

previous experiences of development banking was successful in providing capital  

in Latin America. They review the Andean Development Corporation’s (CAF)9  

case which is created with the purpose of supporting: “the economic and social  

development of their member countries and focuses mainly on medium-and long- 

term lending, preferably in areas that would foster economic complementarities  

among the member countries” (Ocampo and Titelman 2009, 251). In the 1990s  

and the 2000s, CAF has been the major capital provider of short-term and long- 

term loans among their members. Although these facts are true, its resources  

have financed the service and commercial sectors mostly which can barely spark  

economic growth (see Table 3). 

Table 3. Loan approvals for project Investment by Economic Sector. Percent out 
of the total. 

                                                 
7 We have not mentioned that in some occasions, the World Bank resorted to supporting dictatorial regimes 
established after a coup d’état. Forgetting that its loan policy be based solely on economic criteria, to the 
exclusion of all political considerations, the World Bank supported such United States’ allies as Indonesia 
(Suharto’s dictatorship, 1965-1998), Philippines (Marcos’ dictatorship, 1972-1986), Somoza’s Nicaragua 
and Brazil (dictatorship, 1964-1985) where the governments were led by dictators. 
8 From 2003 to 2007,  some Latin American countries had current account surpluses and a notable increase 
of foreing exchange reserves which almost paired out the arrival of left wing governments. This gave rise 
to the idea of the Banco del sur which was created, on September 26, 2009, the presidents of Brazil, 
Argentina, Venezuela, Ecuador, Bolivia, Uruguay and Paraguay signed an agreement establishing the bank 
with an initial capital of $20 billion. However, since that date, the bank has not started operations yet. 
9 CAF’s original members were Bolivia, Chile, Colombia, Ecuador, and Peru; currently the country 
members are Argentina, Bolivia, Brazil, Chile, Colombia, Dominican Republic, Ecuador, Panama, 
Paraguay, Peru, Portugal, Spain, Trinidad and Tobago, Uruguay, and Venezuela. 



 

 

Sector 2005 2006 2007 2008 2009 
Agriculture and Manufacturing 
Industry 5.2 4.1 4.1 4.9 2.9 

     Transport, Warehousing, and 
Communications 36.9 38.9 32.2 31.2 31.1 

Adapted source from CAF 2012 

3) Some national development banks have been successful at particular periods in  

their country’s history. For example NAFINSA, in Mexico, from the end of the  

WWII through the 1970s was the main capital provider to the industrial sector.  

Besides, it did not only build a lot of basic industries in the country such as the  

case of steel but also NAFINSA financed construction of very important  

infrastructure such as the university and the subway system. Another interesting  

example in the same line of thought was the BNDES in Brazil. This bank from  

1952 through 1970s helped to build the biggest industrial complex in Latin  

America (Baddini 1998; Guth 2006). Both banks were models and extensively  

studied  during that  time (see for example Aubey 1964 for the Mexican case).  

However, national development banks were not successful at particular periods of  

time in promoting growth also, as was the case of  NAFINSA from 1982 onward,  

when it started to serve just neoliberal purposes being mostly a second-tier  

financial institution granting resources in short-term. The same could be  

appointed for BNDES during the 1980s and the 1990s. Then, the lesson here  

teaching us that national development banks could be good at promoting growth  

but it also depended of the national as well as the  international context they are  

embedded. 

 



 

 

4. BRICS’ bank feasibility. 

Economical and political criteria should guide to launch a new bank whose main 

goal is to supplant the World Bank. It is worth noting that nothing is known about how 

this bank will make decisions, which countries will be benefited the most, how this bank 

will avoid committing other policy-makers’ vices such as corruption, or how citizens will 

participate in determining policies of this bank, etc. From the point of view of political 

power at the international level, Glosny (2010) finds it difficult that China does want to 

challenge the US hegemony, instead he sees that China wants to cooperate with the US. 

Be that as it may, hereafter, we are interested in analyzing the economic feasibility of the 

bank. Remembering the story of the jar of honey, the very important question is if there 

does exist this jar full of honey. Putting in other words, are there really savings to be 

channelized among the BRICS? Assuming fiscal balance, it is a macroeconomic identity 

in a open economy that the current account (CC) is the difference between savings (S) 

and investment (I): 

ISCC −=  

 Positive CC means that domestic savings are bigger than domestic investment, so  

countries with surpluses can export capital. In contrast, if domestic savings are smaller  

than domestic investment, these countries have a deficit and capitals have to be  

imported. Then, in a nutshell what of the BRICS countries have capital to be exported?  

Table 4 shows CC for all the BRICS from 1994 to 2009. As it can be seen solely Russia  

and China have had persistent CC surpluses. Being China the most powerful country as  

this article has shown, Does it mean that China is financing other members?  



 

 

 Another possibility would be that BRICS’ bank can obtain resources in the capital  

market and later on lends it to people and companies. This would lead to choose only  

projects with high rate of profit in order to pay back  the flow of resources because of the  

international rate of interest as well as the national rate of interest. So each project should  

fulfill the following condition: 

ii +≥ *π  

 Where π is the flow of profits of each project in a given period, i*  is the flow of  

resources that have to be paid back by the BRICS’ bank because of the international  

interest rate, and i is the flow the resources that people in each country have to pay back  

in a given period. Obviously a bank in this condition will care only of profitable projects  

and not projects with social benefit. 

Table 4. Current Account. BRICS 

Year Brazil China India Russia 
South 
Africa 

1994 -0.2 1.2 -0.5 2.0 0.0 
1995 -2.4 0.2 -1.6 1.8 -1.6 
1996 -2.8 0.8 -1.5 2.8 -1.2 
1997 -3.5 3.9 -0.7 0.0 -1.5 
1998 -4.0 3.1 -1.7 0.1 -1.6 
1999 -4.3 1.9 -0.7 12.6 -0.5 
2000 -3.8 1.7 -1.0 18.0 -0.1 
2001 -4.2 1.3 0.3 11.1 0.3 
2002 -1.5 2.4 1.4 8.4 0.8  
2003 0.8 2.8 1.5 8.2 -1.0 
2004 1.8 3.6 0.1 10.1 -3.1 
2005 1.6 5.9 -1.2 11.1 -3.4 
2006 1.3 8.6 -1.0 9.6 -5.3 
2007 0.1 10.1 -0.6 6.0 -7.0 
2008 -1.7 9.1 -2.5 6.2 -7.3 
2009 -1.5 5.2 -1.9 4.0 -4.0 
2010 -2.3 5.2 -3.0 4.7 -2.8 

 



 

 

5. Conclusions. 

We have seen in this article the following. First, shares of world GDP at PPP are  

declining for the the G7 and increasing for the BRICS, however, China and India account  

for the majority of this increase. Similarly foreign exchange reserves have increased in  

the BRICS but China is the only important country. Second, a BRICS’ bank can be  

desirable as a mean of allocating capitals from rich countries to the poor, however, past   

experiences have shown that development banks are not good at promoting development  

and that they can only promote economic growth restricted to the national and  

international context where they are operating. How can we avoid repeating this mistake?  

That is unanswered questions for their advocaters.  Finally, we have seen that, even  

though a BRICS’s bank can be desirable, its feasibility is doubtful because China and  

Russia are the mere countries which can finance others. 

 As we have mentioned before, the world has change in political as well as in  

economical terms. The USA and the European countries are declining, though in our  

opinion the USA is still the super power country. China is the only country that can  

finance other members and maybe for this, according to Glosny (2010), Russia and India  

are the most active members in the group. However, China is far away of this   

conditions when the USA established its hegemony at Bretton Woods agreement. 

A furthermore drawback in this group is that some members are really weak. We  

are not referring  only to South Africa but also to Brazil. Brazil positions, for example, is  

very important to explore since it has a big  powerful development bank already  

operating (BNDES) and has signed to be in another, the Banco del sur, then. where the  



 

 

Brazil position stand? Is it waiting for capitals from China? Speeches can be good, but  

they are better when they are back with facts. In our opinion a new development bank can   

work on the best for the people if it first constructed in a very strong bases. After so   

doing, we can talk about all the consequences it can bring. 
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Appendix. 

 

Figure A1. Structural Change in Growth Rates in 2007. USA 
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Figure A2. Structural Change in Growth Rates in 1988, 1992, and 2007. United 
Kingdom. 

 

Figure A3. Nonstructural Change in Growth Rates. Germany. 
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Figure A4. Nonstructural Change in Growth Rates in 2007. France. 

 

Figure A5. Structural Change in Growth Rates in 1991. Japan. 
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Figure A6. Structural Change in Growth Rates in 2007. Italy. 

 

 

Figure A7. Nonstructural Change in Growth Rates. Canada. 
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Figure A8. Nonstructural Change in Growth Rates. China. 

 

 

Figure A9. Structural Change in Growth Rates in 2002. India. 
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Figure A10. Structural Change in Growth Rates in 1998. Russia. 

 

Figure A11. Nonstructural Change in Growth Rates. Brazil. 

 

Figure A12. Structural Change in Growth Rates in 1993. South Africa. 
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