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This article focuses on the two recently established multilateral development banks (MDBs)
dominated by emerging economies: Asian Infrastructure Investment Bank (AIIB) and New Devel-
opment Bank (NDB). The authors explore the main economic and political incentives that lie behind
the creation of these institutions, examine challenges and opportunities they are likely to face, and
provide a forecast of their loan portfolios growth in the coming years. The forecast includes two sce-
narios: basic and optimistic, and is based on the analysis of NDB and AIIB differences from tradi-
tional banks, and potential benefits and challenges they can bring. The methodology used for as-
sessment allows projecting the financial capacity of the two banks based on their announced share-
holder capital and likely financial performance determined by membership, governance arrangements
and other factors, and takes into account recent developments in both banks.

Based on the forecast, the authors conclude that in ten years the new banks will be able to
provide infrastructure financing at the level of traditional institutions working in the area. In order
to develop in accordance with the optimistic scenario, the new banks should adhere to their basic
alternative principles, but also rely on the experience of traditional banks in areas where they have
proved their effectiveness. These include exchange of experience on selection of projects, social and
environmental safeguards, and monitoring results. Apart from addressing the global infrastructure
gap, the new banks could also stimulate traditional ones to reform their governance and change
operational modalities and thus become more responsive to developing countries’ interests.

Key words: multilateral development banks, New Development Bank (NDB), Asian Infra-
structure Investment Bank (AIIB), BRICS, global financial architecture, investment, infrastructure.

Multilateral development banks (MDBs) are institutions that provide financial sup-
port and professional advice for economic and social development activities in develop-
ing countries'. MDBs play a crucial role in supporting international development and
eliminating poverty [Faure 2015].

! World Bank. Affiliates. URL: http://go.worldbank.org/CGC782MDYO (accessed: 05.11.2016).
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The existing MDB system was launched shortly before the end of World War 11,
in 1944, when representatives of 44 Allied nations gathered at the Bretton Woods Con-
ference. The International Bank for Reconstruction and Development (IBRD) was estab-
lished as one of the pillars of the new system, with the main task to finance the post-war
reconstruction of European nations®. Upon completion of this mission, the IBRD focused
on assisting developing countries. The process of creating other multilateral development
institutions can be divided into three periods [Wang 2016].

The first period coincided with the decolonization wave of mid-1950s to mid-1970s.
The World Bank Group (WBG) was created with the IBRD in its core. It included the
International Finance Corporation (IFC) established in 1956 to mobilize private invest-
ment for development’, and the International Development Association (IDA) set
up in 1960 to provide grants or interest-free loans to the poorest countries®.

Apart from the WBG, several regional development banks were created in these
two decades, including the Inter-American Development Bank (IDB) in 1959°, the Affi-
can Development Bank (AfDB) in 1963°, the Asian Development Bank (ADB) in 1966/,
and some other major banks, each responsible for promoting economic and social devel-
opment in respective regions, similar to the IBRD in terms of their governance mecha-
nisms and operational policies, and dominated by developed Western countries.

The second period is associated with the Soviet Union disintegration and fall of
communist regimes in Central and Eastern Europe. The European Bank for Reconstruc-
tion and Development (EBRD) established in 1991 to promote market economy in these
countries® became the last of the major “traditional” MDBs.

Thus, all previous waves of establishing new MDBs were related to major shifts
in the global economic or political landscape. More than 20 years later, the growing
demand for infrastructure financing, insufficient potential of “traditional” MDBs to respond
to this demand and their terms of funding conditionality, as well as developing countries’

International Bank for Reconstruction and Development Articles of Agreement (2012). URL:
http://siteresources.worldbank.org/BODINT/Resources/278027-1215526322295/IBRDArticles
OfAgreement English.pdf (accessed: 05.11.2016).

3 IFC Strategy & Business Outlook FY17-19: Responding to Economic Volatility. International
Finance Corporation (2016). URL: http://www.ifc.org/wps/wem/connect/8d21e87d-8406-
4686-94a9-495577291a2¢/FY 17-19+IFC+SBO+Redaction+Final.pdf?MOD=AJPERES
(accessed: 05.11.2016).

* Articles of Agreement. International Development Association (1960). URL:
http://ida.worldbank.org/sites/default/files/IDA-articles-of-agreement.pdf (accessed: 05.11.2016).

> Agreement Establishing the Inter-American Development Bank (1996). URL:
http://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=781584 (accessed: 05.11.2016).

5 Agreement Establishing the African Development Bank (2011). URL: http://www.afdb.org/
fileadmin/uploads/afdb/Documents/Legal-Documents/Agreement%20Establishing%20the%
20ADB%201final%202011.pdf (accessed: 05.11.2016).

7 Agreement Establishing the Asian Development Bank (ADB Charter) (1994). URL:

https://www.adb.org/sites/default/files/institutional-document/32120/charter.pdf (accessed:

05.11.2016).

Agreement Establishing the European Bank for Reconstruction and Development (1991) URL:

http://www.ebrd.com/documents/comms-and-bis/pdf-basic-documents-of-ebrd-2013-agreement.pdf

(accessed: 05.11.2016).
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aspiration for a greater influence in the global economic governance reflecting their
shares in the world economy led to the creation of the New Development Bank (NDB)
and Asian Infrastructure Investment Bank (AIIB). Focused on infrastructure and sus-
tainable development and controlled by emerging market economies, these banks are
sometimes referred to as institutions of the new type that can “help rebalance multilateral
development finance away from western dominance” [Reisen 2015].

This article explores the new MDBs, discusses the main economic and political in-
centives that lie behind their creation, examines challenges and opportunities they are
likely to face, and provides a forecast of their loan portfolios growth in the coming years.

ORIGINS OF THE NEW DEVELOPMENT BANKS

At the Fortaleza BRICS summit in July 2014, the presidents of five countries signed
the Agreement on the New Development Bank®. A few months later, on 24 October
2014, more than 20 Asian nations signed a Memorandum of Understanding on the estab-
lishment of the Asian Infrastructure Investment Bank'’. The establishment of these insti-
tutions with an apparent leadership of emerging economies was perceived as a challenge
to the “Bretton Woods global financial order led by the World Bank, IMF and regional
multilateral development banks” [Humphrey 2015b]. However, the new institutions birth
is the result of economic processes and the response by the NDB and AIIB founders
to the demand for infrastructure finance rather than the desire to oppose the existing
system.

The main cause for the establishment of new MDBs is persistent lack of investment
in infrastructure, especially in developing countries. In the next 15 years, global demand
for new infrastructure could reach more than USD 90 trillion [Global Commission on
the Economy and Climate 2016]. Other estimates show that annual demand for additional
investments in sustainable infrastructure will amount to USD 3 trillion [Standard &
Poor’s Ratings Services 2014]. Importantly, a considerable share of the demand for
infrastructure investment concentrates in the Asia-Pacific region [Global Commission
on the Economy and Climate 2014], reaching up to USD 2.3 trillion, or three quarters
of the global figure [Bhattacharya, Romani 2013].

At the same time, according to UNCTAD estimates, world investment in infrastruc-
ture in recent years amounted to approximately USD 1 trillion per year, demonstrating
a significant financing gap [Griffith-Jones 2014]. The total portfolio of projects financed
by major “traditional” MDBs in all areas, not just in infrastructure, in emerging market
economies and developing countries is about USD 700 billion. Each year, they make
available about USD 100 billion in new investment [European Political Strategy Cen-
ter 2015], with only USD 40 billion aimed at addressing infrastructure gap [Humph-
rey 2015a]. Moreover, the share of infrastructure investments by major MDBs fell sharp-
ly in 1990—2000s and only slightly increased thereafter (see fig. 1).

? Agreement on the New Development Bank. BRICS (2014). URL: http://www.ndb.int/download/
Agreement%200n%20the%20New%20Development%20Bank.pdf (accessed: 05.11.2016).

10 History of AIIB. Asian Infrastructure Investment Bank. URL: http://euweb.aiib.org/html/
aboutus/introduction/history/?show=0 (accessed: 05.11.2016).
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Fig. 1. Share of infrastructure investments by major MDBs,
1950—2013 [Humphrey, 2015b]

The second cause for the new MDBs establishment is a wide imbalance between
emerging economies’ positions as locomotives of global growth and their representa-
tion in traditional international financial institutions, including MDBs. For instance,
China’s share in the IBRD votes is 4.65 %'!, while its share in the global economy ex-
ceeds 16 % [IMF 2016]. In addition, reforms aimed at addressing such imbalances are
implemented very slowly. The IMF voice and governance reforms agreed in 2010 are
a good example.

Finally, founding the new banks emerging countries pursue their national interests
by resorting to the NDB and AIIB funds and their capacity to mobilize finance. For
example, the Chinese Belt and Road Initiative may benefit from the establishment of
the AIIB, as it focuses on connectivity and economic cooperation among China and other
Eurasian countries [Lin 2015]. Notably, the bank’s inaugural four projects approved
by its Board of Directors in June 2016 will be implemented in the countries located along
the Belt and Road Initiative route. Accumulation of large reserves in the NDB and AIIB
founding members, especially in China, provided an additional impetus for the new
institutions establishment. Previously, these reserves accumulated in sovereign wealth
funds were mainly invested in bonds and other financial instruments nominated in devel-
oped countries’ currencies and providing relatively low yields [Griffith-Jones 2011].

These four causes defined almost simultaneous decisions of developing countries
and emerging economies to establish the NDB and AIIB, reflecting their aspirations
for a greater role in global governance and responding to demand for infrastructure de-
velopment.

"' IBRD subscriptions and voting power of member countries. URL:
http://siteresources.worldbank.org/BODINT/Resources/278027-1215524804501/IBRD
CountryVotingTable.pdf (accessed: 05.11.2016).
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DIFFERENCES FROM “TRADITIONAL” MDBS:
ADVANTAGES OR CHALLENGES?

New MDBs are different from traditional ones in terms of their basic characteristics,
which reflect the role emerging economies play in the new institutions. For instance,
the NDB and AIIB headquarters are located in Shanghai and Beijing respectively, where-
as traditional banks are headquartered in developed countries. The main purpose of the
NDB is to “mobilize resources for infrastructure and sustainable development projects
in BRICS and other emerging economies”'?, The AIIB aims to “foster sustainable eco-
nomic development, create wealth and improve infrastructure connectivity in Asia”".
Though their functions and purposes are similar to those of traditional MDBs, the new

banks make a clearer focus on infrastructure.

Governance and voting power

The new banks have less stringent requirements for acceding members. The only li-
mitation in the NDB is the need of the Board of Governors positive decision on acces-
sion. AIIB membership is open to all states which are members of the IBRD or ADB,
1.e. almost all countries in the world. In contrast, for instance, IBRD membership is con-
ditional to preliminary accession to the IMF. Nevertheless, with the caveat that the NDB
and ABII formation still continues, the number of their member is smaller than in tradi-
tional MDBs: the NDB includes five states and AIIB-57 (after ratification of the Articles
of Agreement), while the IBRD membership has expanded to 189 countries.

Distribution of votes among members also differs in traditional and new MDBs.
The simplest mechanism is used in the NDB, where votes are equally distributed. The AIIB
uses a combination of basic votes, share votes and Founding Member votes — the me-
chanism that is similar to the one practiced by major traditional MDBs. However,
equally distributed basic votes among members in the AIIB make up 12 % of the total,
whereas, for instance, in the IBRD this figure is only 5.55 %'*. Thus, both new and tra-
ditional institutions, except the NDB, adopt mechanisms providing for votes for all
member countries, regardless of their participation in the share capital. Such arrange-
ments limit the concentration of votes among advanced economies. Still, the share of
votes guaranteed for less developed members in the AIIB is larger than in most tradi-
tional MDBs.

Another important indicator is the distribution and the minimum share of votes
required for making decisions within MDBs. In most cases, decisions in the NDB are
made on a simple majority of votes. Such rules preclude the dominance of any of the
member countries. In addition, the use of a special majority in solving the most important
issues ensures the founders’ leading role in many traditional MDBs. In the AIIB cur-
rently the countries with high total subscriptions and voting power have more influence,

12 Agreement on the New Development Bank. BRICS (2014). URL: http://www.ndb.int/download/
Agreement%200n%?20the%20New%20Development%20Bank.pdf (accessed: 05.11.2016).

3 Asian Infrastructure Investment Bank Articles of Agreement (2015). URL: http://euweb.aiib.org/
uploadfile/2016/0202/20160202043950310.pdf (accessed: 05.11.2016).

4 IBRD Articles of Agreement: Article V. URL: http://go.worldbank.org/K4AY7Z56R0 (accessed:
05.11.2016).
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as the decisions on most important issues are adopted by a super majority, i.e. three
quarters of votes representing not less than three-fourths of the total voting power of
the members. Thus China alone with its 26,1 % total votes can block such a superma-
jority. However, in future Chinese influence is expected to reduce as a result of the
membership expansion [Humphrey 2015b]. On the contrary, in the WBG the US with
16.65 % of votes actually has a veto power', and in the ADB decision-making is large-
ly dependent on the position of Japan and the US, which jointly account for more than
25 % of votes'.

Opverall, votes in the new MDBs are more equally distributed compared to tradition-
al ones [Faure et al. 2015]. Still, the impact of individual members on decision-making
in both types of institutions is largely connected with their financial capacities and,
consequently, shares in institutions’ capital [Ujvari 2016].

Working principles of governance structures in the new MDBs are markedly dif-
ferent from the traditional ones. In particular, the NDB and AIIB presidents can be re-
presentatives of only founding members or regional members, respectively, while the
WB Board of Governors can consider candidates who are nationals of the Bank’s mem-
bership. Boards of Governors and Boards of Directors of both banks are also dominated
by their founders [Ujvari 2016].

Another important feature of the NDB and AIIB compared to traditional banks is
their compliance with the principle of cost minimization. In particular, members of the
Boards of Directors of the two banks do not permanently work in Shanghai and Beijing
respectively. This contributes to reducing staff costs and limiting the impact of directors
on banks’ activities. It also allows accelerating project evaluation and issuing loans,
which is of paramount importance for the new banks. On the contrary, in traditional
MDBs boards of directors often become the key decision-making centers for everyday
activities. The new MDBs increasingly use electronic means of communication, and
their meetings are organized “if needed”"’. Limited number of employees is an additional
factor of the NDB and AIIB effectiveness. Both institutions are expected to employ
up to several hundred people, whereas the ADB has about 3,000 employees, and the
World Bank — more than 10,000 [Asia Foundation 2016].

Capital and credit arrangements

Decisions on the original structure of MDBs capital play a significant role in their
further development.

In both new banks, the initial authorized capital equals USD 100 billion. The initial
subscribed capital in the NDB is set at USD 50 billion'®, while in the AIIB 98.2% of au-

> IBRD subscriptions and voting power of member countries. URL:
http://siteresources.worldbank.org/BODINT/Resources/278027-1215524804501/IBRDCountry
VotingTable.pdf (accessed: 05.11.2016).

¢ Asian Development Bank 2014 Annual Report. URL: https://www.adb.org/sites/default/files/
institutional-document/158032/adb-annual-report-2014.pdf (accessed: 05.11.2016).

'7 Asian Infrastructure Investment Bank Articles of Agreement (2015). URL: http://euweb.aiib.org/
uploadfile/2016/0202/20160202043950310.pdf (accessed: 05.11.2016).

'8 Agreement on the New Development Bank. BRICS (2014). URL: http://www.ndb.int/download/
Agreement%200n%20the%20New%20Development%20Bank.pdf (accessed: 05.11.2016).
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thorized capital is subscribed by members'®. The ratio of paid-in to callable capital is 1
to 4 for both MDBs. To compare, the IBRD subscribed capital exceeds USD 250 billion.
6% of these, or about USD 15.2 billion, are paid-in [Kapur, Raychaudhuri 2013]. In the
Inter-American Development Bank, as of end 2015, the subscribed capital reached
USD 156.9 billion, paid-in capital — USD 5.7 billion*.

Thus, compared to major traditional MDBs, the NDB and AIIB have higher shares
of paid-in capital in subscribed capital. At the same time, payment of subscriptions in the
new banks has started only recently. In particular, in the NDB payments will be made
every year in seven equal installments. As of 2016, all members have contributed a total
of USD 750 mln?'. In the AIIB, a similar approach is used, and payments are made in five
equal installments. However, after the completion of payments in accordance with the
established schedule, the AIIB paid-in capital will exceed the current IBRD amount, and
the NDB’s parameter will be higher than in regional MDBs (ADB, IDB and AfDB).

Alongside with the paid-in capital, MDBs generally use borrowed funds to finance
their operations. The proportion between different sources of financing is illustrated
by E/L (equity-to-loans) ratio [Humphrey 2015b]. As of 2014, the average E/L ratio for
five major traditional MDBs (IADB, ADB, IDB, AfDB and EBRD) stood at 37.5 %, i.e.
only about a third of the banks’ operations were financed using their own funds. The
IBRD was the most active among these banks in borrowing funds with the E/L ratio
of 25.3 %. The EBRD ratio was the highest at 54.8 % [Moody’s 2015].

These banks actively borrow on global capital markets. According to the IBRD,
in the second half of 2015 it attracted USD 19.4 billion on capital markets. These borrow-
ings were denominated in 17 currencies, indicating high investors’ interest in the Bank’s
bonds®.

In addition to paid-in subscriptions, MDBs’ equity includes reserves, which are
often quite large. For instance, as of end-2015, IBRD accumulated reserves exceeded
the contributions of its shareholders®. From 1945 to 2013 the IBRD provided the volume
of loans about 45 times higher than its paid-in capital, which demonstrates its activeness
in attracting external financing [Ujvari 2016].

Overall, increase in NDB and AIIB resources to levels comparable with traditional
MDBs is limited by three factors. First, payment of capital subscription will take several
years in accordance with the agreed procedures. Second, the new banks have not yet

' Asian Infrastructure Investment Bank Articles of Agreement (2015). URL: http://euweb.aiib.org/
uploadfile/2016/0202/20160202043950310.pdf (accessed: 05.11.2016).

Inter-American Development Bank 2015 Annual Report. URL: https://publications.iadb.org/
bitstream/handle/11319/7554/IDB-Annual-Report-2015-The-Year-in-Review.pdf?sequence=>5
(accessed: 05.11.2016).

2l BRICS pay in 1st tranche of $750 mn to BRICS Bank capital. New Development Bank.
14.01.2016. URL: http://www.ndb.int/brics-pay-in-1st-tranche-of-$750-mn-to-brics-bank-
capital.php (accessed: 05.11.2016).

Management’s Discussion & Analysis and Condensed Quarterly Financial Statements. Interna-
tional Bank for Reconstruction and Development (2015). URL: http://treasury.worldbank.org/
cmd/pdf/IBRD MDA and Financial Statements December 2015.pdf.pdf (accessed: 05.11.2016).
2 TIbid.
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accumulated sufficient reserves. Third, the NDB and AIIB still have to build their
reputation to operate effectively in international capital markets. Despite these limitations,
both banks aim to resort to capital markets. In July 2016, the NDB issued green bonds
worth about USD 450 mIn**. The AIIB has not yet announced any decisions concerning
external funding, however, the bank’s President Jin Liqun highlighted investors’ interest
in the AIIB and noted that the bank will be able to attract up to USD 20—30 billion
on the Chinese market®.

Credit ratings will affect the prospects of attracting additional resources by the new
MDBs. While traditional MDBs are assigned the highest ratings from the world’s lead-
ing rating agencies [Faure et al. 2015], the new banks have not yet succeeded in this
area. However, it is clear that both of them work in this direction. The NDB is currently
choosing between the possibilities of obtaining the AAA or AA credit rating®. The
main difficulty for the new banks arises from the connection of their potential credit
ratings with the state of the member economies, their sovereign ratings and investors’
confidence. Thus, reduction of Russian and Brazilian sovereign ratings in 2015 is a nega-
tive factor for the NDB. At the same time, Chinese agencies China Lianhe Credit Rating
and Chengxin International Credit Rating have assigned their highest ratings to the NDB.

The AIIB currently has no international credit rating. However, participation of
developed countries with high sovereign ratings (such as AAA of Australia and Ger-
many)*>’ will potentially help to improve investors’ confidence.

In the area of financing standards and instruments, the new banks are drawing on
the experience of traditional MDBs. At the same time, there are differences in sectoral
focus and geographic priorities between the two groups. Thus, sectoral priorities of the
new banks meet the immediate needs of potential borrowers, while the range of pro-
jects implemented by traditional MDBs is wider.

As for geographic priorities, both new banks intend to finance projects in their
member countries in the near future. It is assumed, however, that in the longer term they
will expand their geographical coverage, especially the NDB, given a strong need to
improve its members’ average credit rating. As a result, both banks have revealed plans
to attract new members in 2017%,

2 BRICS bank issues RMB green bonds. The State Council of China. 20.07.2016. URL:
http://english.gov.cn/news/top_news/2016/07/20/content_281475397923386.htm (accessed:
05.11.2016).

2 AIIB says could rely on Chinese investors if ratings unfair. Reuters (2015). URL:
http://www.reuters.com/article/us-aiib-china-idUSKCNORH27E20150917 (accessed: 05.11.2016).

% New Development Bank to Receive International Investment Rating by Q3, 2016 — Russia’s
Finance Ministry. URL: http://www.ndb.int/new-development-bank-to-receive-international-
investment-rating-by-q3-2016-russias-finance-ministry.php (accessed: 05.11.2016).

7 Credit Rating. Trading Economics. URL: http://www.tradingeconomics.com/country-list/rating
(accessed: 05.11.2016).

2 AIIB says more than 30 countries await membership. Asia Times. 25.03.2016. URL:
http://atimes.com/2016/03/aiib-says-more-than-30-countries-await-membership (accessed:
05.11.2016).
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The new development banks will likely face a high demand for financing from po-
tential borrowers. Although they do not plan to provide interest-free loans similar to con-
cessional windows of the leading traditional MDBs, they have an important advantage
with regard to the terms of their lending. The new banks do not impose additional, non-
financial, requirements on the borrowing countries, related to changes in their domestic
economic policies, implementation of reforms, etc., often set by traditional development
banks. This difference in their credit policies of the NDB and AIIB is one of the most
important features that characterize the new MDBs as institutions seeking to ensure
a more equitable international financial system based on the principle of respect for the
interests of all member countries.

Basic loan conditions, i.e. direct costs of loans for borrowers, offered by the new
MDBs, according to information available at the moment, are comparable or even more
attractive than in traditional banks (however, an important caveat is that the new banks
do not provide preferential long-term interest-free loans). For instance, the AIIB charges
a fixed spread to LIBOR ranging from 0.75 % to 1.4 % depending on the average maturi-
ty of loans®.

Another important feature is the new banks’ intention to denominate their proposed
borrowing instruments in national currencies of developing countries, whereas large tradi-
tional MDBs provide loans denominated in the most popular and stable currencies,
including the US dollar, euro, Japanese yen and British pound. In addition, according
to the NDB Articles of Agreement, in future an opportunity will be provided for countries
to repay loans in their local currencies, even if they are not the same as the loan cur-
rencies®’.

Overall, the described differences from traditional MDBs in terms of governance,
capital and financing arrangements can help the new development banks become “a valu-
able platform for... advancing reforms in the international financial and development
architecture that favor developing and emerging countries in general” [Griffith-Jones
2014]. The next section aims to assess the NDB and AIIB potential loan portfolios, as
well as their role in the international financing reform.

POTENTIAL ROLE OF THE NEW DEVELOPMENT BANKS:
ADDRESSING INFRASTRUCTURE GAP AND STIMULATING REFORMS
IN MULTILATERAL FINANCING

Given that the core mission of both NDB and AIIB is to provide sustainable infra-
structure investment in member countries that will narrow the existing financing gap,
it is important to assess their potential loan portfolios and compare them with infrastruc-
ture investments of traditional MDBs.

¥ Sovereign-Backed Loan and Guarantee Pricing. Asian Infrastructure Investment Bank (2016).
URL: http://www.aiib.org/uploadfile/2016/0226/20160226062223493.pdf (accessed: 05.11.2016).

3% Agreement on the New Development Bank. BRICS (2014). URL: http://www.ndb.int/download/
Agreement%200n%20the%20New%20Development%20Bank.pdf (accessed: 05.11.2016).
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Based on the analysis of NDB and AIIB differences from traditional banks, and po-
tential benefits and challenges they can bring, two scenarios are examined: basic and
optimistic. The methodology used for assessment is based on the work of Chris Humph-
rey projecting the financial capacity of the two banks based on their announced share-
holder capital and likely financial performance determined by membership, governance
arrangements and other factors [Humphrey 2015b]. However, recent developments in
both banks are taken into account. The following common assumptions are used for the
forecast under both scenarios.

As the demand for infrastructure investment is growing, the authors expect that
the new banks will channel all resources available to finance their operations. At the same
time, repayment of loans by borrowers is expected to be made on time. Taking into con-
sideration the 3 to 7-year grace periods offered by the AIIB and NDB in the framework
of projects approved to date, the new MDBs are assumed to accumulate a net income
after four years of their operation.

Total shareholder equity of both banks is set to include members’ contributions
made in accordance with the agreed timelines and accumulated reserves. The assumed
equity-to-loans ratios (E/L) for each bank under different scenarios allow make forecasts
for the new MDBs loan portfolios. The E/L projections draw on the traditional MDBs
experience as described in the section above.

Under the basic scenario, the NDB is assumed to attract new members from the
group of middle-income countries in need of infrastructure investment, such as Indonesia,
Turkey or Nigeria. These new members will provide an increase in the bank’s paid-in
capital. Despite reports on negotiations with 10 or even 15 potential members, dominance
of BRICS countries in the NDB governance and capital will likely prevent some of
them from accession. As a result, it is assumed that several new members that will join
the NDB in 2017 and 2018°' will provide an increase in its subscribed capital equal to
USD 25 billion. Given the proportion between paid-in and callable capital, the former
will thus increase by USD 5 billion. Additional subscriptions are expected to be paid
in five equal installments of USD 1 billion starting from 2018.

Under the same scenario, the outlook for the AIIB paid-in capital increase is more
favorable given its ambitious plans for attracting new members and potential additional
subscriptions of existing members with large reserves, such as China. Consequently,
additional AIIB paid-in capital is expected to reach USD 50 billion. The payment of new
subscriptions by new and existing members is also assumed to be provided in five equal
installments starting from 2018.

Given the NDB potential difficulties in attracting low-cost financing on capital
markets while maintaining interest rates for borrowing countries comparable to or even
lower than those offered by traditional MDBs, it is assumed to accumulate less reserves
than the AIIB. Thus, the return to equity ratio illustrating the bank’s net income is set
equal to 3.5 % for the AIIB and 3 % for the NDB. As previously discussed, both banks
are expected to accumulate net income starting from end 2019.

31 Anton Siluanov: BRICS Bank to determine the conditions for new members accession in 2017.
Joint Site of Ministries of Foreign Affairs of BRICS Member States. 20.04.2016. URL:
http://infobrics.org/ru/blog/news/2016/04/20/13597 (accessed: 05.11.2016).
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Finally, the new banks’ prospects of attracting financing on capital markets are con-
sidered. Given the average E/L ratio of 37.5 % for major traditional MDBs, the same fig-
ure is used for making the AIIB loan portfolio forecast. Despite its active work on ob-
taining international credit ratings, the NDB will likely face less favorable terms of
external financing. Thus, its E/L ratio is assumed to equal 54.8 % (the lowest figure
of five major traditional MDBs).

Based on these assumptions, the AIIB loan portfolio is projected to grow steadily
to reach approximately USD 97 billion in 2025 (see fig. 2).
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Fig. 2. Basic forecast of the AlIB loan portfolio growth, USD billion
(authors’ estimations)

Under the same assumptions, the NDB loan portfolio is forecast to exceed USD 31
billion by 2025 in the basic scenario (see fig. 3).
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Fig. 3. Basic forecast of the NDB loan portfolio growth, USD billion
(authors’ estimations)

Proceeding from the same basic assumptions, the optimistic forecast takes a more
positive outlook for the new banks’ capacities to attract external funding. For the NDB,
it is expected that more new members with substantial reserves will accede and therefore
additional subscriptions will amount to USD 50 billion, or all the authorized capital
not subscribed yet. In addition, if both NDB and AIIB succeed in getting high credit
ratings from the world’s leading rating agencies, the E/L ratio for the NDB may be set
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equal to 37.5 %, while the figure for the AIIB could reach 25.3 % (the lowest ratio among
five major traditional MDBs, meaning large borrowings on international capital markets).

Under these optimistic assumptions, the AIIB loan portfolio is expected to reach
about USD 143 billion (see fig. 4).
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Fig. 4. Optimistic forecast of the AlIB loan portfolio growth, USD billion
(authors’ estimations)

The NDB portfolio in this case could grow in a larger proportion and almost double
compared to the basic scenario. Still, it is likely to remain smaller than in the AIIB
(see fig. 5).
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Fig. 5. Optimistic forecast of the NDB loan portfolio growth, USD billion
(authors’ estimations)

Despite the projected rapid growth, currently the loan portfolios of new and tradi-
tional development banks are very different in scope. For example, in FY 2015 the
IBRD-approved operations totaled USD 23.5 billion*>. On 15 April 2016, the NDB
approved its first loans for projects in 4 BRICS countries worth USD 811 million, and
then decided to finance the construction of two hydropower plants in Karelia worth
USD 100 million. The AIIB is estimated to finance projects with a total worth of
USD 1.2 billion in 2016*. However, given that the new MDBs have only recently

32 World Bank Fiscal Year Data (2016). URL: http://www.worldbank.org/en/about/annual-
report/fiscalyeardata (accessed: 05.11.2016).

33 AIIB and World Bank sign first Co-Financing Framework Agreement. AIIB. 13.04.2016. URL:
http://eaweb.aiib.org/html/2016/NEWS_0414/99.html (accessed: 05.11.2016).
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launched their operations, these results can be considered as success. Less than a year
passed between the NDB and AIIB official launch and the start of their operations.
This is an unprecedentedly short period in comparison with traditional development
banks, where it takes about two years on average [Ujvari 2016].

In ten years, even under a less optimistic forecast, the NDB loan portfolio can
exceed USD 31 billion, and AIIB — USD 96 billion. In case of favorable conditions
for the new banks and strong confidence among investors, these figures can reach
USD 62 billion and USD 143 billion, respectively. To compare, as of end-2015, the ADB
loan portfolio reached USD 73 billion**, and the IBRD — about USD 155 billion™.

Given the NDB and AIIB aspiration for closer partnerships with commercial banks
focused on infrastructure and other MDBs, signing of several documents specifying
potential areas of this cooperation, including co-financing of projects, and details of pro-
jects already approved by the AIIB, it is expected that in future private and public inves-
tors will provide co-financing in equal proportions with the new development banks.

Another important implication of the NDB and AIIB establishment is that they can
act as catalysts for the international financial system reform. Being a potentially strong
alternative to the traditional MDBs, even without direct competition the new banks can
stimulate them to reform governance and change operational modalities. In contrast to
traditional MDBs, the AIIB and NDB promote greater equality among members in terms
of their representation in capital, votes and governing structures. Thus, to preserve their
legitimacy traditional MDBs will have to consider interests of the developing members.
In addition, both new banks aim to be “lean, clean and green”*. Their non-resident
governing bodies meeting upon necessity and small staff provide a comparative ad-
vantage over traditional MDBs with substantial administrative costs. Therefore, com-
pared with slower and less flexible IBRD and other old banks, the new MDBs could
offer faster and seamless approval and implementation of projects, and greater overall
efficiency of their operations. These competitive advantages are likely to cause changes
in traditional MDBs and thus improve the general effectiveness of the multilateral de-
velopment institutions system and development financing.

Additionally, the NDB and AIIB focus on infrastructure and the rapid expansion
of their operations in line with the presented forecasts could revive the traditional MDBs’
interest in infrastructure financing, thus complementing efforts of other multilateral insti-
tutions, such as the G20 which made infrastructure connectivity and promoting cooper-
ation among different actors in the area one of its main priorities since Russia’s presi-
dency in 2013, culminating in the launch of the G20 Infrastructure Connectivity Alliance
during the Chinese presidency in 2016.

3 Asian Development Bank Quarterly Portfolio Update as of 31 December 2015. URL:
http://www.adb.org/sites/default/files/institutional-document/181407/in60-16.pdf (accessed:
05.11.2016).

3 Information Statement. International Bank for Reconstruction and Development (2016). URL:
http://treasury.worldbank.org/cmd/pdf/InformationStatement.pdf (accessed: 05.11.2016).

3% China-Led Development Bank AIIB Will be Lean, Clean and Green, Says its President. The
Wall Street Journal. 2016. URL: http://www.wsj.com/articles/china-led-development-bank-will-
be-lean-clean-and-green-says-head-1453479933 (accessed: 05.11.2016).
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The NDB and AIIB have become the first major MDBs established since 1991,
when the EBRD was created. The emergence of these new institutions provides an op-
portunity for successfully addressing two challenges: persistent global deficit of invest-
ments in creating new and maintaining existing infrastructure, and strengthening the re-
presentation and voice of developing countries and emerging economies in the global
financial system, particularly in the area of financing for development.

Researchers often draw analogies between the new development banks and tradi-
tional MDBEs, in particular the World Bank. Such comparisons are based on the com-
monality of objectives and geographical priorities of two groups of MDBs. This article
demonstrates that despite some differences between the new and traditional development
banks in their governance, capital and financing models, these two groups will cooperate
and complement each other rather than compete. The new banks are still at the early
stages of their development and are focused exclusively on financing infrastructure pro-
jects, while the leading traditional MDBs are typically active in several areas, and their
investments in infrastructure on average constitute 30 % to 50 % of operations [Faure
et al. 2015]. In addition, the new banks support the principles of sustainable and re-
sponsible financing, and seek to develop cooperation and exchange experience with other
banks, especially in the AIIB case. Thus, the differences between the new and traditional
MDBs are currently unlikely to give rise to any conflicts or increase direct competition.

Even in ten years the contribution of the NDB and AIIB will be insufficient to sub-
stantially narrow the gap in infrastructure financing. In this regard, the potential of the
new banks can obviously be used most effectively if they cooperate with traditional
MDBs. The documents of the two new banks provide for such cooperation. AIIB Articles
of Agreement mention collaboration with other institutions as one of the main objectives
of the bank®’, and most projects already approved are co-financed by traditional MDBs.

The new banks can act as catalysts for the international financial system reform
and make traditional MDBs more responsive to the needs of developing countries. In or-
der to develop in accordance with the optimistic scenario presented in this article, the
new MDBs should adhere to their basic alternative principles, but also rely on the expe-
rience of traditional banks in areas where they have proved their effectiveness. These in-
clude exchange of experience on selection of projects, social and environmental safe-
guards, and monitoring results.
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HOBbIXA BAHK PA3BUTUA
N ABUATCKUIN BAHK NHOPACTPYKTYPHbIX
MHBECTULMI: NOTEHUNAJIbHASA POJ1b
B rMOBAJIbHON ®UHAHCOBOI CUCTEME

M.B. JlapuonoBa, A.B. Illenenos

Poccwuiickast akageMust HApOJHOTO XO035iCTBa U TOCYJaPCTBEHHON CITyKOBI
npu [Ipesunenre PO, Mocksa, Poccus

B crarbe paccMOTpeHSBI JiBa HEJABHO CO3@HHBIX MHOT'OCTOPOHHHX OaHKa Pa3BHUTHS, B KOTOPBIX
KJIFOUEBBIE POJIM MUTPAIOT CTPAHbI C IMHAMUYHO PACTyIeil S9KoHOMUKOH — HoBBIN OaHK pa3BHTHS
1 Asnarckuii 6aHK HH(PPACTPYKTYPHBIX MHBECTUIINA. ABTOPBI HCCIIELYIOT OCHOBHBIE SKOHOMHYIECKHE
1 TIOJIATHYIECKUE CTHMYJIBI CO3/IaHMs HOBBIX OAHKOB, aHAIM3HUPYIOT BOSMOXKHOCTH U BBI3OBBI, C KOTO-
PBIMH OHHM MOTYT CTOJIKHYTBCSI B IIPOIIECCE CBOETO Pa3BUTHS, a TAKXKE MPEAIaraioT MporHo3 pocTa
UX KPEOWUTHBIX TopTderned B Ommkaiime rofpl. Ha ocHOBE MpOrHo3a aBTOPHI MPUXOIAT K BEIBOLY,
410 4epe3 10 JeT HOBbIe MHOTOCTOPOHHHE OAHKU CMOTYT 00ecieYnTh (PMHAHCHPOBAaHUE WHBECTHIIMI
B MH(PACTPYKTypy Ha YPOBHE, COMOCTABUMOM C MOKa3aTeNIsIMU TPaJAUIMOHHBIX UHCTUTYTOB, paboTa-
IOIIKX B TaHHOH chepe.

Jnst pa3BUTHSL B COOTBETCTBUH C ONTHMHUCTUYHBIM CILIEHAPHEM HOBbIE OaHKH JIOJDKHBI MTPUJIep-
KHBATHCS CBOMX COOCTBEHHBIX, OTIMYHBIX OT TPAAUIMOHHBIX OaHKOB, 6a30BBIX MPUHIIUIIOB, B TO K€
BpEMsI HICIIOJIB3YSl OIIBIT TPAAMUIIHOHHBIX HHCTHTYTOB B T€X 00JACTAX, IJIe OHU JEMOHCTPUPYIOT 3¢-
(exTuBHOCTH. HeManoBa)KHO, 4TO TIOMUMO COJICHCTBHS YCTPaHEHHIO INI00AIBHOTO AeUINTA HH-
(GpacTpyKTYpHBIX MHBECTULIMI TaKasi CTPATErHsi MOXKET CTUMYJIMPOBATH TPaJIUIIMOHHBIE OAaHKH
K peanu3anuu pedopm ynpasieHUs] 1 N3MEHEHHIO ONEPallMOHHBIX MOJIXO0JI0B C IIeJIbl0 OoJiee 1oJI-
HOT'O Y4eTa UHTEPECOB Pa3BUBAIOLIMXCS CTPaH.

Ki1roueBble ¢10Ba: MHOTOCTOPOHHKE OaHKH pa3Butusi, Hoerit Oank paszsutus (HBP), Asuart-
ckuit 6aHk mHMpacTpykTypHBIX HHBecTUImid (ABUN), BPUKC, rno6anpHas ¢uHaHCOBaAs apXUTEK-
Typa, UHBECTHLINH, UHOPACTPYKTYpa.
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BuaarogapHocts: [lyOnukanus MOArOTOBIEHAa B PaMKaxX BBIIONHEHUS] HAyYHO-HCCIIEI0BATEIBCKOM
pabotsl «AHanu3 nepcrektuB HoBoro OaHka pa3Butust u Aznarckoro 0aHka HHPPACTPYKTYPHBIX
WMHBECTHLUHA M MX TOTEHIHAIBHON POJIM B TpaHC(opManuy riI00anbHON (UHAHCOBOW apXHUTEKTY-
peD» (2016 1.) LlenTpa nccnenoBaHuil MeXIyHapOoAHBIX HHCTUTYTOB PAHXuI'C.
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