
The long-term quantitative easing measures 
adopted by some developed economies after 

the � nancial crisis have led to a continuous increase in 
global liquidity. As a result, emerging countries have 
been burdened with spillover costs such as asset bubbles 
and imported in� ation. Currency depreciation in sev-
eral countries such as India has weakened their inter-
national competitive edge while other countries such 
as Brazil have failed to resolve their own problems by 
shedding the adverse impacts onto emerging countries.

Since the United States Federal Reserve indicated 
in June that it may start tapering its quantitative eas-
ing measures, the international capital market has 
been saddled with increasing expectations of higher 
dollar returns. Patterns in global capital flows have 
been altered and large amounts of cross-border capital 
� ows have been � ooding back to the US. Emerging 
economies, including Brazil, India and South Africa, 
have su, ered from currency depreciation, slumps in 
their stock markets and drops in market value since the 
capital withdrawal.

- e US has yet to decide a speci� c timetable for its 
QE exit, but a long wait will bring volatility in com-
modity prices. A long drawn-out capital withdrawal 
will bring more � uctuations to the capital market in 
emerging economies, which have already suffered 
from economic slowdowns. Emerging economies 
have been the major driving forces of post-crisis eco-
nomic growth and any slowdown in growth for these 
nations will bring further uncertainties to a global 
economic recovery.

To deal with � uctuations in the international 
capital market, the BRICS countries need to 

strengthen cooperation effectively. First, measures 
to create a foreign currency reserve fund should be 
adopted to ease liquidity pressures and lower � nancial 
risks. Second, countries need to call for stricter super-
vision from international organizations such as the 
International Monetary Fund on monetary policies, 
such as QE measures. - ird, emerging economies need 
to strengthen cooperation to bu, er any adverse impacts 
blocking economic growth.

- e existing risks have shown the importance 
for countries to join hands in coordinating their 

macroeconomic policies. Since the launch of the G20 
summit, its agenda has become broader and more 
fragmented, and sometimes countries have no clear, 
common goal. That has affected efforts by member 
countries to coordinate their macroeconomic policies.

Emerging economies have attracted more attention 
with their growth, but they still have little say in global 
management reforms as compared to developed econo-
mies. One reason is that developed economies or host 
countries are the chief designers of summit agendas. 
Emerging economies have a limited say. It is important 
to create a mechanism that allows all member countries 
to participate in shaping the agendas, to make agendas 
more reasonable and representative, to further strength-
en communications among countries and promote the 
e, ectiveness of the G20 mechanism.

Whether the next US Federal Reserve leader will 
be current vice-chairwoman Janet Yellen, former 

treasury secretary Larry Summers or somebody else, 
the simple reality is that moving too fast or too slow 
could severely disrupt the lingering recovery in the US. 
Consequently, the Fed will opt for gradual unwinding. 
Nonetheless, the economically more vulnerable BRICS 
nations are not immune to adverse impacts.

In the short-term, the volatile “hot money” � ows 
into BRICS have declined. India’s growth potential 
has been downgraded. Brazil struggles to sustain its 
growth trajectory. In Russia, growth forecasts have 
been reduced. Similar challenges have been seen in 
Turkey, Mexico, Indonesia and other large emerging 
economies.

As they say, “easy come, easy go”. When foreign 
investment is driven by opportunism, emerging econo-
mies must remain cautious. - ey need patient foreign 
investment rather than � ckle hot money. Also, it seems 
that current markets are a bit too pessimistic about 
some BRICS nations and too optimistic about the G7 
club, particularly Europe and Japan.

In the late 1990s, the rapid recovery a? er the 
Asian � nancial crisis was based on export-led 

growth. Today, there are fewer opportunities. It is im-
portant that BRICS can deter e, orts at protectionism 
and sustain international trade and investment in a 
very challenging economic environment.

It is also vital that the BRICS nations work together 
to accelerate institutional reforms in international mul-
tilateral and � nancial organizations. - e International 
Monetary Fund, World Bank and World Trade Orga-
nization are still led by the postwar victorious nations 
70 years a? er the end of World War II. As a result, the 
playing field is not even in international economy, 
� nance, trade and investment.

- e BRICS nations should not wait for substantial 
change that is not likely to happen. Rather, they could 
move ahead on their own. Despite challenges, a BRICS 
development bank would be one way to at least focus 
attention, energy and � nancial support to issues that 
matter more to emerging and developing economies.

For half a decade now, major advanced econo-
mies have engaged in di, erent kinds of quan-

titative easing. - at era will end in the fall as the US 
Fed will � rst gradually reduce its purchases of US 
debt and, by the mid-2010s, hopes to begin raising 
rates. Over time, Europe and Japan hope to follow in 
its footsteps.

Until recently, the BRICS nations have largely 
responded to these shi? s that have been shaped by the 
G7. - e G7 and BRICS work together within G20, but 
the two live in di, erent worlds. In the former, per capita 
income is $30,000 to $50,000 per year. In the emerging 
nations, it is closer to $5,000 to $15,000 annually. As a 
result, the BRICS nations have interests of their own 
within the global framework.

As the era of quantitative easing is changing, it would 
be vital for BRICS leaders to develop a joint platform 
in order to shape the global agenda more proactively.

- e likely tapering of asset purchases by the US 
Federal Reserve comes in response to a better 

outlook for the country’s economy. Our near-term 
forecast suggests that the US will continue to grow at 
2.5 percent this quarter and the next. In this context, the 
increase in long-term interest rates in the US represents 
good news, as it signals the US economy is beginning 
to come out of a great recession. It will be positive for 
BRICS, as rising US imports are likely to bene� t the 
exports of those nations, though to varying extents.

In the second quarter, the growth of GDP in BRICS 
picked up but remained weak by historical standards. 
However, the economies of the BRICS nations show 
considerable di, erences. India and Russia are experi-
encing sharp slowdowns in growth, while activity has 
been well maintained in Brazil and South Africa. In 
China, a recovery appears to be underway.

- e current weakness in exchange rates of the BRICS 
nations mainly reverses earlier movements. Immedi-
ately a? er the crisis, exchange rates appreciated as the 
Federal Reserve eased its policy. Once a policy change 
seemed likely, exchange rates fell. In most cases, the fall 
has more or less o, set the previous rise. - e principal 
exceptions are India and Russia, where exchange rates 
have sunk below their levels during the peak of the 2008 
crisis. Growth has slowed markedly in these countries.

- ese exchange rate gyrations have, of course, created 
some problems for these countries. Current account 
de� cits have widened, but the movements have not 
been equal across the BRICS. - e largest adverse chang-
es were once again in India and Russia.

- e major risk facing most of the BRICS nations is 
that depreciation in exchange rates would spark a new 
round of in� ation. Countries with credible monetary 
policies should be able to avoid major surges in in� a-
tion. - ree of the BRICS nations generally aim for 
about 4.5 percent in� ation. To help remain within their 
targets, two of these countries have raised interest rates.

Policies across the BRICS vary considerably. 
Information exchanges about economic policies 

are key to improving the resilience of BRICS during 
economic shocks. All of the BRICS nations are regularly 
invited to discuss economic policy at the Organisation for 
Economic Co-operation and Development committee 
meetings. - ere, they can collaborate with other emerg-
ing market countries. Not all of the BRICS nations attend 
regularly, but global problems require global solutions.

China has already set up a number of arrangements 
with emerging countries to counter any short-term 
shortages of foreign currency for bilateral trade. Over 
the longer term, though, it is diG  cult to sustain � xed 
exchange rates without appropriate internal policies.

Countries at the G20 summit face considerably 
di, erent economic situations. It is natural for 

countries to respond to their internal economic situa-
tions. Indeed, many central banks are required by law 
to do so. - e summit has coordinated action in the past, 
and we see the results of these decisions in the recovery 
that is now evident in developed countries. Whether 
or not the recovery becomes evident in BRICS, as 

it already has in China, will depend mostly on their 
internal policies.

- e exchanges at the G20 and the OECD are central 
to reaching a consensus on economic policies. Some 
of these common ideas, such as tax avoidance and 
bank regulation, have already been put into place by 
international organizations. A joint solution for con-
trolling international capital � ows, and exchange rates, 
would require a marked change in thinking among the 
advanced countries, and a number of emerging market 
countries. For the past 40 years, most of the leading 
economic powers have preferred to focus on � oating 
exchange rates and open capital markets.

The tapering-off of the US Federal Reserve’s 
quantitative easing policy has caused some tur-

bulence in emerging economies such as India, Indone-
sia and Brazil. With the prospect of excessive easing of 
monetary policy ending and resulting in an increase in 
US power, international capital � ew out of these coun-
tries and the local currency values tumbled. But it is 
worth noting that the turmoil was also caused by these 
nations’ domestic de� ciencies, such as excessively high 
de� cits in current accounts and loose capital account 
management regimes.

The Fed has good reasons to scale back its huge 
bond-buying program. - e initiative was in response 
to the country’s economic crisis and the policy had a 
role in the US and global economic recovery. Now, with 
growth recovering and the jobless rate subdued, it is 
reasonable for the US to cease its QE. Also, it did signal 
to the world before taking action.

- e US QE tapering has a limited impact on China. 
China has a good current account surplus and $3.5 
trillion in foreign reserves. Its capital account remains 
controlled. Actually, as the US tightens its money sup-
ply, China could have more room to adjust its monetary 
policy independently.

The G20 summit provides a platform for the 
BRICS countries and other emerging economies 

to present their concern over the tapering o,  of the 
US quantitative easing policy. China should respond 
to these voices. China and other emerging economies 
should make the case that the US needs to be careful 
with the timing and rhythm of its exit.

- e BRICS nations should also build and strengthen 
the Contingent Reserve Arrangement, which now 
stands at $100 billion, with China as the largest con-
tributor. - is fund could be used for emergencies such 
as this round of local currency devaluation crises.

The G20 is more representative than the G8. 
China should take more initiative in aligning 

other BRICS and developing economies to articulate 
their concerns at the summit. G7 countries usually hold 
meetings before the G20 summit to coordinate the voice 
they present at the G20. Why should BRICS nations not 
choose to do the same? Why not expand the BRICS 
group? Why not invite South Korea, an important 
world economy, to the group?
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Zhang Qi, deputy director-general 
of the Foreign Economic Relations 
Research Department at the 
Development Research Center under 
the State CouncIl

EDITOR’S NOTE: Ahead of the Group of 20 summit of the world’s largest economies in Russia, the International Monetary Fund noted that developing countries have been hardest hit 
in the past few months by the US central bank’s warning that it will soon taper its massive bond-buying program that poured cash into the economy to stimulate it. - e subsequent slowdown 
in emerging markets, particularly Brazil, China and India, could hold back global economic growth, the IMF warned. What risks lie ahead and how can the BRICS nations coordinate e, orts 
to deal with the potential impact? China Daily interviewed four economists for their views.

Emerging markets must be heard

Concerns have risen as the US Federal Reserve plans to start tapering 
its $85-billion-a-month program of quantitative easing. What kind 

of risks would that bring to emerging markets, especially the BRICS nations?

In what aspects do you think the BRICS members and other emerg-
ing countries need to cooperate to deal with the impact and � uctua-

tions the US QE exit will bring to the international � nancial market?

How can the G20 nations � nd an appropriate mechanism and solu-
tion for capital markets’ healthy development on global and nation-

al levels, instead of just turning the summit meeting into a talking shop?

DIPLOMATIC SHUTTLE
PHOTO BY LIU KAI / XINHUA

A shuttle speedboat for the G20 sum-
mit passes a bridge in St Petersburg, 
Russia, on Wednesday. - e venue of 
the summit has closed some highways 
and water transport routes for exclusive 
summit use. Attendees at the summit 
take the speedboats to reach the venue.
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Dan Steinbock, research director of 
International Business at the India, China 
and America Institute

Richard Herd, chief China economist 
of the Organisation for Economic 
Co-operation and Development

Xu Hongcai, senior researcher with 
the China Center for International 
Economic Exchanges

By WANG XIAOTIAN
wangxiaotian@chinadaily.com.cn

- e bloc of � ve major emerg-
ing economies known as BRICS 
is taking tangible steps to establish 
a development bank at the Group 
of 20 summit in St Petersburg, 
Russia.

Leaders from Brazil, Russia, 
India, China and South Africa 
met in an unoG  cial format dur-
ing the summit and discussed 
progress made toward establish-
ing a development bank and a 
joint reserve fund for the bloc.

The bloc agreed on a joint 
foreign currency reserve pool 
of $100 billion, Vice-Finance 
Minister Zhu Guangyao said on 
the sidelines of the summit on 
- ursday.

The agreement has yet to be 

rati� ed by the leaders of the coun-
tries, Zhu said.

Yi Gang, deputy governor 
of the People’s Bank of China, 
said the leaders of the bloc 
have agreed on how contribu-
tions will be divided, operation 
mechanisms, governance struc-
ture and a loan-to-value ratio 
for the reserve.

He said China will be the 
reserve’s biggest contributor, but 
added that it won’t contribute 
more than 50 percent to the fund. 
South Africa will be the smallest 
contributor, with the remaining 
three countries offering larger 
amounts of capital.

The five nations are eager to 
cushion themselves from short-
term liquidity pressures caused 
by changes in � scal policies from 
major developed economies.

Reuters reported on Sunday 
that the bloc has agreed on the 
structure of a proposed develop-
ment bank with $50 billion in 
capital.

But issues over the division 
of the $50 billion, payment of 
the capital, the bank’s location 
and management of the bank 
remain undecided, said Russian 
Deputy Finance Minister Sergei 
Storchak.

“We must assume that the bank 
will not start functioning as fast as 
one could imagine,” said Storchak 
in the Reuters report. “It will take 
months, maybe a year.”

The development bank is 
aimed at financing the bloc’s 
infrastructure projects, and 
plans for the bank were offi-
cially approved earlier this year 
at a BRICS summit in Durban, 

South Africa, a? er the proposal 
was raised in 2012.

Experts said the bank is a key 
complement to existing multi-
lateral � nancial institutions and 
will be conducive to inter-bloc 
cooperation and growth in the 
global economy.

- e bank can provide devel-
oping countries with � nancing 
support and policy consultation 
in infrastructure investment, 
trade facilitation and poverty 
reduction, said Zhao Jinping, 
a researcher with the Develop-
ment Research Center of the 
State Council.

But disagreements over each 
country’s contributions have 
delayed the establishment of the 
bank. Russian oG  cials said ear-
lier that Russia favors capping 
each country’s contribution at 

$10 billion to begin with.
“It is inevitable that the contri-

butions will pressure some mem-
bers more than others and asso-
ciated risks may vary, as will the 
fund’s decision-making process-
es. Political strains similar to those 
within the IMF may emerge,” said 
Jeremy Stevens, an economist at 
Standard Bank in Beijing.

Yuan Gangming, a global eco-
nomic researcher at Tsinghua 
University, said it’s necessary for 
the BRICS nations to stabilize 
the � nancial market by funding 
infrastructure construction in 
developing nations and bu, er-
ing possible capital market � uc-
tuations that result from govern-
ment debt issuances.

Xinhua and Reuters contributed 
to this story. 

BRICS likely to make progress on bloc bank at summit


