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Abstract

The G20 is committed to promoting infrastructure investment and has called on multilateral development banks
(MDBs) to increase their infrastructure lending to help boost global growth. Alongside long-standing M DBs
such as the World Bank and Asian Development Bank (ADB), new MDBs such as the Asian Infrastructure
and Investment Bank (AIIB) and the New Development Bank have been established, and G20 members would
like both old and new multilateral banks to scale up their infrastructure investment by developing a pipeline of
bankable projects.

Even with all the MDBs investing more, they will not be able to satisfy the global need for infrastructure.
What they can do, however, is start to fill the infrastructure gap by catalyzing private investment and cooperating
on standards and regional infrastructure. Concerns have been raised about the geo-political implications of the
new MDBs which underscore the need for MDB cooperation. There are challenges to and opportunities for this
cooperation. The G20needs to be clear about the role it can play in encouraging M DB cooperation and infrastructure
investment, and must also be aware of the limitations on its role given that each MDB has its own mandate.

Specifically, the G20 can downplay the perceived trade-off between efficiency and standards in the
MDBs, encourage cooperation on new standards for sustainable or green infrastructure, invest in the Global
Connectivity Alliance as a coordinating body for the MDBs and help align the G20 work on infrastructure with
the United Nations Sustainable Development Agenda.
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Introduction

Estimates of the global infrastructure investment gap vary widely. The United Nations
Financing for Development conference in Addis Ababa in 2015 suggested that there
is an annual global infrastructure gap in developing countries of between $1 to $1.5
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trillion [Third International Conference on Financing for Development, 2015]. In the
Asian region alone, the Asian Development Bank ([ADB] [2012]) estimated that the
total investment needed between 2010 and 2020 would be in the order of $8 trillion.
These are large numbers, even if they are not precise. Infrastructure investment is a
major public policy challenge for both developing and developed economies.

The biggest challenge to reducing the gap is the need for technical expertise to pre-
pare “bankable” projects. To this end, the Asian Infrastructure and Investment Bank
(AIIB) and the New Development Bank (NDB) have been established. This article will
focus on some of the opportunities and challenges for cooperation between the new
multilateral development banks (MDBs) and the longer-established institutions. It will
also comment on the role the G20 can play in promoting infrastructure investment and
MDB cooperation.

There is already a rich body of literature on the impediments to infrastructure in-
vestment and on the relationship between infrastructure and growth. The International
Monetary Fund (IMF) and MDBs have produced their own knowledge on the subject
and numerous reports and case studies have been produced by private and public in-
stitutions. Therefore, rather than arguing the case for infrastructure investment, this
article assesses the role of the G20, which has been promoting the message that more
infrastructure investment would have a positive effect on global growth.

What Is the Gap?

The infrastructure gap is a global problem — there is huge demand for long-term infra-
structure projects that are simply not being financed. The impediments to infrastruc-
ture investment vary across countries. Developing countries need financing and tech-
nical expertise. They tend to have less access to external finance, and the access they do
have to conventional markets comes at a high cost because of their credit ratings. They
also often lack the appropriate legal frameworks and policy tools required to facilitate
long-term infrastructure planning and building [Qobo, 2014]. Here, the MDBs have a
particular role to play given their “additionality” — they can finance projects that would
otherwise remain unfunded due to a poor investment climate.

On the other hand, middle-income countries want policy-oriented lending, tech-
nical expertise, and targeted lending that will help unlock resources from other areas
(for example, through the private sector or private-public partnerships). Even in high-
income developed countries without a need for the MDBs, there is a growing need to
replace or repair infrastructure.

There is a strong case to be made for filling the infrastructure gap. U.S. economist
Lawrence Summers [2014] famously referred to infrastructure investment as a “free
lunch” because governments can use infrastructure to strengthen both the economy
and their own financial positions. The IMF also supports the message that infrastruc-
ture spending is good for growth because “if properly formulated, more public infra-
structure investment may enhance, rather than weaken, fiscal positions as shown in
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many countries” [Zhang, 2016]. In this context, it is not surprising that the G20 has
made infrastructure investment a priority in recent years, or that new multilateral banks
focusing on infrastructure have been established. However, an important caveat is that
investments should be efficient and the G20 and the MDBs need to focus on bankable
projects.

What Are the New Multilateral Development Banks?

A multilateral development bank differs from a conventional bank in that it provides
advice for economic and social development in addition to finance, and its sharehold-
ers are sovereign states. Traditionally, MDB lending was to be driven by a focus on
development outcomes. Another characteristic that differentiates the MDBs is their
governance structure. As multilateral organizations, they are governed through con-
sensus, although the relative voice of shareholders has been a source of contention and
major shareholders are able to influence decision-making to pursue their own interests.
MDBs have been attractive to both borrower and donor countries in the past because
of “their traditional political neutrality, freedom from special interests and corruption,
technical professionalism, long-term development perspective and hands-on program
design and finance engagement” [Linn, 2015].

The very concept of development has shifted dramatically away from official de-
velopment assistance led by sovereign states and through the MDBs. In the past, MDBs
played a role in infrastructure investment through project lending. But in recent years,
as finance sources have diversified, more attention paid to using the multiplier effect
of MDB investments to help fill the infrastructure gap. According to the World Bank
[2015], for every one dollar invested directly by MDBs in private-sector operations,
some two to five dollars are mobilized in additional private investment. In this way, an
MDB can “bring investors on board by virtue of its global or regional presence, techni-
cal expertise, due diligence, negotiation capability and, in some cases, by extending its
preferred creditor status to other investors” [Moore and Kerr, 2014]. The idea is that
MDBs can act as guarantees for risk and thus encourage private investment. They can
catalyze additional private and public resources for infrastructure, especially by lever-
aging their relationships with governments.

Since the global financial crisis, borrowing costs have been low while infrastruc-
ture bottlenecks have built up in many emerging-market and developing economies. In
particular, there is a desire for governments to build “core” infrastructure, that is, large
and capital-intensive projects in transportation, energy and communications [IMF,
2014, ch. 3]. Many countries have been frustrated by the impediments to infrastructure
investment in these areas because private actors have been unwilling to take on risks
or because MDB projects take too long. The AIIB and NDB have been set up with
emerging economies as major shareholders with ambitions to help unlock infrastruc-
ture investment.
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The Asian Infrastructure Investment Bank

The Chinese-led AIIB has 57 founding members, a capital base of $100 billion
and a mandate to finance regional infrastructure. Its establishment caused geo-politi-
cal tensions when the United States and Japan (major shareholders in the established
MDBs) declined to join the new bank and other U.S. allies, including several Euro-
pean countries and Australia, signed on. The United States declined to join ostensibly
because of concerns about governance and standards. The AIIB has been perceived as
a challenge to regional banks such as the ADB and even the World Bank given its po-
tential global influence.

The AIIB was set up relatively quickly. It was established in 2015 but six pro-
jects were already approved in 2016, including several that are co-financed with other
MDBs. The AIIB is still defining itself vis-a-vis the more established MDBs. Jin Liqun
[2016], AIIB president, suggests that it will “find its niche among the MDB family.”
Documents on the AIIB website refer to the fact that the AIIB is an MDB “conceived
for the 21st century,” implying that older MDBs have not evolved to face new cha-
llenges [AIIB, 2016, p. 27]. The AIIB promises to be “lean, clean and green” and fo-
cuses on regional connectivity, green infrastructure and private sector financing [AIIB,
undated]. The AIIB is caught between wanting a good credit rating and wanting to
take on more risks compared to what it sees as the overly cautious approach taken by
established MDBs. This has raised a new debate across all the MDBs about a trade-off
between standards and efficiency.

The New Development Bank

The New Development Bank (NDB), established by the BRICS grouping of Bra-
zil, Russia, India, China and South Africa, has a capital base of $100 billion to foster
infrastructure and sustainable development initiatives. It is the most tangible outcome
of cooperation among BRICS countries to date. The NDB acts like a credit coop-
erative among the five founding members, and this more limited structure means it
is a better example of South-South cooperation among developing economies. It also
means that it poses less of a challenge to the traditional MDBs than the AIIB. Cur-
rently, NDB invests only in projects within the five founding countries whereas the
AIIB invests more broadly.

Unlike the AIIB, the NDB seems more willing to take risks. Its president, former
private banker K. V. Kamath, wants the NDB to offer “a different mindset” and more
flexibility in its operations [PTI, 2015]. Although the NDB’s website has since changed,
it originally described the bank as “an alternative to the existing US-dominated World
Bank and International Monetary Fund” [Tiezzi, 2015]. The NDB struggles to get a
good credit rating given its membership. In contrast, the AIIB’s credit rating is helped
by a number of AAA-rated members.
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The new MDBs are still evolving, so it is very difficult to comment on how their
governance, standards, lending and project selection will develop. As the new banks
co-finance projects with the older MDBs they may begin to adopt similar outlooks
and practices. Alternatively, they may take on more risks to differentiate themselves,
even though this could have consequences for their credit ratings or lead to inefficient
projects with potentially negative social or environmental consequences if proper safe-
guards are not enforced.

Challenges and Opportunities for MDB Cooperation

So far, there have been positive signs of cooperation between the new MDBs and the
older institutions. For example, the presidents of the World Bank and ADB both of-
ficially welcomed the new banks and offered to co-finance projects. Behind closed
doors, the established MDBs may have some concerns about the new players, but they
have responded well to them in public. World Bank president Jim Yong Kim spoke
about both new banks as “potentially strong allies” and “great new forces” [Donnan,
2015]. ADB president Takehiko Nakao said his bank would “cooperate closely with
AIIB in supporting the development of the Asia Pacific region” [ADB, 2016].

There is an opportunity for the old and new MDBs to cooperate on standards for
sustainable or green infrastructure. Although there is a global push for infrastructure,
there is also growing awareness of the environmental effects of large-scale infrastruc-
ture projects. The 2015 Paris climate agreement and the United Nations 2030 Agenda
for Sustainable Development demonstrate a new commitment to mediating the effects
of climate change. A 2016 report from the Center for Global Development calls for
more sustainable infrastructure, that needs to be even cleaner and involve the private
sector as much as possible [High Level Panel on the Future of Multilateral Develop-
ment Banking, 2016]. Currently, there is no clear global standard of what constitutes a
sustainable investment.

Regional infrastructure is yet another area where the MDBs could cooperate. More
work is needed to harmonize infrastructure across borders to facilitate the movement
of goods, services, people, capital and technology. For example, MDBs could help to
mediate disputes among neighbouring landlocked countries that prevent cooperation
on roads and tolls. Another example is energy access, where regional infrastructure can
help better match energy producers and consumers.

However, some potential areas of competition could undermine cooperation
among MDBs. At the project level, if one MDB provides the technical assistance and
project set-up, another bank could come in and offer better terms midway through the
project. There have already been concerns about a “race to the bottom” as competing
banks offer lower standards and faster delivery. The worst-case scenario would be a
fragmentation of the MDB landscape along geo-political fault lines with client coun-
tries choosing MDBs that align with their geo-political interests. This is where the G20
can potentially play a role by legitimizing the new banks and encouraging MDB co-
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operation. The more the MDBs can find common areas of cooperation, the lower the
risk of inconsistent infrastructure standards, and the better the chance for the growth
outcomes.

A Role for the G20

The G20’s mandate is to promote strong, sustainable and balanced growth. The
so-called “premier forum for international economic cooperation” has long promoted
the link between infrastructure investment and global growth. Infrastructure was an im-
portant pillar of the 2010 G20 Seoul Development Consensus for Shared Growth. Dur-
ing China’s 2016 G20 presidency, finance ministers and central bank governors agreed
to “reaffirm our commitment to promote investment with focus on infrastructure in
terms of both quantity and quality” supported by a joint declaration by 11 MDBs [G20
Finance Ministers and Central Bank Governors, 2016].2 This declaration included

announcements of quantitative ambitions for high-quality infrastructure pro-
jects within their respective institutional mandates as well as their efforts to maximize
the quality of infrastructure projects, strengthen project pipelines, collaborate further
among existing and new MDBs, strengthen the enabling environment for infrastructure
investment in developing countries, as well as catalyze private resources [ G20 Finance,
2016].

The MDBs [2016] have agreed to work to “identify bottlenecks that hinder greater
levels of private and public sector infrastructure investment” through a list of measures
including identifying legal barriers, supporting government infrastructure projects,
identifying opportunities for the private sector and sharing knowledge. However, in the
same document, the MDBs made clear that their work is subject to client demand and
their institutional mandates.

The G20 has already called on the MDBs to optimize their balance sheets. It calls
on the MDBs [MDBs, 2015] to “increase lending without substantially increasing risks
or damaging credit ratings” [emphasis added]. To help grow the pipeline of bankable
projects, the G20 launched the Global Infrastructure Hub under the 2014 Australian
presidency, although it has struggled to establish itself. In 2016, the G20 finance min-
isters and central bank governors [2016] also set up the Global Connectivity Alliance
to “enhance cooperation and synergies of existing and future global infrastructure and
trade facilitation programs seeking to improve connectivity within, between and among
countries.” The World Bank would serve as secretariat, working closely with the Global
Infrastructure Hub, the Organisation for Economic Co-operation and Development,
the MDBs, global and regional infrastructure programmes, and other international or-
ganizations.

2 The 11 banks involved are the World Bank, African Development Bank, Asian Development Bank, Asian
Infrastructure Investment Bank, Development Bank of Latin America, European Bank for Reconstruction and
Development, European Investment Bank, Inter-American Development Bank Group, Islamic Development
Bank Group, New Development Bank and International Finance Corporation.
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The G20 has already played an important legitimizing role by including the new
MDBs in its recommendations. This gives de facto recognition that the G20 will sup-
port actions by the new MDBs to fill the infrastructure gap. The G20 should keep
encouraging MDB cooperation and calling for a boost in infrastructure in both deve-
loping and G20 countries.

Although the G20 can set the direction for more investment from the MDBs,
it should be wary of directing or tasking the banks too stringently. There have been
criticisms of the G20’s approach to the MDBs, for example, “the G20’s development
agenda, which points to a central role for the MDBs, tends to reinforce fragmented and
ad hoc approaches ... [This] agenda has tasked MDBs with countless reports and white
papers across hundreds of topics and subtopics with little high-level decision making”
[High Level Panel, 2016]. The G20 works best as an agenda setter. In this case, G20
leaders can continue to encourage cooperation among the MDBs without unnecessar-
ily commissioning an endless pile of working papers.

Attempts to fulfil growing infrastructure demands (especially regional integration)
will require better coordination between the MDBs and other actors. There are already
many different arenas for setting an agenda for infrastructure investment. In addition
to the G20’s efforts, the 2030 Agenda has 17 Sustainable Development Goals (SDGs),
with the ninth being to promote “industry, innovation, and infrastructure” [UN, 2015].

The G20 can support the alignment of the MDBs with the UN’s ambitious (yet
non-binding) SDGs. A statement from the World Bank and IMF annual meetings in
2016 noted that the MDBs would “provide not only the necessary financing — either
directly or by helping to ‘unlock’ and catalyze additional public and private resources —
but also policy advice and technical assistance supporting countries to build domestic
capacity” in order to meet the 2030 Agenda [World Bank, 2016]. Given that the G20 is
made up of a selection of developed and emerging economies, the 2030 Agenda might
be more suitable for framing MDB activities as the SDGs are universal goals that in-
clude all developing countries.

This article proposes several ways in which the G20 can play a role in promoting
MDB cooperation to increase infrastructure investment, namely:

— downplaying a trade-off between efficiency and standards among the MDBs

and encouraging the new MDBs to uphold high standards while they seek more

efficient ways to do business;

— encouraging the MDBs to cooperate on new standards on sustainable or green

infrastructure and to continue to facilitate regional infrastructure;

— investing in the Global Connectivity Alliance as a coordinating body to pro-

mote complementarity and avoid duplication among the MDBs;

— aligning the G20 work on infrastructure with the 2030 Agenda, especially with

regards to infrastructure investment in non-G20 developing countries; and

— working to diffuse any tensions that might arise among relevant major share-

holders that are also G20 members in the event of overt competition among the

MDB:s.
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Conclusion

The MDBs — both old and new — cannot meet the global infrastructure gap alone.
Bridging that gap will require a coordinated effort and a great deal more private sector
activity. Infrastructure projects are naturally slow, so there should be realistic expecta-
tions about what can be achieved in any given timeframe. The G20 is just one arena for
discussions on global infrastructure needs. The 2030 Agenda potentially offers a more
long-term and inclusive framework for MDB investment.

There are positive signs that the MDBs are working together and increasing their
lending, with future opportunities for them to set the standards for more innovative,
sustainable infrastructure and invest in regional infrastructure. This is a fruitful area for
future research. The new M DBs have the potential to help unlock infrastructure invest-
ment and the G20 has taken a positive step in recognizing their legitimacy. The G20
should continue to promote infrastructure investment and MDB cooperation without
intruding on the mandates of the MDB:s.
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Pa3Butne nHppPacTpykKTypPHbLIX NHBECTULMIA:
«bonblasg gpaauaTka» 1 MHOrOCTOPOHHME BaHKK pasBuTus’
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Bypd Xanna — HayuHblil coTpynHuK LleHTpa mccnenoBanuii «I'pynnel nBanuarv», MHCTUTYT Mexmy-
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«Ipynna deadyamu» npumnsia 0653amenbcmeo CMUMYAUPOBAMb NPUMOK UHBECTUYULL 6 UHGPACMPYKMYpy
U npusvieaem MHO20CMOpoHHUe Oanku pazeumusi (MbBP) yeeauuums kpedumoganue uH@pacmpyKmypHoix
npoekmoe 045 codeiicmeaus enrobassHomy pocmy. Hapsdy ¢ cywecmeyrowumu MbP, makumu kax BcemupHoiii
baHK u A3uamckuil 6ank pazeumusi, Obiau c030aHbl HOBble CMPYKMYpPbl — A3uamckuil 0aHK UHGPACMPYKMYPHbIX
uneecmuyuit u Hoeuvii 6ank pazeumus. Cmpanvt «Ipynner dsaduyamu» oxcudarom om HOBbIX U paHee
co30annbix M BP yseauuenus 066emo6 uHeecmuyuii 8 UH@pacmpyKkmypy 3a cuem HenpepbieHo20 pocma NOMoKa
permabenvrbix npoekmog. Oonako daxce ecau éce MBP cmanym Hapawjugams 00semMbl UHBECMUPOBAHUS, OHU
6ce pasHo He Oydym cnocobHbl y0081emeopums 2100a1bHbLU CNPOC HA UHGDPACIPYKMYPHbIE UHEeCMULUU.

MBP moeym paspewiums npobaemy deuyuma uHeecmuyull 8 UHpacmpykmypy nymem npueieyeHus
UACMHbIX UHEECOpPO8 U bonee 2ny60K020 83aumodeiicmaus mexcdy coboili npu vipabomke cmaHoapmos u 6
paseumuu  pecuoHanvHoll ungpacmpykmypel. Cyuwecmeyloujue Onacenuss OMHOCUMENbHO 2e0N0AUMUHECKUX
nocaedcmeuii 603HuKHogeHUss Ho8vlx MBP moavko cmumyaupyrom yeaybneHue 83aumooeicmeusi mexcoy
b6ankamu pazeumus. Cyuwjecmeayem pso 6b130808 U 803MONCHOCHell 015 cOmpyOHU4ecmaa 8 amoii cgpepe. «Ipynna
deaduamu» 00aXCHA SCHO NPeOCMABAAMb, 8 YeM COCMOUM ee poib 8 npoyecce yenybieHus 83aumooelicmeus
medncoy bankamu u yseauuenus 006emos UHBeCmMupo8anus 6 UHGpacmpyKkmypy, a maxice 8030eprucuéamocs om
8b1X00d 3G paAMKU SMOI POAU, 8Ce20a yHUMbIEas Haauyue coOCmeeHHoll cghepbl NOAHOMOUUIL U OMEeMCMEeHHOCMU
y Kaxcdoeo banka u3z epynnot MbP.

«Ipynna 0deadyamu» Mmodcem cenadume ouymumMoe Hecoomeemcmeue Mmexncdy KoauvecmeeHHou
aghdhekmusHocmoto u npuHAMbIMU cmandoapmamu & desmenvocmu MB P nymem noowpenus e3aumooeiicmeus
06anK06 npu 6bipadomKe HOGbIX CMAHOAPMOG YCMOUYUBOU / «3eAeHOl» UHDPACMPYKMYpbl, BHOCA 6KAAD 68
desimenbHoCMb AnbsiHCa 045 2100a16H020 CONPANCEHUS UHBPACMPYKIMYPbL, 8bINOAHSIOUE20 POAb KOOPOUHAMOPA
desmenvrocmu MBP, a makice nomoeas coemecmums desmenvHocms «Ipynnsl deéadyamu» no pazeumuio
ungpacmpyxmypeol ¢ Ilosecmkoii Ons 6 obaacmu yemoiuugoeo pazsumus OOH.

KittoueBble ciioBa: MHGPACTPYKTypa; MHBECTULIMU; «TPYIINa ABAALIATU» ; MHOTOCTOPOHHME OaHKU
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