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entirely to governance innovation, focusing not only on cutting-edge research but on creating an ‘innovation
laboratory’ capable of generating new thinking about governance processes and attracting governance innova-

tors from all over the world.

INTRODUCTION

ver since the investment bank Goldman Sachs coined the acronym BRICs and

launched it in the global debate in the early 2000s, there has been much talk about

the rise of new powers in the international political economy. Brazil, Russia, India,

China and, later on, South Africa have thus become the symbols of a global shift,
from an old global economic system led by the so-called West (the US and, to a lesser
degree, European countries) to a new development trajectory, in which traditionally “un-
der-developed” countries have come to play a leading a role. The immediate aftermath of
the 2008 financial crisis further reinvigorated such a thesis, as the emerging powers contin-
ued to grow their economies at a speed unparalleled by any advanced economy, seemingly
unaffected by the fall of Wall Street that plunged both the US and Europe into a prolonged
economic recession.

Yet, the reality appears much more complex than the “global power shift” discourse would
have us believe. First of all, the BRICS countries have little in common in political terms.
As many analysts have argued, the “alliance” can be better described as a marriage of conve-
nience rather than a real partnership for change. The only uniting factor is the scale of their
economies in terms of gross domestic product (GDP) and their sustained growth rates in
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the past two decades. They are, for all intents and purposes, a “GDP club.” As resource-rich
economies, they have adopted a development paradigm based on intensive extraction of
natural resources (e.g. fossil and bio-fuels, minerals, etc.), which drive most of their ex-
ports, and cheap labor, especially in China and India. They have pursued GDP growth with
little or no investment in human development, thereby allowing the gap between the haves
and have-nots to widen. In the few common initiatives developed so far, such as the pro-
posal for a BRICS Development Bank, the focus has been on infrastructure investment for
new forms of extractive practices, an approach to economic development that is increas-
ingly volatile and unsustainable in a global context marked by extreme financial instability,
costly and potentially catastrophic environmental pressures, and rising inequality. In line
with their focus on extractive development, Brazil, China, India and South Africa sank the
world’s hopes for a binding agreement on climate change in the Copenhagen negotiations of
2009. Yet, as some have argued, “if the international community fails to confront its most
serious challenges—from the need for a sound global economic architecture to addressing
climate change—[the BRICS countries] are the ones that will pay the highest price.”

In part, this is already happening. While the BRICS countries were relatively unscathed
by the 2008 financial collapse and its immediate aftermath, their GDP growth rates have
begun to slow down and, in some cases, they have fallen dramatically since 2011. Income
inequality has spiralled out of control, while social cohesion is fundamentally challenged by
a development paradigm that has produced significant negative externalities on social rela-
tions. Finally, environmental degradation has compounded all these problems, hampering
human development and exacerbating inequality.

This paper provides an overview of development trends in the BRICS countries, focusing
on economic, social and ecological trends. Section 2 analyzes the lack of a common political
vision behind the BRICS alliance and identifies GDP growth as the only uniting factor. Sec-
tion 3 discusses recent economic trends in these countries and points out deficiencies and
challenges. Section 4 moves on to analyze some critical social and environmental trends,
using a variety a data from different international sources. Finally, the concluding section
identifies the changes that need to happen to support an alternative BRICS development
path, one that will enable equitable and sustainable progress within the large developing
economies and also promote common action toward transforming the global economy on
the same principles.

THE BRICS AS A “GDP CLUB”

The acronym BRIC was coined in 2001 by the then head of asset management at Goldman
Sachs, Jim O’Neill, with a paper titled “Building Better Global Economic BRICs.” In his
analysis, O’Neill singled out Brazil, Russia, India and China as the largest emerging mar-
kets, whose rate of growth he saw as challenging the leading role of the G7 economies.? In
a 2003 follow-up paper, the Goldman Sachs team projected the BRIC’s economic expansion
into the next decades and concluded that these countries were on track to overtake the
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G7 by 2040. As they reported, “The relative importance of the BRICs as an engine of new
demand growth and spending power may shift more dramatically and quickly than expect-
ed”? In 2005, they introduced a Growth Environment Score, which placed the BRIC coun-
tries consistently in the top half of the global rankings, among the best environments for
sustained economic growth.# Skyrocketing consumption levels and continuous extraction
and exportation of commodities and manufactured goods was, in the Goldman Sachs’ anal-
ysis, the main reason to be “optimistic” about the rise of the BRICs.>

Since its inception, the BRIC concept has been founded on economic growth projections,
with no reference to other parameters such as political/social development and inclusivity,
let alone sustainability, as these dimensions are entirely neglected by GDP. As evinced in
Goldman Sachs’ underlying assumptions, contemporary global governance is indeed in-
creasingly influenced by economic parameters, which have, by and large, replaced tradi-
tional military factors. GDP size is the main prerequisite for membership in multilateral
dialogue platforms such as the G7-8 or the G20, as well as for membership in powerful
policy institutions such as the Organization for Economic Cooperation and Development
(OECD) and for voting power in the World Bank and International Monetary Fund (IMF).
In the global race for economic success, GDP has come to count more than any other factor,
which explains why analysts believe that, by sustaining high rates of GDP growth, the BRIC
countries are likely to generate a fundamental power-shift in global governance institutions.

The critical importance of the “GDP factor” in defining the very nature of the BRICS
became even more apparent in the controversy (in 2010) surrounding the inclusion of
South Africa, Africa’s largest economy. As O’Neill himself declared: “South Africa has too
small an economy. There are not many similarities with the other four countries in terms of
the numbers.”

Besides the inherent GDP-link uniting these five nations, there is little else they have
in common. Politically, the BRICS comprise three democracies (including the largest in
the world, India), a totalitarian regime (China), and a nation characterized by significant
authoritarian tendencies (Russia). China and India have been forced to an uneasy cohabi-
tation, due to longstanding geopolitical rivalries, including territorial disputes over Tibet.”
The two countries are also divided with respect to Pakistan. China has also been opposed
(or at least lukewarm) to India’s bid to join the permanent members of the UN Security
Council. Although trade between the two giants has been growing rapidly, Indian author-
ities have been vocal against the slow pace in opening Chinese markets, while China has
accused the Indian government of carrying out a containment policy through its outreach
to East Asian nations such as Japan, Indonesia and South Korea.®

As continental powerhouses, South Africa and Brazil have been ambivalent as to how
to combine their regional commitments with their membership in BRICS. In addition,
while Brazil, India and South Africa have traditionally supported a progressive human
rights agenda, both China and Russia (the only two permanent members of the UN Secu-
rity Council among the BRICS) have systematically opposed it. Moreover in Africa (and in
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South Africa too), there is growing unease with the type of resource-focused investment
policy pursued by China in parts of the continent, which has prompted some leaders to
speak of “a new form of imperialism.”® Along with India, China has been making large
strategic land purchases in Sub-Saharan Africa (and also in South America), a form of ag-
gressive investment (popularly termed “land grabbing”) the aim of which is to increase
food production and the associated water provision for Chinese internal consumption, with
the collateral effect of reducing resources available for African consumption. These foreign
investment patterns are decidedly at odds with South Africa’s (and Brazil's) commitments
to promote development in their respective regions.!® Moreover, growing demand in Asia
for ivory and rhino horn, which are protected by national wildlife regulations, has turned
poaching into a serious security problem in South Africa.

The fundamental characteristics of the BRICS export-driven economies are also different.
Brazil, Russia and South Africa are exporters of minerals and energy and, in the past decade,
have taken advantage of rising commodity prices to fuel their economic expansion (e.g.,
oil and natural gas account for 58 percent of all exports in Russia). India and China have
leveraged their low labor costs to increase market shares in services and manufacturing re-
spectively.!! As a group, their relationship is somewhat symbiotic: higher demand for raw
materials in India and China has been boosting the GDP of Russia, South Africa and Brazil.
Although they vow to cooperate in restructuring the global financial architecture, they have
not been able to achieve consensus on virtually any major issue thus far. For instance, they
did not agree on a candidate for the leadership of the IMF (as opposed to Europe-backed
Christine Lagarde), nor did they unite forces to support an alternative candidate for the
presidency of the World Bank (against US-backed Jim Yong Kim).

Since 2009, when the BRICS heads of state and governments met for the first time, there
have been five consecutive summits.!? In 2012, they pledged $75 billion to boost the IMF’s
rescue plan for the global financial crisis, but tied the loan to voting reforms within the Bret-
ton Woods institutions. In 2013, they agreed on founding a new “development bank” aimed
at mobilizing resources (worth $4.5 trillion over an initial 5-year period) for infrastructure
projects in BRICS and other emerging economies and developing countries. In theory, the
idea is to supplant the World Bank as the main lending institution for the developing world.
They also established a business council to facilitate private-sector partnerships, a trade and
development “risk pool,” and a contingent reserve arrangement, with a pool of $100 billion
to cushion member states against any future economic shocks. China is expected to con-
tribute $41 billion to the reserve, followed by Brazil and Russia ($18 billion each) and South
Africa ($5 billion).

ECONOMIC TRENDS IN THE BRICS

The BRICS countries collectively represent almost 3 billion people (43 percent of world pop-
ulation), with a combined nominal GDP of $14.8 trillion (about a quarter of global income),
17 percent of world trade, and an estimated $4 trillion in combined foreign reserves. They
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occupy 20 percent of world territory and, over the past 10 years, their aggregate income has
more than quadrupled. By 2018, overall economic output in the BRICS may overtake that
of the US. By 2020, 33 percent of world GDP may be accounted for by the BRICS. By 2027,
China’s GDP is expected to equal the United States’ and, by 2050, the BRICS economies may
absorb 50 percent of global markets. Consumption in the BRICS countries has also grown
steadily and, in the next decade, 70 percent of global car sales growth is projected to occur
in these emerging economies.

The BRICS have been successful in attracting foreign direct investment (FDI). A large
part of FDI inflows in China has focused on manufacturing, while the bulk of FDI in Brazil,
Russia and South Africa has been oriented toward the exploitation of natural resources, par-
ticularly oil and mining. In India, by contrast, FDI primarily flows to the service sector. The
BRICS’ combined share of total world exports has more than doubled in the past decades,
from 8 percent in 2001 to 17 percent in 2012, with China accounting for the lion’s share,
comprising 54 percent of BRICS exports in 2001, and 64 percent in 2012 (Figure 1). The
share of capital goods exports from the BRICS has been increasing, from 14 percent in 2001
to 24 percent in 2012, while consumption goods exports have seen their share decline from
34 percent to 28 percent during the same period.

Figure 1. BRICS’ Share of Global Exports From 2001 to 2012

Top World Exporters in 2001 Top World Exporters in 2012
(USD 6.1 trillion) (USD 18.1 trillion)

Others 39% Others 41%
USA 12% USA 8%
Germany 9% Germany 8%
B BRICS 8% B BRICS 12%
B Japan 7% B Japan 4%
B France 5% B France 3%
B UK 4% B UK 3%
B Canada 4% B Republic of Canada 3%
B Italy 4% W Italy 3%
B Netherlands 4% B Netherlands 4%
B Hong Kong 3% B Hong Kong, China 3%

Africa (Excl. SA) 1% Africa (Excl. SA) 3%

1 J. Maia (2013) ‘Trade Patterns Between South Africa and the BRICS, and Future Export Opportunities’, Industrial
Development Corporation, presentation given at BRICS Economic Outlook Conference, Sandton, 4-5 June 2013.
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The BRICS’ common focus on accelerating economic growth has helped them leverage
their position in various governance forums, but recent years have seen a significant de-
celeration in their growth trajectories. As Figure 2 shows, GDP growth in the BRICS has
experienced a sharp deceleration in the years following the 2008 global financial meltdown.

Throughout the past decade, most of growth in the BRICS was due to the scale of China’s
“economic boom,” with its surge of exports, thirst for commodities, and build-up of for-
eign-exchange reserves. Since the late 1990s, China’s economy has been fuelled by public
credit expansion, with state-owned banks encouraged to finance as many new skyscrap-
ers, highways, airports, dams and other infrastructure projects as needed to sustain the
GDP-centered growth model. Free-flowing liquidity kept stocks and real estate prices buoy-
ant, foreign investors were generously rewarded, and many citizens started filling the ranks
of the country’s new middle class. Total credit reached 200 percent of GDP in 2013, up from
130 percent in 2008. However, as reported by Bloomberg in June 2013, “China’s leaders
avoided bursting one bubble in 2008 by creating new ones,” especially in the transport and
real estate sectors. “Yet China cannot forever delay its day of reckoning.”'* The Economist
agrees that “China’s turbocharged investment and export model has run out of puff. Because
its population is ageing fast, the country will have fewer workers, and because it is more
prosperous, it has less room for catch-up growth.”14

Figure 2. Economic Growth in the BRICS (% of Real GDP Growth 2000-2012)
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1 Author’s elaboration based on IMF World Outlook 2013
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In mid-2013, China’s imports and exports also declined. Overseas shipments fell by
3.1 percent compared to 2012 (while surveys had estimated a 3.7 percent gain), imports
dropped by 0.7 percent (while the median projection was for a 6 percent increase). Plagued
by overcapacity, especially in sectors such as shipping, cement, steel and car production,
many Chinese industries have found themselves in dire straits and in need of significant
state support. At the same time, the State Council has presented a hard line on financial
risks arising from China's overcapacity problems. In a statement released in June 2013, they
declared: “We will strictly prohibit providing new credit supply or direct financing in any
form to illegal construction projects in sectors with overcapacity, so as to avoid reckless in-
vestment exacerbating the problem of excess production capacity”'> More power was also
given to banks to write off “bad loans.” A few days later, China’s largest private shipyard,
Rongsheng Heavy Industries, appealed to the state for a bailout.!¢

Chinese policymakers face multiple tradeoffs between real estate controls, monetary
policy and propping up internal consumption, even as the latter increasingly appears to be
the only possible way for the country to continue achieving high rates of economic growth.
The most critical issue for the Chinese economy and, as a consequence, for the BRICS (which
largely depend on Chinese investment and purchasing power) is not the short-term slide
in growth, but the potential long-term effects of a systematic decline in the Asian giant’s
economic performance. It seems unlikely that China will hit its official target of 7.5 percent
growth in 2013, which is in any case a far cry from the double-digit rates the country boast-
ed in the past. At the BRICS level, there is evidence that China’s slowdown is already im-
pacting the other members of the club. The most vulnerable counterparts are Russia, Brazil
and South Africa, which have traditionally propelled their GDP thanks to rising energy
and commodities prices driven upward by Chinese growth. Russia is set to reach about 3
percent growth this year, after having been the only BRICS country to be heavily affected
by the global financial crisis, which sank its GDP growth to -8 percent in 2009. In Brazil,
economic growth in 2012 was a meagre 0.87 percent and, in South Africa, it has hovered
around 2.5 percent. GDP growth in India has also fallen to about 5 percent, less than half of
what it was prior to 2008. Collectively, the BRICS are likely to average 3 percent in 2013.17
As the Chinese economy slows down, Brazil has joined South Africa as the only two BRICS
countries to experience a trade deficit in 2013.

In 2013, capital flight has undercut the stocks, bonds and currencies of Brazil, Russia,
India and China in a common pattern. South Africa’s national currency (the rand) has also
collapsed because of uncertainty over the economic trajectory of the country and extensive
social unrest in the mining sector. As of July 2013, investors had withdrawn $13.9 billion
from equity mutual funds invested in Brazil, Russia, India and China. In Brazil, the central
bank alerted policymakers to the risk of stagflation (high inflation coupled with a stagnating
economy) as projected inflation exceeded 6 percent while the depreciation of the national
currency (the real) reached the lowest levels since the global financial crisis.'® Inflation,
especially in the real estate sector, has been a fundamental problem in China as well. In Feb-
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ruary 2013, the government circulated “new measures” to regulate the real estate market.
The State Council not only reiterated the importance of curbs on purchases and loan restric-
tions, and the determination to crack down on speculative and investment-driven home
purchases, but it also demanded that local governments announce property price-control
targets each year. In addition, it committed to establishing prompt implementation of pur-
chase restrictions in cities where property prices have risen too fast, and it pledged to de-
velop a system for the stabilization of property prices. A recent Foreign Affairs forum titled
“Broken BRICS” captures the feeling of many observers of these destabilizing economic and
political trends.?°

SOCIAL AND ENVIRONMENTAL TRENDS IN THE BRICS

As the BRICS countries have few social safety nets (e.g. welfare mechanisms are weak and
often under-resourced), they are particularly susceptible to external economic shocks such
as cyclical drops in demand for commodities, or currency fluctuations. Given that external
shocks undercut exports and drive up unemployment, or in some cases drive up inflation,
weak social safety nets (coupled with limited accountability and widespread corruption)
naturally lead to social unrest. In some cases, as we saw in Brazil recently, stark contrasts
between high-profile public works (the World Cup 2014 stadiums) and inefficient, low-qual-
ity public services, spark large-scale protests. Moreover, while the BRICS still see themselves
as “developing” countries, their societies are already suffering from a variety of negative
externalities generally associated with advanced stages of industrial development, such as
environmental degradation, pollution-related health hazards, and income inequality.

Parallel to the growth of GDP, income inequality has risen steadily in the BRICS countries
over the last two decades, with only one exception (Figure 3). South Africa still tops the list,
actually showing a slight increase compared to the apartheid era. For many South Africans,
growing inequality casts doubt on how democracy has been implemented after apartheid.
Several reforms in the field of land redistribution, minimum wage, public healthcare, and
education, which were championed by the liberation movements during the struggle for de-
mocracy, have been systematically delayed or shelved because of a rather myopic emphasis
on structural adjustment policies aimed at privatizing public services, reducing public ex-
penditure, and supporting rent-seeking positions in the economy (especially in the mining
sector).2! South Africa’s wealth is still largely concentrated in a few hands, mostly within the
white racial group, although the number of black millionaires is also growing (the so-called
“black diamonds”). While the country’s prosperous areas enjoy world-class (private) health-
care and education, most of the country is still lagging behind, with public schools and hospi-
tals in abysmal conditions. Social unrest is escalating dramatically, with continuous protests
triggered by lack of service delivery in townships and rural areas. These protests sometimes
mutate into xenophobic attacks against migrants from other African countries, in what is be-
coming a dangerous war of the marginalized. The mining sector, one of the traditional pillars
of the country’s extractive development strategy, has been marred by turmoil ever since late

8 « ON THE BRICS OF COLLAPSE?



2012, when the police fired against striking miners and killed more than thirty. Reflecting on
the ever-more difficult social situation in the country in mid-2013, the governor of the South
African Reserve Bank invited the government, business groups, and labor organizations to
“stabilize” economic relations and address the country’s “vulnerability.”22

Figure 3. Income Inequality in the BRICS Countries (Gini Coefhicient)
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t OECD, Divided We Stand: Why Inequality Keeps Rising, 2011.

Note: A Gini coefficient of 0 indicates perfect equality (each member of the population
has the same share of income), while a coefficient of 1 indicates complete inequality
(one member of the population controls all the income).

Writing about the income gap in India in a recent editorial for The New York Times, the
Nobel laureate Amartya Sen underscored how a system of elite education supported by a
narrow focus on GDP growth has created areas of excellence, while leaving “nearly one in
every five males and one in every three females illiterate” While the country boasts the
largest production of generic medicines, “its health care system is an unregulated mess” and
the poor have to rely on low-quality “and sometimes exploitative” private medical insurance
schemes. According to Sen, India’s state of affairs in the social field is due to a failure to learn
that “rapid expansion of human capability is both a goal in itself and an integral element
in achieving rapid growth” Russia’s wealth is also highly concentrated. The explosion of
wealth in Russia is not so much a phenomenon of the 1990s, when the term “oligarch” was
coined, but rather of the 2000s, when Putin’s leadership boasted high rates of GDP growth.
According to Forbes, the 10 wealthiest Russians in the late 1990s had a total wealth equal to
less than 3.5 percent of the country’s GDP. This jumped to 8.5 percent in 2003 and to 15.2
percent in 2008, after a period of sustained GDP growth. By 2009, in the wake of the finan-
cial crisis, the net worth of the super rich fell to 8.6 percent.?*

In China, as manufacturers relocate to interior provinces to take advantage of lower costs
and some industries seek state aid to survive, workers (especially those aspiring to join
the new middle class) face the spectre of stagnating or even declining wages. After over a
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decade of silence on inequality data, the Chinese National Bureau of Statistics published
Gini coefficient estimates in 2013, finding a level of about 0.47 (with a peak of 0.49 experi-
enced in 2008)—well above the 0.4 level that is usually considered a critical threshold for
potential unrest.2> Yet, even these figures—all the more alarming for a country that is still
officially inspired by socialist ideology—are too low according to other estimates. A study
of 8,438 households carried out by the Survey and Research Center for China Household
Finance, a body set up by the Finance Research Institute of the People’s Bank of China
and Southwestern University of Finance and Economics, found that the Gini coefficient in
China was 0.61 in 2010, with 10 percent of households capturing up to 58 percent of the
country’s disposable income.?¢ The Chinese Academy of Social Sciences, a state research
institute, estimated inequality at 0.54 in 2008.2” The International Monetary Fund confirms
that income inequality in China has risen more than in any other Asian economy in the last
two decades.?® It appears that China is among the ten most unequal societies on the planet,
after a handful of sub-Saharan African countries, and overtaking Brazil. In January 2013,
the Chinese leadership published a 35-point plan to address income redistribution.?® Ac-
cording to the Chinese Academy of Social Sciences in Beijing: “The income gap in China is
so big now that it brings huge risks of derailing China from its growth path.3°

Brazil is the only BRICS country in which measured inequality has been reduced over
the past decade. Arguably this has been possible through a set of innovative policies aimed
at supporting the poorest segments of the population, such as Fome Zero (Zero Hunger),
which has included cash transfers to needy families, compulsory vaccinations, financial aid
for school-going children, support for subsistence family farming and various forms of mi-
crocredit. One of its key components, Bolsa Familia (Family Allowance) is among the larg-
est welfare mechanisms in the world, reaching over 11 million families or over 26 percent of
the population.3! Despite the success of these policies (which should be replicated in other
BRICS countries), Brazil is still one of the most unequal societies in the world. Moreover,
its education and healthcare systems have been largely privatized, which means additional
costs for households (albeit these may escape official statistics).3? There is little doubt that
the recent social unrest in Brazil, pointed to earlier, has also been motivated by popular dis-
satisfaction with the pace of reform, especially in times of high inflation.

Interpersonal trust, a fundamental ingredient of social cohesion and social capital, has
also experienced a downward trend in most BRICS countries (Figure 4). In Brazil, about 7
percent of citizens interviewed in the mid-1990s believed that “most people can be trusted”
(which is the standard question used in comparative surveys to measure public trust). The
same opinion was shared by only 2.8 percent of respondents at the end of the decade. South
Africa also experienced a collapse of public trust, down from 28 percent in 1990 (when
apartheid was still in existence and four years before the first democratic elections) to about
12 percent in the early 2000s. Russia also saw a dip in public trust (from 37 percent to 23
percent), while India moved in the opposite direction, with a growing minority of citizens
who trust each other (from 35 percent to 41 percent). China is the only country in which a
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majority of citizens believe that most people can be trusted. Yet, the trend has been down-
ward here too: from 60 percent to 54 percent.

Figure 4. Public Trust in the BRICS
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When it comes to environmental degradation, the BRICS countries show numerous signs
of unsustainable development. The emissions of greenhouse gases (GHG) have steadily in-
creased in the BRICS, largely propelled by the energy-intensive growth of the Chinese econ-
omy and, to a lesser degree, of India (Figure 5).

At the per-capita level, however, the worst emitters are South Africa, Brazil, and espe-
cially Russia. Ever since the mid-1990s, when the former Soviet Union’s highly polluting
industrial system was partly replaced with new technologies, resulting in a sharp but tem-
porary decline in emissions, Russia has been on an upward curve in both collective and per
capita GHG emissions. There are considerable differences among the BRICS in terms of the
intensity and composition of renewable sources of energy. The diffusion of wind and solar
photovoltaic technologies appears to have developed rapidly in China and India, much less
so in the other BRICS countries. This is mainly due to the abundance of fossil fuels in Russia
and South Africa, the availability of hydro energy in Brazil, and the presence of national
policies that support nuclear technology (especially in Russia and South Africa, which have
signed an agreement for technology transfer in the nuclear energy field).3?
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Figure 5. Aggregate GHG Emissions in the BRICS (Metric Tons of CO2 Equivalent)
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All BRICS countries have also experienced significant losses in terms of per capita bio-
capacity (that is, the capacity of a segment of land or sea to supply resources and absorb
waste), while at the same time relentlessly enlarging their ecological footprints.>* Brazil
tops the list in terms of biocapacity loss, with a decline from over 23 global hectares per
capita in 1961 to about 10 in 2009. While China experiences a lower biocapacity loss (at
least compared to Brazil), its ecological footprint has skyrocketed: from less than one global
hectare per capita in the early 1960s to about 2.5 in 2009. The per capita biocapacity of India
has also decreased (from 0.6 to 0.5 in fifty years), while its ecological footprint has grown,
from about 0.7 to 0.9. In South Africa, biocapacity has halved (from over 3 to 1.5 hectares
per capita) and in Russia per capita ecological footprint has grown to 4.4 from less than 3
in the 1960s. The Environmental Performance Index (published by Yale University in part-
nership with the World Economic Forum), which assesses the performance of a country’s
environmental policies, identifies Brazil as the only BRICS country whose policies can be
considered “good,” with a ranking of 30™ out of 132 countries. Russia and China are con-
sidered bad performers (106™ and 116" respectively), followed by India and South Africa,
which rank near the bottom of the Index (125" and 128" respectively).

Also, natural capital, that is, the measured asset value of natural resources such as agri-
cultural land, cropland, forests, timber, fossil fuels, and minerals, has decreased steadily in
the BRICS countries due to extractive practices (Figure 6). In China, minerals and fossil
fuels have accounted for most of the loss, while Russia has experienced severe reductions
in terms of agricultural land and cropland, coupled with loss of natural capital associated
with the extraction of natural gas. In India, pastureland, cropland and agricultural land
have seen a slight upward trend, with minerals accounting for most of the depletion in nat-
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ural capital. In the case of South Africa, depletion of natural capital mainly has been due
to the extraction of coal. Although Brazil had managed to reduce deforestation in the past
few years, recent data released by the government show that the positive trend has been
reversed.?> Brazil's national space agency has registered 465 square km of deforestation
during the month of May 2013, nearly a five-fold year-over-year increase. From August
2012 to May 2013, a total of 2,338 square km—an area roughly three times the size of New
York City—was registered as “lost.”

Figure 6. Natural Capital in the BRICS (Billions of Constant US $ of Year 2000)
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The economic costs of environmental degradation in China took center stage in public
debate with the introduction of an official “green GDP” assessment in 2006. With data from
2004, the first report showed that the economic losses caused by pollution amounted to
511.8 billion yuan ($66.3 billion), equivalent to 3.05 percent of the national economy. Broken
down, environmental costs from water pollution, air pollution and solid wastes accounted
for (respectively) 55.9%, 42.9% and 1.2% of the total costs.>¢ With a view to conducting
proper environmental assessments, the State Environmental Protection Administration
(SEPA, which was upgraded to Ministry of Environmental Protection in 2008) ordered the
closure of 30 construction sites worth over $14 billion, including some projects associated
with the controversial Three Gorges Dam, the world’s largest power station that has caused
the displacement of 1.3 million people since 2005. The National Bureau of Statistics, which
led the data gathering process, affirmed that the green GDP initiative was introduced to help
people understand the hidden costs of development, urging them to realize that “it is unrea-
sonable to purely seek economic growth while ignoring the importance of the resources and
environment.”” SEPA also admitted that the pilot was “only the beginning of our efforts in
a Green GDP calculation,” as estimates were based on partial measurements and sectoral
damage, which excluded significant areas of environmental degradation.?® According to
Pan Yue, Chinas Vice Minister of the Environment, the country’s economic performance
is in peril: “This miracle will end soon because the environment can no longer keep pace.”
He believes that environmental damage has cost China 8 to 15 percent of GDP per year
(well beyond the official green GDP estimates of 2006) and concludes “that China has lost
almost everything it has gained since the late 1970s due to pollution.”** More recently, this
data has also been confirmed by the World Bank, which estimates the cost of environmental
degradation in China at 9 percent of GDP.4° The green GDP assessment was discontinued
after the 2006 pilot, mainly because of opposition from political leaders in high-pollution
provinces such as Ningxia, Hebei, Shanxi and Inner Mongolia. However, in 2013, as envi-
ronmental clean-up costs spiked while official GDP growth began to slow down, the central
government took steps to revive the calculation of green GDP.4!

According to the Global Burden of Disease Study 2010, published in the medical journal
The Lancet, 1.2 million people die in China every year from pollution-related causes; the
term “airpocalypse” has now become a catchword among foreign observers living in the
country.*> The much-discussed transition of the Chinese economy from investment-led
growth to a consumption-based model does not promise relief from this environmental
crisis; in fact, expanding internal demand may outpace export growth in terms of resource
pressures and emissions, while adding massive new consumer waste flows within China.

Although Chinese megacities top the world’s rankings of the most polluted areas of the
world—including Linfen (which sits in the heart of the country’s coal belt), Tianying (one of
the nation’s centers for lead mining and processing) and of course Beijing—the world’s most
polluted air is found in South Africa, about 100kms east of Johannesburg, in the town of
Emalahleni (previously known as Witbank). According to a study funded by the European
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Union and carried out between 2011 and 2013, the levels of chromium and barium are so
high that conventional monitoring instruments have been unable provide accurate mea-
surements.*> The area is at the heart of South Africa’s coal industry, one of its major exports
to China and India (South Africa is the world’s fifth largest coal exporter and the sixth larg-
est consumer of coal). According to the Geosciences Council, a government research body
attached to the Department of Minerals and Energy, at least 6,000 mines in South Africa
have been abandoned in pursuit of more profitable sites and clean-up costs are estimated at
about 100 billion rand (about $10 billion dollars), which is the equivalent of 2.5 percent of
the country’s GDP.4¢ Despite growing concerns about the environmental and health-relat-
ed impacts of intensive extraction of coal, the South African government obtained a $3.75
billion loan from the World Bank in 2010 to build the Medupi Power Station, the world’s
fourth largest coal-fired plant.*> The African Development Bank also supported the initia-
tive with an investment of $500 million. The overall cost of the project is estimated at 150
billion rand (about $15 billion dollars), which makes it the most expensive coal-fired plant
in the world.*s

The World Bank recently estimated that environmental damage costs India $80 billion per
year, an equivalent of 5.7 percent of its GDP. The most serious causes include air pollution,
the degradation of croplands, pastures, and forests, and poor water supply and sanitation.
According to the team that conducted the assessment, “India has performed remarkably
well economically, but that’s not reflected in its environmental outcomes. [...] ‘Grow now,
clean up later’ really doesn’t work”#” The country suffers from dust and exceptionally bad
air pollution, mainly caused by coal-fired power stations, vehicles, and industry, especially
in the construction field. For the Environmental Performance Index, India has the world’s
worst air pollution effects on human health (and is home to 13 of the 20 most polluted cities
among big economies), sitting at the bottom of the global ranking, a few positions below
China.#® The World Health Organization has found that acute respiratory infections are
among the most common causes of deaths for India’s children.*® For the World Bank, as
many as 23 percent of deaths among children may be attributed to environmental factors,
“which means that about 350,000 under-fives die each year as a result of bad air, contam-
inated water or similar problems”>® Environmental disasters are also rather frequent in a
country experiencing more severe climate conditions every year. Recently, severe floods in
the northern state of Uttarakhand killed about 6,000 people. According to the National In-
stitute of Disaster Management, a governmental research institution, the causes of the trag-
edy are to be found in the combination of heavy rains, deforestation (including tree cutting
for road construction), other activities such as building construction, mining, and hydro-
electric projects, as well as out-of-control development in what used to be an old river bed.>!

CHARTING A SUSTAINABILITY TRANSITION FOR THE BRICS

There are compelling reasons to believe that the BRICS are experiencing a convergence of
crises that may not only offset the gains of economic growth, but also threaten the over-
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all political and social stability of these countries. Their ambition to lead the internation-
al community in a different direction (as compared to the type of leadership exercised so
far by the US and, to a lesser degree, European countries) is undermined by the lack of a
clear political vision and by the inconsistencies affecting their own development model.
The question therefore is: Will the BRICS be able to question the long-term sustainability
of their development model? Will they provide a new global leadership built on a different
economic paradigm?

Path dependency;, in this regard, poses a serious risk. Business-as-usual is comfortable for
political leaders, especially when accountability channels are weak and entrenched powers
are supported by complacent business interests. Moreover, the omnipresence of GDP as
a global governance tool is more resilient than many critics of conventional development
statistics may believe. Countries strive to achieve high rates of GDP growth to get access
to global decision-making power. Recently, for instance, Nigeria has challenged the role of
South Africa in both the BRICS and the G20, as the West African country may soon become
Africa’s largest economy after changing the way in which its GDP is calculated.5? Neverthe-
less, as the BRICS struggle to find their feet in a world dominated by conventional economic
powers and largely anchored to an unsustainable development model, these emerging econ-
omies may very well turn into a force for a new kind of progress.

To change this state of affairs, the BRICS countries should—at a very minimum—re-
think their stances on a series of fundamental issues for both domestic and global eco-
nomic governance. To begin with, the BRICS need to take a different approach to the global
governance of climate change. Although their emphasis on historical responsibility is un-
doubtedly fair, the BRICS cannot hide the fact that their contributions to climate change are
growing at alarming rates. Even from a purely self-interested perspective, tackling climate
change should be a priority for the BRICS, as their citizens are more vulnerable to harsher
climates than is the case in most advanced industrial economies. In the field of global finan-
cial reform, the BRICS would reap significant benefits from a stable and productive financial
sector. As the hubs of contemporary global production, they have a profound self-interest in
re-embedding finance in society to limit speculative markets that misallocate resources and
produce imbalances. Although neo-liberal agendas have influenced some critical policies
in these countries (especially in the field of education and healthcare), the BRICS are also
marked by substantial popular resistance to the type of market fundamentalism supported
by Washington. They could easily build on their own institutional diversity and pragmatism
“to articulate a new global narrative that emphasizes the real economy over finance, policy
diversity over harmonization, national policy space over external constraints, and social
inclusion over technocratic elitism.”>3

At a deeper level, however, the BRICS would need to fundamentally rethink what it means
to be “developed” in the twenty-first century. As we have seen, their macro-economic ap-
proach has largely fallen in line with the mainstream developmental discourse of the mid-to-
late-twentieth century: market liberalization, privatization of social services, export-driven
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economy, cheap labor, and industrial growth based on the depletion of natural resources. In
some ways, China and Russia have taken their own paths, yet their overall developmental
trajectories are neither socially nor environmentally sustainable. Although this development
model has propelled the BRICS GDP growth rates, it has generated several imbalances and
negative externalities. As growth slows down, fundamental questions regarding the lack of
social inclusion and the costs of environmental damage can no longer be avoided.

The UN distinguishes three types of capital that can drive economic growth: natural, pro-
duced and human capital. We have already discussed how natural capital has been following
a downward trend in all BRICS countries, thus endangering the capacity of these countries
to sustain their environments. Produced capital, that is, the fixed capital assets and infra-
structure that support most conventional economic activities (such as roads, buildings, ma-
chinery, etc.), has experienced a more ambivalent trend, with growth in some sectors and
slumps in others, following more directly the type of curves we have seen in the case of
GDP. It is only in the field of human capital that the BRICS have been able to generate new
resources and promote a general growth of wealth. Human capital has to do with people. It
embodies the value of education, knowledge, and innovation and how these forms of wealth
contribute to economic performance. As Figure 7 shows, human capital, not produced cap-
ital, comprises the real “wealth of nations” in the BRICS countries, accumulating at a ratio
of nearly 2-to-1.

While conventional growth requires an incessant depletion of natural resources and sky-
rocketing environmental costs, investing in people is arguably the most cost-effective and sus-
tainable trajectory for the BRICS economies. In order to harness the potential of human capital
as a driver of economic and social progress, the BRICS will have to re-design their educational
policies, especially at the level of primary education, where there are wide performance gaps.
While the BRICS have designed their political economies around the “tangible” assets pro-
duced by GDP growth, it is now time to realize that most of their wealth is to be found in the
intangible value represented by the knowledge and creativity of their own citizens.

Figure 7. Human vs. produced capital in the BRICS
(billions of constant US$ of year 2000)
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A people-driven transition is an enabling context within which to pursue a shift to a
low-carbon economy in the BRICS. This transition will need to be based—at the very least—
on natural resource management, income redistribution and new approaches to energy.
While the introduction of renewable resources is paramount, it will not achieve much if the
overall parameters of conventional development are not reconsidered. A different form of
natural resource management, capable of showing the economic as well as the ecological
value of natural capital, would help direct policies toward the preservation and promotion
of environmental resources and biodiversity. Extractive industrial practices will need to be
reconsidered, as they often tend to consume more wealth than they actually produce, thus
undermining a country’s effort to save for the future. New metrics of inclusive wealth, which
take into account the social, economic and ecological dimensions of development, will need
to replace GDP as the guiding parameter for the design, implementation and monitoring
of economic policies. Social policy reforms will be needed to tackle income inequality, not
least through broadening access to education and healthcare. As many now recognize, in a
knowledge-intensive global economy, the conventional theory of tradeoffs between social
investment and economic growth is no longer useful. There is general agreement today that
human development—largely a public responsibility—is the fundamental factor behind in-
clusive, sustainable, long-term growth.

Finally, the BRICS countries will need to rethink their approach to energy, especially
how it is produced and distributed. As remarked by the UN Industrial Development Orga-
nization—not a traditional champion of environmental governance—the BRICS countries
“installed capacity to produce renewable energy will need to be enhanced significantly in
the near future, if growth in the BRICS is to be sustainable”** While large infrastructure
projects constituted the backbone of the previous centuries’” development policies (since,
at least, the Industrial Revolution), including huge investments in railroads, national grids
and power plants, the twenty-first century demands a fundamental shift toward decentral-
ization and more efficient transport. Microgrids and oft-the-grid solutions could provide
much-needed energy independence to hundreds of millions of people in the developing
world, including the BRICS. Technological advances in the field of 3D printing and open-
source hardware, which allow individuals to design and produce their own artifacts (and
sell them locally), hold the potential to reorganize the current industrial system into a net-
work of local small-scale producers, where innovation and creativity (rather than mass pro-
ductivity and low cost) are the drivers of growth. Through genuine leapfrogging in tech-
nology and through horizontal (rather than vertical, top-down) energy systems, the BRICS
countries could spearhead a global transition toward “sustainable energy for all,” as the UN
has pledged to achieve by 2030.
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