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Examining Institutional Integration and Economic Integration:
A BRICS Perspective from India

Abstract

Ever since the coinage of the term by Goldman Sachs economist Jim O'Neill, studies on
BRIC (or later BRICS) have been gaining popularity among economists since the early
2000s. Coincidentally, there have been understandings and agreements among the BRICS
countries around this time on trade and other matters and regular formal summits have been
held since 2009. This thesis delves into the research question of whether the institutional
evolution (institutional integration) of BRICS helps the member countries in economic
integration. After extensive literature reviews, to the best of our knowledge and information,
it was found that there was no specific study done on the causal relationship between
institutional integration and economic integration between the BRICS countries from an
Indian perspective, and also on issues with respect to trade openness and trade deepening of
BRICS countries; and trade creation and diversion of India with BRICS countries. This thesis
attempts to fill these research gaps. It relies exclusively on secondary data retrieved from
sources like UN Comtrade, World Bank, World Integrated Trade Solution and others. Herein,
institutional scores are quantified based on the successive summits of BRICS countries and
by following the works of Balassa (1961), Mongelli (2002), and Dorrucii et al. (2002; 2005).
This thesis has examined the influence of subsequent summits on the bilateral Trade
Openness and Trade Deepening of India with the BRICS countries. This study has employed
advanced econometric tools such as Granger Causality tests to check whether institutional
integration causes the economic integration of India with other members of BRICS. Further,
the thesis also has examined trade creation and diversion of intra-BRICS trade using a partial
equilibrium tool called SMART.

Keywords: BRICS, Granger Causality tests, World Integrated Trade Solution, SMART,

World Bank, Trade openness, Trade Creation.

JEL Classification Codes: F14, F15, C13, F55
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Chapter 1

Introduction

1.1 Detailed Research Questions

The fact that the COVID-19* pandemic, originating from Wuhan City, the provincial
capital of Hubei province, China?, engulfed the whole of humanity within a couple of months
is a towering example of the intensity of interconnectivity and interdependence among
different countries of the world in the 21%'Century(COVID-19 - Wikipedia, n.d.). Even though
an issue like COVID-19 united the whole of humanity against the virus, there were sections
of people who were divided on the impulsion to fight the disease. For instance, there were
multiple competing vaccines and approaches from different countries. When different
countries interact and exchange trade, they represent different economic agents guided by
their self-interest(Self-Interest: What It Means in Economics, With Examples, n.d.) to
prioritise their national needs overothers, andsuch actiontends to breed a conflict of interests
among them. Such conflicts have caused occasional disruption in their bilateral and
multilateral relationships, at times even leading to wars of such intensities as the World Wars
of the 1910s and 1930s. It was in the aftermath of these wars that the UN® was formed in
1945 by 51 member countries to settle such future conflicts amicably and peacefully (About
Us | United Nations, n.d.). As | write this thesis, the world has changed by leaps and bounds
in the 21st Century, and so also the memberships of the UN, which has increased to 193

member countries. The need for a reform of the UN has been felt the world over as per the

! Coronavirus disease 2019
2 The People's Republic of China
% United Nations Organisation



changing needs of the time. India, for instance, the most populated nation and the biggest
democracy in the entire globe, is deprived of permanent membership in UNSC*. UN reform
is also desired sooner than later, as it has been accused of muffling the democratic voices of
the smaller and weaker states. It is being said that the UN, devoid of reforms, has an inherent
danger of being taken over by other international institutions like BRICS®((21) If Not
Reformed, UN Will Be Overtaken by Other Organisations ~ Ruchira Kamboj #shorts
#geopolitics - YouTube, n.d.). This thesis is an empirical analysis of trade among member

countries of BRICS from an Indian perspective.

Mongelli et al.(2005) find that trade deepening and institutional integration are
causally related.In the case of European economic integration, he found that the causal link
originating from institutional integration and then leading to trade deepening was more
predominating than the other way around. Such findings become paramount in an era when
economies are increasingly becoming intertwined. Such interaction makes sense because, as
economies become increasingly intertwined, it might be best for institutional action by

policymakers.

Institutions are the structural limitations that have been designed by humans to rule
political, economic, and social interaction (North D. C., 1991; Hodgson, 2006). There are
formal (laws, constitution and property rights) and informal (tradition, custom and law)
aspects. Adam Smith® spoke on the subject much earlier. Economists have been aware of the
value of protecting property rights (one of the institutions) from expropriation by other
people or the government, as well as the role that this plays in enticing people to invest and
build up their savings, ever since Adam Smith published The Wealth of Nations in 1776. Due

to this history, economists tendto emphasise institutions' importance in understanding the

4 UN Security Council
5 BRICS is an acronym for Brazil, Russia, India, China and South Africa
® The father of modern economics.



more fundamental factors influencing growth. Democracy and the rule of law (Friedman,
1962) are two characteristics of liberal institutions that reinforce one another and are
favourable to economic growth. The expansion of economies across nations is

favourably correlated with favourable institutions (Barro, 1996; Knack & Keefer, 1997).

The subsequent works further demonstrate that institutions provide manufacturing
companies with a favourable environment, which is again reflected in the variety of
manufactured items in the export and import baskets of nations. In sixteen different nations,
Tybout (2000) also examines the impact of institutions on company production and discovers
that the prevalent institutions influence the success of manufacturing companies. According
to Bourguignon et al. (2006), depressed African enterprises are caused by
high transaction costs brought on by unfavourable institutions. Lower institutional quality has
a detrimental impact on commerce, according to World Economic Forum survey data on this
topic (Anderson & van Wincoop, 2003). Particularly when it comes to distinctive products, the
networks of ethnic Chinese have a significant and favourable impact on bilateral trade (Rauch
& Trindade, 2002). More significant trade is enhanced by improved institutions, especially
RTA’s (de Groot et al., 2004). According to Afifi's (2007) research, the effectiveness of

institutions has a substantial impact on both export and import in bilateral trade.

The research question that emerges at this juncture is whether the evolution of an

institution called BRICS helped the economies of the member countries in any way or not.

1.2 Institutional Evolution across the World

Several institutional economists have demonstrated how the classification of

countries originated with human civilisation. Countries were scarcely categorised in history

" Regional Trading Agreements



until the Renaissance® period. Since then, the history of human civilisation has begun to
demonstrate the significance of institutions in informal forms, such as customs, traditions,
norms, self-imposed standards of conduct, etc. The development of philosophy about human
ethics, nationalism, art, and other topics throughout the Renaissance period contributed to the
emergence of modern civilisation. There were numerous fighting tiny kingdoms with a wide
range of institutional structures at the beginning and during this era. Thinkers, philosophers
and other elite groups began developing ideas for formal institutions like laws, enforcement,
regulations, constitutions, property rights, etc., which had the potential to neutralise conflicts
after conducting a reflection on the distinctions between warring kingdoms, with the
objective that the voice of the ordinary man might be heard and considered in European
kingdoms, parliaments with representatives from various sectors of groups were established.
Furthermore, these representatives were obligated to answer to the chosen voters.In several
locations where representatives were chosen, the law was applied uniformly. They
established laws that safeguard the property rights of all groups of people to become a
developed nation. Economic growth accompanied by the industrial revolution in Europe
resulted from these institutional reforms. Several European nations began searching for
markets in Africa and Asia, where the institutions that prevailed in the earlier countries were
absent. The institutions of Europe, the rest of Asia, Europe, and Africa differed, making it
possible for the former to colonise the latter. The exploitation of physical resources, both
natural and human,was a particular phenomenon that was present in these colonies. The size
of the various colonies' populations was discovered to be a factor in how colonisers set up
their institutions, which were reportedly modelled on those in Europe. Where colonisers
settled, it was clear that similar institutions from Europe had been established in places like

America, Australia, and South Africa. However, colonisers were said to have adopted

8 The transitional period from medieval to modernity in the human civilizational history.



institutions that could separate and dominate varied groups in numerous aspects in those
colonies with dense populations and multiple ethnic groupings. In Asia and Africa, these
colonies were the most prevalent. Institutions worldwide have seen enormous changes since

the mid-20th Century after the Second World War.

Numerous colonies in Latin America, Asia, and Africa gained their independence
from their colonisers, which resulted in the emergence of democratic governments
responsible for the welfare of their populations. The creation of the World Bank, the United
Nations and other organisations allowed nations worldwide to develop their institutions on
various fronts. Based on economic performance, the above organisations began classifying
nations as developed or less developed. The grouping of countries according to their
geographical locations, such as the North and the South, is a standout among them. The
Northern Hemisphere comprises nations distinguished by high per capita incomes, cutting-
edge technology, abundantcapital, and manufacturing exports. Conversely, the South consists
of southern hemisphere nations that are abundant in pauper labour, have archaic technologies,
have low per capita incomes, and export primary goods. Former colonisers were typically

linked with the North, while former colonies were associated with the South (Herbst, 2000).

However, some of the southern nations in South Asia, East Asia, and Latin
America,attempted to strengthen their weak institutions into ones that supported the
development after being moved by the Progressive advancements in the North. The best
example among such were East Asian nations like South Korea, Taiwan, Singapore, and
Hong Kong. Their accomplishments reportedly came about as a result of numerous
institutional changes. Governments in these nations could listen to the public and be held
accountable by their political systems. For good upkeep, it was essential to uphold the rule of

law, protect property rights, and combat corruption.



Additionally, in the 1970s, governments in these nations enacted several policies
relating to investment, global economic integration, and corporate persuasion. Instead of
adopting import substitution policies, these nations chose outward-looking ones, which led to
an influx of both capital and technologies. They were discovered to have significantly
invested in their technology and educational backgrounds. These advancements grew in all
areas of their economies (Amsden, 1976). With strict protection of investors' property rights,
wealthy countries have witnessed the transfer of innovations linked to foreign investments to
developing nations. The rise of Japan accelerated the flow of technology from industrialised
to underdeveloped nations. The growth in these nations was described by the Flying Geese
Approach, which was created by the Japanese economist Akamatsu (1961). The argument
under this theory was that initially, the Japanese economy progressed by bringing in products
from the North, and later, with the government's aid, the country's domestic manufacturing

sector flourished.

Later, with more advanced technology, they discovered how to create superior
versions and exported them to other countries. After Japan's wages rose as a result of this
type of development, Japanese businesses discovered that it was advantageous to move the
manufacture of these items to nearby developing nations with cheaper costs, bringing in
money and technology. They advanced to manufacture other better things as technological
capability increased. Different institutional transformations occurred in two categories of
developing nations. Democratic nations fall under the first category, whereas totalitarian
nations like China go under the second. Empirical research demonstrates that after the Soviet
Union's dissolution, Eastern European nations gave establishing a democratic government
their priority. The idea that a country can move from being less developed to developing by
retaining a high level of democracy and other institutional characteristics has many

institutional economists support. However, there is still room for improvement in institutions



that deal with investment, commerce, and finance. Despite increased democracy and other
related institutions, business production decreased (Murrell, 2005).These nations' economic
development also collapsed due to removing outdated institutions and the implementation of
new ones. The new institutions produced a complete detachment from the previously
successful system, which was the cause of the collapse (Djankov et al., 2002). Numerous
economists have identified institutional reforms to have a variety of short-term effects.
Eastern Europe's economies initially benefited from the privatisation strategy but not those of
the CIS®. Second, it forces the state to give up its exclusive control over numerous sectors,
and new investment policies are not seen as compatible with the state's exclusive control.
Thirdly, many nations have quickly discovered that, without the necessary institutions, joint
ventures between the public and private sectors outperformed privately owned businesses
with sole ownership. Experiences from the CIS and Eastern Europe indicate that constructing
an economic environment of minimum transaction costs is the most crucial task in transition
economies (formerly socialist nations). Integratingthe fragile productive units vertically and
horizontallyis necessary to reduce transaction costs. Corporate governance must be
implemented for countries in transition to function better. CIS nations had minor success in

implementing corporate finance compared to Eastern European nations because of the delay.

Additionally, two types of institutional developments occur in developing nations.
Despite the high level of political stability, democracy in China is severely restrained in
contrast to other democratic nations (Williamson, 2000). The institutional development plan
used in China employs a variety of tactics. The unit level, or village level, is where newly
approved policies are first tested by policymakers. This trial's success is being used more
broadly throughout the nation. Second, rather than bringing about drastic changes, it tried to

study the impacts of incremental modifications. By doing this, policymakers can more

® Commonwealth of Independent States



effectively learn about the changes. Thirdly, all economic actors who operated in the previous
institutional setting must always be protected. They are convinced to gradually and
thoroughly acclimatise to the new institutional environment (Quian, 2003). As a result of
decentralised governance that took the form of federal frameworks, TVEs!® were formed.
Village businesses in China can now contribute to the country's economic growth. The
central government receives payments from village-level businesses to ensure their property

rights.

Even in the post-colonial age, those colonies, primarily in Africa, did not have
consistent institutions in every area of the respective nation. There are claims of numerous
self-declared administrations that have the backing of colonisers. Additionally, it has been
reported that there is no unifying forum for resolving disagreements. Self-declared
governments are only accountable to the people who support them. In these nations, no single
body of law and property rights are upheld to their full extent. According to reports, these
nations have such low levels of investment that the original colonisers still serve as the
primary export and import partners. They trade raw materials and natural resources with the
previous colonisers while importing highly capital-intensive products. In other words, these
nations fall in the category of nations described by the Heckcher-Ohlin-Samuelson theorem.
Similar institutions are still in place not only in African nations but also in nations formerly
colonies in Asia and the Americas. Since they could not give up their institutions built on
tradition, the newly accepted shared set of institutions is still ineffective today. As a result,
these nations are surrounded by a circle of institutional inadequacy, which makes it difficult
to defend the property rights of foreign investments effectively. The institutions necessary for
economic development have been observed to improve over time in nations not surrounded

by circles of institutional backwardness and thus have been classified as developing nations.
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Indicators of such institutional advances include the more significant percentages of

manufactured items in their export and import baskets (Herbst, 2000).

A rising corpus of research shows a connection between growth and efficiency over
time and geography and the quality of institutional development, according to North et al. in
their 1973 book The Rise of the Western World. Booming economic growth and development
require several critical preconditions, now widely acknowledged as favourable institutions
and incentive systems. Understanding a more robust analytical framework for long-term
economic development has significantly aided growth theorists. Investment and savings are
required to encourage the development of manufactured goods. When the existing rights
protection system has been enhanced, such investment and saving in nations can be
encouraged (Levine, 2003). However, the establishment of beneficial institutions should not
be expensive, and as a result, the success of economic expansion depends on the expense
incurred and the efficiency of law enforcement (Hadfield, 2004). Countries with
dysfunctional infrastructures, such as corrupted bureaucracy, produce rent-seeking activities
that divert resources away from productive pursuits like capital accumulation and the
invention of new items and manufacturing methods (Murphy et al., 1993). In a weak rule of
law and contract enforcement, poor property rights protection, confiscatory taxation,
pervasive corruption, and counterproductive rent-seeking activities are shared, and innovation
and other growth-enhancing activities are severely harmed (Tanzi, 1998). Since different
groups have trouble coming to amicable agreements, ethnic diversity across Africa (a kind of
institutional setback) slows down the rate of economic expansion. Theirnatural resources are
abundant, but because of ongoing civil conflict, ethnic cleansing, and genocide, they cannot
be used appropriately. The research stated above has demonstrated that the institutions in

place in each country affect economic development (Levine, 1997).



1.3 Institutions: Their Role, Relevance, and Participants

Institutions are the set of rules in society; more precisely, they are the limitations
humans create to influence how people interact. Because of this, they design economic,
social, or political incentives for exchange. Institutional change is vital to comprehending
historical changes since it determines how societies develop through time (North D. C., 1990,
3). The previous sentence clearly defines institutions, which make up each, and why each is
important. Roland, a neoclassical economist, has held two perspectives regarding institutions,
i.e. Process of transition and factor affecting transaction cost (cost of developing an economic
system or exchange, which is once again rephrased as the cost of trading in a market). He has
explained how the Process of transition has assisted in transforming how economic analysis
is done. The transitional events have further influenced how economists think about the
economy and have significantly strengthened institutionalists' perspectives, emphasising the
significance of the numerous institutions supporting a thriving capitalist economy. As a
result, contracts and the legal, political, and social framework of contracting have gained
importance in place of markets and pricing theory. We must now consider institutions
dynamically due to the change rather than a static approach... how institutions can change...
and how one may become trapped in weak institutions (Coase R, 2000, X1X). He contends
that eliminating all such transaction costs is the only way to achieve market efficiency. An
array of economic and political institutions that enable low-cost transactions create the
potential of influential factors and product markets to eliminate transaction costs. The
exchange performance, which is determined by the market size, is influenced by institutions
that facilitate the market performance in addition to economic variables. As a result,
organisations that offer low-cost contract assessment and enforcement both now and in the
future are a necessary condition for efficient markets to exist. The adaptability of effective

institutions must offer incentives for education and learning acquisition, foster innovation,
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and reward risk-taking and creative endeavours. Hayek (1948) has convincingly
demonstrated that in a society filled with uncertainty, no one is aware of the ideal response to
the issues. Institutions should therefore promote experimentation and do away with mistakes.
Decentralised decision-making is a logical implication that will enable a society to examine a
wide range of alternative approaches to problem-solving. Therefore, institutions must offer a
cheap way to evaluate property rights and bankruptcy rules and give incentives to promote

decentralised decision-making and successful competitive marketplaces.

As stated by North, Institutions are made up of formal laws (economic and political
legislation) and unofficial restrictions (standards of conduct, customs, and self-imposed moral
principles). Simply put, they are the framework that governs how people interact with one
another. Institutions and the technology used to determine transaction and transformation
(production) costs, which have an impact on economic performance. On the other hand,
institutions are the rules of games that numerous agents play (entrepreneurs, political agents,
bureaucrats, enforcement groups, etc.).Institutional systems shift throughout decades in a
nation. Economic progress, like economiccatch-upand take-off, should occur in nations that
alter the current system of institutions into one that is friendly to an efficient economy. How
much the current level of institutions are reformatted and enforced will determine the stages
of economic development. North, however, could not provide a precise understanding of how
to evaluate such institutions. Rising evidence links institutional development quality to
economic efficiency and growth across time and geography, and the idea that strong
institutions and incentive structures are crucial prerequisites for successful growth and
development is now widely accepted (Myles, 2000). Barro's work from 1996 provides
empirical evidence that policies that support economic freedom also support better

democracy. Economic freedom is a crucial factor in prosperity. According to Bhagwati's
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(1995) essay on democracy, the inability of those nations to afford democracy is the primary

cause of those nations' continued underdevelopment.

1.4 Statement of Problems

Since the term BRICS was coined in 2003, it has been recognised as a significant
geopolitical bloc that challenges Western-led power structures. The group initially emerged
as a counterbalance to the dominance of the G7 countries in global politics and economics.
However, the BRICS!! nations have shifted their focus from a purely geopolitical agenda

towards an economic one over the years.

This shift in strategy has been marked by the growing emphasis on economic
cooperation among the BRICS members, especially in sectors like finance, investment, and
trade. The member countries have signed agreements to reduce trade barriers and increase
economic integration, complemented by establishing institutions like the AlIB* and the

BRICS Development Bank.

Despite these developments, there is still a lack of in-depth analytical studies on the
causal relationship between institutional integration and economic integration within the
BRICS group. Therefore, thoroughly examining this relationship can offer insights into how

the BRICS members can achieve greater economic integration and cooperation.

Understanding the causal relationship between institutional and economic integration
is crucial as it can have significant implications in support of the member nations' economic
development and their interactions with other major players on the world stage. For instance,
if the BRICS countries can achieve greater institutional integration, it could lead to more

coordinated and efficient economic policies, increasing economic growth and prosperity. On
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the other hand, a lack of institutional integration could hinder economic cooperation and limit

the potential gains of the BRICS countries.

Thus, the proposed research aims to close the gap in the existing research works by
conducting an in-depth analytical study on the causal relationship between institutional
integration and economic integration within the BRICS group. By doing so, this study can
provide insights into how the BRICS countries can achieve greater economic cooperation and
integration and what implications this could have for their economic development and global

relations.

1.5 Research Motivation

The economic and demographic potential of the BRICS countries to rank among the
biggest and most powerful nations in the 21st Century set them apart from a wide range of
other attractive developing markets (BRIC Countries - Background, Facts, News and
Original Articles, n.d.). The BRICS countries account for 41.5% of the world's population
and 26.7% of its land area (BRICS - Wikipedia, n.d.). The BRICS countries represent the
rapidly expanding economies expected to control the world economy by 2050 jointly. Brazil,
Russia, India, and China are among the world's top ten most populous, largest, and wealthiest
nations by population, territory, and GDP. The last three are also usually regarded as existing
or upcoming superpowers. All five countries are G20 members, with a total nominal GDP of
around 26.2% of the global GDP and approximately 32.1% of GDP PPP (2018). With
competing projects like the CRA, NDB!, BRICS basket reserve currency, and BRICS
payment system, the BRICS countries are seen as the most significant rival to the G7 group

of leading advanced economies.
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Additionally, a global monetary reset is already underway, posing a threat to the
dollar-dominated monetary system, and it is gaining momentum in response to Russia's
invasion of Ukraine, the dollar's increasing militarisation, and the removal of Russia from the
Swift system. The BRICS are noticing this and considering creating their currencies backed
by commodities. Saudi Arabia wants to be a part of the BRICS, so also Argentina and Iran.
Central banks are buying gold at record rates. All these points, when connected give us a
global monetary reset underway ((17) Massive U.S. Dollar Dump? BRICS to Launch New

Currency Causing Tsunami of Inflation - Andy Schectman - YouTube, n.d.).

The BRICS countries have pursued economic integration and cooperation through
various mechanisms and initiatives, such as the NDB and the BRICS FTA. However, the
success of these efforts depends not only on economic factors but also on institutional

arrangements that facilitate cooperation and coordination among the member countries.

This research aims to examine the economic benefits of institutional integration for
India within the framework of the BRICS. Specifically, the research will emphasise the

following:

() To examine India’s trade openness and trade deepening with other member countries

of BRICS,

(i) To determine if there is a causal link between institutional integration and economic
integration, and vice versa, and

(iii)To analyse trade creation and diversion of India's bilateral trade with each member
country of BRICS.
The first research objective aims to investigate the level of trade openness and trade

deepening between India and the other BRICS members. Given the significant economic
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growth and increasing trade relations between these economies, it is crucial to understand the
extent to which trade openness has been achieved and to what extent trade deepening has
taken place. This research can provide valuable insights into the factors that have contributed
to the success of India's trade relations with other BRICS countries, as well as the potential

for future growth and development.

The second research objective seeks to examine the causal relationship between
institutional integration and economic integration and vice versa. The success of economic
integration among BRICS countries depends on institutional arrangements that facilitate
cooperation and coordination among the member countries. This research can provide a
better understanding of the factors that contribute to the success of institutional and economic
integration, and the extent to which these factors are interrelated. Such insights could be
valuable in shaping policies aimed at promoting economic and institutional integration

among BRICS countries.

The third research objective aims to identify the extent of trade creation and diversion
of India's bilateral trade with each member country of BRICS. Understanding the nature and
magnitude of trade creation and diversion can provide valuable insights into the
competitiveness of Indian industries in these markets and the potential for future growth and
development. This research can also help policymakers identify areas where trade barriers

exist and develop policies to mitigate their impact on trade.

Overall, the study of trade relations among the BRICS countries is of significant
importance, given the potential economic and political implications of these relationships.
The proposed research objectives provide a valuable starting point for exploring the dynamics
of India's trade relations with other BRICS countries, which can offer insights into the

broader dynamics of economic integration and institutional cooperation among the group.
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This thesis will help create a deeper understanding of the economic implications of

institutional integration within the BRICS.

1.6 Methodology

The present thesis relies exclusively on secondary data sources provided by various
international organisations. Bilateral trade data are retrieved from UN Comtrade, and data on
tariffs levied are extracted from World Integrated Trade Solution (WITS). Moreover,
institutional scores are quantified based on the successive summits of BRICS countries. This
thesis analyses the influence of subsequent summits on the bilateral TO and TD'' of India
with the BRICS countries. This thesis employs advanced econometric tools such as Granger
Causality tests to check whether institutional integration causes the economic integration of
India with other members of BRICS. Further, the thesis also examines trade creation and

diversion of intra-BRICS trade using a partial equilibrium tool called SMART.

1.7 Objectives of the study

The specific objectives of the present study are:
() To examine India’s trade openness (TO) and trade deepening (TD) with other BRICS

countries,

(ii) To determine if institutional integration and economic integration are causally related
and vice versa, and
(iii)To analyse trade creation and diversion of India's bilateral trade with each member

country of BRICS.

Trade openness
" Trade deepening
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1.8 Outline of this Dissertation

The chapter categorisation of the present thesis is as follows.

Chapter 1 covers the introduction items of the thesis.

Chapter 2 reviews available literature.

Chapter 3 gives an insight into economic profile of each member country of BRICS.

Chapter 4 provides descriptions of BRICS summits.

Chapter 5 elaborates the relationship between institutional and economic integrations.

Chapter 6 studies on the trade creation and diversion of India with each country of BRICS.

Chapter 7 concludes the thesis.
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Chapter 2

Review of Literature

2.1 Introduction to BRICS

A collection of developing economies known as BRICS! has gained significant
attention in the international community. Over the years, these countries made significant
strides in areas such as economic growth, political influence, and technological advancement
((29) China Is Turning "Alpha Dog" in Global Politics, BRICS Currency Gaining Traction -
Michael Wilkerson - YouTube, n.d.). The BRICS countries experienced impressive growth
rates in terms of economic growth, contributing significantly to the global economy. For
instance, the GDP of the BRICS countries grew from $8.5 trillion in 2007 to $33.2 trillion in
2018, representing a fourfold increase. This remarkable economic growth was attributed to
various factors, including large populations, abundant natural resources, and the adoption of
market-oriented economic policies. Along with economic growth, the BRICS countries also
expanded their political influence on the global stage. They advocated for a more
representative and equitable global order, pushed for reforms in multilateral institutions such
as the UN, IMF, and World Bank, and championed the principles of South-South cooperation

and multipolarity.

Furthermore, the BRICS countries made significant strides in technological

advancement, particularly in Al?, Quantum Computing, and Blockchain. These developments
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positioned them as key players in the global tech space, challenging the traditional dominance

of the U.S. and other Western countries.

In summary, the BRICS countries emerged as a major global economy, politics, and
technology players. Their continued growth and influence had significant implications for the
global order, and scholars, policymakers, and investors alike closely watched their

development.

Armijo (2007) examined the validity of the categorical analysis of the term "BRICs
countries”. It concluded that while the four countries did not share the same international
objectives, economic challenges, or political institutions, the category held similar
implications for the more extensive system of the global political economy where it was

embedded.

The article looked at the idea from three different systemic angles: economic liberal,
political or economic realist, and liberal institutionalist. The economic liberal model was
unconvincing, as the BRICs' economies were only considered necessary due to their size and
potential as markets and competitors rather than variables like the effectiveness of the

nation's economic governance.

The realist model suggested that advanced industrial countries whose relative
international status was fading should fear the rise of the BRICs, as systemic consequences
are shaped by the structure of countries' relative material capacities. However, the article
noted that a liberal institutionalist perspective was needed to understand why some countries

are perceived as reliable allies while others arouse suspicion.

Ultimately, the article suggested that the rise of major authoritarian powers like China
and Russia could lead to a more Westphalian style of global governance. In contrast, the

relative ascent of democratic countries like Brazil and India could push global negotiations
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toward more redistributive bargains. The article acknowledged that the category of "the
BRICs" was technically a mirage but offers significant insight into the international political

economy.

2.2 BRICS and Global Economic Governance

The BRICS?® countries have been increasing their economic and political influence in
recent years, with a focus on challenging the dominance of Western countries, particularly
the U.S. One of the key ways they are doing this is by creating new institutions, such as the
NDB?*, which provides an alternative to Western-dominated institutions like the World Bank
and IMF (17) Massive U.S. Dollar Dump? BRICS to Launch New Currency Causing Tsunami of

Inflation - Andy Schectman - (YouTube, n.d.).

In addition to creating new institutions, the BRICS countries are also working to
increase their trade and investment with each other, reducing their reliance on Western
markets. This is particularly important as the U.S. dollar's dominance in the global financial
system is being challenged, with some analysts suggesting that the dollar's position as the

global reserve currency could be at risk.

There are also concerns about the stability of Western economies, particularly the
U.S., which has a massive national debt and a financial system heavily reliant on debt and
speculation. Some experts believe that the BRICS countries are positioning themselves to
take advantage of any potential financial instability in the West by diversifying their holdings

away from the U.S. dollar and investing in tangible assets like gold and silver.
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Overall, the BRICS countries are working to create a new global economic order that
is less reliant on Western dominance, focusing on creating new institutions, increasing trade

and investment with each other, and diversifying their holdings away from the U.S. dollar.

Ban and Blyth (2013) examined the relationship between rising economic powers
BRICs® and the Washington Consensus policy paradigm in their research article. The article
reviewed relevant literature, discussed the genealogy of the BRICs concept, showcased how
multinational financial institutions applied the Washington Consensus, and presented the
main findings of the case studies. The article contributed to the body of knowledge already
available on policy dispersion in the global political economy by examining the dynamics of
interaction between the Washington Consensus and the BRICs over time and analyzing the
transnational institutional devices and economic ideas of this transnational policy paradigm.
The authors stated that neither the BRICs led a post-neoliberal transition nor were they
constrained to maintain the concepts and practices of the Washington Consensus in the global
economy. The article concluded that one of the most significant developments in the history
of the world economy was the BRICs' assertion of the state's role in development, and the
study of its internal dynamics was critical to understanding the shaping of policy outcomes

both at the national and global levels of analysis.

Bijarnia (2013) diagnosed the global governance crisis and analyzed the proposed
solutions in the wake of the global financial crisis. The author recommended a balanced
approach to consider practical realities and investigated how the BRICS countries contribute
to global economic governance. The author came to the conclusion that BRICS must take a
more significant part in altering the global governance system's financial architecture,
particularly in addressing challenges from the North. To establish a fair and just global trade

and economic regime, BRICS mustoffer a unified vision on global and regional issues. The
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group has played a significant role in bringing attention to the need for reforming
international financial institutions. However, they must exert more pressure on the West and
show strong leadership and cohesion among themselves. The author emphasized that the U.S.
Congress must be sensitized not to block the IMF governance reforms to maintain credibility

and avoid exacerbating tensions within the Third World.

Chittedi (2014) investigated the effects of contagion from established markets (the
U.K., the USA, and Japan) on the stock markets of BRIC using daily data from January 1996
to July 2011. The DCC® model and AG-DCC’ technique were used in the study to capture the
impacts of contagion originating from first-world countries. Results indicated that there is
evidence of asymmetric contagion in emerging market economies. The study also found that
there is a consistent and substantial link between stock market indexes before and after
periods of high volatility, implying that when diversity is desired, it is likely to be lesser
when investing in many markets from various regional blocks. Therefore, an investing
strategy that only emphasises worldwide diversity appears to fail in reality during times of
financial unrest. The study's results have important implications for international investors,
portfolio managers, policymakers, and multilateral organisations to shield or lessen the
effects of infectious effects on an economy. Furthermore, with its global contagious
consequences, the subprime crisis brought attention to the need for a new international
financial architecture and raised concerns about the performance of emerging-market policy

that is resilient and sustainable.

Sen (2017) proposed a plan for establishing a clearing account in the national
currencies of the BRICS nations, extending the idea suggested at the BRICS summit held in

October 2016 to lower costs in intra-BRICS trade. The author argued that this action would
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open up opportunities for increasing demand within the region and protecting the member
nations from shocks caused by exchange rate volatility. Sen further contended that the
clearing account suggested in this article, along with the BRICS financial institutions, might
establish a new financial architecture that could benefit both the BRICS and the global

financial system.

The author outlined five important benefits of this new architecture. Firstly, using
local currencies in intra-BRICS trade would prevent changes in major currencies' exchange
rates from impacting the cross rates between each of the BRICS countries’ currencies, so
long as these cross rates were locked and periodically renewed forward contracts. Secondly,
using bilateral trade surpluses within the BRICS to increase demand inside member countries
would create new trading routes between the BRICS and increase output and employment in

the real economy.

Thirdly, Transferring surpluses to cover deficits might be considered a loan that
would be repaid via other NDB® operations. Fourthly, individual members' trade surpluses
would remain in the BRICS as investments rather than being used as assets denominated in
dollars, preventing sources of vulnerability. Lastly, Sen suggested that BRICS could devise
ways to channel capital flows to strengthen its institutions and generate actual demand, such

as through infrastructure projects via the newly formed AlIB®.

Patel (2019) evaluated the market integration among the BRICS*® emerging markets
concerning the financial crisis of 2008. To examine the degree of market integration among
the BRICS markets, the author used Johansen's cointegration test, factor analysis, correlation,
and the Granger causality test. The author discovered that the increase in the amount of

bilateral trade among the BRICS economies led to the BRICS markets becoming increasingly
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linked following the 2008 global financial crisis. The author also noted that following the

financial crisis, the BRICS markets grew closer.

The author's contribution suggested that investors who diversified their investments
gained more in terms of risk and return. Furthermore, the reduction in the level of risk among
the BRICS markets after the financial crisis remains beneficial for investors. The study also
had practical implications for the macroeconomic policies of the BRICS nations. Since the
BRICS markets are highly integrated following the financial crisis, member countries need to
develop policies in coordination to reduce specific economic risks and crises at the

international level.

The author also suggested that multinational corporations need to design their
financial policies considering the interlinkage among the markets, as the volatility of the
exchange rate is considered a significant threat to global wealth. The author further suggested
that more studies can be conducted to explore the factors affecting market integration,
quantifying and comparing the diversification benefits investors can have by diversifying

their investments across the BRICS markets.

BRICS member nations' official papers were subjected to critical discourse analysis
by Andal and Muratshina (2022) in order to determine how these nations view the
significance of BRICS in world politics. The article aimed to determine whether the member
countries consider BRICS a political entity that provides a substitute for Western political
structures. The findings revealed that despite the shared agenda and plans of action, the
perspectives of each BRICS member country regarding the place of BRICS in the larger
global picture continue to be markedly heterogeneous. The article concluded that BRICS
plays a supporting function in analysing Western political structures rather than a

transformational one. Its current status as a group-in-progress makes it essential for
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its supplementary role in global governance due to the discrepancies between its member
nations and the uncertain nature of its future, challenging how to analyse historical
transitions. BRICS still offers a new perspective of contemporary international politics. The
paper asks experts in international politics to consider additional perspectives on BRICS and

explore different approaches to comprehending the group's influence on global affairs.

Hooijmaaijers (2022) did a case study on the institutionalisation of the BRICS nations
on the inside and outside, concentrating on the NDB*!. By defining internal and external
aspects of institutionalisation and describing recent advances, the essay added to the body of
literature. The NDB's regional offices were found to play a critical role in its
institutionalization. While the NDB strengthened cooperation between BRICS countries and
served as a platform for discussing technical-economic issues, its narrow mandate limited the
expansion of its agenda. The NDB has established itself as the top development bank for
emerging economies, thus nations outside of the BRICS could also gain from its services.
The NDB's inclusion in the network of institutions involved in global governance was
marked by its observer status in the U.N. General Assembly. The article's findings suggest
that the NDB's institutionalisation strategies offer helpful lenses for better understanding

BRICS cooperation, despite its recent founding and ongoing development.

2.3 Trade Integration and Regional Trade Agreements

In their study, Ying et al. (2014) conducted a comparative analysis of the competitive
advantagesof exporting high-tech goods from BRIC countries to the United States. The
authors estimated one Varying Coefficient Model of panel data for member countries of

BRIC from 2000 to 2010 using qualitative and quantitative (ESI*?> and RCA® index) studies

11 New Development Bank
12 Export Similarity Index

25



of export value and distribution performance. The SUR estimator was used to correct serial
autocorrelation and cross-sectional heteroscedasticity. The authors found that BRIC countries
had comparative advantages in high-tech product exports. Patents andR&DY investment
were positively related to high-tech exports to the United States market, while FDI did not
directly promote competitiveness. The authors proposed that BRIC nations should exchange
successful practises in research regulation, patent application, and FDI management in order

to increase high-tech export competitiveness more thoroughly and effectively.

The authors analyzed the high-tech product export performance of BRIC countries in
the U.S. market and made comparisons of innovation competitiveness. They found that the
export value grew rapidly, but the export structure was simple. Most BRIC countries
exported one or two high-tech industries, making the export structure of BRIC countries'
high-tech industries seriously imbalanced. The authors suggested that the countries need to
promote high-tech product export diversification. Using index analysis (ESI and RCA), the
authors explored the competitive advantages of BRIC countries in high-tech products. They
found that BRIC's high-tech products in the U.S. market had prominent advantages and were
highly complementary. The authors suggested that the scientific and technological
cooperation mechanism and platform should be improved to strengthen international
scientific and technological cooperation. From the similarity index and the RCA index, the

advantages of high-tech products export varied from country to country.

Nevertheless, a collective competitive advantage in non-electrical machinery was
significant. The authors recommended further improving the cooperation mechanism and
high-tech innovation in BRIC countries. BRIC countries are making more and more scientific

and technological cooperation. But, several problems still need to be solved, such as the
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scientific and technological cooperation between only two countries, such as scientific and
technological cooperation in India, Sino-India, and Sino-Russia. However, multilateral

cooperations are necessary.

Vahalik and Stani¢kova (2016) conducted a study to identify the crucial factors of
foreign trade competitiveness through the use of factor analysis. Additionally, they aimed to
identify countries that exhibited similar characteristics in terms of these competitive factors
by employing cluster analysis. The study was conducted on a sample of E.U. and BRICS
countries between 2004 and 2013. The authors discovered that the globalisation processes in
the world economy have an impact on international competitiveness since they change each
country's comparative advantages and its proportion in global commerce. The impact of the
BRICS nations has grown quickly in global trade, putting further pressure on the

competitiveness of the E.U.

The study found six important reasons of foreign trade competitiveness on the inputs
and outputs side, respectively. The authors utilized the factor scores as input data for the
cluster analysis, identifying six clusters of countries with similar trade characteristics on the
inputs and outputs side. The most advanced and economically developed E.U. countries,
three small E.U. countries, Northern-European countries plus Hungary, and all other
countries formed clusters based on the similarity of inputs. China and the Russian Federation
formed their own cluster. On the outputs side, a very heterogeneous group of Central-
European countries plus China, the most developed E.U. countries, and E.U. and BRICS

countries formed separate clusters.

The writers emphasised that a territory's competitiveness depends not only on the
competitiveness of each of its constituent parts and how they interact, but also on the larger

economic, social, public, and institutional characteristics of the nation as a whole. The notion
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of competitiveness includes qualitative and quantifiable factors and processes that can
originate at various geographical scales, from local to international levels. The study
suggested that more investigation is required to determine the function of effectiveness in
achieving objectives to increase competitiveness by using the Data Envelopment Analysis
approach and to classify countries based on the values of factor scores for each country

within all evaluated years with differences among countries.

Rasoulinezhad and Jabalameli (2018) examined the trade integration patterns among
BRICS countries using disaggregated trade data of manufactured goods and raw materials
from 2001 to 2015. With regional groups recognised by the United Nations, such as the
African, Eastern European, Asia Pacific, Latin American, Caribbean, and Western European
groups, the panel-gravity trade model technique was utilised. According to the study, the
commercial integration of Russia with these five regional groups based on the Heckscher-
Ohlin framework was not comparable to that of the other BRICS countries based on the
Linder hypothesis. Additionally, the effects of the Chinese Yuan on trading partners from
various groupings were stronger than those of the national currencies of other BRICS
members due to China's dominance in BRICS's overall trade flows. The study also
discovered that compared to other countries, China and India's trading patterns in
manufactured goods and raw materials were less negatively impacted by physical distance,

leading to differences between the trade patterns of the BRICS nations.

Overall, the study concluded that the BRICS members had various trade integration
models for manufactured goods and raw commodities, particularly Russia and that the
Chinese Yuan had a more substantial impact on trade flows among BRICS countries due to
China's dominance in total trade flows. The report also pointed out that in the trading of
manufactured goods and raw materials, the H-O pattern served as the foundation for Russia's
trade model. In contrast, the Linder theory was adopted by four other nations in the trading of
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both goods. Finally, the study suggested that modelling integration trends for BRICS
economies' exports and imports should be done in additional research separately to better

understand the BRICS trade integration trends with various regions.

Nguyen (2019) examined the ex-post consequences of eighteen RTAs!® on
international trade patterns by assessing their impacts on extra-bloc trade and intra-bloc trade.
The study used a gravity model with Anderson and van Wincoop's (2003) multilateral
resistance terms to assess 160 countries from 1960 to 2014. The PPML'’ estimator and fixed
effects settings were used to analyze the data. The research showed that the RTAs had mixed
results on extra-bloc trade but had a broad range of trade-promoting benefits. RTAS in
Europe and Asia showed more prominent export and import creations, while those in
America and Africa had more significant trade diversions in terms of bloc imports and
exports. Six years after the RTAs went into effect, the study concluded that the effects of
trade diversion on extra-bloc trade were still significant. The study's results suggest that
policymakers should be cautious about using RTAs to encourage trade liberalisation and
boost the benefits of the global trading system on the economy. The study recommends that
in order to facilitate commercial ties among members of the different RTAs created by
emerging nations, infrastructure improvements should continue, and by coordinating RTAS,
the WTO may reduce the disparities in the sets of norms and margins of favour among those

trading blocs.

For the BRICS nations, Lohani (2021) examined the convergence of trade and per
capita income. The impacts of economic bloc formation on trade and the convergence (or
divergence) of income distribution among the nations were investigated by the author using a

single difference approach using panel unit roots tests. The study calculated the convergence
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index between the key trading partners of the BRICS countries during the post-trade
liberalisation era. The findings demonstrated that BRICS countries converged during the
research period, but there was an insignificant relationship between post-BRICS economic
bloc formation and convergence rates. With the exception of China, the BRICS nations'
economies diverged from those of their major export partners according to various analyses

of post-trade liberalisation in those nations.

In contrast, all economies, with the exception of Brazil and South Africa, converged
with their principal import partners. With the exception of import-based groupings and the
Indian economy, panel unit roots tests supported the existence of absolute convergence and
conditional convergence within the BRICS bloc. According to the study, for the BRICS
nations' economies to keep convergent, they must actively participate in investment and

trade.

Singh and Singh (2021) conducted a simulation analysis to examine the E.U.8
sanctions' impact on bilateral trade between India and Russia. The study utilized an ex-ante
partial equilibrium model, SMART, to estimate TC and TD*® effects. The authors found that
the E.U.'s sanctions on Russia, associated with establishing subsidiary branches of BRICS,

generated tremendous momentum in the Indo-Russian bilateral trade after the 2010s.

The simulation results indicated that India's exports of food and manufactured items
to Russia significantly impacted trade creation and diversion more than India's imports from
Russia during the study period. The authors observed an increasing trend in the growth of
Indo-Russian bilateral trade, with India's exports to Russia steeply rising in 2015 and imports
experiencing a steep rise since 2016. However, the trade deepening index showed a "U"

shape across the study years, with both declining and increasing phases.

18 European Union
19 trade creation and trade diversion

30



Singh and Singh (2021) noted that the increasing phase in the trade deepening index
since 2015 was due to Russia's diversification of its export destination towards member
countries of BRICS in response to the sanctions imposed by the E.U. following the
integration of Crimea with the Russian Federation. This diversification was also coupled with
the establishment of the BRICS bank and AlIB. It was suggested by the authors that India
and Russia comply with FTA? under BRICS economic frameworks and mutually reduce

tariff rates on bilateral exports and imports to strengthen bilateral trade flows.

Overall, the study highlights the significant impact of geopolitics on shaping bilateral
economic relations between countries. The authors suggest that to attain a powerful economic
block, BRICS member countries must focus more on an economic rather than a geopolitical

approach.

2.4 Economic Growth and Development

Gevorkyan (2012) examined whether Russia could overcome its reliance on oil and
broaden its economic base. The author argued that Russia had the potential to become an
established world power once more by beating the so-called resource curse. While Russia's
exports may continue to be dominated by the oil and gas industries for some time, the author
suggested focusing instead on Russia’'s domestic market and its potential for further
diversification. Gevorkyan remarked that recent financial successes supported emerging,
creative industries by utilising their large intellectual resources and recently developed
managerial pool. The author emphasised the need for a flexible economic strategy and
pragmatist state participation in order to sustain this development over the medium term. A
structurally different economy would take some time to adapt to, but the advantages would be

clear. The author came to the conclusion that Russia was a BRIC country open for business
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and that everyone needed to put out a practical and responsible effort if it was to reach its full

potential.

Zhou (2014)compared the economic growth of China and India, known as the
"dragon-elephant competition,” and concluded that the two countries have different
experiences to reference and deficiencies to improve. Zhou claimed that China and India's
rivalry is a cooperative effort that benefits both countries. India can eliminate internal poverty
and gain from cooperation with China if it does not follow the US in containing China by
switching military spending into infrastructure investment. Zhou stated that infrastructure,
foreign investment, GDP growth rate, import and export volume, and national savings rate
are not the only indicators of a nation's economic development potential. Zhou noted that
Chinese economic growth had reached a new stage, and preventing illogical prosperity is the
most critical duty of the country, enhance the quality of economic growth, restructure the
economic structure, and avoid the concurrence of "wealthy Islands™ and "ocean of poverty"
for achieving equitable wealth and income distribution. According to Zhou, due to a lack of
autonomous brands and primary technologies, India and China are at the bottom of the global
labour hierarchy. According to Zhou, the two nations should put their attention towards
bringing in modern technology and management expertise from abroad, boosting their ability
for technological innovation, and improving their own labour division systems. Zhou also
stated that in order to advance the opening up to a greater degree, the Chinese must
strengthen independent technical innovation and further build independent brands. Chinese
economic growth will surpass that of the United States and surpass it to become the greatest

economy in the world in the next 20 years, according to economists both at home and abroad.
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Fernandez-Rodriguez and Martinez-Arias (2014) investigated the ETR?!determinants
regarding the BRIC? nations’ corporate taxation of listed companies. They employed a panel
of 3,565 businesses from 2000 to 2009 and used the generalised technique of moments
estimator for dynamic panel data. Inventory intensity was the sole significant factor across all
BRIC countries, according to the study, and the ETR for a year was dependent on the amount
of taxes paid the year before. In three of the four countries taken into consideration, firm size,
leverage, and profitability had an impact on the tax burden, although with distinct
characteristics. A large disparity between the statutory tax rate and the ETR was also
demonstrated by the data, demonstrating that, with the exception of Russia, listed companies
in the BRIC countries paid less in taxes than was previously anticipated. According to the
survey, businesses thinking of growing or moving to a BRIC nation must assess a variety of

aspects, including corporate taxation, in order to choose the best site for their unique needs.

Bhoothalingam (2015) explored the potential benefits of economic connectivity
between China and India. The author argued that the complementary capabilities of these two
countries could encourage creativity and innovation, addressing the issues of common people
and reviving the economy of the neighbouring countries. However, the interaction between
their economies is still minimal, and there is little interpersonal interaction. India may find it
advantageous to interact with China and the rest of the globe through China's proposed Silk
Roads, such as the Maritime Silk Road and the Bangladesh-China-India-Myanmar Economic
Corridor. The author also highlighted the need for China and India to reimagine their
relationship to demonstrate leadership without hegemony, which will require mature and
skilful management, especially during turbulent times. The challenge is primarily
psychological for both countries, with India facing a "challenge of the head" and China a

"challenge of the heart." The author argued that India's traumas, including the 1962 war with
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China, impeded a rational economic discourse with China and encouraged hyper-nationalist
political and media posturing. Similarly, China needs to understand India at the emotional
level to build friendship and respond with sensitivity to India's concerns. The author
highlighted the need for India and China to create new ways to cooperate and modernise

human society and make it peaceful and harmonious, leaving a positive mark on humankind.

Bouoiyour and Selmi (2016) investigated whether the BRICS stock markets saw an
equal impact from Trump's agenda after winning the 2016 United States presidential election.
Using the regression-based intention votes and event-study methodologyover 120 days
towards the outcome of the election, the authors found that Trump's win harmed some
markets while positively affecting others. The markets that borrowed money and anticipated
that the value of the US dollar would decline over time had the lowest performance. The most
severely afflicted countries were China and Brazil, while South Africa and India also
suffered. The relaxation of sanctions against Russia as a result of its involvement in the
Ukraine crisis, on the flip side, was advantageous for the Russian market. However, the
authors noted that Russia's heavy dependence on commodities could pose significant
economic challenges despite the positive outcomes of Trump's victory. Overall, the study
highlighted that Trump's neo-mercantilist attitude and protectionist rhetoric had various
consequences for geopolitics and the economy of BRICS countries, and countries like South
Africa, Brazil, and India should evaluate any new geopolitical dangers brought on by Trump's

foreign policies towards China or Russia.

Chakravarty and Mandal (2016) conducted a study to calculate, for the BRICS
economies, the connection between environmental quality and economic growth using
dynamic panel data. The goal of the study was to determine whether the BRICS countries'

inverted U-shaped link between income and emission per capita, known as the EKC
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hypothesis, holds true. An F.E.?® panel data model was used in the study to manage time-
constant, national effects. After that, it addressed the endogeneity of variable income and the
dynamism in emission per capita using the GMM?* technique for dynamic panel data. To
further explain emissions, the study also considered energy consumption and financial sector
development factors. The results indicated that income and emission in the F.E. model had a
substantial EKC-type relationship. However, the dynamic panel model's GMM
estimations revealed a U-shaped correlation between emission and income, with the turning
point outside of the sample. The dynamic panel model revealed that variables like net energy
imports and the percentage of industrial output in GDP had a negative effect on the
environment. However, these variables were insignificant in the F.E. model. Capital account
convertibility significantly and negatively impacted the environment irrespective of the
models used. The study recommended adopting an efficiency-oriented action plan by the
BRICS economies to grow without significantly affecting the environment. The study
highlighted the importance of econometric specification and technique in estimating the EKC

hypothesis and the need for caution in providing policy suggestions for policymakers.

Dhanda (2018) explores India's challenges and opportunities as it strives to achieve a
status commensurate with its demographic, geographic size, and ancient civilization. India
has encountered multiple difficulties, including its internal circumstances, such as a complex
political system, internal divisions, overpopulation, poverty, and an unstable and
unpredictable international environment. The paper highlighted the "five belts" which overlap
India and affect its options and policies. The significant challenges faced by India include
navigating between unilateralism and multilateralism at the global level, facing a denial
posture from hegemons and rivals fearful of its rise, and dealing with a volatile regional

environment. However, India has several opportunities in the contemporary international
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structure, such as forging or renewing relations with countries of Central Asia and Africa to
fulfil the need for energy and enhancing its political influence in international organizations
by maintaining good relations with the U.S. The paper concludes that adaptability, flexibility,
and resourcefulness are critical ingredients of a successful policy for India to emerge as a

global power by the middle of this century.

Bhavish et al. (2018) investigated the relationship between economic development
and financial structure in BRICS countries and Mauritius in an empirical study. Using a
broad panel of up to six nations from 1980 to 2012, the authors employed the pooled mean
group estimator. They discovered a strong correlation between economic growth and
financial development and financial structure. The results showed that a positive relationship
exists between financial structure and economic growth, indicating that market-based nations
build their economies more quickly, but they also endure longer-term economic swings. The
authors recommended that the banking sector of all countries is further developed and that the
means by which credit is extended to the private sector should be improved. The authors also
found that the stock markets in these countries contributed to economic growth and
recommended that they be given a boost to be developed further. The authors came to the
conclusion that in rapidly growing and emerging economies like the BRICS and Mauritius,
economic growth and financial development are intertwined. Additionally, the financial crisis
had less of an influence on these countries' financial sectors; in some cases, it positively
impacted financial development. The study recommends further development of the variables

that positively affect financial development in these countries.
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2.5 Environmental and Energy Issues

Ji et al. (2015) utilized an SVAR?® modelto investigate how various oil shocks affect
the BRICS nations' real exchange rates, industrial output, and consumer prices. The authors
found that an oil supply shock significantly affectedRussia, while the main factors affecting
the other BRICS nations were shocks to aggregate demand and demand shocks to individual
commodities like oil. Furthermore, oil-specific demand shocks arising from expectation shifts
or speculative activities were identified as having the potential to induce stagflation in China

and India. However, oil subsidies or price control measures postponed such impacts.

The study's findings indicate that oil price shocks threaten the economic stability of
the BRICS countries, and the effects of different sources of oil shocks vary across countries.
In order to support financial stability and economic growth, the authors advise that these
developing nations create a formal structure to address unforeseen oil interruptions and
increase their collaboration on the world oil market. In order to achieve a smooth transition,
the authors advise policymakers to separate the fundamental reasons of oil price swings and
combine monetary policies with oil measures, especially in light of the recent capital flight

from emerging economies and growing oil price uncertainties.

In their study, Bouoiyour and Selmi (2016) examined the causal relationship between
real oil prices and BRICS stock returns using a frequency domain approach developed by
Breitung and Candelon (2006). The study used quarterly data from 1998 to 2015 and found
that the BRICS countries' stock returns were not all affected in the same way by oil prices.
The results showed that oil price fluctuations influenced stock returns in Brazil and Russia in
the long run, while in South Africa and India, the influence was in the short run. However,
the impact on China's stock market was significant in a large cycle, indicating a medium and

long-term influence.
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The dependence on oil, the distribution of market share among enterprises, the
efficacy of financial regulation in securities markets, and the efficiency of the financial
system were all recognised by the authors as potential factors that might have an impact on
the relationship between the price of oil and stock returns. The study suggested that
policymakers should consider these factors when implementing appropriate policy measures
to mitigate the impact of oil price fluctuations on the BRICS stock markets. Additionally, the
study's findings may be useful to regulators and investors who should be watchful of the
impact of oil price changes on the BRICS stock markets and take precautions to preserve and

secure their interests.

In conclusion, this study highlights the importance of understanding the different
responses of BRICS equities to oil price changes. As these nations are anticipated to increase
their influence in the global financial market and use a sizeable portion of the world's oil

supply, further research is warranted to re-examine this topic.

Dash (2017) conducted an empirical study to examine the impact of unsystematic
urbanization on annual temperature changes in the BRICS economies, namely Brazil, Russia,
India, China and South Africa. Data was collected from 1980 to 2012 for variables such as
urbanization, annual temperature, carbon emission, energy consumption, and FDI?® from
UNCTAD, EIA and World Bank databases. The author employed Bayer-Hanck cointegration
and different structural break tests to establish the long-run cointegration and robustness of
pollution and temperature changes in capturing the trend of environmental changes and
global warming in these economies. The study discovered that when urbanisation had a
considerable impact on environmental indicators and yearly temperature variance, there was a
breakpoint suggesting relative unsustainability. The author suggested that developing

economies set coordinated short-term goals to achieve sustainability before switching to
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long-term ones. The paper also highlights the extreme weather events in BRICS economies,
including heat waves, floods, droughts and typhoons, which the author attributed to rapid
urbanization, carbon dioxide emission, energy consumption, and FDI. The study recommends
banning the establishment of industries on wetlands and other sub-urban and forestry areas
and controlling per capita automobile usage in India and China. The author concludes that
understanding the evolution of the interlinkage between industrialization and the environment

is crucial in understanding long-term urban growth.

2.6 Political Economy of BRICS

Avila and Araujo (2012) presented an article exploring the tendencies and challenges
of the BRICS members from a Brazilian perspective, with economic, political, and security
themes forming part of the amplified agenda. The authors used official documents generated
in Brazil on the origins and transformations of the grouping as primary sources. In their final
remarks, the authors proposed three scenarios for the BRICS grouping: inertial, optimistic,

and pessimist.

In the inertial scenario, the relationship between Brazil and its partners would
maintain the trend observed in the last three years, with high and growing trade flows.
Nevertheless, dissatisfaction could arise due to the role of raw material suppliers and
increased imports of manufactured goods. Protectionist measures could also be observed, and
the forum would remain non-institutionalized and dependent on the goodwill of members.
The optimistic scenario would see the BRICS nations achieving higher and more significant
economic andpolitical partnerships, with some institutionalization, such as implementing

IBSA?'. In the pessimistic scenario, the BRICS group would face a deadlock situation
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generated by internal disparities, trade imbalances, and conflicts between democracies and

authoritarian regimes, leading to the eventual doom of the group.

The authors suggest that the inertial scenario will likely remain in effect until 2015.
This scenario might be optimistic from a Brazilian perspective, especially if discussions reach
a global scope. The focus for Brazil as a Latin American member of the group in the twenty-
first century is to seek increased dialogue with Afro-Asiatic powers to increase its

international influence.

Singh (2013)analyzed the potential role of BRICS in the current international political
economy. He argued that the rise of BRICS reflects the rapid transition in the international
hierarchy and offers an alternative to the global Western hegemony under the aegis of the
U.S. However, the potential of BRICS to become the new collective hegemon may be
undermined by the very nature of the enduring international regime and by contradictions and
rivalries between its members. The paper suggests a joint BRICS strategy for a more stable
and decentralized pluralistic global system is needed. Singh (2011) emphasized that for
international networks like BRICS to address systemic problems and present institutional
opposition to the status quo structure, they must become unified, capable, legitimate, and
credible. The author highlighted that the most significant contribution of BRICS to
international relations must be to promote new norms and institutions that reflect the near
absence of global governance today. The paper concludes by stating that BRICS should not
become a mere forum for local power brokers or a representation of superficial change but

should fashion a transformative vision.

Thoker and Singh (2018) analyzed the challenges and prospects of India's foreign
policy goals in the Asia-Pacific power dynamics following the Cold War. The breakup of the

Soviet Union has left a significant impact on the strategic scenario, with China and Russia
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getting closer. Furthermore, the U.S. and its allies are seeking to maintain hegemony. The
former Soviet Union was more closely connected with India's nonalignment policy during the
Cold War, but since then, the country's foreign policy has undergone a fundamental shift. The
authors argued that the Asia-Pacific region had become an arena of contention and
confrontation due to the involvement of external powers, making the strategic scenario more

complex.

The former Soviet Union was more closely connected with India's nonalignment
policy during the Cold War, but since then, a fundamental shift in New Delhi's foreign policy
has been observed. Therefore, India's quick ascent is attributed to broad-based cooperation
with East Asian superpowers. The authors suggested that India formulate its foreign policy to
help find diplomatic solutions to regional disputes and enhance economic and strategic
bilateral relations with China. Within the framework of the Act East policy, the long-standing
inclusive connections with the ASEAN? countries should be strengthened. Furthermore,
India should avoid military alliances and instead collaborate with all parties to realize the
dream of the Asian century. Overall, the authors concluded that India has to overcome
various hurdles and problems posed by the new power dynamics to achieve its foreign policy

objectives in the Asia-Pacific region.

The COVID-19 pandemic was preceded by a thorough examination of the world
economy by Raimondi (2020), who also highlighted the key issues and weaknesses that
existed in both the public and private sectors of the world's largest economies. The author
notes that these problems have become more acute in the past decade and are compounded by
the current health emergency. To confront the impending collapse of the economic and
financial system, Raimondi contends that there is a greater need for the development of a new

global monetary architecture.
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The article concludes that a new global architecture is necessary to maintain peace
and overcome the challenges presented by the ongoing planetary crisis. Raimondi suggests
that this architecture should be based on the principles of cooperation, development, and
freedom and designed to accommodate cultural, political, social, and technological changes.
The author emphasizes that the current system has to be revised because it is outdated and

worn to address emerging economic and political challenges.

According to Raimondi, a new, just, and equitable global monetary order centered on
a currency basket are imperative to address the current economic and political landscape. The
author emphasizes that sharing responsibilities in a multipolar way is essential to
cooperatively and peacefully resolve new challenges. The paper also emphasizes the
necessity of redefining the state's function and the public-private dynamic, particularly in
light of the social market principles. According to Raimondi, the entire banking system needs
to be standardized in accordance with the reality principle in order to finance long-term

investments.

In conclusion, Raimondi's (2020) article comprehensively analyses the global
economic situation and highlights the necessity for a new international monetary system to
solve new political and economic problems. The author contends that the current state of
affairs gives us a chance to plan the development of a new international system of finance,
commerce, and economics. The article emphasizes the importance of cooperation,
development, and freedom in redesigning global institutions of civilian life to keep the peace

and stave off any impending wars.
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2.7 Miscellaneous

Bhar and Nikolova (2007) conducted a study to assess the extent of regional and
global integration of the BRIC economies following their liberalization. Using daily equity
index level data, the study examined the average and volatility spillover effects for each
BRIC nation from the global equities index performance. The study utilized the two-stage
GARCH-in-mean approach to investigate how the BRIC economies are affected by global
equities index returns and volatility. The findings demonstrated that the world had an impact
on the conditional mean returns and volatility of all BRIC nations. Positive mean spillover
effects from the world were observed for all nations, while positive volatility spillover effects
were shown for India, Russia, and Brazil but negative and substantial effects were observed
for China. According to the study, all BRIC countries are regionally integrated in terms of
how equity prices are created, with regional trends having a bigger impact than global trends
on this process across the board. The study also suggested that considerable global and most
likely American equities market influences had an impact on the variation in returns for
India, Russia, and Brazil. At the same time, because there was an inverse relationship
between the returns on the global stock index and the returns on the Chinese equity index,
China offered diversification options for international investors and portfolio managers. Due
to the rising degrees of regional and global integration of these countries, the study advised
against investing in the national index and instead advised against using portfolio stock

selection tactics and investing in certain growth regions within these economies.

Altbach (2012) analyzed the challenges faced by the systems of higher learning in the
BRIC?® nations as they strive to become academic superpowers. Despite their impressive
growth and development in recent years, it is uncertain whether these countries will attain

academic prominence similar to their economic or political influence. The author discussed
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the systemic factors affecting higher education in the BRICs and emphasized the importance
of the academic profession in achieving academic development and excellence. The BRICs'
higher education systems have been identified as global players due to the growing economic
significance of these nations. While they have set ambitious goals for their universities and
are making efforts to increase access to underserved populations, the challenges they face
include building a comprehensive post-secondary education system, maintaining quality in
the private higher education sector, adequately funding the sector, ensuring appropriate
training and pay for the academic profession, supporting effective internal governance and
management of universities, and providing institutional autonomy for academic decision-
making. The author concludes that the BRICs' higher education success is critical to support

their economic growth and to play a global leadership role in the future.

Tilak (2013) examined the development of systems of higher learning in the BRIC*®
nations. Each of these countries is experiencing rapid growth in demand for higher education
but lacks the financial resources to meet the challenge of catering to this demand without
compromising on quality and equity. As a solution, each country has adopted a stratified
higher education system, consisting of a few high-quality, elite institutions coexisting beside
many low-quality, mass institutions. This paper explored the effects of this system on access,
quality, equity, and funding and drew a comparative picture among the BRIC member
countries. The author concluded that China and Brazil have relatively successful higher
education systems but still face challenges with quality and equity. Russia has a long way to
go to emerge as a major player in Europe, while India faces more challenges in ensuring
quality, quantity, equity, and governance in higher education. Jandhyala (2011) suggested

that researchers and policymakers should consider the implications of a stratified higher
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education system and ponder whether better alternatives address access, quality, and equity

issues.

In their study, Karagiannis et al. (2014) examined the BRIC economies' system for
transferring interest rates by examining the transfer of interbank rates to bank retail rates and
evaluating the symmetry hypothesis. To estimate interest rate pass-through and evaluate
whether retail rates react symmetrically or asymmetrically to changes in upward/downward
interbank rates, they employed a disaggregated general-to-specific model. According to the
findings, the market rates for bank loans and deposits in the developing BRIC nations are
only slowly and insufficiently passing through. The authors also discovered that banks
change their behaviour at symmetrical rates in the loan and deposit markets. The study
suggests the customer reaction hypothesis is consistent with the symmetric behaviour
observed in the selected emerging retail banking markets. The outcomes can support the
BRIC regulatory bodies' attempts to keep an eye on their banking systems and boost the
stability and efficacy of their financial systems. The authors caution that the sample includes
emerging countries, and Indian money markets are less established than those in the United
States or Europe, while China's interest rates are still governed by the government. However,
the authors note that recent changes in the Shibor can be interpreted as a sign of liberalization

of interest rates.

Aras (2015)conducted a study investigating corporate governance practices' impact on
firms' financial structure in emerging markets, specifically in BRICK?3! countries and Turkey.
The study analyzed various governance practices, including board independence, the board
size, representation of women on the board, duality, ownership structures, minority
shareholder rights, disclosures, and audit committee meeting frequency. In BRICK firms, the

study revealed that board independence, women's representation on the board, duality, and
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the frequency of board meetings all have crucial roles in determining corporate governance
effectiveness. The study came to the additional conclusion that national characteristics have a
significant impact on governance practices and business financial structure. The study
suggested that improved governance practices can lead to better risk management, resulting
in improved value generation for all stakeholders. Regulators should concentrate on
enhancing the actual independence of board members and the oversight authority of
supervisory directors to boost effective corporate governance practices. The study's
conclusions can serve as a reference for governing bodies to strengthen corporate governance
policies. However, the study also noted several limitations, including using only convenient
governance practices and the lack of analysis of other governance mechanisms, such as

ownership structure and transparency.

Montasser and Gupta (2016) investigated the persistence property of quarterly
industrial production in the BRICS countries using a seasonal unit root test developed by
Popp (2007). The study aimed to control for seasonal and trending behaviour, as well as for a
break of unknown timing in seasonal means. The authors found that only China showed
evidence of a seasonal unit root, specifically at the Nyquist frequency. The results suggested
that policymakers in China should consider intra-annual changes in industrial production in
addition to business cycle frequencies. Furthermore, identifying such a unit root could lead to
more reliable predictions and inform other macroeconomic decisions. Future research could
extend the methodology to monthly data and compare the results between developed and

developing countries to understand differences in industrial production behavior.

In order to look into the role of safe-haven assets, such as gold and Islamic equities, in
the time-frequency domain for BRICS markets throughout two crisis periods, Raza et al.
(2016) used the wavelet coherency squared coherence technique. Between January 1st, 1996,
and December 31st, 2014, the authors examined daily gold, DJIEM, and BRICS stock return
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data. The results show that gold was a short-term hedge for stock markets, and that gold
showed no association with stock prices during both crises. The authors conclude that gold's
hedge and safe haven ability is market-specific. Gold was a robust safe haven for BRICS and
the Islamic index during the Asian financial crises. However, because of its strong linkage
with the BRICS equities markets, it was unable to provide a financial buffer against

extremely damaging shocks during the 2007—-2009 global financial crises.

The returns of Islamic stock markets, however, were negatively correlated over a
range of frequencies with gold, which led to all other emerging Islamic markets globally. The
authors also found that gold could diversify Islamic stock market portfolios due to its low
correlation with them. Islamic emerging markets and the BRICS equities markets are
cointegrated, according to the panel cointegration analysis, and international investors must
carefully check their risk. Based on these findings, the authors concluded that while gold
investing may be able to protect stock portfolios from extremely unfavorable market shocks
in the near term, it is not a good safe haven over the long term. Considering that the DJIEM
index only had a weak link with China's traditional stock market, the authors also make a
case for the enormous benefits of diversification that investing in Islamic stocks can provide

for Chinese investors.

Boye (2016) conducted a macro-modelling test to evaluate the collective policies of
the BRIC?? grouping. The paper aims to test the claim that the BRIC countries could not
complement one another and result in a whole bigger than its parts through collective actions
beneficial to each of them. The test simulated three collective policies within an econometric
global economy model from 2000 to 2009. The paper's main finding is that creating a joint
reserve arrangement collectively benefits all BRIC countries. However, trade diversion from

G7 countries and policy alignment with China'’s interest and exchange rates do not benefit all
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BRIC countries. The paper concludes that BRIC countries need to adopt collective actions to
avoid reducing their trade ties with G-7 countries and aligning with Chinese policies. The
paper suggests that the BRIC grouping should pool future reserves, share them equally, and
spend a fraction of future reserves in the domestic market. However, the paper cautions that
implementing this collective action requires careful attention to avoid hyperinflation and
imbalance in public finances. The implementation of the recommended collective action falls
under the purview of the four BRIC governments that consult with one another through
ministerial technical groups or head-of-state summits. The paper suggests that if the CRA®
created by the BRIC heads of State in March 2013 can address the problems of BRIC
countries, it is compatible with the paper's results. Otherwise, the paper recommends ramping
up the CRA as much as possible using the BRIC grouping's excess reserves to address the

problems of BRIC countries.

2.8 Conclusion

In conclusion, the literature reviewed in this study has demonstrated that while there
have been many studies on various aspects of the BRICS countries, no specific research has
been conducted on trade creation and diversion among these countries. Despite the growing
importance of BRICS countries in the global economy, there is a lack of research on the
specific topic of trade creation and diversion among these countries. This gap in the literature
represents an important opportunity for further research, and this study aims to fill that gap by

examining the impact of trade agreements on trade flows among 