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Abstract: Multilateral development banks (MDBs) are international institutions
that provide financial assistance for the development of their member states. Deci-
sion-making of MDBs is undertaken by the representatives of shareholders by voting.
This article uses the absolute Banzhaf power index to measure the voting power of
the shareholders of subregional MDBs, which have a voting system with a layered
structure of different stock classifications. Differences in the voting power of share-
holders holding different classifications of stocks are analyzed. The article also aims
to explore the influence of the special voting system in the protection of the voting
power in developing countries in the subregional MDBs of Latin America and the
Caribbean. This protection benefits the democracy and independence of countries
in the region.

Keywords: MDBs; MDBs” voting systems; decision-making power; democratic
principles; Latin American development.

Resumen: Los bancos multilaterales de desarrollo (MDB, por sus siglas en inglés)
son instituciones internacionales que ofrecen asistencia financiera para el desarrollo
de los Estados miembros. La toma de decisiones de estos es llevada a cabo por los
representantes de los accionistas por medio de la votacion. Este articulo utiliza el
Indice de Poder Banzhaf para medir el poder de voto de los accionistas de los MDB
regionales que cuentan con un sistema de votacion estructurado en capas de dife-
rentes clasificaciones de acciones, y analiza las diferencias en el poder de voto de los
diferentes accionistas. También explora la influencia que el sistema de votacién de
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estos bancos tiene en la proteccion del poder de voto de los paises latinoamericanos.
Dicha proteccién es beneficiosa para la democracia y la independencia de los paises
de la region.

Palabras clave: BMD; sistema de votaciéon en los BMD; poder de decisién; princi-
pios democraticos; desarrollo latinoamericano.

Summary: L. Introduction. I1. Definition of multilateral development banks (MDBs). 111. Subre-
gional MDBs in Latin America—A financial institution for development and a tool for the integration
of Latin America. IN. Comparison of Decision-making Mechanisms for Different Classifications of
MDBs. V. Examples of the voting systems of different MDBs. V1. Dufferences in the voting systems
of MDBs. VIL. The Principle of Democracy and the Fragility of Democracy in Subregional MDBs.
VIIL. The mathematical explanation of voting power—The absolute Banzhaf index. IX. The voting
power of the shareholders in subregional MDBs in Latin America under a special voting system—Tak-
ing the CAF as an example. X. The protection of the democratic principle in subregional MDBs in
Latin America-Comparison between IDB and CAF. X1. Another example- The Inter American De-
velopment Bank (IDB). X11. Conclusion. X1I1. References.

I. Introduction

A multilateral development bank (MDB) is a type of international financial
institution that encourages development in poor nations. MDB loans to fund
projects related to infrastructure, energy, education, environmental sustainabil-
ity, and other areas that often have little or no interest for traditional banks.
The governance mechanism and the decision-making mechanism of MDBs,
which could affect the projects undertaken in low-income countries and re-
gions, are influenced by the voting power of bank members. The distribution
of the voting rights of member states is relevant to the shares of member coun-
tries and presents various scenarios in different kinds of MDBs. Among them,
some MDBs in Latin America, such as the Development Bank of Latin Amer-
ica (CAF) and the Central American Bank for Economic Integration (CEBEI),
adopt a shareholding structure that is similar to a dual-class equity structure,
dividing their capital into different classes and subscribing to different entities,
which have different voting rights in the affairs of the banks. Some of the MD-
Bs in Latin America adopt this special equity structure, which 1s different from
that of other global or regional MDBs.

This article aims to analyze the distribution of decision-making power of
Latin American MDBs based on their member states” voting rights, as well as
its democratization. It addresses the equity structure and voting rights regula-
tions of various MDBs, and then calculates and compares the power index of
this system regarding the voting power of the member states in subregional
MDBs based on probability theory:.
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II. Definition of multilateral development banks (MDBs)

Multilateral development banks (MDBs) are international institutions char-
tered by two or more countries, including regional developing countries and
donor countries, to provide financial assistance in the form of loans and grants
to developing countries for economic and social development.? The status of
MDBs in international society is unique. MDBs have a dual nature: one is the
international financial system, and the other is the international development
system. They have their own specific mandate, which is different from that of
commercial banks; that is, they can fund complex and important projects in de-
veloping countries, including large infrastructure projects and social projects, in
which commercial banks may hesitate to invest.?

1. Institutional structure of MDBs

The basic structure of MDBs is based on the design of the Bretton Woods in-
stitutions, which include three tiers: first, board of governors; second, board of
directors; and third, senior management. Formally, shareholders have represen-
tatives on the board of governors, and all powers of the MDBs are allocated to
those representatives. The board of governors oversees the a MDB and takes
responsibility for the admission and suspension of member countries, changes
in capital, agreements for cooperation with other international organizations,
supervision of the board of directors, appropriation of strategies, distribution
of profits, etc. The responsibility of the board of directors is to supervise and
guide management. It approves loans, investments and the borrowing of fund.
It handles other matters related to the enforcement of decisions by the board
of governance. The management and the staff take charge of daily operations.

III. Subregional MDBs in Latin America—A financial institution
for development and a tool for the integration of Latin America

Latin America and the Caribbean developed a network of subregional MDBs
in the 1960s. This includes the Central American Bank for Economic Integra-
tion (CEBEI), referred to as Banco Centroamericano de Integracion Econémi-
ca (BCIE), and the Development Bank of Latin America, formerly referred to
as the Corporacion Andina de Fomento (CAF). These MDBs were built with
the purpose of facilitating financial integration and cooperation in their re-
spective subregions. They adopted the same organizational dynamics as global

2 REBECCA M. NELSON ET AL., MULTILATERAL DEVELOPMENT BANKS AND INTERNATIONAL FI-
NANCE 2 (Leah M. Groffe ed., 2010).

3 Jost ANTONIO OCAMPO ET AL., REGIONAL FiNaNciaL, COOPERATION 68 (José Antonio Oc-
ampo ed., 2006).
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and regional MDBs and are made up mostly by borrower member states and a
small number of donor states.

The CAF and CEBEI are subregional MDBs constituted by developing
countries in Latin America and the Caribbean, and they fill the gaps in inter-
national financial institutions in the region.

IV. Comparison of decision-making mechanisms
for different classifications of MDBs

MDBs are generally classified into global, regional and subregional according
to their scope and ambition. Global MDBs lend to countries in several conti-
nents and include the World Bank (WB) and the International Bank for Recon-
struction and Development (IBRD), among others. Regional MDBs lend to just
one continent, for example: the Asian Infrastructure Investment Bank (AIIB) fo-
cuses on the infrastructure of Asia, and the Inter-American Development Bank
(IADB) is a partnership between the United States and 19 Latin American and
Caribbean countries.

Subregional MDBs focus on a specific region that is smaller than a conti-
nent; for example, the Development Bank of Latin America (CAF) is composed
of 20 countries in Latin America and the Caribbean, as well as Spain, Portu-
gal, and 13 Latin American private banks, focusing on Latin America and the
Caribbean.

V. Examples of the voting systems of different MDBs
1. The global MDB: The World Bank (WB)

The World Bank is a global MDB composed of 189 member countries. These
countries are represented by the board of governance, the ultimate policy mak-
er of the World Bank. The World Bank provides low-interest loans, zero- to
low-interest credits, and grants to developing countries to promote development
in various sectors.*

The International Bank for Reconstruction and Development (IBRD), the
International Development Agency (IDA), and the International Finance Cor-
poration (IFC) are the arms of the World Bank that provide loans. In these in-
stitutions, the voting power of each member is determined by the combination
of basic votes and share votes. The basic votes of each member are the number
of votes that results from the equal distribution among all members, provided
that there are no fractional basic votes. The share votes of each member are

* The World Bank, Global Gender Gap Persists, (Feb.17, 2024), https:/ /www.worldbank.org/

en/home.
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the number of votes that result from the allocation of one vote for each share
of stock held.

2. A regional MDB: The Asian Infrastructure
Investment Bank (AIIB)

The Asian Infrastructure Investment Bank (AIIB) is an MDB focused on de-
veloping Asia but with members from all over the world, which invests in in-
frastructure and other productive sectors with the aim to foster sustainable
economic development, create wealth and improve infrastructure connectivity.
The share structure of the AIIB is a combination of basic votes, share votes
and founding member votes. The basic votes of each member are equally dis-
tributed among all the members, with twelve percent of the aggregate sum of
the basic votes. The share votes are equal to the members’ shares of the capital
stock of the bank, and for each founding member, the AIIB allocates six hun-
dred founding member votes.> According to the Articles of Agreement of the
AlIB, the decision-making institution is the board of governors. Each member
appoints one governor and one alternate governor. The governor votes as the
representative of the member state, and the alternate governor votes only in the
absence of the governor.®

Some critical affairs in the AIIB are decided by a special majority vote that
requires an affirmative vote of a majority of the total number of governors,
representing no less than the majority of the total voting power of the mem-
bers. Other times a super majority vote requiring an affirmative vote of two-
thirds of the total number of governors is needed, representing no less than
three-fourths of the total voting power of the members. Except for these situa-
tions, general affairs are decided by a majority of the votes cast.”

3. Aregional MDB in Latin America and the Caribbean:
The Inter-American Development Bank (IADB)

The Inter-American Development Bank (IADB) is the regional MDB of Latin
America. According to the establishing agreement of the IADB, votes are con-
stituted by basic votes and votes connected to shares. The quorum for decisions
on regular affairs requires two-thirds of the total votes, and some special deci-
sions require three-fourths of the total votes. However, whether the increased
authorized capital will have voting rights is determined by the board of gover-
nance. The proportion of votes held by the member countries is regulated by

5 Asian Infrastructure Investment Bank, Asian Infrastructure Investment Bank Articles of
Agreement, art. 28, Dec. 25 (Asian Infrastructure Investment Bank, A.LLB) (2015).

6 Id. art. 22.

7 Sagasti & Prada, supra note 2.
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the Establishing Agreement of the IADB and should not be reduced.? The total
proportion of votes held by the USA and Canada is 34.5%, and as PangXun
and HeYikun mentioned, the high proportion of votes makes it easier for these
developed countries to form a winning coalition and then obtain leadership in
the IADB, while other member countries are less likely to resist the leadership
of the USA because of their inferiority in votes.”

4. Regional and subregional MDBs with special capital
structure in Latin America: The Development Bank

of Latin America (CAF) and the Central American
Bank for Economic Integration (CEBEI)

The CAF and CEBEI have a special weighted voting system based on their
own structure of shares; that is, there are multiple types of shares. The shares
of these MDBs are usually divided into different classes corresponding to dif-
ferent kinds of subscription entities, and each entity has its own weight in vot-
ing power.

The voting system of the CAF is a typical example. According to its Con-
stitutive Agreement, the capital of the CAF is distributed in three series: Series
“A”, Series “B” and Series “C”. Series “A” is for subscription by the government
of each member country or by public, semipublic or private institutions, as the
former may designate. Series “B” is for subscription by governments or public,
semipublic or private entities of member countries. Series “C” is for subscrip-
tion by legal entities or natural persons from outside the member countries.!'”
Series “B” and Series “C” have the same nominal values of US $5000.!" Al-
though every share of these three Series represents one vote, the CAI" imple-
ments the decision-making mechanism of weighted voting rights in the form
of a double majority. For example, according to Article 17 of the establishing
agreement, decisions at regular shareholders meetings shall be adopted by a
majority representing at least 60% of Series “A” shares, plus half plus one of
the other shares represented at the meeting.!> As another example, in the CE-
BEL the stocks are divided into Series “A” for founding members and Series
“B” for nonfounding members. However, the purpose of classification is to
control the fixed shares of shareholders and protect the voting power of the
founding members. In CEBEL, all kinds of stocks have the same weight of one
vote, while the holders of Series “A”, which are founding member countries,

8 Inter-American Development Bank, Agreement Establishing: Inter-American Develop-
ment Bank, art.8, sec.4, (Inter-American Development Bank, I.D.B) (1987).

9 Xun Pang & Yikun He, Power versus Institution: How does the United States Manipulate and Control
Multiple Development Bank? 9 WorLD EcoNowmics & Pourrics, 4, 20-21 (2015).

10" Corporacién Andina de Fomento, CAF Establishing Agreement, art. 5 (Corporacién An-
dina de Fomento, C.A.F) (2015).

" Id

12 Supra note 10, art. 17.
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shall always have a percentage equivalent to 51% of the increase. The share-
holders of Series ”B” are non-founding regional countries and non-regional
countries. Series ”C” is an addition of shareholders of “A” and “B”, to align the
equity of value of the shares with their nominal value. On the other hand, the
maximum shares of Series “B” that non-founding members and cooperating
parties outside the member states can hold should be decided by the board of
governance.!?

In the process of the election of the board of directors, different kinds of
shareholders have different weights of power. In the CAL;, every sharcholder
of Series “A” shall appoint one director and the respective alternate. Each of
the member states that holds stock of Series “B” shall appoint one director and
the respective alternate, and the private banking and private financial entities
can elect one director. However, the shareholders of Series “C” can elect only
two directors and their alternates. In the CEBEL five directors and their alter-
nates are elected by the founding members, and no fewer than four directors
and their alternates are elected by the nonfounding members and cooperation
outside the member states.

VI. Differences in the voting systems of MDBs

In traditional global and regional MDBs, developed countries have more de-
cision-making power, and the developing countries that are influenced by the
policies and decisions of MDBs have less negotiation and decision-making pow-
er. The MDBs built later, especially the regional MDBs formed by developing
countries, concentrate on the protection of the decision-making power of de-
veloping countries.

The voting system of subregional MDBs in developing regions, such as Latin
America, has a unique power structure to protect the voting power of found-
ing members. The model of MDBs in Latin America, such as the CAL is very
unique in comparison to that of other MDBs. This kind of voting system in-
volves setting different kinds of shares representing different votes. The shares
of stock of the MDBs are divided into different classes, one class of shares with
superior voting rights and a second class of shares with inferior voting rights.
This voting mechanism 1s divided into different criteria, and for each criterion,
the percentage of votes is different. Making the decision requires the result of
voting to satisfy different criteria simultaneously, and the shares of founding
members represent a greater proportion of the decision-making process and
the election process. For example, the CAF does not apply a simple majority,

13 Banco Centroamericano de Integraciéon Econémica, Banco Centroamericano de Inte-

gracién Econémica Convenio Constitutivo, art. 4 Feb. 5, 2021 (Banco Centroamericano de In-
tegraciéon Econémica, B.C.LE, AG-6 2010).
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and a larger percentage of the votes of Series “A’ is required in the decision-
making process.

VII. The principle of democracy and the fragility
of democracy in subregional MDBs

One of the principles of democracy is that one of the all-affected-interests.
This principle states that all those aftected by a policy decision should be given
opportunities to participate in decision-making.'* The decisions of subregional
MDB:s, especially decisions concerning the float of funds and programs for de-
velopment, influence the interests of countries inside the region directly and in-
directly. Thus, the reasonable and balanced distribution of voting power among
these countries is significant to the democracy of subregional MDB:s.

However, the gap in the degree of development in different countries affects
the investment and shares of countries and could influence the distribution of
negotiation and decision-making power. One of the influences 1s from the do-
nor countries outside the region of the MDBs. The donor countries (non-bor-
rowing members) primarily benefit from investment in MDBs at the political
level. According to the neo-Gramscian perspective, the formal participation of
donor countries may be weighted in favor of the dominant powers or the vot-
ing power of shareholders, which could help donor countries promote their
economic and political hegemony.!” In this process, MDBs serve as a tool to
promote the interest and influence of donor countries in the area by propagat-
ing “appropriate” socioeconomic policies and requiring borrowers to comply
with standards and practices on a wide range of issues, which violates the origi-
nal function of MDBs as international financial institutions and development
organizations.'® For example, the European Bank for Reconstruction and De-
velopment (EBRD), the regional MDB in Europe, provides resources and funds
under the conditions of reform and the principle of democracy, and if the bor-
rower states are not in conformity with democratic principles or are retracting
on reforms, the funding of the EBRD may be curtailed or cut.

In this scenario, the EBRD plays an ideological role through conditional
funding.!” The role of MDBs as tools for promoting political influence brings
about the problem of hegemony. In addition to promoting ideology, developed
donor countries can affect the borrower countries of MDBs in internation-
al affairs. Guo Yifan reported that the congruity between countries in Latin

14 Kim Angell & Robert Huseby, The All Affected Principle, and the Weighting of Vates, 19 Poritics
PuiLosorny & Economics, 366, 368 (2020).

15 Robert W. Cox, Gramsci, Hegemony and International Relations: An Essay in Method,12 CaM-
BRIDGE STUDIES IN INTERNATIONAL RELATIONS, 162, 172 (1983).

16 TasaN U. DELIKANLI ET AL., MULTILATERAL DEVELOPMENT BANKS: GOVERNANCE AND FI-
NANCE 22 (Palgrave Macmillan ed., 2018).

17 Supra note 13, at 17.
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America and the USA in the United Nations General Assembly is positively
correlated with the total amount of stocks in MDBs.!®

The other influence is from the countries that are in the dominant economic
position in the region. The economic level varies among the developing coun-
tries within a region. In regional and subregional MDBs, countries with high-
er economic levels potentially could hold more shares than other countries.
The projects and policies of MDBs concern the public interest of borrower
countries, especially underdeveloped countries, which need more international
economic aid. The countries at a lower level of development are influenced
by MDBs, so it is important for these countries to maintain their voice in the
process of decision-making to appropriately meet their development demand.
Maintaining democracy in the decision-making process for developing coun-
tries is a significant problem for MDBs.

VIII. The mathematical explanation of voting
power—The absolute Banzhaf Index

One of the power indices is the absolute Banzhat index. It was first proposed
by John Banzhat in 1965. The theory of John Banzhaf is that in weighted vot-
ing games, the voting power is not necessarily proportional to the number of
votes the voter can cast but rather to the effectiveness of the voter in a coali-
tion. When the votes of a voter have a decisive effect in a coalition constituted
by voters, the sum of the votes cannot meet the quota of the voting game.!”
For example, in a simple voting game with a quota of 6, voters A, B, C and D
can cast 4, 3, 2, and 1 votes, respectively. In this game, the number of combina-
tions is =16, and in these combinations, AB, AC, ABC, ABD, ACD, and BCD
are total swing combinations, that is, combinations that cannot reach the quota
without swing voters (the underlined items are swing voters). Thus, the abso-
lute Banzhat index divides power as follows: A = 5/12, B = 3/12, C = 3/12,
and D = 1/12.%° This simple example shows that the absolute Banzhaf index
of the voters is the proportion of the number of times that the voters become
the swing voters in the winning coalitions to the number of times all voters be-
come swing voters.

18 Yifan Guo, Influence of Donor Interests on Infrastructure Investments by Multilateral Development
Banks in Latin America, 3 COMPARATIVE EcONOMIC & SocCIAL SysTEMS, 183, 191-192 (2023).

19" John Banzhaf, Weighted Voting does not Work: Mathematical Analysis, 19 RUTGERS Law REVIEW,
Nov. 25, 1965, at 317.

20 PHirp D. STRAFFIN, GAME THEORY AND STRATEGY 185-187 (The Mathematical Associa-
tion of America ed., 1993).
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IX. The Voting Power of the Shareholders in
Subregional MDBs in Latin America Under a Special
Voting System—Taking the CAF as an Example

Rebecca Ray and Rohini Kamal calculate the voting power of different classi-
fications of shareholders taking the shareholders of Series “A’, Series “B” and
Series “C” as a whole to calculate the voting power of each classification. To ex-
plore the voting power of regional and nonregional countries, this article calcu-
lates the Banzhat index of every sharcholder of the CAF in a complex layered
voting system.?! It uses the enumeration method to calculate the number of all
the swing winning coalitions and the number of all the situations in which the
voters can be swing voters.

Taking the adoption of the decisions at regular sharcholder meetings as an
example, in the voting system of the CAL, the criteria for passing a decision are
60% of the votes of Series “A” and half plus one votes of Series “B” or Series
“C”. According to these conditions, there are three classifications of winning
coalitions containing swing voters from all the members: the first classification
is the combination of 60% of the votes from the shareholders of Series “A”,
half plus one votes of the shareholders of Series “B” and any number of votes
of the sharcholders of Series “C”. The second classification is the combination
of more than 60% of the votes of the shareholders of Series “A”, half plus one
votes from shareholders of Series “B” and any number of votes from the share-
holders of Series “C”. The third classification is the combination of at least
60% of the votes of the shareholders of Series “A”, at most half of the votes of
the shareholders of Series “B” and half plus one votes of the shareholders of
Series “C”.

Because all the member states that hold Series “A” stocks are also sharehold-
ers of Series “B” stocks, and in Series “B”, only commercial banks do not have
Series “A” stock, this article assumes that the voters of Serie “A” are set like this:
A= {a,, ay, a5 ...} (n=0 and a, round to integer)

Series “B” 1s set B= {5, by, b5...} (n=0 and n round to integer). The quota of
Series “A” is ¢, and the number of the least winning 4,., voters in the coalition
1s w (n*q+1>w=n%*q, w round to integer).

The coalition of Series “C” is the set {c,, ¢, Cs...C,, }, and the number of vot-
ers in the coalitions is k(k=0).

Supposing the subset of B, By= {by, by, bs...by}, if > *¥50%, the subset By,

can meet the criterion, and each voter can be a swing voter. Then, By,
matches all the voting coalitions of Series “C”, including 0 votes. According to
the combination formula, the number of coalitions of all the shareholders of
Series “C” 1s =2,

21 Rebecca Ray & Rohini Kama, Can South—South Cooperation Compete? The Development Bank of
Latin America and the Islamic Development Bank, 50 DEVELOPMENT & CHANGE, 191, 197-200 (2019).
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Suppose that the number of subsets Bjy1s W and that the number of swing
voters in the first classification 1s .S}, =W* 27w,

Tor the second classification, suppose that for the subset of B, B, = {4, b,,
bs...b,}, (w<s<n+1, s round to integer); if > *50% and b-b
< *50%, the element b concerns the swing voters. Suppose that 4 is sv,.

For the third classification, in the subset C; = {¢y, ¢y, ¢5...¢;}(0<j<m, j round
to integer), the voters of C could swing the voting result

if, and < *50%. Suppose the number of
c that satisfies the condition is . Additionally, when the
number of voters surpasses the quota, if < *50%, the decision
will be adopted. The number of subsets B, that meet the

condition of < *50% is -W. Suppose the number of subsets By is S, the number
of voters of C that could swing the voting result is J, and the number of swing
voters in the second classification is S, =7*( -W+S).

Therefore, the number of all swing voters is S; + S, = W* 2m¥yy+7*
(- W+S)= W#2m*p+7* [nlw!/(n-w)!-W+S/. Suppose that the num-
ber of members that could swing the result of the voting coalitions is v,
and the absolute Banzhaf index of the shareholders of Series “B” is f =

svy /(S) + JThe absolute Banzhaf in-

dex of the shareholders of Series “C” is § = sv,/(S,+Sy)=sv,/ { W* 2m *w+]J*
[n!w! (n-w)l-W+S]}.

Taking the situation of the subscribed capital of the CAF in 2021 as an ex-
ample, the capital distribution of countries is shown in Table 1.

Table 1. Shares of countries in 202122

Countries Series “A” | Series “B” | Series “C”
Bolivia 1 62360
Colombia 1 199613
Ecuador 1 65115
Peru 1 211432
Venezuela 1 93021
Brazil 1 94284
Panama 1 37793
Uruguay 1 39026
Argentina 1 119079
Paraguay 1 37313

22" Table 1 is made by the author. The data was taken from annual report of the CAF for
the years 2021 and 2022.
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Trinidad and Tobago 1 28037

Barbados 3522
Chile 5541
Costa Rica 11038
Dominican Republic 10556
Jamaica 182
Mexico 15367
Portugal 1920
Spain 51939
Sum of Shares 984570 100065
Quota of Regular Meeting 7 492285 50032.5

According to this figure, to reach the criterion of at least 60% of votes for
Series ‘A’, the number of voters should be more than 11*¥60%=6.6; thus, w=7.
Therefore, the number of coalitions that meet this criterion should be
=1117!*%(11-7)!=330.

The number of winning coalitions of Series “B” is 298,?% and the number of
failed coalitions of Series “B” is 330-298=32.

In coalitions of voters in Series “C”, when the sum of votes of the coalition
has reached half plus one votes of the shareholders of Series “C”, the voters
of Series “C” can only affect the result when the voters of Series “A’ reach the
criterion of 60% and the coalitions of Series “B” fail simultaneously; this situ-
ation belongs to the second classification of the winning coalition. When the
sum of all shares of stock in these winning coalitions minus the shares of stock
in one country is equal to or less than half of all shares of stock of Series “C”,
then this country is the swing voter, and this coalition is the swing coalition. In
this example, the number of swing voters is 127, so the number of swing voters
belonging to the second classification is 127%(330-298+38)=4064.

The calculation of the sum of the swing voters is shown in Table 2:

23 1In this article, the author uses the Python computer program to calculate the winning
coalitions, and designed a command composed of for logp and conditional 7f statements to iterate
all the combinations and judge whether the sum of the shares in the combination has reached
the quota.
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Table 2. Example of The Calculation of The Swing Voters2+

Swing type Swing ways Swing votes of | Swing votes of Se-
Series “A” & Se- | ries “C”

ries “B”

A: 60% votes 298 x 28 = 76288 | 298 X X 7 =
B: Half plus one votes 534016

C: Any votes

A: More than 60% of | 360 x 28 = 92160 | 747 X = 191232
votes

B: Half plus one votes
C: Any votes

A: Atleast 60% of 127 % (330 — 298 127 x (330 — 298
votes + 38) = 8890 + 38) = 8890

B: Less than half plus
one votes

C: Half plus one
votes

Sum of swing voters 734138

This article used the Python program and the command made by the au-
thor to analyze the specific voting structure of CAF to calculate the number of
swing voters. It will take the capital and the distribution of the voting power of
the voters in 2021 as an example to explain how the computer program calcu-
lates the number of winning coalitions and swing coalitions.

In the first classification, the decision-making process needs 70% of votes in
Series “A”, which means in 2021, the value of qis 7. The computer program
the quota in Series “B” and Series “C”, which should reach half plus one ac-
cording to the rule. The program uses the for loop statement and the conditional
statement ¢f to calculate the value of W, the number of the coalition of 60% of
Series ‘A’ and half plus one votes of Series ”B”. In this classification, when the
program randomly takes the 7 countries holding the shares of Series “A” and
“B”, and calculates their total votes, when the number of total votes reaches the
quota, the boolean of the conditional statement will be “true”, then the pro-
gram will calculate and output the number of the “true” coalitions.

In the second classification, the number of coalitions which will fail to pass
the decision without the swing voters is also calculated by the for loop and ¢f
statements in the similar code. After calculating the total coalitions in different
classifications and the number of winning coalitions and swing coalitions, the
power index can be calculated mathematically. The absolute Banzhaf index (f3)
of all sharecholders of 2021 is shown in Table 3.

2% Table 2 is made by the author. This table is an example to show the calculation process
of power index.
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Table 3. Absolute Banzhaf Index (B) of All Shareholders of 20212

2021 60% > 60% | The number of | Absolute Ban-
swing voters zhaf index
Series ‘A’ & Series “B”
Argentina 188 81 68864 0.093802528
Bolivia 186 44 58880 0.080202905
Brazil 188 65 64768 0.088223195
Colombia 209 176 98560 0.134252688
Ecuador 186 44 58880 0.080202905
Panama 183 22 52480 0.071485198
Paraguay 183 22 52480 0.071485198
Uruguay 183 22 52480 0.071485198
Peru 191 191 97792 0.133206563
Trinidad 183 0 46848 0.063813615
Venezuela 188 65 64768 0.088223195
Series “C”
Barbados 0 0 0 0
Chile 0 0 0 0
Costa Rica 0 0 0 0
Dominican Republic 0 0 0 0
Jamaica 0 0 0 0
Mexico 0 0 0 0
Portugal 0 0 0 0
Spain 127 7 8890 0.01210944

Using this method, the absolute Banzhaf index of shareholders from 2001

to 2021 was calculated and 1s shown 1n Table 4.

25 Table 3 was made by the author.
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Chart 1. Banzhat Index of CAF from 2001 to 2021
(Regular Shareholders’ Meetings)?’
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Chart 2 shows the absolute Banzhaf index of special shareholders” meetings,
in which decision adoption requires 80% of Series ‘A’ votes and half plus one
of Series “B” or “C” votes. In this chart, none of the shareholders of Series “C”
have any voting power. The absolute Banzhaf index of sharcholders shows a
decreasing trend. The absolute Banzhaf index of Ecuador and Venezuela de-
creased in 2009, in which Uruguay held Series “A” and Series “B” stock; then,
the absolute Banzhaf index of members declined when the countries hold-
ing stock of Series “A’ and Series “B” increased. In 2021, the voting power of
member states holding Series “A” and “B” was not obviously different.

27 Chart 1 is made by the author. The result of power index is from Table 1.
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Chart 2. Banzhat Index of CAF from 2001 to 2021
(Special Shareholders” Meeting)?®
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Chart 3 shows the trend of the number of shareholders of Series “A” stocks.
According to Chart 3, from 2001 to 2009, the shareholders of Series “A” stocks
were Bolivia, Colombia, Ecuador, Peru and Venezuela. From 2010 to 2015, Ar-
gentina, Brazil, Panama, Paraguay, and Uruguay held Series ‘A’ stocks, and af-
ter 2016, Trinidad and Tobago joined the group of shareholders of Series “A”.

Chart 3. Shareholders of Stock Series A29
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% Chart 2 is made by the author. The power index is calculated by the author using the data
of shares from annual reports of the CAF from 2020 to 2021.

29 Chart 3 is made by the author. The data is from the CAF annual reports from 2001 to
2021.
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Although nearly all the member states have increased their shares of stock,
the trends in the voting power of different members are mixed. As the number
of shareholders of Series “A’ increased, the voting power of the member states
that initially held Series “A” stocks declined when the new countries joined the
group, while the voting power of new members that gained Series “A” stocks
increased when they first obtained them, to then decrease when more member
states obtained Series “A” stocks in the series.

X. The protection of the democratic principle in subregional
MDBs in Latin America-Comparison between IDB and CAF

Rebecca Ray and Rohini Kamal mentioned that in practice, the arrangement
of the CAF voting system gives nearly equal decision-making power to Series
A shareholders, regardless of their widely varying levels of Series B stock, and
gives almost no power to Series “C” shareholders.>’ An economic gap exists not
only between developed donor countries and developing member countries but
also between developing countries at higher or lower levels of development in
the region. To analyze whether the distribution of the voting power of subre-
gional MDBs in Latin America can protect the democracy and equality of the
MDBs, the influence of both nonregional developed countries and regional
countries with dominant economic status needs to be explored.

Latin America and the Caribbean form the region with the largest external
debt relative to GDP, and many countries in the region are affected by MDB
programs and funds.?! The regional and subregional MDBs in Latin America
and the Caribbean are important supplements to the large MDBs in providing
floating capital to the countries in this region, so the democratic governance
of these banks, especially the all-affected-interest principle is a very important
guarantee for the countries in this region.

In Latin America, the level of economic development varies among coun-
tries, and the structural gaps in poverty, inequality and productivity widened
after the COVID-19 pandemic. Brazil, one of the BRICS countries, is an im-
portant emerging economy in the world. Additionally, Brazil, Mexico and Ar-
gentina are members of the G20. According to H. Wurf, the G20 has played
an important role in promoting and directing investments focused on infrastruc-
ture in terms of quality and quantity.?? Generally, the member states of the
G20 have strong voting power in all MDBs, and while few G20 countries are
members of the regional and subregional MDBs, they still have greater power

30 Ray & Kama, supra note 20.

81 ECLAC, The Recovery Paradox in Latin America and the Caribbean Growth Amid Persisting Structural
Problems: Inequality, Poverty and Low Investment and Productivity, (Feb.17, 2024) https:/ /repositorio.ce-
pal.org/server/api/core/bitstreams/fe4f8baa-26bb-416f-9adb-dbb1d4e00d67/content.

32 Wurf H., Promoting Infrastructure Investment: The G20 and the Multilateral Development Banks,12
INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL, 230, 235-236 (2017).
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at the country level.*3 Although the economic development level of countries
has no absolute connection to the shares they hold, countries with a higher lev-
el of economic development potentially invest more capital and obtain more
shares. In contrast to these countries, some member countries in Central and
South America have a lower level of economic development, and others, such
as Venezuela, even face sanctions and a weak economic situation. The less-de-
veloped countries need more assistance from subregional MDBs and are more
easily affected by MDB policies and programs, but their voting power may be
undermined by the countries that have the ability to hold more shares, which
violates the all-affected-interest principle and is not in conformity with the dem-
ocratic spirit.

The statistics of the voting power index in the CAF indicate that the demo-
cratic principle is protected under the voting system of subregional MDBs in
Latin America and the Caribbean, such as the CAF and CEBEI. That is, the
negotiation and voting power of developing countries within the specific region
1s protected, and a balance of voting power is reached because the shareholder
countries have different economic levels. This voting system limits the influence
of donor countries and commercial banks by allowing them to maintain less
voting power in the hierarchy of shares. The shareholders of Series “C” in the
CAF and the shareholders of Series “B” in the CEBEI have less voting power
as a result of the design of the voting system. In contrast, the shareholders of
Series “A’, including some less-developed countries, have stronger voting power
relative to the capital they invest. This distribution of voting power protects the
voting power of borrower countries. As the subregional MDBs are composed
of developing countries, this kind of complex voting system protects the democ-
racy of the core members made up of shareholders of Series “A’** and shields
democracy in the MDBs from the control of donor countries.

Additionally, the unique voting system of subregional MDBs, such as the
CAF, can maintain a balance between G20 countries and other developing
countries in Latin America. Since an economic gap exists between G20 coun-
tries and other countries, one concern about democracy in the MDBs is that de-
veloping countries with worse economic situations are less likely to gain enough
influence and negotiation power.>> However, as Chart 4 shows, under the voting
system of the CAL, developed countries outside Latin America and the Carib-
bean and the G20 countries in Latin America do not have decisive superiority
in terms of voting power compared with other countries in Latin America and
the Caribbean, which have much lower GDPs. Moreover, because the voting
power is diluted by the newly entered shareholders of Series “A”, the gap in vot-
ing power tends to shrink.

33 Supra note 13, at 99.

3 Ray & Kama, supra note 20.

35 Nelson et al., supra note 1 at 20.
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This is because the power structure of the CAI" is not similar to that of
IADB, as shareholders who have more shares do not have a large advantage in
forming winning coalitions required by regulations.?® The voting power tends
to be distributed increasingly equally among the core member states, and the
voting system balances the voting power between G20 countries and other
countries in Latin America, which reflects the all-affected-interest principle.
Thus, the hierarchy of the shares and unique voting system in the subregional
MDBs in Latin America, which protects the voting power of developing coun-
tries with lower GDPs, is significant for protecting the interests of these coun-
tries and maintaining the principle of democracy.

XI. Another example- The Inter American
Development Bank (IDB)

The IDB and the CAF are the two biggest MDBs in Latin America. IDB is the
main source of financing of infrastructure in Latin America, and has 26 bor-
rowing member states. Most of the loans has been provided to the borrowing
member states. For example, in 2023, the sovereign guaranteed projects focused
on countries like Argentina, Brazil, etc. The structure of voting power in IDB
1s to grant every votes equal weight of power, while the USA and Canada hold
fixed share which accounts 34.5% of total votes. So the power index of mem-
ber states could be calculated in the traditional way, that is, count the propor-
tion of the swing voters in all winning coalitions.

This article use the calculator of power index provided by Generating Func-
tions Program ipgenf (https://homepages.warwick.ac.uk/~ecaae/ipgent.ht-
ml). Because the shares of capital stock of IDB has been stable from 2001 to
2021 in the gross®’, this article will only calculate the Banzhaf Index of coun-
tries in IDB in 2021.

36 For example, in 2021, Peru held most of the shares of Series “B”, and the shareholding

ratio of Peru is 21.47%, and the power index of Peru is 7.20%, while in IADB, the largest share-
holder hold the votes in the percentage of 34.5% that is fixed by the establishing agreement. Ad-
ditionally, the Establishing Agreement of the CAF did not maintain the number of shares in a
standard.

37 According to the annual report of IDB in 1999, the share of stock of total regional de-
veloping members was 50.057%, the USA was 30.031%, and Canada was 4.004%. In 2023, the
share of stock of total regional developing members was 50.015%, the USA was 30.006%, and
Canada was 4.001%.
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Variance is the measure of the variability. The larger the value of variance
is, the higher the degree of dispersion of data is. The power index in CAF is
0.003294222, while the variance of the power index in IDB is 0.006040731,
which means the gap of the power index of IDB is larger than in CAF, and the
degree of equality of IDB is lower than CAF. From the chart, it can be seen
that the voting power of the USA is larger than that of other countries, which
means it has a larger influence on the decision-making progress of IDB.

From the annual report from CAF and IDB, it could be known that the fo-
cus of both MDBs is different, which will have different influences on member
countries. For example, in the annual report of 1DB, the cross-cutting issues
that IDB has positively acted on by approving operations are climate change
and environmental sustainability, gender and diversity; institutional capacity,
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and the rule of law. IDB has invested $300 million in the sovereign guaranteed
projects of the program to strengthen equality and equity policies for women
and diverse populations in Colombia, which accounts for a much larger pro-
portion of the investment to programs like Energy Efficiency ($34.5 million) or
the Bogota Subway Line ($50 million). In CAF, the significance of Bogota Sub-
way Line and the Gender, Inclusion, and Diversity Sector Program is relatively
equal ($250 million and $255 million). This difference presents a different per-
spective of the program.

Another example is Ecuador. The loans from IDB concentrated on the en-
ergy transition ($500 million) and programs in water and sanitation ($125 mil-
lion). They also support the innovation ecosystem and the reduction of the
digital divide in education. In the energy sector, CAF concentrated on expand-
ing the network of electricity distribution for aquaculture, and in the education
sector, on infrastructure, connectivity, high school reforms and professional-
1ization of teachers; also, it invested $125 million totally in water and sanity
program.

Divergence exists between CAF and IDB in the prospect of development
and the decision of the investment programs in Latin America. The different
decisions derive from the different decision-making systems. In IDB, the voting
power rests with the USA and Canada. Thus the decisions of IDB is affected by
the attitude of these two advantaged voters, which does not conform with the
all -affected-interest principle, and may cause the risk that the decision is inap-
propriate to the demand of Latin America.

XII. Conclusion

The subregional MDBs in Latin America distribute voting power in a unique
way. The shares are divided into different classifications, and stocks are assigned
different weights through the regulation of the voting process. This article uses
the absolute Banzhaf index to measure the voting power of the members states,
and compares the voting power of countries investing in the CAF. Through the
calculation and comparison of the absolute Banzhaf index of different coun-
tries investing capital in the CAE this article shows that the original founding
member states and some states in Latin America are granted shares of Series
‘A’ and have more voting power, while the donor countries outside the core
member countries are granted the shares of Series “C” and have much less
voting power.

According to this voting system, developed countries outside the member
states have less control of the MDB and are less likely to influence the less-de-
veloped countries in Latin America through financial investment. Additionally,
the distribution of voting power among sharcholders of Series “A” is relatively
equal, and in comparison with less-developed countries, the larger economies
in Latin America and the Caribbean have no absolute superiority. The gap in
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voting power shrank as countries joined the group of Series “A “ shareholders.
The low-income countries of Latin America, which have less influence and less
negotiation power in international society, can maintain their voting power in
these subregional MDBs and are more likely to benefit from decisions made by
member states that are appropriate for the developing member states, especially
countries with lower levels of development.

This voting power structure is adapted to the economic situation of Latin
America and the Caribbean and supplements the funding gap for less-devel-
oped countries, allowing them to obtain more decision-making power. In other
MDBs investing countries in Latin America without this kind of system such as
IDB, the decision-making power rest in developed countries which have diver-
gent prospect in the development of Latin America. This may cause the risk of
mismatch of loans. Thus, a voting system such as the one the CAF has, helps
developing countries in Latin America and the Caribbean to maintain inde-
pendence from the developed donor countries. The voting power of countries
with different levels of development within the region remains relatively equal,
which benefits the democratic principle of the subregional MDBs.
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