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Global Crisis is Good News
for IFls in Latin America

By Vince McElhinny, Bank Information Center

The World Bank and Inter-American Development (IDB) have announced dramatic increases in
lending to Latin America in the wake of the global credit squeeze triggered by the U.S. financial
collapse. Crowded to the margin in recent years by demands for financial independence backed
by high commodity prices and steadily growing reserves, the World Bank, IDB and International
Monetary Fund (IMF) are happily back in business. The majority of South American economies
had lowered their exposure to IMF influence, with new Stand-By agreements falling to only two
in 2007 (Peru and Honduras, both of which expire in early 2009). In 2005, 80% of IMF's $8I
billion loan portfolio was to Latin America. By early 2008, Latin America represented only 1% of
the IMF portfolio with nearly all its $17 billion in outstanding loans to Turkey and Pakistan. Prior
to the crisis, the total outstanding debt to the IMF in Latin America had fallen dramatically to
about $700 million." Their fortunes tethered, the lending portfolios of the international financial
institutions (IFls) had also declined prior to 2007.

Given the outspoken criticism of the IMF, World Bank and IDB in recent years, it is impressive
to witness the IFl ability to redeem their credibility in Latin America as they fide-couple0 their
own shoddy institutional reputations for poor regulation and oversight from the toxic WVall
Street meltdown. The U.S. financial crisis has exposed the profound negligence in accountability
of many of the same financial actors (Northern intermediary banks, insurance companies, credit
ratings agencies) on whom the international project finance system depends. As taxpayers begin
to question the credibility of the gatekeepers of the U.S. financial system that blatantly
accumulated private fortunes but now require public funds to socialize the costs, can the IFls
remain immune from their role in enabling the crisis by failing to act earlier?

The IFls proudly proclaim sharp lending increases in 2008 and 2009, including a return to
Emergency Lending, Contingent Credit, with the same lack of transparency or accountability that
depicted the last meltdown that began in 1998. Current parallels to what we have learned about
the U.S. Troubled Asset Relief Program (TARP) since October include a recognizable eagerness
for mega-loans that appear overnight and are issued with virtually no documentation or external
accountability mechanisms, only to fail dramatically in their intended purposes.

AMPLIFYING LOCAL VOICES TO DEMOCRATIZE DEVELOPMENT
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Sixteen of the banks that have received the largest handouts from the U.S. Treasury
Department& $700 billion TARP were asked how they have used that money, and how much
was spent on bonuses this year. Most refused to answer."

The U.S. Congress can@ get the answers either. Its oversight panel declared in a first report this
month that the Treasury is doling out billions fiwithout seeking to monitor the use of funds
provided to specific financial institutions.0" The Bush Administration Treasury has refused to
press the Banks for greater disclosure, instead trying to peddle the positive effects of the TARP
on the US. economy. The Government Accountability Office (G.A.O.) learned that fithe
standard agreement between Treasury and the participating institutions does not require that
these institutions track or report how they plan to use, or do use, their capital investments.0 ™
Executives at all but two of the bailed-out banks told the G.A.O. that the fimoney is fungible,0 so
they fdid not intend to track or report0 specifically what happens to the taxpayersOcash.’

With the prospect of a new replenishment from donor governments in the coming years to bail
out the IFls for their own latest rash of questionable credit, the similarities between 1998 and
2008 raise the question I what have the IFls learned?

Good Times Return to the IFls - offer $60 billion external stimulus package
to Latin America

In September 2008, President Lula da Silva expressed the irrational aspirations of many when he
referred to the unfolding financial crisis in the U.S. as fBush& problem0 and claimed the crisis
would have only a ripple effect in Brazil. Motivated in part by the nearly 7% third quarter
growth, the Brazilian President echoed the views of other Latin American leaders and market
analysts that continued to use the phrase fide-coupledO to describe how the region& perceived
risk diversification had inoculated them from the U.S. financial morass. Indeed, many espoused
the theory that the rest of the world would "decouple" from the United States. Europe, Asia and
Latin America would somehow continue to expand and their consumption would soften the U.S.
recession. A new economic equilibrium would emerge, with smaller U.S. trade deficits and lower
surpluses elsewhere.

In Brazil, this hubris was rocked by the near collapse of one of countryG largest private banks
(Unibanco), which was subsequently forced to merge with the country& second largest bank
(ITAU) to survive. As ChinaG growth rate veers downward to near 5% for 2009 and freight
vessels return empty to Latin American ports, investors flee Brazil and credit is suddenly scarce.
Mapping trends throughout the region, Brazilian stocks are down over 60%, hedge funds are
hemorrhaging in key emerging markets, trade is likely to decline by 10-20% (first time since
1982), and investment has dried up. Global economic growth in 2009 will be the lowest since at
least 1980. Decoupling was an illusion as the crisis is global.

Until recently, the relevance of the IFls in Latin America was hotly debated. An observed decline
in IMF, World Bank and IDB lending to the region, relative to newer competitors such as the
CAF, BNDES and a Brazilian sovereign wealth fund and a much heralded Bank of the South
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