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Bank of the South

by Vince McElhinny
In this brief:

Eight countries are planning to inaugurate the Baifnthe South in

December 2007. Joining ALBA countries (VenezuellyiB), Ecuador

Argentina, Brazil, Paraguay and Uruguay, Colonggialdd two weeks ago

- No monetary function that it too would join the initiative. Peru and Qbihave so far remained
silent.

Bank of the South and the New
Financial Architecture

- No conditionality

Technical staff from each country have been inteziginegotiating the
founding statutes for the Bank of South since Apihile some stated
benchmarks for reaching key agreements have bessatj the continued

- Lending Priorities

Membership structure and

capital commitments progress to build unity behind the ambitious angracedented initiative
have underscored the significance and complexitawfching the Bank of
Reactions to the Bank of the South the South.
Accountability A signing ceremony in Caracas is not expected tovisle too much more

detail. Venezuela has suggested that the firstdedt be extended in early
2008. The headquarters will be located in Caraedth office space
donated by Venezuelan workers in the form of thewanth floor of an
existing state owned office building. Regionatesfiwill reportedly be
located in La Paz, Bolivia and Buenos Aires, Aigant

What little information has leaked out about the moagreements and
philosophy of the Bank of the South has raised asymew questions as
they’ve answered. For months, negotiating progrs®8ank of the South
has been slowed somewhat by several central isddespite public
statements to the contrary, agreements regardingitzd requirements,
member voting structure and institutional functiohimge on the
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reconciliation of different perspectives for theidaheld by Brazil and
Venezuela.

BANK OF THE SOUTH AND THE NEW FINANCIAL ARCHITECTURE

Bank of the South represents the cornerstone to ama wholesale
renovation of the regional financial architectuosd) dependent on
Northern banks. A regional monetary fund, a comnregional currency, a
regional network of state development banks, regibstock and
commodities exchanges, a regional Parliament (bims€dchabamba) and
a regional Social Fund are only some of the neuitirtions imagined by
the current crop of South American Presidents. Whet these institutions
emerge under the auspices of the Union of South Ainsn Nations
(UNASUR), Bolivarian Alternative for the Americad 8A), Community
of Andean Nations (CAN) or the Southern Common Matk(Mercosur) is
unclear.

New energy cartels are also under discussion, amgbime cases forming.
Venezuela has pushed for the formation of Petrognd OPEGASUR was
announced by Venezuela and Bolivia, in Augustisfygar but faces a
number of significant hurdles. The announcement been resisted by
South America’s gas importers (such as Brazil aniteCunder the
justification that such a measure would “segrega&s-producing and gas-
consuming countries. Chile, Peru and Brazil haivenslounced major
investments in off-shore Liquid Natural Gas fde#itto lessen their
dependence on pipeline delivered Natural Gas frdmait neighbors
despite the considerably higher cost of ship-trasréed LNG. Contrary to
the goals of IIRSA- and ALBA- oriented energy iradgn schemes, the
trajectory of national energy policy in South Anteiis toward greater
fragmentation.

No Monetary Function

The idea of the Bank of the South emerged as an idehe first
presidential campaign of Hugo Chavez in 1998-1889he idea has gained
force, Bank of the South has been associated witleahanism for pooling
South America’s reserves in order to provide balart payments support
in crisis situations, such as the East Asian meltdat the time. More
importantly, this new monetary fund would diminigte onerous
impositions of the IMF in setting harsh conditidtyain return for

providing a green light for accessing internatiamatit. To be sure, the
Bank of the South comes into being at a time whesshSouth American
economies have lowered their exposure to IMF inflae, with new Stand-
By agreements falling to only two in 2007 (Peru &adaguay). In 2005,
80% of IMF's $81 billion loan portfolio was to Inafimerica. Today, it's 1%
with nearly all its $17 billion in outstanding Ieato Turkey and Pakistan.
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Mark Weisbrot, Co-Director CEPR, Rodrigo
Cabezas, Venezuelan Finance Minister, and
Gustavo Guzman, Bolivian Ambassador to the
U.S. in a Oct. 23 Briefing in Washington, D.C.
http.//www.cepr.net/content/view/1334/

The total outstanding debt to the IMF in Latin Ane has fallen
dramatically to about $700 million.

This distancing from the IMF been achieved in parthe back of high
commodity prices and voracious demand from Chind hrdia, which has
swelled budget surpluses and lifted the creditngsi of Latin American
economies. However, this relative prosperity magoahave diminished the
urgency to create an alternative monetary fund &ptace the IMF.

Brazil has opposed the Bank of the South becontiigdlternative lender
of last resort. Cabezas indicated in his commentgfiashington that the
new Bank will not initially offer Balance of Paytsdoans to its members.
Despite an initial Venezuelan proposal favoringgetidupport, no
consensus was possible. The Venezuelan ministeniged that a Latin
American Monetary Fund is not far behind Bank & outh and is
envisioned to play this role, although a mediunmtdsudget support
function for Bank of the South was not rule out.

Some lessons might be drawn from a similar attelmpisian nations to
pool their reserves as an alternative monetary diabtion instrument to
the disastrous IMF advice. The Chiang Mai inigatgtablished in a 2000
meeting of 10 Asian Finance Ministers created aaeagent whereby pairs
of nations would lend each other money at favoratglems if help were
needed to support an exchange rate during a csisapital flight. The
ceiling on country-to-country currency swaps for fiember countries
was set at $200 billion, double the $100 billiorattSouth Korea, Thailand
and Indonesia had to borrow from the IMF in 199&turn for
implementing harsh reforms. However, even with thédf-help
arrangement now set at $80 billion, the Chiang Miative could not free
itself of IMF supervision. If a country needs tadoev more than 20% of
the available swaps, it still has to submit to Iitdelines on how to run
its economy. This conditionality was intended taelelax economic
policies. Initially the currency swap thresholdtthéggered IMF
intervention was only 10%.

Asian countries have built up massive reservessine 1998 crisis,
totaling close to $US 3 trillion. South Korea novasithe world’s fifth
largest reserves at $244 billion, up from almosthing in 1997. China has
amassed $1.2 trillion and Japan has doubled ierves since 2000 to $888
billion. Yet despite this surplus, which has alldviedonesia and South
Korea to pay off the debts claimed of them by ti\éH, the ASEAN

! Mark Weisbrot, “Ten Years After: The Lasting Impatthe Asian Financial Crisis,” August.,
2007, CEPRuttp.//wvww.cepr.net

? Briefing by Venezuela Minister of Finance, Rod@igbezas, Oct. 23, in Washington D.C.
hosted by the Center for Economic Policy ResealC&BPR. See
http.//www.cepr.net/content/view/1334/
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Guido Mantega, Brazilian
Finance Minister

countries do not feel they have the economic sultagice capacity that the
Fund has provided. Steps toward the creation obfafal Asian Monetary
Fund and a single currency have met with greatepskism. Although
historically opposed by the U.S., the move to efidha formal alternative
to IMF oversight is also hampered by Japan andaZhbattle to establish
hegemony over the region. Despite the damage calbsefiled Fund
oversight and post-crisis advice in 1997-1998,lihle between the IMF and
the Chiang Mai Initiative remains firmly in place.

In addition, the IMF is insinuating itself into ddministration of sovereign
funds, or the stockpiles of foreign reserves — pautarly in the Middle East
and Asia. The IMF has recently promoted a codearfduict that opens the
door to Fund supervision of the investment pracgaaf sovereign funds.
Both the Argentine and Brazilian Directors at therfél underscored the
irony of absent IMF surveillance or advice regagdhre sub-prime
mortgage market crisis that is unfolding in the Lh8d Europe. Brazilian
Finance MinisteiGGidinl Mifstegaoted, “Countries that were refereisce
of good governance, or standards and codes forfthancial systems,
these are the very countries that are facing sesiquoblems of financial
fragility putting at risk the prosperity of the wiat economy.” Argentine
Minister of Economy and Production added, “The Fhad been so
forthcoming in recommended austerity and flexilitibat it is
embarrassing to see it cannot live up to its owarstiards.” Yet both
Ministers call for a “fine-tuning” of the IMF suil@nce function and a
strengthening of its lending function to more quickoll out a new

liquidity instrument, both of which point to a deeped role for the Fund
in addressing future macro-economic volatility ratthan a smaller ong.

No Conditionality

ALBA members of Bank of the South have been thetmosal in their
insistence that Bank of the South be distinguistienh the IMF, World
Bank and IDB by not conditioning its loans or ottierms of cooperation
on neoliberal policy reforms. What this claim ofeanditional lending
actually means is less clear. Minister Cabezasi ity cites the
“humiliating penalties” associated with IMF clalsdE| lending during the
1980s and 1990s that totaled $86 million and ov&rZbillion in debt
payments in the “decapitalization” of Venezuelardgenerally, many

® Seyoon Kim and Shamin Adam, “Asian Ministers Atpeartly Pool Foreign Reserves,”
May 5, Bloomberg;

See also Injoo Sohn, East Asia’s Counterweightegtya Asian Financial Cooperation and
Evolving International Monetary Orderwww.g24. org/sohn0906.pdf

4 Ralph Atkins and Mark Schieritz, “IMF joins fralsovereign funds scrutiny®inancial

Times Jun 26, 2007.

° Statements by Guido Mantega, Minister of FinaBeazil and Miguel Gustavo Peirano, Minis-
ter of Economy and Production, Argentina, Oct. 2007 at the Sixteenth Meeting of the
International Monetary and Financial Committee, Wagton D.C.
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Bank of the South prospective member country Firmand Economy Ministers from
Argentina, Brazil, Bolivia, Ecuador and Venezuetzeating
www.infobae.comy/adjuntos/imagenes/98/0169845B./pg

public and private lenders have historically refered their own credit
decisions on the IMF’s blessing, usually in thefof a stand-by agreement
in compliance or a clean Article 1V report. Conditiality associated with
IMF programs often involved slashed public spengieged up interest
rates, the privatization of state owned businesard rapid liberalization of
capital and commercial markets.

This kind of adjustment lending has declined carsibly in Latin America,
and IFIs have had to retool their financial instents to stay in tune with a
greater diversity of funding sources. The World Rdras recently reduced
interest rates for middle income countries and théF, World Bank, and
Inter-American Development Bank (IDB) have candedieveral billion
dollars in claims made on the most indebted borrowéBolivia,
Nicaragua, Honduras, Guyana, and Haiti). Policglitions in the surviving
adjustment programs have also been relaxed somewhat

The Andean Development Bank (CAF) and the Braziational
Development Bank (BNDES), two of the fastest gragywilompetitors to

the Washington-based IFIs, have virtually no paanyditions attached to
their loans. The CAF proudly boasts that it imposesadditional demands
on the borrower and places its trust in the safegigand procurement
rules of the borrowing country’s own national lanome have complained
that the CAF is not as responsive to borrower neeas it should be.
However, this relative absence of red tape is oeason why the CAF has
a much shorter project cycle (design to disbursememd demand for its
loans that have nearly doubled over the past 3 gear
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The World Bank and IDB are also both leaning towardat they similarly
refer to as a “country systems” approach. Countgstems, according to
the World Bank, refers to using a country’s own @mnmental and social
safeguard systems (that is, its national, sub-natjor sectoral
implementing institutions and applicable laws, l&tns, rules and
procedures), in cases where they are determinedneet the Bank’s
standards, in Bank-supported operations. This apphowill facilitate a
move away from the traditional model in which safegl and fiduciary
policies are applied to only Bank-financed actisitoward supporting the
development and application of effective polica@sall government
expenditures. Key to the approach will be an inged emphasis by the
Bank on capacity-building and human resource dewvedmt, which can
have a major multiplier effect by leading to braagrovements in the
quality of government systerfis.

The perhaps evident concern with a country systeapgroach is that
national laws or regulations are weak, poorly emfd and set inconsistent
standards across countries. How the IFIs determieguivalency” with
current Bank policies is of particular concern. Whihere may be some
benefits from a move toward a country systems apgro, NGOs have
pointed out that the costs appear to be far higheFor the highest risk
investments, a country systems approach greatlyaanbs a common
escape clause employed by the IFIs by allowing thgutace blame with
governments.

While Brazil has insisted that Bank of the South mat bailout unwise
borrowers, it is not entirely clear whether any cditions will be placed on
the Bank’s loans. The premise of “No Conditiondli&yso suggest that
Bank of the South has or will determine the capgaoit its members to
borrow and will not place any restrictions on repagnt beyond the
established terms of the loan. However, the cosusture of Bank of
South loans is an area that deserves greater densWith a projected
$7 billion in initial operating capital and no meenbwith investment grade
credit rating, the Bank of the South will not belalto inexpensively or
independently access international credit marKekbis will drive up the
real cost of loans, which Bank of the South mayad®to subsidize. Well
short of policy reforms, a variety of other lowermrder conditions involving
the scaled cost of loans, the maximum a particalauntry can borrow,

® See World Bank note on this practice.
http.//web.worldbank.org/WBSITE/EXTERNAL/PROJE G ES/entMDK:20266649~menuP
K:538163~pagePK:4136 7~piPK.51533~theSitePK: 409410

" Bruce Jenkins, “Comments on the World Bank’s Cayrystems Approach,” January 27,
2005, Bank Information Centefiftp.//www.bicusa.org/en/Article.1875.aspx

® By some accounts, Brazil is on track to achieveéstment grade” status no earlier than
2009.
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procurement rules, accounting and reporting requirents, etc. have not
been clarified.

Perhaps more importantly than any replacement & émergency funding
facility provided by the IMF, is for Latin Ameritoecreate some
competitive option for the signaling function taé@nnational markets that
the IMF continues to perform. While formal Stand-d#greements are now
the exception in the region, some argue that bond/brs and debt holders
still look to the IMF to judge the reliability ofltin America’s economic
health. Whether it's the Paris Club debt renegotiats of Argentina’s
defaulted debt, or Venezuela’'s Bonosur bond issties|MF continues to
influence some of the most prominent financial pFeses. At the same
time, Bolivia’s Finance Ministry touts the govermt'®ebonafide economic
performance by dressing these achievements indi praise found in
the most recent IMF Article IV reportsls this genuflection to an
institution that has so poorly served the countmyrfthe past two decades
really necessary? Regional leaders should finc$ipisct of IMF power as
distasteful as previous adjustment reforms. Howeueithe absence of any
alternative regional authority with a similar cajppto qualify the
economic risk of investments in Latin America, thM will continue to
exercise and seek to expand this influence.

Similarly, the World Bank and to a somewhat lesdegree, the IDB,
saturate the market of economic ideas with theiefssible advice” via a
continuous barrage of analytical work, subsidizeltb$arship networks and
a small army of consultants (12,500 employed atwheld Bank alone
which makes it the second largest employer in Wagton D.C. after the
U.S. federal government)With vastly greater research capacities than
most governments or universities in Latin Ameritargely because most
research data, despite being financed with IFI delohain a private
possession of the institutions and not the publiod they surely should
be), the IFIs continue to skew the agenda for déipeconomic and social
policy in the region.

For the Bank of the South to truly uproot the edié of IFI hegemony, a
priority might be the creation of an alternative wa@e of economic advice
and risk assessment that roots out the IFI influefrom these last dark
corners of development finance gatekeeping.

Lending Punitigss

In a speech in Washington on Oct. 23, Venezuelaarkie Minister,
Rodrigo Cabezas indicated that Bank of the Southbei guided by three
broad lending priorities:

° Press release, Treasury Ministry of Bolivia, Aug087.www.hacienda.gov.bo
* Andrew Ward, “Zoellick Urged to Reform the World 8nk,” Financial Time©ct. 26, 2007
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1. Regional Integration

2. Reducing the asymmetries between and within Béuherican
countries

3. Provide financing for development

Regional integration is intended to be differenaththe export-obsessed,
foreign investment friendly orientation of IRSAJARTAA. The alternative
suggested by proponents of Bank of the South is tha¢ puts national and
regional production and South-South investment asgher priority that
the rapid liberalization and insertion of South Atican economies into
the global market. Beyond the recognizable slogamsever, there is little
detail.

When asked to provide some examples of possiblejgets worthy of
financing from Bank of the South, Venezuelan MiniSabezas highlighted
infrastructure — both productive (transport, energgnd social (sanitation
and education). He cited the proposed oil pipellmetween Venezuela and
the Andean countries as possible candidate. Cabadded that large
integration projects could possibly involve joimtancing from Bank of the
South and member state banks such as BNDES inlBraxBANDES in
Venezuela.

In a recent statement, Bolivian Finance Minstefs lArce added," we
require funding to strengthevacimientos Petroliferos Fiscales Bolivianos
(YPFB), Bolivia's state-owned hydrocarbons compaiming companies
and other strategic initiatives that cannot findno@ssional financing in the
international market.” In a recent conference in Washington,
Hydrocarbons Minister Carlos Villegas stated thatida plans to double
the country’s current hydrocarbon distribution cagty (pipelines) and
double the production capacity from 40 million caloheters per day to 80
million within the next five year.In addition to the new investment upon
which Bolivia has conditioned revised oil and gagmacts, Bank of the
South may be asked to finance new pipelines.

Clearly, Bank of the South would favor lending tate owned companies
in partnership with South American state banks. Emephasis on reviving
the public sector is consistent with the critiquéd peoliberal IFIS’ emphasis
on private sector lending.

However, even in the social sectors, there are egg@tions the Bank of
the South will compensate for the lack of respomsigss by the northern
IFls. Bolivian Finance Minister Luis Arce repottteat his government has

' Bolivia Treasury Ministry, Press Relea®#,Banco del Sur se fundara la proxima semana
con el respaldo de siete Presidenteédct. 23, 2007
http.//www.hacienda.gov.bo/prensa/prensa.php ?opt@&file=2007-10-23_702.html

2 Hydrocarbons Minister, Carlos Villegas, commertta briefing sponsored by the Center
for Economic and Policy Research, Oct. 17, 200&sWngton D.C.ywww.cepr.net

8
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had difficulties with the IDB in processing emergeloans to address
flooding in February and the problems were morenhast bureaucratic.
“We are pleased with this achievement that markisistoric moment in
international finance. We look on with hope at tii@rmation of a bank
that fits within the framework and philosophy oftltaAmerican countries,
and will satisfy the demand for lending in the oegiand especially for
Bolivia that after receiving debt cancellation fasd the doors closed
regarding additional concessional finari¢e.”

Many questions remain that are pertinent to how tBank of the South’s
first loans will be distinct from the CAF, BNDES,even the more
common investment loans of the IDB and World Bank:

What is the range and cost structure of lendingtinsnents of-
fered by the Bank?

Will Bank of the South lend to non-sovereign emgj such as
sub-national governments, or private sector ensfle

What model of integration (IIRSA?) will guide Baikhe South
projects?

How will a Bank of the South financed IIRSA highbeifferent
from a CAF or IDB financed IIRSA highway?

How will civil society participate in the decisionaking process of
project selection, design, implementation and eatidun that dis-
tinguishes Bank of the South from other IFIs?

How would Bank of the South projects go beyond sdénvest-
ment and cash transfers to attack the social andneenic asym-
metries within and between South American countfies

How would the promotion of integration projects, piacularly in
the energy sector, surmount IIRSA’s failure to diisin the grow-
ing asymmetries and tensions between member states?
How will Bank of the South uphold the highest, dft figher, so-
cial and environmental standards in terms of sedegjpolicies
that have been established at some IFIs?

MemberslippSHtuctivecancdCapitah COommmitmeanss

A target of $7 billion in starting capital has beeiterated frequently in
the run up to the Bank of the South inauguratiorowkver, a persistent
bottleneck in the negotiations on Bank statutes bagn over the criteria
for capital quotas and the relationship betweengbeajuotas and voting
rights. An early proposal for capital contributiomss for each member to
put in 10% of its respective international reserves

At the same time, Bank of the South proponents deched that another
significant distinction with Northern dominated $Hde equal voting power

* Bolivia Treasury Ministry, Press Release, “El 8aet Sur se fundara la préxima semana
con el respaldo de siete Presidentes,” Oct. 23, 200
http.//www.hacienda.gov.bo/prensa/prensa.php ?opea@&file=2007-10-23_702.htm/

9
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among members. Each member country would have ate @n the
Board. Current voting structure in the IMF, WorldaBk and IDB, where
votes are awarded in proportion to states’ finarl@antributions, and
strongly favor the U.S. and European non-borrowimgmbers. The U.S.
controls 30% of IDB Board vote share and about 10f9%Vorld Bank and
IMF vote shares. By comparison, the eight countiieming the Bank of
the South control less than 4% of IMF Board votess than 6% at the
World Bank and 33% at the IDB. Critics point to d&cto Northern
control over the IFls, as illustrated in the recesglection processes that
yielded Robert Zoellick of the U.S. as Presidenthaf World Bank, Luis
Alberto Moreno, the former Colombian ambassadorttee U.S. and
strongly supported by the U.S., as IDB Presidend, Brance's Dominique
Strauss-Kahn as the Managing Director of the IMF.

As the region’s largest economy, Brazil has repditeesisted the linkage
of equal voting rights with unequal capital conttibns, tabling instead a
proposal favoring equal capital contributions ttecequal voting rights. A
more recent proposal by Ecuador emphasized theecid that member
capital contributions should be no less that thepective contributions
each country has in the IMF, World Bank or IDBrétent weeks,
Venezuela has offered its own three-point propdsalcapital
contributions — that they be proportional to the emtries’ relative share
of the regional economy or regional population; tii@ze contribution be
voluntary; and that the contribution be no less ththat pledged to the
IFls.

Some of the complications with choosing a just qusystem that also
permits a one-member one-vote governance systemeatdent in the
scenarios explored in Table 1 (below). We see fitsit the proposal for
allocation of 10% of international reserves justttee 8 original members
would not only have Brazil allocating far more ttsamaller economies
such as Bolivia or Ecuador ($16 billion versus $adilion), but also that
the total funding would be at least 10 times higltean the $7 billion figure
that is often mentioned (See Column 1).

Brazil's foreign reserves have skyrocketed in reégerars, almost doubling
to $160 billion. With the strong exports driven byigh commodity prices
together with still-high interest rates and a boorgistock exchange, Brazil
is seeing a dramatic increase in capital flows ithtdking the US dollar
from four reais (R$) in 2002 to R$1.75 today, aftCentral Bank is
rapidly accumulating reserves. While Brazil is #trang position to use
those reserves to back a regional financial instty the country has little
incentive to agree to a percentage set aside withes economies that are
not in as strong a position.

10
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If 10% of reserves were to be designated as callafpital, then the $275
billion (the sum of 8 Bank of the South member coymreserves) would
immediately place Bank of the South above the ID&ims of perceived
credit worthiness. IDB paid-in capital by its 46 mi@er countries is about
$4.3 billion, or 4% of the $96.5 billion in calkalhpital that allows it to
issue international bonds to finance operationmitirly, for the World
Bank, Latin American paid-in capital is about 6%atéble capital from the
region. The proposal to use 10% of foreign resereeuld refer to
callable, as opposed to paid-in, capital for thakBaf the South.
Venezuelan President Hugo Chavez has suggested ghaiply the $200
billion in Latin American reserves invested outsidehe region could be
transferred back to the Bank of the South or a r@gal monetary fund, the
institution would overnight become one of the lagjén the world.

However, few, if any, of these countries have altjusassed legislation
allowing them to use international reserves foregional development
bank or monetary fund. Bolivia, for example, haglgtd proposals to
allow for the use of the interest earned on its mwes (about $100 million
per year), but nothing more. In short, the 10% oémber country
reserves does not initially seem to be in line witte $7 billion start up
capital figure.

A second criterion was that member quotas be nosélsan current
guotas to the World Bank, IMF and IDB. It is nogat if this refers to
contributions to a single institution or combineld. we compare
contributions to each IFI separately, we see a soime opposite result
than that for total paid-in contributions to the I&by the eight Bank of the
South countries. Paid-in contributions to the IMKorld Bank and IDB
total about $1.94 billion, $627 million and $1.8libn, respectively
(Columns 2, 3 & 4). Even if combined ($4.1 billjdR) contributions would
set a low floor for capitalizing the Bank of theuslo, although the disparity
between Brazil and the smallest economies dimirsishe

Finally, Table 1 explores what the relatives shavesld be if they were
based on the relative share of each country’s papah or economy to
the larger whole. It is not yet clear what the deminator is for estimating
this proportional weight (all 14 countries in Soudfmerica or only the
sum of the eight member countries). Columns 4 &dimate the country’s
population and GDP as a percentage of the eightatigutotal of original
Bank members and then multiplies that ratio by $ifidn (assumed total
start up capital). Columns 5 & 7 take country pogitn and GDP as a
percentage of the South American total and mukiplihat ratio by $7
billion.* The results show that Brazil would allocate welies half of all

** Because not all 14 South American countries delyi to be members of Bank of the South,
the totals do not add to 100% or $7 billion.

11
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initial contributions in each scenario and be mgkiontributions as much

as 120 times greater than the smallest member.

If purchasing power parity estimates of GDP aredjdgrazil's share drops
only slightly, while the Argentine share goes m#icantly. The Andean
country shares, particularly Venezuela’s, drop.

In Figure 1, the ratio of $7 billion in total stam capital is shown based on
single factor distributions. For nearly every vaté@aexcept current IFI
contributions, Brazil's share would be 4 to 20 tisneigher than most

other Bank of the South members. It is thereforeopable that member
guotas will be set using multiple factors to lirttie exposure of Brazil.

12
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Table. 1Bank of the South Capital Contributions Scenarios

1 2.0 3 4
Pop. 2006 GDR 2006 | Reserves| 10% of | IMF IMF Capitall IMF WB WB IDB IDB
PPP Reserves Contribu- Vote Capital Vote Paid-In| Vote
GDP tions share Contribu- | Share | Capital| Share
tions
million $US $US $US Million | $US million % $US % $US %
billion) billion) billion) SDR million million
Holdings
Brazil 188.7 | 1,100 1,708 | 163 16.3 359 563.6 1.40 2455 2.1 465.1 10.7
Argentina 39.1 214 618 43.2 4.32 320 502.4 0.97 232 11 465.1 10.75
Colombia 45.6 136 363 20.5 2.05 114 179.0 0.39 452 | 04 127.7 | 2.95
Venezuela | 27 182 203 35 35 317 497.7 1.20 150.8| 3 1. | 2493 | 5.76
Ecuador 13.4 41 62 35 0.35 33 51.8 0.14 18.2 0.2| 492 | 0.60
Uruguay 3.3 19 38 3.5 0.35 50 78.5 0.15 18.6 0.2 949] 1.15
Paraguay 6 9 30 15 0.15 14 22.0 0.05 6.6 0.1 1870.43
Bolivia 9.3 11 28 4.4 0.44 27 42.4 0.08 10.8 0.1 .337| 0.87
8 Country | 332.4 | 1712 3050 274.6 27.46 1234 1937.4 4.38 627.9 55 1,438 | 33.3
Total
South 372 2100 3453 320 32
America
United 299 13,200 13,201| 69,181 6918.1 4,899 7691.4 17.101998 16.4 1303 30
States

13
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5 6 7 8 5 6 7 8 9 10
Quota Quota Quota as | Quota as| Quota as | Quota Quota as| Quota as| Quota as | Quota as| Quota as| Quota as
as as relative relative | Relative | as relative | relative | relative relative | relative relative
Relative | relative | share of | share of | share of | relative | share of | share of | share of | share of | share of | share of
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Fig. 1 Bank of the South Capital Contribution Scen  arios
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Clearly Brazil is not favored by a strict capitahtribution formula
proportional to the level of international reserves GDP size. The
current debate about reforms to voice and vote stture at the IMF
presents an interesting backdrop to the types alliss that are
undoubtedly occurring within the technical meetimmjthe Bank of the
South. At the 2006 Fall Meeting of the IMF and WdBlank in Singapore,
the IMF agreed to “a program to modernize and refoguotas and voice,”
to be completed before the 2008 Fall meeting. Tdgseement resulted in
immediate ad hoc increases in vote share for Chikarea, Mexico and
Turkey and guidelines to negotiate a new quota fola® The Bretton
Woods Project points out that the ad hoc vote inases for four
countries and a doubling of basic votes (which wiaubt be implemented
for years), will decrease the voting weight of anlsed economies from
62% of the total to just about 60.5% of the totafrican countries would
see their vote shares increase a paltry 0.5% totaltof about 6%

Four variables are weighted in the IMF definitidrvoting power: 1) GDP,
2) openness of the economy in terms of imports/exysoof goods, capital
and services; 3) reserves, and 4) variability -ctvig measured by
improvement on average of income and investmertie TMF uses an
arcane process of calculating and comparing fifferdnt formulas using
these contested definitions of concepts (openness] has clearly not
adjusted the weight of impoverished countries, wladsss of power is
nevertheless consistent with the massive increasaequality between the
world’s rich and poor nations.

According to the Bretton Woods Project, the proposeredesign of any
formula that determines voting power is hotly costed, and the last time
the members of the Fund tried to reach consensusaothange, the issue
became deadlocked. The US preference is for a qfmtaula based
almost entirely on GDP at market exchange ratesjclhwould actually
diminish the voting power of most developing coues.

A UK NGO letter to the IMF called for a more far @ching reform based
on a double-majority voting systemWe demand a genuinely democratic
structure, which would satisfy the standards of demacy expected at the
national level, including the use of populatior $&z help determine voting
share. To move towards this goal, we demand the édrate adoption of a
double-majority voting system as the first, intergtep on the way to
comprehensive reform. Decisions by the boards stidaig made only
when both the requisite majority of member governmie agree and the
decision garners support of the requisite majomtfvotes. One-country,

* IMF Issue Brief, “Reform of IMF Quotas and VoResponding to Changes in the Global
Economy,” April 2007Atip.//www.imf. org/external/np/ext/ib/2007/04130ad@fp

*“IMF Quota Reform is Inadequate, Reaction to IME@nuniqué,” Sept. 18, 2006,
http://www.brettonwoodsproject.org/art.shtm|?x=5482
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one-vote decision-making would counterbalance the-ghare, one-vote
system. Combining a weighted-voting system witeguirement for
agreement by a majority of member governments wanloe towards
ending the inequity in IMF decision making

Strauss-Kahn has lent some support to this condagtis “campaign” to
become the IMF Managing Director. It appears, havethat he is
advocating a double-majority consisting of sharééid and “chair-
holders” — which is to say a majority of the 24 meets of the executive
board, a far less dramatic approach that the NG&gjgestion of a
majority of individual country members.

In its statement to the Fund, Guido Mantega, BraziDirector for nine
Latin American countries, proposed greater weigit jurchasing power
parity (PPP)-GDP in a revised IMF vote formulag#giv reduction for
trade openness and variability, and an undefingasadent factor for
smaller, low-income countries. Mantega advisesRined against “pseudo-
solutions” and calls for “a substantial shift irtimg power from developed
to developing countries.” The Argentine Director ge beyond the
Brazilian to call for serious consideration of autide-majority voting
system that would go farthest in ensuring minimaing power for the
poor.*

Brazil has apparently agreed to the one country-eoée rule at the Bank
of the South, which appears all the more signiti¢atight of the IMF
debate, although initial capital contributions haet been made public.
According to one source, Brazil has conceded tightfiregarding the
voting power of individual country directors andshistead focused on
acquiring a greater share of bureaucratic powetamms of the number of
administrative posts and negotiating the statutest dictate the power of
the Bank’s Presidency. If true, such a strategyld/oot be much different
than that pursued by Brazil in the ongoing realignirat the IDB. The
issue of Bank of the South bureaucracy will als@loosely watched
dimension of the institution’s development.

According to others, Brazil's interests in the Bavfkthe South are
eminently pragmatic. It neither wants Venezuelasrgy and cooperation
strategies to dominate integration planning, noeddrazil want to
alienate the host of significant private sectorastments. Brazil's exports
to Venezuela rose by 60% last year. Brazilian matltnals are investing
heavily in Venezuela and have ambitious futurespl@debrecht, a
construction company, has built a new metro linedaracas and a bridge
over the Orinoco, and is building a $2.5 billiondngelectric dam.

UK NGO open statement on governance reform of thdF, July 21, 2006,
http.//www.brettonwoodsproject.org/art-540737
** Mantega, and Peirano op cit.
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Braskem, Odebrecht's petrochemicals arm, has ai$® partnership
with state-owned Pequiven, which includes building plants to produce
plastic resins. Companhia Vale do Rio Doce is ay®lanezuela's mineral
riches’

REACTIONS TO BANK OF THE SOUTH

Reactions to the Bank of the South have varied inithe financial
community. Critics have characterized the initiatas an ideological
instrument in Chavez's “crusade” against Washindiased multilateral
institutions like the World Bank and the Inter-Amean Development
Bank® Others have praised the Bank of the South as gdestely needed
Southern-owned alternative to the Northern baseddF

Among the Bank’s founding members, a surprisingeaf political views
are expressed about the motivations behind BankhefSouth. Recent
adherents such as Alvaro Uribe of Colombia downptas opposition to
the existing multilaterals. For others, the CARrisluded in this “outsider”
category reserved for the Northern-based IFI&égional finance
institutions — CAF, FLAR, BLADEX, among others et8l be totally
evaluated to determine their alignment with the néoeus of integration
and should it be necessary, to recommend their negersion toward
these ends ... the CAF could emancipate itself frara framework of the
Washington Consensus and improve the interest rdeenanded from its
borrowers moreover when these countries are relaly less developed:

At least in public references, the targets of Chageso-called crusade act
unfazed by the new competitor. IDB President Luibekto Moreno has
publicly downplayed the Bank of South, suggestiagthe problems of
Latin America are so large that there is plentyrobm for more lenders.
Recently anointed World Bank President, Robert Zimd, simply advised
the South American leaders to prioritize transpaogrand avoid
corruption.

In a CAF event in Ecuador in late October, its Rdesit, Enrique Garcia,
felt compelled to argue that the Bank of the Somtbuld not affect the
solid relationships that the CAF holds with Andeasuntries. Ecuador, like
other Andean nations, borrows over 50% of its miaitéral finance from
the CAF.

* Venezuela and South America: Hugo Chavez movesiatking May 10th
2007.

* Simon Romero, “Chavez’s Plan for a DevelopmentkBdaves Forward,’New York

7imes Oct. 21. 2007.

# Amenothep Zambrano, “Un gran banco para una inraeegion del planeta,” Casamérica,
Sept. 19, 2007Atp.//www.casadeamerica. es/es/usuarios/autoresiathep-

zambrano ?referer=/es/horizontes/iberoamerica-gehera
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Privately, however, insiders at the IFls are beigigimo see more
immediate financial competition from Bank of theufg but even greater
recognition of the symbolic damage the initiatiastinflicted on the
flagging relevance of their own institutions. Théslhave all been forced to
adapt to stay relevant to their clientsAmong other reforms, the World
Bank and IDB have retooled their policy (balancpayments) lending by
softening some of the requirements as well as tbaditionalities. IFI
bonds are issued in local currencies to favor Seuthexchange rates, and
both Banks are exploring transitions to a countgstems approach, recent
debt cancellation and interest rate reductions fending to middle income
countries can all be seen as gestures to improwedbmpetitive position

of the IFI's in the face of growing alternatives development finance.

Some IDB clients (Peru, Chile, Surinam and Guyaa#@ so far remained
loyal to the IDB, making the recent defection of lBmbia, a staunch U.S.
ally and rival to neighboring Venezuela, to thelBafithe South all the
more remarkable. In a telling statement, Guyanegsister of Economy
Ashni Singh admitted that his country is not prep@to join the Bank of
the South. Singh said they would have to explore ithplications, not so
much in terms of debt ceilings due to recent IFbtleancellation, but with
respect to the political fallout with the countryfzrincipal tutor - the IDB.
“We are staying abreast of the development with tBank of the South,”
stated Singh in a meeting between Guyanese Misisted IDB
functionaries, “Guyana is not closed to the ideaadherence to the Bank
of the South, but we are conscious that membersbiiphis financial
institution could bring undesirable consequencethwéspect to the
IDB.*

BNDES President, Luciano Coutinho, has indicated ithjoint partnership
with the IDB and IFC, BNDES will create a jointduo promote
infrastructure and productive development in theaBilian Amazof.The
significance of this venture is not only the thrélaat it represents to the
Brazilian Amazon, but the growing recognition by idoBank and IDB
managers that they must increasingly seek jointwes with trusted state
banks to avoid being entirely crowded out of the stducrative private
sector project finance markets. The IDB has exteti@eline of credit to
BNDES of over $3 billion in recent years.

Other IFI experts see the Bank of the South as altiey and much needed
antidote to the sclerotic and self-serving cultuteat seeks to defend

2 Vince McEIhinny,Descontento, Confusion, Falta de Transparencia: Géer relevante en
Ameérica Latind July 19, 2007, Bank Information Center.
htip.//www.bicusa.org/en/Article. 3542.aspx

® Actualidag"Guyana descarta convertirse en miembro del BadebSur,” Nov. 1, 2007,
http./7actualidad.terra.es/nacional/articulo/guay@anco_sur_1979408.htm

* See BICECAutn.//www.biceca.org/es/Article.485.aspx
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institutional survival much more strenuously tharually fulfilling their
mandate of eliminating poverty.

Nobel laureate economist Joseph Stiglitz has sthisgupport for the
Bank of the South on a recent visit to Caracas. $#&d "One of the
advantages of having a Bank of the South is thedutld reflect the
perspectives of those in the South (while in costréiMF and World Bank
conditions) hinder (regional) development effectigss.”

Stiglitz met with Hugo Chavez on his visit and geal his redistributive
social policies. He also criticized Washington Gamsus neoliberal
practices that exploit the regions' people, "undénfe)....Andean
cooperation, and [form] part of the American strajg of divide and
conguer, a strategy trying to get as much of thanbgts for American
companies" at the expense of the region and itsgleoStiglitz is one of a
small number of external experts being recruited &m advisory
committee to the Bank of the South.

ACCOUNTABILITY

Bank of the South proponents have emphasized thiatew institution
will set higher standards for the democratizatiohdevelopment finance.
Civil society has inquired how the Bank will eststila mechanism for
greater, permanent civil society input into the Banconstitution.
Questions regarding the design of safeguard paliagsociated with
vulnerable or affected populations, or regarding #mvironment and
transparency have also been raised.

Finance Minister Cabezas responded to such inquaiean October
Washington briefing by stating Venezuela's prefeeghat the Bank
statutes include commitments for a social audit hmgism that
institutionalizes external oversight and remedy mowHowever few
details were provided beyond principled statemefatgoring transparency
and administrative thrift.

Against the backdrop of the World Bank/IMF annualetings, civil society
representatives happily noted the fact that no oeetials were required to
speak with Minister Cabezas about Bank of the Saunith expressed a
desire for the continuation of open dialogue. Thetablishment of a more
tangible mechanism for organizing such a dialagaa urgent task after
the December inauguration.

By most accounts, the establishment of a citizgrutror oversight
mechanism is a real possibility. More importanplgrhaps, is the
identification of the issues that are of highesippity to begin discussing in

* Rory Carroll, “Stiglitz Endorses Bank of the Squtie GuardianOct. 12, 2007,
htip.//www.guardian.co.uk/venezuela/story/0,,21 8933 html
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a more systematic way with civil society. Severaaa that stand out are:

safeguard and operational policies — transparecyraitments being the
first and most important; institutional governanaed a permanent space
for civil society dialogue; and lending prioritregiarding how Bank of the
South will differ from the IFIs or the CAF and BNBE
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