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LATIN AMERICA ADVISOR

Why Haven't Brazil, Argentina and Chile Backed Carstens?

Agustin Carstens, Mexico's

respected central bank governor

and a former finance minister,

has won support from Spain and
13 Latin American countries in his bid to
succeed Dominique Strauss-Kahn as the
head of the International Monetary Fund.
Argentina, Brazil and Chile stand out,
however, for not yet endorsing Carstens,
who has made the case that emerging
economies and Latin America, in particu-
lar, should play a stronger role in global
affairs. Why are Brazil, Argentina and
Chile holding out? Are they likely working
together? What does the situation indicate
about leadership in the region and Latin
America's role in world affairs? Do you
think Carstens should get the job?

Peter Hakim, member of the

Advisor hoard and president

emeritus of the Inter-American

Dialogue: "Brazil pursues many
regional and global interests, and some-
times they clash with one another. Its will-
ingness even to consider supporting a
European candidate for the IMF post runs
counter to its long-standing campaign to
reshape international institutions to
expand its own influence and that of other
emerging nations in world decision-mak-
ing. Yet, the Brazilians could not have been
happy that Mexico, with which it has a testy
relationship, launched a candidate for the
IMF job without consulting Brasilia.
Compounding the matter, the Carstens
candidacy complicates Brazil's efforts to

Inside This Issue

elect José Graziano da Silva, a creator of
Lula's flagship antipoverty program, Zero
Hunger, head of the Food and Agriculture
Organization of the United Nations (FAO).
The race is tight and Brazil's choice for the
IMF could affect the outcome. Mexico may
have thrown a monkey wrench into Brazil's
strategy to go along with Christine Lagarde
as a necessary compromise for Brazil to
secure the FAO position—and, in a modest
way, help its quest for a permanent UN
Security Council seat. Brazil now has to
choose—Carstens or Lagarde. My sense is

Continued on page 2

United States Pledges to
Increase Aid to Central America

U.S. Secretary of State Hillary Clinton,
pictured speaking Wednesday in
Guatemala City, announced that the
United States would increase aid to
Central America to nearly $300 million.
See story on page 2.

Photo: U.S. State Department.
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Brother Says Chavez
Recuperating Well in Cuba

Venezuelan President Hugo Chavez
is recuperating well from surgery in
Cuba to treat a pelvic abscess and is
expected to return home within 12
days, one of Chdvez's brothers said
Wednesday, the Associated Press
reported. "The president is recover-
ing in a satisfactory manner," Adédn
Chavez, the governor of Barinas
state, told Venezuelan state televi-
sion. "The president is a strong
man." Chavez, who underwent the
surgery June 10, is attending to his
daily duties while recuperating, said
Venezuelan Vice President Elias
Jaua.

Brasil Foods to Present Plan
to Antitrust Agency

Brasil Foods will present a new pro-
posal to Brazilian antitrust agency
Cade to win approval for the pur-
chase of Sadia, Bloomberg News
reported Wednesday, citing an
unnamed person familiar with the
talks. The company is prepared to
share its distribution network and
sell off some brands and assets but
the proposal will not include a
divestiture of brands Sadia and
Perdigao, according to the source.

Western Union Launches Business
Payment Service in Peru

Serviban, a long-time agent for
Western Union consumer services,
announced Tuesday that it will
launch Western Union Business
Solutions in Peru. The international
business payments services include
cross-border payments and foreign
exchange solutions for small- and
medium-sized businesses. According
to the company, the cross-border
SME payments market has estimat-
ed global revenues of more than $20
billion.
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Political News

Obama Administration Pledges
More Aid for Central America

The Obama  administration on
Wednesday pledged to boost its aid to
Central America to nearly $300 million in
an effort to help fight the drug cartels that
threaten the region, the Associated Press
reported. U.S. Secretary of State Hillary
Clinton announced the decision to
increase the level of aid to the isthmus
during the Central American Security
Conference, or SICA, in Guatemala City,
which included the leaders or other repre-
sentatives from 12 countries in the region
as well as donor nations. A portion of the
money has already been allocated, but the
total represents an increase of more than
10 percent from last year's total of $260
million. "We know the statistics—the
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murder rates surpassing civil war levels,"
said Clinton, the AP reported. Altogether,
nations represented at the conference
pledged nearly $1 billion in aid. The
United States has long supported crack-
downs against drug cartels in Mexico and

€€ \We know the statistics—the
murder rates surpassing
civil war levels.??

— Hillary Clinton

Colombia. However, traffickers have
become more active in Central America, a
region hampered by high levels of corrup-
tion and poverty in addition to under-
funded police. Governments in Central
America must "build police forces and
courts that are well-funded and well-

Featured O&A
Continued from page 1

that supporting the Mexican candidate
would most advance Brazil's interests—
though few expect Carstens will prevail.
Brazil's relationship with Mexico may
not be important today, but it would be
central in the future. Moreover, Brazil
will be far better able to compete for top
international posts if it can command
the support of Latin American and
Caribbean nations. Latin America's uni-
fied backing for Brazil's UN aspirations
would be especially helpful. And yes,
Carstens is qualified. He is an experi-
enced banker, finance minister, and IMF
official; is always one of the smartest
people in the room; and has the needed
political and diplomatic skills."

Markus Jaeger, director of
Global Rick Analysis and
Deutsche Bank Research in
New York: "Latin America's
failure to come out in support of Agustin
Carstens' candidacy is not a specifically
Latin American problem. Asia, let alone
trans-regional groupings such as the
BRIC, has similarly failed to endorse a

common candidate. Whether one inter-
prets the Argentine-Brazilian-Chilean
position as an attempt to actively with-
hold support or simply as reticence to
endorse the Carstens candidacy, it is clear
that it is a sign of intra-regional rivalry
and, potentially, diverging economic
interests. Politically, there is a rift
between South and North America, with
Mexico being seen as part of North
America due to, among other things,
NAFTA membership and its "proximity’
to Washington. Economically, Mexico's
economic concerns differ somewhat
from those of most South American
economies due to the latter's greater
commodity dependence and greater
(and rapidly rising) export dependence
on China. Legitimate or not, these views
likely inform the diplomatic positions of
Buenos Aires, Santiago and, especially,
Brasilia. This is a pity, for Agustin
Carstens is a very qualified candidate to
lead the IME. He holds a Ph.D. from the
University of Chicago, has intimate
knowledge of the workings of the IMF
and is a well-known face in international

Continued on page 4
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equipped, capable of protecting human
rights and earning the trust of the com-
munities they serve," said Clinton. She
also called on the rich to do their part to
improve security in the region. While the
U.S. government collects revenues that
equal more than 20 percent of the coun-
try's total income, Central America's gov-
ernments collect only about 10 percent.
Elites and business leaders have staunchly
resisted paying higher taxes. "Businesses
and the rich must pay their fair share of
taxes and become full partners in a whole-
of-society effort," said Clinton. "True
security cannot be
funded on the backs
of the poor." The pri-
vate sector in El
Salvador opposes a
new tax that President
Mauricio Funes pro-
posed last month to
raise $380 million for

Funes security. In
File Photo: Salvadoran Guatemala, man.y of
Government. the wealthy were irked

after the government
moved tens of millions of dollars from
security programs to populist social pro-
grams in advance of the country's
September elections. Later on Wednesday,
Clinton traveled to Jamaica where she
pledged $77 million in aid to Caribbean
nations in an effort to fight the trafficking
of drugs and weapons. That figure
amounts to an increase of more than 70
percent over last year's amount.

Company News

Shareholders of Chile's La Polar
Approve Stock Sale

Shareholders of Chilean department store
operator La Polar on Wednesday
approved a measure to sell new stock as
the company tries to avoid declaring
bankruptcy for the second time in 12
years, Bloomberg News reported. During
the meeting in Santiago, shareholders
approved the sale of 250 million shares
which are to be priced later. The sale could
raise approximately $200 million, which
would provide the company a critical
boost, said Chairman César Barros. "The

Copyright © 2011, Inter-American Dialogue
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Comings & Goings

Burger King Corp. announced June 15 that an affiliate of Vinci Partners will become
the brand's franchiser in Brazil and the current general manager for Brazil, Iuri
Miranda, will assume the position of CEO. There are 108 franchise-owned Burger King
restaurants in Brazil, which the company first entered in 2004. Vinci Partners' new pri-
vate equity fund will assume responsibility for the Burger King business in Brazil. "We
believe there is tremendous opportunity to grow the Burger King brand in Brazil," said
José Tomas, president of BKC Latin America and Caribbean. "I look forward to work-
ing closely with our master franchisee on their development plans and am confident
they will drive aggressive growth to rapidly expand our footprint in Brazil."

Kimberly-Clark Corp. announced June 15 that it has added a Colgate-Palmolive exec-
utive to its board of directors. Fabian Garcia, Colgate's chief operating officer for glob-
al innovation and growth and Europe, has held high-level roles focused on Latin
America and Asia at Colgate. His appointment will be effective Sept. 1.

Insurance and reinsurance company Ace Group, announced June 16 that Farid Eid
Filho has been named president for Ace Brazil, leading the company's Brazilian opera-
tions. Eid will report to the regional president of Ace Latin America, Jorge Luis Cazar.
Eid has more than 27 years of experience in Brazil's insurance market. His last position
was statutory director of Alfa Seguradora, where he was responsible for creating new
products and distribution channels. Prior to that, he worked at American
International Group, Cia. Real Brasileira de Seguros, and Generali do Brasil. "We are
confident that he will continue the expansion and development of our business in the
important and fast-growing market in Brazil," said Cazar.

The Hershey Company on June 15 announced that John P. Bilbrey has been named the
company's president and CEO. Bilbrey had been named interim president and CEO in
May and prior to that was chief operating officer, responsible for the company's supply
chain as well as the geographic regions of the United States, the rest of the Americas
and Asia. He has also held several other positions in the company, including president
of Hershey North America. Before joining Hershey in 2003, Bilbrey held positions at
Mission Foods, Danone Waters of North America and Procter & Gamble.

purpose of the $200 million is to leave the
company with enough working capital to
face its current problems and continue
operations so La Polar doesn’t lose market
share," Barros told reporters after the
meeting. "The company can continue
operating for a number of months before
it receives the capital injection." La Polar's
shares had plunged more than 80 percent
after the company announced loan-loss
provisions as a result of irregular practices
in consumer lending. Since announcing
the irregularities on June 9, La Polar has
lost more than $1 billion in market value.
Before Wednesday's vote, shares soared as
much as 23 percent until Santiago's stock
exchange halted trading in the shares at
10:20 a.m. New York time. "The new share

sale will give La Polar more options to
solve its problems, but it won’t mean the
end of all of them," Germadn Guerrero,
director of MBI Inversiones in Santiago
told Bloomberg News. "It could open the
door for a partner to acquire control or
for current holders to bolster the compa-
ny." Guerrero helps to manage approxi-
mately $1 billion, including La Polar secu-
rities. On June 29, La Polar officials will
meet with holders of the company's bonds
to discuss  waiving covenants.
Shareholders are scheduled to meet again
on July 8 to vote for a new board. The
retailer declared bankruptcy in 1999. It
was then acquired by private equity firm
Southern Cross Group, which listed its
shares in 2003 and sold its stake in 2006.
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financial-diplomatic circles. He served a
three-year stint as IMF deputy managing
director in the 2000s and, more recently,
was Mexico's secretary of finance and
central bank governor. Should Carstens'
candidacy fail, it will not be due to his
lack of qualifications. If Latin America
really wants to raise the role it plays in the
international financial arena, it will first
need to get its diplomatic act together."

John Williamson, senior fellow

at the Peterson Institute for

International Economics in

Washington: "What some of us
thought we were supporting in seeking to
revise the process of selecting the IMF's
managing director was a process that was
blind to the geographical origin of each
candidate. The suggestion that Argentina,
Brazil, and Chile should automatically
support a regional candidate like Agustin
Carstens would be a betrayal of this prin-
ciple. The key question seems to me to be
whether the prior betrayal of this princi-
ple by the Europeans, all except Spain of
which announced their support of the
French candidate even before the full list
of nominees was known, justifies Latin
America in following suit. Assuming that
the United States would be reluctant to
support a FEuropean candidate who
lacked some support from the emerging
markets, I would consider a joint region-
al approach desirable if there were no
other emerging markets which had
already promised support to Madame
Lagarde. But there are: hence I see little
benefit in maintaining regional solidarity.
Which would make the better managing
director? The suggestion that one needs a
European because the current crisis lies
in Europe is quite ridiculous: this should
be a reason for disqualifying a European
candidate rather than electing one. There
is no doubt that Carstens is the better
qualified candidate on technical grounds.
On the other hand, there are many of us
who have been impressed by Madame
Lagarde's performance in office and trust
her instincts more than those of Mr.
Carstens. The IMF could live with either,
but I would probably plump for Carstens

Copyright © 2011, Inter-American Dialogue

on the grounds that in the middle of a
European crisis is exactly the wrong time
to appoint a European."

Riordan Roett, director of the
Latin American Studies pro-
gram at the Johns Hopkins
School of Advanced
International Studies: "There is no ques-
tion that Carstens is the best qualified
individual for the IMF position of the
two candidates. But being a Mexican citi-
zen is a strike against him from the per-
spective of the Southern Cone. Brazil, in
particular, would have preferred a strong
BRICS candidate but none has emerged.
Unfortunately, this does not reflect well
on the five countries that encompass the
BRICS (including South Africa, which
was recently added to the grouping). It
may well be that the five countries are
waiting for the final decision and will
then put forward candidates for subordi-
nate IMF positions. For years, Brasilia has
differentiated South America from North
America; Mexico is viewed as part of the
latter. It would appear that this is a signif-
icant part of the reason Brazil has
remained quiet. It is also true that the
Southern Cone may want to see what
card the United States plays this month as
it reviews the bidding for managing
director. Support for Carstens from
Washington would be a powerful message
but the White House is sensitive to the
crisis in Europe as well as the thinking of
the Brazilian government and, finally, will
probably accept Lagarde. The next stage
of the debate about developing
economies' leadership will come with the
replacement for World Bank President
Robert Zoellick. I would imagine that the
BRICS will have a great deal more to say
about that position having made their
peace with the Lagarde nomination, if
that is the board's decision this month."

The Advisor welcomes reactions to the
QA above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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