
QArgentina's Senate is expected to vote
by the end of this month on legislation
to expand access to low-cost home
mortgage loans—some at interest rates

below inflation—to boost home ownership in
the country and stimulate economic growth.
What impact would the legislation have on
Argentina's banking and mortgage lending sec-
tors? What trends do you see in home lending
throughout Latin America? 

ABoard Comment: Jan Smith: "Home
lending is on the rise throughout Latin
America, bolstered by some of the low-
est interest rates in years and more sta-

ble economic conditions. Argentina is further
favored by deeply capitalized banks that are con-
sequently buttressed for expansion of mortgages
into social segments where credit histories are
thin and risks on default are higher. If loans for
low-income housing are facilitated through new
legislation, this will be a positive step in the right
direction, but this may be more palliative than a
remedy. Housing for the middle class is what
needs to be most urgently addressed, and current
proposals may place salary thresholds that
exclude middle-income families from qualifying
for attractive mortgages because they earn too
much. Similar obstacles were faced by govern-
ments in Brazil and Mexico, and the mortgage
market only evolved once other macroeconomic
factors were met. Among these are passing legis-
lation that facilitates repossession of properties,
bolstering of credit bureaus, and job creation.
Most low-income families will have no means of
amassing the minimum deposit needed to even
qualify for a loan."

AGuest Comment: Ana Gavuzzo: "The
Argentine government is making efforts
to stimulate long-term lending for indi-
viduals through mortgage loans in

order to reduce the housing deficit and con-
tribute to economic growth. New regulations
regarding liquidity, capital requirements, and
borrower classification, implemented during
2006, are aimed to give incentives to banks to
increase the maturity of their loan portfolio.
Nevertheless, matching funding with long-term
lending is still a challenge. The average term of
deposits is just 45 days in Argentina, and other
sources of funding—principally through local
market issuances—are still incipient and with
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Barclays Opens Investment 
Bank in Mexico 

The investment banking division of
Barclays PLC on September 12
announced the start of operations of
Grupo Financiero Barclays Mexico. In a
press release, Barclays Capital said the
Mexican company, funded with an initial
$100 million, comprised a bank and a bro-
ker-dealer. Barclays Bank Mexico is con-
centrating on trading, sales, and risk man-
agement instruments, such as currency,
interest rate derivatives and structured
notes, while Barclays Capital Casa de
Bolsa is focusing on the issuance of corpo-
rate debt, mortgage-backed securities and
structured finance transactions. "Mexico is
integral to our Latin America strategy
because of its dynamic local markets and
its established status as an attractive global
investment destination,” said Barclays
Capital Co-President Grant Kvalheim.
Lorenzo Gonzalez Bosco is president of
Grupo Financiero Barclays Mexico and
Barclays Bank Mexico, and will oversee
Barclays Capital Casa de Bolsa, which will
be headed by Antonio Villa, formerly of
ABN AMRO Securities. Elsewhere in

Latin America, Barclays Capital has a bank
in Brazil and a representative office in
Argentina, and has managed government
transactions throughout the region.

Bank of America Settles Tri-Border
Money Laundering Probe

North Carolina-based Bank of America
agreed to pay a $7.5 million money laun-
dering fine on September 27, effectively
settling an investigation spearheaded by
Manhattan District Attorney Robert M.
Morgenthau's office. The two year investi-
gation, conducted with the cooperation of
federal law enforcement authorities in
Brazil, revealed that Bank of America
"failed to assess adequately the risk that
certain South American money service
business customers were conducting ille-
gal activity through a Manhattan office of
the bank," the District Attorney’s office
said in a press release. "Many Brazilian
money service businesses conducted ille-
gal transmittal operations through the
account of a Uruguayan money remitter,"
the release stated. From May 2002 to April
2004, over $3 billion flowed through the
Uruguayan remitter’s account at Bank of
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BNDESPar to Issue Up to 
2 Billion Reais in Debentures

BNDESpar, the investment arm of
Brazil's National Development
Bank, on September 25 notified the
nation's securities commission that
it will issue 500 million reais 
($US 227 million) in non-convert-
ible debentures soon after the coun-
try's presidential elections, the first
of an expected 2 billion reais in
debentures to be issued in the next
two years, local daily Valor
Economico reported. The 500 mil-
lion-real issue will mature in
January 2012 and pay 6 percent
interest plus inflation, based on the
IPCA consumer price index.

Mexican Regulator to Rule on
Pension Fund, Bank Commissions

Mexico's anti-trust watchdog is
studying bank and pension fund
commissions to determine if rates
are too high or anti-competitive,
Reuters reported on September 25.
The Federal Competition Commis-
sion (CFC) should release a resolu-
tion on pension funds' commissions
in the next few weeks, with a ruling
on banks to follow in early 2007,
CFC head Eduardo Perez Motta
said, according to Reuters.

Court Orders Bradesco to 
Clearly Advertise Rates, Fees

Banco Bradesco must change adver-
tising targeted to social security
recipients or pay a fine of up to 200
million reais ($US 91 million), a
Brazilian judge said in a provisional
ruling on September 26, according
to local daily Valor Economico.
Bradesco must clearly advertise
interest rates and warn readers of
default risk. A public defendant,
Andre de Moura Soares, is seeking
to make other banks comply with
the requirements as well.

Welcome
Launching the Inter-American Dialogue's Financial Services Advisor

I am pleased to announce the launch of a new Inter-American
Dialogue publication—the Financial Services Advisor. This biweekly
newsletter will replace our previous monthly publication on bank-
ing in the Hemisphere. It will report on a broader range of financial
services and policy issues that are shaping hemispheric affairs—
including remittance flows, deepening insurance and mortgage mar-
kets, and a growing spectrum of new technologies.

I am grateful to the members of our inaugural board of advisors for committing them-
selves to this initiative. It is an exceptionally accomplished group individuals, all of
whom will be responding to your questions and comments.

We are convinced that the Dialogue's Financial Services Advisor will contribute impor-
tantly to the continuing debates about financial services in the Hemisphere. We look
forward with interest to hearing your questions and concerns.

— Peter Hakim, President, Inter-American Dialogue, Washington, DC

Banking News



America, investigators found. The owners
of the Brazilian money service businesses
are being prosecuted by Brazilian authori-
ties for operating in violation of Brazilian
law. Through the settlement, Bank of
America "recognized its failure to take
adequate steps to verify the accuracy of
information supplied by their South
American money service business cus-
tomers" and "also acknowledged that
some of its internal anti-money launder-
ing controls were deficient," the district
attorney’s office said. Morgenthau said
that "unlicensed and unregulated money
services businesses, both foreign and
domestic, pose a threat to the integrity of
our nation’s financial system and to our
nation’s safety." Money transfer compa-
nies and some banks say that government
requirements on businesses to monitor
transactions are cutting severely into prof-
it margins and affecting their ability to
compete.

Remittances News

Western Union to Seek Delay of
Seizure of Remittances to Mexico

Western Union said on September 22 that
it would seek a delay of the state of
Arizona's efforts to seize certain fund
transfers to Mexico stemming from the
state's investigation of illegal immigration
and drug smuggling, Reuters reported.
The US money transfer firm said it
intended to seek a stay of a seizure war-
rant—obtained from a state court by the
Arizona state government on September
21—which requires Western Union to
transfer funds to a designated detention
account rather than to intended recipients
in Mexico. The warrant, which was to go
into effect on September 22 and continue
through October 6, affects person-to-per-
son money transfers from Arizona and 28
other states. The warrant applies to money
transfers exceeding a certain dollar thresh-
old, which is higher than the average
amount transferred to Mexico, Western
Union said, according to Reuters. Earlier
this month, the company said that the
continuing debate in the US over immi-
gration policy would slow earnings
growth through next year to single digits.

It said on September 22 the warrant would
hurt money transfer volumes, but would
have no "material" impact on the compa-
ny. Western Union's parent company,
First Data, said in July that the unit made
fewer-than-expected remittance transac-
tions to Mexico because a highly publi-
cized crackdown on illegal immigration
had made migrants fearful of sending
money. However, some analysts say that
industry-wide remittances have in fact
increased and that the decline in money
transfers to Mexico by Western Union are
due to greater competition [Editor's note:
see related Q&A in the August 4, 2006 edi-
tion of the daily Latin America Advisor].
Analysts say Western Union's dimmer
outlook raises questions about First Data's
plan to spin the company off this Friday,
according to Reuters. Western Union had
been expected to do very well as an inde-
pendent company, Reuters reported. In
related news, Mexican officials are plan-
ning to improve the country’s anti-money
laundering regulations, Deputy Finance
Minister Alonso Garcia Tames said at a

conference in Mexico City on August 29,
according to Dow Jones. Experience with
Mexico’s 2004 anti-money laundering
rules "has led us to conclude that the reg-
ulations should be reformed, especially
operational requirements and the identifi-
cation of customers," Garcia Tames said.
The new rules will standardize reporting
and monitoring requirements for banks,
with particular focus on cash transactions.

Survey: More LatAm Immigrants
Invest in Home Countries Today

Migrants are increasingly interested in
making investments in their home com-
munities, with top priorities being home
ownership and starting small businesses,
according to a survey conducted by the
Inter-American Development Bank’s
Multilateral Investment Fund and Miami-
based pollster Bendixen & Associates and
announced on September 13 at a confer-
ence in Quito, Ecuador. One-third of sur-
vey respondents said that they currently
have some kind of investment in their
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Profile

Ernesto Fernández Holmann 

Editor’s note: in upcoming editions, the Financial Services Advisor
will introduce members of its Board of Advisors, profiling a differ-
ent member in each issue. Subscribers can pose queries to the Board
for publication by writing Assistant Editor Elisabeth Burgess at
eburgess@thedialogue.org.

Ernesto Fernández Holmann founded Grupo Financiero Uno, a
financial services group with banking, insurance, credit card,

money transfer, and currency exchange operations in Central America. He is current-
ly the conglomerate's chairman and CEO.

Previously, Fernández Holmann was President of Wells Fargo Interamerican Bank in
Miami, Executive Director of Comercial Santa Carla SA in Panama, and Executive
Director and CEO of Banco de America in Nicaragua.

He is a member of the Inter-American Dialogue and sits on the Task Force on
Education Reform in Central America of the Dialogue's Partnership for Educational
Revitalization in the Americas.

Fernández Holmann has taught at the Universidad de Managua and at the
Universidad Centroamericana. He holds a PhD in economics from Harvard
University, where he was also a visiting scholar, and a BS in economics from
Georgetown University.
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home country, with most going to real
estate, whereas polls five years ago showed
that 95 percent of migrants had no invest-
ments back home. "The market study also
looked at what financial products and
services migrants and their families are
interested in," the press release said. "The
favorites were life and health insurance
and savings products, followed by credit
for housing and education."

Insurance News

XL Capital and Banco Itau 
Form Insurance Co. in Brazil

Bermuda-based insurance company XL
Capital announced September 1 that it
and Banco Itau, Brazil's second largest
bank, had entered into an agreement to
form a joint venture insurance company
in Brazil. The new insurance company,
Itau XL Seguros Corporativos SA, will
combine the current Brazilian property,
casualty, and specialty commercial insur-
ance business of Itau and XL, and will
operate in Brazil's commercial insurance
market, XL said. "Itau XL will combine
Itau's Brazilian market expertise and pen-
etration with XL's outstanding underwrit-
ing knowledge and access to reinsurance
capacity in commercial lines and large
insurance risks," Itau Seguros SA CEO
Ruy Moraes de Abreu said. Itau, which has
total assets worth $79.7 billion, is the third
largest provider of commercial lines
insurance in Brazil. XL said that as of June
30 it had consolidated assets of approxi-
mately $58.5 billion. The companies' joint
venture in Brazil is subject to final regula-
tory approval.

Technology News

EDS, Visanet in Brazil Announce
$209 Million Deal Extension

US-based information technology out-
sourcing company Electronic Data
Systems Corp. will expand its venture
with Visanet in Brazil for another 10
years with a new $209 million agreement,
the companies announced in a joint press
release on September 5. EDS, which sup-
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IDB: Remittances to Exceed $60 Billion in 2006
Latin American and Caribbean immigrants will send more than $60 billion home in
2006, up from $53.6 billion last year, according to estimates reported by the Inter-
American Development Bank's Multilateral Investment Fund (MIF) on September 13.

While some of the historical increase in remittance flows can be attributed to better
data collection and reporting, the IDB estimates annual growth at around 10 percent.

For 2006, "Mexico expects the increase to reach $24 billion, and El Salvador is also
experiencing greater growth than last year," according to Manuel Orozco, executive
director of the Remittances and Rural Development Project at the Inter-American
Dialogue, who contributed to the MIF’s report. El Salvador, Guatemala, and the
Dominican Republic will each receive more than $3 billion this year, an IDB spokesper-
son told the Financial Services Advisor.

maturities not exceeding two years.
Salaries have not appreciated at the same
rate as property prices, making it difficult
for many households to achieve mortgage
loans. The debt to income ratio may not
exceed 25 percent, which forces the need
for longer maturities. The stock of mort-
gage loans has increased 14 percent dur-
ing 2006, and Fitch expects growth to
continue at the same pace for the rest of
the year, despite the announcements. In
our view, private banks will be cautious
when analyzing mismatches and interest
rate risks, with the new measures more
directed to public banks which are more
likely to be indirectly subsidized by the
government."

AGuest Comment: Radamés
Marini: "The credit program
proposed by the government on
August 16—in which tenants

can pay for 100 percent of a property

equivalent to the one they rent, paid in
installments equivalent to their rent, and
with the tenant’s solvency verified by the
last eight months of pay stubs—has gen-
erated great expectations and an enor-
mous quantity of tenants accosted by
rental property owners demanding dou-
ble what they had been paid. The pro-
gram was applauded by bankers, the
Central Bank adopted regulations to
make it possible, 17 banks adhered, and it
was sent to Congress to be approved. The
banks’ rates of 9 to 10 percent double the
rental rates, which tenants cannot pay
and which have age limitations that can’t
exceed the debtor’s age. So the plan is
restricted to a reduced fringe of tenants
fitting the profile of 35 year-old childless
couples with above-average salaries.
These credits are better than those that
were available until now, but they can’t
become widespread. The program has,
moreover, incentives for construction
that possibly will contribute to alleviating
the situation at some point. Argentina
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ports credit card payment technology for
two billion Visa transactions per year and
about one million merchants in Brazil,
will continue to provide its credit card
technology and add additional call center
support for merchants needing technical
assistance. The companies currently run
customer call center support, according to
EDS' Web site. Visanet, which started in
Brazil in 1996, has "maintained a policy of
outsourcing every function not directly
related to its core business," according to
EDS' Web site. Fifty-eight percent of cred-
it card transactions in Brazil are processed
by Visanet, which serves as the technolog-
ical intermediary between Visa, banks that
issue Visa credit cards, and merchants,
according to the press release.

Economic News

Panama, Costa Rica, and El Salvador
to Launch Centralized Exchange

Panama, Costa Rica and El Salvador plan
to launch a centralized electronic stock
exchange within a year in a bid to boost
liquidity in Central American markets,
officials said on September 12, according
to Reuters. "We have signed an agreement
with the stock exchanges of Costa Rica
and El Salvador to launch or develop a
common electronic market for the sale of
shares and corporate debts of the coun-
tries of the region," Dulcidio de la
Guardia, president of Panama's stock
market, was quoted as saying. "The idea is
to bring together the region's principal
issuers of shares and debt so we can offer
our investors a more liquid market with a
greater variety of issuers." If the venture is
successful, other countries in the region
could join the new system, which would
operate with one standardized set of rules,
according to Reuters. "Regionalization is
the key to survival of companies in the
region, and stock exchanges are no excep-
tion to this rule," Ricardo Cevallos, execu-
tive director of Consortium Central
America Attorneys, told the daily Latin
America Advisor. The combined value of
stock traded in Panama, Costa Rica, and
El Salvador in 2005 was $677 million,
while total bond trading value was nearly
$43 billion, Reuters reported.

Mexican Economy Not Hurt Much 
by Political Standoff, Data Suggests

Mexico's economy, which had been plug-
ging along slightly ahead of analysts'
expectations in the first half of 2006, has
shown few signs that Mexico's July elec-
tion standoff has hurt growth, new data
suggests. Mexico's auto production and
exports, continued to grow at a solid pace
in August, while domestic sales were little
changed from the year-ago month, the
Mexican Auto Industry Association
(AMIA) said on September 11, according
to Reuters. Production last month rose
19.5 percent from August 2005 to 179,527
units. Exports jumped 38.2 percent to
136,114 units, and domestic sales edged
up 0.3 percent to 90,936 units, according
to Dow Jones. Mexico's banking industry,
meanwhile, reported a 21.7 percent
increase in first-half net profits thanks to
strong loan growth, the country's Banking
and Securities Commission (CNBV)
announced, according to Dow Jones. Net
profit in the sector was $2.67 billion in the
first half of the year. Consumer loans
soared 51.9 percent to 300 billion Mexican
pesos ($US 27 billion), while home loans
increased 53 percent to 200 billion pesos.
Inflation also remains, for the most part,
in check, according to experts. "Labor
inflation remains contained despite the
ongoing tightening in labor markets," JP
Morgan Chase analysts wrote this month
in a research note. But the global econom-
ic outlook could indeed put the brakes on
Mexico's growth. Mexico's economic
growth rate will slow to around 3.5 per-
cent next year, the central bank said this
month, largely as a result of an anticipated
economic lag in the United States, Reuters
reported. Guillermo Guemez, the central
bank's deputy governor, said a slowdown
in the United States and in the world in
general would affect Mexico's economy,
which expanded 5.1 percent in the first
half of this year and is expected to end
2006 with growth of at least 4.5 percent.
Guemez said the bank expects growth of
about 3.5 percent. "It is not bad growth
from a global perspective but it really is
insufficient growth for what Mexico
needs," Guemez said, according to
Reuters.

POLITICAL & ECONOMIC BRIEFS

Correa Extends Lead Ahead of
Ecuador's Presidential Election

Ecuador's leftist presidential candi-
date, Rafael Correa, gained further
ground on rival candidates in the
race to the Andean nation's October
15 election, Reuters reported, citing a
Cedatos Gallup poll published on
September 23. Correa's lead
increased four points to 26 percent
of intended voters, while support for
the center-left Leon Roldos fell one
point to 18 percent. More than half
of Ecuadoreans are still undecided,
according to the poll.

Planning Minister: Argentina Has
No Plans to End Price Controls

Argentine Planning Minister Julio de
Vido said on September 20 that the
government has no plans to lift price
controls aimed at keeping inflation
in check, Bloomberg News reported.
"The policy has worked and we see
no need to change it," De Vido was
quoted as saying. "We will exert very
firm control to avoid a possible surge
in inflation." Argentina began imple-
menting price controls on hundreds
of products last year after inflation
doubled to 12.3 percent from 6.1
percent in 2004.

Brazil's Jobless Rate Dips in
August, Stays Near 15-Month High

Brazil's unemployment rate fell only
slightly in August, amid a surge in
the number of people entering the
job market, government statistics
agency IBGE said on September 21.
The country's jobless rate fell from a
15-month high of 10.7 percent in
July to 10.6 percent in August, IBGE
said. Credit Suisse said in a research
note that 216,000 people entered
Brazil's job market in August, com-
pared to a monthly average of 68,000
during the first half of this year.
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currently has a deficit of 2.5 million
housing units."

ABoard Comment: Luis
Anavitarte: "Depending upon
finding the right and long-
term equilibrium between the

banking, government, and [consumers']
interests, this is an excellent way to boost
sustainable economic development.
Similar programs in other places, like
Peru, are quite successful and have
shown a great impact on the lending and
construction industries. I would like to
present a slightly different perspective
here though. There is an ingredient
needed to make these affordable housing
proposals in Argentina and other coun-
tries in Latin America even more attrac-
tive for a wider range of the economy,
particularly now that governments are
starting to be more aware of the need to
promote technology usage among their
emerging middle classes. Offering these
low-income homes as 'intelligent hous-
ing' equipped with a PC, a printer, and
Internet connectivity could help in that
direction. The price of these pieces of
hardware and the Internet service
provider (ISP) cost should be blended in
the total financing. A similar successful
experience is taking place in Mexico.
Furthermore, depending on the years of
financing, the offer should include the
option of technology equipment
replacements and service renewals every
36 or 48 months. This not only will help
the housing, financing, and technology
provider industries, but most funda-
mentally it will have a favorable effect on
reducing the digital divide in Argentina
and elsewhere in the region."

ABoard Comment: Earl Jarrett:
"The anticipated passing of
legislation by Argentina’s
Senate to expand access to low-

cost home mortgage loans, particularly
at rates below inflation, raises two
important issues: how will this venture
be funded and what will be the effect on
the market? It can be assumed that the
Argentine government and private-sec-

tor interests will make significant invest-
ments in facilitating these low-cost home
mortgage loans. Such investments will
undoubtedly result in negative profit
yields, as the funding would be obtained
at market level, while the returns would
be less than current inflation. This mort-
gage financing offer would also distort
the market and likely result in a with-
drawal of private-sector involvement
from the mortgage loan sector. It would
serve to question the viability of mort-
gage lending as a wise investment option
due to the negative yield that is sure to
arise from lending below set market
interest rates. As an alternative to this
proposal, the Argentine government
should act as a facilitator and an enabler
of the sector by drafting the necessary
legislative framework to ensure the ease
and efficiency in the sector in areas such
as transfer of titles, registration of land,
mortgages, and stamp duties. While the
move may be attractive within Latin
America, which is moving towards pop-
ulist governance, the Argentine govern-
ment should instead focus on economic
growth, of which lower interest rates in
areas such as mortgage financing would
become a natural consequence."

Jan Smith is a member of the Financial
Services Advisor board and Director of
Financial Services at InfoAmericas.

Ana Gavuzzo is Senior Director of
Financial Services and Insurance at Fitch
Argentina.

Radmés Marini is President of the
Argentine Tenants' Union.

Luis Anavitarte is a member of the
Financial Services Advisor board and
Research Director, Latin America at
Gartner Inc.

Earl Jarrett is a member of the Financial
Services Advisor board and General
Manager of the Jamaica National
Building Society.
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