
QLocally owned Mexican bank
Banorte is getting a boost from
the US financial crisis, Alejandro
Valenzuela, the bank's then-head

of treasury and capital markets, said on
March 26. Demand for Banorte's corporate
loans jumped 47 percent last year, helped
by international banks slowing down their
lending to Mexican corporations amid liq-
uidity woes, Valenzuela said. Are locally
owned banks in Latin America benefiting
from the US financial crisis at the expense
of international banks? How is the global
credit crunch changing the lending market
in Latin America?

AGuest Comment: Ricardo Marino:
"The phenomenon is not restrict-
ed to Mexico. Once global banks
began to have problems with the

recent US crisis, they found they had to be
dedicated to minimizing their losses in the
United States, reducing their focus on Latin
America, and consequently yielding space
for local banks to increase their penetration
in domestic markets. Local markets in Latin
America continue to be very liquid, benefit-
ing from the positive movement of their
commercial balance sheets and an adequate
supply of credit from local financial institu-
tions without being affected by the external
crisis. Acquiring long-term resources
through capital markets, a phenomenon
that was expanding in all of Latin America,
had already gone through a cooling-off
process in function of global volatility.

Consequently, it temporarily affected the
private sector's investment abilities in these
countries, postponing plans until more
favorable times in global markets."

ABoard Comment: Jeanne Del
Casino: "There is no doubt that
domestically owned Latin Amer-
ican banks can take advantage of

this window of opportunity as the interna-
tional banks focus on issues affecting their
home offices and domestic operations.
Well-positioned domestic banks have been
leveraging their strong distribution and
client penetration to grow for the past sev-
eral years in an environment of much
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Microfinance loans in Latin America
could grow to more than $20 billion by
2012, according to the IDB. See page 3.

FEATURED Q&A

Are Latin Banks Benefiting From the US Financial Crisis? 

Microfinance in 
Latin America & the Caribbean



Pressure Builds for UBS to Sell
Brazilian Subsidiary Pactual 

UK-based activist investor Luqman
Arnold is pushing struggling Swiss bank
UBS to sell its Brazilian asset management
and underwriting subsidiary, UBS
Pactual, Reuters reported on April 4.
Arnold, whose investment firm Olivant is
one of UBS' ten largest investors with a 0.7
percent stake, is calling for the sale as part
of a larger demand UBS overhaul its struc-
ture and governance to refocus on wealth
management. Separately, local press have
reported that former Pactual executives,
including former CEO Andre Esteves,
want to buy the bank. LatinFinance
reported on April 5 that the move is pecu-
liar because Esteves had spearheaded the
bank's sale in 2006. Esteves may be joined

in his bid by Jorge Paulo Lemann, the bil-
lionaire founder of GP Investments,
LatinFinance reported, citing unnamed
bankers not affiliated with UBS. The bank
has denied speculation about a possible
sale. "UBS Pactual remains an integral part
of UBS," Pactual said in a statement,
which noted that UBS CEO Marcel
Rohner had said in February that Pactual
"fits perfectly" in the bank's strategy. UBS
purchased Pactual in 2006 for $2.5 billion.
According to Brazil’s investment banking
association, its portfolio is worth 61.21
billion reais ($US 35.8 billion). If sold,
Pactual would probably attract attention
from both local players and foreign firms,
according to Reuters.

Banorte CEO Luis Pena Resigns,
Moves to HSBC Mexico 

Global financial services giant HSBC said
April 15 it hired Luis Pena, former chief
executive of Mexican bank Banorte, to
head the global firm's Mexico unit, which

is one of the country's biggest banks,
according to wire reports. Pena had
resigned the previous day after four years
at Banorte's helm. Some analysts have
speculated that the move readies HSBC to
make a bid to acquire Banorte, the only
non-foreign-owned bank among Mexico's
top six financial institutions, given Pena's
inside knowledge of the local Mexican
lender. After joining Banorte in February
2004, Pena oversaw a bank whose market
capitalization increased from $1.8 billion
that year to $9.1 billion now. Pena, who
had previously worked at Citigroup in
New York, was replaced by veteran banker
Alejandro Valenzuela as Banorte's interim
CEO. Valenzuela had been head of the
bank's treasury and brokerage unit. At
HSBC Mexico, Pena will fill the position
vacated by Paul Thurston, who was pro-

moted to group managing director and
will move back to the United Kingdom to
head up UK Banking in May. HSBC
Mexico has 351.16 billion pesos ($US 33.3
billion) in assets, about 8.6 million cus-
tomers, and its loan portfolio represents
13.7 percent of Mexico's market share,
according to Dow Jones. In other HSBC
news, Thurston said April 3 that the bank
has applied for a license to start operations
in Guatemala, Reuters reported.
"Guatemala is the largest economy in
Central America and closely linked to
Mexico, and so it makes sense for us to
look at how we can create a presence in
Guatemala," Thurston was quoted as say-
ing. Latin America accounts for 9 percent
of HSBC's total global earnings. Mexico
alone accounts for 4 percent.

Mid-Size Banks in Brazil 
Plan Overseas Bond Issues 

Despite the global credit crunch, in one
short week three of Brazil's mid-sized
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“ UBS Pactual remains an integral part of UBS.”
— Pactual

Financial Services NewsNEWS BRIEFS

Regulator: Banks Need to Help
Over-Indebted Consumers

Mexican banks need to help over-
indebted consumers after aggressively
offering loans to low-income borrow-
ers with little or no credit history
amid a recent lending boom, National
Banking and Securities Commission
President Guillermo Babatz said April
4, according to Dow Jones. "If this
doesn't happen, the capacity of the
industry to issue credit in a sustain-
able way and in adequate conditions
will be called into question," Babatz
said. Strong consumer loan growth
has come with growing levels of
impaired loans in the last two years.

Redecard Studying Proposal 
to List ADRs in New York

Redecard, the Brazilian credit card
networking services provider that
went public last year, is studying a
proposal to list its shares on the New
York Stock Exchange, Dow Jones
reported on April 11, citing a compa-
ny spokeswoman. "Redecard is study-
ing a plan to list ADRs, but any deci-
sion must be approved by the com-
pany's board," the spokeswoman
explained. Redecard is jointly con-
trolled by Banco Itau and Unibanco,
with 23.21 percent stakes each, and
Citigroup, which has 17 percent.

Spain's BBVA to Open 100
Branches in Mexico This Year

Amid rising domestic demand for
financial services, the Mexican unit
of Spain's BBVA will open 100
branches this year and expects to
gain 1 million new clients annually
through 2010, unit head Ignacio
Deschamps said April 3, according to
Bloomberg News. The unit, BBVA
Bancomer, will increase lending by
an average of 20 percent this year, he
said. The bank, Mexico's largest,
plans to service lower-income cus-
tomers to support future expansion.



banks announced plans to issue medium-
term bonds overseas, taking advantage of
what they see as favorable market condi-
tions for specific types of corporate debt,
Dow Jones reported. "We saw a market
opportunity," said Charles Forbes, direc-
tor of mid-sized private bank Banco
Cruzeiro do Sul, on April 14. During the
week of April 21, Cruzeiro will start build-
ing the book for two-year bonds with an
annual yield of about 7.5 percent, Forbes
said. "We still haven't decided how much
we will raise. That will be defined during
book building," he explained. In February,
Cruzeiro raised $100 million in an over-
seas bond issue that matures on August
20, 2009 and pays a yield of 7.5 percent.
But since then, like many other Brazilian
firms, it has not issued any bonds. But suc-

cessful bond issues by industrial conglom-
erate Odebrecht and mid-sized bank
Banco Fibra, which raised $150 million
from 2010 bond issues a week before
Cruzeiro's announcement, seemed to
hearten Cruzeiro as well as Banco
Industrial e Comercial (Bicbanco).
Bicbanco is also planning to raise about
$100 million through an overseas bond
issue, Paulo Celso, Bicbanco's internation-
al director, said on April 14. "We are in the
market," he explained, saying that the
operation could be priced as early as April
28. "We have seen a window of opportuni-
ty and have jumped at it." Bicbanco's issue
will include two-year bonds with annual
yields of 7 percent.

IDB Predicts Microfinance Loans to
Grow to Above $20 Billion by 2012

Microfinance loans to Latin America's
poor could grow to more than $20 billion
by 2012, up from $8.6 billion last year and
just $1 billion in 2001, the manager of the
Inter-American Development Bank's
Multilateral Investment Fund, Donald
Terry, said April 5, according to Reuters. At
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improved country fundamentals and a
boom in lending and investment. Local
banks' risk management capabilities
have also advanced considerably, and
they have been competing successfully
against large international players
because of their local expertise and com-
mitment to service. The Latin banks in
2008 are also facing a much changed—
and increasingly restrictive—liquidity
and funding climate as global conditions
remain volatile. In most markets, fund-
ing spreads have widened, exacerbated in
part by tighter monetary policies in an
effort to combat inflation. If these condi-
tions continue unabated, loan growth
targets are likely to be curtailed and asset
quality could be affected as the cost of
borrowing rises. While large retail banks
such as Banorte still rely primarily on
relatively low-cost deposit funding,
wholesale-funded banks and niche spe-
cialists may see their funding costs rise
more sharply because they rely on other
banks or the markets for their day-to-
day funding needs. Growth opportuni-
ties abound; but most would agree that
the financial environment has changed
dramatically. We see this in more selective

underwriting by banks and a heightened
focus on liquidity and funding this year."

AGuest Comment: Geoffrey
Milton: "Banorte is in rather a
unique situation within the
Mexican banking industry. It is

a substantial local participant where all
the major competitors are controlled by
foreign multinational financial groups.
Whereas they are subject to the direction
of a head office buffeted by the combina-
tion of a credit meltdown, lack of confi-
dence, and liquidity pressures, Banorte
can use its domestic liquidity to pick up
good business and reinforce its market
strengths. Other than Brazil, where there
is a very strong domestic presence, this
situation unfortunately does not prevail
in many other Latin economies. In Latin
America, the banking sectors are usually
not so concentrated and are less well
organized. Many of the smaller players
have become dependent on foreign cur-
rency bonds and loans to fund their
growing portfolio. This funding base is
disappearing as their counterparties can-
cel facilities or fail to buy new bonds
once the old maturities are redeemed.
There is in fact a global lack of confi-

Featured Q&A
Continued from page 1

Continued on page 6

Argentine Pension Reforms Will Harm Insurance Cos—Moody's

Regulatory changes to Argentina's pension system earlier this year will negatively
affect the profile of companies offering some types of life and annuity insurance,
Moody's Investors Service said in a report published on April 9. However, Moody's
said it does not expect to downgrade any of the insurance companies it rates because
these firms are part of larger groups with diversified operations and revenues.

One change that went into effect this year is that pensioners who received death and
disability insurance underwritten by life insurance companies will now receive cov-
erage from pension funds. "Companies that are currently involved in the previsional
life segment will continue administering their in-force business in this segment on a
run-off basis, but will not generate new business going forward," Diego Nemirovsky,
an associate analyst at Moody's, wrote in the report. "As a result of this lost business,
the life insurance companies whose operations have been concentrated in the previ-
sional life business could see a significant decline in their revenues and income."

But another change will bring more transparency to the market, Nemirovsky noted.
The insurance regulator introduced new methodology for crediting excess invest-
ment returns above a guaranteed interest rate, which will standardize products.

“ We have seen a window 

of opportunity and have 

jumped at it.”
— Paulo Celso
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the IDB's annual meeting in Miami, Terry
said growth would result from an influx of
millions of new borrowers in countries
like Argentina, Brazil, and Mexico, and to
an improving regulatory environment for
microlending. With average loan amounts
ranging from $748 to $1,337 last year,
microlending makes financing available to
individuals or small businesses that would
otherwise have no access to credit. But
interest rates for such loans tend to be
high—above 25 percent in some countries
and as high as 65 percent in Mexico—
while critics question the long-term prof-
itability of microlending, a possible obsta-
cle to the participation of bigger, commer-
cial banks. However, Terry noted that
some big banks are starting to expand into
the sector, forcing microfinance institu-
tions to adapt [Editor's note: see related
Q&A in the November 21, 2007 issue of
the Financial Services Advisor]. He also
said that while interest rates for
microloans have fallen, they still need to
come down. On average, microfinance
institutions charge a premium of about 6
percentage points over commercial bank
rates, according to an IDB report cited by
Reuters. The report, which covered 25
countries in the region, said there are cur-
rently 600 microfinance institutions serv-
ing 8 million clients last year, up from just
2 million clients in 2001.

Remittances News

Report Calls on Govts, Companies 
to Facilitate Remittance Flows

Governments and remittance service
providers should facilitate the flow of
remittances to Latin American countries
threatened by the economic slowdown in
the United States, the World Bank said in
a report published April 8. In a press
release announcing the report, the Bank
said the size of remittance flows to the
region, which grew just 6 percent in 2007
compared to an annual average growth
rate of 19 percent between 2000 and 2006,
could be "compromised" by the US eco-
nomic slowdown, hurting the ability of
poor households in the region to cope in
tough economic times. The report calls on
governments and service providers to take

a number of steps to facilitate remittances,
including increasing competition and
transparency to reduce the costs of remit-
tance transfers, and expanding access to
banking services among migrants and
recipients. "Reducing the cost of transfers
is more important now than ever given
the fall in remittances' growth rates
observed since 2007," said a co-editor of
the report, Humberto Lopez, who is the
World Bank's lead economist for Central
America. "In addition, linking remittances
to financial services is crucial for improv-
ing the long-term impact of remittances
on development." One step the report rec-
ommends to lower the cost of sending
remittances is publishing prices offered by
competing service providers so that users
can comparatively shop for the cheapest
service, a system already put in place in
Mexico by the government. It also said
governments could create incentives for
financial institutions to lower costs and
should limit regulatory constraints on
financial institutions seeking to get into
the remittances business.

Political News

Ecuador Defense Minister Resigns;
Top Military Officers Follow

Ecuadorean President Rafael Correa fired
his defense minister on April 9, and three
top military commanders quit in protest
after Correa claimed their intelligence
units shared certain data with the United
States—and not with him—during a bor-
der crisis with Colombia in March. "We
have sent the president our resignation
[letters] ... because of the questioning of
the behavior of the military and I don't
agree with that," army Gen. Guillermo
Vasconez told reporters after he and the
leaders of Ecuador's air force and navy
resigned following Defense Minister
Wellington Sandoval's dismissal.
"Ecuador's intelligence systems are totally
infiltrated and subjugated to the CIA,"
Correa had said April 4 on local TV. The
president reportedly fired an intelligence
officer for belatedly informing him about
links between Colombian rebels and an
Ecuadorean citizen who died in a
Colombian raid in Ecuador's territory last
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COMINGS & GOINGS

Merrill Keeps Hiring in Brazil 

Merrill Lynch said April 11 it hired
Adriano Borges, a former banker at
Credit Suisse, to head up the US-
based bank's financial institutions
group and real estate practice in
Brazil, Reuters reported. Last
month, the firm hired nine new
investment bankers in Brazil,
including former Credit Suisse
banker Sebastien Chatel and for-
mer UBS banker Alexandre
Bettamio.

UBS Banker Moves Back to Citi

Monica Macia returned to
Citigroup's loans sales and trading
unit after a year as UBS' head of
Latin American loans, LatinFinance
reported on April 4.

TSYS Hires for Brazil Expansion

US-based payment services
provider TSYS said April 14 it
named Antonio Jorge "AJ" de
Castro Bueno as director of busi-
ness expansion in Brazil. Prior to
joining TSYS do Brazil, Bueno
worked for companies such as ACI
Worldwide, Grupo Omnia, Banco
PanAmeri-cano, ADP Systems, and
Grupo Villares, TSYS said in a
press release.

HSBC LatAm Co-Heads Promoted

Paul Thurston and Emilson
Alonso, co-heads of HSBC's Latin
America unit, were promoted as
group managing directors, HSBC
said on April 15. Thurston, who was
CEO of HSBC Mexico, Central
America, and Colombia, will leave
the region to run UK Banking.
Alonso, who was CEO of HSBC
Brazil, will remain as Latin America
head. Thurston was replaced by
Luis Pena, who left local Mexican
bank Banorte the previous day.

http://siteresources.worldbank.org/INTLAC/Resources/Remittances_and_Development_Report.pdf
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month. Javier Ponce, a journalist who had
been serving as Correa's personal secre-
tary, was sworn in as defense minister on
April 9.

Venezuela Nationalizes Largest Steel
Company, Tests Argentine Relations

Venezuelan President Hugo Chavez
declared the nationalization of the coun-
try's largest steelmaker on April 9, citing
unresolved labor disputes at the
Argentine-controlled company. The move
to take control of steelmaker Ternium-
Sidor, which was privatized in 1997,
prompted an outcry from Argentina's
Techint, which controls the company, and
has tested Argentine President Cristina
Fernandez's relations with Chavez. The
move follows Chavez's nationalization of
the cement sector in early April, which
affects Mexican cement giant Cemex. The
Venezuelan state has kept 20 percent of
Sidor since its privatization, and current
and former workers hold another 20 per-
cent. Producing 4.5 million metric tons a
year of liquid steel, Sidor has 5,600 work-
ers on its payroll and uses 4,000 contract-
ed workers, according to Reuters. [Editor's
note: look for a Q&A on Argentine-
Venezuelan relations in the wake of
Sidor's nationalization in an upcoming
issue of the daily Advisor].

Economic News

US Congress Blocks 
Colombia Trade Pact 

Lawmakers voted on April 10 to indefi-
nitely postpone any action on a pending
trade deal with Colombia, dashing the
White House's hopes the bill—which it
submitted to Congress on April 8—would
be approved any time soon. "Today's
unprecedented and unfortunate action by
the House of Representatives—led by
Speaker [Nancy] Pelosi—to change the
rules governing legislation to implement
our trade agreement with Colombia is
damaging to our economy, our national
security, and our relations with an impor-
tant ally," President George W. Bush said
in an emailed statement. In a vote that
mostly split along party lines, lawmakers

voted 224-195 to delay action on the
agreement, which under the president's
so-called trade promotion authority had
to be approved or rejected within 90 leg-
islative days. Pelosi argued April 10 that
the White House skirted trade-pact proto-
col by sending the deal to Congress, and
that there was not enough support among
lawmakers to pass the deal. US Trade
Representative Susan Schwab vehemently
disagreed. "When Congress enacted Trade
Promotion Authority in 2002, it chose to
enact rules that the United States and the
other sovereign nations we negotiated
trade agreements with followed," Schwab
said in an emailed statement. "Now, the
House is choosing to not honor those
rules by changing them—in the middle of
the game," she said. Pelosi countered, say-
ing the procedural vote "strengthens
everyone's hand actually," according to
Reuters. "There's a better chance to bring a
bill to the floor that will pass," she said.
Ten Democrats, who are mostly pro-free
trade, voted against the measure, while six
Republicans voted for it. [Editor's note:
look for related Q&A in an upcoming
issue of the daily Latin America Advisor].

Experts Warn of Dire Consequences
for Rising Global Food Prices 

International Monetary Fund Managing
Director Dominique Strauss-Kahn on
April 12 predicted "terrible consequences"
for the developing world if soaring prices
for food staples such as wheat, corn, and
soybeans continue to rise, a point made all
the more striking in Latin America and
the Caribbean in the wake of riots against
rising food prices in Haiti in April.
Marcelo Giugale, the World Bank's direc-
tor of poverty reduction and economic
management for Latin America and the
Caribbean, wrote in the daily Latin
America Advisor that food price increases
in the last three years could potentially put
100 million people in low-income coun-
tries deeper into poverty, which adds up to
about five years of poverty reduction
efforts. From 2005 through 2007, world
wheat prices rose 70 percent, corn gained
80 percent, and dairy prices nearly dou-
bled, up 90 percent, Reuters reported.
[Editor's note: see related Q&A in the
April 17, 2008 issue of the daily Advisor].
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POLITICAL & ECONOMIC BRIEFS

Hot Peruvian Economy Grew
Nearly 12 Percent in February

Led by a construction boom, Peru's
economy expanded a higher-than-
expected 11.92 percent in February
compared to the same month a
year earlier, the biggest monthly
jump in growth since 1995, the
government's National Statistics
Institute said on April 15, accord-
ing to Reuters. Construction soared
22.49 percent year-on-year in
February, while the mining sector,
the main engine of growth in Peru,
expanded 14.65 percent.

Brazil's Central Bank Hikes Rate
for First Time in Nearly 3 Years

Brazil's Central Bank raised its
benchmark Selic interest rate for
the first time in nearly three years
on April 17 in a bid to curb accel-
erating inflation. The Bank's mone-
tary policy committee, or Copom,
voted unanimously to increase the
Selic by a more-than-expected 50
basis points to 11.75 percent, the
first increase since May 2005. In a
brief statement, the Bank said it
believed a larger initial cut would
help limit the need for monetary
policy tightening down the road.

Venezuelan Inflation Rises 1.7
Percent in March, Gov't Says

Venezuela's central bank said April
7 that consumer prices rose 1.7
percent in March, a slower rate
compared to recent months thanks
to smaller increases in the cost of
transportation and services,
Reuters reported. Central bank
official Luis Rodriguez said infla-
tion in February was 2.1 percent,
following a nationwide index. In
the first quarter of the year, prices
in Venezuela have risen 7.1 percent,
among the fastest rates in all of
Latin America.
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dence in counterparty risk, so the ripple
effect is spreading from the major finan-
cial centers in the United States and
Europe to the rest of the world. As the
major banks are being forced to take
more facilities directly onto their balance
sheet, at a time when capital is under
pressure due to extensive book losses in
structured products, leveraged lending,
and derivatives, credit is drying up. In
this scenario, Latin America is no less
impacted than the rest of the world."

AGuest Comment: Nicolás
Mariscal: "Local banks have
benefited from the credit
crunch that US financial mar-

kets are experiencing. This benefit is
mainly due to the fact that the degree to
which local banks were affected by 'sub-
prime' loans was much lower, given that
in countries like Mexico banks have had
more control and have been more care-
ful. In Mexico, banks with US headquar-
ters have been obliged to slow down the
rate of loan offers, above all in the real
estate sector. This is due to increased risk
aversion. However, Mexico's local banks
have maintained their policies and taken
advantage of markets where their partic-
ipation was limited due to foreign banks'
dominance. The credit market in Latin
America is changing and although the
'subprime' problem had a minimal
impact on local banks' finances, there are
risks in other types of credit, like con-
sumer credit cards. If this is not watched
carefully, it could cause grave problems
in the future. To avoid it, strategies for
these kinds of credit should be
rethought. In the short term, we will
probably see less plastic issued to indi-
viduals and, to the extent that risks are
re-evaluated, we could have an adjust-
ment in interest rates."

ABoard Comment: Thomas
Morante & Yani Contreras:
"The Inter-American Develop-
ment Bank recently reported

that Latin America is prepared to face the
turbulence in international financial mar-
kets. The Bank of Mexico's governor stat-
ed that the worst effects of the US crisis

have not yet materialized and that he
anticipates a potential decrease in loans
by Mexican subsidiaries of US banks,
including Banamex and HSBC, during
the current crisis. A similar concern is
shared by the IMF's Anoop Singh, who
stated: 'there is the risk that liquidity or
capital pressure in their [banks'] parent
companies in the United States or Europe
could lead these banks to downsize their
operations or draw on the capital or liq-
uidity resources of their subsidiaries in
the region.' Recent economic expansion
in Mexico has translated into increased
demand for credit. However, while the
potential crisis in international markets
may impact the expansion and cause
banks to moderate the amount of credit
extended, it is not clear that the sub-
sidiaries of US banks operating in Latin
America will be impacted to a greater
degree than locally owned banks. The
2008 loan projections of financial groups
in Mexico do not reflect a decrease in
lending. Banorte projects a 25 percent
increase on extension of credit in 2008,
almost identical to the increase forecast by
Banamex and slightly higher than the 20
percent increase projected by BBVA
Bancomer."

Ricardo Marino is CEO of Itau Latin
America.

Jeanne Del Casino is a member of the
Financial Services Advisor board and
Vice President & Regional Credit Officer
for Latin American Banks at Moody's
Investors Service.

Geoffrey Milton is an independent con-
sultant and a former General Manager in
New York for Arab Banking Corporation.

Nicolás Mariscal is Chairman of Grupo
Marhnos in Mexico.

Thomas Morante is a member of the Fin-
ancial Services Advisor board and Chair
of the Insurance, Banking, and Financial
Services Industry Group at Jones Walker
LLP, and Yani Contreras is an Inter-
national Attorney at Jones Walker LLP.
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