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Are Latin America's Financial Oversight Practices Sufficient?

A lack of regulatory oversight in

the United States is being

blamed for contributing to the

current multibillion-dollar finan-
cial crisis that is bringing down some of
the largest investment banks and insur-
ance companies in the world. How do reg-
ulatory frameworks in Latin America's
financial sector compare to those in the
United States? Should governments be
doing more to monitor banks and insur-
ance companies in the region? How and
when might the fallout from the crisis on
Wall Street affect Latin America’s finan-
cial services sector?

Guest Comment: Alfredo

Coutifio: "Latin America success-

fully emerged from one of the

deepest financial crises during
the second half of the 1990s with a
stronger banking system and an imbal-
ance-free economy. Given the magnitude
of the crisis, governments not only had to
reconstruct the financial system but also to
reinforce regulation and supervision, such
that banking institutions could emerge
healthier and with less exposure to risky
assets. Thus, crises in Mexico in 1995, in
Brazil in 1999, and in Argentina in 2001,
among others, really imposed a costly les-
son to local governments, which were so
close to defaults. Thanks to financial aid
from abroad and external supervision, the
financial system was not only reconstruct-
ed but also modernized according to the

latest international standards. The strength
of Latin American markets is illustrated by
the region's resilience to the effects of the
ongoing financial crisis in the US. The
strict supervision and regulation have
allowed the region to maintain reduced
exposure to the US mortgage problem. In
fact, local regulations until last year only
allowed local investment funds to main-
tain a reduced proportion of their total
portfolio in risky assets (domestic and for-
eign). However, even though supervision
and regulation in Latin America have had

Continued on page 6

Medina-Mora Cautions on
Consumer Lending in Mexico

Manuel Medina-Mora, the CEQ of
Latin America at Citigroup, has urged
Mexican banks to re-evaluate relaxed
lending practices for credit cards and
consumer loans. See story on page 3.

Photo: Citigroup.
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FINANCIAL SERVICES BRIEFS

HSBC Selling Stake in Mexican
Microlender for $145 Million

A subsidiary of HSBC Holdings,
Europe's largest bank, said
September 18 it would sell its 18.68
percent stake in Mexican micro
lender Financiera Independencia
for $145 million. In a company press
release, HSBC said it was ending its
two-year-old relationship with
Independencia, which serves a base
of more than one million low-
income clients, to focus on its "core
Mexican retail financial services
business." Independencia
announced it would buy back 11.3
percent out of HSBC's stake and
seek a reduction of shares to cover
the remainder, according to Reuters.

Scotiabank Jamaica Announces
$400 SME Loan Program

Scotiabank's Jamaica unit on
September 11 launched a $400 mil-
lion small and medium enterprise
(SME) development program, the
Jamaica Gleaner reported. William
Clarke, Scotiabank president and
chief executive officer, said the
objective was to reach working class
customers. "We hope the taxi opera-
tors and fishermen can benefit from
this program," said Clarke.

Western Union Donates $25,000
to Haiti Hurricane Relief Efforts

The Western Union Foundation
announced on September 12 it had
made a donation of $25,000 to
CARE to assist disaster relief efforts
in Haiti in the aftermath of several
storms that have recently hit the
country. Western Union Agents had
recently provided relief donations in
Belize, Haiti and Jamaica totaling
$175,000, the company said in a
press release. [Editor's note: see
Q&A in the September 5, 2008 issue
of the daily Advisor.]
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Financial Services News

US Extradites Uruguayan Banker,
Most-Wanted Fugitive in Nation

A former Uruguayan banker accused of
taking part in a $800 million banking
scandal during the country's 2002 eco-
nomic crisis was extradited on September
11 from the United States, reported the
Associated Press. Juan Peirano Basso was
arrested last May in Miami after five years
on the run for his suspected role in the
scam, and arrived in Uruguay amid
protests from citizens from whom he
allegedly stole millions, according to local
daily El Pais. Peirano, former chief execu-

The government of Uruguay
branded Peirano as the country's

most-wanted fugitive.

tive of the Velox Group of banks in
Argentina, Uruguay, Paraguay and the
Cayman Islands, is accused of embezzling
more than $800 million from various
financial institutions. "The government of
Uruguay branded Peirano as the country's
most-wanted fugitive as a result of his
actions, which are believed to have caused
the collapse of the Uruguayan economy
and to have caused the South American
financial crisis of 2002," the US
Immigration and Customs Enforcement
service said, according to Reuters.

Banco do Brasil Acquiring Besc and
its Mortgage Unit for $382 Million

Banco do Brasil said September 11 it
plans to acquire state-controlled Banco do
Estado de Santa Catarina and its mort-
gage unit for 685 million reais ($US 382.7
million) in stock. The deal involves paying
411 million reais for Besc, the bank con-
trolled by the state of Santa Catarina, and
274 million reais for Besc SA Credito
Imobiliario, its mortgage unit known as
Bescri. The largest bank in South America,
state-run Banco do Brasil said on its Web
site that the Besc deal will give it the

largest distribution network in the state of
Santa Catarina, with 28.2 percent market
share; before the deal, Banco do Brasil
ranked second in the state, with 200
branches. It will also give Banco do Brasil
a fast-growing payroll loans book that is
backed by Besc's strong franchise in Santa
Catarina, the bank said. Besc's income
from loans more than doubled in the two
years from 2005 to 2007, rising from 98
million reais in 2005 to 217 million reais
in 2007. Brazil's banks have been expand-
ing dramatically in recent years, fueled by
the longest stretch of continuous econom-
ic growth in decades. Banco do Brasil is
consolidating the nation's smaller state
banks in order to compete against well-
capitalized private-sector banks like Itau,
Bradesco and Unibanco.

In Mexico, Yunus Says US Crisis
Shows Financial System Needs Fixing

While traveling in Mexico September 22,
Nobel Laureate Mohammed Yunus said
the US economic crisis demonstrates that
the current global financial system "is not
as perfect as they say" and must be
reformed to benefit a greater number of
people, EFE reported. "Two-thirds of the
world's population lacks access to finan-
cial services by formal institutions. What
kind of institutions are those?" asked
Yunus in a speech at a Banamex event on
financial literacy in Mexico City. "Maybe
we should sit down and redesign the

T
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Yunus (L) and Carstens (R).

Photo: Mexican Finance Ministry.

entire system. Your system, the current
capitalist (system), is not as perfect as they
say it is, therefore, why not start again?
Build a system that works under any cir-
cumstances and that is inclusive—not
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only for a few people," he added. Mexican
Finance Minister Agustin Carstens said
financial education would have perhaps
prevented the subprime mortgage melt-
down in the US. "I think the great crisis
which is affecting the US in good measure
also reflects a lack of good financial edu-
cation. I think that many American fami-
lies were invited to take on debt, or were
driven to increase their spending, and did
not take into account the contingencies
that they were facing," Carstens said,
adding that in Mexico, "financial educa-
tion needs to be a permanent effort."

Popular Inc. Selling Some US
Mortgage Assets for $194 Million

Puerto  Rico-based  Popular Inc.
announced September 18 it had sold the
manufactured housing loan assets of its
US mortgage subsidiary, Popular
Financial Holdings, for $194 million. The
deal, which was negotiated with 21st
Mortgage and Vanderbilt Mortgage and
Finance, will result in a pre-tax loss of
approximately $70 million for Popular,
the company said. Popular is shedding its
mortgage assets in the US while strength-
ening its "leading position" at home,
announcing on September 19 its purchase
from R-G Financial's Puerto Rican unit of
third-party mortgage servicing rights to a
loan portfolio valued at approximately
$5.1 billion. Earlier this month, rumors
circulated that Popular had enlisted
Citigroup to help sell its billion-dollar
North American banking unit. [Editor's
note: see related story on page 2 in the
August 28-September 10, 2008 issue of the
Financial Services Advisor.]

Swiss Bankers Sentenced for
Laundering Brazilian Bribe Money

Five Swiss bankers were convicted
September 18 of helping Brazilian tax offi-
cials launder $45 million, reported the
Associated Press. Switzerland's privacy
laws prevented the release of the identities
of the bankers, who received suspended
prison terms of up to 16 months, and were
ordered to pay up to 21,600 Swiss francs
($US 19,300) each. The case centered on
the Zurich branch of the defunct
Discount Bank & Trust Cie, which under

Copyright © 2008, Inter-American Dialogue

the eye of the convicted employees stashed
away millions that Brazilian tax officials

Technology News

IDB Announces New Mobile Banking Program in Latin America

The Inter-American Development Bank (IDB) on September 22 issued a call for pro-
posals to develop and implement mobile-banking systems for unbanked people in
Latin America and the Caribbean. Currently only 35 percent of adults in Latin
America have bank accounts, the IDB noted in a press release. Along with the part-
nering GSM Association, an industry group promoting GSM mobile phone technolo-
gy, as well as the Knowledge Partnership Korea Fund for Technology and Innovation,
the IDB will provide mobile network operators and partner banks with financial and
technical support for the development of "m-banking solutions" on a pilot basis to
verify their operational and financial viability, or to support a full-scale launch. The
program will finance up to 50 percent of the contracted costs of selected projects. The
maximum amount awarded to a program would be $150,000. It is expected that a
minimum of five projects will be supported.

Cardtronics to Put ATMs in 7-Eleven Retail Stores Across Mexico

US-based firm Cardtronics Inc. said September 18 it plans to put ATMs in 7-Eleven
stores across Mexico, according to industry newsletter Cardline. Cardtronics bought 7-
Eleven's ATM network last year for $135 million, and already operates 1,800 ATMs in
Mexico through local subsidiary Cardtronics Mexico. The company's CEO, Jack
Antonini, said Cardtronics is targeting Mexico and China, which both have low ATM
penetration. Across the largest markets in Latin America—DBrazil, Mexico, Argentina
and Colombia—approximately 93 percent of the banked population is familiar with
ATM use, Financial Services Advisor board member Jan Smith wrote recently. "The
ATM in Latin America is moving from being a cost-saving substitute for window
tellers to a dynamic machine capable of reloading cellular accounts, making tax pay-
ments and becoming a nimble advertising touch-point,” Smith, who is Managing
Director at Kroll Associates, said in an article published in the Latin Business
Chronicle.

relaxed lending practices, reported
Reuters. Manuel Medina-Mora,

earned as bribes by helping companies
and individuals in Brazil evade taxes. The
22 Brazilians implicated in the scheme,
along with ring leader Rodrigo
Silveirinha, have already received prison
terms in Brazil of up to 20 years for cor-
ruption and money laundering. The five
convicted bankers said they would appeal
the court's decision to Switzerland's
Federal Tribunal.

Credit Card News

Citigroup Exec: Mexican Banks
Should Tighten Credit Card Lending

A top Citigroup executive on September
22 urged Mexican banks to re-evaluate

Citigroup's head of Latin America opera-
tions, told Reforma newspaper that low-
quality debt is cropping up in debt portfo-
lios, due to lax requirements for issuing
credit cards and consumer loans. "Some
financial players relaxed their credit
requirements,” said Medina-Mora. "There
were some banks and financial institu-
tions that would give you a credit card if
you already had one, without further
study or analysis." Non-performing credit
card debt among Mexico's top six lenders
stood at 16.2 percent in a recent study by
Citigroup's Banamex unit, nearly double
the central bank's official figure of 6.6 per-
cent, which does not take into account
low-performing debt covered by bank
provisions, according to Reuters. Medina-
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Mora said banks should act now to tight-
en lending practices, adding "We are at a
very good time to correct it." [Editor's
note: see related Q&A on credit cards in
the July 16-31, 2008 issue of the Financial
Services Advisor.]

Insurance News

Unibanco Safe from AIG Fallout,
Joint Venture President Says

Brazil's Unibanco would have first dibs on
US-based  American International
Group's minority 48 percent share in joint
venture Unibanco-AIG should the
American insurer put its shares up for
sale, reported Folha de S. Paulo on
September 17. Unibanco-AIG's president
Zeca Rudge said such a sale would be the
"natural path" if AIG is forced to liquidate
some of its global assets under a potential
$85 billion bailout from the US govern-
ment. Unibanco-AIG, Brazil's fourth-
largest insurance firm, sent a letter to
investors last week saying that its Brazilian
business would not be affected by AIG's
troubles.

Economic News

El Salvador Ratings Put on Negative
Watch Due to Political Uncertainty

New York-based ratings agency Standard
& Poor's on September 17 revised the sov-
ereign credit outlook for El Salvador from
"stable" to "negative" watch on worries
over the March 2009 election outlook and
persistent crime in the Central American
nation. S&P affirmed the "BB+" rating,
saying relatively sound economic manage-
ment does not necessarily outweigh ongo-
ing domestic political and social instabili-
ty. "Poor social indicators; education,
technology, and training gaps; and high
crime rates  constrain  economic
prospects,” S&P said in a statement.
Inefficient gains in productivity and rising
inflation, peaking at 9.5 percent in 2008,
undermine the country's competitiveness,
according to the report. Polls last month
showed former journalist and FMLN can-
didate Mauricio Funes is the frontrunner

Copyright © 2008, Inter-American Dialogue

Advisor Q&A

Will the US-Colombia FTA Pass in a "Lame Duck" Session?
Excerpted from the September 19, 2008 issue of the Dialogue's daily Advisor

A delegation from Colombia

lobbied the US Congress

recently for passage of the

pending free trade agreement
(FTA) with the US. Does the Colombia
FTA stand a chance of passing in the
"lame-duck” session of Congress, as
some supporters of the bill have sug-
gested? If the Colombia FTA does not
pass, what is at stake for Colombia eco-
nomically and politically?

Guest Comment: Jerry Weller:

"Much can be said about who

wins and loses if Congress fails

to bring up for a vote and rati-
fy the US-Colombia Trade Promotion
Agreement. Failure will cause my con-
stituents to lose, especially farmers, man-
ufacturers and workers who would bene-
fit from greater access to a market of 42
million people, almost equal to the total
population of the DR-CAFTA countries.
Since Presidents Uribe and Bush signed
the agreement almost two years ago, over
$1 billion in tariffs have been levied on
US products exported to Colombia. This
represents over $1 billion in lost sales
since many buyers would use the savings
to buy more US made products. We all
win when Colombian import duties are
lifted when the agreement goes into
effect. Unfortunately, our enemies would
also win if we rejected this agreement or
failed to even bring it up for a vote.
Almost everyone in Latin America iden-
tifies President Uribe and Colombia as
the US's closest friend and ally in South
America. When democracy is under
siege, our opponents would quickly label
the US as an unreliable partner and a
friend that can't be counted upon to
deliver when needed. It's time for
Congress to act. At a time when exports
are the primary driver of US economic
growth, we all win when we open new
markets and expand trade opportuni-
ties."

Guest Comment: Jeff Vogt: "It

is very unlikely that the free

trade agreement (FTA) with

Colombia will be put to a vote
this calendar year. The US economy is in
turmoil, trade agreements remain deeply
unpopular, and the situation on the
ground in Colombia is deteriorating. In
the first eight months of 2008, 41
Colombian trade unionists were assassi-
nated. This is a dramatic increase over
2007, when 39 unionists were murdered
that year. Still, all too few are held
accountable for these atrocities. The rate
of impunity for the nearly 2,700 union
murders since 1986 is over 96 percent.
And the nation's labor laws, like our
own, are in need of reform if workers are
able to exercise their basic rights. The
Uribe government has failed to take the
necessary steps to implement needed
labor law reforms. The hundreds of
thousands of dollars that the Colombian
government must have spent on the lat-
est lobbying blitz would have been better
used actually addressing the human
rights situation, rather than talking
about it. ... Colombia must show con-
cretely that it can enforce the rule of law
and protect the rights and the lives of
workers who struggle to unionize and
bargain collectively. If the FTA does not
pass this year, bilateral trade relations
between the US and Colombia will likely
continue on their current path.
Colombia currently enjoys virtually
complete access to the US market under
the Andean Trade Preferences Act, and it
is unlikely that Congress will allow these
trade preferences to lapse."

Jerry Weller (R-IL) is a member of the
US House of Representatives.

Jeft Vogt is a Global Economic Policy
Specialist at the AFL-CIO.
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for the March contest. If elected, he would
become become the nation's first-ever
president from the leftist FMLN. [Editor's
note: see related Q&A in the August 22,
2008 issue of the daily Advisor.]

Correa: Ecuador's New Finance
Minister Should Triple Spending

Maria Elsa Viteri was named Ecuador's
new finance minister September 16 after
the unexpected resignation of Wilma
Salgado. President Rafael Correa had crit-
icized Salgado, accusing her of blocking
efforts to boost government spending on
roads, hydroelectric and oil projects dur-
ing her 10 weeks in office, the Associated
Press reported. Correa wants Viteri, who
was Salgado's deputy, to triple public
spending to $300 million a month,
according to the report.

Uruguay Economy Grows
at Fast Clip in Second Quarter

Uruguay saw its economy grow by the
fastest rate in two decades during the sec-
ond quarter of 2008, driven by increases in
pulp manufacturing and the country's
agricultural sector, reported Bloomberg
News. Uruguay's central bank said
September 12 the country's GDP grew by
13.1 percent in the first half of 2008 com-
pared to the same period a year ago. The
government's statement also cited a con-
tinued demand for imports and a strong
telecommunications sector as contribut-
ing to economic growth, which increased
by 4.6 percent in the second quarter of
2008 compared to the first quarter this
year. Uruguay's industrial sector expanded
20.5 percent in the first half of 2008 over
the previous year, led by pulp manufactur-
ing. The growth was helped by a contro-
versial $1.1 billion pulp mill that began
operations in November of last year in the
city of Fray Bentos, which amounted to
the biggest single foreign investment in
Uruguay's history.

Peru's Economy Grows in July by 8.3
Percent, Slightly Behind Expectations

Peru's economy grew 8.34 percent in July

compared to the same month a year ago,
the country's national statistics agency

Copyright © 2008, Inter-American Dialogue

Special Report

US Embassy Was "Constant Target" of Morales, Amb. Says
By Matthew Schewel

WASHINGTON—Ousted US Ambassador Philip Goldberg spoke publicly September
18 for the first time in the US since his expulsion from Bolivia, calling "unjustified" and
"wrong" the accusations leveled by President Evo Morales that he conspired to foment
unrest in the Andean nation.

Goldberg told reporters he had been a "constant target" of Morales' Administration
since taking up his post in October 2006, and that his expulsion although "swift in its
being carried out...was some time in the making." "Evo Morales is constantly, consis-
tently using the US and the embassy as a sort of foil, as a reason for doing what he

- ¥ does," Goldberg said in press briefing at
the Inter-American Dialogue in
Washington.

The latest diplomatic row was fueled,
moreover, by what Goldberg called "exter-
nal factors", alluding to the role of
Venezuelan President Hugo Chavez, and
the violent clashes that erupted last week
in Bolivia's eastern provinces, where
protests in favor of greater regional auton-
omy resulted in the deaths of at least 18
people. Goldberg said the US delegation
in Bolivia was under constant attack from
Morales' government, citing both govern-
ment-sanctioned protests at the US
Embassy in June, after which he was recalled briefly to Washington, and a series of
"infomercials" that aired last weekend showing gruesome images of killing in the for-
mer Yugoslavia, where Goldberg previously served.

Goldberg (L) spoke about his ouster to the
media in Washington, DC.

Photo: James Bosworth, Inter-American Dialogue.

In response to claims that he conspired with opposition leaders, Goldberg described a
recent contact with Santa Cruz governor Ruben Costas as open and transparent.
"There was nothing untoward about it," he said. "I think it's a misconception, and one
that is being put out by some in the region, that meeting with the opposition is some-
how not what a diplomat is supposed to do ... not only is there nothing wrong with
it, it's part of our work."

But Goldberg said it was not the job of diplomats to "become a political ally of a polit-
ical party or of a person," and expressed concern that unanimous support for Morales
at the Unasur presidential summit in Chile on September 15 could give the Bolivian
president an excuse to avoid dialogue with the opposition.

[Editor's note: see Q&A on the US's diplomatic tussle with Bolivia and Venezuela in
the September 17, 2008 issue of the daily Advisor.]

reported September 15. Slower growth in
the fishing sector was behind the some-
what lower-than-expected GDP results,
which nevertheless extended one of the
longest stretches of continuous economic
growth in Peru's history to July. Fewer
working days in the month may also have
been behind the slower growth, which

market analysts had thought would come
in at 8.5 percent for July. "We see some
impact of fewer working days in the [over
a year ago] comparison in July and there-
fore expect a payback in August. Indeed,
leading indicators from the Ministry of
Finance point to 11 percent GDP growth
in August," JP Morgan analysts noted.
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higher standards than in the US, author-
ities should continue to improve the reg-
ulatory framework and the early warn-
ing system. So far, the US financial melt-
down has only affected Latin American
markets through the wave of psycholog-
ical effects generated by the global panic
and risk aversion. Stronger effects on the
region could be possible only if the US
financial crisis deepens and puts the
international financial system and the
global economy at risk."

Guest Comment: Tapen Sinha:

"The current crisis in the

United States can be traced

directly to two key policy
changes. First, in the 1970s, commissions
paid to stockbrokers were deregulated.
Second, in the 1990s, the Glass-Steagall
Act's restrictions on mixing commercial
and investment banking were removed.
By itself, each policy was not bad.
Reduced commissions increased the
after-commission profits for individual
investors. However, it had an unintended
consequence for the investment bankers
when it was coupled with the elimina-
tion of the Glass-Steagall Act. The invest-
ment bankers got into originating and
distributing complex derivative securi-
ties. To sustain their profitability, they
borrowed extensively. Thus, a funda-
mental cause of the present crisis: the
originate-and-distribute model of secu-
ritization and the extensive use of lever-
age. In Latin America, in the 1980s, the
government borrowed funds to finance
projects that were not commercially
viable. This led to the crisis that most
countries in the region suffered from.
After that, borrowing in such a scale by
the public or the private sector has not
been seen again. Thus, the trigger of
extensive use of leverage does not exist
for the Latin American countries in
2008. In addition, the business of securi-
tization is very rudimentary in the Latin
American region. Thus, the two funda-
mental causes of the US crisis are absent
in the region. However, this does not
mean that the current crisis in the US
financial system will not affect the
region. Due to various free trade agree-

Copyright © 2008, Inter-American Dialogue

ments, many American companies now
own large chunks of financial sectors in
numerous countries in the region. Thus,
there could be indirect impact."

Guest Comment: Andrés

Portilla:  "Regulatory and

supervisory frameworks in key

Latin American jurisdictions
compare fairly well with those in the US.
Capital adequacy frameworks are rela-
tively high, supervision is tight and there
is overall a regulatory framework of
good quality for the current state of
development of financial markets in the
region. However, with the increasing lev-
els of sophistication of regional markets
there is a need for continuing updates to
regulatory frameworks. One clear lesson
from the financial crisis is that regulato-
ry capital is not everything and that liq-
uidity risk management needs to be
strengthened; banks can have apparently
good capital positions but inadequate
liquidity positions and the mistrust of
the market can quickly bring them
down. Supervisors in the region should
also concentrate on ensuring that an
adequate risk culture is embedded in the
way financial institutions operate,
including a clear responsibility for senior
management and boards of directors to
ensure that adequate risk management is
in place. The crisis has also shown how
interconnected markets are. Even if most
regional banks do not have significant
subprime-related holdings, a crisis of
this dimension has affected liquidity and
lines of credit. Tightening of credit con-
ditions and a flight to quality are likely to
be the most prominent consequences of
the crisis."

Alfredo Coutifio is Senior Economist for
Latin America at Moody's Economy.com.

Tapen Sinha is ING Comercial America
Chair and Professor of Risk Management
at Instituto Tecnologico Autonomo de
Mexico.

Andres Portilla is Deputy Director of the
Regulatory Affairs Department at the
Institute of International Finance.
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