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The global financial crisis will

pose major challenges for the

microfinance industry, warned

Inter-American  Development
Bank President Luis Alberto Moreno in a
speech at the opening of the 11th
Microenterprise Forum in Paraguay last
week. Moreno announced that the Bank is
working on a $20 million financing facili-
ty to help microfinance institutions in the
region weather this crisis. What are the
challenges that Moreno is referring to?
How big a dent might the global financial
crisis put in Latin America’s booming
microfinance sector?

Guest Comment: Teresa Velilla:

"Latin America's microfinance

industry has experienced high

growth in the last 25 years in
applied technologies, products, and the
number of people trained in all countries,
and [it has been] a big help in rural areas,
where young mothers and many fathers
have attained work and training. The most
important step has been the "bancariza-
cion" of thousands of women and men
who previously could not access a bank
account or credit to realize their dreams. In
these last 25 years, it has been proven that
the poor pay their bills, that this access dig-
nifies them and that this can be a prof-
itable, sustainable and high social-impact
business for microfinance institutions
(MFIs). In the last six years, Latin America,
and Paraguay in particular, have seen sig-

nificant macroeconomic stability, since we
are big producers of commodities such as
soy and meat. Additionally, the influx of
remittances in the last four years from
Paraguayans who have migrated abroad
has been a very important source of for-
eign currency for the country. This macro-
economic stability and a mature microfi-
nance industry have allowed interest rates
to go down significantly and the length of
loan terms to be extended. In the past, we
talked about financial inclusion and we
didn't talk about interest rates and term
length, which are fundamental to the

Continued on page 5

Argentina May Nationalize
Management of Pension Plans
Argentine President Cristina Fernandez
plans to take over the management of
the country's $28.7 billion private pen-
sion funds. See story on page 2.
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FINANCIAL SERVICES BRIEFS

Walmex Plans to Issue 100,000
More Credit Cards This Year

Wal-Mart de Mexico plans to issue
more than 100,000 credit cards by
the end of the year, Bloomberg
News reported October 17, citing "a
person with knowledge of the plan."
Walmex, the biggest retailer in
Mexico, is targeting customers who
have never had a bank account at a
time when authorities in Mexico
have begun to call for more caution
in consumer lending. [Editor's note:
see related Q&A in the July 16-31
issue of the Financial Services
Advisor. |

Bancolombia Reports Net Income
of 60 Billion Pesos in September

Bancolombia S.A. on October 10
said its unconsolidated net income
in the month of September reached
60.3 billion pesos ($US 27 million).
Net income at the Medellin-based
bank totaled 824.3 billion pesos for
the first nine months of 2008, an
increase of 44 percent compared to
the same period of 2007.
Bancolombia said its market share
of the Colombian financial system
last month stood at 18.7 percent of
total deposits, 20.8 percent of total
net loans, 20.0 percent of total sav-
ings accounts, 21.6 percent of total
checking accounts and 15.5 percent
of total time deposits.

Scotiabank Launches New
NAFTA-Targeted Online Service

Toronto-based Scotiabank on
October 20 launched a new NAFTA-
focused online cash management
tool and integrated payment service.
The system aims to give businesses
operating in Canada, the US and
Mexico access to real-time informa-
tion on their Scotiabank accounts
and ability to manage their electron-
ic cash management and payments
across the countries.

Copyright © 2008, Inter-American Dialogue

Financial Services News

Argentina May Nationalize
Management of Pension Plans

The government of Argentine President
Cristina Fernandez plans to take over the
management of the country's $28.7 billion
private pension funds, local daily Clarin
reported October 21. Fernandez is sending
a new bill to Congress proposing the
reform of the private pension system,
although few details were made public.
Retirement  and  Pension  Fund
Administrators, known as AFJPs, manage
private pension accounts for 9.5 million
depositors, of which some 40 percent are
active contributors, according to Reuters.

Fernandez plans to send a new bill
to Congress proposing the reform

of the private pension system.

The value of the funds has dropped some
40 percent this year, along with major
stock indices in Argentina and elsewhere
in the region. "The idea is to announce
tomorrow a bill to nationalize [manage-
ment of] all the pensions," a spokesperson
for one of the biggest AFJPs, who asked
not to be named, told Reuters on October
20. [Editor's note: see Q&A on the state of
Argentina's financial system in the August
28-September 11, 2008 issue of the
Financial Services Advisor.]

Brazil's Biggest Banks See Stocks
Slide 50 Percent in Past Year

Brazilian banks have taken a hit in recent
weeks as a result of the panic that struck
international markets in the wake of the
US financial meltdown, followed in more
recent days by concern that Brazil's econ-
omy will stumble in 2009. On October 17,
the four largest banks in Brazil posted
stock prices that were down at least 50
percent over the past 12 months. Shares in
Unibanco, Brazil's third-largest non-gov-
ernment bank, fell 6.1 percent to 13.80
reais in Sao Paulo trading, a 51-percent

drop from the bank's 52-week high price.
Banco Bradesco fell 3.8 percent to 25.10
reais. State-held Banco do Brasil, Latin
America's largest bank by assets, declined
4.7 percent to 15.35 reais, while Banco
Itau Holding Financeira dropped 6.1 per-
cent to 24.50 reais. Analysts say a slow-
down in economic growth may lead to
higher rates of default among borrowers.
Brazil's biggest banks are better positioned
for the downturn than some smaller play-
ers, however. Last week New York-based
Moody's Investors Service placed the rat-
ings of Banco Cruzeiro do Sul, Banco
Bonsucesso and other smaller banks on
review for potential downgrade. "A possi-
ble slowdown in economic activity, as well
as unfavorable funding conditions and
availability in the local and international
markets, may challenge these banks'
recurring earnings generation capability
and thus, the sustainability of their spe-
cialized franchises over the medium
term," Moody's said in a release.

Banorte's US Unit Fined
$1.1 Million by Regulators

The US unit of Mexican bank Banorte on
October 16 was fined $1.1 million by the
US government's Financial Industry
Regulatory Authority (FINRA) over
"unsuitable sales" of shares in mutual
funds to Mexican citizens. FINRA
announced that it imposed a $1.1 million
fine on Banorte Securities International,
Ltd. for "unsuitable sales of Class B shares
in offshore mutual funds as well as failing
to have adequate supervisory systems to
monitor those sales," the US agency said
in a press release. As part of this settle-
ment, Banorte agreed to a remediation
plan that will address over 1,400 transac-
tions in the accounts of more than 300
customer households. Banorte Securities
International, which is headquartered in
New York, is part of an affiliated group of
companies that includes a Mexican bro-
ker-dealer and Mexico's last big domesti-
cally owned bank. The majority of the
firm's customers live in Mexico, but that
doesn't get around US rules, the agency
said. "Firms have a suitability obligation to
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consider all relevant factors when recom-
mending mutual fund investments to cus-
tomers, whether those customers live
inside or outside of the United States. That
means that firms must consider all avail-
able share classes and pricing features in
determining what is most advantageous to
the customer,” said Susan  Merrill,
FINRA's Executive Vice President and
Chief of Enforcement. "Banorte Securities
International failed to ensure that their
sales force and customers understood the
impact that share class pricing had on
investment performance. As a result, cus-
tomers often missed the opportunity to
take advantage of the lower costs available
with Class A shares." Banorte has said it
contests the charges and will furnish evi-
dence showing it did nothing wrong,
Reuters reported.

Mexico's Financiera Independencia
Q3 Net Income Rises 91 Percent

Mexican microlender Financiera
Independencia announced October 16
that its net income for the third quarter of
2008 rose 91.1 percent year-on-year to
188.9 million pesos ($US 14.8 million),
and increased 71.4 percent over the sec-
ond quarter of 2008. Net income through
the third quarter this year increased 23.4
percent over the same period in 2007, the
company said. Non-performing loans
decreased from 7.7 percent of total loans
in the second quarter of 2008 to 6.0 per-
cent. The company's total loan portfolio
rose year-on-year by 36.8 percent to 4.25
billion pesos as a result of a 35 percent
increase in the number of clients. As of
September 30, Independencia had
1,032,804 active clients, the company said.
On September 18, HSBC divested its
entire stake in Independencia, which rep-
resented 18 percent of total shares out-
standing.

Insurance News

Collins to Work with Brazilian
Company on Reinsurance Agreement

Minneapolis-based Collins, a reinsurance

broker, on October 14 announced an
agreement with Brazil's Especializada Re

Copyright © 2008, Inter-American Dialogue
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Comings and Goings

Former ING Executive Jorge Suarez-Velez Moves to Pali Holdings

New York-based Pali Holdings on October 14 announced it had hired the former
global head of private banking for Latin America at ING to run its new private wealth
management team. Jorge Suarez-Velez will lead a team of five people and report to
Luis Marino, senior managing director. A new unit called Global Plus+ Investment
Management, LLC has been established with the financial backing of Panama-based
Grupo Mundial. Founded in 1995, Pali describes itself as an independent, mid-sized
global financial services firm.

Hypercom Names Bounaira to Head Mexico Office

Arizona-based Hypercom Corporation, an electronic transaction provider for
banks and other financial institutions, on October 15 named Samia Christine
Bounaira as Managing Director of Mexico. Bounaira is responsible for driving
sales, service and support in the country. She takes over for Jaime Arroyo, who is
now responsible for the Caribbean, Central America and Andean countries.
Bounaira joins Hypercom from Oberthur Technologies, where she was sales
director for Mexico and Central America.

Wally Gardner Retires from Chubb

Wallace Gardner, the senior vice president of worldwide sales at New Jersey-based
Chubb Group of Insurance Companies, retired recently after a nearly 30-year
career with the insurer. Gardner had been a longtime member of the board of
advisors of the Dialogue's daily Latin America Advisor.

Pratt Resigns from Jamaica's PanCaribbeanBank

Henry Pratt, managing director of the newly formed PanCaribbeanBank
Limited, has resigned his position effective October 31, but declined to say why he
is leaving the three-month-old operation, the Jamaica Gleaner reported. Philip
Armstrong will run the bank in the interim. PanCaribbeanBank is a subsidiary of
brokerage Pan Caribbean Financial Services, which recently gave up its merchant
banking license to become Jamaica's seventh and smallest commercial bank, with
$9.5 billion in assets.

to serve as exclusive correspondent bro-
kers for the placement of reinsurance in
Brazil. Under the agreement,
Especializada Re will work directly with
insurers and reinsurers operating in the
Brazilian market. Collins, in turn, will
serve as a consultant to the newly estab-
lished Brazilian reinsurance broker.
Especializada Re received approval from
Brazil’s superintendent of private insur-
ance in July to operate as a reinsurance
broker in the country. Earlier this year,
SUSEP issued final regulations for the
opening of Brazil’s reinsurance market to

private companies, ending the monopoly
of government-owned reinsurer IRB
Brasil Resseguros. "Under this partner-
ship, we are well-equipped to serve com-
panies in all lines of insurance in Brazil,"
commented Ricardo Rodrigues da Silva,
president of Especializada Re. Prior to
forming Especializada Re, its owners had
operated as insurance for eight years. This
year, Rodrigues da Silva said, they were
responsible for insurance policies of some
of the most important industrial projects
in Brazil, including the hydroelectric com-
plex in Rio Madeira.
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Economic News

Brazil Finance Ministry Injecting
$5.5 Billion into Agricultural Sector

Brazil's Finance Ministry on October 14
announced plans to extend $5.5 billion to
farmers to help them access credit over the
next eight months in the wake of the glob-
al credit crunch. Brazil's National
Monetary Council (CMN) held an
extraordinary meeting via videoconfer-
ence with the Minister of Finance Guido
Mantega to approve the deal. The rural
credit will be carried out through the
banking system and offers an interest rate
of 6.75 percent per annum. The move
increases rural demand deposits from the
current 25 percent to 30 percent, a five-
percent increase that will be required for
the period from November 1, 2008 to June
30, 2009, according to the Finance
Ministry.

Peru Planning $600 Million
International Bond Offering

Peru plans to issue as much as $600 mil-
lion in international bonds, Finance
Minister Luis Valdivieso said October 13.
The offering would be the first foreign
bond sale in Latin America since the world
financial crisis began tying up credit mar-
kets, Bloomberg News reported. "Those of
us who are confident in our economic
performance don't have to see multilater-
al or emergency financing as the only
option," Valdivieso told Bloomberg News.

Chile Announces $1.8 Billion
in Financing Measures

Chilean Finance Minister Andres Velasco
said October 13 that the government will
provide approximately $1.8 billion in sup-
port for small- and medium-sized compa-
nies to protect against the potential effects
of the international financial crisis.
Velasco said the plan, which involves $850
million in financing for smaller compa-
nies and exporters and also depositing
$700 million in local banks this month,
does not increase spending in the budget,
rather involves "capital transfers from the
savings of Chile."

Copyright © 2008, Inter-American Dialogue

Eye on the Americas

A Look at Key Hemispheric Issues by the Dialogue's Dan Erikson

Russia Exploits an Opening in Latin America

Washington, DC—With the expulsion last month of the US ambas-
sadors to Bolivia and Venezuela, few were surprised to see
Washington's relations with Latin America reach a new low. Far
more striking is the fact the Russia's Vladimir Putin has taken
advantage of receding US influence to step into the breach and
actively consolidate Moscow's ties with the region.

The latest flurry of activity began last summer, when an unnamed
Russian official ignited a media firestorm by suggesting that Moscow was considering
basing nuclear bombers in Cuba. The resulting furor, with its Cold War echoes of the
Cuban Missile Crisis, prompted General Norton A. Schwartz, the new Air Force chief
of staff, to publicly warn that sending the bombers would cross a "red line in the sand."
Soon thereafter, Hugo Chavez traveled to Moscow to seal a new deal whereby Russia
would offer Venezuela a $1 billion line of credit to purchase Russian weaponry.
Vladimir Putin remarked that "Latin America is becoming a noticeable link in the
chain of the multipolar world that is forming. We will pay more and more attention to
this vector of our economic and foreign policy."

Recent actions by Moscow demonstrate that this is more than just empty rhetoric.
Russia has already deployed warships to Venezuela for naval maneuvers later this year.
Russia even sold five civil defense helicopters to Bolivia as the Russian ambassador
remarked that the new left-wing governments in the region presented "a favorable
opportunity to return.” Russia has also re-emerged as a formidable ally of Cuba. Cuba
is reported to be deeply in debt to Russia (to the tune of $20 billion owed to the old
Soviet Union), but Russia continues to trade and grant credit to the Cuban govern-
ment. In September 2006, Russian Prime Minister Mikhail Fradlov visited Havana and
signed an agreement opening up a $355 million line of credit over ten years. The
Russian government has recently stated that its objective is to work with Havana
include "to restore traditional relations in all areas of cooperation," which will breathe
new life into an alliance that sustained Cuba for much of the Cold War.

Indeed, Russia is renewing ties with Latin America that have been virtually dormant
since the collapse of the Soviet Union. Moscow's outreach to the region is by no means
confined to Hugo Chavez and his closest allies. In June 2004, Putin made the first-ever
visit to Mexico by Russian premier for talks focusing on military sales, and later that
year he attended the APEC summit in Chile and then visited Brazil to initiate cooper-
ation in satellite technology and oil exploration. In 2007, the Russian leader visited
Guatemala and then promised to cooperate with the country on electricity production,
prompting then-President Oscar Berger to describe Putin as "one of the brightest lead-
ers in today's world." Russian arms sales to the region amounted to only $300 million
from 1998 to 2001, but they have since escalated dramatically. In 2006, Russia's mili-
tary sales to Venezuela alone totaled $3 billion (including an eyebrow-raising shipment
of 100,000 Kalishnikov assault rifles), and hundreds of millions more were sold to
other major Latin American countries. If the pace of military trade continues, Russia's
arms sales to Latin America will soon surpass the records set by the Soviet Union.

The strategic interests that are motivating Russia's drive into Latin America are clear.
Russia seeks to reassert itself as a world power, which includes a renewed presence in
Latin America, while much of the region wants to diversify its economic partners to
reduce its dependence on the United States. None of this favors US influence in the
hemisphere, which appears to be in free fall during the Bush Administration's final
months in office.
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Featured Q&A
Continued from page 1

development of small businesses. The
interest rate and term improvements
have created new growth opportunities.
[As a result of the international financial
crisis] there would be a big step back-
wards in loan terms and interest rates as a
result of the financial system's tight liq-
uidity and, no less important, it would
mean the natural reclassification of
clients with the best repayment charac-
teristics within the niche. With this meas-
ure, we would be distancing ourselves a
little from the mission of bankarizing the
most vulnerable families. President
Moreno's statement during the 11th
Microenterprise Forum in Paraguay,
where he announced the line of credit to

support MFIs and encourage other mul-
tilaterals to follow the example, was a
strong message to continue bankarizing
families with the least resources in Latin
America. Regarding the role MFIs could
play, it's demonstrated they know how to
fulfill their obligations. For MFlIs, this
global crisis will be just another challenge
to survive and try to cover their basic
needs. I firmly believe that if multilateral
organizations give decided support to
MFTIs, these institutions will not feel the
crisis too strongly. I also encourage mul-
tilaterals to keep giving grants as they
have in recent years to this sector, which
has shown it knows how to keep its
promises."

Continued on page 6

Bank of Jamaica Announces
New Lending Plan

The Bank of Jamaica (BOJ) on October 16
announced that it had decided to offer a
temporary lending facility to domestic
financial institutions, the Jamaica Gleaner
reported. "The facility is strictly intended
to provide liquidity to these institutions
for overseas margins and repo payments
on Government of Jamaica global bonds
during this period of dysfunctional
money markets," the BOJ said.

Falling Oil Prices to Affect
Budgets in Venezuela, Ecuador

Venezuela needs oil prices to hover
around $95 a barrel in order to balance its
budget, according to new research by PFC
Energy and Deutsche Bank cited in
Venezuela's El Universal. Oil prices have
fallen 35.3 percent from mid-July to
$81.78 a barrel last Friday. Deutsche Bank
said oil prices could fall to $35 a barrel,
considering historical averages, but that
$60 a barrel represented a more realistic
estimate. On Tuesday Ricardo Sanguino,
president of the finance committee in
Venezuela’s National Assembly,
announced that the $60 a barrel figure
would be used to calculate next year's
budget, according to state news agency

Copyright © 2008, Inter-American Dialogue

ABN. He said social spending will consti-
tute 30 percent of the budget, and that the
exchange rate for the Venezuelan bolivar
would stay fixed at 2.15 bolivares to the
dollar. Last week, JP Morgan analysts
wrote in a research note that falling oil
prices could push current accounts in
Ecuador and Venezuela into deficit terri-
tory in 2009. Ecuador has less ability than
Venezuela to tap its record high "reserves"
and more reliance on external financing,
mainly through multilateral lending insti-
tutions, according to the report.

Calderon: Mexico's Reserves Will
Cushion Global Economic Crisis

Mexican President Felipe Calderon said in
a televised address October 9 that his
country has enough foreign reserves to
handle the spiraling global financial and
economic crisis. "We have healthy and
strong public finances and without them
this crisis would have destroyed our econ-
omy," said Calderon, adding he will now
be focusing on stimulating economic
growth and preventing job losses. Earlier
this week, Calderon announced new infra-
structure spending, as well as plans to
build a new refinery for state oil company
Pemex. He also plans to aid small busi-
nesses and to accelerate deregulation and
tariff reduction.

October 9-22, 2008

POLITICAL & ECONOMIC BRIEFS

Bush Signs Andean Trade
Preference Act Extension

President George W. Bush on
October 16 signed the Andean
Trade Preference Act Extension in
Washington. The legislation
(HR7222) extends the Generalized
Systems of Preferences, which is
designed to help developing coun-
tries expand their market presence
and strengthen their economies,
and the Andean Trade Pact, which
has waived duties on imports from
Bolivia, Colombia, Ecuador, and
Peru since 1991.

Argentina to Begin Charging
Tourist Visa Fees to 22 Countries

Argentina in January will begin
charging visitors from 22 countries,
including the US, a fee to enter the
country, the Associated Press
reported. The fee goes into effect
January 1 and constitutes a "recip-
rocal" policy that other countries
like Brazil and Chile have main-
tained for years. US citizens will
likely be charged about $131, a fee
that covers re-entry for 10 years,
which is what the US currently
charges Argentine tourists.

Peruvian President Meets
With New Prime Minister

President Alan Garcia named a new
prime minister October 11. Yehude
Simon Munaro, who was appointed
following the resignation of
Garcia's entire cabinet on October
10, served time in prison in the
1990s for alleged links to the Tupac
Amaru guerrillas. Garcia said that
in replacing ally Jorge del Castillo
with Simon as prime minister, he
aimed to create a "broad-based
pluralistic government, enabling
the participation of the several par-
ties and regional players in the
management of the country."
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Guest Comment: Bertha Silvia

Mena de Moran: "The chal-

lenge for us is that at the glob-

al level, the financial crisis will
generate a scarcity of financial resources
with which to serve the population. With
the increased calls for reserves, institu-
tions will be limited in the acquisition of
resources. The savings and credit coop-
eratives that are members of Fedecaces
finance themselves with the savings of
their associates, and in this area savings
will decrease because the population will
be affected by job cuts and high costs of
living. Fedecaces has access to external
financing, but this has become very
scarce. On top of that, we have to add the
restrictions that financial institutions
will impose due to risk analysis. What
caused the crisis was a policy of over-
indebting the population, and not apply-
ing prudent norms for issuing credit;
now measures to reign in credit will
apply to all financial institutions,
whether or not they were responsible for
generating the world financial crisis in
the first place. We will be measured by
what the commercial banks did, without
having anything to do with this world-
wide mismanagement ... This affects us
in the credit ratings of the debt we use to
service our clients and to grow. Another
aspect to consider and in which care
should be taken is that multilateral banks
that manage development funds at the
international level shouldn't set them
aside for commercial banks. To do this
would be to commit an even greater sin,
because not only would they let go the
problem of failing to apply prudent
lending policies, they would also be pro-
viding preferential financing to the com-
mercial banking sector and putting more
limits on entities like ours, which has
administered resources in a responsible
way—guaranteeing the assets of the
population that doesn't have access to
financial services—and has to pay the
losses on a global level. The development

Copyright © 2008, Inter-American Dialogue

funds proposed by the multilateral banks
should be readjusted in light of reality
and the needs of the population.”

Guest Comment: Isabel Cruz

Hernandez: "The global finan-

cial crisis has had various

effects in the real economy,
which pose direct challenges to MFIs in
the region: the rise in unemployment,
the drop in demand for homes, the
reduction of remittances, and the global
contraction of worldwide credit markets
combined with a strong risk aversion in
capital markets. In financial institutions,
the crisis will have a negative impact on
the demand for credit due to a general
reduction in investment and in con-
sumption. Likewise, the increase in
unemployment and decrease in income
will raise the amount of late and overdue
payments. Finally, non-deposit-taking
institutions will be limited in terms of
development because of the lack of
accessible funds due to the global credit
crunch. However, crises are also
moments for the birth of new opportu-
nities. This crisis teaches us that it is nec-
essary to redesign the current economic
and financial model. In particular it
highlights the importance of local finan-
cial intermediary systems, which were
little affected by the crisis."

Teresa Velilla is First Vice President of
the Board of Directors at Financiera El
Comercio in Paraguay.

Bertha Silvia Mena de Moran is
Administrator of Businesses in the
Financial Services Division of the
Federation of Savings and Credit
Cooperatives of El Salvador (Fedecaces).

Isabel Cruz Hernandez is Director of
the Mexican Association of Social Sector
Credit Unions (AMUCSS).
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