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The Obama administration said

last month that it plans to raise

$210 hillion in revenues over the

next 10 years by curbing corpo-
rate and individual use of so-called "off-
shore tax havens," and has lent its support
to several hills in the US Congress aimed
at stopping tax shelter abuses. Caribbean
countries have rejected such efforts,
arguing that they unfairly target small
economies heavily dependent on finan-
cial services and tourism. Is the recent
emphasis on limiting the use of offshore
financial centers correctly placed? What
are the prospects for the passage of the
pending legislation and how would it
affect Caribbean economies? What would
be the impact on corporations currently
using offshore financial centers?

Guest Comment: Eduardo

D'Angelo P. Silva: "Well-regulat-

ed and responsible offshore

financial centers (OFCs) like the
Cayman Islands are essential to facilitating
the unencumbered flow of capital from
those who want to invest to those who
need investments. Tax evasion by US tax-
payers is unlikely, as many (if not all)
OFCs in the Caribbean have in place tax
information exchange agreements (TIEAs)
with the United States that allow the US
tax authorities to obtain information with
respect to civil and criminal tax investiga-
tions. The use of subsidiaries in OFCs for
tax deferral by US corporations that has

been so criticized recently was inserted
into the US tax code in order to correct a
distortion in the US tax system and to help
level the playing field for US companies
(taxed on a global basis) vis-a-vis their
competitors (only taxed on a territorial
basis). If those provisions are removed, it is
unlikely that it will lead to increased jobs
and economic activity in the US. It will
simply make US corporations less compet-
itive and less profitable. Additionally, only
a small fraction of the US-related business
in the Cayman Islands and other OFCs is
related to this tax deferral. The majority is

Continued on page 3
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Chavez Threatens Sanctions
Against Private Banks

Venezuelan President Hugo Chavez on
June 2 threatened to impose sanctions
on private banks if they do not conform
to the government's socialist program.
See story on page 2.

File Photo: Venezuelan Government.
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Ecuador Orders Banks to
Repatriate $1.2 Billion

Ecuador has ordered private-sector
banks to repatriate approximately
$1.2 billion in deposits currently
held abroad within 90 days, Dow
Jones reported June 1. President
Rafael Correa said the Central
Bank's new "coefficient of domestic
liquidity" requires banks to maintain
at least 45 percent of their assets
inside Ecuador. Banks must comply
with the new standard by Aug. 31.

Receiver Seeks to Sell Assets of
Bank in Alleged Ponzi Scheme

A court-appointed receiver is seek-
ing to sell assets of several people
connected to a St. Vincent bank
accused in an alleged Ponzi scheme,
the BBC reported June 4. The
receiver, Richard Roper, has asked a
judge in US District Court in Texas
to allow him to sell assets including
a $5 million jet, $250,000 in wine
and several vehicles in order to com-
pensate Americans who invested in
St. Vincent's Millennium Bank. The
bank is accused of selling fake cer-
tificates of deposit at inflated inter-
est rates. The assets belong to people
including the bank's head, William
Wise. The investors in the case put
at least $68 million into the bank
since 2004.

Barclays Names Former Merrill
Lynch Exec as Equity Sales Head

Britain's Barclays has named
Ricardo Lanfranchi, a former
Merrill Lynch executive as its new
equity sales head in Brazil,
Bloomberg News reported June 8.
Lanfranchi formerly headed Merrill
Lynch's broker-dealer operation in
Brazil. London-based Barclays is
growing its operations in Latin
America after buying the North
American brokerage business of
Lehman Brothers last year.
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Brazil's Bradesco Acquiring
Banco IBI in Stock Transaction

Brazil's Banco Bradesco said June 5 that
it has acquired Banco IBI, the consumer-
finance business of retailer C&A, Dow
Jones reported. Bradesco purchased
Banco IBI for approximately 1.4 billion
reais ($US 720 million) in stock. Bradesco
is paying for the purchase with its own
shares, amounting to 1.6 percent of
Bradesco's capital. Bradesco also signed
an agreement with C&A to exclusively
offer financial services to its clients. "This
deal increases our relationship with retail-
ers, which is a growth area," Marcelo
Noronha, Bradesco's head of credit card
operations, told analysts in a conference
call. Banco IBI offers credit cards and
other financial services for customers of
C&A. It has 21 million clients in Brazil.
Last year, Banco IBI reported 9.9 billion
reais in revenue. Banco Bradesco reported
46.6 billion reais in revenue last year.

Chavez Threatens Banks With
Sanctions, Says Profits Not the Goal

Venezuela's Central Bank on June 5 tight-
ened interest rate controls on the banking
sector after President Hugo Chavez
threatened sanctions for private banks if
they don't conform to his socialist pro-
gram, reported wire services. Private
banks will be limited to charging an

The "real role" of the banking
sector is "not for bankers to
do business and become rich,"

Chavez said.

annual interest rate of 24 percent, 5.5 per-
centage points below what the Central
Bank itself charges, according to a state-
ment on the bank's Web site. Banks can
charge credit card holders an annual rate
of 29 percent under the new regulations.
In remarks broadcast on state television

on June 2, Chavez said private banks
should focus on increasing the economy's
productive capacity rather than generat-
ing profits, reported the Associated Press.
"The only way for this government and
this socialist project to accept the private
banking sector is if the sector fulfills its
role of intermediation and works togeth-
er with government to promote econom-
ic development,” Chavez said, according
to state news agency ABIL. "That's the real
role of the banking sector ... not for
bankers to do business and become rich."
Chavez added that banks could face sanc-
tions if they are unwilling to follow the
path he detailed. In May, Chavez's govern-
ment agreed to pay $1.05 billion for
Banco de Venezuela, the local unit of
Spain’s Banco Santander, whose nation-
alization Chavez announced last year.
State-run banks now control 21.5 percent
of total deposits and 16.6 percent of cred-
it in Venezuela, reported the AP.

AIG Sells Argentine
Consumer Finance Business

US-based financial services company
American International Group said June
2 it struck a deal to sell its consumer
finance business in Argentina to Banco
Galicia and an investment group headed
by Grupo Pegasus, Reuters reported. The
operations, which AIG is selling for $44
million, consist of Compania Financiera
Argentina (CFA), Cobranzas y Servicios
and AIG Universal Processing Center.
The New York-based insurer is working to
raise cash in order to pay back $85 billion
to the US government. The US has allo-
cated as much as $180 billion in order to
save the struggling company. Banco
Galicia purchased 80 percent of CFA and
Pegasus bought the remainder, CFA said
in a filing with the Buenos Aires stock
exchange.

Bradesco CEO Cuts Forecast For
Lending Growth to Just Over 10%

The chief executive officer of Brazil's

Banco Bradesco on June 2 said the bank
has cut its forecast for lending growth this
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year, Reuters reported. Luiz Carlos
Trabuco Cappi said lending is likely to
grow by just over 10 percent this year, less
than the previous forecast of 15 percent.
e "We still believe in
growth a bit above 10
percent,"  Trabuco
Cappi said, adding
the global economic
slowdown has
reduced demand for
loans. He said that
 while Brazilian credit
s markets have a posi-
tive outlook for the
next several months,
the bank's success in
achieving its target
for loan portfolio
growth will depend on the health of the
economy.

Trabuco Cappi

File Photo: Government
of Rio de Janeiro.

ING Working to Improve Efficiency
in Latin American Business

Dutch financial services company ING
Group is planning to improve the effi-
ciency of its business in Latin America
this year, Dow Jones reported June 4, cit-
ing a top company executive. Carlos
Muriel, the chief executive officer of ING
Latin America, said the company is now
working to cut costs and widen distribu-
tion channels after putting the brakes on
deals last year. "We were evaluating proj-
ects that were in advanced stages, acquisi-
tions that would have allowed us to
increase our scale in the region, which
had to be shelved,"

Muriel said. He

added that it is still

=y unclear whether the
company will begin
acquisitions  again
this year. Muriel said
some of the acquisi-
tions considered last
year are still available
because the global
financial crisis has
limited the number of possible buyers. "I
think asset management and voluntary
savings are what I would see as the biggest
priority," Muriel said. In recent years,
ING's Latin American operations have
focused on wealth management and pen-

Muriel

File Photo: ING.
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comprised of investment funds, issuance
of securities and debt securitization.
These are net investors of trillions of dol-
lars in the US economy, creating jobs,
economic activity and providing much-
needed funding through purchases of US
public debt. Should the US government
restrict these transactional flows, OFCs
will suffer a reduction in business, but
they can offer financial services to other
regions of the world. Much more rele-
vant would be the reduction in invest-
ment funds flowing into the US and the
unintended but likely consequence of
hampering the recovery of the US econ-
omy, combined with at best a negligible
increase—but more likely a reduction—
in the amount of tax collected by the US
Treasury. Independent economists and
government advisors have publicly
expressed their concerns with the conse-
quences of this "perfect storm' for the US
economy. One can hope that, in the end,
clearer heads prevail."

Board Comment: Richard
Child: "The administration's
attention to offshore tax
havens seems an inevitable
political and policy response to the

country's outrage over corporate prac-
tices that have cost taxpayers, and the
need to finance the current administra-
tion's ambitious deficit spending. The
proposal's success is by no means certain
in light of the money at stake and the
fierce opposition by powerful corpora-
tions it faces. The beneficiaries argue that
any such restrictions would make them
less economically competitive, but those
claims are likely overstated. It's hard to
know for sure, but the IRS estimates $5
trillion in worldwide assets are held in
offshore havens. Only a portion comes
from US corporations. Likewise, US cor-
porations insist the losses that they
would incur might require them to move
jobs or operations overseas, but it's an
oversimplified position that places too
much emphasis on their tax obligations
in the economics of location decisions.
Considering the importance of restoring
consumer trust in the financial services
industry, steps to improve fiscal respon-
sibility and transparency should be a
welcome development. It can actually
increase competitiveness in the industry
and ultimately benefit consumers by
eliminating the unfair advantage some
corporations gain from these practices

Continued on page 6

sion savings, and the group has bought
and sold assets in the region in that effort.
Currently, ING has approximately 9 mil-
lion customers in Latin America, with
operations in Brazil, Mexico, Colombia,
Chile, Peru and Uruguay.

Major Brazilian Banks Lengthen
Vehicle Loan Installments

The largest banks in Brazil have started
lengthening their installment terms for
vehicle loans, which could provide an
important boost to the country's auto
industry, Dow Jones reported May 28.
Banco Bradesco on Wednesday said it
would extend installments from 60 to 80
months. "What we're seeing right now is
an environment characterized by rising
liquidity and stabilization of employment
levels," said the Ademir Cossiello, the

bank's executive director. "This is giving
our bank more room to assume risk."
Bradesco's competitors, Itau Unibanco
Banco Multiplo and the Brazilian unit of
Spain's Banco Santander have length-

¢ What we're seeing right now is

an environment characterized by

rising liquidity and stabilization
of employment levels. »

— Ademir Cossiello

ened vehicle loan installments from 60 to
72 months. Typically, about 70 percent of
Brazil's vehicle sales are financed,
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although that number is currently at 48
percent, said Cossiello. "But, as consumer
confidence returns, we expect that figure
to gradually return to its historical level,"
he added.

Insurance News

Zurich Mexico Offering New
Insurance Products to Public

Zurich Financial Services' Mexican unit
on May 28 began offering the general
public a new lineup of insurance prod-
ucts, Dow Jones reported. Zurich Mexico
is offering life, property, health and casu-
alty insurance to residents as it expands
its offerings beyond the corporate mar-
ket. The company will offer the products
through partnerships with banks,
employers and other third parties. "We
want to have a volume in premiums of
$13 million in our first year in the mar-
ket," said Zurich Mexico's chief executive
officer, Eduardo Mareovich. Currently,
Zurich Mexico provides offerings
through life insurance company Zurich
Vida Compania de Seguros and through
Zurich Compania de Seguros, which
provides property and casualty insurance.
The two companies combined had a mar-
ket share of 2.2 percent and 4.52 billion
pesos ($US 341.4 million) worth of direct
premiums in 2008, according to Mexico's
insurance regulator. As a percentage of
gross domestic product, insurance premi-
ums in Mexico totaled only 2 percent in
2007 in comparison to Chile's 3.5 percent,
Brazil's 3 percent and 2.6 percent for
Latin America and the Caribbean on
average, according to reinsurer Swiss Re.
"We believe that Mexico's insurance
industry could double [in size] in the next
five to seven years," said Mareovich.

Credit Card News

Companies in Bermuda, Mexico Seek
to Help Reduce Credit Card Fraud

A Bermuda-based credit card processing
company and a Mexico-based electronic
transactions provider have formed a part-
nership they say will help Latin American
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By the Numbers

A Monthly Look at Latin American Data by the Dialogue's Claudio Loser

How Much Danger Does Mexico Face in This Turbulent Time?

WASHINGTON—Mexican Finance Minister Agustin Carstens
recently announced that gross domestic product will decline by
more than 5 percent in 2009. Only a few weeks ago, in a recent
paper on the subject, I suggested that GDP might decline by up to
3 percent. The worsening performance of the Mexican economy is
a matter of concern even as the International Monetary Fund is
providing the most significant support package granted in recent
times and rating agencies have not yet modified Mexico's rating. It
has been almost 15 years since the eruption of the Tequila Crisis in 1994-95. After a
long stop-and-go process, the period from the Tequila until 2008 was one of the most
stable in Mexico's recent economic history. Economic growth was steady, although
low, and in general followed the path of the US economy. The macroeconomic man-
agement showed a prudence that allowed for a sharp and sustained reduction in infla-
tion and a strengthening of the balance of payments, and the Central Bank was able to
accumulate a record level of international reserves.

The smooth macroeconomic performance, in the context of a sustained period of
world economic expansion, gave Mexicans a sense of security and even of complacen-
cy that was unwarranted. The government found it increasingly difficult to push its
structural reform agenda; the emergence of China as a main trade competitor and the
decline of oil sector output hurt Mexico's competitiveness. These developments ham-
pered Mexico's growth potential, and may explain a mediocre growth performance,
even with high foreign direct investment. In addition, Mexico's climate has been affect-
ed by drug wars, even if geographically constrained, and the now abated swine flu.

Mexico is now confronting its worst economic crisis since the Tequila as it is being hit
by the US-originated but already worldwide crisis. Export prices and external demand
have dropped sharply, output and business confidence are plummeting, workers'
remittances are declining, stock prices and corporate finances have weakened, the peso
has depreciated sharply and there are growing concerns about Mexico's ability to
maintain its hard-won macroeconomic stability. The ability of the country to engage
in an expansionary policy is limited, even with the financial support just offered by the
IMEF, because of its limited access to financial markets. Moreover, the corporate sector
has been particularly vulnerable in recent months, as the case of Cemex illustrates,
even as risk ratings have remained deceptively stable. Losses in Mexico arising from the
world financial debacle are estimated at more than $300 billion, not including the loss-
es from investments abroad that can amount to $50 billion.

Even under these difficult conditions, Mexico has shown a resiliency that is not always
recognized and seemed well prepared to deal with an external crisis. The government
was able to shield itself from the effects of the crisis in the short run, including through
financial support from the Federal Reserve and the IME Unfortunately, the shock is far
greater and the defenses may not be enough to deal with the consequences of the cri-
sis. Moreover, the government's intention to lend to firms in difficulty entails a rise in
contingent liabilities that will seriously aggravate its financial position.

All these developments have been further clouded by what can be described as a mis-
takenly low assessment of risks by ratings agencies that may be corrected but will fur-
ther burden Mexico. S&P's change in Mexico's debt outlook to negative for the first
time since the Tequila is a step in the right direction, but this should be reflected in a
Continued on page 5
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companies avoid credit card fraud, The
Royal Gazette of Bermuda reported June
3. Bermuda's First Atlantic Commerce
(FAC) has developed an "authentication
only" system for Mexico's Promocion y
Operacion SA de CV (PROSA), which the
companies say will help banks determine
liability for chargebacks for online mer-
chants before transactions are authorized.
The system aims to help banks reduce risk
and fraud. PROSA processes more than
1.3 billion transactions every year and is
involved in most of the point-of-sale
transactions in Latin America.

Political News

Cuba Formally Rejects Offer
to Reactivate OAS Membership

In an official declaration printed June 8 in
government-run newspaper Granma,
Cuba formally rejected an offer to return
to the Organization of American States.
Last Wednesday, OAS members meeting
in San Pedro Sula, Honduras lifted Cuba's
suspension from the
organization, which
had been in force
since 1962. In its res-
olution, the OAS said
Cuba's participation
in the OAS "will be
the result of a process
of dialogue initiated
at the request of the
Government of Cuba
and in accordance
with the practices, purposes and princi-
ples of the OAS." Cuban leaders, includ-
ing former President Fidel Castro, have
said they have no interest in returning to
the organization. "Cuba once again con-

Castro

File Photo: Venceremos.

firms that it will not return to the OAS,"
the declaration published Monday read in
part. "Since the triumph of the
Revolution, the Organization of
American States has played an active role
in Washington's policy of hostility against
Cuba," it said. "This is an organization
with a role and a trajectory that Cuba
repudiates.” The statement also thanked
"those governments which, with a spirit
of solidarity, independence and justice,
have defended Cuba's right to return to
the organization."

Economic News

Mexican Central Bank Governor:
Economy Appears to be Bottoming

Mexico's recession may be hitting bottom
and could begin recovering later this year,
Central Bank Governor Guillermo Ortiz
said June 2, according to Reuters. "There
is a feeling that the economy is touching
bottom and in the coming months we will
see a stabilization in economic variables
and eventually a recovery around the end
of the third quarter and in 2010," Ortiz
said during a conference in Monterrey.
Mexico has slipped into its most severe
recession since the mid-1990s. Ortiz said
his optimism was due to improving busi-
ness sentiment in Mexico and the United
States. Approximately 80 percent of
Mexico's exports go to its northern neigh-
bor, whose recession has slashed demand
for Mexican-made goods including tele-
visions and cars. Mexico has forecast its
economy will contract by approximately
5.5 percent this year. That would be the
economy's poorest performance since
1995. Ortiz said inflation will decline,
ending 2009 at about 4 percent.

By the Numbers
Continued from page 4

unfortunately, a foregone conclusion.

reduced rating, to be fair in conjunction with that of other countries' bonds. The
authorities have a full plate in finding a balance between economic stimulus and sup-
port of corporate survival on the one hand and financial viability on the other.
However, even if a revival of US economic activity, an adequate assessment of the sit-
uation by rating agencies and the pursuit of the right policies are likely, they are not,

Claudio Loser is a senior fellow at the Inter-American Dialogue and former head of the
Western Hemisphere Department at the International Monetary Fund.
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Dozens of Bodies Recovered From
Crash of Air France Plane

As of June 9, crews have recovered
28 bodies from Air France Flight
447, which crashed into the Atlantic
Ocean May 31 with 228 people
aboard, the Voice of America and
wire services reported. The flight,
which had departed from Rio de
Janeiro, went down en route to
Paris. Investigators believe a prob-
lem with the aircraft's speed sensors
may have led to the crash.

Mauricio Funes Sworn in as
President of El Salvador

Mauricio Funes, 49, was sworn in
June 1 as president of El Salvador.
Funes, whose inauguration marked
the end of two decades of conserva-
tive rule, vowed to remain on good
terms with the United States while
also re-establishing diplomatic rela-
tions with Cuba, the Associated
Press reported. In his inaugural
address, Funes mentioned US
President Barack Obama and
Brazilian President Luiz Inacio Lula
da Silva. "We turned to the strong
examples of Obama and Lula as
proof that progressive leaders—
instead of being a threat—can be a
new, safe alternative for their peo-
ple," Funes said.

Chile's Economy Sees Largest
Contraction in a Decade

Chile's economy shrank 4.6 percent
year-on-year in April, the largest
contraction in a decade, the coun-
try's Central Bank said June 5,
Bloomberg News reported. The
annual rate of inflation also
dropped to a two-year low, increas-
ing expectations that the bank will
cut interest rates for a sixth month
in a row. Consumer prices dropped
0.3 percent last month, sending the
annual rate of inflation to 3 percent
from 4.5 percent in May.
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over players who live up to their financial
obligations."

Guest Comment: Ronald

Sanders: "The US is not alone

in this issue; other leading

members of the OECD are also
engaged in it. The matter strikes at the
heart of international trade rules partic-
ularly in services where all countries
have a right to compete on a level playing
field, with the WTO as referee. Such
international trade includes financial
and legal services that enable individuals
and corporations to conduct their finan-
cial activities from offshore jurisdictions
within the legal framework of the coun-
tries involved, including their home
country. The issue is not about regula-
tion but about global free trade. The
majority of business conducted through
offshore centers is legal in the country of
origin of the investors, taking advantage
of the benefit of the originating coun-
try's tax breaks and special provisions
that have built up over generations of
home country tax bills, often intended to
serve some particular interest. The busi-
ness sometimes builds on the individual
citizen's common law rights and consti-
tutional provisions related to ownership
and disposal of property, e.g., the right to
give away property or to establish a trust
for the benefit of future generations. The
efforts by the US and other OECD mem-
bers to outlaw offshore centers in the
Caribbean may displace offshore busi-
ness to jurisdictions with more political
muscle like Hong Kong and Singapore.
Such action will be viewed in the
Caribbean as discriminatory and unfair.
Offshore jurisdictions service legitimate
demands of individuals and corporate
entities in developed countries that wish
to take advantage of better fiscal and
legal structures in the offshore centers of
their choice. US corporations should
resist attempts to restrain their trade,
and affected Caribbean jurisdictions
should test any such restraint by collec-
tively filing formal complaints at the
WTO."
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Guest Comment: Reuven S.
Avi-Yonah: "The United States
loses $100 billion a year to cor-
porations and individuals
using offshore tax havens. In the case of
individuals, this is both illegal under cur-
rent law and immoral because these peo-
ple choose to live in the US and avail
themselves of its high level of govern-
ment benefits without sharing the cost
borne by the rest of us. In the case of cor-
porations, it erodes the corporate tax
base. The vast majority of the benefits
from the use of tax havens inures not to
their residents but to financial managers
living in the US. For a tiny percentage of
the revenue lost, the US and other rich
countries could more than make the off-
shore centers whole for any losses they
suffer. I believe some version of this leg-
islation will pass since it has broad bipar-
tisan support. It is also supported by
large developed and developing coun-
tries as evidenced by the recent actions of
the G20. I believe the impact would vary.
Some Caribbean countries have well-
developed regulatory structures and
would continue to attract corporations
for non-tax reasons. Others would be
more affected, but so would OECD
member countries that are tax havens.
The legislation does not discriminate."

Eduardo D'Angelo P. Silva is vice-chair-
man of the Cayman Islands Financial
Services Association and former president
of the Cayman Islands Bankers'
Association.

Richard Child is a member of the
Financial Services Advisor board, execu-
tive chairman of International Strategy
and Corporate Development at MPOW-
ER Labs, Inc. and former president of the
Latin America and the Caribbean Region
at MasterCard International.

Ronald Sanders is a business consultant
and former Caribbean ambassador.

Reuven S. Avi-Yonabh is the Irwin L.
Cohn Professor of Law at the University
of Michigan Law School.
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