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Can Public-Private Insurance Provide Sufficient Disaster Coverage?

Haiti's devastating Jan. 12 earth-
quake, which is feared to have
caused as many as 200,000
deaths, was a sober reminder of
the threat natural disasters pose to coun-
tries in Latin America and the Caribbean.
Can public-private insurance mecha-
nisms, like the World Bank's Caribbean
Catastrophe Risk Insurance Facility, pro-
vide sufficient protection to disaster-
prone countries in the region? What
should be done to improve governments'
access to such public-private facilities?

Simon R. Young, CEO of
Caribbean Risk Managers Ltd.
and facility supervisor of the

Caribbean Catastrophe Risk
Insurance Facility: "The Caribbean
Catastrophe Risk Insurance Facility

(CCRIF) is the world's first multi-country
risk pool, and is also the first catastrophe
fund to utilize parametric policies. It oper-
ates as a public-private partnership, pro-
viding a joint reserve mechanism for
Caribbean governments, designed to limit
the financial impact of natural disasters by
quickly providing liquidity when a policy
is triggered. CCRIF represents a cost-effec-
tive way to prefinance short-term sover-
eign liquidity after a hurricane or earth-
quake, filling the gap between immediate
response aid and long-term redevelop-
ment financing. CCRIF's role in compre-
hensive disaster management is clearly
highlighted in its response to the Jan. 12

earthquake in Haiti. Immediately after the
earthquake, CCRIF indicated that the ini-
tial magnitude/location information (the
'parameters' required to calculate the loss)
suggested that a payout would be trig-
gered. Within a day, CCRIF announced
that Haiti would receive $7.75 million and
within 14 days the payout—approximately
20 times Haiti's $385,500 premium for
earthquake coverage—was made to Haiti's
government. Selection of different cover-
age options and payment of five times
more premium could have yielded a pay-
out of almost $100 million. While the

Continued on page 4
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Slim's Inbursa Adding 60
New Branches in Mexico

Grupo Financiero Inbursa, controlled by
billionaire Carlos Slim, is planning to
open 60 new branches in Mexico in an
effort to boost deposits and grow its
loan portfolio. See story on page 2.

File Photo: The George Washington University.
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Venezuela Names New
Minister for Public Banks

Venezuela's government on Feb. 5
named Humberto Ortega, the for-
mer head of the country's deposit
insurance agency, as new minister
for public banks and president of
state-owned Banco de Venezuela,
local daily El Universal reported, cit-
ing Venezuela's Official Gazette.
Ortega succeeds Eugenio Vasquez,
who is rumored to have stepped
down for health reasons, according
to EFE. The appointment is the
most recent in a series of changes in
President Hugo Chavez's cabinet as
he faces challenges including high
inflation, an energy shortage and
student protests over the closure of
an opposition television station.

Brazil's BES Investimento
Postpones $350 Mn Bond Sale

BES Investimento do Brasil has
postponed a $350 million bond
issue after a bout of global market
uncertainty pushed up borrowing
costs for emerging-market debt,
wire services reported Feb. 5. Paulo
Augusto Saba, a managing director
at the bank, told Bloomberg News
the five-year bond sale was post-
poned due to "market volatility."
BES Investimento is a unit of
Portugal's Banco Espirito Santo.

Peru's Interbank Plans 40 Percent
More Loans This Year

Banco Internacional del Peru said
Feb. 3 that it would increase its
lending by 40 percent as the coun-
try's economy recovers from the
global economic crisis, Bloomberg
News reported. Companies in Peru
will likely boost investments in proj-
ects including construction, infra-
structure and mining, said Andres
Mufoz Ramirez, the commercial
banking vice president of Interbank,
as the institution is known.

Copyright © 2010, Inter-American Dialogue
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Mexico's Grupo Financiero Inbursa
Plans to Add 60 New Branches

Mexico's Grupo Financiero Inbursa is
planning to add 60 new branches during
this year's first quarter in order to attract
more small-business and consumer
clients, Frank Aguado, Inbursa's head of
credit, said during a conference call Feb.
5, Bloomberg News reported. The bank,
which billionaire Carlos Slim controls,
more than doubled the number of its

€€ We have a lot of

room to grow. »

— Frank Aguado

offices last year to 198, which could
increase deposits by 20 billion pesos
($U.S. 1.5 billion), said Aguado. "We have
a lot of room to grow," he said. Forty of
the new branches will be located in
Sanborns retail stores. Boosting deposits
will help the Mexico City-based bank
provide more business loans, expanding
its loan portfolio by approximately 20
percent this year, Aguado said. "We have a
very low market share attending those
kind of clients," he added. The bank fin-
ished last year with a net loan portfolio
totaling 143 billion pesos, 9 percent high-
er than the year before. Inbursa also may
purchase pension or banking assets from
other financial firms, Aguado said.

Citigroup Increases Stake in
Controller of Banco de Chile

New York-based Citigroup has increased
its stake in the controlling shareholder of
Banco de Chile, Dow Jones reported Jan.
29. According to a filing with the Chilean
securities regulator, Citigroup now owns
41.48 percent in LQ Inversiones
Financieras, an 8.52 percent increase. The
company paid $511 million for the stake,
according to the report. Under the terms
of a 2007 deal between Banco de Chile and

Citigroup, the Chilean bank took over all
of Citibank's local clientele, while the U.S.
bank retained control of Banco de Chile's
operations on U.S. soil, according to the
report. Citigroup has rights to acquire up
to 50 percent of Banco de Chile. Overall,
Chile's banking sector profit rose 14.1 per-
cent in December from November as for-
eign exchange gains boosted profits,
Reuters reported January 28. The coun-
try's Banking and Financial Institutions
Superintendency said last month that total
loans in the banking system rose 3.42 per-
cent in December compared to November.

BBVA Chairman: Bank
Will Remain in Venezuela

The chairman and CEO of Spain's BBVA
said the bank will stay in Venezuela
despite political and economic uncertain-
ty in the South American country, EFE
reported Jan. 27. "Venezuela is a great
country that is subject to a lot of tension,"
Francisco Gonzdlez said during a presen-
tation of the bank's 2009 results. The
bank is "doing very well in a very tough
and difficult environ-

ment," he added. L
Venezuelan President

Hugo Chdvez in Tl
January ordered a —
devaluation of the x_-_
country's  currency, 2
leading to concerns ‘

about its impact on
companies with oper- Gonzélez
ations there. Gonzilez
said that despite the
uncertainty, "I hope we can stay there a
long time." He added that governments
"come and go." BBVA's net profit in 2009
declined 16.1 percent to 4.21 billion euros
($U.S. 5.93 billion). The bank's opera-
tions in Venezuela again contributed the
most of any South American country to
the bank's profits. BBVA said its drop in
overall net profit was due to efforts to
strengthen its balance sheet and increase
loss provisions. Excluding non-recurring
items, BBVA's net profit declined 2.8 per-
cent to 5.26 billion euros ($U.S. 7.39 bil-
lion).

File Photo: BBVA.
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Venezuelan Government Toughens
Brokerage Industry Regulations

Venezuela on Feb. 1 toughened regula-
tions for the brokerage industry in the
wake of the government's seizure of 11
banks and other financial firms,
Bloomberg News reported. Under the
new rules, published in the government's
Official Gazette, brokerages will be
required to sell financial contracts called
"mutuos" within 90 days. Mutuos allow
the sellers of securities, like Treasury bills,
to repurchase them at a certain time and
price. "With this decision the brokerages
won't be able to receive and loan money
through mutuos," José Grasso, the presi-
dent of consulting group Softline
Consultores, told Bloomberg News in an
interview. In addition, the new regula-
tions require brokerages to recapitalize
their balance sheets within six months to
adjust for losses. Also, brokerages must
not hold liabilities that are larger than
twice their shareholders' equity.

Remittances News

Western Union to Offer Money
Transfers From Bradesco Branches

U.S.-based Western Union has struck a
deal with Brazil's Banco Bradesco to offer
its global money transfer service at most
of the bank's branches in the South
American country, the companies said
Feb. 3. The offering will soon be available
to Bradesco account holders and walk-in
customers, the companies said. Western
Union hopes the agreement will help it
"tap into strategic banking channels," the
Greenwood Village, Colo.-based company
said. "Our agreement with Banco
Bradesco is part of Western Union's new
focus on identifying and driving the
development of best-in-class services to
expand the company's business to new
consumer segments in Brazil," Stewart A.
Stockdale, Western Union's president for
the Americas, said in a statement. Western
Union has offered money transfers in
Brazil since 1997 through a network that
currently has more than 5,800 agent loca-
tions.

Copyright © 2010, Inter-American Dialogue
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Earnings Results

Brazil's Banco Bradesco Reports 36 Percent Increase in Profits for Q4

Brazil's Banco Bradesco said Jan. 28 that its profits for last year's fourth quarter
increased 36 percent on a growing number of loans to individuals and businesses,
Bloomberg News reported. The bank, Brazil's second-largest by market value, said net
income increased to 2.18 billion reais ($U.S. 1.17 billion) as compared to 1.6 billion
reais for the fourth quarter a year earlier. The bank's loan portfolio grew 6.8 percent
to 228.1 billion reais and its total assets rose 11 percent to 506.2 billion reais. The bank
has forecast loan portfolio growth of as much as 25 percent this year along with 6 per-
cent growth for Brazil's economy overall. Bradesco's average default rate, which
includes payment delays of greater than 90 days, increased to 4.9 percent at the end of
last month as compared to 3.4 percent the previous year.

Banco Santander Brasil Posts 75 Percent Profit Increase For Fourth Quarter

Banco Santander Brasil, the local unit of Spain's Banco Santander, posted a fourth-
quarter net profit of 1.59 billion reais ($US 863 million), a 75 percent increase from
906 million reais a year earlier, Dow Jones reported. In an earnings statement
released Feb. 4, Santander attributed 20 percent of its profit in the fourth quarter to
Brazil, with an additional 16 percent of profit attributed to other countries in Latin
America. For all of 2009, the bank said attributable profit from Brazil grew 22 per-
cent to 2.16 billion euros. In Mexico, however, attributable profit fell 17 percent in
2009 from a year earlier to 495 million euros. In Chile, Santander's third biggest
market in Latin America, profit rose 3 percent to 563 million euros in 2009.

MetLife's Income From Latin America Operations Slides 3 Percent

New York-based insurer MetLife said Feb. 3 net income from its Latin America oper-
ations fell 3 percent in 2009 from the previous year as the company recorded a global
net loss of $2.4 billion. Latin America earnings totaled $285 million in 2009, down
from $294 million the year before, MetLife said in an earnings statement. Premiums,
fees and other revenues from Latin America grew 18 percent in fourth quarter on
strong growth in Mexico, Chile and Brazil.

Brazil's Cielo Posts 76 Percent Rise in Profits For Fourth Quarter

Brazil's Cielo, the country's largest payment card processor, reported a 76 percent rise
in profit for the fourth quarter, Bloomberg News reported. The company, formerly
known as VisaNet, said net income rose to 439.1 million reais ($U.S. 233.9 million) in
the quarter, as compared to 249 million reais for the same period a year earlier.

Redecard Reports 5.7 Percent Increase in Profit for Fourth Quarter of 2009

Brazilian card-payment processor Redecard on Friday reported a 5.7 percent increase
in profit for last year's fourth quarter, Bloomberg News reported. The company's net
income rose to 401.1 million reais ($U.S. 215 million) from 379.6 million reais in the
same quarter a year earlier, Redecard said in a regulatory filing. The Sdo Paulo-based
company said its recurring net income, which includes adjustments for accounting
changes, totaled 402.5 million reais, as compared to 343.1 million reais for the fourth
quarter of 2008.
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Argentine President Names Marcé
del Pont New Central Bank Chief

Argentine President Cristina Ferndndez
on Feb. 3 nominated Mercedes Marcé del
Pont, the president of state-owned Banco
de la Nacién Argentina, as chief of the
central bank. The '
nomination is subject
to Senate confirma-
tion. Marcé del Pont is
a close ally of
Ferndndez and has
been a strong support-
er of government inter-
vention in Argentina's Marcd del Pont
economy, The Wall File Photo: San Juan
Street Journal reported. ,ropince.

Marcé del Pont would

replace  Martin  Redrado, whom
Ferndndez fired by decree over his refusal
to use central bank reserves to pay debt
obligations. Redrado initially resisted the
firing, but finally stepped down Jan. 29.
Marcé del Pont's nomination was a sur-
prise to some because the administration
had positioned former central bank head
Mario Blejer to take the job.

Mexico's Recovery Could Surprise
This Year: Deputy Bank Chief

Mexico's economy, which suffered more
than any other in Latin America last year,
could expand more than expected this
year, the deputy governor of the country's
central bank said Feb. 7, Bloomberg News
reported. "Everything points towards the
direction of a recovery," Manuel Sdnchez
Gonzdlez told the news service in an
interview during a symposium in Sydney.
"I'm ready to be surprised as to the results
of the economic recovery." Sdnchez's
statement echoed that of Deputy Finance
Minister Alejandro Werner, who said
Friday that Mexico's gross domestic prod-
uct could expand "slightly" more than the
current government estimate of 3 per-
cent. Mexico's economy, the second-
largest in Latin America after Brazil, was
the region's poorest performer last year,
contracting 10.1 percent in the year's sec-
ond quarter and 6.2 percent in the third

Copyright © 2010, Inter-American Dialogue
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CCRIF payout to Haiti is small com-
pared to the actual losses, the funds were
apparently well-received. According to
Associated Press estimates, less than 1
percent of pledged aid to Haiti will pro-
vide actual liquidity to the government;
thus CCRIF's payout will play a critical
role in helping to keep the wheels of gov-
ernment turning—by allowing the pay-
ment of salaries for the public sector, for
example."

Samantha Hu, based in
Shanghai, and Gerardo
Rodriguez-Albizu, based in
Miami, associates at Diaz
Reus & Targ, LLP: "Natural disasters such
as earthquakes, floods and droughts in a
developing country can have a devastat-
ing effect and cripple a country's already
fragile economic climate. How to miti-
gate such risk is a major challenge for
governments in the developing and
developed world alike. The unique char-
acteristics offered by public-private

insurance mechanisms should provide
sufficient protection to disaster-prone
countries. First, the public sector pos-
sesses the political and legal capabilities

€€ A predictable and universally
accepted legal framework is key. »

— Samantha Hu &
Gerardo Rodriguez-Albizu

to set up the necessary infrastructure for
the private sector to work unhindered.
Second, private insurance companies are
uniquely adept at dealing with economic
catastrophes. Third, private insurance
companies, coupled with the public sec-
tor's political and socioeconomic capital,

Continued on page 6

quarter, year-on-year. Policymakers
around the world also must be "very care-
ful" about how fast they wind down stim-
ulus measures after reducing interest rates

“I'm ready to be surprised
as to the results of the
economic recovery.”’

— Manuel Sdnchez Gonzilez

and increasing public spending to spur
growth, said Sdnchez. "There is a tradeoff
between sustaining the stimulus measures
and having some risks as to maintaining
those," he told Bloomberg News. "You
have a risk of withdrawing too quickly, of
leaving those measures too rapidly, so
that this recovery may be interrupted. You
want to be very careful to maintain those
stimulus measures for the right time."

Brazil Bank Chief Says He's Unlikely
to Seek Goias Governorship

Brazil's central bank president, Henrique
Meirelles, said Feb. 8 that he is not likely
to run for governor of his home state of
Goias, Bloomberg News reported.
Meirelles made the statement during a
lunch with investors in
Sao Paulo. Meirelles'
statement increases the
likelihood that he will
remain at the helm of
the central bank
through the end of this
year. Inflation in Brazil
fell to an annual rate of
4.6 percent in January. Meirelles

Just before Meirelles File Photo: Agéncia
took office N Brasil.

December 2002, the

inflation rate was 12.5 percent. Meirelles
increased the country's benchmark inter-
est rate to 26.5 percent in 2003 and has
since cut it to a record low of 8.75 per-
cent. Meirelles, 64, has led the central
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bank since Luiz Indcio Lula da Silva
became president in 2003. The bank chief
has remained in his position longer than
any of Lula's other top advisors. In
September, Meirelles joined the Brazilian
Democratic Movement Party and said he
would remain at his post at the central
bank until making a decision on his polit-
ical future in April. In December,
Meirelles said he would consider a request
from Lula to remain at the bank until the
end of the year, when Lula's term ends.

Political News

Chinchilla Elected First
Female President of Costa Rica

Laura Chinchilla of the governing Liberal
National Party was elected Costa Rica's
first female president Feb. 7 in a landslide
first-round victory. With most of the bal-

)

Chinchilla campaigning Feb. 3.
Photo: Chinchilla Campaign.

lots counted, Chinchilla won 47 percent
of the vote, more than 20 percentage
points ahead of her closest rival. Ottén
Solis of the Citizens' Action Party gar-
nered 25 percent of the vote and Otto
Guevara of the Libertarian Movement
received 21 percent. "Today we are mak-
ing history," Chinchilla said in her victory
speech, the AP reported. "The Costa
Rican people have given me their confi-
dence, and I will not betray it." Solis and
Guevara conceded defeat hours after the
polls closed. In his concession, Guevara
congratulated Chinchilla, calling her "our
president,” but also said his Libertarian
Movement has gained strength.
Chinchilla, 50, has vowed to pursue eco-
nomic policies similar to those of current
President Oscar Arias, who has boosted
trade with China and signed a free-trade

Copyright © 2010, Inter-American Dialogue

deal with the United States. Arias' eco-
nomic policies have helped shield Costa
Rica from the worst of the global eco-
nomic crisis and most citizens of the
Central American country appeared
unwilling to vote out the governing party
while Costa Rica is enjoying relatively
high wages, Latin America's longest life
expectancy, high literacy rates and a
strong ecotourism industry. Critics of
Chinchilla's party have argued the current
administration has favored development
too heavily over protecting the environ-
ment. Chinchilla, who has a teenage son,
is socially conservative and opposes
same-sex marriage and abortion.

Chile's President-Elect to Transfer
TV Network to Foundation

Chilean President-elect Sebastidn Pifiera
will cede 100 percent of the television
network he owns, Chilevision, to a non-
profit foundation, one of his advisors told
EFE Feb. 8. Pifiera is "going to hand over
those shares and property to a non-profit
organization that will make sure the
channel represents all Chilean society
without discrimination," said the advisor,
Cristian Larroulet. Pifiera, a billionaire,
has owned Chilevision since 2005. During
his campaign for the presidency, which he
will assume March 11, Pifiera said he
would divest himself of his interests in
various companies to avoid any conflicts
of interest. Shareholders of Axxion,
through which Pifiera owns 19 percent of
LAN Airlines, decided Feb. 5 to sell the

Pifiera, a billionaire, has owned
Chilevision since 2005.

shares in the airline. "The president-elect
has done exactly with what he said he
would do during the electoral campaign,
in the sense that he was going to divest
himself of his shares in LAN and in all his
companies,” said Larroulet.

POLITICAL & ECONOMIC BRIEFS

Haitian Lawyer Representing
U.S. Missionaries Fired

The Haitian lawyer who has been
representing 10 U.S. Baptist mis-
sionaries accused of kidnapping 33
children after the country's Jan. 12
earthquake has been fired, the
lawyer who hired him said Feb. 5,
the Associated Press reported.
Edwin Coq had been hired by Jorge
Puello, an attorney in the
Dominican Republic whom family
members of the detained Baptists
had retained. He said he fired Coq
because he allegedly tried to bribe
officials to release the missionaries.
Coq said the $60,000 he had
requested from the missionaries' rel-
atives was his fee.

Major Sweep Nets 22 Alleged
Drug Traffickers in Colombia

Colombian authorities said Feb. 8
they arrested 22 alleged drug traf-
fickers in cities across the country in
the biggest wave of drug arrests in
more than a decade. Gen. Oscar
Naranjo, head of the national police,
said 12 of the suspects were pilots
who had flown drugs out of
Colombia, and one was a woman
who was a liaison between the
Colombian cartels and Mexico's
Sinaloa cartel, led by the notorious
Joaquin "El Chapo" Guzmén.

Chavez Declares Electricity
Emergency in Venezuela

Venezuelan President Hugo Chavez
on Feb. 8 declared an "electricity
emergency," Reuters reported. The
government says skyrocketing
demand and drought have caused
the electricity shortages. However,
critics say the government has mis-
managed its power infrastructure.
The emergency declaration will
allow officials to implement meas-
ures including stricter power
rationing.
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possess unbridled access to global finan-
cial markets. This combination allows
local governments and NGOs to share
the risks inherent in insuring the eco-
nomic sustainability of disaster-prone

choose what risk they retain and what
they transfer. The CCRIF has proven that
parametric insurance works. Haiti's
parametric earthquake insurance policy
paid its full policy limit shortly after the

€€ The policies provide rapid funds to offset immediate

emergency expenses, reducing reliance on post-disaster aid. »

countries. Although public-private part-
nership insurance mechanisms can meet
the challenge, local governments play a
pivotal role in providing access to those
facilities. For example, a predictable and
universally accepted legal framework is
key. A stable, regulated insurance and
capital market provides the private sec-
tor with the comfort level needed to
partner with governments or NGOs.
Moreover, it will provide private insurers
with efficient access to global markets,
thus creating the ideal environment to
insure against such catastrophes like the
one experienced in Haiti. "

Nikhil da Victoria Lobo, vice

president of Insurance and

Specialty at Swiss Re in

New York: "By issuing its
member governments parametric insur-
ance policies, the CCRIF provides a
transparent method for governments to
quantify their risk exposure and transfer
this exposure to the insurance and capi-
tal markets. The policies provide rapid
funds to offset immediate emergency
expenses, reducing reliance on post-dis-
aster aid. Today, in addition to the
CCRIFE, the World Bank's MultiCat
Program and the IDB's insurance facility
for Central America also offer sovereign
parametric insurance. With hundreds of
millions of dollars of capacity annually,
these platforms allow governments to

Copyright © 2010, Inter-American Dialogue

— Nikhil da Victoria Lobo

disaster, and the CCRIF also made pay-
ments to members in 2008 and 2007 for
other disasters. Unfortunately, Haiti's
earthquake policy was relatively small,
with more resources allocated to the
hurricane policy. Therefore, three steps
should be taken to grow sovereign catas-
trophe risk transfer in the region. First,
multilaterals and reinsurers should bet-
ter explain to governments how these
insurance platforms work and how they
complement risk mitigation and man-
agement. Second, governments should
join one of the platforms, using pilot
transactions to build institutional capac-
ity, enhance risk evaluation and foster
risk consciousness. Finally, donors
should fund further development and
expansion of these platforms, even sup-
porting initial premiums to encourage
governments as first movers. Haiti's
earthquake was another painful
reminder that natural disasters are
unforeseeable in their timing and unpre-
dictable in their impact. Insurance can-
not solve these challenges but it can
deliver a powerful antidote to alleviate
some of the pain."

The Advisor welcomes reactions to the
Q&A above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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