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How Important Is Expanding Mobile Banking in Latin America?

The World Bank's International

Finance Corporation announced

Oct. 27 that it has invested $3

million and helped mobilize an
additional $2 million to help Colombia-
based YellowPepper expand access to
mobhile banking in Latin America and the
Caribbean. The contribution marks IFC's
first equity investment in a mobile bank-
ing firm in the region. How important is it
to expand access to mobile banking in the
region? How quickly are Latin Americans
utilizing mobile banking services as com-
pared to residents of other parts of the
world? How secure is mohile banking in
Latin America?

Wally Swain, senior vice presi-

dent for emerging markets at

The Yankee Group in Bogota:

"With Latin American mobile
phone penetration many times greater
than banking penetration, mobile banking
has been painfully obvious to all three
interested parties: banks, mobile operators
and governments. The benefits range from
personal security (not carrying cash) to
better control of government tax rev-
enues. So what has held it back? Certainly
technology has been a factor since mobile
banking has often needed sophisticated
phones beyond the reach of the target
population. Safaricom's MPESA showed
these limitations could be easily overcome
wih a simple solution based on widely

Banking regulations and jockeying for
position between the players unfortunate-
ly has also played a role with both banks
and mobile operators trying to occupy
central roles and extract profits. Telefénica
in Colombia has moved beyond this in
partnership with the coffee growers' coop-
erative and local banks. The program is
still a trial but will scale quickly. If the IFC
initiative can get more banks and opera-
tors to stop struggling on the sidelines and
get into the game, the region will gain an
enormous benefit."

Continued on page 4

Venezuelan Lawﬁlakers Debate
Tightening Grip on Banking

Venezuela may tighten the govern-
ment's control of the banking industry,
but banking association head Juan
Carlos Escotet said Nov. 12 that the
measure does not portend broad nation-
alizations. See story on page 2.

File Photo: Venezuelan Government.

available SMS (texting) technology.
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FINANCIAL SERVICES BRIEFS

Mexican Companies’ Dollar
Deposits Fall by 75 Percent

The amount of money deposited in
U.S. dollars by Mexican companies
has fallen by 75 percent since
President Felipe Calderén's govern-
ment restricted dollar transactions
in September in an effort to fight
money laundering, Guillermo
Babatz, president of Mexico's
National Securities and Banking
Commission told Bloomberg News
Nov. 9. Companies in tourist areas
and in Mexican border states may
exchange as much as $7,000 worth
of pesos per month.

Credicorp CEO Expects
Record Earnings This Year

The chief executive officer of Peru's
Credicorp is expecting the financial
holding company to have record
earnings this year as the country's
economy continues to grow, Dow
Jones reported Nov. 12. Walter Bayly
said Peru's economic growth for
2010, which Finance Minister Ismael
Benavides announced Thursday
could be as high as 8.5 percent, is
fueling credit demand. This year
"will be a record year for earnings,
no doubt," said Bayly.

China's Bankcard Association
Extending Service to Peru

Chinese bankcard association
China UnionPay, or CUP, has
signed an agreement with Peru's
Interbank to allow CUP card hold-
ers to access automated teller
machines in Peru, China's state-run
Xinhua News Agency reported Nov.
8. Interbank ATMs in Peru will start
accepting CUP cards in March. The
agreement follows increased trade
between China and Peru because of
the free trade agreement the two
countries signed in April 2009, said
CUP's executive vice president, Cai
Jianbo.
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Venezuelan Lawmakers Debate
Tightening Control of Banking

Venezuelan lawmakers are considering
legislation that would tighten the
Venezuelan government's control of the
banking industry. The head of the
Banking Association of Venezuela said
Nov. 12 that while banks know the gov-
ernment could seize them, the measure is
not a step toward broad nationalization of
the industry, Bloomberg News reported.
"We're studying the bill closely because it
allows greater control of banks, but it’s
not a first step in a state takeover of the
industry," Juan Carlos Escotet told
reporters in Caracas. "The bill includes a
separation between private and public
banks so deposits aren't at risk."
Legislators allied with President Hugo

€€ After 13 bank takeovers,

we know the government will

act firmly against the sector. »

— Juan Carlos Escotet

Chévez proposed the bill Nov. 11 in the
country's National Assembly and gave
preliminary approval to it the same day.
The Assembly must vote once more to
pass it. The measure would require banks
to hand over 5 percent of their pretax
profit for social programs. Also, it would
declare the banking industry to be in the
country's social interest. That would
make it easier for the government to
nationalize banks, action that Chévez has
threatened. "Private banks that don't fol-
low the law, nationalize them," he said
Thursday. Five percent of bank profits in
Venezuela totaled 314 million bolivars
($73.1 million) last year and 168 million
bolivars in the first six months of this
year, according to Softline Consultores.
Chévez said last week that money collect-
ed from private banks would pay for mid-
dle-class housing. "Let's get organized and
put that money in a fund," said Chévez.

Already, banks operating in Venezuela are
required to allocate 16 percent of their
loan portfolios for home building and
mortgages, said Escotet, who is president
of private bank Banesco Banco
Universal. He said the banking associa-
tion will present the government a plan to
cooperate in an effort to construct 1 mil-
lion homes in four years. "The bankers
understand. After 13 bank takeovers, we
know the government will act firmly
against the sector," said Escotet. "We
accept the challenge to work on the hous-
ing issue." Among the foreign banks oper-
ating in Venezuela are New York-based
Citigroup, Spain-based Banco Bilbao
Vizcaya Argentaria and Bank of Nova
Scotia, which is headquartered in
Toronto. Venezuela's government cur-
rently controls approximately 25 percent
of the country's banking industry.

Banco Panamericano Names New
CEO, Receives Capital Injection

Brazil's Banco Panamericano has named
a new chief executive officer and board
after discovering "accounting inconsis-
tencies" and has also received an injection
of 2.5 billion reais
($1.5 billion) in order
to shore up its capital,
Bloomberg News
reported Nov. 10. The
cash infusion by the
bank's controlling
shareholder, Grupo
Silvio Santos, is an
effort to "preserve cur- Santos

rent levels of capital in ) oo
light of the uncovering Goyernment.

of accounting incon-

sistencies that don't allow financial state-
ments to reflect the actual capital situa-
tion of the institution," the bank said
Tuesday in a filing. Brazilian daily news-
paper Valor Econdémico reported Tuesday
that Brazil's central bank is investigating
whether fraud was committed and O
Estado de Sao Paulo reported that bank
directors allegedly registered fictitious
assets and credits, inflating the lender's
results. The Sdo Paulo-based bank also
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named Celso Antunes da Costa its CEO,
replacing Rafael Palladino, in addition to
seven new directors, the bank said in the
filing. Grupo Silvio Santos, which
Brazilian media mogul Silvio Santos
owns, will borrow cash from Brazil's
deposit insurance fund to pay for the cash
infusion, Panamericano said in a state-
ment. The central bank has approved the
action, Panamericano added. The central
bank has declined to make any statements
on the matter, saying "it is a deal between
private parties." Preferred shares of
Panamericano have fallen 11 percent this
week, closing Tuesday at 6.77 reais, their
lowest level in more than a year.

Banco Bradesco Plans to Open
New Brokerage Offices in Asia

Brazil's Banco Bradesco plans to open
new brokerage offices in Tokyo and Hong
Kong as it expands services to customers
and seeks to attract more business in Asia,
Reuters reported Nov. 8, citing Brazilian
newspaper Valor Econémico. Bradesco,
Brazil's second-largest nongovernment-
controlled bank, will offer asset manage-
ment and private banking services to
Asian clients who previously did business
with the bank through its offices in

Bradesco plans to open the
Hong Kong office in March
and the Tokyo office in April.

London, Norberto Pinto Barbedo, execu-
tive vice president at Bradesco, told the
newspaper. The bank plans to open the
office in Hong Kong in March and the
Tokyo office the following month, he said.
Bradesco has also seen growth in its capi-
tal markets business, leading it to seek
more office space and hire additional
bankers in the United States, according to
the report. Bradesco plans to hire an addi-
tional 10 employees in New York, Luiz
Galvao, director of the Bradesco BBI
investment bank, told the newspaper.
Corporate debt sales of Brazilian compa-
nies have soared in past months as com-
panies issue more bonds, taking advan-
tage of low yields.
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Caribbean News

JNBS Expects Higher Sales Through New Regional Mortgage Centers

The opening of four new regional mortgage centers will help Jamaica National
Building Society boost sales, a company official told the Jamaica Gleaner Nov. 7. "We
anticipate that sales will increase," marketing and sales executive Leon Mitchell told
the newspaper. "Processing time should definitely improve." JNBS has established the
mortgage centers in New Kingston, Mandeville, Montego Bay and Ocho Rios. He
added the new offices will help JNBS focus on its core mandate. "JNBS is a mutual
building society with core business in mortgage and savings," Mitchell said. "We feel
that the mortgage business will pick up as all elements come together for this to take
place." Sales agents at the four new locations will provide customers with "hands-on"
management of loan applications, said Mitchell. "Our objective is faster, better-quali-
ty service to respond to the mortgage needs of our members and clients," he said in a
separate statement. "The key element in this is freeing our sales agents, and the new
structure allows them greater flexibility to focus on helping clients to finance their real
estate needs." JNBS also is focusing on strengthening its savings portfolio, said
Mitchell, adding that the company accounted for 46 percent of the country's deposits
in June, as reported by the Bank of Jamaica.

EIB Providing 7 Million Euros for Microfinance in Dominican Republic

The European Investment Bank has agreed to provide 7 million euros ($9.57 million)
for microfinance projects in rural areas of the Dominican Republic, the lending insti-
tution said Nov. 3. "The sixth European Investment Bank loan to Banco de Ahorro y
Credito ADEMI demonstrates the Bank's continued engagement to supporting eco-
nomic growth in the Caribbean," EIB said in a statement. Plutarchos Sakellaris, the
European Investment Bank's vice president responsible for the Caribbean, expressed
hope that the loan will help improve poor communities' access to financial services.
"Microfinance plays a crucial role in enabling economic growth in rural areas and we
are pleased to support ADEMI's continued contribution to achieving this," said
Sakellaris. "We note the continued expansion of access to formal finance even during
challenging economic times."

National Commercial Bank Increases Loan Loss Provisions

Jamaica's National Commercial Bank has increased loans and has also boosted its
loan loss provisions in the past year, the Jamaica Observer reported Nov. 14. The bank,
which had the country's largest market share of loans in June, the last month for
which data is available, increased its provisions to 289 million Jamaican dollars ($3.4
million) in September of this year from 255 million Jamaican dollars in September
2009. NCB has used measures including improved loan underwriting and earlier
problem resolution as well as more proactive management of delinquency in order to
stem loan losses, said Yvonne Clarke, NCB's group chief financial officer. "Over the
last two years, we have had approximately 1 billion [Jamaican dollars] per year in
terms of loan losses. Despite the fact that that figure is particularly large, we have put
a lot of energy and we do believe that we have seen success," she said, according to the
Observer. "We have improved underwriting, we are reviewing the profile of our port-
folio to make sure that we do deal with the problem early and ensure that we contact
customers and make arrangements for them where we need to." The bank's net loans
this year declined approximately 2 percent to 2.18 billion Jamaican dollars.
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Economic News

Peru, South Korea Sign Free Trade
Agreement During Garcia's Visit

Peruvian and South Korean officials
signed a free-trade accord Nov. 15 in
Seoul, just days after South Korea and the
United States failed to reach an agreement
on a trade pact, Agence France-Presse
reported. The trade ministers of Peru and
South Korea inked their deal in the pres-
ence of South Korean President Lee
Myung-bak and his Peruvian counterpart,
Alan Garcfa. "This is a highly comprehen-
sive free trade pact ... it will offer great
opportunities for companies in the auto
industry," Garcia told reporters before the
signing ceremony. Garcia added that the
pact also would provide more opportuni-
%

. e 7
Garcia and Lee celebrated the accord's
signing Nov. 15 in Seoul.

Photo: Peruvian Government.

ties to invest in Peru's natural gas and
other energy industries. "This FTA will
greatly boost the two countries' coopera-
tion in petrochemical and refinery busi-
nesses as well," he said. "It is highly impor-
tant for us that South Korean companies
invest in our gas development projects.”
Peru is looking to foreign investors to help
in the construction of more natural gas
pipelines. The South American country
started exporting gas earlier this year. The
two countries finalized negotiations in
August. South Korea already has a free-
trade agreement with Chile. The South
Korea-Peru deal will eliminate tariffs on
South Korean industrial products includ-
ing electronics and cars and Peruvian
products including coffee and squid.
Under the pact, all tariffs currently in
place between the two countries will be
eliminated within the next decade. Trade
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Featured Q&A
Continued from page 1
Marta Colomar Garcia, associ-
ate attorney at Diaz Reus &
Targ, LLP in Miami: "The roll-
out of a mobile banking plat-
form in Colombia will be a boon to the
FARC and other narcotraffickers as they
look for better, faster and less-policed
ways to move the proceeds of their illicit
activities. The World Bank's decision to
fund this program highlights the contin-
uing disconnect between development
objectives and the goals of regulatory
compliance and ethics programs. On the
one hand, it is good public policy to
increase the level of market penetration
for financial services throughout Latin
America. While some countries have
made great strides in increasing financial
services, especially in rural areas, others
are lagging far behind. The World Bank's
initiative will surely help bring impor-
tant services, including basic banking, to
large numbers of people. Such programs
also make good business sense. In order
to retain and attract customers, financial
institutions must continuously innovate
and roll out new services. As has been
written here before, Latin America offers
great growth potential for both domestic
and foreign financial institutions. Mobile
banking will surely drive that growth.

The benefits from new technology and
increased market penetration, however,
must be tempered against some very real
dangers. Mobile banking offers a level of
anonymity which runs at odds with
'KYC'—the cornerstone of most finan-
cial compliance programs today. This
acronym, which stands for 'know your

¢ The roll-out of a mobile
banking platform in Colombia

will be a boon to the FARC

and other narcotraffickers ...%°

— Marta Colomar Garcia

customer,' requires that financial institu-
tions vet account holders, determine
their true identity, and ensure that indi-
viduals are not using the financial system
to launder the proceeds of illegal activity,
from drug trafficking to terrorism. The
yawning gap in a bank's KYC efforts
exposed by mobile banking should not
be ignored. Transactions that cannot be
linked to a particular individual, or veri-
fied as originating from a known and

Continued on page 6

between the two nations amounted to
$1.56 billion last year. The legislatures of
both countries are expected to approve the
accord within the first half of next year.
South Korea and the United States signed
a free-trade accord in 2007, but the agree-
ment has encountered problems as U.S.
automakers and beef exporters have
demanded greater access for their prod-
ucts. Despite an effort to reach an agree-
ment on the U.S.-South Korea pact by the
time of last week's G-20 summit in Seoul,
Lee and U.S. President Barack Obama said
negotiators had been unable to work out
differences.

Mexican Lawmakers Approve 2011
Budget With 8.2% Spending Increase

Mexican legislators on Nov. 15 approved
the expenditures portion of the country's

budget, sending the spending plan, which
includes an 8.2 percent increase in spend-
ing, to President Felipe Calderén,
Bloomberg News reported. The Chamber
of Deputies approved
the budget on a vote
of 454-13. The budg-
et contains 3.44 tril-
lion pesos ($280 bil-
lion) of spending,
which  lawmakers '
modified from the ‘
3.35 billion that '
Calderén proposed. Calderdn
Lawmakers last File Photo: Mexican
month approved the Government.
income part of the

budget, which estimates oil prices at
$65.40 per barrel and a deficit amounting
to 0.5 percent of gross domestic product.
The current year's budget has a deficit
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equal to 0.7 percent of GDP. The budget
also does not include an increase in
Mexico's value-added tax, which the
Institutional Revolutionary Party wanted
but Calderén opposed.

Political News

Rioters Attack United Nations
Peacekeepers in Haiti

Haitians in two cities in the impoverished
Caribbean country rioted on Nov. 15,
throwing rocks at United Nations peace-
keepers and blaming them for Haiti's
cholera outbreak, Reuters reported. At
least two Haitians were killed during the

€1t's chaos here.”?

— Georgesmain Prophete

violence in the northern city of Cap-
Haitien. At least one of them was shot by
peacekeepers after firing at soldiers, BBC
News reported. Demonstrators hurled
rocks at Nepalese peacekeepers in the cen-
tral city of Hinche and also burned a
police station in Cap-Haitien, Reuters
reported. "The whole city is blocked, busi-
nesses and schools have closed, cars have
been burned," Georgesmain Prophete, a
local businessman in Cap-Haitien, told
Reuters. "It's chaos here." The United
Nations mission in Haiti has repeatedly
denied rumors that Nepalese U.N. troops
brought cholera to Haiti. The epidemic
has killed more than 900 people in Haiti
since the outbreak started last month. The
U.S. Centers for Disease Control and
Prevention has said DNA tests have
shown links between the Haitian cholera
strain and a South Asian strain. However,
no agency has linked the epidemic to
Nepal. Cholera has been absent from
Haiti for decades and while the country's
poor sanitation and poverty are main fac-
tors in the disease's spread, it is difficult to
trace the exact source, according to health
experts. There are approximately 12,000
U.N. peacekeepers in Haiti to provide

Copyright © 2010, Inter-American Dialogue

security during the country's presidential
and legislative elections on Nov. 28.

OAS Urges Removal of Forces in
Costa Rica-Nicaragua Border Spat

The Permanent Council of the
Organization of American States on
Friday approved a resolution calling on
Costa Rica and Nicaragua to remove
security forces from disputed territory
along the countries' shared border. The
measure was approved in a 22-2 vote,
with Nicaragua and Venezuela dissenting.
Among the provisions of the OAS resolu-
tion is a call for the two Central American
nations to "avoid the presence of military
or security forces in the area, where their
existence might rouse tension." The reso-
lution, which aims to "create a favorable
climate for dialogue between the two
nations" also calls on the countries to
hold bilateral talks on the border dispute.
The resolution was approved after almost
10 days of meetings on the dispute, which
was sparked last month when Nicaragua
sent about 50 troops to Calero Island,
which is located on the border San Juan

The Permanent Council approved the
measure on Nov. 12 in a 22-2 vote.

Photo: Organization of American States.

River. Both countries claim the island as
their territory. Nicaragua has said it will
not withdraw the soldiers and Costa Rica
has said their presence amounts to an
"invasion." Nicaraguan President Daniel
Ortega called the vote of the Permanent
Council "manipulated” and a "conspira-
cy" and threatened to pull Nicaragua out
of the OAS, the Associated Press reported.
Meanwhile, Costa Rican President Laura
Chinchilla's office called the vote "a tri-
umph of Costa Rican diplomacy."
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POLITICAL & ECONOMIC BRIEFS

Mexico Eyes New Round of
Retaliatory Tariffs Against U.S.

Mexico will impose a new set of
tariffs on goods from the United
States unless the government makes
progress on a contentious crossbor-
der trucking dispute, Mexican
Economy Minister Bruno Ferrari
told Reuters Nov. 11. "The clock is
ticking," he said. Mexico imposed
tariffs on several U.S. products in
August in the hopes of pressuring
Washington to allow Mexican
trucks to have full access to high-
ways, a deal agreed to under the
American Free Trade Agreement
(NAFTA). U.S. officials have cited
safety concerns in delaying imple-
mentation of the agreement.

Health Officials Gather to Debate
Tighter Tobacco Controls

Public health officials from coun-
tries around the world gathered
Nov. 15 in Uruguay to debate tighter
restrictions on the tobacco industry,
Reuters reported. The meeting of
the World Health Organization is
occurring as Uruguay and interna-
tional tobacco company Philip
Morris International battle over the
country's anti-smoking laws, which
the company argues are unfairly
harming its business.

Top Argentine Junta Leader
Emilio Massera Dies

Emilio Massera, one of the three
leaders of Argentina's 1976-1983
military junta, died Nov. 8 of com-
plications from a stroke. Massera
was convicted of human rights
crimes for his activities during the
country's Dirty War. He was also
sought by Germany, Spain, Italy and
France for crimes during that era,
but the countries suspended arrest
orders after Argentina declared him
unfit to stand trial on health
grounds.
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trusted source, will only spur money
launderers and other criminals to pursue
their illicit activities. Progress is good,
and the World Bank's efforts are to be
applauded. But, governments across
Latin America must remain vigilant and
remember the terrible impact that
unchecked criminal conduct has on their
economies and the rule of law."

Kai Schmitz, a member of the

Financial Services Advisor

board and Executive Vice

President at Microfinance
International Corp. in Washington: "The
mobile payment and mobile banking
sector is exploding with new business
models and innovative solutions where
the characteristics of the successful busi-
ness models have not been identified.
This makes it an exciting but also high-
risk investment niche. Limited access to
banking, wide usage of cellular phones
and problems with cash transactions
(due to security concerns or problems
with the available banknotes) seem to
create an environment where mobile
payment services tend to flourish.
Colombia and other countries in Latin
America provide such an environment
and could therefore be attractive target
markets. Ultimately, consumers will vote
with their feet and the success depends
on the ability of the providers to attract
customers. Mobile network operators
have proven to be much more capable to
do so than banks. As a result, most suc-
cessful mobile financial services tend to
be transactional payment services rather
than actual mobile banking that also
offers access to accounts and other finan-
cial services with higher added value.
Donors and investors who care about
access to finance have an opportunity to
facilitate cooperation between banks and
mobile payment providers so that the
fast growing mobile services help to
bring the banks closer to the consumers."

Copyright © 2010, Inter-American Dialogue

Richard Child, a member of the

Financial Services Advisor

board and CEO of Mattrix

Group in Mountain Village,
Colo.: "As in other parts of the world,
mobile banking is getting much traction
in Latin America and will become an
important communications and transac-
tion platform for e-payments. It will also
very likely play an important role in pro-
viding access to financial services to a
large market segment, such as the under-
served or unbanked. The security aspect
of mobile payment is highly dependent

€CIFC's investment ...
undoubtedly recognizes
the importance of mobile
banking and the benefits
to be derived.”?

— Richard Child

on the partners involved, the presence of
double authentication factor or other
authentication mechanisms and encryp-
tion of messages, to name a few.
However, the success of mobile banking
will eventually depend on ease of use,
functionality offered and pricing. IFC's
investment and support of a mobile
banking platform is a very positive sign
and undoubtedly recognizes the impor-
tance of mobile banking and the benefits
to be derived."

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