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What Reforms Will Humala Make to Peru's Financial Sector?

Before winning Peru's presiden-

tial election on June 5, Ollanta

Humala backed off a plan to

nationalize the country's pen-
sion system. His current, watered-down
proposal would provide a public pension
to all Peruvians older than 65 who do not
have a private pension fund. How would
the pension reforms affect the govern-
ment's financial footing and the country's
economic growth? Also, other leftist lead-
ers in South America have imposed new
restrictions on lenders by establishing
loan quotas, capping interest rates and
limiting fees. Are lenders in Peru likely to
face similar new restrictions under
Humala? How will that affect investment
in the financial sector?

Daniel M. Schydlowsky, former

Robert F. Kennedy Visiting

Professor of Latin American

Studies at Harvard University
and a current member of President-elect
Ollanta Humala's transition team:
"President Elect Humala is formally com-
mitted to providing a monthly pension of
about $90 to all Peruvians over 65 who do
not have a pension and are poor. This pen-
sion is to be funded out of the Treasury's
general revenue. In turn, fiscal revenues
are expected to increase as a result of (i)
economic growth, which increases the tax
base, (ii) closing of various tax loopholes
that facilitate tax avoidance and evasion,
and, (iii) raising the effective fiscal revenue

from the currently super-profitable min-
ing sector, without, however, affecting
Peru's competitiveness vis-a-vis new min-
ing investment. However, since revenue
measures will take some time to be effec-
tive, the introduction of the new pension is
supposed to be gradual, respecting both
administrative capabilities and funding
availability. Accordingly, no fiscal prob-
lems with this program or arising from it
are expected. As regards the financial sys-
tem more generally, candidate (now
President-elect) Humala was very clear
that he was looking for Peru to continue

Continued on page 3

Santander Could List as Much
as 25 Percent of Argentine Unit

Spain's Santander may list 15 to 25 per-
cent of its Argentine unit this month, the
bank's head for Latin American opera-
tions, Francisco Luzdn, said July 11. See
story on page 2.
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Standard Chartered Appoints
New Executive for Brazil

Britain's Standard Chartered PLC
has named Saranya Skontanarak as
its head of global markets for Brazil,
Dow Jones reported July 6.
Skontanarak was most recently the
London-based financial services
company's head of global markets
for Vietnam.

Credicorp Unit Boosts Share
in Peruvian Healthcare Market

A subsidiary of Peruvian financial
services holding company
Credicorp is boosting its share in
the South American country's
healthcare market, Credicorp, said
July 5. The subsidiary, Pacifico EPS,
is acquiring and developing health-
care services providers and making
investments "to ensure that Pacifico,
armed with the current contribu-
tions of the businesses acquired and
the benefits reaped from the syner-
gies created by its insurance busi-
ness, can break the 20 percent hur-
dle for return on equity," said
Credicorp. Lima-based Credicorp
primarily operates through its four
main subsidiaries, Banco de Credito
del Peru, Atlantic Security Holding
Corp., El Pacifico-Peruano Suiza
Compaiiia de Seguros y Reaseguros
and Grupo Credito.

Euromoney Magazine Recognizes
Citi's Caribbean Operations

Citi announced July 8 that it has
been recognized in Euromoney mag-
azine's Awards for Excellence 2011.
The magazine named the financial
services company "best investment
bank in the Caribbean," "best at cash
management,” and "best flow
house." Manuel Medina-Mora, Citi's
CEO for Latin America, credited the
bank's "strong and trust-based rela-
tionships with our valued clients"
for the awards.

Copyright © 2011, Inter-American Dialogue
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Spain's Santander May List as Much
as 25 Percent of Argentine Unit

Santander may list between 15 percent
and 25 percent of its Argentine unit,
Santander Rio, this month, the head for
Latin American operations at the Spanish
bank told Spanish daily newspaper El
Mundo on July 11, Reuters reported. "We
are waiting on the markets," said
Francisco Luzén. "It's possible that this
month, if things go reasonably, we will
take between 15 and 25 percent of the
bank onto the stock exchange." Listing
the Argentine subsidiary could generate
between 500 million and 700 million
euros, valuing the unit at approximately 3
billion euros ($4.4 billion). Santander
also may list shares of its Mexican unit in
2012 or 2013, Luzén added. In the short
term, Santander's profits from operations
in Latin America could rise to between 45
percent and 48 percent of the company's
group profits from 43 percent due to the
problems in Spain's and Portugal's
economies, Luzén said. However, in the
medium term, Latin America would gen-
erate approximately 35 percent to 40 per-
cent of group profits, he added.

Brazil Encouraging Banks to
Consolidate: Itau's Executive VP

Brazil's government is encouraging small-
and medium-sized banks to consolidate as
it seeks to form larger financial institu-
tions and stimulate competition, Alfredo
Setubal, executive vice president at Itau
Unibanco Holdings, told Bloomberg
News July 11. "The government wants big-
ger and stronger banks, capable of effec-
tively competing," Setubal told the news
service on the sidelines of an investors'
conference. "We may see more movements
involving smaller banks, like we've seen
recently, with the government and the
central bank stimulating consolidation."
Consolidation would fortify smaller firms
as some large Brazilian banks have begun
to offer payroll loans and other credit
products that medium-sized banks tradi-
tionally have offered. In addition, smaller
banks' capital levels have faced new pres-

sures after Brazil's central bank began
requiring lenders to use higher amounts
of capital to back longer-dated loans to
consumers last December. Brazil's Banco
BMG completed the acquisition of Banco
Schahin on July, saying it would invest 1.5
billion reais ($960 million) in Schahin and
boost its net capital to 3.5 billion reais, a
BMG official told Bloomberg News.

CorpBanca Raises Nearly $370 Mn
After Capital Increase's First Tranche

Chile's CorpBanca has raised almost
$370 million after the one-month prefer-
ential-rights period of the first tranche of
the bank's capital increase, Dow Jones
reported July 6. The bank is seeking the
increase in order to bolster its plans for
growth as domestic demand in Chile is
driving the country's recovery in the wake
of the global financial crisis and Chile's
earthquake in February 2010. "We see the
Chilean economy growing robustly over
the long-term ... This capital increase will
give us the financial backing to better
compete with bigger banks, such as Banco
de Chile and Banco Santander," said
CorpBanca's head of investor relations,
John Paul Fischer. Banco de Chile also is
seeking to increase its capital. Banco
Santander Chile is the South American
nation's largest lender and Banco de Chile
is the second-largest. During CorpBanca's
preferential-rights period, the bank sold
91.2 percent of the 25.5 billion shares that
it plans to offer in the first tranche. In the
two tranches of the capital increase,
CorpBanca is issuing a total of 40.04 bil-
lion shares, which is equal to 15 percent of
the lender's issued share capital.

Credit Card News

Brazil's Cielo Forecasts Slower
Decline for Card Fees

Brazil's Cielo is expecting card fees to
decline at a slower pace as the credit card
industry adjusts to a higher level of com-
petition as a result of the end of exclusive
contracts between card brands and
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processors, Bloomberg News reported
July 6. "Fees are stabilizing as a result of
the new environment," Romulo de Mello
Dias, chief executive officer of Cielo, told
the news service in an interview July 4 in
Sdo Paulo. "Fees may fall further, but not
at the same pace." Fees that Cielo, Brazil's
largest credit and debit card operator,
charges merchants to process card trans-
actions declined to 1.22 percent in this
year's first quarter from 1.32 percent in
the fourth quarter of 2010. The company
had charged 1.45 percent before the end
of exclusivity contracts in July of last year.
In order to counter declining fees, Cielo is
boosting volumes and other revenue
sources, said Mello Dias, adding that con-
sumers in Brazil currently use cards for
approximately 25 percent of their pur-
chases, about half the United States' usage
rate. Brazilians will increasingly use cards
for their purchases, he said. Cielo received
62 percent of its revenue in this year's first

€€ Fees may fall further,

but not at the same pace. »

— Romulo de Mello Dias

quarter from fees. About 23 percent of the
company's revenue came from renting
card-processing machines to retailers and
9.8 percent of revenue was generated by
receivables prepayment, the company
said. New companies are entering the
market following the end of Cielo's exclu-
sivity agreement last year with Visa and
Redecard's agreement with Mastercard.
New entrants include Banco Santander's
GetNet Tecnologia and Evalon, which
U.S. Bancorp controls. The new competi-
tors could garner 15 percent of the mar-
ket at the most in the coming years, said
Mello Dias. "They have to build a founda-
tion, get clients, set up teams, processes,"
he told Bloomberg News. "It takes time."
Brazil's credit card industry processed
145.2 billion reais ($91.07 billion) in card
purchases during this year's first quarter.
Of that amount, 83.7 billion reais were
credit card payments, a 23 percent
increase from last year's first quarter,

Copyright © 2011, Inter-American Dialogue
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developing on the basis of a vigorous
private sector. Therefore, no restrictions
of the kind mentioned should be expect-
ed. Rather, financial (and other) markets
are likely to be encouraged to develop in
directions which increase the participa-
tion of the poorer and less-endowed
parts of the population. This would
deepen and widen markets, make them
ultimately less risky and reduce the cur-
rent tensions between Back Street (where
the poor reside) and Wall Street. As a
result, the risk adjusted return to invest-
ment in Peru should go up."

Jeanne Del Casino, member of

the Financial Services Advisor

board and vice president and

regional credit officer for Latin
American banks and Patrick Esteruelas,
vice president and senior analyst for
Latin American Sovereigns, both at
Moody's Investors Service: "Ollanta
Humala's election presents a level of
uncertainty for the financial sector to the
extent that any changes in economic or
monetary policy might affect overall
business and investor confidence.
However, we believe it unlikely that he
will enact major economic or financial
policy shifts that would jeopardize
investment. His watered-down pension
proposal should not represent a major
fiscal burden. It is estimated to cost
around 0.7 percent of GDP, shared out
over the next five years. We do not expect
the new administration to announce a
major structural reform that would
affect banks in the near term. There is
the possibility that the administration
might consider programs such as loan
quotas or capping fees and interest rates
in the name of broader financial inclu-
sion or consumer protection. Such meas-
ures could indeed have a negative effect
on financial sector investment, as they
imply a curtailment of banks' profits or,
in a worst case, the subsidization of high-
risk credits that would lead to higher
credit costs. Market penetration has been
progressing in Peru, albeit slowly, and

private-sector credit has grown in the
double digits since 2006 with a hiatus
only in 2009. Niche financial institu-
tions, including regional savings banks
and microfinance specialists that serve
the lower income business and consumer
segments, have also come under the
supervision of the Superintendency of
Banks and Insurance in recent years,
reflecting the government's heightened
focus on underbanked customer seg-
ments and the need to provide them
with a reliable source of credit."

Beatrice Rangel, director of

AMLA Consulting in Miami

Beach: "While I very much

fear that President Humala
could fall prey to populist pressures
steaming from increased inequality
between rural and urban Peru, what he is
now proposing in terms of pensions
seems to be sensible and manageable by
the country's public income stream.
From the standpoint of economic
growth, the proposal would give a boost
to domestic demand, which is key to
maintaining Peru's outstanding growth
rates. Should the transfer be restricted to
the lower-income echelon, then I believe
that it should not cause a fiscal deficit.
But what needs to be known in terms of
what impact the Humala administration
will bear upon the country's future eco-
nomic performance is the set of macro-
economic policies that effectively
address credit creation and access for the
growing middle classes. To be sure,
Peru's financial sector remains underde-
veloped and inefficient, which poses an
important constraint on entrepreneur-
ship, productivity gains and investment.
Financial-sector reform is also essential
to improving the quality of Peru's infra-
structure, particularly roads, ports and
airports. Without large investments in
infrastructure, Peru will not achieve
higher competitiveness while possibly
facing costly bottlenecks in getting its
exports on time to international mar-
kets. Thus, a broad-based reform of the
financial sector is crucial to boost
Peruvian growth."

Continued on page 6
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according to Brazil's credit card compa-
nies' association. In 2010, the industry
saw a 21 percent increase in credit card
payments.

Economic News

U.S., Mexico Sign Agreement to End
Cross-Border Trucking Dispute

U.S. and Mexican officials on July 6
signed an agreement to put an end to a
cross-border trucking dispute that has
dragged on for more than 15 years. In the
dispute, the U.S. government has barred
Mexican truckers from transporting
goods into the United States. Mexican
truck drivers have been required to drop
off merchandise at or close to the border,
where it would be picked up by U.S.
truckers, the Financial Times reported.
The dispute escalated two years ago when
Mexico slapped retaliatory tariffs on more
than $2 billion of U.S. goods. The deal,
which U.S. Transportation Secretary Ray
LaHood and Mexican Communications
and Transportation Minister Dionisio
Pérez-Jacome signed in Mexico City, will
suspend half of the
tariffs within 10 days,
Bloomberg News. The
remainder of the tar-
iffs will be lifted when
the first Mexican
trucking company is
permitted to deliver
goods in the United
States. "The agree-
ments signed today are
a win for roadway
safety and they are a
win for trade," said LaHood. The conflict
started in December 1995 when the
United States cited concerns about safety
in blocking North American Free Trade
Agreement rules that allowed Mexican
trucks to go into the United States beyond
a 25-mile border zone. Under the new
agreement, Mexican truckers must com-
ply with U.S. safety standards and also
must use monitoring systems to track
their amount of time on the road, said the
U.S. Department of Transportation,
Bloomberg News reported. Mexican
truckers also must submit to drug testing

LaHood

File Photo: U.S. Dept.
of Transportation.
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What Lessons Can Europe Learn From Latin America?

Since the global economic

recession in 2008-09, several

European countries have strug-

gled with debt crises that many
analysts have likened to Latin America's
struggles in past decades. What do the
two situations have in common? What
differentiates them? What lessons can
Europe learn from Latin America and
how should Eurepe handle its ongoing
financial crisis?

Kevin P. Gallagher, associate

professor of International

Relations at Boston University:

"Latin America holds many les-
sons for the Eurozone debt crisis.
Restructure now and reform your trade
treaties. The Latin American experience
shows that kicking the can down the
road does more harm than good.
Bailouts use global and domestic taxpay-
er funds to lend evermore to debt-ridden
nations who have to use the money to
pay back creditors rather than put their
economies on a recovery path. Thus, the
underlying economic environment does-
n't change and the nation eventually
defaults. This happened in Brazil,
Uruguay and, of course, Argentina. In

and hand over driving records. Mexican
trucking companies will be able to trans-
port cargo to destinations in the United
States and take goods back to Mexico.
They will not be able to transport goods
between two points in the United States.
U.S. truckers will be able to deliver goods
to Mexican destinations under the same
rules. A cross-border trucking deal has
met opposition from U.S. truckers over
lower wages paid to Mexican truckers and
safety concerns. "This program will jeop-
ardize the livelihoods of tens of thousands
of U.S.-based small-business truckers and
professional truck drivers and undermine
the standard of living for the rest of the
driver community," Todd Spencer, execu-
tive vice president of the Owner-Operator
Independent Drivers Association, said in a

contrast to the Eurozone experience
though, alongside restructuring, Latin
American currencies plummeted, which
Greece cannot do under the euro. It is
also true that Latin America happened to
be endowed with key primary products
in the middle of a commodity boom.
Greece is not so lucky. Despite calls by
the IMF to establish a sovereign debt
restructuring mechanism after the
Argentina crisis, the world's attention
went elsewhere. As I show in my new
study, The New Vulture Culture:
Sovereign Debt Restructuring and
International Investment Treaties, that in
the absence of conscious global econom-
ic governance, we may be left with a de
facto regime: the thousands of interna-
tional trade and investment treaties that
have jurisdiction over government debt.
Argentina has been sued under trade
treaties for its restructuring. Europe, and
Latin America, should reform their trade
treaties to allow nations to prevent and
mitigate financial crises."

Editor's note: The above is an excerpt of a
Qd&A published in the July 11 issue of the
Dialogue's daily Latin America Advisor.

statement. The association filed suit in
U.S. court seeking a review.

Argentina Charges Research
Company Over Inflation Statistics

Argentina's government filed criminal
charges July 8 against a research company
M&S Consultores over its statements that
the country's rate of inflation is higher
than the government reports, Bloomberg
News reported. Argentine Interior
Commerce Secretary Guillermo Moreno
filed the lawsuit, saying M&S stood to
profit by saying inflation was higher than
the 9.7 percent that was announced by the
national statistics institute. Earlier this
year, Argentina's government started fin-
ing economists 500,000 pesos ($121,000)
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for saying inflation was as high as 25 per-
cent annually. "The false information gen-
erated by the consultant, intended to ben-
efit not only the company but agents in
the financial market who are clients of the
company, with extraordinary profits, does
damage to consumers and the state," said
a government statement. "If M&S were
successful in convincing the community
of the veracity of its inflation, we would
have an annual adjustment of between 12
percent and 23 percent over current val-
ues." Mariano Lamothe, chief economist
at research company Abeceb.com in
Buenos Aires, criticized the government
for filing the suit. "There is no foundation
for these charges," he told the news serv-
ice. "It's an attempt to silence the voices
who since 2007 have
said the government's
reports are false. It's
another way to threat-

en economists."
Former Economy
Minister Roberto

Lavagna, among other
analysts, have said the
government has
underreported infla-

Lavagna

File Photo: Argentine

Government.
tion since January
2007 when then-President Néstor

Kirchner started changing officials at the
national statistics institute in an effort to
"improve operations." Last year, the gov-
ernment invited the International
Monetary Fund to establish a new infla-
tion index for the country. On June 14, a
group of congressmen released a report
saying inflation was 23.5 percent as com-
pared to a year earlier. The report was
based on data from eight analysts, all of
whom could be fined if they publish their
estimates.

Political News

Humala Meets With Obama,
Clinton at White House

U.S. President Barack Obama dropped in
for a brief, unscheduled meeting July 6
with Peruvian President-elect Ollanta
Humala during Humala's visit to the
White House. Obama and Humala met
during a meeting between Humala and

Copyright © 2011, Inter-American Dialogue

U.S. officials including National Security
advisor Tom Donilon, the White House
said, United Press International reported.
In the encounter, Obama congratulated
Humala, who takes office July 28, on his
election and stressed "the value of the
long-standing relationship between the
United States and Peru to address a range

Humala and Obama
discussed issues including
economic, counter-narcotic

and security policies.

of bilateral, regional and global issues,"
said the White House statement. "The
president and President-elect Humala dis-
cussed the importance of coupling sound
market-based economic policies with
efforts to increase economic and social
inclusion, noting the significant success
enjoyed by those countries in the
Americas that have adopted such an
approach,” the statement added.
"President Obama underscored the
United States' commitment to supporting
similar efforts in Peru. The leaders also
discussed the importance of deepening
U.S. and Peruvian environmental cooper-
ation, as well as working to advance com-
prehensive approaches to enhancing
counter-narcotics cooperation and citizen
security." Earlier at the State Department,
just before his meeting with Secretary of
State Hillary Clinton, Humala said he
wants to strengthen U.S.-Peruvian rela-
tions. "My intention here is to come to
strengthen our ties, which are good, but
we need to improve them further during
my term in office," Humala said, Agence
France-Presse reported. Clinton said that
the Peruvian president-elect "has a very
big agenda in front of him, and the United
States stands ready to be his partner." The
two countries, which already have a free-
trade agreement, did not announce any
new initiatives. Humala, who was previ-
ously seen as close to Hugo Chavez, dis-
tanced himself from the Venezuelan presi-
dent during his campaign, saying he
admired former Brazilian President Luiz
Indcio Lula da Silva.

POLITICAL & ECONOMIC BRIEFS

Brazilian Transportation Minister
Resigns Amid Corruption Scandal

Brazil's transportation minister,
Alfredo Nascimento, resigned July 6
over corruption allegations, the
Associated Press reported.
Nascimento is the second minister
from President Dilma Rousseft's
cabinet to resign amid a scandal in
the past month, following chief of
staff Antonio Palocci's resignation
June 7. The transportation ministry
faced scrutiny this week after news
reports linked four officials to an

alleged kickback scheme.

Chavez Vows to Beat Cancer
as He Returns to Work

Venezuelan President Hugo Chavez
returned to work in Caracas July 7, a
month after he was first hospitalized
in Cuba for surgeries including one
to remove a cancerous tumor, the
Associated Press reported. Chévez,
who returned to Venezuela earlier in
the week, addressed his ministers,
reviewed government projects and
met with soldiers at the country's
largest military base on his first day
back at work. He spoke for more
than an hour while presiding over a
cabinet meeting, which was tele-
vised. "We will win and we will live,"
said Chévez, who stunned
Venezuelans when he announced
June 30 that he is fighting cancer.

Analysts See 6.5 Percent
Growth This Year for Chile

The Chilean economy will grow at
6.5 percent in 2011, besting govern-
ment estimates, according to the
results of a study conducted by the
central bank that included more
than 60 academics and analysts,
Dow Jones reported July 12. The
study also estimated that third quar-
ter growth would be 5.5 percent
year-on-year in the third quarter
and 5.3 percent in 2012.

Page 5 of 6



Inter-American Dialogue’s Financial Services Advisor

Featured 0&A
Continued from page 3

Francisco Durand, professor of

political science at the

University of Texas at San

Antonio: "It is crucial to realize
that Ollanta Humala won with only 32
percent of the vote in the first round.
Thanks to his pragmatism, and the sup-
port of a highly cohesive and experi-
enced team, Humala managed to obtain
51 percent of the vote in the runoff. In
the process, Gana Peru, Humala's organ-
ization, became a 'big tent,' as it success-
fully appealed to middle-class voters, ini-
tiated conversations with business lead-
ers and established, if not alliances, at
least 'compromises' with the center,
whose main figure is Alejandro Toledo. It
is likely that the pension system will
remain unchanged, that is, being part
private and part public. Pensién 65 will
cover a million elderly, poor Peruvians in
the next five years. How can Humala
finance it? That is, obviously, the key
question. Gana Peru has devised a short-
term and long-term strategy. Initially, the
plan is to obtain additional resources
taxing windfall profits or generating
rents from mining companies. The
specifics are unknown, but much of it
will depend on the quality of appoint-
ments and the political instructions
given to the técnicos. Congressional sup-
port for these initiatives seems guaran-
teed. Gana Peru and Toledo supporters
can form a majority to pass legislation
during the honeymoon period. The
long-term strategy depends on growth
trends and the tax reform. As to banking,
the goal is to provide credit at lower rates
to small- and medium-sized companies,
overcoming the current pattern that
favors corporations, and to control abu-
sive loans, in particular 'consumer cred-
it' for the poor."

Miguel Palomino, manager of
the Instituto Peruano de
Economia: "Uncertainty
regarding public policy in the
new government is high given the
absence of any document regarding its
plans—except for a five-page guide-
line—and because not a single public

Copyright © 2011, Inter-American Dialogue

official has so far been nominated and
there is wide divergence in public policy
approaches among the president-elect's
advisors and political allies. There does-
n't appear to be any clear plan regarding
the pension system, except for the elec-
toral promise of minimum pensions,
which has been restricted to gradual cov-
erage of certain target groups and would
thus likely not constitute a substantial

€€ The risk of interest rate caps
appears limited to consumer
loans, although they would
likely not affect the bulk of
consumer lending.”’

— Miguel Palomino

fiscal burden. Policies to increase compe-
tition and reduce costs in the private
pension system are very likely, but the
results could vary widely from desirable
to very negative depending on the
approach taken. The risk of interest-rate
caps appears limited to consumer loans,
although they would likely not affect the
bulk of consumer lending. Populist lim-
its on lending practices will likely be
another obstacle to credit growth.
Government intervention in credit mar-
kets would concentrate on expansion of
both direct and indirect lending by pub-
lic-sector financial institutions, such as
COFIDE, Banco de la Nacién and
Agrobanco. The track record of these
activities is very poor and there is no rea-
son to expect things to be different, but
funding limitations will hopefully limit
the distortions that they will likely create.
The areas with higher risk of negative
effects appear to be the development of
lending to the agricultural sector and the
rapidly growing and successful microfi-
nancing business."

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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