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Private pension savings in Brazil

and Mexico have been growing

quickly, but the savings equate

to only a small percentage of the
nations' overall economies, Dow Jones
reported Sept. 6. Brazil's $342 billion in
pension savings and Mexico's $120 hillion
amount to only 17 percent and 10 percent,
respectively, of GDP in the countries.
Meanwhile, populations are getting older.
For example, Brazil's elderly population
will increase from approximately 11 per-
cent of the working-age population in
2005 to 49 percent by 2050, according to
the World Bank. Are the amounts of
money in pension systems in Brazil and
Mexico too low as compared to the size of
their economies? Will demographic
trends in Latin America create a problem
for the region’s pension systems? What
pension reforms could help address these
problems?

Markus Jaeger, director of
Global Risk Analysis at
Deutsche Bank Research in
New York: "Latin America is in
the midst of a dramatic demographic tran-
sition. By 2050, the share of old people in
Brazil and Mexico will be larger than that
in France, Germany and the United
Kingdom today. By mid-century, Brazil's
old-age dependency ratio will be higher
than that of the United States. These
demographic trends will sharply increase
old-age related spending (pressures) across

the region. Countries, like Brazil, that
heavily rely on a pay-as-you-go regime are
set to experience a very significant increase
in public pension expenditure. Standard &
Poor's estimates that spending will rise
from 8.5 percent of GDP in 2010 to almost
16 percent of GDP in 2050. Countries, like
Mexico, that have largely transitioned to a
funded regime will see a much more mod-
est increase in public spending, from 2.5
percent and 3.5 percent of GDP. While
Brazil will face significant fiscal pressures if
it leaves the current regime unreformed,
countries like Mexico will also face chal-
lenges. Pension assets in Mexico amount to

Continued on page 2

Chavez Renews Threat to
Nationalize Venezuela's Banks

Venezuelan President Hugo Chévez has
renewed his threat to nationalize the
country's private banks. Banks are not
doing enough to finance homebuying,
said Chavez. See story on page 2.

File Photo: Venezuelan Government.
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Economic Trends 'Positive’
for Banks in Brazil: Setubal

The CEO of Itat Unibanco, Latin
America's largest private sector
bank, suggested profits may jump 15
percent next year as a result of inter-
est-rate cuts in Brazil reducing loan
delinquencies, Bloomberg News
reported Sept. 15. Roberto Setibal
told Bloomberg in an interview that
the economic trends next year are
"very positive for credit and positive
for banks." Itati Unibanco's net
income, which had fallen short of
analysts' estimates in the second
quarter, will climb at least 10 per-
cent this year overall, he said.

Banco Popular Anglicizing
Name of California Branches

Puerto Rico's Banco Popular has
changed the name of its 24 branches
in Southern California to Popular
Community Bank in an effort to
attract more non-Hispanic clients,
the Los Angeles Times reported Sept.
10. "It was purely a perception
issue—they see the name Banco
Popular and think it's only for
Hispanics," said Manuel Chinea,
senior vice president of retail opera-
tions for Banco Popular North
America. In addition to its Puerto
Rico and California branches,
Popular has locations in New York,
New Jersey, Florida and Illinois.

Scotiabank Peru Investing
$40 Million on Expansion in 2012

Scotiabank Peru said Sept. 7 that it
will invest $40 million in 2012 as it
expands in the Andean nation, Dow
Jones reported. Scotiabank Peru's
chief executive, Carlos Gonzailez-
Taboada, said the bank will expand its
network of branches, increase the
number of bank machines and further
develop its online services. The bank
will also relaunch its brand and invest
in customer service, Gonzailez-
Taboada said.
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Venezuela's Chavez Renews Threats
to Nationalize Private Banks

Venezuelan President Hugo Chévez has
renewed threats to nationalize the coun-
try's private banks, arguing that they are
not adequately helping families seeking
to finance homes, the Latin America
Herald Tribune reported Sept. 19. "We
really need to keep an eye on private
banks," said Chévez. "I do not have any
problem nationalizing them, or expropri-
ating them. We will not accept that banks
continue to joke around with people who
do not have a home." Chévez made the
comment during a televised cabinet
meeting, where he was accompanied by
Bolivian President Evo Morales, a fellow
socialist. The latest threats follow height-
ened rhetoric from Chavez, who is ailing
from cancer and faces a potentially diffi-
cult re-election campaign in 2012. Last
month,  Venezuela's government
announced it would transfer $6 billion in
cash reserves held in European and U.S.
banks to Russian, Chinese and Brazilian
banks, Dow Jones reported. Chavez also
said he would move some 211 tons of
gold valued at $11 billion held in foreign
banks to Venezuela's central bank vault in
Caracas. Venezuelan government docu-

ments say the main reason for those
actions was to avoid financial sanctions
by the international community, such as
those that have frozen billions of dollars
of Libyan government funds under
Muammar Gaddafi's regime, according
to Dow Jones. In the spring of 2010,
Venezuela's government investigated
brokerages for alleged abuses in the
country's financial services sector.
Months later, in April of this year, ten
directors of Venezuela's largest broker-
ages were finally charged after being
arrested months earlier for what the gov-
ernment called "trading irregularities”
under the parallel currency regime. The
directors worked at Econoinvest,
Positiva Sociedad de Corretaje,
Venevalores, Multinvest and Banvalor,
all of which have now been closed by the
government.

Chilean President Proposes Lowering
Maximum Interest Rate on Loans

Chilean President Sebastidn Pifiera on
Sept. 9 announced new legislation that
would lower the maximum interest rate
on consumer and small-business loans,
Bloomberg News reported. The legislation
is an effort to create a more "harmonious"

Featured 0&A
Continued from page 1

less than 20 percent of GDP, compared
with 100 percent of GDP or more in
many advanced economies. This level of
pension savings will likely be insufficient
to provide an adequate level of pensions.
Most funded regimes are characterized
by low income-replacement ratios and
low coverage ratios. Countries with
funded pension regimes should seek to
increase coverage by increasing both
labor market formalization and, if possi-
ble, mandatory contributions. Countries
with pay-as-you-go regimes would be
well advised to move towards a funded
regime or, if this is politically impossible,
to significantly raise public sector sav-

ings and/or lower promised benefits in
order to ensure the viability of the pen-
sion system."

Tapen Sinha, professor of risk
management at the Instituto
Tecnolégico Autéonomo de
México and professor at the
University of Nottingham Business
School : "In Brazil, the saving rate runs at
around 20 percent of GDP; in Mexico, it
is around 24 percent. Economic growth
in the long run in developing countries is
fueled largely by domestic saving. To wit,
the same rate is 35 percent in India and
45 percent in China. Looking at (private)

Continued on page 6
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balance between borrowers and lenders
and fight abuses, Pifiera said in sending
the measure to Congress. Authorities in
the South American country are working
to bolster supervision and regulations in
consumer lending after credit irregulari-
ties at retailer Empresas La Polar affected
approximately one million of its cus-
tomers. The legislation is designed to help
borrowers who have little knowledge of
financial markets without reducing access
to credit, said Finance Minister Felipe
Larrain. "The most important thing to us
is that there is more concern for con-
sumers here than the level of bank earn-
ings," said Larrain. "Our concern is that
consumers are treated well and that
debtors receive fair treatment and fair cov-
erage." The measure would reduce the
maximum rate on loans of more than 90
days for amounts of less than the peso
equivalent of $9,500, according to a gov-
ernment statement. The interest rate ceil-
ing would be reduced to 1.35 times the
market average from 1.5 times the average,
or the average plus 12 percentage points,
whichever is less. The maximum annual
rate could be reduced to less than 40 per-
cent from its current level of more than 50
percent.

Profits at Ecuador's Biggest
Banks Up 67 Percent

Profits at 24 private banks operating in
Ecuador, plus the state-run Banco del
Pacifico, are up 67 percent in the first
seven months of this year compared to
2010, rising to a combined $226 million,
Dow Jones reported Sept. 16. Ecuador's
banking regulator said Banco del
Pichincha, Banco del Pacifico, Banco de
Guayaquil and Produbanco topped the
list with $76.71 million, $30.83 million,
$30.82 million and $17 million in earn-
ings, respectively. The four banks
accounted for 66 percent of the reported
combined income and 63 percent of
Ecuador's banking assets. Another 5 per-
cent of the reported income came from
foreign banks, namely Citigroup, Dutch-
German bank Procredit and Panama's
Promerica. Assets in the banking system
totaled $22.22 billion for the January-July
period, while liabilities were $19.96 bil-
lion.
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Comings and Goings

CIBC First Caribbean Names New CEO

| CIBC FirstCaribbean International Bank, a unit of Canada's
CIBC Group, on Sept. 12 named Douglas "Rik" Parkhill its new
CEOQ. Parkhill took over the job from John Orr, who has returned
to CIBC in Canada. Parkhill had been managing director and
global head of CIBC's capital markets sales and cash equities unit
in Toronto. Before joining CIBC in 2008, he was co-CEO of the
Toronto Stock Exchange. Parkhill will be based at the company's
headquarters in Barbados.

Aa
Parkhill

[ —— Mashreq Names de Quesada Head of Corporate Banking

Mexican banker Julio de Quesada on Sept. 9 was named head of corporate and
investment banking at Mashreq, one of the United Arab Emirates' top financial
services institutions, the company said in a press release. De Quesada is best known
for his three-decade career at Citigroup, where he was CEO for Mexico. He has been
a board member of Mexico's Banamex, which was bought by Citigroup in 2002, as
well as its insurance and pension fund companies. After he left Citigroup in early
2009, de Quesada became a senior advisor to the chairman of Bank Al Jazira in
Saudi Arabia.

Welch Among Staff Laid Off in Macquarie's Miami Office Closing

Australian investment bank Macquarie Group Ltd has closed its Miami office and
shut down its Latin America fixed-income business, Bloomberg News reported Sept.
13. According to a person familiar with the matter who spoke with Bloomberg News,
John Welch, chief emerging-market strategist for the bank, was among those laid off
in the move. Macquarie declined to comment for the story. Welch is the former glob-
al chief economist of Banco Itat and was head of Latin America research at now-
defunct Bear Stearns.

Marcelo Teixeira Promoted to Global Head of Insurance
at HSBC: Report

HSBC's global head of insurance, David Fried, is to step down
next month, Reuters reported Sept. 13. Fried, who took the job in
April 2010, is retiring and will be replaced by Marcelo Teixeira, a
Brazilian who currently heads HSBC's insurance business in Latin
America.

Teixeira

Willis Names Peller CEO in Argentina [ —
London-based insurance broker Willis Group Holdings on Sept. 15 announced the
appointment of Seth Peller as CEO of Willis Argentina. Based in Buenos Aires, Peller
will oversee 120 employees in Argentina. He joined Willis in 1992 and was most
recently the group's regional placement officer for Latin America, operating out of
Sao Paulo, Brazil. Willis established a presence in Argentina in 1999 through a joint
venture with Herzfeld & Levy, a national insurance broker, and Willis acquired 100
percent of that venture’s share capital in 2009. Willis has more than 400 offices and
of approximately 17,000 employees worldwide.
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Banco de Bogota to Issue
$1 Billion in Debt

Starting in October, Colombia's Banco de

General Electric, Figueroa added.
Colombia's credit rating upgrades and low
U.S. interest rates have led to improved
terms for Colombian banks' debt issues.

Bogota is planning to issue $1 billion in
debt, the bank's president said Sept. 9,
Reuters reported. The debt would be

Political News

issued abroad with seven- to 10-year
maturities, said Alejandro Figueroa.
Proceeds will be used to pay off debts
from Banco de Bogotd's $1.9 billion pur-
chase last year of BAC-Credomatic from

Pefia Nieto Announces Candidacy
for Mexican Presidency

Enrique Pefia Nieto, who most polls say

Latin America on Track to Break Record
for Private Equity, Venture Capital Fundraising

Latin America is on track to beat last year's record of $8.1 billion in fundraising for
private equity and venture capital, according to the 2011 mid-year report from the
Latin America Venture Capital Association (LAVCA). Committed capital totaled $4.9
billion for the first half of the year, a 59 percent increase from the same the year prior.

In the results of LAVCA's 2011 Limited Partners (LPs) Opinion Survey, 68 percent of
participants said they were planning to increase their allocations to fund managers
investing in the region in the next 36 months, while 55 percent said they would do so
in the next year.

"As developed markets continue to languish, we are seeing an increased appetite from
global LPs to increase their exposure in Latin America, learn more about the region's
economies and fund managers. We expect this trend to continue," said Cate Ambrose,
the president and executive director of LAVCA.

The organization notes that a number of firms from Silicon Valley, including Accel
Partners, General Catalyst, New Enterprise Associates and Redpoint Ventures, are
now investing in or researching the "entrepreneurial communities” in the region.

According to the LAVCA, the number of deal closings in the first half of 2011, 65, was
similar to the same period in 2010 though their value dropped 30 percent. Brazilian
companies received 64 percent of the $2.7 billion total.

Trends: Latin America PE/VC

Lo D
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would win Mexico's presidency if the elec-
tion were held today, announced his can-
didacy Sept. 19, saying he will work hard
for the nomination of his Institutional
Revolutionary Party, or PRI, the
Associated Press reported. Pena Nieto, 45,
had long been expected to run, but his
announcement on the Televisa television
network marked the first time he has ever
said so publicly. "Surprise," joked Jests
Zambrano, president of the leftist
Democratic Revolutionary Party, or PRD.
"We almost fainted." The PRI held
Mexico's presidency for more than 70
years before losing it to Vicente Fox of the
National Action Party, or PAN, in 2000
and Felipe Calderén, also of the PAN, in
2006. Pena Nieto is
seen as the PRI's best
chance at regaining
the office. Pefia Nieto,
who left office as gov-
ernor four  days
before, also told
Televisa that he repre- "
sents a new genera- Pefa Nieto

tion of the PRI and ., p .

added that he will enriquepenanieto.com.
prove "that we can

renew hope among Mexicans, that we can
build a better nation, that we can live in a
country of quiet and peace." Mexican law
bans official campaigning until the
February before an election and also
requires candidates to leave other political
positions before launching their cam-
paigns. Other potential candidates who
have left their political posts and have
started working to garner support include
former Finance Secretary Ernesto
Cordero, former Sen. Santiago Creel and
former Congresswoman Josefina Vézquez
Mota, all members of the PAN. Mexico
City Mayor Marcelo Ebrard of the PRD is
the only presumed candidate remaining in
office. Andrés Manuel Lépez Obrador,
who lost the presidency in 2006 to
Calder6n, also has said he is seeking the
nomination of the PRD. Whichever candi-
date is elected in Mexico's July 2012 elec-
tion will have to deal with the country's
bloody drug war. In the latest gruesome
escalation of violence, gunmen on Sept. 20
dumped 35 bodies from two trucks they
had driven at rush hour onto a main street
in the gulf coast city of Boca del Rio in
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Veracruz State. The suspected drug traf-
fickers pointed their weapons at horrified
motorists as they threw the bodies onto
the ground. The Zetas drug cartel has
been battling with rival gangs for control
of drug trafficking in the state. By some
estimates, more than 40,000 people have
been killed in Mexico's drug-related vio-
lence since Calderén began his offensive
against the cartels in late 2006.

Int'l Court Clears Venezuelan
Opposition Leader for Electoral Run

The Costa Rica-based Inter-American
Court of Human Rights (IACHR) on
Sept. 16 cleared opposition leader
Leopoldo Lépez to run for Venezuela's
presidency next year, local daily EI
Universal reported. Lopez, a young former
mayor of Chacao who was banned three
years ago, along with hundreds of other
opposition figures, from standing for pub-
lic office over controversial corruption
charges, does not have a sure shot to the

¢ One of my haircuts is worth
more than this court.”®

— Hugo Chdvez

presidency, however. "The ruling of the
IACHR Court runs counter to the human
rights of all Venezuelans, the laws of the
Republic, justice and national sovereignty;
it promotes impunity and impedes and
undermines the fight against corruption,”
a press release issued by the Venezuela's
comptroller general office stated.
President Hugo Chavez also dismissed the
ruling. "One of my haircuts is worth more
than this court," said the ailing Chévez,
who shaved his head before beginning
chemotherapy, Reuters reported.

Economic News

Brazil to Propose Emerging Markets
Help Europe Through IMF

Brazil's government is proposing that
emerging market countries help Europe

through the International Monetary Fund

Copyright © 2011, Inter-American Dialogue

in an effort to ease pressures of the conti-
nent's debt crises, an official told Reuters
Sept. 19 on condition of anonymity.
Brazilian Finance Minister Guido
Mantega plans to propose the aid in
Washington during a meeting of the
BRICS group of nations, which also
includes Russia, India, China and South
Africa. "Giving more funds to the IMF
looks like one of the
more attractive
options available for
us to help Europe,"
the official told the
wire service, adding
that Brazil could con-
tribute $10 billion to
the effort through Mantega
channels such as the File Photo: Brazilian
IMF or by purchasing Government.

bonds. Such a contri-

bution by Brazil would not be large
enough to make a major impact on the
European debt crisis, but large emerging
markets with high levels of foreign
reserves working together could help.
Previously, Mantega had suggested that
the BRICS countries buy European bonds
in a coordinated effort. However, other
BRICS nations were resistant to the pro-
posal on concerns about the assets' risky
nature and that they lacked enough finan-
cial strength to help. An effort through the
IMF could be "safer," the unnamed official
told Reuters.

Argentina's Economy Surges
Ahead in Q2, Surprising Analysts

Argentina's economy grew more than
forecast in the second quarter this year,
Bloomberg News reported. On Sept. 16,
the government's statistics agency,
INDEC, said the economy grew 9.1 per-
cent in the April-to-June period from a
year earlier and 2.5 percent compared to
the first quarter. "The economy's cyclical
expansion has been clearly driven by over-
ly stimulated domestic demand,"
Goldman Sachs analyst Alberto Ramos
said in a note Sept. 16. Investment spend-
ing has grown nearly 24 percent compared
to last year, with investment in construc-
tion up 9.7 percent and investment in
machinery and equipment increasing 41.3
percent, Ramos noted.

POLITICAL & ECONOMIC BRIEFS

First Prime Minister of
Belize Dies at 92

George Price, the first prime minis-
ter of Belize, died Sept. 19 at age 92,
the Associated Press reported. Price,
who became the Central American
country's first leader when it gained
independence from Britain in 1981,
had been hospitalized in Belize City
since suffering a fall. Price served
two terms as prime minister, from
1981 to 1984 and from 1989 to
1993. Current Prime Minister Dean
Barrow called Price "a giant of a
man, the greatest architect of
Belizean nationalism and Belizean
sovereignty."

Jamaican Opposition Leader
Outlines New Jobs Initiative

The president of Jamaica's People's
National Party, former prime minis-
ter Portia Simpson Miller, on Sept.
18 outlined her platform for the
2012 elections, the Jamaica Gleaner
reported. Topping the agenda is an
initiative she has named the Jamaica
Emergency Employment Program,
intended to "immediately boost
employment and jolt productivity."
Simpson Miller says the program
will target job creation in six main
areas. Unemlpoymentin the country
is more than 20 percent.

Paraguay Halts Beef Exports
on Foot-and-Mouth Outhreak

In response to the detection of a
foot-and-mouth disease outbreak,
Paraguay has halted beef exports
until December and ordered hun-
dreds of cattle to be slaughtered,
Reuters reported Sept. 19. The
South American country is a top 10
exporter of beef and was expected to
post record exports this year.
Industry figures said that halting
shipments until December could
cause a loss of as much as $400 mil-
lion.
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pension saving to gauge the future ade-
quacy of retirement for developing
countries like Brazil or Mexico is wrong
for two related reasons. First, the cover-
age of private pensions is small relative

¢ The majority of the
population is not participating
in any private pension plan
in either country. »

— Tapen Sinha

to the size of the economically active
population (EAP). In both Brazil and
Mexico, the coverage is less than 30 per-
cent of the EAP. Thus, the majority of the
population is not participating in any
private pension plan in either country.
They have to rely on other means for old
age support such as financial support
from family or saving in other forms
such as bank deposits, housing apprecia-
tions and the like. Second, for both
countries, private saving for retirement is
a relatively recent phenomenon. The sys-
tems are immature. The participants will
not retire for at least another decade and
a half. So it is not surprising that there is
not much money in there. A similar
observation can be made by comparing
the money saved in AFPs in Chile (over
60 percent of GDP) and Mexico (over 10
percent of GDP). Part of the reason is
that the Mexican system is immature
now. Another reason is that in Mexico,
the required rate is lower."

Renato Russo, vice president,
Life and Pension at Sul
America in Sdo Paulo: "Brazil's
pension funds have assets
equal to around 25 percent of GDP and
have low penetration rates that are
restricted to the A and B income classes.
This has happened because the benefits
ceiling of the Brazilian social security
system is well above the average income
of the Brazilian worker. This fact makes

Copyright © 2011, Inter-American Dialogue

the supplementary pension system a
product that is only attractive to the
population at the top of the income
pyramid. The adoption of the 2003 pen-
sion reform of the system for public ser-
vants, which is still without a prospective
date, should generate a new flow of
resources for the supplementary pension
system, although this will be managed by
a public entity. In the short term, there
are no expected drastic reforms on the
side of private sector workers. It seems
more likely that the government will try
to improve the system by altering the age
and minimum period of contribution in
order to establish a financing system that
is more sustainable. In this respect, it
seems to be part of the government's
agenda to create a complementary rule
to social security (under which the bene-
fit amount is adjusted according to age,
time of contribution and life expectancy
of the retiree) that would define the ben-

¢ The benefits ceiling of
the Brazilian social security
system is well above the
average income of the
Brazilian worker. >

— Renato Russo

efit as the sum of the retirement age and
the number of years contributing to the
pension plan, with a target of 95 for men
and 85 for women. Recently, the minister
of welfare signaled the possibility of a
more aggressive target of 105 for men
and 95 for women. Meanwhile, the pen-
sion industry will benefit from several
years of high growth rates driven by
increased and better distribution of
income in Brazil, as well as the emer-
gence of a new and strong middle class."

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