www.thedialogue.org

Tuesday, January 31, 2012

INTER-AMERICAN DIALOGUES

BOARD OF ADVISORS

Diego Arria
Director,
Columbus Group

Genaro Arriagada
Nonresident Senior
Fellow,
Inter-American
Dialogue

Joyce Chang
Global Head of
Emerging Markets
Research, JPMorgan
Chase & Co.

W. Bowman Cutter
Former Partner,

E.M. Warburg

Pincus

Dirk Donath
Managing Director,
Eton Park Capital
Management

Jane Eddy
Managing Director,
Corporate & Govt.
Ratings Group,
Standard & Poor's

Marlene Fernandez
Corporate Vice
President for

Government Relations,

Arcos Dorados

Jason Hafemeister
Vice President,

Allen F. Johnson &
Associates

Peter Hakim
President Emeritus,
Inter-American
Dialogue

Donna Hrinak
President,
Boeing Brazil

Jon Huenemann
Vice President,
U.S. & Int'l Affairs,
Philip Morris
International

James R. Jones
Co-chair,

Manatt Jones

Global Strategies LLC

Craig Kelly
Vice President,
The Cohen Group

John Maisto
Director,

U.S. Education Finance
Group

Nicolas Mariscal
Chairman,
Grupo Marhnos

Thomas F.
McLarty Il
President,

Meclarty Associates

Carlos Paz-Soldan
Partner,
DTB Associates, LLP

Beatrice Rangel
Director,
AMLA Consulting LLC

José Antonio Rios
Chief Executive Officer,

Vadium Technology Inc.

Andrés Rozental
President,

Rozental & Asociados
and Senior Fellow,
Brookings Institution

Everett Santos
President,
DALEC LLC

Shelly Shetty
Head, Latin America
Sovereign Ratings,
Fitch Inc.

Copyright © 2012, Inter-American Dialogue

FEATURED 0&A

LATIN AMERICA ADVISOR

Where Does Latin America's Microfinance Industry Stand Today?

Microfinance, which had been

hailed as a tool to help the indi-

gent escape poverty, last year

became increasingly associated
with misery and controversy, as debtors in
places like India and Bangladesh were
driven to suicide and critics decried the
industry's interest rates as exorbitant.
Where does Latin America's microfinance
industry stand today, following a year
when the negative sides of microfinance
captured headlines? To what extent has
microfinance in Latin America avoided
abuses seen in other parts of the world?
Has the concept been successful in the
region, and what is the future of microfi-
nance in Latin America and the
Caribbean?

Michael Chu, senior lecturer at

Harvard Business School and

managing director and co-

founder of IGNIA Fund: "Latin
American microfinance today continues to
grow steadily, delivering to low-income
clients billions of dollars in an ever-widen-
ing array of financial products, at declining
prices (Bolivia's BancoSol has lower rates
than Grameen Bank). At the same time, it
is providing superior returns to investors
(In Mexico, Compartamos Banco's market
capitalization is twice what it was before
the global financial meltdown). This is the
result of two powerful forces, commercial
markets and intense competition, acting in
unison under a regulatory framework that
promotes both fiscal prudence and trans-

Inside This Issue

parency, while keeping politics at bay. This
combination has ensured through two
decades that the greatest amount of people
is being reached, with the best alternative
available, at the lowest possible price and in
the least amount of time. While the pace of
microfinance in the region as a whole has
been dramatic, in the largest countries of
Latin America there is still ample room to
grow. While specific institutions may face
crises and even die, microfinance as an

Continued on page 3

Brazil's Rousseff Arrives
in Cuba for Two-Day Visit

Brazilian President Dilma Rousseff
arrived Monday afternoon in Cuba,
where she is scheduled to discuss trade
and economic ties with officials includ-
ing President Radl Castro. Cuba's human
rights record threatened to overshadow
the trip, however. See story on page 2.

Photo: Associated Press.
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At Least 145 Injured in Strong
Earthquake Along Peruvian Coast

At least 145 people sustained
injuries and 277 homes were dam-
aged or destroyed after a magni-
tude-6.3 earthquake struck the
Peruvian central coast early Monday
morning, CNN reported. According
to the U.S. Geological Survey, the
quake was at a depth of 24 miles
and hit 9 miles southeast of Ica,
which suffered damage in a quake in
October as well as a magnitude-8
earthquake in August 2007.

Mexican Ambassador to
Venezuela Freed After Kidnapping

Mexico's ambassador to Venezuela,
Carlos Pujalte, and his wife were
released early Monday in Caracas,
hours after being kidnapped as they
left a party Sunday night in the
Venezuelan capital, the Associated
Press reported. Both Pujalte and his
wife were in good condition, a
spokesman at the Mexican Embassy
told the AP. It is unclear whether a
ransom was paid. The Chilean
counsel in Caracas and U.S. Major
League baseball player Wilson
Ramos were among those abducted
and released last year in Venezuela.

Mexico's Phone Industry
Overcharged Customers Billions

The Mexican phone industry over-
charged customers by $13.4 billion a
year from 2005 to 2009, according to
a report released Monday by the
OECD, Bloomberg News reported.
The report found that the costs plus
the loss of business amounted to 1.8
percent of GDP and recommended
that the country strengthen its
phone regulator as well as eliminate
restrictions on foreign investment in
the industry. Billionaire Carlos Slim
dominates the sector and the OECD
called América Mévil's 70 percent
market share "extremely high."
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Economic News

Brazil's Rousseff Arrives in Cuba
to Discuss Economic Ties

Brazilian President Dilma Rousseff
arrived Monday in Cuba for a two-day
visit focused on improving trade and eco-
nomic ties, but concerns over the com-
munist Caribbean nation's human rights
record threatened to overshadow the visit.
Cuban Foreign Minister Bruno Rodriguez
greeted Rousseff upon her arrival at
Havana's international airport, but the
Brazilian leader did not make any public
statements before leaving the airport by

Trade between Brazil and Cuba
increased 31 percent last year to

a record $642 million.

car, the Associated Press reported.
Rousseff's visit is an effort to strengthen
trade between the two nations, which last
year increased 31 percent to a record $642
million. Rousseft is scheduled to meet
with Cuban President Raul Castro today
and will also tour the port of Mariel,
which is undergoing expansion in an
effort to convert it into a base for opera-
tions to produce oil in the Gulf of Mexico.
Brazil has provided nearly 80 percent of
the funding for the $683 million project,
which would make Mariel the country's
main commercial port. Also on Monday,
Brazilian construction giant Odebrecht
said a subsidiary would sign an agreement
to help Cuba's sugar industry boost pro-
duction at a sugar plant in Cienfuegos
province. The company also would use
sugar cane at the facility to produce
ethanol, a Brazilian sugar industry execu-
tive told Reuters. The recent death of
Cuban dissident Wilman Villar after a
hunger strike has led to pressure on
Rousseff to discuss human rights with
Cuba's leaders. However, she is not likely
to have such discussions publicly, accord-
ing to media reports in Brazil. Cuba's gov-
ernment has maintained that Villar was
not a dissident, but a common criminal.
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Last week, Brazil's government granted a
visa to dissident Cuban blogger Yoani
Sénchez in order to allow her to attend
the February screening of a documentary
in which she makes an appearance.
Sanchez said in a posting on Twitter that
she has requested permission from Cuba
to travel to Brazil. On Wednesday,
Rousseff is to leave Cuba for Haiti, where
Brazil leads a U.N. peacekeeping mission.

Colombia's Central Bank Hikes
Interest Rate in Move Defying Santos

In a surprise move, Colombia's central
bank on Monday increased the country's
benchmark interest rate, defying
President Juan Manuel Santos, who had
said it would not be appropriate to
increase borrowing costs, Bloomberg
News reported. Policymakers, led by bank
chief José Dario Uribe, increased the
overnight interest rate 25 basis points to 5
percent. The decision was forecast by just
one economist in a recent Bloomberg sur-
vey, with the other 30 predicting the bank
would leave the rate unchanged. "The lat-
est information suggests that in the fourth
quarter, the Colombian economy contin-
ued to show strong
momentum," the bank

said in a statement
accompanying  the
decision. "Bank lend-

ing continued to show

high rates of increases

and consumer credit
behavior suggests that Uribe
households are Signiﬁ_ File Photo: Colombian
cantly raising their censal Bank.

level of leverage." The

rate hike followed Colombia's fastest eco-
nomic growth since 2006. Colombia's
infrastructure projects and foreign invest-
ments in areas including oil and mining
could keep the country's economic
growth close to a five-year high, econo-
mist Andrés Langeback of Banco
Davivienda in Bogotd told Bloomberg
News. "Third-quarter GDP growth was
quite good and it appears the fourth quar-
ter also will be, with public works as the
main positive factor." Colombia's gross
domestic product grew 7.7 percent year-
on-year in the third quarter of 2011. The
central bank has said the 2011 rate of
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growth as a whole could reach 6 percent.
The United Nation's Economic
Commission has forecast growth of 4.5
percent this year for Colombia, higher
than the 3.7 percent forecast growth for
the region. The central bank also said
Monday that there are now higher expec-
tations for inflation. Last year, inflation
amounted to 3.73 percent, below the cen-
tral bank's target ceiling of 4 percent.

Company News

Shares of Argentina's YPF
Plunge on Takeover Report

Shares of Argentine oil producer YPF
tumbled Monday after daily newspaper
Pdgina/12 reported, without disclosing its
sources, that government officials have
been discussing a takeover of the compa-
ny, Bloomberg News reported. The com-
pany's American depositary receipts
declined 10 percent to $35.86, their
biggest one-day fall since August. During
trading, shares had fallen as much as 14
percent. Over the past year, shares have

¢ The relationship between
YPF and the government
has been a bit more strained
in the last few days. »

— Christian Reos

lost 26 percent of their value. In addition
to government officials, Pdgina/12
reported that legislators and industry
experts were involved in discussions
about taking over YPF which had been
government-controlled before Repsol
bought it in 1999. "The relationship
between YPF and the government has
been a bit more strained in the last few
days," Christian Reos, an analyst at
Allaria Ledesma & Cia. Soc. de Bolsa in
Buenos Aires, told Bloomberg News in a
phone interview. The newspaper story is
part of a government effort "to pressure
the company to invest more," he said. A
YPF official declined to comment on the
report to Bloomberg News.

Copyright © 2012, Inter-American Dialogue

Featured 0&A
Continued from page 1

industry will continue to thrive. It will be
a pillar in the future economic develop-
ment of Latin America. All these factors
were absent in Andhra Pradesh. The
debacle in India was not a failure of
microfinance but the collision of two dif-
ferent interpretations of financial inclu-
sion: should the poor access finance
through the political process or through
the market? Once the crisis erupted, two
interpretations of regulation also came
into play: should the regulator define
product or policy? Now, the world can
judge."

Kai Schmitz, senior financial

sector specialist at the

Payment Systems Develop-

ment Group of the World Bank:
"The current discussion about the bene-
fits of microfinance is important, espe-
cially in light of its expansion over the
past few years. However, there is a risk of
throwing the baby out with the bathwa-
ter. The benefits of microfinance and its
development impact have been widely
analyzed and demonstrated before its
large expansion began at the start of the
millennium. Following the claim that
only a very small portion of microfinance
demand was met because there was not
enough capital available, many donors
increased their funding for MFIs and, at
the same time, new, often commercial
private investors offered capital for
microfinance. The result was comparable
to the beginning of the housing crisis and
other debt bubbles: a lot of capital was
chasing a limited number of borrowers.
As a result, many MFIs, under pressure to
put the newly raised capital to work,
reduced their lending standards or more
aggressively pursued borrowers. With
hindsight, it seems likely that the number
of suitable borrowers was not as large as
claimed so that either these borrowers
received loans that were too large, or
loans were made to borrowers who under
more conservative appraisal standards
should not have received them. The
microfinance crisis should therefore be a

cause to carefully analyze the lending
standards and the role commercial capi-
tal can (and should) play in microfi-
nance. The recent commentary by some
that microfinance just unduly exploits
poor borrowers is as simplistic as the pre-
vious calls for a massive increase of capi-
tal."

Luis A. Viada, executive vice

president of MicroRate, Inc.:

"The crisis in India was the

product of a very unique set of
circumstances. There were four main
contributors to the problem. The first
was the existence of two national micro-
finance programs—one public sector,
the other private sector-supported—
both competing for the same markets in
southern India. Next was the declaration
of microfinance as a priority economic
sector. Banks were obliged to invest 40
percent of their portfolios in those sec-
tors. As a result, microfinance institu-
tions (MFIs) were awash with excess
funds, leading to aggressive growth and
the emergence of less qualified MFIs.
Then ICICI Bank devised a program in
which MFIs primarily acted merely as
loan-origination offices. Loan volume
soon replaced risk management as the
focus of these institutions. Over-bor-
rowing, defaults and tragedies ensued.
Nicaragua has so far been Latin
America's sole trouble spot—where
deteriorating conditions led to a grass-
roots 'No Pago' moratorium. Growth in
the rest of the region has been more
measured and regulators have tried to
set up safeguards to prevent predatory
practices. In the 2011 Economist
Intelligence Unit 'Microscope' global
report on microfinance conditions, 12
Latin American countries appear in the
top 20 overall rankings, with Peru and
Bolivia in 1st and 2nd place. However,
asset growth is accelerating in Peru and
Colombia, and Mexico's interest rates
are among the highest. Problems may
still arise, but so far Latin America is one
of the bright spots of microfinance."

Continued on page 4
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Earl Jarrett, general manager

of the Jamaica National Buil-

ding Society: "Microfinance in

Latin  America and the
Caribbean is significant for the econom-
ic development of the region, creation of
jobs and lifting people out of poverty.
Microfinance is recognized and docu-
mented in Africa, Asia and the Caribbean
as providing much-needed financing to
support business ventures. In Jamaica,
there are microfinance entities such as
the JN Small Business Loans (JNSBL)
Ltd. which has loaned approximately 13
billion Jamaican dollars ($147 million)
over the past 10 years and created some
270,000 jobs, with a portfolio at risk of
less than 1 percent. The impact of this
kind of access to microfinance is evident
in a study conducted by the Tropical
Medical Research Institute of The
University of the West Indies on a group
of JNSBL clients. It revealed social trans-
formation in households with greater
levels of investment in the education of
children, increased wealth and an overall
improvement in the quality of life. While
there are negative stories of burdensome
microfinance interest rates, it should be

noted that most microfinance institu-
tions charge no fees; therefore, the inter-
est rate includes the cost of the money
and the service, which incorporates busi-
ness training and supervision by employ-
ees of the lending agencies. These inputs
are critical in ensuring that loans remain
sustainable and debtors are not placed in
a position where the business fails or the
debt remains unpaid. There are safe-
guards in Jamaica and the wider
Caribbean to protect debtors against the
experiences of debtors in Bangladesh
and India. Countries are also being
encouraged to develop a legislative
framework for individuals to have
greater access to microfinance through
avenues such as mobile banking.
Microfinance will remain a key compo-
nent in driving the creation of new busi-
ness and jobs, particularly as the world
works its way through the current eco-
nomic crisis."

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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