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How Can Insurers Expand Homeowners' Coverage in Mexico?

The 7.4-magnitude earthquake

that struck Mexico on March 20

may lead to 2.07 billion pesos

($162 million) in insurance pay-
outs, according to Mexico's AMIS insur-
ance association. However, apart from
required coverage on homes with mort-
gages, only 4.5 percent of homes in
Mexico carry insurance, Dow Jones
reported. Why are so few homes covered?
How can insurers expand penetration of
homeowners' insurance in Mexico?
Should expanding coverage in Mexico be
a priority for the industry?

José Angel Montaio, assistant

vice president and analyst in the

Global Managed Investments

Group at Moody's de México:
"Despite the fact that Mexico's insurance
industry is the second most important in
the Latin American region, total premiums
only represent 2 percent of the country's
GDP. This is actually below insurance pen-
etration in Brazil, Chile and Argentina and
even below the average for all of Latin
America. A number of factors can explain
this low penetration, but one of the most
important is the limited familiarity and
awareness of insurance coverage among
Mexico's population. Given its unique
characteristics, Mexico is one of the most
exposed countries in the world to natural
disasters, with hurricanes, floods and
earthquakes occurring relatively frequent-
ly. According to AMIS, only 4.5 percent

have insurance, not including ones covered
by mandatory mortgage-related insurance.
Since the Mexico City earthquake in 1985,
authorities and the industry have intended
to create greater awareness of the benefits
of insurance. However, since the most
recent large natural disasters, such as
Hurricane Wilma in 2005 and Tabasco's
floods in 2007, gradually people are
becoming aware of insurance. According
to the Mexican insurance regulator's fig-
ures, during 2011, property and casualty

Continued on page 3

Brazilian Banks Propose
Cost-Cutting Measures

Brazilian banks have proposed a list of
measures to the government that they
say would help them to lower borrowing
costs by cutting their own costs, Murilo
Portugal, the head of banking associa-
tion Febraban said April 10. See story on
page 2.

File Photo: Brazilian Government.
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Colombia's Helm Bank Denies
Receiving Firm Offers

Colombia's Helm Bank on April 10
denied that it had received any firm
offers for its takeover, Dow Jones
reported. The statement dismissed a
report the previous day in
Colombian newspaper El Tiempo
that the lender had agreed to sell a
controlling stake. In a regulatory fil-
ing, Helm Bank said that while it
has received interest from potential
buyers, it has not reached any deals.
The report that an agreement had
been reached sent the bank's shares
surging on Monday.

Shareholders of Corpbanca
Approve Capital Increase

Shareholders of Chile's Corpbanca
on April 10 approved a $650 million
capital increase that corresponds to
the issuance of 48 billion new shares
of the lender, Dow Jones reported.
Corpbanca is issuing the shares in
order to help it acquire the
Colombian assets of Spain's Banco
Santander. Corpbanca is paying
$1.23 billion for Santander
Colombia. The capital increase is
scheduled to occur in May.

Microinsurance Expands to
Nearly 500 Million Globally

The number of people covered by
microinsurance globally has risen
over the past five years from 78 mil-
lion in 2007 to nearly 500 million
people today, Insurance Networking
News reported April 10. Latin
America accounts for 15 percent of
the market, with Asia having 80 per-
cent and Africa just 5 percent. The
figures were taken from a study
released this month by the
International Labour Organization
and the Munich Re Foundation
called "Protecting the poor: A
microinsurance compendium -
Volume IL."
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Mexico's Banking System Can
Withstand 'Severe' Shocks: IMF

Stress tests show that Mexico's banking
system would be able to hold up under
"severe" shocks, the International
Monetary Fund said in a March 30 report,
Bloomberg News reported. However, the
country's banks still must remain vigilant
about the potential risks that could arrive
in Mexico with
spillover from crises
abroad, the IMF added.
Mexico also  faces
"important" challenges
in its banking sector
because the country
has a highly concen-
trated financial system Carstens
and foreign ownership Fhoto: Mexican

. Government.
of major banks, the
report added. The seven largest financial
companies operating in Mexico managed
approximately three quarters of the coun-
try's financial assets last June, according
to the IMF, which added that Mexico
should take action including setting a
fixed term for its banking commission
head. The country's Finance Ministry has
said the country's economy will grow 3.5
percent this year, while central bank chief
Agustin Carstens said last month that the
country's gross domestic product is likely
to grow close to the top of the bank's 3
percent to 4 percent target range.

Banco del Crédito del Pert
CEO Sees Strong Loan Growth

The chief executive officer of Peru's
largest bank, Banco de Crédito del Pert,
said April 10 that he expects the country's
financial sector to continue to post
strong growth in bank loans this year,
Dow Jones reported April 10. CEO
Walter Bayly told reporters that bank
loans in Peru's financial sector are
expected to climb between 18 and 20 per-
cent in 2012 on the back of economic
growth in the Andean nation. In 2011,
the sector saw a 17 percent rise in bank
loans to a record $48 billion, according to
the report. Bayly said one of the main

risks to Peru's economic growth and the
performance of the country's banking
sector is the sovereign-debt crisis in
Europe. Banco de Crédito has about a 30
percent market share in Peru.

Brazilian Banks Seek to Narrow
Spreads in Effort to Cut Costs

Brazilian banks have sent the government
a series of proposals in an effort to cut
costs, the head of the country's banking
federation, Febraban, said April 10,
MarketWatch reported. "Banks want to
reduce spreads in Brazil because 70 per-
cent of spreads are costs,” Murilo
Portugal said after meeting with Deputy
Finance Minister Nelson Barbosa. "Like
every company, banks want to cut their
costs." State-run Banco do Brasil and
Caixa Economica Federal recently
announced measures to reduce the cost of
borrowing and other lenders are now
under government pressure to follow suit.
The list of proposals contains 20 meas-

¢ Brazil is a country that
heavily taxes heavily financial

operations, and we suggested

reducing those amounts.

— Murilo Portugal

ures that banks say will help them cut
costs and reduce spreads. Among them,
Febraban wants the government to lower
the amount of cash that banks must
maintain on reserve at the central bank.
Also, the association wants a change in
rules used in legal disputes to require bor-
rowers to continue making payments on
their loan principals during the course of
the dispute. In addition, banks want to see
lower taxes for financial services compa-
nies. "Brazil is a country that heavily taxes
heavily financial operations, and we sug-
gested reducing those amounts," said
Portugal.
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Remittances News

MoneyGram Adds Venezuelan
Currency Exchanges to Network

U.S.-based money transfer company
MoneyGram International has added
two of Venezuela's largest foreign curren-
cy exchange houses to its network, the
company announced April 10. The addi-
tion of Casa de Cambio Angulo Lépez
and Venegiros Casa de Cambio makes
three of Venezuela's top five exchange
companies part of MoneyGram's net-
work. The Dallas-based company already
has a relationship with Venezuelan
exchange house Italcambio. MoneyGram
now has 100 locations in the South
American country. "With Casa de Cambio
Angulo Lépez and Venegiros Casa de
Cambio, we are significantly diversifying
our network in the country and nearly
doubling the number of locations avail-
able to our customers," George Zelinski,
MoneyGram's vice president for Central
America, South America and the
Caribbean, said in a statement.

Economic News

Rich Nations' Policies Hurting
Growth, Rousseff Tells Obama

Wealthy nations' monetary policies are
hurting global economic growth, Brazilian
President Dilma Rousseff told U.S.
President Barack Obama April 9 during
her one-day visit to Washington,
Bloomberg News reported. In addition to
telling Obama that the United States
should invest more in Brazil, Rousseff
expressed concerns about "expansionist"
monetary policies that "lead to a deprecia-
tion in the value of the currencies of devel-
oped countries, thus impairing growth" in
emerging-market economies. Rousseff
later told Brazilian reporters that wealthy
nations have relied too much upon ultra-
low interest rates in order to spur growth.
The policies are leading to a "monetary
tsunami" that harms Brazil's economy by
causing its currency to soar, hurting
exports. Obama said trade and investment
between the United States and Brazil is at
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Continued from page 1

premiums (without car insurance) grew
10 percent, which was greater than the
overall growth of 7.5 percent for the
entire insurance industry. An increasing-
ly educated population and a growing
number of property and casualty insur-
ance companies that have established
specific coverage for catastrophic risk
would suggest that in the future both
growth and penetration of insurance
coverage will increase."

Nicolas Mariscal, chairman of

Grupo Marhnos in Mexico City:

"Various statistics assert that

approximately 4.5 percent of
Mexican homes are insured. That figure
contrasts with 39 percent of vehicles that
are insured in the country. The costs for
the two types of insurance are very simi-
lar, while equity represented in homes is
generally much higher. Price is not the
main obstacle. In most cases, the reason is
cultural and represents an absence of risk
management. Insurance is perceived as
an expense, not an investment to protect
assets. The belief is that if nothing hap-
pens to an insured property, then that
money has been wasted. The purpose of
insurance, of course, is to protect and
indemnify assets. In order to be able to

fulfill this important social function with
the majority of Mexican society, financial
institutions and insurance companies
need to formulate innovative strategies,
including marketing campaigns. It is nec-
essary both to change consumers' percep-
tion and also to provide information as
there is a lack of understanding about

€€ The belief is that i
nothing happens to an insured
property, then that money
has been wasted.”’

— Nicolds Mariscal

benefits, prices and so forth. In addition,
it is important to design products (such
as microinsurance) that are tailored to
different segments of the population.
Also, insurers should be required to offer
better-quality products, which is needed
as the National Commission for the
Protection and Defense of Financial
Services Users (Condusef) has faulted
insurers for a lack of clarity in their poli-
cies.

Continued on page 5

"record levels" and the United States has
"drastically" reduced waiting times for
Brazilians to acquire U.S. visas, adding that

Rousseff and Obama on April 9

Photo: U.S. Government.

Washington will open two new consulates
in Brazil. Rousseft, whose visit to the White
House was her first since taking office 15
months ago, said Brazil would welcome
more U.S. investment, arguing that the
country's massive offshore oil deposits

offer a "tremendous opportunity" for the
two countries to work together more
closely. Obama is looking to help U.S. busi-
nesses profit not only from Brazil's oil
fields, but also from $200 billion in infra-
structure and hotel improvements needed
ahead of the 2014 World Cup and 2016
Summer Olympics. Rousseff also said she
expressed concerns about Brazil's trade
balance with the United States. Latin
America's largest economy had an $8.2 bil-
lion trade deficit with the United States last
year. In 2007, it had a $6.4 billion surplus
with the United States. Of the BRICS
nations, which also includes Russia, India,
China and South Africa, only Brazil has a
trade deficit with the United States, said
Rousseff. On policies with other countries
in the hemisphere, Rousseff told Obama
that after this week's Summit of the
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Americas, Cuba should no longer be
excluded from the gathering. The U.S. and
Brazilian presidents are both scheduled to
attend the summit in Cartagena, Colombia
this weekend. Also notable from the meet-
ing at the White House were two topics
that Rousseff said were not discussed. The
Brazilian president said she and Obama
did not talk about Iran's nuclear program,
which the United States opposes, but
Brazil defends. the other subject not dis-
cussed was Brazil's upcoming decision on
awarding a contract, which could be worth
as much as $4 billion, to either U.S.-based
Boeing, France's Dassault or Sweden's
Saab.

Brazil's Consumer Prices Rose
Less Than Expected in March

Consumer prices in Brazil rose less than
expected in March, pushing the country's
annual rate of inflation to a low not seen in
17 months, boosting the likelihood that
the government will pursue additional
stimulus measures, Bloomberg News
reported April 5. The country's IPCA
index climbed 0.21 percent in March, a
smaller increase from February's rise of
0.45 percent, according to Brazil's national
statistics agency. In a recent survey, all 50
analysts polled by Bloomberg expected a
larger increase. The median estimate in the
survey was for a
increase of 0.37 per-
cent. March's figure
brought Brazil's annu-
al rate of inflation
down to 5.24 percent
from 5.85 percent.
Central bank chief
Alexandre  Tombini
has cut Brazil's bench-
mark Selic interest rate
five times since August
as concerns about slowing economic
growth outweighed worries about infla-
tion. The news that inflation edged down-
ward allows the government to pursue
more measures to spur growth, said
Finance Minister Guido Mantega. "The
index shows inflation totally under control
in Brazil and this opens the possibility for
a bigger economic stimulus,” Mantega told
reporters in Brasilia. President Dilma
Rousseff recently announced approxi-

Mantega

File Photo: Brazilian
Government.
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stimulus initiatives.

Political News

Mexico's Calderdn Seeks to Mend
Relations With Visit to Cuba

Mexican President Felipe Calderén
arrived April 11 in Cuba for a brief visit
intended to ease strained relations
between the two countries and also dis-
cuss possible business partnerships,
Reuters reported. The visit, scheduled to
last less than 24 hours and coming just
seven months before the end of
Calderén's term, is his first as Mexico's
president. He had planned to visit the
communist nation in 2009, but angrily
canceled the visit after Cuba suspended
flights between the two countries during
the swine flu outbreak. Calderén is
expected to meet with Cuban President
Radl Castro and Roman Catholic Cardinal
Jaime Ortega. It is unclear whether he will
meet with Fidel Castro. Mexico and Cuba
were on good terms until the administra-
tion of Mexican President Vicente Fox,
who angered Fidel Castro in 2002 by back-
ing a United Nations resolution condemn-
ing Cuba's record on human rights. Later
that year, Fidel Castro recorded Fox telling
him in a phone call that he could attend
lunch at a summit hosted in Mexico, but
had to depart before then-U.S. President
George W. Bush arrived. Cuba made the
recording public, prompting criticism of
Fox in Mexico. Traveling to Cuba could
provide a boost to Josefina Vdzquez Mota,
the presidential candidate of Calder6n's
National Action Party (PAN), who is trail-
ing in polls ahead of the July vote, said
Arturo Levy-Lopez, a Cuba expert at the
University of Denver. "By traveling to
Cuba, Calder6n, who is a man of his party,
affirms the credibility of the PAN against
accusations of subordination to the U.S.
government," Levy-Lépez told Reuters.
Calder6n's office said the Mexican presi-
dent's visit would bolster "fraternity”
between the countries and would form a
"new agenda" to take advantage of eco-
nomic changes made in Cuba. Oil projects
in the Gulf of Mexico are among the pos-
sible new areas for cooperation.

Venezuela's Chavez to Attend
Summit of the Americas

Venezuelan President Hugo Chavez
plans to attend this weekend's
Summit of the Americas,
Colombian Foreign Minister Maria
Angela Holguin said April 10, the
Associated Press reported. "He
almost certainly won't sleep in
Cartagena. It would be nice for us if
he could stay a night," said Holguin.
Chévez has been traveling back and
forth from Cuba, where he under-
went cancer surgery and is receiving
radiation therapy treatments, but
has made few other foreign trips in
the past few months.

Costa Rican Diplomat Freed
After Kidnapping in Venezuela

A Costa Rican diplomat kidnapped
in Venezuela has been freed and is
in good health, Reuters reported
April 10. Guillermo Cholele, a trade
attache at the Costa Rican Embassy
in Caracas, was seized the evening of
April 8 as he returned to his home
in La Urbina. "He is in good physi-
cal state, under police protection en
route to meet up with his family,"
Venezuelan Interior Minister Tareck
El Aissami told reporters.

Six Colombian Troops, Three
Guerrillas Killed in Skirmish

Colombia's government on April 7
said six troops were killed in an
attack by guerrillas aligned with the
Revolutionary Armed Forces of
Colombia, or FARC, the Associated
Press reported. The commander for
the region where the incident
occurred said the soldiers were
killed by explosives. Return fire by
troops killed three guerrillas and
wounded two, according to the
report. The attack took place in a
rural area about 250 miles north-
west of Bogota.
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Eduardo Esteva, leader of the

practice of Risk and Consulting

Software and Rafael Campos,

property and casualty consult-
ant for the Risk and Financial Services
sector, both at Towers Watson in Mexico
City: "In Mexico, the culture of home-
owners' insurance is not widespread.
Insurance, in general, is not seen as nec-
essary. The few people with insurance
normally prefer buying car, medical or
life insurance before buying home insur-
ance. When we include into the equation
the effects of the last few economic crises
and the very slow recuperation in salary
levels after those crises, you get a plausi-
ble explanation of the low level of cover-
age in home insurance. Spending for
other items take on a higher priority.
Insurance, and especially homeowners'
insurance, is usually found near the bot-
tom of the list when it comes to spend-
ing. Together, these are the main factors
that explain the low penetration of
homeowners' insurance. Insurers face the
challenge of expanding the insurance
culture by creating a conscience of pro-
tection from existing risks and position-
ing insurance as a good option, thus rais-
ing insurance in the scale of priorities.

Homeowners' insurance could be one of
the main beneficiaries. The recent earth-
quake may provide an unexpected
opportunity to do this by showing the
benefits received by those who were

¢ The recent earthquake may
provide an unexpected opportu-
nity ... by showing the

benefits received by those

who were insured.”’

— Eduardo Esteva & Rafael Campos

insured. In a country where earthquakes
and hurricanes are relatively frequent
and a home is many families' largest
asset, expanding protection schemes for
homes should be a priority for the gov-
ernment, and positioning insurance as an
option within these should be an indus-

try priority."

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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