
QUnder new rules that took effect
July 5, Argentina's government
is forcing the country's largest
banks to lend about $3.3 billion

to small- and medium-sized businesses at
interest rates below what private analysts
believe is the inflation rate. How will the
"forced lending" affect the banks' busi-
nesses and the country's economic health
overall? How will the new rules influence
investor confidence in Argentina? Will
the new regulations significantly help the
businesses that receive the loans?

AJorge Argüello, Argentina's
ambassador to the United
States: "Argentina, like many
other countries, is redefining the

role of its central bank in order to give an
effective response to market failures and
the economic slowdown affecting the
world economy. The measure adopted by
the central bank is intended to improve the
access to credit for 551,806 small- and
medium-sized enterprises (SMEs), funda-
mental actors in Argentina's development
strategy and economic recovery. SMEs
account for more than 40 percent of the
country's total employment and around
40 percent of production. Despite their
critical importance and high demand for
credit, SMEs in Argentina, as in many
other countries, face significant obstacles
to finance their productive endeavors due
to pervasive market failures. The Argentine
financial market, which has had an out-

standing performance in recent years, has
tended to concentrate its credit on con-
sumption, low-risk, short-term and high-
ly-profitable segments, leaving SMEs and
productive investments relegated. In order
to address this market failure and support
the economic development of the country,
the government has promoted a measure
by which banks are required to allocate
only 5 percent of their liquid assets ($21
billion in 2012) for credit lines. Far from
affecting investors' confidence, the meas-
ure gives support to SMEs' investment
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How Will New Lending Requirements Affect Argentine Banks?

Britain's HSBC on July 30 apologized to
shareholders for failing to prevent
money laundering through accounts at
its unit in Mexico. CEO Stuart Gulliver
said the matter was "shameful." See
story on page 2.
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HSBC Apologizes to Shareholders
Over Money Laundering

Britain's HSBC apologized July 30 to
shareholders for failing to prevent money
laundering connected to its unit in Mexico,
Reuters reported. At the same time, the
bank said it took a $700 million charge to
cover related penalties in the United States.
The charge was part of $2 billion in provi-
sions that the bank set aside to cover regu-
latory problems, including ones in Britain.
The statements came as the London-based

bank, Europe's largest, reported that its
pretax profit increased 11 percent in the
first half of this year on a $4.3 billion gain
from the sale of assets. In the first half, the
bank earned pretax profits of $12.7 billion,
up slightly from $11.5 billion in the same
period last year. CEO Stuart Gulliver said
HSBC is working to ensure that it complies
with anti-money laundering regulations. A
U.S. Senate report released earlier this
month faulted the bank for not doing
enough to prevent its accounts from being
used to launder billions of dollars in sus-
pected drug money. "What happened in
Mexico and the U.S. was shameful," said
Gulliver, The Wall Street Journal reported.
Mexico's banking regulator, the National
Securities and Banking Commission, said
July 25 that it fined HSBC $28 million for
failing to stop money laundering through
its accounts. HSBC has acknowledged that
it did not report 39 suspicious transactions
and belatedly reported an additional 1,729,
Reuters reported. HSBC has said that it has
tightened its anti-money laundering con-
trols since 2007 and 2008, the period when
the U.S. Senate report said HSBC Mexico

sent some $7 billion in cash to the United
States. "Bulk cash shipments could reach
that volume only if they included illegal
drug proceeds," said the report. HSBC's
chairman, Douglas Flint, said the bank is
committed to further improving its con-
trols against illicit transfers. "We must
demonstrate that we have learned from
earlier mistakes," said Flint. "The banking
industry is operating in a hostile climate so
we must double our efforts to convince
our regulators, customers and investors
that we are striving for the highest possible
standards. Only that way can we allay pub-
lic fears and regain trust in our industry."

Brazil's Bradesco Misses Estimates
for Q2, Cuts Loan Projections

Brazil's Banco Bradesco on July 23
reported that its second-quarter net
income increased 1.7 percent year-on-
year to 2.83 billion reais ($1.40 billion),
missing the average estimate of 2.92 bil-
lion reais by analysts in a Reuters survey,
the news service reported. At the same
time, the bank, based in Osasco, reduced
its loan growth projections for the year,
saying it now expects its portfolio to grow
between 14 and 18 percent. Previously,
the bank had estimated loan growth of 18
to 22 percent this year. An increasing level
of loan delinquencies and a slowing econ-
omy have weighed on the profits of
Bradesco, Brazil's second-largest private-
sector bank. The report marked
Bradesco's fifth consecutive quarter of
increasing delinquencies. The delinquen-
cies led the bank to increase its provisions
for bad loans at the sharpest pace in two
years. Still, the bank saw a 16.5 percent
increase in revenue from lending on an
annual basis, beating analysts' estimates.
The bank also reported an increase in
recurring net income, excluding one-time
items, of 1.5 percent to 2.87 billion reais
in the second quarter. That missed the
estimate of 2.92 billion reais. The bank
also said its return on equity declined to
its lowest level since at least early 2010.
ROE fell to 20.6 percent in the second
quarter from 23.2 percent in the same
period last year.
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Uruguay Hikes Banks' 
Reserve Requirements

Uruguay will increase marginal
reserve requirements beginning Aug.
1 in an effort to bring the rate of
inflation down to the government's
target range, the central bank
announced July 23, Reuters report-
ed. Uruguayan banks will have to
adhere to a 20 percent marginal
reserve requirement for peso
deposits, up from 15 percent. They
will have to abide by a 40 percent
requirement on foreign currency
deposits, an increase from the cur-
rent 27 percent. For the 12-month
period through June, consumer
prices rose 8 percent, higher than
the central bank's target of 4 to 6
percent.

Colombia's Grupo Sura Reports 
94 Percent Increase in Profits

Colombia-based Grupo de
Inversiones Suramericana, known as
Grupo Sura, on July 26 reported
profits of $85 million for the second
quarter, an increase of 94 percent as
compared to last year, Dow Jones
reported. The country's largest
financial holding firm saw the surge
in profits because of interest pay-
ments on its investments as well as
dividend earnings. Last year, the
company completed the acquisition
of the Latin American assets of ING
Groep for $3.5 billion.

NCR Corp. Doubles Earnings 
on Strong Brazilian Demand 

U.S.-based NCR Corp. saw its sec-
ond-quarter earnings more than
double on the strength of ATM
improvements at U.S. banks and
strong emerging market sector
growth, driven by Brazil. NCR's
financial services business, including
its ATM operations, increased rev-
enue by 7.4 percent, Dow Jones
reported July 22.

Banking News 

“ What happened in Mexico 

and the U.S. was shameful.”
— Stuart Gulliver



Banco Santander Brasil Reports 
17% Slump in Earnings for Q2

The Brazilian subsidiary of Spain's
Banco Santander on July 26 reported
that its earnings for the second quarter
fell 17.1 percent year-on-year after it was
forced to boost provisions for bad loans
because of a spike in delinquencies,
Reuters reported. Banco Santander
Brasil announced in a securities filing
that it earned 1.464 billion reais ($721
million) in the three-month period end-
ing in June. The bank said its profit, set-
ting aside expenses related to its 2008
purchase of ABN Amro Banco Real,
declined 5.5 percent as compared to the
same period last year. Brazil's slowing
economy as well as weak rates of job cre-
ation and record low interest rates are
likely to continue taking a toll on the
bank's profits amid increasing loan delin-
quencies. In the second quarter, Banco
Santander Brasil allocated a record level

of 3.81 billion reais to
account for loan loss-
es. Overdue loans
increased to 4.9 per-
cent of the bank's loan
portfolio at the end of
June. The percentage
of loans in default was
4.5 percent in the
year's first quarter and
4.3 percent in last
year's second quarter.

Brazilian President Dilma Rousseff has
been demanding since April that the
country's private-sector banks increase
lending and lower interest rates to help
spur the economy. Government-run
lenders including Banco do Brasil,
increased lending and cut interest rates,
leading other banks to take the same
actions.

Two Ecuadorean Banks Fail to 
Meet Divestment Deadline

Two banks in Ecuador have failed to meet
a government-imposed deadline for
divesting themselves of stakes in compa-
nies unrelated to banking and have trans-
ferred those assets to a trust, according to
an official of President Rafael Correa's
administration, The Wall Street Journal
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Rousseff
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decisions and redirects a small part of
credit toward those who need it the
most. Moreover, it's important to stress
that the measure has been endorsed by
the major banking business associations
in Argentina (the ABA and ADEBA),
which see this measure as an opportuni-
ty to expand their business in a histori-
cally underdeveloped market which has
an enormous potential and is critical for
the development of Argentina."

AEduardo Amadeo, member of
Argentina's Chamber of
Deputies and former ambassa-
dor of Argentina to the United

States: "The Argentine government is
desperate to find ways to address a prob-
lem that its own misguided policies have
generated. Its only strategy has been to
foster consumption, without any consid-
eration for the impact of such a policy on
other economic variables (investment,
exports and inflation, for example). All
these negative outcomes are treated with
a new set of additional controls, and so
on. Forced lending has severely affected
the price of the banks' shares as an indi-
cation of the impact it will have on their
profits, and has added additional points
to the interest rates Argentina would pay
on its bonds (should the government
decide to use voluntary credit). It's
uncertain how this forced lending will
benefit businesses, since the prediction
for this year is one of recession, and com-
panies are hesitant to take additional
debts, even at subsidized rates. However,
the most important (and negative) effect
is that it shows that the government will
not hesitate to intervene in markets and
generate additional noise in order to keep
the levels of consumption high, without
any consideration for the long-term
effects of its decisions."

ACarlos H. Acuña, senior
researcher at CONICET
Argentina: "Banks have been
and still are among the eco-

nomic sectors with the highest profits in
Argentina. As a headline of conservative

newspaper La Nación put it on May 21,
'Banks still are the big winners of the
model' (referring to the 'economic
model' in the same way the government
names its economic policies).
Understandably, banks for years maxi-
mized short-term gains related to per-
sonal lending or household consump-
tion instead of investing in enterprises
with medium/long-term return horizons
(development of firms or construction).
In the current context of growth deceler-
ation, the government decided that
banks with more than 1 percent of total
deposits (the biggest 20 banks), lend 5
percent of their private deposits at an
annual fixed rate of 15 percent—below
the 22 percent inflation rate—and that
half of that 5 percent has to be for small
and medium-sized firms. Given the
magnitude of this line of credit, the net
cost for the Argentine banking system is
negligible and the impact on the activity
of small- and medium-sized firms will
heavily depend on administrative
requirements they'll have to meet. How
this affects investors' confidence will
depend on their degree of information
(and the media has not done a good job
of informing investors about the finan-
cial system, and this not only in
Argentina). For the most part, apocalyp-
tic reactions to this measure show politi-
co-ideological reasons related to the
struggle about the social role of markets
and states, more than sound economic
information."

AValeria Azconegui and
Georges Hatcherian, analysts
at Moody's Investors Service:
"The new regulation could

potentially harm banks' balance sheets,
as their lending would be more heavily
weighted toward riskier small- and
medium-sized businesses (SMEs) at
below market rates. These suboptimal
lending conditions together with high
inflation will likely result in increased
operating leverage, which will negatively
affect the banks' profitability, and
potentially erode asset quality and capi-
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reported July 17. Banco Internacional
has transferred a pension-fund company
and insurance company it has owned into

a trust, while Banco
del Pacífico has trans-
ferred a pension com-
pany, insurance busi-
ness and a brokerage
operation to the trust,
Andrés Martínez,
Correa's representa-
tive on a committee of
the Banking
Superintendency, told
the newspaper. Banco

del Pacífico functions as a private bank
although it is owned by the government,
said Martínez. State-run Corporación
Financiera Nacional operates the trust
that received the assets. The banks have
six months to complete the sale of the
assets, or else they could face legal action
and be forced to sell the assets at auction.
The actions follow Ecuadoreans' approval
of a referendum in May 2011 in which
Correa proposed prohibiting banks and
media companies from having stakes in
businesses in other sectors.

Peru Approves Reform to 
Pension Fund System

Peruvian President Ollanta Humala on
July 19 approved a bill that represents a
significant reform to the country's pen-
sion system, Dow Jones reported. The
measure, which was narrowly passed by
Congress, requires that workers under 40
years of age sign up with a pension fund
and those who make more than 1.5 times
the minimum wage to make contribu-
tions. It will go into effect 120 days after
the government publishes regulations.

Economic News

IMF Western Hemisphere Director
Resigns to Work for Luksic Family

Nicolás Eyzaguirre, who has been director
of the International Monetary Fund's
Western Hemisphere department since
2009, resigned July 26 to become chair-
man of a television station owned by
Chile's wealthy Luksic family, Bloomberg

Page 4 of 6Copyright © 2012, Inter-American Dialogue

JJuullyy  1199--AAuugguusstt  11,,  22001122

Correa

File Photo: Ecuadorean
Government.

In Focus
Obama Gets Boost From Hispanic Voters in Wake of Policy Shift

By Rachel Sadon

WASHINGTON—Recently released polling data suggests a measurable increase in sup-
port from Latinos for U.S. President Barack Obama after he announced an executive
order to cease deportation of many immigrants brought to the
United States illegally as children.

If the election were held today, Obama would garner 70 percent of
the vote from registered Latino voters, in comparison to 22 percent
for Mitt Romney, according to a poll from Latino Decisions released
on July 18.

It is the highest level of support that Obama has received in the past
20 months, when the firm began polling for the 2012 election. The
numbers reflect the president's efforts to reach out to the Latino
community, which has largely felt sidelined since he was elected
with a record level of Hispanic support in 2008.

There has been a "fair amount of alienation" on the part of Latino Democrats and a per-
ception that the administration didn't act on immigration reform "while the moment
was right, with large majorities in the House, a super majority in the Senate [and] no
bill even offered," Gary Segura, the co-founder of Latino Decisions, said Thursday at the
Center for American Progress think tank. The poll represents a "significant closing of
the enthusiasm gap with regard to Latino participation." 

The Hispanic vote could be the swing constituency in several key battleground states
this year. While Obama is poised to capture a significant majority, the critical ques-
tion remains how high turnout will be on Election Day. Nonetheless, it is clear that it
is an emergent and increasingly important electorate. With an estimated 50,000
Latinos turning 18 and becoming eligible to vote each month, the Hispanic popula-
tion is expected to reach 24.4 percent by 2050, according to the U.S. Census Bureau.

Politicians who don't reach out to the Latino community "do so at their peril," said Rep.
Xavier Becerra (D-Calif.). "Short-term political gains have blinded politicians to what
needs to get done" and to the long-term consequences of dehumanizing Latinos with
anti-immigration rhetoric.

Immigration is a personal issue for so many Latinos, said Janet Murguía, the president
and CEO of the non-partisan National Council of La Raza. It is a "gateway" to under-
standing a politician's position, and "Republicans are missing a huge opportunity to
define themselves to the community." Reflecting that sentiment, the campaigns have
been ratcheting up their outreach to Hispanics in recent weeks, with both Romney and
Obama appearing at the National Association of Latino Elected and Appointed Officials
conference in June.

Romney, who has softened his rhetoric since the Republican primaries, released a new
ad on Tuesday in an attempt to appeal Hispanic voters. "As president, my father will
work for a permanent solution to the immigration system, working with leaders of both
parties," said his son, Craig Romney, in Spanish.

An Obama spokeswoman, Gabriela Domenzain, shot back: "In English, he says that the
permanent solution is the self-deportation of 12 million undocumented immigrants. In
English, he would veto the Dream Act. In any language, we know that the governor isn't
consistent."

Becerra

Photo: Inter-American
Dialogue.
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News reported. Eyzaguirre, who will lead
the Canal 13 television station, is stepping
down from his responsibilities immedi-
ately, the Washington-based lender
announced. "Nicolás' vision and high-

level economic policy
making experience
were instrumental in
the Fund's successful
engagement in the
region over the last
three and half years,"
IMF Managing
Director Christine
Lagarde said in a
statement. "I have
appreciated his wise

counsel." The IMF's Web site lists David
Vergara as the acting chief of the Western
Hemisphere department. Chile's Luksic
family has stakes in companies including
ones involved in copper mining, brewing
and banking. Before heading the IMF's
Western Hemisphere department,
Eyzaguirre was Chile's finance minister
from 2000 to 2006.

Political News

Venezuela to Withdraw From 
OAS Human Rights Court

Venezuela will pull out of the Inter-
American Court of Human Rights after
the Costa Rica-based court issued a ruling
that the South American country violated
the rights of a prisoner convicted of
bombings in Caracas, President Hugo
Chávez announced July 24, BBC News
reported. The court, an autonomous arm
of the Organization of American States,
ruled that Raúl Diaz was being held in
"inhumane" conditions. Diaz had been
convicted in connection with the bomb-
ings of the Spanish embassy and the
Colombian consulate in Caracas in 2003.
Four people were wounded in the attacks.
He denies involvement in the attacks and
has accused Venezuelan authorities of
violating his rights. On July 24, Chávez
said that the Costa Rica-based court's rul-
ing in the case "trampled over Venezuela,
trampled over international law." Chávez
added that he has directed Foreign
Minister Nicolás Maduro to begin the

process of withdrawing Venezuela from
the court. "Venezuela is pulling out of the
Inter-American Court of Human Rights
out of dignity," Chávez said in a speech at
a military ceremony in the coastal city of
Puerto Cabello. The court has sided with
"terrorism" in its ruling, Chávez added.

Colombia's Santos Rejects 
Claims of a FARC Resurgence

The Revolutionary Armed Forces of
Colombia is not making a comeback, and
recent FARC attacks amount to a last-
ditch effort by the rebel group to receive
attention, Colombian President Juan
Manuel Santos told Reuters in an inter-
view published July 25. The FARC is faced
with declining relevance as government
troops continue attacking them, which
has led a surge in violence as the rebels
attempt to remain prominent, Santos told
the wire service a day earlier. "The weaker
these illegal groups are, the more they
want to show that they are alive," the pres-
ident said in Cartagena. "And what do
they use? Terrorism." Santos' predecessor
as president, Álvaro Uribe, has steadily
criticized Santos via Twitter, saying that
the security gains Colombia saw under the
Uribe administration are evaporating.
Earlier this month, Uribe withdrew from
the ruling coalition and became part of

the opposition. The former president
blasted Santos, saying he is "squandering
the inheritance" of Colombia's progress in
improving security. Santos, who served as
defense minister under Uribe, defended
his position, adding, "Unfortunately some
people want to use this violence and ter-
rorism as a political weapon … And, in a
way, they play into the hands of the terror-
ists by magnifying the effect." 

POLITICAL & ECONOMIC BRIEFS

Mexican Economy Grows 4% in
Second Quarter: Finance Ministry

Mexico's economy likely grew
around 4 percent in the second
quarter compared to the same peri-
od a year earlier, the Finance
Ministry said July 30, Dow Jones
reported. Strong exports and rising
domestic demand helped boost the
figures. The ministry said that gov-
ernment revenues were up 9 percent
on higher oil income, but spending
was up as well. The country's net
debt grew by 1.9 percent compared
to the end of 2011, rising to 33.6
percent of GDP, according to the
Associated Press.

Nicaragua Hires Dutch Firms for
New Canal Feasibility Study

Two companies from the
Netherlands, Royal HaskoningDHV
and Ecorys, on July 30 said they
have been awarded a $720,000 con-
tract by the Nicaraguan government
to study the feasibility of building
an alternative to the Panama Canal
that would cross Costa Rica and
Nicaragua, the Associated Press
reported. The firms said they will
complete the study early next year.
The cost of the canal could be $20
billion, a sum that would require the
participation of international part-
ners and investors.

Chávez Travels to Brazil on First
Official Foreign Trip in a Year

Venezuelan President Hugo Chávez
traveled July 30 to Brazil, his first
official foreign trip since being diag-
nosed with cancer more than a year
ago, BBC News reported. Since his
diagnosis, Chávez has traveled only
to Cuba for medical treatments.
Chávez is participating in a July 31
summit of Mercosur countries,
which are expected to formally
admit Venezuela as a member.

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  FFiinnaanncciiaall  SSeerrvviicceess  AAddvviissoorr JJuullyy  1199--AAuugguusstt  11,,  22001122

“ The weaker these illegal groups

are, the more they want to 

show that they are alive.”
— Juan Manuel Santos

Eyzaguirre
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tal buffers. Banks will be forced to shift
part of their business to less profitable
segments and away from consumer
loans, which have become one of the
most important sources of bank earn-
ings over the past two years. Loans will
carry a maximum interest rate equal to
the average Badlar (the domestic bench-
mark interest rate) for June plus 400
basis points, which would equal a fixed
rate of around 15 percent, significantly
below the nation's 25 percent inflation
rate. The minimum loan maturity will
be three years, thus also increasing
potential asset-liability mismatches as
banks' average duration of deposits is
less than 90 days. Because of the uncer-
tainty regarding how the government
will direct lending, we expect the initia-
tive to further undermine depositor
confidence, which has already suffered
owing to stringent foreign exchange
controls. Such controls are largely
responsible for a 30 percent drop in for-
eign currency deposits year-to-date.
Over the past several years, banks have
curtailed their lending to companies
because of the scarcity of long term
funding and risk aversion. Moreover,
increasing government intervention in
the financial system has reduced the
appetite of both domestic and external
creditors to invest in Argentina. We
believe government-directed commer-
cial lending will do little to address these
structural challenges."

ADaniel Artana, chief econo-
mist at FIEL in Buenos Aires:
"The impact of this decision
on banks is relatively small

because it affects about 5 percent of
their total assets. If the banks opt to
finance this lending by reducing their
exposure to central bank notes (which
are 12 percent of their assets) the impact
on their profits and losses will be small,
but by doing so they will accept a higher
risk. In any case, the banks are highly
liquid and profitable and this decision is
unlikely to trigger a run on deposits. The
government is looking for someone else
in the economy to run countercyclical

measures given that it did not save dur-
ing 2010 and 2011 when the economy
was booming. But forcing the banks to
accept more risk is not a good substitute
for prudent fiscal behavior. This deci-
sion is another on the list of queer poli-
cies that the government has adopted
since the end of 2011. As the other deci-
sions, it is unlikely to move an economy
that is stagnant due to the increasing
risk that the government has introduced
into the economy."

AAlberto J. Bernal-León, head
of research and partner at
Bulltick Capital Markets in
Miami: "It is possible that the

Argentine government's decision will
help ameliorate some of the economic
downshifting that is taking place in the
Argentine economy because the terms
of these loans are extremely beneficial
for companies. The banks are unlikely
to actually lose money by granting these
loans (since the funding rate for the
banks is lower), yet the imposition of
the interest cap will, by definition, cap
the economic benefit that the banks will
receive from granting credit to the pri-
vate sector. The negative effects of this
policy choice will be felt in the medium
term. In my view, the 'day-by-day,
depending on the mood' nature in
which the Fernández de Kirchner
administration conducts economic pol-
icy will continue to materially reduce
the country's credibility with private
capital, implying that under any sce-
nario, potential economic growth will
be lower than it could have been if the
administration had an interest in for-
mulating stable rules of the game for the
business community. There is no free
lunch in this world, and the policy of
forcing banks to lend at artificially low
rates will once again prove these words
accurate."

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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