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Are Brazilian Consumers Taking on Too Much 'Bad Debt?'

With delinquency rates and

bounced checks on the rise in

Brazil, the International

Monetary Fund expressed con-
cern in June about the level of household
debt in South America’s largest economy.
How big of a problem is Brazilian house-
hold debt for consumers, lenders and the
economy in general? Why does "good
debt," such as mortgages, comprise a rel-
atively small part of Brazilian consumer
debt? What government policies and pri-
vate-sector initiatives would put the
country on the right course? Are efforts to
educate consumers ahout financial litera-
cy failing in Brazil?

Rogério Calderon, corporate

controller and head of investor

relations at Itad Unibanco: "Even

though household debt is at the
highest level ever registered by the
Brazilian central bank, delinquency rates
show a clear downward trend. At Itad
Unibanco as a whole, 90-day nonperform-
ing loans fell to 4.2 percent in the second
quarter, 100 basis points lower than in last
year's second quarter and the lowest since
Itat and Unibanco merged in 2008. This is,
of course, an encouraging sign.
Additionally, 'good debt," such as mort-
gages, still constitutes only a small portion
of Brazilian consumer debt and should
substitute part of the more expensive lines
of credit as in most parts of the world. At
Itad, mortgages grew 32.4 percent over the

last quarter. We're also seeing an uptick in
financial literacy. This is an issue Itad has
been working hard on since 2004, and a
recent survey of our program partners
shows a 38 percent increase in the number
of people who have private social security,
as well as a 56 percent increase in the num-
ber who have savings accounts.
Delinquency rates within this group are
considerably lower, as well. So while fur-
ther progress could of course be made, for
instance by increasing credit to a more
conscious client base, we're optimistic

Continued on page 3

British Virgin Islands
Discussing FATCA With U.S.

The British Virgin Islands has started
discussions with the United States
about the U.S. Foreign Account Tax
Compliance Act, according to the terri-
tory's premier, Orlando Smith. See story
on page 2.
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Brazil Urges Banks to Unite to
Provide Infrastructure Financing

Brazil's government on Aug. 27
urged banks to work together in
order to provide financing to help
companies that are bidding on
infrastructure projects, Reuters
reported. The move is a sign that the
government is concerned that there
could be too little participation in
the upcoming tender offers. Finance
Ministry official Antonio Henrique
Silveira said the government wants
to see public and private banks cre-
ate a syndicate in order to fund the
projects. The government will also
establish a guarantee fund to lower
the banks' risk.

MetLife Unit Planning to
Acquire AFP Provida Shares

MetLife Chile Acquisition is plan-
ning to acquire all of the American
depositary shares, as well as the
issued and outstanding common
shares, held by U.S. shareholders of
pension fund administrator AFP
Provida for $92.21 and $6.14
respectively, Insurance Business
Review reported Aug. 30. MetLife
Chile Acquisition is a subsidiary of
New York-based MetLife.

Ex-Employees of Broker-Dealer
Plead Guilty in Bribery Case

Two former employees of a New
York-based broker-dealer pleaded
guilty Aug. 29 to charges connected
to a kickback scheme involving a
Venezuelan development bank,
Reuters reported. Tomds Alberto
Clarke Bethancourt and Ernesto
Lujén admitted to involvement in
the scheme to help secure trading
business for Direct Access Partners.
Prosecutors charged that the compa-
ny had earned more than $60 mil-
lion in fees that were directed to it
by the Venezuelan Economic and
Social Development Bank.
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Financial Services News

S&P Boosts Credit Ratings
of Five Peruvian Banks

Standard & Poor's has raised the global
scale issuer credit ratings on five Peruvian
banks, the South American country's
state-run Andina news agency reported
Aug. 23. The change affects Banco de
Crédito del Peru, BBVA Banco
Continental, Scotiabank Peru,
Corporacion Financiera de Desarrollo
and Fondo Mivivienda. The rating
agency boosted the banks' ratings to
BBB+ from BBB. The outlook for each
bank is stable, S&P said. In a statement,

S&P's increase of the banks'
ratings followed its upgrade

of Peru's credit rating.

S&P said its increase of the banks' ratings
follows the upgrade of Peru's credit rat-
ing. "We based the upgrade on the
Republic of Peru on our assessment of the
country's reduced vulnerability to exter-
nal shocks and enhanced capacity for sta-
ble long-term GDP growth," said S&P
credit analyst Ivana Recalde. Peru's high
rate of investment is likely to mean annu-
al economic growth of more than 4 per-
cent, according to Andina.

YellowPepper Has Signed
12 Colombian Banks

Miami-based YellowPepper has signed 12
Colombian banks to use its mobile pay-
ments system, Telecoms.com reported
Aug. 20. The company's system uses a
mobile payments card known as "Socia,"
which YellowPepper developed with
Colombian payment processor
Credibanco. The system will allow any-
one with a mobile phone to make and
receive payments throughout the Andean
country. Approximately 35 percent of
Colombia's  adult  population is
unbanked, according to estimates in

March by the Colombian Banking
Association. "Our vision of the future is
to have all transactions taking place on
the mobile phone—that is the future of
payments here in Latin America," said
Serge Elkiner, YellowPepper's chief execu-
tive officer. "It doesn’t
have to be a smart-
phone either. We sup-
port Java phones as
well as smartphones,
because we know not
everyone has a smart-
phone and we want to _
include everyone." Elkiner ‘

. Photo: Twitter.
YellowPepper is plan-
ning to launch its service in Mexico and
Ecuador within the next few quarters. The
company also wants to start operations in
Guatemala and other countries in the
region. "In Latin America, mobile pene-
tration is greater than internet penetra-
tion," said Elkiner. Small merchants will
also be able to use the system to develop
loyalty and promotion programs, which
are typically only feasible to larger com-
panies. Mobile phones can also be used in
some 70 percent of Colombian ATMs to
dispense cash, said Elkiner. "For mobile
payments to really work, we want to make
it available everywhere, through every
[point of sale], and get all the financial
players on board so that we become a real
standard in the countries we enter," he
added.

British Virgin Islands Enters Talks
With U.S. on Tax Evasion Law

Officials of the British Virgin Islands have
started talks with U.S. authorities about
the Foreign Account Tax Compliance Act,
a U.S. law designed to crack down on tax
evasion, BBC News reported Aug. 21. The
British overseas territory has about
30,000 people and some half a million
registered companies. It is among the
world's largest jurisdictions of offshore
trusts. The law, known as FATCA, comes
into force next year and requires more
disclosure about the assets of U.S. taxpay-
ers held abroad. The British Virgin
Islands' premier, Orlando Smith, said that
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his administration was negotiating an
intergovernmental agreement with the
United States in an effort to comply with
the law. "We are of the very considered
opinion that this course is the best one to
adopt for the BVL," said Smith. Last week,
officials in the Cayman Islands agreed to
provide information to the United States
on U.S. taxpayers with accounts there, as
required under the law. Authorities in the
Bahamas and Bermuda also said they
would comply with FATCA.

Remittances News

Remittances to Mexico Fall
1.2 Percent in July

The amount of money that Mexican
workers living abroad sent home in remit-
tances in July declined by 1.2 percent
compared to the same month last year to
$1.84 billion, the country's central bank
said Sept. 2. When measured in real local
currency terms, the decline was sharper, at
8.56 percent. From January through July,
remittances to Mexico totaled $12.5 bil-
lion, down from $13.7 billion during the

The purchasing power of
Mexico's remittances has fallen
by double-digit percentages year

to date as compared to 2012.

first seven months of 2012. While the pur-
chasing power of remittances have fallen
by double-digit percentages year-to-date
compared to 2012 due to the peso's
depreciation, some analysts noted that the
worst might be over. "Despite the negative
print, this was the lowest year-over-year
contraction since June 2012, which sug-
gests that workers' remittances may be
stabilizing, but at a low level,"” Goldman
Sachs analyst Alberto Ramos told clients
in a research note. Mexican workers sent
home $22.4 billion in remittances last
year. [Editor's note: See Q&A on the pos-
itives and negatives of remittances flows
in the May 2-15 issue of the Financial
Services Advisor.]
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about the outlook for delinquency rates
and the advances the Brazilian economy
has made over the last decade, and we
expect that household debt will level
out."

Joel Korn, president of WKI

Brasil: "Credit demand in

Brazil has grown rapidly over

the past 10 years, from 25 per-
cent to approximately 55 percent of GDP,
fueled by a combination of social poli-
cies, economic stability, a stronger labor
market, aggressive lending policies (par-
ticularly by the public financial institu-
tions), and resulting higher consumer
spending capacity. While overall credit
extension as a percentage of GDP
remains relatively low by international
standards, the aggregate household debt
is certainly a reason for concern. Brazil
has the highest consumer interest rates
and shortest average credit terms in Latin
America. As a result, debt service as a per-
centage of disposable income is signifi-
cant, in excess of 20 percent. The current
environment of weak economic growth,
inflationary pressures, rising interest
rates and a likely increase in the unem-
ployment rate, from the all-time low lev-
els of the past few years, should signal
caution for the financial institutions.
Overall, the banking system in Brazil is
very solid and well regulated. With a
trend of higher delinquency rates, we
begin to witness a tighter and more cau-
tious lending posture, with particular
focus on high-leverage borrowers. Credit
allocation is clearly favoring earmarked,
specific purpose and collateralized prod-
ucts, secured by housing and payroll
deductions, including very popular 'con-
signed loans' for retired people. Mortgage
lending, although still relatively low when
compared to other emerging economies,
has been registering robust growth, par-
ticularly in the past five years. In terms of
percentage of total credit, it has grown
from approximately 10 percent in 2005 to
slightly over 20 percent. Expansionary
fiscal and credit policies (through gov-
ernment financial institutions) that have

prevailed in the recent years to stimulate
the economy through consumer demand
are not sustainable and are at the point of
exhaustion. Tightening of fiscal disci-
pline and structural reforms, although
unlikely one year prior to elections, along
with overdue infrastructure investments,
will go a long way to restore investors'
confidence, paving the way for a stronger
economy. Basic financial literacy instruc-
tion in schools may be very helpful in the
process of educating the next genera-
tion."

Paulo C. de Sa Porto, econom-

ics professor at the Federal

University of Sao Paulo:

"Brazilians are heavily indebt-
ed. According to Roberto Luis Troster,
the former chief economist of the
Brazilian  Federation of  Banks
(Febraban), 63 percent of the popula-
tion has some form of debt and more
than 20 percent has overdue accounts.
Much of this is due to credit card debt.
High interest rates, but mostly high
spreads, are part of the problem. The
reference interest rate of the Brazilian
economy, the Selic, is currently at 9 per-
cent per year. But the interest rates on
credit cards are on average around 130
percent per year. Moreover, the stabiliza-
tion of inflation levels is very recent, and
regulatory changes that enabled cheaper
consumer credit are even more recent.
Thus, it is natural that there was a pent-
up demand by consumers, who for
decades had no access to credit.
However, instead of getting 'good debt'
such as mortgages, they preferred 'bad
debt', incurred for the purchase of
durable goods. Part of the reason for this
is a lack of financial education. Many
Brazilians have fallen into an easy credit
trap without knowing the high risks of
indebtedness. The solution involves
microeconomic reforms, such as
improving the register of bad debtors,
and also macro measures such as lower-
ing taxes for the banking sector and low-
ering bank deposit requirements. Also
needed is a more restrictive fiscal policy,

Continued on page 6
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Political News

Mexico's Congress Approves
Education Reform

Mexico's Congress gave final approval
Sept. 3 to an overhaul of the country's
education system, giving a victory to
President Enrique Pefia Nieto, despite the
protests of teachers who sought to derail
the measure, Reuters reported. The Senate
approved the bill Sept. 3, following the
same action two days earlier by the
Chamber of Deputies. The measure will
require teachers to take tests before they
can get jobs in the
classroom or be pro-
moted, BBC News
reported. Pefia Nieto
signed the education
system overhaul in
February, but law-
makers needed to pass

Pefia Nieto separate legislation to
File Photo: Mexican implement . thve
Government. reforms. Pefa Nieto's

government has

argued that teachers' unions control of
jobs in public education has led to cor-
ruption, which has allowed inadequate
teachers to be promoted over colleagues
who are better qualified. "The inheritance
and sale of jobs" has ended, said
Education Secretary Emilio Chauyffet,
referring to the country's widespread
practice of teachers passing their jobs to
their children or selling them. Protesting
teachers who are part of the CNTE union
have flooded Mexico City's streets in
recent days and weeks, paralyzing traffic.
At one point, they prevented lawmakers
from meeting in the Congress building.
The strike by teachers in some areas has
also meant no classes for hundreds of
thousands of children in states including
Nayarit and Quintana Roo. The union has
threatened to hold more strikes in coming
days.

Brazil, Mexico Blast U.S. Over
Claims of Spying on Presidents

Brazil and Mexico on Sept. 2 demanded

answers from the United States amid alle-
gations that Washington spied on the

Copyright © 2013, Inter-American Dialogue

Latin American countries' presidents,
intercepting emails, phone calls and text
messages of the leaders, Reuters reported.
The allegations deepened tensions
between the United States and Latin
American countries over U.S. spying just
ahead of a planned state visit to
Washington by Brazilian President Dilma
Rousseff and have raised questions about
whether Rousseff might cancel the trip.
The allegations were reported by journal-
ist Glenn Greenwald, who obtained classi-
fied documents from U.S. National
Security Agency leaker Edward Snowden,
and follow claims of widespread electron-
ic spying by the United States in Latin
American countries. Citing a NSA docu-
ment from June 2012, Greenwald told
Brazil's Globo television Sept. 1 that the
spy agency was attempting to understand
Rousseff's communication methods by
accessing all Internet content she visits.
The NSA program allowed agents to
access telephone, Internet and social net-
work exchanges of the president and her
staff, Greenwald alleged. Greenwald also
claimed that the NSA intercepted emails
written by Mexican President Enrique
Pena Nieto before his election last year.
The Globo news program "Fantastico"
showed slides that it said displayed mes-
sages from Pena Nieto discussing who was
in the running to be named cabinet min-
isters after his election. Brazil and Mexico
both summoned the U.S. ambassadors to
the countries to demand explanations,
though U.S. Ambassador to Mexico Earl
Anthony Wayne was out of the country.
In Brazil, Foreign Minister Luiz Alberto
Figueiredo told reporters that the allega-
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tions contained in the report are unac-
ceptable. "I  expressed to [U.S.
Ambassador Thomas Shannon] the
Brazilian government's indignation over
the facts revealed in the documents," said
Figueiredo. "From our point of view, this
is an inadmissible and unacceptable vio-
lation of Brazilian sovereignty."
Figueiredo declined to say whether the
spying allegations could lead Rousseft to

¢ From our point of view,

this is an inadmissible and
unacceptable violation

of Brazilian sovereignty. »

— Luiz Alberto Figueiredo

cancel her state visit to the United States.
The visit is the only state visit that the
White House has scheduled this year and
has been intended to strengthen ties
between the two countries. Brazil's Senate
launched an inquiry into the allegations,
and Rousseff discussed them Monday
during a meeting with her cabinet,
including her defense, justice, communi-
cations and foreign ministers. The White
House said it would respond to the
inquiries of its "partners and allies" using
diplomatic channels. "While we are not
going to comment publicly on every spe-
cific alleged intelligence activity, as a mat-
ter of policy we have made clear that the
United States gathers foreign intelligence
of the type gathered by all nations," said

Job Postings

York, N.Y.

Editor's note: Readers of the Advisor and others occasionally ask us to pass along job
announcements. We are pleased to share the recent Latin America-related listings below.

Cook Medical: Regulatory Affairs Specialist, Latin America, Bloomington, Ind.
Iron Mountain: Corporate Development Manager, Latin America, Boston, Mass.
Logitech: PR Manager, Latin America, Newark, Calif.

Sumitomo Mitsui Banking Corp.: Associate, Latin America Structured Finance, New
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White House spokeswoman Caitlin
Hayden, Reuters reported. Mexico's
Foreign Ministry said that while it was
unable to comment on whether the alle-
gations were true, it "categorically rejects
and condemns any kind of spying against
Mexican citizens in breach of internation-
al law." The Foreign Ministry added that
it had asked the United States for a full
investigation. "Mexico's foreign ministry
has summoned the U.S. ambassador to
express its clear dismay and to demand
that the aforementioned investigation be
carried out," it said. The United States has
been backing U.S. aircraft manufacturer
Boeing in its attempt to sell Brazil 36 F-18
fighter jets. However, a Brazilian govern-
ment official told Reuters that the poten-
tial deal, worth more than $4 billion, has
been set back by the spying scandal.

Economic News

Brazil Gradually Recovering
From Slowdown: IMF

Brazil's economy, the largest in Latin
America, is experiencing a gradual recov-
ery from a slowdown that started in 2011,
but the government must continue its
efforts to increase productivity, competi-
tiveness and investment, the International
Monetary Fund said Aug. 28, Reuters
reported. In its report, the IMF praised the
efforts of President Dilma Rousseff's gov-
ernment, saying measures to ease supply-
side constraints would lead to more
investment and alleviate bottlenecks in
infrastructure. Rousseff's government has
implemented tax breaks and other incen-
tives in efforts to increase industrial out-
put, but the economy is in its third year of
sluggish growth. "After a protracted peri-
od of weakness, investment has begun to
recover in recent quarters while business
confidence has firmed," the IMF said in
the report. However, it added, "In addition
to headwinds from external conditions,
domestic supply-side constraints and pol-
icy uncertainties may be holding back
near-term growth." A low level of unem-
ployment and significant increases in real
wages have bolstered consumption, and
the economy is operating at nearly full
potential. However, supply constraints

Copyright © 2013, Inter-American Dialogue

have curbed growth and stoked inflation,
the report added.

Blackout Cuts Electricity to
70 Percent of Venezuela

A power outage cut electricity to 70 per-
cent of Venezuela on Sept. 3, including
parts of Caracas, shutting down traffic
lights, disrupting the capital's subway sys-
tem and sending thousands of workers
home, BBC News reported. The blackout
started at 12:30 p.m.
local time and
affected large parts
of the Andean
nation for three
hours before power
was gradually
restored, said
Deputy  Electrical
Energy =~ Minister Maduro

Franco Silva. One of File Photo: Venezuelan
the national grid's Government.

main transmission

lines experienced a fault, leading to the
outage, he said. The country's oil industry
was not affected by the blackout as sepa-
rate generators power the country's
refineries. In the past, government offi-
cials have said that high consumption of
energy during peak hours and poor main-
tenance of the system have led to power
outages. However, on Tuesday, President
Nicolds Maduro said he suspected his
political opponents of "sabotage" in the
latest blackout. "Everything seems to indi-
cate that the extreme right has resumed its
plan for an electrical strike against the
country,” said Maduro. In a speech on
state television, Maduro also said the out-
age was "part of a low-level war" against
Venezuela, a "folly by twisted and desper-
ate minds." Maduro said he had instruct-
ed the military "to protect the entire coun-
try" and did not give any evidence to sup-
port his claims of sabotage. Opposition
leader Henrique Capriles said Maduro's
government was using the sabotage allega-
tions to distract the public from the coun-
try's problems. Capriles and other oppo-
nents of Maduro have said he and his
predecessor, the late Hugo Chévez, have
spent billions of dollars in public money
to win votes, but have neglected upkeep of
the country's electrical grid.

POLITICAL & ECONOMIC BRIEFS

Colombia Peace Talks at a
'Critical Stage': Gov't Negotiator

Colombia's peace talks with the
Revolutionary Armed Forces of
Colombia, or FARC, rebels are at a
"critical stage," government negotia-
tor Sergio Jaramillo said Sept. 3,
according to MercoPress. Jaramillo
said that discussions in the next few
months will be a good gauge of
whether or not the talks will be suc-
cessful, as the two sides are negotiat-
ing on critical topics. President Juan
Manuel Santos recently backed off a
November deadline for completion,
saying the talks could take a few
more months.

Ortega Again Threatens Case
Over Costa Rican Province

Nicaraguan President Daniel Ortega
on Sept. 2 repeated comments made
in mid-August that Nicaragua may
take a case to the International
Court of Justice in order to regain
control of the Guanacaste province,
which it lost Costa Rica in 1824, the
Tico Times reported. Ortega said he
wants to discuss the issue of the
province with Costa Rican President
Laura Chinchilla, a proposal she has
rejected twice. Costa Rica's foreign
vice minister, Gioconda Ubeda, said
Tuesday that discussion proposals
should be presented through formal
channels, not through the media.

Mexican Authorities Capture
Alleged Sinaloa Cartel Lieutenant

Mexican police on Aug. 28 captured
Mario Nuiez, an alleged former
lieutenant in the Sinaloa drug cartel
who is accused of involvement in
the murders of more than 350 peo-
ple whose bodies were found in
mass graves in 2011, the Associated
Press reported. Police captured
Nufiez, also known as "M-10," in
the border city of Ciudad Judrez.
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with lower government expenditures.
That would also allow for looser mone-
tary policy as lower interest rates mean a
lower cost of borrowing money. The
solution also inevitably includes better
financial education for consumers.
There is a light end of the tunnel
Brazilians are starting to go to banks
seeking refinancing programs. This may
be a sign of desperation, but it is also a
sign of a better understanding of the
need for better personal financial man-
agement."

Italo Lombardi, Latin America

economist and strategist at

Standard Chartered in New

York: "The total stock of credit
to consumers in Brazil is a relatively low
25.5 percent of GDP, according to the
latest figures for July. Nonetheless, this
ratio has been expanding over the past
decade. In early 2007, credit to individu-
als was only 14 percent of GDP.
Mortgages are only 25 percent of credit
to consumers (or 6.5 percent of GDP), a
number that has increased but remains
very low for international standards.

Credit cards, personal loans and auto
loans are at a more advanced stage in
terms of their proportion of total stock
of credit and as a percentage of GDP.
The level of indebtedness of Brazilian
families is 44.8 percent of their income
(according to the July figures). That
number has increased from less than 20
percent in early 2005, which shows how
significant the increase in leverage was
over the past decade. Despite that
increase, this level of indebtedness is
pretty low by international standards.
That being said, it's important to note
that Brazilians pay an average annual
percentage rate interest of around 25
percent on their loans as a result of high
banking spreads. The rate of family
delinquencies has been relatively stable
at 7 percent after a temporary spike in
early 2012 as a result of an increase in
auto loan delinquencies."

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