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How Would Tighter Regulations Affect Ecuadorean Banks?

Economists are expecting profits

at Ecuadorean banks to continue

declining this year with

President Rafael Correa's
expected push for more regulations on
financial services companies, The Wall
Street Journal reported Jan. 24.
Ecuadorean banks had a return on equity
of 10.15 percent last year, a figure that has
declined every year since 2011, according
to the Private Banking Association of
Ecuador. What kinds of regulations might
Correa introduce, and why? How would
tighter regulations affect Ecuadorean
banks and the country's economy? What
is the outlook for the country's banking
sector in 2014 and beyond?

Francisco X. Swett, chairman of

Pallas Management Corp. and

former Ecuadorean minister of

finance, member of Congress
and central bank president: "For the gov-
ernment of Ecuador, the reform of the
monetary regime is both a matter of ideol-
ogy and of practical convenience. Banks
are highly exposed to the whims of politi-
cal opinion because despite adverse results,
their collective earnings of several hundred
million dollars make them tempting
objects of political harassment. On the
practical side, dollarization leaves the arbi-
trage of credit and money disposition in
the hands of the banks. Ecuador's fortunes
are tied to the price of oil and make the
government very sensitive about any rever-

sal of fortunes, which could adversely
affect its trademark trait of being an
unabashed spendthrift. For the govern-
ment, passage of a new monetary code
means increasing regulatory power over
the banks. The central bank, in return,
should gain authority to program the allo-
cation of credit and resources in the econ-
omy. In the government view, the banks
provide excessive credit for working capital
(not necessarily tied to productive activi-
ties, but rather to imports which the gov-
ernment seeks to discourage). Also, the

Continued on page 3
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Itad Unibanco Buying
Control of Chile's Corpbanca
Brazil's Itall Unibanco, led by CEO
Roberto Setlbal, agreed Jan. 29 to buy
control of Chile's Corpbanca. The deal
will make Itad Chile's fourth-largest
bank. See story on page 2.

File Photo: Itaii Unibanco Holding.
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Ex-Head of Mexican Anti-Money
Laundering Office Arrested

José Luis Marmolejo, the former
head of Mexico's anti-money laun-
dering office, has been arrested for
alleged involvement in extortion,
Mexico City chief prosecutor
Rodolfo Rios said Jan. 21, the Miami
Herald reported. Rios did not give
details of the charges, but local
media reports have suggested the
Marmolejo asked for money from a
local businessman in exchange for
avoiding action on a supposed
crime.

Itaa Unibanco Reports 34 Percent
Increase in Profit for Q4

Brazil's Ita Unibanco Holding said
Feb. 4 that its profit increased by 34
percent in the fourth quarter amid
decreased loan-loss provisions,
exceeding the estimates of analysts,
Bloomberg News reported. Itad,
Latin America's largest lender by
market value, reported recurring net
income excluding one-time charges
of 4.68 billion reais ($1.92 billion),
up from 3.5 billion reais last year.
The bank has increased its focus on
less-risky loans such as mortgages
and payroll loans and decreased
auto lending.

CaixaBank's Profit Declines on
Charge Related to YPF's Seizure

CaixaBank, the third-largest lender
in Spain, said Jan. 31 that its profit
for the fourth-quarter declined due
to a charge incurred after
Argentina's nationalization in 2012
of oil company YPF, Bloomberg
News reported. CaixaBank is the
largest shareholder in Repsol, from
which Argentina's government
seized YPE CaixaBank's net income
declined to 45 million euros ($61
million) as compared to 57 million
euros in the same quarter a year
earlier.
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Itatt Unibanco Buying Control
of Chile's Corpbanca

Itat Unibanco has agreed to buy control
of Chile-based Corpbanca, Bloomberg
News reported Jan. 29. The Brazilian
bank, Latin America's largest by market
value, will inject $652 million into its
Chilean operation, which will then merge

Itan will inject $652 million into
its Chilean operation, which will

then merge with Corpbanca.

with Corpbanca, according to a regulatory
filing. Then, Corpbanca will cancel the
shares of Itat's Chilean unit and issue new
shares for a stock swap with Itat. Through
the deal, Itad will become Chile's fourth-
largest bank. It is currently the seventh
largest bank in Chile. The deal will also
open Colombia's retail market to Itad. The
Brazilian bank's CEO, Roberto Settbal, set
off a rally in Corpbanca shares in mid-
November when he said Itat considered
Chile's market a "priority."

Banco Santander's Fourth-Quarter
Profit More Than Doubles

Lower real estate provisions helped
Spain's Banco Santander more than dou-
ble its profit for the fourth quarter of
2013, the bank said Jan. 30 in announcing
its quarterly results, the Associated Press
reported. Although the bank's Latin
American units contributed the most to
consolidated profit, its operations in
Brazil and Mexico saw declines in profit.
Opverall, Santander's profit amounted to
1.06 billion euros ($1.44 billion) in the
final three months of the year. That com-
pared to profit of 423 million euros in the
fourth quarter of 2012. For all of 2013,
Banco Santander's profit was 4.37 billion

euros, a 90.5 percent increase as compared
to the previous year. The bank "is embark-
ing on a period of strong profit growth in
the coming years," said bank President
Emilio Botin. The results were short of
what analysts had expected. Net profit for
the fourth quarter was 13 percent below
consensus  estimates, according to
Citigroup, The Wall Street Journal report-
ed. Fourth-quarter net profit for
Santander's Brazilian unit declined 12.32
year-on-year to 1.4 billion reais ($575 mil-
lion) For the entire year, Banco Santander
Brasil saw 5.74 billion reais in net profit, a
decrease from 6.36 billion reais in 2012.
The Brazilian unit's total outstanding
loans increased 7.3 percent to 227 billion
reais. Provisions for bad loans decreased
to 2.4 billion reais as compared to 3.09 bil-
lion reais. Banco Santander Brasil's chief
executive officer, Jesus Zabalza, said Jan.
30 that the bank expects to grow its loan
portfolio faster than its private-sector
competitors in 2014, Reuters reported.
Zabalza said that credit markets returning
to normal, recover-

ing margins and

declining loan
defaults will help
boost lending.

Private-sector banks
will lend an increas-
ing amount this year
in Brazil while state-
run banks will ease Zabalza

up on lending, lead- File Photo: Banco

ing to a smaller lend- g.,1ander

ing gap between pri-

vate-sector and state-run banks, he added.
Last year, state-run banks in Brazil boost-
ed lending almost five times as fast as their
peers in the private sector. Banco
Santander's Mexican unit said its compa-
rable net income for the fourth quarter
declined 27 percent to 3.1 billion pesos
($231.8 million). The figure excludes
some one-off items. Grupo Financiero
Santander Mexico said its total loan port-
folio increased 13 percent year-on-year in
the fourth quarter. "We reported a strong
performance in loan and deposit growth
this quarter, ahead of industry growth
rates. This good performance came about
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even as we continue to face an environ-
ment of lower growth,” said the unit's
president and CEO, Marcos Martinez.

Chilean Securities Regulator Accuses
Brokerages in Manipulation Probe

Chile's securities regulator on Jan. 31
issued a formal accusation against several
brokerages in connection with an investi-
gation into market manipulation involv-
ing trading in fertilizer group SQM and its
holding companies, Reuters reported. The
regulator, known as SVS, has been investi-
gating trades at LarrainVial SA Corredora
de Bolsa, Banchile Corredores de Bolsa,
Citigroup Global Markets and Linzor
Asset Management, which is now called
CHL Asset Management Chile. The bro-
kerages have 20 days to respond.

Regulator Fines Banorte Unit for
Alleged Money Laundering Failures

A regulator has slapped a $475,000 fine
against a U.S. unit of Mexico's Grupo
Financiero Banorte for alleged failures in
its procedures to thwart money launder-
ing, The Wall Street Journal reported Jan.
28. The U.S. Financial Industry
Regulatory Authority, or FINRA, said it
fined New York-based Banorte-Ixe
Securities International for the alleged

Banorte said it will pay the
fine and has taken

corrective measures.

problems, which the regulator said
allowed suspicious transactions to avoid
being reported. "Banorte Securities
opened an account for a corporate cus-
tomer owned by an individual with
reported ties to a drug cartel and did not
detect, investigate or report the suspicious
rapid movement of $28 million in and out
of the account," said FINRA. The regula-
tor did not identify the customer. In addi-
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authorities feel that there is a housing
bubble in the making, and that the ever
higher balances on credit-card opera-
tions signal a potential moral hazard
which must be avoided. Ecuador has
recently lived through an economic
bonanza comparable to that of the
1970's, which ended badly. And while it
is the case that the financial community
does not always make the right decisions,
the government needs to understand
that unfettered spending is the single
most powerful determinant of all the
economic commotion."

Larisa Arteaga, director at

Fitch Ratings: "The authorities

have yet to specify the regulato-

ry measures contained in the
new 'Monetary and Financial Code,'
which  President  Rafael  Correa
announced on Jan. 4. Nevertheless, based
on the president's public statements,
Fitch believes that the regulators will like-
ly establish tighter lending controls simi-
lar to those in other less orthodox Latin
American countries. These controls
could likely include compulsory lending
requirements as well as the establishment
of more stringent caps and floors on
interest rates. President Correa stated
that these measures are politically orient-
ed to replace liberal ideas contained in
the current regulatory framework. In
Fitch's view, implementing these types of
measures could backfire and have a nega-
tive effect on the economy by reducing
banks' ability to expand credit. Fitch
believes that the outlook for the
Ecuadorean banking system in 2014 and
beyond is negative given the challenging

regulatory environment. Despite a slight
acceleration in economic growth this
year, Fitch expects any new regulatory
changes to hinder Ecuadorean banks'
credit growth and profitability. The
banks' income-generating capacity is
likely to be limited by lower margins
related to increased credit controls, high-
er provisioning requirements and lower
growth. It could be difficult for the banks
to generate balanced revenue growth fol-
lowing implementation of the new
‘Monetary and Financial Code." Lower
revenues will negatively affect the banks'
internal capital generation and thus
reduce their ability to expand credit.
However, even with the expected deterio-
ration in asset quality, liquidity and capi-
talization, these ratios should continue to
compare favorably to other banks that are
domiciled in countries with highly spec-
ulative sovereign ratings."

Georges Hatcherian, analyst

in the Financial Institutions

Group at Moody's Investors

Service: "Declining returns
derive from authorities' preference for
restricting and regulating banking activ-
ities, despite affecting profitability and
hence internal capital generation.
Returns on assets and equity of 0.9 per-
cent and 10 percent as of December
compare negatively with those of neigh-
boring Colombia (1.8 percent and 12.3
percent) and Peru (2 percent and 21.2
percent), while lower earnings also
impaired solvency, as equity comprised
9.5 percent of assets, 90 basis points
below 2011. We expect returns to dimin-
ish further in 2014 with the anticipated

Continued on page 6

tion, Banorte Securities did not investigate
several other suspicious transactions,
which included deposits and withdrawals
involving millions of dollars that hap-
pened over short periods of time, FINRA
said, adding that the unit also did not
adopt adequate anti-money laundering
procedures. Banorte Securities and its for-
mer officer in charge of anti-money laun-
dering and compliance "neither admitted
nor denied the charges but consented to

the entry of FINRA's findings," said the
regulator. Banorte said in a Mexican stock
exchange filing that it will pay the fine and
has taken corrective measures. "The man-
agement of Grupo Financiero Banorte is
permanently committed to complying
with applicable regulations in all the juris-
dictions where its units operate," the com-
pany said, adding that U.S. authorities
"have increasingly questioned the busi-
nesses of Latin American institutions."
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Citigroup Adding Staff to Mexico
Investment Banking Unit

Citigroup will add staff to its investment
banking unit in Mexico in order to meet
demand for advising on mergers, acquisi-
tions and issuance of equity, a top executive
told Bloomberg News Jan. 21. The lender
will expand its investment banking staff in
the country by 10 percent to 20 percent,
Alfredo Capote, Citigroup's head invest-
ment banker in Mexico, told the news serv-
ice in an interview in Davos, Switzerland.
He declined to say how many people are
currently on that staff in Mexico. "There's a
very important search for talent right
now," said Capote. "The idea is to invest
now because in two or three years there's
going to be significant growth with regards
to all of this." Investment banking in
Mexico has grown amid views that the
country will benefit from economic
growth in the United States. Also, Mexico's
opening of its energy industry to private
investment has raised expectations for
investment banking services.

Insurance News

Moody's Upgrades Ratings of
12 Bolivian Insurers

Moody's Latin America announced Jan.
30 that it has upgraded the global curren-
cy or national scale insurance financial
strength ratings of 12 Bolivian insurers.
The ratings agency said its move came
amid improvement in the Andean coun-
try's insurance operating environment.
"An improving operating environment
tends to have a positive influence on
insurers' credit profiles, as it translates
into improved business and financial fun-
damentals for participants in the industry
sector,” Moody's said in a statement.
Among the insurers upgraded were
Alianza  Seguros y Reaseguros,
Crediseguro Seguros Personales, La
Vitalicia Seguros y Reaseguros de Vida
and Nacional Vida Seguros de Personas.
Moody's said that further improvement in
Bolivia's operating environment, an
upgrade of the country's sovereign rating
and improved asset quality could lead to
further upgrades of the insurers' ratings.

Copyright © 2014, Inter-American Dialogue

Political News

Solis, Araya Head to April Runoff
in Costa Rican Presidential Race

Leftist former diplomat Luis Guillermo
Solis and ruling party candidate Johnny
Araya were the top vote-getters in Costa
Rica's presidential election Feb. 2, but

January 23-February 5, 2014

neither candidate won enough votes to
win a first-round victory, Reuters report-
ed. With 82 percent of polling centers
counted, Solis held a slim lead of 30.9
percent to Araya's 29.6 percent. The two
candidates are to face off in an April 6
runoff. Leftist lawmaker José Maria
Villalta of the Broad Front Party finished
in third place with 17.2 percent and con-
ceded. Villalta's voters could help boost

Advisor Q&A

What's Ahead for Costa Rica After Sunday's Election?

Outsider Luis Guillermo Solis,

who is running on an anti-cor-

ruption platform, and ruling

party candidate Johnny Araya
will face off in an April 6 runoff for Costa
Rica's presidency after finishing as the
top vote-getters in the first round on Feb.
2. Jose Maria Villalta of the leftist Broad
Front Party conceded after finishing
third. Will Villalta's voters switch their
allegiance to Solis in the runoff? What
would Araya have to do to best his rival
in April? What are the biggest chal-
lenges facing Costa Rica's next presi-
dent?

Kevin Casas-Zamora, secretary

for political affairs at the

Organization of American

States and former vice presi-
dent of Costa Rica: "The results of Costa
Rica's first-round election amount to a
political earthquake. By unexpectedly
topping the first round with 31 percent of
the vote, center-left candidate Luis
Guillermo Solis, from the PAC, has
become the favorite ahead of the runoff.
In contrast, the result marks a debacle for
the ruling PLN and its candidate Johnny
Araya, who got 29 percent after enjoying
commanding leads in polls for much of
the campaign. The 17 percent of the vote
reaped by leftist candidate José Maria
Villalta of the Broad Front is certain to
support Solis, who will also collect a
share of the anti-status quo vote that
went to other parties. They include the
right-wing Libertarian Movement, which
came in fourth with 11 percent. Hence,

by the look of it, Araya faces a nearly
insurmountable task in the runoff. His
result can only be read as a striking rejec-
tion of his leadership as well as of the
PLN administration led by President
Laura Chinchilla. All the same, Araya will
insist on the importance of well-tested
leadership to tackle the country's mount-
ing structural problems. This is some-
thing that Solis, a virtual unknown at the
start of the campaign, will be hard-
pressed to offer. In a country that appears
eager for change, this argument is unlike-
ly to get much traction. The allocation of
seats yielded by the congressional elec-
tion may, however, provide Araya with a
more promising campaign theme. Amid
a severe increase in legislative fragmenta-
tion, the PLN will remain the largest
party in Congress (18 seats out of 57).
The PAC will control a paltry 13 seats,
thus suggesting that in the event of a Solis
victory in the runoff, he will face very
severe challenges in governing. Such frag-
mentation and the serious weakening of
the PLN, long the pillar of the party sys-
tem, will make for a testy four years, dur-
ing which profound political, social and
economic reforms will be almost impos-
sible to adopt. The country is in dire need
of reforms to amend the dysfunctional
workings of its political system, an issue
that was, unfortunately, absent from
campaign debates."

Editor's note: More commentary gn this
topic appears in the Feb. 4|issue of the
Dialogue's daily Advisor.
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Solis in the second round. "Costa Rica's
time has come," Solis told supporters on
election night, Reuters reported. "From
coast to coast, the rising wave has become
a great tsunami that has washed away tra-
ditional politics forever." Solis, the candi-
date of the Citizens' Action Party, has
never been elected to office and had
trailed in polls leading up to the election.
Meantime, Araya's campaign has suffered
from corruption scandals in President
Laura Chinchilla's government. Araya, of
the ruling National Liberation Party, has
vowed during his campaign to reduce
poverty and has portrayed his leftist rivals
as threats to the Central American coun-
try's economy. "We represent the safe
road, the responsible road, to maintain
political, economic and social stability in
Costa Rica," Araya told supporters on
election night, Reuters reported. Araya
also suffered missteps during his cam-
paign, including during an interview
when he underestimated the price of
milk. A prosecutor's probe into embez-
zlement and abuse of authority allega-
tions stemming from Araya's time as
mayor of San José also likely lost him
some voters. At the same time, Solis'
promises to improve Costa Rica's infra-
structure and health care and also fight
corruption have won him support. The
next president will have to address a
growing government debt that amounts
to half of the Central American nation's
gross domestic product. "If they don't do
something, then this somewhat negative
trend on the debt could continue and that
could have an impact on the credit rat-
ing," Joydeep Mukherji, a sovereign cred-
it analyst at Standard & Poor's, told
Reuters.

Sanchez Cerén Narrowly Misses First
Round Victory in El Salvador

Leftist former guerrilla Salvador Sanchez
Cerén of the ruling Farabundo Marti
National Liberation Front (FMLN) nar-
rowly missed winning a first-round victo-
ry Feb. 2 in El Salvador's presidential elec-
tion and will head to a runoff with his
conservative rival, former San Salvador
Mayor Norman Quijano, on March 9,
Agence France-Presse reported. With 81
percent of the vote tallied, Sdnchez Cerén

Copyright © 2014, Inter-American Dialogue

had nearly 49 percent, just missing the 50
percent needed for a first-round victory.
Quijano, of the Nationalist Republican
Alliance, or Arena, garnered nearly 39 per-
cent of the vote. In
comments to
reporters on election
night, Sanchez Cerén
expressed confidence
that his supporters
would propel him
next month to the
presidency.  "They
gave us a triumph in Sanchez Cerén
the first round and File Photo: Sdnchez
we're sure that in the ceren campaign.
second round the dif-

ference will not be 10 points, it will be
more than 10 points, it will be a great vic-
tory," he said, AFP reported. For his part,
Quijano told supporters that making it
through the first round "is proof that we
can win." Quijano added that he was pre-
pared for a "great battle" in the runoff.
Voting was mainly calm, though turnout
was lower than in previous presidential
contests, election authorities said. The
FMLN ended conservatives' two-decade
hold on the presidency with current
President Mauricio Funes' victory in 2009.
The party tapped Sanchez Cerén as its
candidate as it seeks to fight rampant
crime and poverty. If elected, Sanchez
Cerén has vowed to head an inclusive gov-
ernment and has spoken of a "grand
national accord." At the same time, cor-
ruption allegations against former
President Francisco Flores, a campaign
advisor for Arena, have overshadowed
Quijano's campaign.

Economic News

Brazil Posts Record Trade
Deficit in January

Brazil posted a record trade deficit in
January as a higher level of imports of
consumer and capital goods outstripped
rising exports of raw materials, the coun-
try's trade ministry announced Monday,
Reuters reported. The trade deficit last
month amounted to $4.057 billion, slight-
ly larger than the country's trade deficit of
$4.035 billion in January 2013.

POLITICAL & ECONOMIC BRIEFS

Torrential Rains Have Killed
29 in Bolivia This Year

At least 29 people have died so far
this year in Bolivia because of tor-
rential rains that have hit the
Andean country, the government
said Feb. 3, BBC News reported. In
all, the rains have affected more
than 35,000 families, according to
the defense ministry. Beni province
in the northeastern part of the
country has been hardest hit, along
with La Paz and Cochabamba. In
addition to the confirmed deaths, at
least five people have been reported
missing.

Obama Calls for Immigration
Reform in State of the Union

In his State of the Union speech Jan.
28, U.S. President Barack Obama
called on Congress to pass compre-
hensive immigration reform. "If
we're serious about economic
growth, it is time to heed the call of
business leaders, labor leaders, faith
leaders, law enforcement—and fix
our broken immigration system,"
said Obama. "When people come
here to fulfill their dreams—to
study, invent, contribute to our cul-
ture—they make our country a
more attractive place for businesses
to locate and create jobs for every-

body."

Mexico's Factory Sector
Sentiment Rises in January

Sentiment in Mexico's factory sector
hit its highest level in a year as
increases in new orders and output
suggest the sector is picking up after
a slowdown last year, according to
the HSBC Mexico Manufacturing
Purchasing Manager's Index survey
released Feb. 4, Reuters reported.
The index rose to a seasonally-
adjusted 54.0 in January, up from
52.6 in December. A number larger
than 50 signals growth.
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new banking code which would aim for
greater investment and lending regula-
tions. These could include higher mini-
mums for liquidity placements in the
country, especially in instruments of
public entities, addressing the govern-

e expect returns to
diminish further in 2014...%°

— Georges Hatcherian

ment's concerns about negative trends in
the balance of payments. We would also
expect specific requirements to finance
public consumption and investment,
particularly in the oil refining and
hydroelectric sectors, as refined oil
imports are a key driver of the current
account deficit. Tighter bank regulations
may also compress profit margins by

restricting banks' ability to set lending
rates. This would add to potential higher
funding costs from a tighter U.S. mone-
tary policy, which will fully affect
Ecuador as a legally dollarized economy.
Banks will thus need to optimize their
cost structure to protect returns. Lower
earnings and capital generation will cur-
tail lending, affecting an already weaken-
ing economic growth. Loans grew 9.5
percent in 2013, down from 15 percent
and 20 percent in 2012 and 2011. GDP
growth, in turn, is expected to slow to 3.5
percent in 2014, from 3.7 percent and 5.1
percent in 2013 and 2012."

Editor's note: The Advisor requested a
commentary on this topic from the
Ecuadorean Embassy in Washington, but
the embassy did not submit one by our
deadline.

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

Subscribers can now access more than 2,000 archived editions of the
Latin America Advisor through a new IP-protected, keyword search por-
tal. That's more than 6,000 expert commentaries, all at your fingertips.
Send an email to freetrial@thedialogue.org for access.
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