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What Will Rousseff's Second Term Mean for Banks in Brazil?

Earlier this year, Brazil's central

bank eliminated 70 billion reais

($27.7 hillion) worth of reserve

and capital requirements for the
country's banks in an effort to speed the
growth of credit. However, Bloomberg
News reported in September that large
banks are seeing little demand for more
loans as consumers and businesses are
remaining cautious. Will bank lending in
Brazil pick up over the next 12 months?
What does President Dilma Rousseff's
second-term election victory last month
mean for Brazilian banks? Will the gov-
ernment take additional measures in the
coming year to encourage banks to lend
more?

Riordan Roett, director of the

Latin American Studies program

at the Johns  Hopkins

University's School of Advanced
International Studies: "Brazil is in a techni-
cal recession. After running a primary sur-
plus for many years, this year it is running
a primary deficit. As Tony Volpon at
Nomura Securities International has com-
mented recently, anything short of a mean-
ingful increase in fiscal effort, return in
confidence that boosts growth and a drop
in real interest rates will likely lead Brazil
down the path of losing its investment-
grade status over the next two years. In that
bleak environment, it is difficult to imagine
that the Brazilian banking system will
undertake a robust program of lending

even if there were potential customers.
Given the low or no growth that is forecast
for this year and 2015, already heavily
indebted Brazilians will be reluctant to
acquire more credit-card debt or make
large purchases financed through bank
loans. President Rousseff's decision to
postpone the appointment of a new
finance minister until after the upcoming
G-20 meeting will do little to instill confi-
dence regarding the economic direction of
the country in 2015. The second Rousseft
administration may pressure banks to lend

Continued on page 3

Bank of Nova Scotia Cutting
1,500 Jobs in Cost-Saving Effort

Scotiabank announced Nov. 4 that it
plans to cut 1,500 jobs as part of its cost-
saving measures. The Toronto-based
bank, led by CEQ Brian Porter, also said
it is writing down its investment in
Venezuela. See story on page 2.

File Photo: Scotiabank.
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FINANCIAL SERVICES BRIEFS

U.S. Reportedly Probed Banco
de la Nacion Argentina

U.S. authorities last year investigated
the New York branch of Banco de la
Nacién Argentina in connection
with an alleged money laundering
scheme by one of its clients, The
Wall Street Journal reported Nov. 9.
The branch processed thousands of
checks for German Coppola, an
Argentine working with La Moneta
Cambio, an Argentina-based money
transmitter, according to a com-
plaint filed last year by the U.S.
attorney's office in Montana.
Prosecutors say Coppola helped La
Moneta move approximately $60
million. No charges have been filed.
Coppola has denied wrongdoing
and is discussing a settlement. An
attorney representing the majority
owner of La Moneta declined to
comment to The Wall Street Journal,
as did a representative from Banco
de la Nacién Argentina.

Fibra Hipotecaria Launches
Initial Public Offering

Mexico City-based Fibra
Hipotecaria, known as FHipo,
raised 8.625 million pesos ($634.2
million) Nov. 5 in a public offering,
the first ever for a mortgage trust in
Mexico, El Economista reported.
FHipo,which is administered by
Concentradora Hipotecaria, sold
about 345 million shares at 25 pesos
each.

Scotiabank Invests $8.24 Mn in
New Jamaica Financial Center

Toronto-based Bank of Nova Scotia
has invested 9.3 million Canadian
dollars ($8.24 million) in its second
financial center in Jamaica, the
Jamaica Gleaner reported Oct. 31.
The facility, which will be in
Montego Bay, will open in mid-
November and will offer retail bank-
ing, investment and other services.

Copyright © 2014, Inter-American Dialogue

Financial Services News

Bank of Nova Scotia to Cut Jobs,
Write Down Venezuela Investment

Bank of Nova Scotia said Nov. 4 that it
plans to cut 1,500 jobs, two-thirds of which
will be in Canada, and also write down its
investment in Venezuela, Bloomberg News
reported. Scotiabank said that it will take a
charge of 451 million Canadian dollars
($396 million), which in part reflects a
lower exchange rate used to value its hold-
ing in a Venezuelan lender. The Toronto-

Scotiabank said it expects to
have $120 million in
"ongoing cost savings" due to

the restructuring by 2016.

based bank, Canada's third-largest by
assets, added that soured loans in the
Caribbean were also partially responsible
for the write-down. The charge, to be taken
in the fourth quarter, will lower the bank's
diluted earnings per share by 28 Canadian
cents and will also reduce Scotiabank's
common equity Tier 1 ratio by 10 basis
points. "Notwithstanding these unusual
charges, we remain confident that our 2014
reported results will be within our financial
objectives for the full year," Scotiabank's
chief executive officer, Brian Porter, said in
a statement. As part of the job cuts,
Scotiabank said it will eliminate some
head-office positions and also shutter or
shrink some 120 branches in the bank's
international banking division. The lender
said it expects to have $120 million in
"ongoing cost savings" due to the restruc-
turing by 2016. The previous week,
Scotiabank said in a statement to Mexico's
stock exchange that it plans to invest 3.6
billion pesos ($268 million) in Mexico over
the next five years to improve its opera-
tions and expand its distribution network,
Bloomberg News reported. Scotiabank,

Mexico's seventh largest bank by assets,
also said it will increase lending to energy
projects by up to as much as $10 billion
over the next five years.

U.S. May Allow Bankers' Extradition
to Ecuador: Foreign Minister

The United States may allow the extradi-
tion of brothers Roberto and William
Isaias, bankers who fled to the United
States in 2000 and are wanted in Ecuador
after being sentenced in absentia in 2012
to eight years in prison for embezzlement,
Ecuadorean Foreign Minister Ricardo
Patifio said Nov. 6, TeleSur reported.
Patino made the announcement after
meeting with the State Department's top
envoy for the Western Hemisphere,
Roberta Jacobson. The U.S. diplomat had
traveled to Quito on
a trip to strengthen

bilateral relations.
The Isais brothers
had owned

Filanbanco, a pri-
vate bank that faced
a liquidity emer-
gency in 1998 in the
midst of Ecuador's Patifio

banking crisis and File Photo: Ecuadorean
later went bankrupt. Government.

The New York Times

reported earlier this year that relatives of
the brothers donated $90,000 to help re-
elect U.S. President Barack Obama in
2012 and since 2010 have also donated
$320,000 to other political campaigns,
including those of several members of
Congress. Ecuador's government has
accused the brothers of involvement in a
scheme to loan money to businesses they
controlled and then get bailout money
from the government by presenting fake
balance sheets, The New York Times
reported in March. The South American
country's government said it lost in excess
of $400 million, and Interpol issued an
international alert for the brothers.
People familiar with the case, however,
have said that the government has used
the brothers as scapegoats and that they
have little chance of being tried fairly in
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Ecuador. In addition to the Isaias broth-
ers, former Ecuadorean President Jamil
Mahaud, who was in office during the
banking crisis, is also living in the United
States and could be extradited back to
Ecuador, Patifio said Nov. 6. The cases are
among a larger battle between Quito and
Washington over wanted extraditions. For
more than two years, Ecuador has shel-
tered WikiLeaks founder Julian Assange at
its embassy in London. The South
American country has also expressed the
possibility that it would grant asylum to
former U.S. intelligence contractor
Edward Snowden, who is currently living
in Russia.

Banco do Brasil Reports 11 Percent
Rise in Third-Quarter Profit

Banco do Brasil on Nov. 5 reported an 11
percent increase in third-quarter profit
on higher loan revenues, meeting the
expectations of analysts, Bloomberg News
reported. The adjusted net income of the
bank, Latin America's largest by assets,
grew to 2.89 billion
reais ($1.16 billion),
as compared to 2.61
billion reais for the
same period last
year. The figures
exclude one-time
charges. On average,
analysts in a recent
Bloomberg survey
had expected adjust-
ed net income of
2.84 billion reais for
this year's third
quarter. Banco do Brasil's net income rose
3 percent to 2.78 billion reais. The bank,
headed by Chief Executive Officer
Aldemir Bendine, has been charging its
borrowers higher rates of interest as the
central bank has hiked the benchmark
Selic rate in its effort to curb inflation.
Banco do Brasil's net interest income rose
in the third quarter to 12.5 billion reais, as
compared to 11.6 billion reais a year ago.
The government-controlled bank also
said its loan book grew 12 percent to
732.7 billion reais at the end of the quar-
ter. The bank's stock has risen 18 percent
this year, as compared to 5.6 percent for
the benchmark Ibovespa index.

Bendine

File Photo: Banco do
Brasil.
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Brazil's Itat Reports 36 Percent
Rise in Profit for Third Quarter

Brazil's Itau Unibanco Holding, the
country's largest bank by market value,
said Nov. 4 that its profit for the third
quarter increased 36 percent year-on-
year, beating analysts' estimates,
Bloomberg News reported. The bank said
higher lending margins and service fees
fueled the profit increase. The bank's
recurring net income for the third quar-
ter, excluding one-time charges, rose to
5.46 billion reais ($2.19 billion), as com-
pared to 4.02 billion reais for the same
period of 2013. Eleven analysts surveyed

by Bloomberg had expected, on average,
recurring net income of 5.04 billion reais.
The bank's net income grew 35 percent,
to 5.4 billion reais. Itad's chief executive
officer, Roberto Settbal, has been increas-
ing lending margins as well as banking
fees amid a declining level of competition
from state-owned banks. The bank's net
interest income increased by 18 percent
year-on-year to 7.84 billion reais. The fig-
ure represents revenue from interest the
bank earned on assets as compared to
payments it was obligated to pay deposi-
tors. Itat Unibanco's banking fees rose 18
percent in the third quarter to 6.56 billion
reais.

Featured 0&A
Continued from page 1

more next year, but with interest rates at
11.25 percent, and the real possibility of
another increase in December, the eco-

€€ Already heavily indebted
Brazilians will be reluctant
to acquire more credit-card debt

or make large purchases financed

through bank loans.

— Riordan Roett

nomic outlook appears to be deteriorat-
ing for the foreseeable future. It may well
be that the fiscal challenges that the gov-
ernment will confront next year will
place less priority on bank lending than
earlier this year."

Marta Garcia, associate attor-
ney, and Marta Colomar-
Garcia, partner, at Diaz, Reus &
Targ, LLP: "Without a doubt,
Dilma Rousseff's main challenge is eco-
nomic recovery. Many have been detrac-
tors of Rousseff. She received Brazil four
years ago from Lula da Silva when the
country was growing at an annual rate of
7.5 percent. Now, Brazil is in a recession.
Some analysts base Brazil's past growth
on favorable conditions, where Lula's

economic austerity was accompanied by
the recovery in the markets for raw mate-
rials such as soy, meat and iron. However,
as consumption increased, Brazil's inter-
nal production did not increase at the
same rate, and the country became more
dependent on exports, especially from
China. Brazil has systemic problems such
as inflation and a very complex and inef-
ficient tax system, which hurts corporate
cash flow. Rousseft's government will
have to work to strengthen and offer
financing to domestic businesses so the
country can increase its exports and
lessen its dependence on imports. This
funding of domestic businesses should be
used to bridge the gap on the high infla-
tion that has elevated costs and is ulti-
mately damaging domestic consumption.
However, challenges are already arising.
Last week, Brazilian state development
bank BNDES, the main source of corpo-
rate financing, announced that if the gov-
ernment does not inject a substantial
amount of capital, the bank might be
forced to scale back loans. During Brazil's
growth period, the middle class grew
exponentially. This middle class however,
is not spending right now. This has
already been announced by Moody's,
which noted that despite growth of the
middle class, Brazil had reached its ceiling
and that a slowdown in consumer loans
would ensue. Rousseff's government
seemed to take note of this fact and

Continued on page 6
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Argentina's Grupo Financiero Galicia
Beats Estimates on Earnings

Argentina's Grupo Financiero Galicia on
Nov. 5 reported net earnings of 931.2 mil-
lion pesos ($110.5 million) for the third
quarter, an increase from 536 million
pesos in the same quarter last year, Reuters
reported. The banking conglomerate beat
the median estimate of 815 million pesos
in a survey of analysts by the wire service.
Grupo Financiero Galicia controls Banco
Galicia, the South American country's
largest private bank. Consumers in
Argentina have increased spending levels
in order to avoid future price hikes in the
country, where inflation is nearing 40 per-
cent, private analysts have said, adding
that banks have benefitted from the inter-
est they charge on credit cards.

Santander to Boost
Stake in Brazilian Unit

Spain's Santander said Oct. 31 that it
plans to increase the stake it holds in its
Brazilian unit to 88.3 percent by buying
out minority shareholders, Reuters
reported. In mid-September, the bank
launched an offer for the almost 25 per-
cent of the sub-
sidiary that it does
not already own.
Investors represent-
ing 13.65 percent of
Santander Brasil's
capital accepted the
offer, the bank said.
The Spanish bank
also said it planned
Botin to issue approxi-
mately 370.9 million
new shares, which
would be worth some 2.6 billion euros
($3.3 billion) at current share prices in
order to finance the deal. Santander would
do the transaction through a share swap,
Reuters reported. The new shares would
represent about 3 percent of the bank's
capital. Santander has been trying to boost
returns in the Brazilian subsidiary, which
has struggled amid Brazil's shaky econo-
my. Latin America's largest economy
entered a recession in the second quarter
when it marked its second consecutive
quarter of contraction. Ana Botin, who

File Photo: Santander.
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Advisor Q&A

How Business-Friendly Is Latin America & the Caribbean?

The World Bank recently
released its annual "Doing
Business 2015" ranking of the
ease of doing business in coun-
tries across the globe, which this year
saw Colombia replace Chile as the best
country in which to conduct business in
the region, while Brazil ranked in the
region's bottom five, behind countries
like the Dominican Republic and
Ecuador, and Jamaica made a leap
upward from 85th to 58th place. The
report also found that 32 economies in
the region passed at least one regulatory
reform to improve the business environ-
ment over the last year. How well is the
region doing in facilitating business?
What reforms have been most success-
ful, and what more needs to be done?

Jerry Haar, visiting scholar at
Harvard and Georgetown uni-
versities and a professor of
business at Florida
International University: "The region
continues to excel at mediocrity. Is it
improving in facilitating business? Yes,
but it is being outpaced by other regions.
Sub-Saharan Africa accounts for the
largest regulatory reforms; and that
region along with East Asia and the

took over as Santander's chairwoman after
the September death of her father, Emilio
Botin, said recently that she expected
Brazil's economy to improve. Botin added
that she would continue the bank's efforts
at international diversification. The buy-
out offer that Santander extended to
shareholders was made at the equivalent
of 15.31 reais ($6.37) per share. That rep-
resented a premium of 20 percent to the
stock price when it was first announced in
April. The stock price has since rallied,
however, shrinking the premium.
Santander said Oct. 31 that Santander
Brasil shareholders who did not accept the
tender offer would not be able to receive a
buyout of their shares at the same terms
for the next three months.

Pacific scored the biggest average
improvement in making it easier to do
business. Central Europe and Central
Asia have also improved significantly.
Additionally, the gap within the Americas
region is widening. Whereas Colombia,
Peru, Chile and Mexico can proudly
claim to be among the top 50 nations out
of 189 in the ease of doing business,
Argentina, Brazil and Venezuela (124, 120
and 182 respectively) and most of
Central America and the Caribbean rank
in the bottom half or bottom third of the
latest survey. The region has made the
most progress in strengthening legal
institutions—the least in the complexity
and cost of the regulatory processes.
Hopefully, in the future Doing Business
will refine some of its indicators (for
example, 'getting electricity' is not the
same as 'getting reliable, uninterrupted
electricity') and include one of the most
important factors in the business envi-
ronment for local and foreign firms
alike—especially for Central America—
namely, public safety."

Editor's note: More commentary on this
topic appears in the Nov. 5 issue of the
Dialogue's daily Advisor.

Political News

China Railway Construction
Threatens Action Against Mexico

China Railway Construction Corp. has
threatened legal action against Mexico
over the government's cancellation of a
$4.3 billion contract for a high-speed train
line, Bloomberg News reported Nov. 10.
"Our company is extremely shocked,” by
the cancellation, the Beijing-based compa-
ny said, according to China's Xinhua news
agency. "We will resort to legal means to
protect the company's legitimate interest
when it's necessary." Mexican President
Enrique Pefia Nieto's government rescind-
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ed the contract last week, saying there were
"doubts and concerns" about the bidding
process that resulted in a consortium led
by the Chinese company winning the con-
tract. On Nov. 9, Mexico-based news Web
site Aristegui Noticias
reported that one of
the Mexican compa-
nies in the consor-
tium, Grupo Higa,
built a mansion in
Mexico City for Pefia
Nieto's family. In a
statement Sunday, the
president's office said
First Lady Angélica
Rivera purchased "real
estate assets” from
Ingenieria Inmobiliaria del Centro and is
continuing to make payments. Ingenieria
Inmobiliaria del Centro is part of Grupo
Higa. Aristegui Noticias reported that
Grupo Higa's companies won $652 million
worth of contracts from Mexico state dur-
ing the time that Pefia Nieto was governor
there. Rivera told Hola! magazine last year
that the mansion would be the couple's
home after Peia Nieto leaves office.

Pefia Nieto

File Photo: Mexican
Government.

Guyana Leader Suspends Parliament
to Avoid No Confidence Vote

Guyanese President Donald Ramotar on
Nov. 10 used an obscure constitutional
provision to suspend the country's parlia-
ment in an effort to avoid a no confidence
vote in his government, BBC News report-
ed. Under a provision known as "prorogu-
ing," Ramotar said he would suspend the
parliament for up to six months. "Fellow
Guyanese, my decision to exercise this
constitutional option was not taken light-
ly, but it was the sole recourse that was left
to me to ensure that the life of the 10th
Parliament was preserved," Ramotar said
in a statement. Ramotar made the move as
lawmakers were returning after a two-
month recess. Ramotar's action will allow
his administration to work with the par-
liament, which is controlled by the oppo-
sition, without calling early elections, the
Associated Press reported. Ramotar also
said that he was suspending parliament in
order to help protect the country's eco-
nomic progress, Tirme magazine reported.
"My appeals to return to normalcy, to con-

Copyright © 2014, Inter-American Dialogue

structively address the many important
issues confronting us in Guyana, appear to
have fallen on deaf ears,"” Ramotar said.
"The opposition in parliament intends to
end the life of the 10th parliament with
immediate effect, dashing all hopes for
urgent attention to issues relating to eco-
nomic growth, social services and yes, the
holding of local government elections."
Opposition politicians blasted Ramotar's
decision. Moses Nagamootoo, whose
party proposed a no confidence vote in
September, called Ramotar's administra-
tion "a recalcitrant and renegade govern-
ment," BBC News reported. Another
opposition leader, Brigadier General
David Granger, a retired army command-
er, said the suspension amounted to a
"denial of democracy."

Economic News

Mexican Central Bank Keeps
Key Interest Rate Unchanged

In a widely expected decision, Mexico's
central bank on Oct. 31 kept its bench-
mark interest rate unchanged, saying it
expects inflation to ease next year amid a
moderate economic recovery, The Wall
Street Journal reported. The bank kept the
overnight lending rate at 3 percent, a
record low. Eleven of the 12 economists in
a recent poll by the newspaper expected
the bank to keep the rate unchanged, with
one expecting a 25-basis-point increase.
The country posted economic growth that
was weaker than expected in August. That
month, Mexico's economic activity grew
only 1.3 percent as compared to August
2013, but the central bank said the econo-
my appeared to have gotten stronger in
the third quarter as compared to the year's
first half. In the first six months of this
year, Mexico's gross domestic product
grew 1.7 percent year-on-year. For this
year, the central bank is expecting GDP
growth of between 2 percent and 2.8 per-
cent. The central bank said that its outlook
for inflation remains the same, adding
that it expects the country's consumer-
price index to stand at 4 percent at the end
of the year and decline toward the central
bank's target of 3 percent in the middle of
next year.

POLITICAL & ECONOMIC BRIEFS

Protesters Block Road
to Acapulco's Airport

Thousands of Mexicans protesters
angry at the government's handling
of the case of the 43 students who
went missing in the town of Iguala
in late September on Nov. 10
blocked access to the Acapulco air-
port for three hours and clashed
with police, BBC News reported. On
Nov. 7, officials said that gang mem-
bers had confessed to killing the stu-
dents and burning their bodies.
Family members of the missing stu-
dents, who have been very critical of
the authorities' handling of the situ-
ation, said they will not believe the
claim until independent forensic
tests confirm it.

Argentina's Fernandez Released
From Hospital, Ordered to Rest

Argentine President Cristina
Ferndndez de Kirchner has been dis-
charged from a hospital in Buenos
Aires where she had been for a
week, suffering from intestinal prob-
lems and a fever, BBC News report-
ed Nov. 9. Doctors diagnosed the
president with an intestinal infec-
tion and have ordered her to take 10
days of bed rest. Just over a year ago,
Ferndndez had surgery to remove a
blood clot in her brain that required
six weeks of rest.

Chile's Consumer Prices Rise
More Than Analysts Expected

Consumer prices in Chile jumped
last month more than twice as much
as analysts had expected, Reuters
reported Nov 6. Prices rose 1 per-
cent last month, according to the
National Statistics Institute, pushing
annual inflation to 5.7 percent, its
highest rate in nearly six years.
Analysts in a Reuters survey had
expected a median price increase of
0.4 percent in October.
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pushed to offer cheap loans to Brazilians
in the hopes of increasing consumption.
Analysts and markets are still skeptical of
her strategy as Brazilian consumers now
seem to be wary and rational when con-
suming. Only a fall in market prices
added to better consumer interest rates
will increase consumption in Brazil."

Fernando Mello, Brazil-based

consultant and journalist for

publications including E/ Pais,

Folha de S. Paulo and Brio
Media: "Dilma Rousseff's electoral cam-
paign connected private banks and inter-
est rates with poverty and hunger. In one
of her television ads, an empty plate
showed the words 'interest rates,' making
this explicit connection. Now, the cam-
paign is over and the reality imposes
itself. In the next 12 months, credit might
decrease for some reasons. First, the real
increase of credit to consumers is around
4 percent, considering the accumulated
result for 12 months, but the curve is
already coming down. In addition, the
labor market will not allow a new credit
expansion. In the past months, the indus-

try is eliminating jobs and the data for
new jobs created is expected to end 2014
with similar results as 2009, after the
world economic crisis. Without employ-
ment and income, it will be hard to
increase credit. Since the beginning of
Rousseff's term, the credit offered
through public banks increased 10 per-
centage points, from 20 percent to 30
percent of GDP. Some pressure is expect-
ed on the private banks. This happened
in the past years with pressure to reduce
spreads. At the same time, banks are
reducing credit, while the government
keeps trying to force lending. The way the
Brazilian government is trying to do this
is through compulsory deposits for
banks. This might increase again in the
next months. The real issue, however, is
that the problem in Brazil is not the sup-
ply of credit, but rather the lack of
demand. For banks, the situation is the
result of the Brazilian economy. In this
sense, expectations are not the best."

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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