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Should Mexico Impose New Regulations on 'Sofipos'?

Mexico's financial regulator,

CNBYV, is considering new rules

for popular financial societies,

or Sofipos, following the govern-
ment's seizure of Ficrea SA, whose col-
lapse amid an alleged fraud led to losses
for some 6,000 savers. New regulations
could include changes to asset concen-
tration limits, CNBV's vice president said
earlier this month. Do consumers face
increased risk putting their money in
Sofipos as compared to banks? Do con-
sumers in Mexico have enough protection
from fraud involving Sofipos? What kinds
of reforms are needed in the industry?

Felipe Carvallo Mendoza, vice

president and senior analyst at

the Financial Institutions Group

of Moody's de Meéxico: "Earlier
this month, the Mexican Congress estab-
lished a special commission to reform the
law that governs cooperative finance com-
panies, the so-called sociedades financieras
populares (Sofipos). There is today a very
limited regulatory and supervisory frame-
work for these types of entities in Mexico.
A reform to the 'Law of Savings and
Popular Credit' will be credit positive if it
focuses on enhancing the corporate gover-
nance, risk management practices and
transparency of Sofipos. The guidelines
published by the Ministry of Finance and
Public Credit and the banking regulator in
the Official Gazette on Jan. 12 are a step in
the right direction. The new guidelines

include stricter requirements for opera-
tions with related parties so as to minimize
conflicts of interest, stricter external audit-
ing and accounting standards and steps
toward the homogenization of capitaliza-
tion rules with those of other types of
finance companies. However, some legisla-
tors who will participate in the special
commission have also proposed an increase
in the deposit insurance coverage available
to Sofipo savers, which could actually be
credit negative. If any increase in deposit
insurance coverage is not accompanied by

Continued on page 3

CEO Denies Rumors Citi
Is Seeking to Sell Banamex

Citigroup's chief executive officer,
Michael Corbat, said Jan. 23 that the
New York-based financial services com-
pany is not seeking to sell its Mexican
unit, Banamex. Citi is committed to the
unit, Corbat said. See story on page 2.

File Photo: Citigroup.

FEATURED Q&A: Should Mexico Impose

New Regulations on 'Sofipos'?.......ccccovermrerreenncs 1
CEOQ Denies Rumors Citi
Is Seeking to Sell BanameX.........cccccceeueerreeenennn. 2

Bank of Nova Scotia Seeking
More Deals in Latin America: CEO.........cccn....... 2

Copyright © 2015, Inter-American Dialogue

Mexico's Banorte Reports

5.4 Percent Increase in Q4 Profit......c.ccccouvveunnne 2

Diebold Planning to Merge

Brazil, Latin American Operations...........cc.oe...... 2

Korean Banks Increasingly

Focused on Latin America: Report........cccceuuenee. 2

Growth in Brazil's Mortgage
Financing Level SIUMPS.....c..cocovemrrereneieneeresirennns 3

Argentine Farmers' Groups

Close State Bank Accounts in Protest................ 3

Economic and Political News:

Argentina, Cuba, Costa Rica and More........... 4-5

Page 1 of 6


http://www.dof.gob.mx/nota_detalle.php?codigo=5378346&fecha=12/01/2015

Inter-American Dialogue’s Financial Services Advisor

FINANCIAL SERVICES BRIEFS

Mexico's Banorte Reports 5.4
Percent Increase in Q4 Profit

Grupo Financiero Banorte on Jan.
22 reported a 5.4 percent year-on-
year increase in profit for the fourth
quarter, Reuters reported. The
Mexican bank said it had 3.819 bil-
lion pesos ($259 million) in profit
for the final quarter of 2014. That
compared to 3.622 billion pesos in
profit for the fourth quarter of 2013.
The bank added that its loan portfo-
lio grew 11 percent to 472 billion
pesos.

Diebold Planning to Merge Brazil,
Latin American Operations

U.S. ATM and bank security equip-
ment maker Diebold said Jan. 15
that it is merging its Brazil and Latin
America operations into a single
division in an effort to increase effi-
ciency. Diebold CEO Andy W.
Mattes said the move "will enable us
to fully leverage our resources in
Brazil for the entire region and
unlock more opportunities to drive
growth, improve efficiencies and
reduce costs."

Korean Banks Increasingly
Focused on Latin America: Report

South Korean banks are increasingly
looking to expand into Latin
America, Business Korea reported
Jan. 14. Shinhan Bank opened an
office in Mexico City in 2008 and is
planning to establish a subsidiary
there in March. Korea Exchange
Bank and Woori Bank are also
planning to open offices soon in
Mexico, with others looking to
expand into Brazil. Several Korean
firms, such as Samsung and
Hyundai, have operations in Latin
America. Also, Korea Exchange
Bank opened an office in Chile in
2008, while Industrial Bank of
Korea wants to gain a regional pres-
ence by working with Santander.
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CEO Denies Rumors Citi Is
Seeking to Sell Banamex

The chief executive officer of Citigroup
recently denied rumors that the financial
services company is seeking to sell its
Banamex unit in Mexico, Forbes reported
Jan. 23. "We are not a seller of Banamex.
And T don't think we can be any more
clear about that," Michael Corbat said in a
conference call to announce earnings for

€€ We are not a seller
of Banamex. And I don't think
we can be any more clear
about that.”’

— Michael Corbat

the fourth quarter. "I've spoken directly to
it and the importance of the franchise and
why we're so constructive on our position
in Mexico and why we think Banamex is
the right way to express that in Mexico. So
we think [it's] a terrific franchise. We're
committed to it. And we think there's very
good things ahead coming out of that
business." Corbat made the statement in
response to a question by an analyst at
UBS Securities who asked Corbat about
"noise and speculation color in the market
on Banamex" in addition to the interest of
potential bidders for Banamex, the sec-
ond-largest bank in Mexico. On Jan. 12,
Dario Celis, a columnist with Mexican
daily newspaper Excelsior, raised the idea
that Citi might want to sell Banamex due
to "anticipation of potential sanctions by
the U.S. Department of Justice against
Banamex and Citi." The past year has been
difficult for Banamex. In February, Citi
announced that as much as $400 million
was misappropriated in a fraud involving
oil services company Oceanografia. The
U.S. Securities and Exchange Commission
was investigating possible lax compliance
with banking regulations involving the
matter. In October, Citigroup discovered
problems including the possibility that

Banamex's security unit was receiving
kickbacks after overcharging vendors.
Corbat has consistently voiced support for
Banamex. In a September event with
Mexican President Enrique Pena Nieto,
Corbat pledged to spend $1.5 billion over
four years to improve Banamex's back-
office operations and technology systems.

Bank of Nova Scotia Seeking More
Deals in Latin America: CEO

Bank of Nova Scotia, or Scotiabank, is
seeking more deals in Latin America and is
paying particularly close attention to
Mexico, Chief Executive Officer Brian
Porter said Jan. 15, Bloomberg News
reported. "We intend to continue to be
acquisitive as a bank," Porter said at a con-
ference on mergers
and acquisitions in
Toronto. The bank is
preparing for consol-
idation among
Mexican  lenders,
Porter added. "We're
trying to run our
bank as efficiently as
we can in Mexico, Porter
we're making the
technology improve-
ments and upgrading people, all those type
of things, to get ready for what we view as
the next round of consolidation," he said,
according to Bloomberg. "I don't know
whether it's going to happen in '15, '16 or
'17, but we want to be in the room for it."
Spain's Banco Santander, Banco Bilbao
Vizcaya Argentaria and Britain's HSBC
are scaling back in the region, creating an
opportunity to buy, said Porter. "We're still
seeing some of the global banks shedding
assets in what they call non-core, and we're
taking advantage of that," said Porter. He
added that Scotiabank has not encoun-
tered much competition when bidding for
assets in Latin America. In December,
Scotiabank agreed to buy the Peruvian
retail- and commercial-banking business
of Citigroup for an undisclosed amount.
Scotiabank also has three deals that are
awaiting completion in Peru, Uruguay and
Chile, Porter added.

File Photo: Scotiabank.
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Growth in Brazil's Mortgage
Financing Level Slumps

The level of mortgage financing is slow-
ing in Brazil amid higher borrowing
costs, an anemic economy and falling
consumer confidence, an industry group
said Jan. 21, Reuters reported. The
amount of mortgages funded by Brazil's
SBPE savings and loan system amounted
to 112.9 billion reais ($43.4 billion) in

Last year marked the slowest
annual increase in mortgages

in at least 11 years.

2014, a 3.4 percent increase as compared
to the previous year, according to Abecip,
which represents Brazilian mortgage
lenders. The 2014 increase represented
the slowest growth in at least 11 years. In
2013, the amount of mortgages that were
disbursed by SBPE jumped 32 percent.
The slowing growth "is coherent with the
economic reality facing Brazil at the
moment," said Abecip's president,
Octavio de Lazari Jr.

Argentine Farmers' Groups Close
State Bank Accounts in Protest

Two of Argentina's main farmers' organi-
zations have closed their accounts at state-
run Banco de la Nacién Argentina, the
country's largest bank, in protest of its
refusal to extend credit to farmers who are
holding on to some of their soybeans,
Bloomberg News reported Jan. 14.
Sociedad Rural said the bank aims to
"harm the farmer by obliging him to sell
up to the last bean." The Argentine Rural
Confederation also said it will close its
account at the bank. The bank has not
commented on its policy of not financing
farmers who are keeping soybeans, but
President  Cristina  Ferndndez de
Kirchner's cabinet chief, Jorge Capitanich,
recently accused farmers of harming state
financing by hoarding the commodity.
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tighter regulations, it could increase
moral hazard and incentivize Sofipos to
take on even more risk. Moreover, cur-
rent proposals are relatively limited with
regard to their scope; they do not address
a number of similar types of financial
institutions, such as credit unions, coop-
eratives and finance companies that are
also subject to limited regulation. While
Sofipos and other regulated finance com-
panies control a small 2 percent of total
lending as of June 2014, they could help
the government achieve its aim to
increase intermediation in Mexico, espe-
cially for the underbanked segment of
small- and medium-sized entities. An
enhanced regulatory framework for
finance companies with deep regional or
industry-specific knowledge but with less
sophistication of corporate governance
and risk management than licensed
banks could stimulate the development
of more successful specialized financial
institutions in the future, which in turn
could spur lending growth in Mexico."

Nicolas Mariscal, chairman of

Grupo Marhnos in Mexico

City: "Sofipos are subject to

rules comprised by 14 laws,
codes and other federal regulations. The
Ficrea fraud was made possible by the
corruption that led to controls being vio-
lated. It's not the fault of the laws, only
the ability to break them. There are other
Sofipos, such as Fincomun, which have
an impeccable record. These types of
financial societies represent an invest-
ment alternative with attractive rates of
return—much higher than what tradi-
tional banks offer. Additionally, Sofipos
provide financial services in areas where
banks have little or no presence.
Nevertheless, one of the main problems
is that with Sofipos, the equivalent of
about $9,000 in savings is protected.
That amount of savings is insured
through a protection fund with contri-
butions from the Sofipos and the federal
government. Meantime, bank savings of
up to approximately $145,000 are

insured through the Institute for
Protection of Bank Savings (IPAB)."

Melissa Diaz and Marta

Garcia, associate attorneys at

Diaz, Reus & Targ, LLP: "Today,

millions of Mexicans turn to
Sofipos, microfinance institution alter-
natives to private banking, after being
excluded from the traditional banking
system, given the tough requirements
that banks place on their customers.
However, fraud scandals like Ficrea raise
questions about the reliability and safety
of these institutions. Traditional bank
customers' savings are protected up to
$145,000 by the Institute for Protection
of Bank Savings. However, due to
Sofipos' volatility and high costs, Sofipos
customers' savings are only secured up to
$9,000 through a specially designated
protection fund, as provided by the
'Savings and Popular Credit Act.' With a
fraction of the protection banks' con-
sumers enjoy, Sofipos' consumers face an
increased risk putting their money in
Sofipos rather than banks. The govern-
ment seeks to reform the insufficient
protection with an increase of up to
$108,000 in protection. However,
reforms and appropriate legislation will
not work if not accompanied by proper
operation and supervision, especially by
enforcement of the laws without excep-
tion. Ficrea is a clear example of this. The
government overlooked rating compa-
nies' warnings of the dangers of the lia-
bilities owned by Ficrea and failed to
intervene when Ficrea grew abnormally
while giving much higher interest rates
than its competitors. Mexico will have to
work to keep pushing its economic
growth and to boost consumer confi-
dence after the Ficrea defrauding
scheme. Success in both economic
growth and boosted consumer confi-
dence will depend on whether the gov-
ernment can balance enacting the appro-
priate legislation and, more importantly,
enforce the proper supervision of
Sofipos."

Continued on page 6

Page 3 of 6



Inter-American Dialogue’s Financial Services Advisor

January 15-28, 2015

Economic News

Poverty Reduction Stalls
in Latin America: ECLAC

The decline in Latin America's poverty
rate has stalled since 2012, with 28 percent
of the region's population affected by
poverty last year, a figure that has barely
budged in the past two years, the United
Nations Economic Commission for Latin
America and the Caribbean, or ECLAC,
announced Jan. 26. In its "Social
Panorama of Latin America 2014" report,
ECLAC said that 167
million people in the
region were affected
by poverty in 2014.
The U.N. agency also
said in the report that
extreme poverty or
indigence increased to
Béarcena 11.7 percent of the
population in 2013 as
compared to 11.3 per-
cent in 2012. Projections for 2014 indicat-
ed that the portion of the region's popula-
tion in extreme poverty increased to 12
percent, or 71 million people. "The recov-
ery from the international financial crisis
does not seem to have been taken advan-
tage of sufficiently to strengthen social
protection policies that reduce vulnerabil-
ity in the face of economic cycles,"
ECLAC's executive secretary, Alicia
Barcena, said at the report's release in
Santiago. Despite the lack of progress on a
regional scale, poverty rates did decrease
in some countries. Paraguay's poverty rate
showed the largest decrease, to 40.7 per-
cent in 2013 from 49.6 percent in 2011. El
Salvador, Colombia, Peru and Chile also
registered declines.

File Photo: ECLAC.

Political News

Argentina's Fernandez
Disbanding Intelligence Agency

Argentine President Cristina Fernandez de
Kirchner announced Jan. 26 that she is dis-
banding the country's intelligence agency,
BBC News reported. In a televised address,
Ferndndez said she would draft legislation

Copyright © 2015, Inter-American Dialogue
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to establish a new agency to replace the
Intelligence Secretariat, or SI, which was
previously known as SIDE. Fernandez said
Argentina's intelligence services have kept
much of the same structure as they had
under the country's military government,
which ended in 1983. The president's
announcement came just more than a
week after the mysterious death of prose-
cutor Alberto Nisman, who died of a bul-
let wound to the head just hours before he
was scheduled to testify against top gov-
ernment officials about an alleged cover-
up in the investigation of a Jewish center
bombing in Buenos Aires in 1994. Nisman
had accused officials including Fernédndez
and Foreign Minister Hector Timerman of
involvement in a conspiracy to cover up
Iran's alleged role in the attack.
Investigators originally said Nisman's
death appeared to be a suicide, but
Ferndndez's government has said Nisman
was tricked into making the allegations
and then killed when he was no longer of
use, Reuters reported. Nisman's death has
led to several conspiracy theories, includ-
ing some directed at Ferndndez. The presi-
dent said Jan. 26 that she wanted the legis-
lation to create a new intelligence agency
to be discussed urgently by Congress, BBC
News reported. "The plan is to dissolve the
Intelligence Secretariat and create a
Federal Intelligence Agency," Ferndndez
said, adding that presidential appoint-
ments to the new agency would be subject
to approval by the Senate. "Combating
impunity has been a priority of my gov-
ernment." Ferndndez said her administra-
tion would send lawmakers the legislation
this week before she travels to China this
weekend, Reuters reported.

'Deep Disagreements' Remain
After U.S.-Cuba Talks: Envoy

This month's historic talks between U.S.
and Cuban officials ended with "deep dis-
agreements" between the two sides, the top
U.S. diplomat for Latin America said Jan.
23, The Wall Street Journal reported. "It's
never a good idea to draw your conclu-
sions after a first conversation," said
Assistant Secretary of State Roberta
Jacobson, who led the U.S. delegation in
the talks. "It's very hard to say exactly how
this will work." The main disagreements

Copyright © 2015, Inter-American Dialogue

during last week's talks were Cuba's record
on human rights and U.S. support for dis-
sidents in the communist island nation.
Jacobson, who met with Cuban dissidents
in Havana on Jan. 26, said the United
States and Cuba would continue talks

““1t's never a good idea to

draw your conclusions after
a first conversation. >

— Roberta Jacobson

about migration issues. Diplomats from
both countries also said they would work
together on other areas including global
health and counternarcotics. Jacobson was
the highest-ranking diplomat to visit Cuba
since U.S. President Barack Obama and
Cuban President Raul Castro announced
last month that the countries would
restore diplomatic relations.

Morales Inaugurated for Third
Term as Bolivia's President

Evo Morales was sworn in Jan. 22 to begin
his third term as Bolivia's president.
Morales has led the South American coun-
try since 2006, and his new term lasts until
2020. He was re-elected in October with 61
percent of the vote. In his inaugural
address, Morales vowed to reduce poverty
in Bolivia, Agence France-Presse reported.
He said that he would reduce poverty to
the single digits by the time his term ends.
Morales also said Bolivia has reduced its
dependence on the United States since he
first took office. "Here the gringos don't
give orders, the Indians do," said Morales,
Bolivia's first indigenous president.
Morales expelled the U.S. ambassador to
his country in 2008 and cut ties between
his country and the U.S. Agency for
International Development in 2013. Since
taking office, Morales has imposed govern-
ment control over sectors including oil,
electricity and telecommunications.
Bolivia's natural gas exports to Brazil and
Argentina have led to an economic boom
in the landlocked country, but falling com-
modity prices will change the country's
outlook, analysts say.
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Tens of Thousands March in
Mexico Over Missing 43

Tens of thousands of protesters
marched Jan. 26 to Mexico City's
main Zécalo square in a demonstra-
tion over the 43 college students
who went missing four months ago
in Guerrero state, BBC News report-
ed. The protesters demanded that
the government do more to find out
what happened to the students and
bring the perpetrators to justice.
Mexican officials have said the stu-
dents were abducted by corrupt
police and then killed by a drug
gang. The remains of only one stu-
dent have been positively identified.

Brazil's Inflation Rises
More Than Forecast

Brazil's level of inflation for the first
half of January rose more than ana-
lysts had forecast, with rising prices
for food and beverages, the national
statistics agency announced Jan. 22,
Bloomberg News reported.
Inflation, as measured by the IPCA-
15 index, quickened to 0.89 percent
from 0.79 percent a month earlier,
according to the statistics agency.
That was a higher rate of inflation
than the median 0.87 percent in a
forecast of 45 analysts surveyed by
Bloomberg.

Fitch Ratings Revises Outlook
on Costa Rica to Negative

Fitch Ratings on Jan. 22 revised its
outlook on Costa Rica to negative
from stable, citing a growing fiscal
deficit that increased for the fifth
consecutive year and weak growth,
Bloomberg News reported.
President Luis Guillermo Solis took
office last year saying he would
address the deficit, which reached
5.6 percent of GDP last year, but a
fiscal reform that would turn a sales
tax into a value-added tax and raise
income taxes has been delayed.
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Alejandro Garcia, senior

director for Latin America

Financial Institutions at Fitch

Ratings: "Consumers face
greater risks when investing money in
Sofipos instead of banks, because the
former are less regulated and supervised
than the latter. Moreover, Sofipos are
usually niche players, and therefore typ-
ically more exposed to idiosyncratic
risks, such as higher regional or borrow-
er concentrations, and greater likelihood
of operational risk events. Upon a fail-
ure, consumers face materially higher
loss severity in Sofipos simply as result
of their very limited deposit insurance.
As a comparison, the maximum amount
of insured deposits in a bank per client
is 16 times the covered amount of
deposits at a Sofipo. The risk of fraud is
not exclusive to Sofipos, and previous
events have demonstrated that fraud can
occur even within more regulated enti-
ties, including banks. However, given
their smaller size and more concentrated
business profiles, Sofipos usually have a
more limited financial and operational
capacity than banks to face potential
fraud. Fitch believes that banks are more
capable than smaller peers, including

Sofipos, to prevent failure upon occur-
rence of a fraud. Financial regulation is
always improvable, especially for more
lightly = regulated  intermediaries.
Financial authorities could aim at align-

¢ Financial regulation is
always improvable, especially

for more lightly regulated
intermediaries.

— Alejandro Garcia

ing key regulations for deposit-taking
non-banks to those for banks. At a min-
imum, upcoming regulations should
address the enhancement of corporate
governance practices: introducing non-
executive directors and preventing or
eliminating related-party transactions.
Further improvements in terms of risk
management and auditing practices
would also be positive. Fitch acknowl-
edges that certain Sofipos have strong
self-imposed best practices that partially
mitigate the risks they face."
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