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FEATURED Q&A

What’s the Outlook
This Year for
Mexico’s ank?

y < .;_‘-? N p :r

Mexican banks performed solidly last year, and analysts are watching for policies by the coun-
try's presidential candidates that could affect the sector. An office of Banorte, which is among
Mexico's largest banks, is pictured. // File Photo: Banorte.

Spain's BBVA on Jan. 30 posted higher than expected net

profit for the fourth quarter, saying that a strong showing in

Mexico, where the bank saw higher loan volumes, helped to

drive results. What is the outlook this year for banks operat-
ing in Mexico? With a presidential election coming up this June, what's
at stake for the country’s banking sector? What are the most important
policies that the candidates for Mexico's presidency—Claudia Sheinbaum
and Xéchitl Galvez—advocate that will affect the country’s banks and
other financial services providers?

Alfredo Calvo, managing director and sector lead for finan-
cial institutions ratings at S&P Global Ratings: “In 2023, Mex-
ican banks had solid performance based on favorable eco-
nomic conditions and high interest rates that strengthened
their margins. Credit growth was driven by solid private consumption, a
dynamic labor market and strengthening real wages that allow individuals
to increase their debt capacity. These factors and the maintenance of
conservative lending policies gave banks the opportunity to grow their
loan portfolios with healthy asset quality metrics and sound profitability.
For this year, we expect Mexico to slow to 2.2 percent—from 3.3 percent
in 2023—due to deteriorating global conditions. Given the strong link be-
tween economic dynamics and credit expansion, we expect loan growth
to moderate this year to around 8 percent to 9 percent, in nominal terms,
from our estimate of 10 percent in 2023, while asset quality would dete-
riorate slightly, it will remain at manageable levels. In our view, consumer
loans and mortgages will continue to be the engine of growth based on

Continued on page 3

TOP NEWS

BANKING

U.S. Court Revives
Case Against
Mexico Bank
Branches

A U.S. appeals court revived a
class action lawsuit against the
Mexican branches of several mul-
tinational banks whom investors
accuse of manipulating the prices
of Mexican government bonds.
Page 2

REMITTANCES

Mexico Receives
Record $63.3 Bn
in Remittances

Mexico received a record-breaking
amount of remittances last year,
the 10th consecutive annual
increase.

Page 2

FINANCIAL TECHNOLOGY
Brazil’s Inter&Co

Reports Five-Fold
Increase in Profit

Brazilian digital bank Inter&Co
reported a five-fold increase in
net profit for the fourth quarter.
Chief Financial Officer Santiago
Stel said an improvement in the
bank’s efficiency ratio also helped
to boost profits.

Page 2

Santiago Stel.
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U.S. Court Revives
Case Against Mexico
Bank Branches

The Second U.S. Circuit Court of Appeals on
Feb. 9 revived a class action lawsuit brought
by investors accusing the Mexican branches of
several major banks of manipulating the prices
of Mexican government bonds in the United
States, Reuters reported. The court, based in
New York, ruled that the alleged price-fixing
was tied to the city enough to keep the case

in the United States, the wire service reported.
The Mexican offices of the banks “chose to
take advantage of New York’s market and laws
... so they can’t complain,” said the three-judge
panel. A U.S. federal judge had dismissed the
lawsuit in 2020, saying that the actions at issue
occurred solely in Mexico, so U.S. courts had
no jurisdiction in the matter. Investors in the
case, which include the Oklahoma Firefight-
ers Pension and Retirement System, allege
they paid inflated prices for bonds issued by
the Mexican government between 2006 and
2017. Banks named in the case include Banco
Santander Mexico, HSBC Mexico, Bank of
America Mexico and Deutsche Bank Mexico.
Reuters was unable to immediately reach
representatives of the some of the banks for
comment, and others declined to comment.
The case, originally brought in 2018, at one
time included U.S. offices of the multinational
banks, but an earlier ruling narrowed the focus
of the lawsuit, Reuters reported. In the appeal,
plaintiffs said their “complaint was replete with
factual allegations showing that defendants
intentionally fixed the prices” of government
bonds issued by Mexico in the United States,
the wire service reported. Banks named in the
suit previously said U.S. courts did not have
jurisdiction in the case of alleged price-fixing
“carried out in Mexico—by Mexican banks pur-
portedly manipulating the market for Mexican
debt securities through a handful of Mexi-
co-based individual traders” Reuters reported.
Margaret MacLean of Lowey Dannenberg is
representing the plaintiffs in the case, and Bo-

ris Bershteyn of Skadden, Arps, Slate, Meagher
& Flom is representing the defendants.

FINANCIAL TECHNOLOGY NEWS

Brazil’s Inter&Co
Reports Five-Fold
Increase in Profit

Brazilian digital bank Inter&Co on Feb. 7 report-
ed a net profit of 160 million reais ($32.2 bil-
lion) for the fourth quarter, a increase from 29
million reais for the same quarter a year earlier,
beating analysts’ estimates, Reuters reported.
Analysts in a poll by LSEG had expected the
Nasdag-listed bank to report 139 million reais
in net profit for last year's final quarter. Inter&-
Co said its profit was driven by lower costs and
a focus on more profitable categories, such

as payroll loans and home equity loans, in its
lending, Reuters reported. The digital bank also
had an improvement by one percentage point
in its efficiency ratio, which helped to increase
profits, Chief Financial Officer Santiago Stel
told the wire service. Inter&Co said its return
on equity for the fourth quarter amounted to
8.5 percent, an increase from 5.7 percent in
the third quarter and 1.6 percent in the fourth
quarter of 2022. Inter&Co said its gross loan
portfolio grew more than 26 percent year-on-
year in the fourth quarter to 31 billion reais. Its
90-day ratio of nonperforming loans declined
by a tenth of a percentage point as compared
to the third quarter, to 4.6 percent.

Mexico Receives
Record $63.3 Billion
in Remittances in ‘23

Mexico received a record $63.3 billion remit-
tances last year, the 10th consecutive annual
increase and a 7.6 percent rise as compared
to0 2022, Mexico's central bank said Feb. 1, EFE

NEWS BRIEFS

Brazil Lending
Helps Drive Profit at
Spain’s Santander

Spanish banking group Santander on Jan. 31
reported 2.93 billion euros ($3.17 billion) in
profit for last year’s fourth quarter, a 28 percent
increase as compared to the same period a
year earlier, Reuters reported. Santander said
the profit, which beat analysts’ expectations,
was driven by increased lending in Brazil and
Europe. The bank’s provisions increased 13
percent year-on-year in the fourth quarter to 3.4
billion euros, in line with analysts’ forecasts.

RF Group to Use ERI’s
Banking System Platform

RF Group, a Bahamas-based wealth manage-
ment firm, is partnering with ERI to adopt its
Olympic Banking System as its primary banking
platform, Fintech Futures reported Feb. 12.

The platform will be implemented across RF
Group's entities in the Bahamas, as well as in
Barbados and the Cayman Islands. RF Group’s
chief executive officer, Michael Anderson, said
the collaboration with ERI will help the wealth
management firm to become the region’s
“premier investment bank and wealth manager,”
Fintech Futures reported.

Miami’s ATL RE Taps
Podawacz as Director
and Head of Property

Miami-based insurance broker ATL RE, which
recently announced it was entering markets in
Latin America and the Caribbean, has named
Marcelo Podawacz as its director and head of
property, Insurance Business America reported
Feb. 12. Podawacz has worked in the insurance
industry for more than 30 years and has spent
a significant part of his career dedicated to
Latin America, the publication reported. He
previously worked at Ardonagh Group where he
was a technical account manager.
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reported. The average remittance last year was
$393, a increase from the average size of a
transfer in 2022, when it was $390, the Bank
of Mexico added in the report, which also said
that 99 percent of the money sent to Mexico
was transmitted electronically. While last year's
total amount sent was a record, the increase in
remittances slowed as compared to previous
years. Mexico's remittances grew 13.4 percent
in 2022 to total $58.9 billion, and they grew
27.1 percent in 2022 to total $51.6 billion, the
Associated Press reported. The slower level of
growth may be due to factors including slower
economic expansion in the United States,

the top source of remittances to Mexico, as
well as a stronger Mexican peso and higher
inflation, the AP reported. [Editor’s note: See
related Q&A in the Oct. 4 issue of the Financial
Services Advisor.]

CREDIT CARD NEWS

Shareholders Launch
Tender Offer to Take
Brazil’s Cielo Private

Cielo, Brazil's largest credit and debit card
operator, announced Feb. 5 that the firm's
controlling shareholders had launched a tender
offer alongside three Brazilian firms to take the
company private, Reuters reported. Lenders
Bradesco, Banco do Brasil and their shared
holding company, Grupo Elopar, are leading the
offer, a deal which could be worth more than
5.90 billion reais ($1.18 billion). In separate
filings, Banco do Brasil and Bradesco said the
offer would be 6.4 percent above the Feb. 5
closing price, coming to 5.35 reais per share.
“The premium to today’s close price seems
timid and could lead to some back and forth
before reaching a final price, but, nonetheless,
the stock should trade up on it," Citi analysts
led by Gabriel Gusan published in a report this
week, Reuters reported. Cielo's market share
is roughly 13.7 billion reais and the proposed
deal would value the company at around 14.5
billion reais.

FEATURED Q&A / Continued from page 1

continued solid consumption, supported by
remittances and social spending ahead of
the presidential election in June. Conversely,
persistent negative private-sector sentiment
toward some of the current administration’s
policies, along with the uncertainty related
to the next administration’s policy priorities,
will limit demand for commercial loans. We
are still in the early stages of the election
phase and candidates are still defining their
policy priorities. Therefore, depending on the
evolution of these policies under the next
government, investment and nearshoring
opportunities could encourage demand for
credit by companies. Finally, profitability

will remain strong, supported by still high
interest rates, healthy asset quality, and
lower inflationary pressure on operating
expenses.”

Felipe Carvallo, vice president

- senior credit officer for Latin

America banking at Moody’s

Investors Service: “Our stable
outlook for Mexican banks over the next 12
to 18 months incorporates banks’ prudent
underwriting standards, conservative loan
mix and ample industry diversification that
have been the strategic focus of most banks
in the system. This will help banks to man-
age risks that may arise from a continued
expansion into higher risk consumer loans.
A moderation in economic dynamism this
year will reflect higher rates for longer and
uncertainties stemming from the post-elec-
tion period. Moody'’s expects the Mexican
economy to slow down to 2.3 percent in
2024 and 2.2 percent in 2025, from 3.5
percent in 2023, which could have a mild
impact on banks’ level of Stage 3 loans, par-
ticularly in the consumer segment. However,
banks will continue to hold ample loan loss
reserves and solid capitalization levels that
offer adequate loss absorption against cred-
it losses. The favorable risk conditions that
will continue to support banks’ risk appetite
in 2024 stem from high consumer confi-
dence supported by record high remittances,

real salary increases in 2023, lower inflation
and a favorable exchange rate. Moreover, the
Mexican consumer will benefit from the fed-
eral government’s higher spending this year.
After breaking various records in profitability,
we expect profitability to continue to benefit
from strong loan growth in 2024, lower fund-
ing costs given declining benchmark rates
that will offset still ample investments in
digitalization and branch-banking, and higher
provisioning needs related to previous years.
Access to core deposit funding remains a
key strength of Mexican banks, even as new
entrants are boosting competition. Both
presidential hopefuls thus far have proposed
no major policy changes that could affect
banks' operating conditions.”

Alejandro Garcia Garcia,
managing director and regional
group head for Latin American
banks at Fitch Ratings: “Fitch
has maintained a neutral outlook for the
Mexican banking sector in 2024, reflecting
our expectations that financial performance
will stabilize after a very strong 2023.
Fitch forecasts banks’ profitability ratios to
decline slightly, due to potentially growing
credit costs and narrowing interest margins,
given the expected decrease in local policy
interest rates. Fitch believes the banking
system'’s performance will remain sound, due
to continued loan growth. Mexican banks
have also maintained good capitalization
and liquidity levels relative to asset growth
and the remaining risks of high interest
rates and inflation. Presidential elections in
the United States and Mexico should not be
material events for local banks. Generally,
periods of presidential election have had a
limited impact on Mexican banks’ financial
performance and loan growth, as the country
has experienced a prolonged period of mac-
roeconomic stability. We expect the banking
industry to face similar circumstances
during the 2024 election. We do not antic-
ipate meaningful disruptions for banks, as
current expectations are for a smooth and

Continued on page 6
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POLITICAL NEWS

Venezuelan Rights
Attorney’s Location
Unclear After Arrest

The whereabouts of Venezuelan human rights
attorney Rocio San Miguel as well as her
daughter and former husband were unclear on
Feb. 12, three days after San Miguel was arrest-
ed at the international airport outside Caracas,
the Associated Press reported. Attorneys for
San Miguel and the two others, Miranda Diaz
San Miguel and Victor Diaz Paruta were unable
to locate them at detention facilities in the
Venezuelan capital a day after Attorney General
Tarek William Saab confirmed that San Miguel
had been arrested at Simén Bolivar Internation-
al Airport as they awaited a flight to Miami, the
AP reported. Venezuelan authorities have not
confirmed the detentions of Miranda Diaz San
Miguel and Victor Diaz Paruta, but a spokes-
woman for the family told the AP on Feb. 12
that were last seen on Feb. 10 after they had
returned to the airport to retrieve luggage that
had been left behind after agents arrested San
Miguel on Feb. 9. Two of San Miguel's brothers
are also missing and believed to have been
detained, the wire service reported. Saab said
on Feb. 11 that San Miguel had been arrest-

ed on accusations of being part of a plot to
assassinate President Nicolas Maduro, Reuters
reported. San Miguel is a critic of Maduro's
government and is the president of nongov-
ernmental organization Control Ciudadano,
which supports citizen oversight of Venezuela’s
military. Amid the uncertainty about the status
of San Miguel and her family members, more
than 200 nongovernmental organizations have
demanded that Venezuelan authorities imme-
diately release them, the AP reported. The U.S.
government has also expressed concerns. The
Biden administration’s Venezuelan Affairs Unit,
which is based in Colombia, said in a tweet on
that the case “follows a worrying trend of ap-
parently arbitrary arrests of democratic actors.”
The Office of the United Nations High Commis-
sioner for Human Rights also expressed “deep
concern,” BBC News reported.

ADVISOR Q&A

How Much Is the Drought
in Panama Disrupting Trade?

Drought conditions have forced
government authorities to limit
ship crossings through the Pan-
ama Canal, potentially costing
the Central American nation between $500
million and $700 million in 2024, according
to the canal’s administrator. A U.N. official
said Jan. 26 that traffic through the canal is
down 62 percent as compared to two years
ago, disrupting global trade and increasing
prices. How significantly are the limitations
on ship transits through the canal affecting
global trade, and which industries are most
affected? How are shippers adjusting to the
restrictions? Less than a decade after Pan-
ama expanded the canal, is there more they
now must do in order to avoid future disrup-
tions caused by environmental factors?

Joaquin Jacome Diez, senior
partner at Jicome & Jacome in
Panama City and former trade
minister of Panama: “At its
full capacity, the Panama Canal can handle
roughly 36 daily transits. Due to the existing
weather challenges (which we expect to be
temporary), the Panama Canal Authority
was forced to impose draft restrictions to
vessels and limits on the number of daily
transits for the first time ever. Last month,
the number of transits was increased to

U.S. Seizes Plane That
Officials Say Iran
Sold to Venezuela

The U.S. Justice Department on Feb. 12
announced it had seized a Boeing 747 cargo
plane that officials say had been sold to
Emtrasur, a state-owned Venezuelan company,
by Mahan Air, a Iranian airline, the Associat-

24 from 22 (seven Neo Panamax and 17
Panamax). Due to planning ahead, container
cargo vessels are less likely to affect global
trade than vessels carrying oil, grains or
other cargo. Some canal customers are
opting for using multimodal Panama logistic
facilities (trains and highways) in order to
unload cargo on both sides of the canal
prior and after transit, reloading part of the
cargo or feeding to some liners. The Panama
Canal Authority’s 2024 budget was based on
31 daily transits, so fewer than that would
represent a loss, unless this income could
be replaced by other measures. For many
years, the Panama Canal Authority has con-
ducted studies about the most viable project
to secure hydric resources to operate the
canal in the foreseeable future, taking into
consideration financial, environmental and
sociological aspects, concluding that the Rio
Indio project (roughly costing $900 million)
is the best solution. The Panama Canal Au-
thority recently sent to the executive branch
a proposal requesting some changes on the
legislation to proceed with the project.”

EDITOR’S NOTE: More commentary on this
topic appears in the Feb. 12 issue of the
Latin America Advisor.

ed Press reported. Mahan Air is under U.S.
sanctions as officials allege it is tied to Iran's
Islamic Revolutionary Guard's Quds Force, and
Emtrasur was previously under U.S. sanctions.
Authorities in Argentina detained the plane in
June 2022, and U.S. officials began an effort
weeks later to take control of it. Argentina’s
government transferred control of the plane to
the United States on Feb. 11, the AP reported.
U.S. officials said the sale of the plane had
violated U.S. export control laws and benefited
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NEWS BRIEFS

Brazilian Authorities
Arrest Army Colonel
in Coup Investigation

A Brazilian army colonel, Bernardo Correa
Neto, was arrested Feb. 11 at Brasilia’s airport
as he returned to the country from the United
States; the colonel was wanted by police in
connection to the ongoing investigation into
an alleged military coup that former Brazil-
ian President Jair Bolsonaro is accused of
planning, Reuters reported. Brazilian federal
police last week accused Bolsonaro of having
edited a draft decree that would have sought
to overturn the results of the October 2022
presidential election, which he lost to current
President Luiz Indcio Lula da Silva.

U.S. Court Sentences
Former Informant to Life
in Moise Assassination

A U.S. federal court in Miami on Feb. 9 sen-
tenced a former informant for the U.S. Drug
Enforcement Administration to life in prison for
his role in the 2021 assassination of Haitian
President Jovenel Moise, Agence France-Pres-
se reported. Joseph Vincent pleaded guilty two
months ago to involvement in the assassina-
tion.

El Salvador’s Opposition
May Seek to Nullify
Legislative Elections

El Salvador’s political opposition warned Feb.
7 that it may ask for the results of the recent
legislative elections to be nullified due to
irregularities, the Associated Press reported.
The elections held Feb. 4 saw President Nayib
Bukele overwhelmingly win re-election, but
the vote over 60 disputed congressional seats
has come under scrutiny after glitches and
irregularities caused the result transmission
system to fail. The Supreme Electoral Tribunal
subsequently called for a manual recount.

the Islamic Revolutionary Guard, alleging that
a former commander of the Guard was the
registered captain of the plane. “The Justice
Department is committed to ensuring that the
full force of U.S. laws deny hostile state actors
the means to engage in malign activities that
threaten our national security,” said the head
of the Justice Department’s national security
division, Assistant Attorney General Matthew
Olsen, the AP reported. The Justice Depart-
ment said the plane was now in Florida and
would be “prepared for disposition.” Mahan
Air denied that the plane had any connections
to the airline, and Venezuela on Feb. 12 said it
would “take all actions to restore justice and
achieve the restitution of the aircraft to its
legitimate owner,” the AP reported.

More Than 6,000
Arrested in Ecuador
Gang Crackdown

One month after Ecuadorean President Daniel
Noboa launched a crackdown on gangs, author-
ities have arrested more than 6,000 people and
seized around 47 metric tons of illegal drugs,
the Financial Times reported Feb. 8. Violence
spiked in Ecuador early last month, with prison
riots enabling the escape of high-level gang
leaders and attacks by gang members on

law enforcement across the country. Noboa
declared Ecuador to be in an “internal armed
conflict,” designating 22 gangs as terrorist
groups and declaring a state of emergency that
mobilized the military to assist in combating
them. Gangs responded to the declaration with
dramatic shows of force—including a brazen
assault on a news station during a live televi-
sion broadcast. In the month since, police have
carried out over 77,000 operations, seizing a
quantity of drugs equal to about a quarter of
what was seized in all of 2023. Ecuador’s pris-
on capacity has already been exceeded by the
number of people arrested, and Noboa in De-
cember announced the construction of multiple
maximum-security prisons in the style of those
President Nayib Bukele has built in El Salvador,
El Pais reported. The Ecuadorean government
reported a 41 percent decrease in crime

during the first two weeks of Noboa's state of
emergency crackdown, but violence remains

a serious issue, as drug trafficking gangs in
Ecuador continue to fight law enforcement and
each other over control of Ecuador’s coast, a
key export point in the global cocaine trade.

Mexico Overtakes
China as Top Source
of U.S. Imports

For the first time in 20 years, Mexico outpaced
China as the United States’ top source of im-
ported goods, according to data released Feb.
7, The New York Times reported. American
businesses and consumers have increasingly
turned toward Mexican goods, with imports
from China falling 20 percent last year ac-
cording to data from the U.S. Census Bureau
and U.S. Bureau of Economic Analysis, with
Chinese imports totaling $427.2 billion in 2023.
Conversely, Mexican exports to the United
States rose slightly last year, up to $475.6 bil-
lion, continuing a steady climb since 2020 and
surpassing China for the first time in two de-
cades. America’s trade relationship with China
has suffered amid political tensions between
the two countries. “We are decoupling, and
that's weighing heavily on trade flows,” Mark
Zandi, chief economist at Moody’s Analytics,
told The New York Times. The tariffs imposed
on Chinese goods by former U.S. President
Donald Trump, and maintained under the
current administration of President Joe Biden,
have also had a large impact. While imports
of Chinese goods that did not receive tariffs
have continued to increase, U.S. demand for
products with high tariffs fell sharply, accord-
ing to research by Caroline Freund of University
of California, San Diego, The New York Times
reported. “There was a period where geopoli-
tics didn't really matter for trade much, but as
uncertainty increases in the world, we do see
that trade becomes more sensitive to these
positions,” said Stela Rubinova, a World Trade
Organization research economist.
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FEATURED Q&A / Continued from page 3

orderly presidential transition, regardless of
the electoral outcome. Positively, neither of
the leading candidates has made any formal
campaign proposals that could negatively
affect the relatively good performance and
prospects of Mexican banks. We expect that
whoever wins the election will likely continue
to advocate for further financial interme-
diation and inclusion, and perhaps more
competition. If the new government focuses
on maintaining and/or further improving

the country’s macroeconomic outlook and
investment prospects, the overall net effect
for the banking industry should be mildly
positive for Mexican banks.”

Max Figueroa, financial and
regulatory consultant at Owl
Consultancy Group: “In 2024,
Mexico’s banking sector exhibits
a positive outlook marked by BBVA's strong
performance, anchored in resilient domestic
demand, a stable regulatory framework and
advancements in digitalization. However, un-
certainties linger, including the potential im-
pact of a global economic slowdown, rising
interest rates and the dynamic political and
social environment as elections approach.
The upcoming presidential election holds
substantial implications for the banking
sector. Claudia Sheinbaum's proposed social
programs and interventionist economic
policies could affect government spending

and fiscal sustainability. She may advocate
for stricter financial regulations, influencing
foreign investment and compliance costs
for banks. Her opponent, Xdchitl Gélvez,
prioritizes economic growth and fiscal
responsibility, with a likely inclination toward

‘ ‘ Strategies promoting
financial inclusion and

technology adoption

could unlock new op-
portunities for banks.”

— Max Figueroa

moderate financial regulations, balancing
stability, innovation and competition. Key
policy areas to monitor include fiscal poli-
cies, as candidates’ management of public
finances significantly influences banks' eco-
nomic environment. Additionally, strategies
promoting financial inclusion and technology
adoption could unlock new opportunities

for banks. While the overall outlook leans
toward optimism, uncertainties require scru-
tiny. A detailed analysis of proposed policies
and vigilance regarding broader economic
and political developments are crucial for
understanding the actual impact on Mexico's
banking sector in 2024.”
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