Attracting remittances:

practices to reduce costs and enable a money transfer
environment'

! Manuel Orozco, Inter-American Dialogue. Report presented to the Multilateral Investment Fund of the
I nter-American Devel opment Bank. Washington, DC. January 28, 2002.






Introduction

This report andyses the market of remittances from the United States to four Centrd
American and Caribbean countries from the perspective of what the ‘best practices are
and what governments and other actors are doing to promote an enabling environment.
The report focuses on which remittance companies have the best business practices that
benefit ther cusomers sending and recalving remittances by criteria such as lower
charges, convenient busness locaions, and community development. This andyss dso
examines which policies and practices are most conducive to enabling an environment
that attracts foreign currency to Latin America while kegping the expense of the money
transfers as low as possble from the perspective of the senders, recipients, and
developing countries.  As the report explains, money transfer charges as well as exchange
rate mark-ups and differentials continue to be rdaively high in mgor Latin American
remittance recipient countries. Key to this report is the observation that remittances
appear less coslly when competition is greater. The study aso highlights that there is a
growing interet among government and private sector groups to reach out to migrants as
economic agents. To that effect efforts are being made to edablish a propitious

environment to improve economic exchange.

Centrd American and Caribbean countries are gradualy being integrated into the globa
economy.  Migration, mogly to the United States, has dgnificant economic effects in
these countries.  In particular, worker remittances flow continuoudy from U.S-based
migrants to support a least ten percent of the households in Centrd American,
Caribbean, and other countries. This influx of foreign capitd is of enormous benefit to
entire societies, however, and not just the direct beneficiaries They provide foreign

currency for governments and consumer spending for businesses, for example.

Both the senders and the recipients of the remittances pay a high price to receive these
monies. Indeed, the charges in fees and exchange rate speculation incurred to send and

receive remittances can add to 18 percent of the amount sent. It is in the interest of



nations and families receiving remittances to increase the quantity and flow of remittance
monies, in part by reducing the share logt to transaction codts, and in part by increasing
the gross flow of migrant remittances and investments.

The high codts of remitting raise questions about both government policy and business
compdtition.  Governments are important agents of economic change and through
policies and regulations can dtract migrant capital and decrease the price of remitting
money. Governments need to consder what policies they might adopt to achieve these
gods. These may indude increesng migrant underdanding of dternative sending
methods, encouraging or requiring the market to offer chesper methods to transmit
remittances, and developing policy initiatives that enable and encourage an environment

that attracts more worker remittances or investment.

From the busness perspective, competition among both exiding financid service
companies and potentid new remittance transfer entrepreneurs needs stimulating to lower
prices and increese services offered to actud and potentid customers who send
remittances abroad. The private sector transferring remittances can contribute to
increesed remittance flows by lowering transaction costs, and offer development

dternatives to individuas and groups through their services.

Four countries are dudied in detail for this report of best practices and enabling
environments. These countries are El Sdvador, the Dominican Republic, Jamaica, and
Guatemda The sudy is based on more than fifty interviews in the four countries. In
addition, for comparative purposes and additiond understanding, evidence is drawn from
other Latin American countries which receive condderable remittance income. Nearly
one hundred remittance companies were sudied to identify factors such as charges,
exchange rates used and their effect on consumer expenditure, mechanisms employed to
transdfer money, didribution networks, and other sarvices offered.  Government, private
sector, and non-profit sector inditutions were consulted and their representatives
interviewed to assess the extent to which regulations, policy and private initiatives, and



other incentives have been put into motion to trandfer migrant currency (like remittances,
savings, investment, or donations) to their home country more chegply and/or efficiently.

The first section of the report andyses the continued trend of contact between migrants
and their home countries. The second section looks a the best practices in transferring
remittances. The third section andyses whether there is an environment that alows
migrants to economicaly engage with their home country, and to a least send foreign
currency a low cods Findly, the fourth pat of this report offers concrete

recommendations to further enable and promote the environment for remittance trandfers.

The future scenarios to better atract and increase foreign migrant currency look postive
for mogt of these countries. There are a number of inititives in the making, many of
which will materidize in ways that will enable an environment to trandfer remittances a
lowered charges and expand economic activities in savings and invetment by migrants.
The report aso identifies those practices in which money tranders takes place safdy,
quickly, and at less expense than average. Focusing on strengthening the financia base of
money recipients by expanding services as wdl as lowering costs in credit unions and
other inditutions will provide important development incentives. Moreover, the report
points to some recommendations that can contribute to enadble an environment that

fecilitate low charge money trandfers.



1. Background

The mgority of Lain American immigrants resding in the United States, documented or
not, honor a commitment to thar family and community by sending them remittances.
Laino immigrants who earn less than $25,000 a year tend to send somewhere around
$200 a month, that is, over ten percent of their income. Thus, cost matters to the sender.
Moreover, money recipients, who are generdly low-income families earning beow the
per capita Gross Domestic Product, aso vaue the remittance they receive and any cost
incurred to them in the exchange rates. Today's tota remittances to Mexico, Centrd
America, and the Caribbean are edtimaed to be a least $15 hillion annudly. In
comparative terms, remittances tend to be more than 10 times grester than U.S. foreign
ad to these countries; they are equivdent to five percent of Mexico's exports, seventy
percent of El Sdvador's exports and nearly one quarter of Nicaragua's nationd income.

El Sdvador, the Dominican Republic, Jamaica, and Guatemda are among the mgor
remittance recipients in the Caribbean Basin. In 2001 the combined amounts remitted to
these four naions added up to over five billion dollars, which is equivdent to 50 percent
of those countries' trade through the Caribbean Basin Initiative.

Within this context, governments, businesses and makets are important agents in
dimulaing the flow of remittances  Although busnesses sl services fadlitaing the
trandfer of remittance funds, trandfer charges to consumers are usudly very high, thus
pendizing both senders and recipients.  Yet, remittances continue to flow to Latin
America without showing dgns of decline  As Fgure 1 shows monthly flows of

remittances have continued a escdating trend in the past three years.

In addition to direct cash remittances, migrant workers provide other important sources of
revenue and economic dimulaion to ther countries of origin.  This firg form of
economic engagement is the main focus of the ‘bet practices section of this report.
However, these cash flows are by no means the only benefit to the countries of origin.
Second, as wel as cash, migrants bring consumer goods to their families and
communities.  Third, the nationds living abroad vist ther home countries, often



regularly, expanding or revitdizing the tourig industry and related economic sectors such
as arlines and other forms of trangportation. Fourth, in the growth of ‘medanchalic
indudtries, immigrants purchase products from their countries of origin while in the U.S.
Fifth, immigrants may and sometimes do invest in busnessss in thair native lands,
incduding but not only in the meanchadlic indudtries  Findly, many migrants provide
financid support to facilitate development and philanthropic initiatives through Home
Town Associations (HTAs), which donate cash, goods, and in-kind services to
communities in the countries of origin.

Figure 1. Remittancesto Selected Latin American Countries, January 1999-December 2001
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In most of the countries under study, economic connectivity between migrants and thelr
native country is a recurrent process. Tourism for El Sdvador and the Dominican

Republic has a strong component of nationds living abroad. In the Dominican Republic,



for example, nearly forty percent of tourits who arive into the country are Dominicans
living abroad, predominantly in the United States. Their average length of dtay is more
then fifteen days and they spend around $65 a day. Only from John F. Kennedy airport,
annud flights to Santo Domingo amount to nearly 140,000 people. Another 95,000 travel
from Miami (See Table 1 bdow). The gtuation is smilar in El Sdvador. Over forty
percent of people ariving into the country are Sdvadorans. Grupo Taca, an arline
carier that serves Centrd America, flies 21 times a day from the United States. The
same pattern is observed in countries like Nicaragua and Mexico, where daly flights
from the United States bring Nicaraguans and Mexicans into their country to vidt. At
least 20 percent of tourigts ariving to Mexico are Mexicans resding in the United States.

The wedth generated by these flowsis Sgnificant.

Table 1. Nationd Origin and Internationa Tourists

Totd
tourists  [Nationals |Percent |Year
[Dominican Republic 2,169,977|845,102 [0.38945 [1999

Jamaica 2,231,765103,379 |(0.04632 |2000
Mexico 9,793,900/2,203,1000.22495 |1997
Source: Banco Centrd, Republica Dominicana,

http://www.bancentral.gov.do/; Bank of Jamaica Satidicd Digest
October 2001, Table 36.1; Banco de Mexico, www.mexico-travel.com.

Moreover, in a gndler proportion perhaps, migrants have become a new market
atracting exports from ther home country. Ethnic imports to the U.S, labded
‘melancholic’  trades and including items such as loca beer, rum, cheese, and other
foodstuffs, have gained more attention among producers in Centrd America and the
Caribbean. For example, exports to the United States of El Salvadoran beer tripled from
one million dollars to $3.3 million between 1999 and 2000. By October 2001 exports had
increesed to $3.5 million, and promised to reach four million a the end of the year
(USTR 2002). In many cases, home country producers have dso established businesses
in the United States to cater to the migrant community.



Ancther important development in the ‘mdanchalic’ trade is tha of migrants investing
back in ther home country to manufacture foodstuff like cheese, fruits, and vegetables.
Severd migrants resding in the United States have sat up businesses back in their home
country to establish stores of various kinds. One particular example of such a company is
Roos Foods, Inc., a food manufacturer that produces and sdlls processed milk products in
Centrd America and to Centrd Americans and Mexicans redding in the United States.
Roos Foods operates in the United States but with franchises in Nicaragua and El
Sdvador This trend of migrant investment in home countries will likdy continue in the

following years.

Moreover, invesment may not only be in individud enterprises. A recent survey of
migrants resding in the United States carried out by the Inter-American Development
Bank asked how interested they were “in investing in a fund that would benefit the
economic development” of their country. Thirty-eight percent of respondents said that
they were somewhat interested or very interested (IADB 2001). These patterns of
continued and increasing and economic interaction bring into focus the extent to which
there is an environment that facilitates a relaively uncomplicated process for migrants to
drengthen ther rdationships with their home countries, starting with a low cost method
to trander remittances.  Specificdly, ae there factors fadilitating or enabling an
environment for migrants to work as active economic agents? Is there an enabling
environment that helps businesses compete in the remittance market and help lower

transaction costs? The following sections seek to answer these questions.



2. Best Practices in Reducing Charges on Sending Remittances

The players within the remittances indudry conditute a crucid piece in the puzzle of
economic development.  As intermediaries they can contribute to increase foreign
currency sent by migrants.  Specificdly, in addition to the generation of employment
through ther own businesses, financid intermediaries can contribute to and enhance
individud and community devedopment by reducing transder charges when high,
providing trangparent and efficient services, offering incentives to recipients to use the
financid sysem (saving and invesment options), and promoting development in the
community. This project andyzed the mechanisms behind specific company practices in
transferring money, the methodologies and technology used to make transections, the
digribution networks within the receiving countries and additiond services provided that
add vaue to the recipient's income. Specid attention was pad to the prices of the
transactions.

To that effect data anadyss was conducted to more than 90 companies, 20 of which
(mostly from Mexico) were no longer operating. Of the remaining 70, data gathering was
conducted to estimate fees charged, exchange rate used, services offered, and type of
digribution network in place.  Moreover, interviews were conducted with company
officids in the sending and recelving Sdes in order to understand the company dynamics
and market operations. Money-remitting companies in nine different countries were
dudied, but the focus was on the four nations under andyss namdy, Guatemda El
Sdvador, the Dominican Republic, and Jamaica  The other countries which were

analyzed were Mexico, Haiti, Colombia, Nicaragua, and Cuba.



Table 2. Number of Companies and Countries Studied

Country Number of
Companies

Colombia 4

Cuba 4

Dominican Republic 15

El Salvador 20

Guatemda 15

Haiti 5

Jamaica 7

México 23

Nicaragua 13

Source: Data compiled by the author. Some companies, like Western
Union and MoneyGram send money to more than one country.

The costs companies incur in trandferring remittances are generdly reflected in the fees
charged by companies. These fees are based on a number of factors may including
operation codts, the exchange rate used in the transaction, the transfer mechanism
employed by the company (and whether it is more labor or capitd intensve), the level of
market competition existing in both the sending and receiving areas, and the profit the
company wishes to achieve. Therefore, the criterion by which this study assesses or
measures the price of transactions involve identifying and andyzing the a) fees charged,
b) levd of maket compstition, ¢) transaction type (whether the remittance is changed
into locd currency or not), and d) transfer mechanism.

In addition to these criteria, other practices are explored such as a company’s
transparency, its outreach in support of the community’s development, its relationship
with the clientde, and any additiond financia services offered by the company. These
latter issues are adso important as they have a developmenta impact on the household and
a community. The use of a particular ingtitution can motivate both senders and recipients

to improve their persona stock.

The underganding of which are companies best practices is based on whether they offer

lower than average fees and exchange rates and their services generate incentives for



cusomers to add vaue to their money, such as providing other financid services in the

same location. Some of these criteriaare presented in the table below:

Table 3. Best Practices of Remittance Transfers; What works to the customer’ s benefit.

Criteria Indicators

1. Transfer fee Lowered fees for customers may indicate
lowered costs for remittance companies.

2. Exchange rate used If there is no exchange rate, no currency

purchase costs are incurred by sender and
recipients. Fees may be higher, however.

3. Trander mechaniam (hand delivery, money  [More capital  intendve the transactiong
order, electronic transfer: debit card, bank to mean lower costs for the company, but not
bank, internet, courier agency trandfer, etc.) necessarily lower feesfor the consumer.

4. Marketplace competition (supply side) The higher number the number Of
companies in aty maket, the lower thg
transfer cods. The exception is wher
companies ae formed in  monopolies]
oligopolies or remittance ‘cartels .
5. Business location and geographic coverage  [Companies located within areas with &
better  economic  infrastructure  exhibit
lower transaction costs
6. Development support Support to the loca community adds vaue
to the product and loyaty to the company

7. Financid Services Offering services such as banking or hill
payment increases interest in the company

8. Trangparency A company that advertises its exchange
rates cultivates or promotes more trud
from the customer.

Thefindings from this analysis showed the following:

A) Transfer cogts incurred by customers continue to be sgnificant. The average fee to
send between $150 and $300 is over $15. That amount is on average 7.35 percent the
vdue of the amount of the principd. B) Exchange rae mak-ups and speculation
continues and varies averaging 2.3 percent the amount exchanged or about $4.80.

C) Fee charges decrease with competition. Remitters to Mexico, El Sadvador, and
Guatemaa charge lower fees than companies sending money to Jamaica and the
Dominican Republic.  For these two countries, only a few remittance companies have a
high market share.
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D) Didribution networks offering lower commissions tend to promote the decline in
charges. The use of eectronic interfaces also helpsin reducing cods.

E) A growing number of companies offer money transfers in dollars.  This practice does
not guarantee that received remittances will be not involve disadvantageous exchange
rate charges as banks can sdl dollars a adverse exchange rates. (This topic requires
further study and is beyond the scope of this report.)

F) Banks are increasingly opening money transfer franchises and are offering some of the
lowest charges at about $9.00. They continue to have asmal and limited reach.

G) Credit unions and cooperatives continue to offer the lowest fees. Like banks,
however, ther reach, is smal. Moreover, the home country distribution networks are not
well established within the credit union sysem. In Guatemaa Jamaica, and the D.R,
cooperatives are entering the remittance transfer business, and in El Sdvador, trandfers

are taking place dthough they are low, a under $2 million ayesr.

a) Transfer Charges. Continuity and Difference

The fees charged as wdl as the exchange rate gpplied to the amount received in loca
currency continues to be high. The table bdlow summarizes the average charges incurred
by senders and recipients in fees and exchange rates. Immigrants in the United States are
charged nearly fifteen dollars to send two hundred dollars, that is 7.3 percent the vaue of
the principd. This means that on an annud bass, on average immigrants spend nearly
$200 on fees. There are of course some immigrants who pay more than this amount.  In
addition, the recipient relative receives less than the (average monthly) $200 that is sent
to them due to the exchange rate agencies apply. On average, the recipients lose nearly
$60 a year from these disadvantageous exchange rates. Conddering that the average
household income for Centrd American and Caribbean families is below $200 a month,
one sees that the price of sending and recelving remittances amounts to the loss of more
than an additiona month’sincome.
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Table 4. Average Fees and Exchange Rate Charges Made by Money Transfer Companies

Exchange Rate Fee Tota

Quantity [Amount |Percent |[Amount |Percent |Amount |Percent
$150 339 2307% 13.01 8.679% 14.41 9.64%
$200 449 2.307% 1460 7.309% 16.47 8.27%
$300 6.69 2.307% 1827 6.09% 21.07 7.06%

[Mean 483 2307% 1529 7.35% 17.32 8.32%

Source: data compiled by the author

The price of sending remittances varies ggnificantly, and a key determinant in those
prices is the extent of market competition to send remittances to that recipient country.
When the results are disaggregated by country, the price of sending varies from $7 to
$26, dgnificantly informed by market competition. Mexico is the country with the lowest
fees among the nine countries sudied. It is dso the country with the grestest market
choices for customers.  The mgor competitor, Western Union, has gradualy logt its
market share in Mexico due to the entrance of many competing companies. The
competitive market may make it more difficult for remittance companies to survive.
Indeed, Mexico is the country where many companies have faled to reman in the
market. As prices have gone down, many companies have been unable to stay in the
competition. The competition in Mexico ranges from smdl busnesses to large
corporations. Significantly, among the reasons for expanded competition is the entrance
of the banking industry into the remittance market. Bancomer, Banamax, and Bancomex
ae mgor competitors in the industry, varioudy offering direct money transfer services
(like remittance agencies) and/or working jointly with money trandfer companies like

MoneyGram and Ria Envia

Following Mexico is El Savador, which dso exhibits greater competition and is the
second largest remittance recipient in the Hemisphere.  There is some degree of
competition for sending to El Sdvador. While Western Union remains the dominant
player for El Salvador, it dso has to compete with a few companies. Unlike a country like
Jamaica, where Western Union likely has over 60 percent of the market, in El Salvador
Western Union has about 30 percent or less of market share. It's first mgor competitor is
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Gigante Express, a courier company that mostly sels and sends money orders which adds
up to about a quarter of the flow to El Sdvador. Second, competition exists with a few
commercial banks. BanSol, BanComercio, Banco Agricola, and Banco Cuscatlan have
operations in the United States as money transfer agencies and compete with the other
two companies. Banco Agricola, the largest bank in El Savador is likdy to hava a 10
percent market share. The bank offices in Los Angdes trandfer nearly two hundred

million dollars a yeer.

Table 5. Average Fees charged to send $200

Fee and

Fees Exchange Rate? | Exchange Rates
Country Amount |Percent  |Amount |Percent |Amount  |Percent
México $11.28) 5649 $5.67] 3.03%| $15.81] 8.67%
El Salvador $13.38] 6.69% $13.38 6.69%9
Guatemaa $13.50] 6.759%9 $3.12 1.57%| $14.78 7.39%
Nicaragua $15.46| 7.73% $15.46 7.73%
Colombia $16.00] 8.00994 $5.47] 2.73%| $20.1010.05%
Dom. Rep. $16.70| 8.35% $3.94 1.97%| $18.80 9.40%
Jamaica $16.71] 8.36%9 $3.93 1.97%| $19.52 9.76%
Haiti $17.700 8.85% $0.38 0.19%| $17.7§ 8.89%
Cuba $26.00] 13.00% $26.0013.00%

Source: data compiled by the author. The exchange rate amount and percents equd to the
ratio between the exchange rate offered by a company and the country’ sinterbank rate.

Two countries, which exhibit significantly high prices are Jamaica and the Dominican
Republic.  In the fird case, Western Union, through its arrangement with the locd firm
Grace, Kennedy, controls the mgority of Jamaicas remittance market. With about
200,000 trandfers a month coming from the United States, Grace, Kennedy (representing
Western Union), maneges somewhere between 65 percent and 70 percent of the market
share. Jamaica Nationd Oversess, another competitor with operations in the United
Kingdom and the United States, which is pat of Jamaica Nationd Building Society,

2 Exchange rates are not noted for El Salvador, Nicaragua, or Cuba, asU.S. dollars are sent and received in
these countries.
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trandferred $95 million in 2001 from the United States, which amounts to 10% of the

market share

At first appearance, the Dominican Republic seems to have a highly competitive market
with more than fifteen wel-established companies remitting from the United States. The
presence of high prices in this country rases questions about whether there is price
control or sdf-regulation of another nature. One answer may be that, in the Dominican
Republic, there is a conglomerate of remittance companies grouped through an
association named the Associacion Dominicana de Empresas Remesadoras de Divisas,
Inc. The members of this association clam to regulate themselves in order to control for
exchange rate differences. This however does not explain the country’s higher prices for
remittances. Moreover, operating costs in the Dominican Republic are not higher than in
any other recipient country in Latin America Didance, service ddivery, infrasructure,
digribution networks as well as point of sdes share Smilar characteristics and costs to
those of the other Latin American markets examined in this report. The companies
generdly offer two kinds of charges $8+5 percent (when sending in dollars) and $5+5
percent (when sending in locd currency) for the amount sent.  Although the average
amount sent from the U.S. to the Dominican Republic is higher than the average for other
countries, the dsandard deviation for these amounts charged is the lowest among the
different countries studied, that is 1.6 percent of the principa (in other countries the
dandard deviation is over 2 percent, except with Mexico). This may mean that the
Asociation helps to kesp competition with little fluctuation but relatively higher prices.
When looking only at average fees for loca currency, the Dominican Republic improves
its pogtion, yet it continues to show higher prices than El Savador, Guatemda, and

Mexico.

Table 6. Fees charged to send $200 in local currency

Country Amount
Mexico $11.60
El Savador $13.00
Guaemda $13.00
DominicanRep. | $14.75
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Nicaragua $15.08
Haiti $16.00
Colombia $16.67
Jamaica $16.71

These results show tha while remittance-sending prices reman high, there ae
differences among countries in the charges involving money trander.  Competition
among remittance sending companies is gpparently a key variable explaining the country
differences. However, there may dso be other factors involved, such as the type of
ingtitution participating in the money transfer process or the technologies employed.

b) Remitting institutions, and how much is too much?

Is there a reationship between fees charged and type of inditution offering the money
trandfer? Are there any yardsticks to measure costs? Despite average prices to customers
of over 7 percent the amount sent plus over 2 percent in the exchange rate applied, there
are some businesses that offer lower priced transfers.  Banks, for example, tend to charge
less than $10 for the transfer, whereas money trandfer companies charge over tha
amount. Nearly sxty percent of banks but only 30 percent of money tranfer companies
charged $9 or $10 for any transaction under $200 (See Figure 2). These companies are
usudly located in El Salvador, Mexico and Guatemda.
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Figure 2. Type of Money Transfer Institution and Charge by Range to send $200
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There are numerous reasons why banks offer lower charges. The home country offices of
banks involved directly in money transmisson a) are generdly the largest banks in the
country b) have the capacity to acquire cepitd upfront to back the outflow of
transactions, ¢) have an dready-exising digtribution network, d) are better known by the
sending dientde, and € concentrate on atracting volume from demographicaly
concentrated areas where migrants of the bank’s country resde. Smadler players like
money trandfer companies often have to find an investment partner as wel as banking or
other financid inditution to arrange didtribution schemes and are therefore likely to incur

in extra costs.

Neverthdess, the avalability of banking inditutions involved in money tranders is not
widespread and banks do not provide or guarantee an inexpensve service, merdy, or
usualy, a chegper servicee Banks dso often respond to the presence or absence of
competition, and do not necessarily offer a lower fee service. For example, Jamaica and
the Dominican Republic have banking inditutions with branches operaing as money
transfer companies in the United States. However, their charges are not necessarily lower

than the other non-banking ingtitutions remitting to these countries (see Table 7).
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Table 7. Range of Fees Charged by Country to send $200

Range Totd
Under $10%$11 to $12/$13 to $18 $19 Over

Colombia 25.0% 50.0%  25.0%| 100.0%
Cuba 100.0%| 100.0%
Dom.Rep. 10.0% 6.7% 43.3% 40.0%| 100.0%
El Salvador 38.1% 14.3% 33.3% 14.3%| 100.0%
Guatemda 40.9% 18.2% 22.7% 18.2%| 100.0%
Haiti 20.0% 40.09  40.0%| 100.0%
Jamaica 14.3% 42.9% 42.9%| 100.0%
México 56.090 20.0%| 24.0% 100.0%
Nicaragua 38.5% 7.7% 7.7% 46.2%)| 100.0%

32.6% 11.6% 30.2% 25.0%| 100.09%

But how much is a fair price for a cusomer to pay for efficient and good service that Hill
dlows a company to make reasonable profits?  Companies generdly don't offer
information about operating costs and profit margins. However, from the interviews and
folow up questions some answers can be offered. Operating codts to transfer money
include sarvice to the customer through a point of sde with an agency; use of the
eectronic inteface to trander the amount; availability of cepitad to back the money
upfront, establishment of a didribution network on the recalving sde, and customer
savice. Genegdly for money transfer companies, the cods to cary out individud
transactions run somewhere between three to six dollars. For banks, because they dready
have an infradructure in place in the home countries, the costs may be lower.  One
company which charges $10 and remits to Mexico and Centrd America explained that in
their company spends 40 percent on transfer codts and the agent, another financia
inditution, retains 50 percent of the fees. In addition to the remaining 10 percent, this
company uses the foreign exchange rate as an additiond source to make its profit. For
this business, their primary means to increase profits were to increase volume and keep
costs down. In contrast, other companies share less than 50 percent of the fees with the
agents.  Furthermore, some remittance businesses do not require agents because own their
own agencies and only need to cover overhead expenses. These entities are likely to have

lesser expenses.
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Therefore determining fair charges by companies, dlowing for both operating expenses
and reasonable profits, and thus being able to answer ‘how much’ is ‘too much’ to
charge, depends on the company offering the trandfer. However, as the tables show, at
least one third of companies are trandferring remittances at $9 and $10, and some offer $7
transactions which gill make a profit (even without including the exchange rate applied).
Moreover, because companies factor exchange raes in thar profit tha dement must be
consdered as pat of the cost to the sender. Immigrants are not often aware tha ther
money does not arive in full and that they lose a portion in the exchange. In some cases,
companies do not say what exchange rate they are using.

Companies charging over $10 per transaction and often over $14 per remittance transfer
do not explain why their costs are condgderably higher. Western Union generdly argues
that their charges are higher by virtue of offering a ‘premium service, that is a service
that is 100 percent guaranteed in terms of location, speed, reiability, and safety. Western
Union has a sophisticated and widespread company infrastructure. They have agencies
throughout the United States and partner companies in Latin America. This cgpacity has
rendered this company the remittance inditution with the highest revenues in the Western
hemisphere.  Lain America is Western Union's most important market after the United
States, Canada, and Western Europe, and represents 22 percent of the company’'s
revenues. The company does gppear to have two advantages over many of its
competitors. Firsg are Western Union's extensve geographical locations. Second, but
more ambiguoudy, Western Union may offer better cusomer services than some of the
competition. For example, Vimenca or Grace, Kennedy notify recipients that their
money has arived and provide toll free numbers to their clients so that they can inquire
about the datus of a transaction.However, most companies offer very smilar services to
Western Union.

c) Are there best practices?

Money is transferred from bank to bank, from money transfer agency to bank, from credit
union to credit union, agency to agency, and 0 on, and charges vary depending on these
combinations. As discussed above, this report identified an eight point criteria to assess
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which of the companies have the best practices. These are fees, exchange rates, transfer
mechanisms, the marketplace competition, business location and geographic coverage,
development support, financid services, and trangparency. No company sudied in this
report meets al the criteria for best practicee.  Some companies like Western Union may
offer the best access to sending and receiving money, but a very high prices. Others may
have low fees but offer limited geographic coverage.

When searching for best practices on remittance transfers, of the eight points, four issues
are of particular importance in identifying the best company methods and gpproaches
below average prices and mark-up, services that add vaue to the money sent and
recalved, transparency in reporting the real nature of prices and services to the cusomers,
and devdopmenta support to the community.  Given the current environment that
prevals in the money trander business with various players in place and different
trandfer methods and charges, identifying the best practices is an important but difficult
task. Three best practices can be presented here that meet some of the criteria highlighted
a the beginning of this section.

Credit Unions—Credit Unions offer some of the best practices in money trandfer
opportunities to migrants.  First, where credit unions are avalable, thelr costs are among
the lowest. Some credit unions charge less than $7 in some cases no credit union
surveyed charges more than $10. Second, in addition to the low charges, credit unions
seek to offer sgnificant benefits to the sender as well as to the recipient. One important
benefit offered to senders is the incentive to enroll them in the banking sysem.
Moreover, the credit unions have aso invested used the fees charged to provide various
plans to its members. Findly, credit unions tend to be transparent in the charges they
meke as wel as in ddivery of the money. They usuadly arange the money transfer
transaction ether through an dready exising company such as Vigo Internationd
Corporation or participate in the Irnet system of transferring money from credit union to
credit union (Orozco 2000). In this latter case, money transfers are among the least
expensive, charging $6.50 for anything under $5,000.
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Examples of credit unions that are active in trandferring remittances and working with
Latino immigrants ae Communidades in Los Angeles, tranderring to El Savador and
Guaemda a $6.50 and serving mostly low-income Salvadorans, Bethex Federal Credit
Union in New York, which uses Vigo, and Government Employees Credit Union
(GECV) in El Paso, which dso uses the Vigo sysem. GECU is unusudly large with
$700 million in revenues. Its paticipaion in the remittance market, to immigrants from
Mexico, is rdatively recent (from about 2000), and has been very profitable as is
reflected in the expanded revenues from GECU'’ s branch that does most of the transfers.

Another credit union that garted to offer money tranders is the Latino Community Credit
Union (LCCU) in North Caroling, which offers transfers to Mexico and Central America
The LCCU not only offers low remittance charges but also provides important services to
the Laino immigrant community.  Latinos generdly are low income and not al have
bank accounts. According to the IADB survey, only 60 percent of Latino immigrants
have bank accounts. The credit union thus provides an aterndive to the community by
inviting them to opening checking accounts with low deposits of $25 (as opposed to $500
or $1,500 in most banks). Moreover, this particular credit union uses the remittance fee
charges to provide other free sarvices and lending opportunities to their members.
Because many low-income migrants regulaly cash checks with third party inditutions
(rather than depogting these into their individuals accounts), as with remittances, they
incur high fees to pay for that service (& very smilar rates to current average money
trander fees). The Latino Credit Union, like Comunidades, does not charge for this
sarvice or for the use of ATMs. Moreover, migrants are able to send up to $5,000 for
$10. LCCU too uses Vigo as their money transfer interface and manages to keep $8 of
the $10 charge which it uses to offer community development programs and pay for its

overhead codts. Vigo retains $2 and the exchange rate markup.

Despite the benefits they offer, credit unions continue to remain among the least involved
in money trander services which is ther primary limitaion. Two mgor difficulties they
experience ded with outreach. Fird, there are only a few credit unions offering services

to migrants to send money. Except for Comunidades and Government Employers Credit
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Union, most credit unions do not offer remittances transfers or are not based in aress
where there is a high concentration of migrants. Second, remittances transferred to the
receiving country ae modly sent through a money trandfer company. Although this
method is relatively low cod, it would be even chegper with the involvement (and often
exigence) of credit unions in the recipient sde. In most countries, however, credit
unions are gill seeking drategies to offer noney transfers.  As the next section will show,
in El Sdvador money transfers to savings and loans cooperatives are beginning to attract
customers dthough thelr participation is very limited.

Banks—Offering low charges is an important festure of the morey trandfer. Providing
additional services that enhance or leverage the condition of the sender and the recipient
is another dgnificant dement to condder. In tha sense, banks are ided indtitutions to
offer remittance trandfers & low cost and with gSgnificant benefits  Severd Lédin
American banks have edablished offices in the United States as money tranamitters.
Their charges are sgnificantly lower than those offered by companies like Money Gram
and Western Union. However, these banks lack the capacity to offer additiona services
to cusomers because of U.S legd redrictions. Notwithstanding this condrant, these
Latin American banks have come to offer important services for many immigrants who

are familiar with those banks in their home country.

Some American banks have established partnerships with Latin American counterparts to
fecilitate migrant money trangfers.  Although this practice is lesser known and rare, there
are added benefits to this practice. Harris Bank of Chicago, for instance, has formed an
agreement with Bancomercio in Mexico. Under this arrangement, Harris Bank transfers
remittances a $12 for any amount up to $1,500. The amount charged is $2 higher than
that offered by a credit union and the money trandfer-banks (but far less than mogt
conventiond internationd  bank wire-trandfers as wel as less than the charges of the
mgor money transfer companies). However, in addition to sending money, Harris Bank
has sought to reach out to the Latinos in Chicago. To that effect it established 24
branches known as “bilingud branches” This feature has added sgnificant benefits to

Mexicans in the area as not only they can not only send remittances but aso be
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encouraged to get bank accounts and to join the financiad system. In doing so, Harris
Bank has used the money transfer business as an insrument or conduit to educate and
attract the unbanked to use banks and new technologies. While this benefits the bank, it
is dso vdudble to empowering and acculturating the immigrant community to
conventiona and chegper financia practices.

Money Transfer Companies—As Figure 2 showed, there are a smdler percentage of
companies that offer transactions below the average cost. These lower-fee busnesses are
modly smdl money trander companies that concentrate in particular cities where there is
a ggnificant migrant population sending remittances. They offer an dternative to other
money trandfer businesses that charge above average, such as Western Union and

MoneyGram, and have avery smal market share in the business, yet remain competitive.

One illugration of a company in this category is RapidMoney. It sends remittances to
Mexico and El Sdvador for a $10 fee and offers a card to the recipient to use it to
withdraw the money. The sender aso gets a receipt tha reports the amount charged and
the exchange rate gpplied for that transaction. In addition to this trangparency and low
charge, the company works with more than one didribution network to facilitate the
trander. One key feature of this company is its liason with El Sdvador's cooperative
savings and loan system. Transfers made to El Sdvador are done through the Federation
of Cooperatives of El Sadvador. The advantage of this arrangement has been that the
Federation has been able to transfer remittances to low income Savadorans and seek to
attract them to join the cooperatives. As with banks and credit unions, however, the
disadvantage of this company is that it does not have naionwide locations and operates
only in Texas and Arizona. Moreover, its services, unlike banks and credit unions, are

limited to money trandfers.

One dgnificant condraint to improving best practices in money remittances is the end
point. Companies often find themsaves congtrained Ly high cods imposed by their Latin
American counterparts, especidly banks. Unless banks have a sgnificant participation in
the money trander, they tend to charge high commissons for the transmisson. In
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paticular, the smdler the remittance company, and therefore the lower its volume of
trandferred funds, the higher the bank’s commisson charges are likely to be. In addition,
Latiin American banks and financid inditutions are often not oriented to serve smdl
customers like the remittance recipients and senders.  This problem is addressed in more
detall in the next section which reviews the exigence of an environment that contributes
to or endbles the cgpacity for immigrants to interact economicaly with ther home

country, from sending remittances to investing.
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3. Enabling environments? Facing aspontaneous or incubating
stage

With increased labor migration, governments, civil society, and the privete sector are
now faced with the prospect of attracting more worker remittances, migrant association
donations, migrant capitd invesment, as well as trade opportunities. Governments and
businesses need to ask themselves what they can do to help lower the costs of remittances
and atract more money. What policy and regulatory changes would be most hdpful?
What stands in the way of those changes? Would regulation of courier agencies and other
remittance trandfer businesses reduce costs? Can governments and financid inditutions

help channel grester amounts of remittances through the banking sysem?

An enabling environment is one that facilitates with ease economic interaction among
players. Five factors that enable a particular economic environment are. a) the presence
of a ggnificant number of economic players, b) communication and networking efforts;
c) eadly avaldble information about transactions d) policy, busness initiaives and
ventures regarding and in key economic sectors, and €) resource avalability to enhance
initiatives and motivate players.  Within this context, governments businesses (as well as
nongovernmental groups, the latter largely beyond the scope of this report) can promote
initigtives that not only address cost reduction in transfer of remittances, but aso enable
other dements of an economic environment that is attractive for migrant transfers of
various kinds. Factors that may hinder or enhance migrants decisons to incresse,
diversfy, and drengthen the impact and vadue of trandfers include (but are not limited to)
the fallowing:

Cost and ddivery. These factors are affected by many forces, as noted above,
induding prevailing monopolies or ineffective oversght over money transfers.
Exchangerates.

Banking regulaions. For example, dlowing those working in the U.S. to keep
dollar accounts with favorable interest rates in their home countries would likey
increase remittance flow as wel as enhance how those remittances are used, such
asfor savings and invesment.
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Granting trading licenses to individuds who dready have enough foreign
exchange to import or export commodities. These initiatives can aitract savings
coming from remittances received by loca entrepreneurs.

Nonexigent or inaufficient incentives to dtract immigrant investment and/or
donations. Governments can cregte incentives through policies such as facilitating
favorable loan interest rates to migrant groups or reducing import duties for
hometown associations donations. Banks and credit unions can offer strategies
to dtract remittances, savings, and other invesments to their inditutions and
support the development of the receiving community.

This project reviewed current policies governing foreign currency tranders to Latin
America, as well as the outreach efforts to migrants by the banking industry in sdected
Latin American countries.  The report finds thet, overdl, there are no mgor obstacles for
migrants to transfer resources (remittances, donations, or investments), or for companies
to engage with their diaspora There are, however, dso few mgor or wide-spread
initiatives to increese and enhance the quantity, range, and vdue of flows. Among other
concerns, there is a need for outreach and marketing to migrants. Except in El Sdvador
where a nascent program exists, and in Jamaica where a new trade policy links the
country to its diaspora, there are no drategies in place. Private sector initiative to engage
with their fdlow compatriots dso offers promising opportunities, but they are in he early
dages and involve few players. The report now reviews the state of the environment vis a

vis migrant opportunities to engage economicaly with their homeands.

a) El Salvador

According to U.S. census figures, there are a least one million Sdvadorans in the
United States. The Centrd Bank of El Sdvador estimated that Salvadorans sent nearly $2
billion in remittances in 2001. In addition, as noted above, Sdvadorans trave to El
Sdvador  frequently and mantan an  economic  rddionship with thar families
communities, and country whenever possble. El Sdvador's economy was dollarized on
January 2001, which has reduced speculation in worker remittances. Nevertheless, costs

of money transfers remain high overal.
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Government inditutions as well as the private sector and civil society are seeking
initigtives and drategies to enable an attractive environment for migrants to engage
economicaly with El Savador. Helping to reduce costs and bring more remittances are
among ther priorities. The Sdvadoran government's priority is to bring economic
resources and investment, including from migrants, rather than to focus on remittances.
The business sector remains focused on extending and enhancing the remittance business

in itsown right.

Government initiatives—Central Bank authorities dress that there are few regulations
about foreign currency, particularly since El Savador adopted the dollar as the country’s
legal tender. Individuas can open dollar accounts, and banks are alowed to  so both
for nationds or foreigners. One sgnificant change has been that dollar deposit accounts
increased by 6 percent since early 2001. The Central Bank’s concern is to keep records
of incoming foreign currency and identify their sources. To that effect use a procedure to
review foreign currency operations, which compiles figures from reports provided by
banks, foreign exchange busnesses, and other inditutions authorized to cary out
internationd financia operations.

Importantly, the Salvadoran government has sought to reach out to its diaspora, but the
efforts do not aways have the necessary follow-through. In 2000, the Ministry of the
Economy sought to adopt a drategy aming a cultivating migrants as potentid investors.
The Minisry crested a ‘trading cduster’ with the purpose of linking Savadoran
enterprises with diasporic business partners. This drategic dliance approach serves as a
departure point to promote trade at larger scae. By January 2001, the strategic alliances
emerging from the Minigtry’s initistive had reached monthly deds of $100,000 to
purchase agricultural goods such as beans. Later in the year, however, such efforts
seemed to have los momentum. The Office of Competitiveness a the Ministry stressed
that these were important efforts and El Sdvador should think of these drategic dliances
as economic beachheads. Nevertheless, as of late 2001, there were no continued

initiatives in place and that no follow-up to the previous effort.
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The Foreign Affars office dso engaged in outreach efforts with expatriate Savadorans
as pat of an initiative emanating from the Vice-President of the Republic. The Direccidn
Genera de Atencion a la Comunidad en € Exterior (heresfter, the Directorate) crested in
January 2000, is an office that coordinates with other government agencies outreach
efforts with Salvadorans living abroad. The objectives of the office have been to link the
Sdvadoran government with the community living abroad, carying out initiatives thet
srengthen the relationship between the diaspora and El Sdvador. The office has pad
dtention to four areas economic, culturd, community organizing, and migration. Much
of the offices work has involved networking with the diagpora, particularly with
hometown association leaders. It has dso promoted development in a number of arenas.
One initigtive was to promote diasporic assistance to recongtruct housing following the
early 2001 earthquake that devastated parts of the country. Another project has been the
officgs role in fadlitating communication between hometown associations and loca
governments in order to engage in smdl development projects. To that effect the Fondo
de Inverson Socid para € Desarrollo Loca de El Sdvador, a government agency, has
linked with hometown associations to cary out smdl development projects in rurd
sectors of the country. Congtruction projects have been at the core of this reationship in
which hometown associations participate as joint partners providing material for basic
infrastructure and asssing with property acquistion. Other efforts by the directorate
have been to facilitate the tax-exempt staius of goods donated by Sdvadorans living
abroad.

In 2002, the Directorate will promote a portfolio of development projects identified with
the assgance of the Ministry of Agriculture. These are generdly low-budget invesment
projects involving less than $30,000 (and which average about $10,000). These projects
would be an dtractive incentive to migrants interested in ether investing or donating
copital.  Another important initiative is the creation of a $300,000 matching fund to
implement joint partnership activities with hometown associations.  This matching fund
represents an incentive to attract HTAS to engage in or expand development initiatives
for their communities of origin.
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Private sector initiatives—Busnesses in El Sdvador have recognized the vaue of
remittances as an economic indrument that enhances a company’s profits.  However,
there remain ggnificant areas for businesses to improve the products and services they
provide to both migrants and recipients For example, the banking industry in El
Sdvador has ggnificant economic exchange aroad and many banks dready offer money
transfers. The four largest banks in El Savador (see Table 8) have branches in the United
States.  Money tranders to El Savador are competitive and the leading company,
Western Union, despite controlling a sgnificant portion of the market with 254 agencies,

competes regularly with the banks and courier agencies.

Although many banks offer remittance services, the banks have largely faled to offer or
encourage recipients opportunities and incentives to open bank accounts and save their
money. As in mogt countries, there is an assumption among some banks that because
most money recipients are low-income individuds who predominantly use the money for
consumption, they are not potentid bankable cusomers. That beief has impeded
sufficient incentives to and training of senders and recipients to use the banking industry.

Table 8. Top 10 Banksin El Salvador

Bank Assetsin 2001 (inUS Branchesinthe U.S.
dollars)

AgricolaSA. 2,546,526,000 BancoAgricola, branchesin
Cdiforniaand Washington

Cuscatlan de El Salvador SA. 1,931,919,000 New Y ork

Savadorefio SA. 1,405,586,000 BanSoal, branchesin
Cdiforniaand Washington

De Comercio de El Sdvador, 923,568,000 Bancomercio branchesin

SA. Cdiforniaand Washington

Scotiabank El Salvador, SA. 401,220,000

Hipotecario de El Salvador 253,488,000 Works with Western Union

SA.

Capitd SA. 237,593,000

Credomatic SA. 205,365,000

De Fomento Agropecuario 172,439,000 Works with Western Union

Citibank N.A. 165,366,000

Source: Edtrategiay Negocio, Diciembre 2001 — Enero 2002.
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Despite this assumption of ‘unbankability’, most bankers agree that some of those
recelving remittances open bank accounts a some point in their economic life.  For
example, in Banco Hipotecario, bank officias edtimated that 20 percent of money
recipients open accounts and enjoy the benefits of banking. Banco Agricola estimates
that 30 percent of remittance senders and 10 percent of recipients have bank accounts.
Banco Agricola offers three services to senders, remitting to a savings account through
the agencies in the U.S,, remitting to a relative's account (or providing a cash payment),
and bill payments. However, nether of these two banks have incentives to attract
recipients into the banking industry or to offer them or the sender standard banking
benefits, such as housing loans or other type of financia opportunities.

Cooperatives have more initiatives and outreach to remittance senders and recipients, but
the cooperatives are less widespread than the banks. The Federation of Savadoran
Savings and Loans Cooperatives (Fedecaces) initiated the IRnet system, which provides
internationd wire transfers among credit unions, in coordination with the World Council
of Credit Unions. This important initistive, which has enormous potentid benefit to
people who send and recelve remittances (as well as others), continues to be limited due
to lack of resources. Two mgor impediments are the smal number of people who are
members of credit unions and the need to develop computer software that would dlow
for a more efficient money transfer sysem. Despite these condraints, they have been
able to attract clients into the tranfer system. Fedecaces has also made use of 26 points
of sarvice in El Savador in addition to its centra offices and the involvement of 18

cooperatives.

Fedecases's rddionship with other financid inditutions underscores arguments  this
report makes about best practices and the advantages of enabling environments that
facllitate flows, cusomer empowerment, and related economic and socid benefits.
Originaly, Fedecases would trandfer remittances from a U.S. based credit union like
Comunidades, In order to expand its service in the United States, it then arranged to send
money through three money trandfer companies, Vigo Internationd, Rapid Money, and

Viamericas, dl companies which charge lower prices than their busness competitors.
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Fedecases's remittance sarvice tripled from the moment in expanded its activities with
the money transfer companies. Between January and September 2001, Fedecaces
transferred $483,068. Because of its expanded reach, after it Sarted transferring with the
other companies in October, remittance transactions in the last three months of the year
were dmost double those of the first nine months of the year, resulting in a year-end total
of $1,203,583. Also notable is that the average remittance transaction was $400, which is
about double the usual trandfer amount. Fedecaces's approaches are apparently
consolidating their customer base as Fedecaces's officids reported that every month 10

percent of recipients decide to associate with the cooperative.

Other inditutions have explored opportunities to engage with their home-country
diagpora. Two examples are the Banco Multisectorid and an NGO, Infocentros. Banco
Multisectorid IS an  organization that provides funding for housng and other
development projects, usudly through other inditutions. It has provided credit to sdl
homes in El Sdvador to Salvadorans living abroad. However, partly due to the lack of
outreach and marketing drategies and partly due to Banco Multisectorid’s lack of
knowledge about the Sdvadoran population abroad, only $2 million was financed.
Infocentros is a Sdvadoran NGO that offers training to use and access to the Internet.
They have ‘infocentros which ae computer centers like internet cafes, and an
infragtructure dready in place.  This organization is exploring usng its infrastructure and
expand its offices throughout the country to offer money transfer sarvices through low-
cod, internet-based, transactions to Salvadorans residing abroad. In addition to offering
lower process for remittances, this initigtive could offer other important benefits to the
recipients such as educating the recipient community about new technologies.

El Sdvador is dearly setting a bass to facilitate a better economic relationship with its
diaspora.  However, banking inditutions need to better explore the opportunities of
dtracting migrant capitd as wdl as making efforts to bank the unbanked in El Savador.
Overdl, postive efforts and initiatives are being set in place but further didogue between
private sector entrepreneurs and government needs to take place over economic
interaction with Savadorans living abroad.
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b) Dominican Republic

There ae nearly one million Dominicans in the United States, the mgority of them
resding in New York and Forida. In 2001, these Domincans sent $1,800 million in
remittances to ther home country. Despite this volume, the third largest amount among
Latin American countries, charges for tranders are higher than in El Sadvador,
Guaemaa and Mexico. Moreover, there are no specific initiaives in the Dominican
Republic to link with ther diagporas, though government officids and private sector
groups are eager to engage in various economic schemes. Greater knowledge and
understanding about the money trandfer market and the development of policy initiatives
by the government could play a role to simulate active engagement with Dominicans
living dbroad.

Government initiatives--Government  officids in the D.R. vdue the income of
remittances as an important resource for the economy. Centrd Bank andyds edimate
that between 1995 and 2000, after tourism, family remittances represented the second
source of foreign currency earnings, reaching $7.3 billion, or 8 percent of the country’s
GDP. Centrd Bank officads dso mantan thet, snce economic liberdizaion efforts
were edablished, dollar transactions may be made fredy and regulaions on foreign
currency only occur for figures above $5,000. Foreign exchange businesses and money
trandfer companies must comply with regulations about amounts exceeding $5,000. The
bank’s obligation is limited to verifying thet transactions are registered as remittances and
banks and non-bank financid indtitutions report those remittances.

Notwithganding the enabling provisons of economic liberdization, governments and
private sector could do much more to promote a money transfer environment that is
effective, inexpensve, and aitractive to migrants as well as other measures to enhance
economic reationships with expatriate Dominicans. Tourism is a case in point. Despite
the fact that nearly forty percent of touriss who came to the D.R. in 1999 were
Dominicans who spent an average of $741 during ther typica 15 day dtay, the Tourism
office has no program in place to resch out to this sector.  Although tourism officids
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recognize tha promoting ‘internd  tourism’ for Dominicans would bring important
benefits to the country, they emphasized that their gpproach is to promote internationd

tourism.

More broadly, there is no government consensus as to how to interact with and relate to
Dominicans overseas.  In the Foreign Affars Minisry, for example, an officid was
concerned about difficulties and risks of having an economic drategy aming to migrants
living abroad. Nevertheless, an outreach policy is consdered necessary and to that effect,
the Foreign Affars minisry created an Overseas Affairs Office.  Moreover, the office of
Investment Promotion in the Dominican government has a dear underganding that
patnering with Dominicans living abroad will enhance the country’s deveopment
opportunities, but has no policies in place b define an appropriate strategy or orientation.
That is, the recognition by this office that the government and private sector must creste
the conditions to bring migrant capita investments has yet to be trandated into policy or
practice.

Private secor—Generdly Dominicans suspect that the costs of sending remittances
may be high. However, the Associacion Dominicana de Empresas Remesadoras de
Divisas, Inc. has an effective public reaions job which dresses thelr prices are far.
Moreover, though some busnesses in the Dominican Republic are aware of current
market behavior and high prices, they often fed they should not get involved.
Remittance companies themsdves could aso offer development contributions to the
communities receiving remittances, such as donations or joint ventures with communities
living droad. Vimenca, Western Union's representation in the Dominican Republic,
with near a 30 percent maket share, explains tha they offer donations in various
modalities and would be interested in participating in other projects.  Mr. Freddy Ortiz,
presdent of the Remittance Association agrees about the importance of their companies
to contribute to devel opment.

Banks are rdaively uninvolved in the remittance business, dthough there are exceptions.
Banco Bancredito is involved in the money trander syssem but only to a very smdl
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extent and with a smdl number of customers who are remittance recipients. Although
Bancredito has 51 branches throughout the Dominican Republic, it only recaved a little
less than $4 million a year in remittances from the United States. Mogt of these trandfers
arive into dollar savings accounts kept by Dominicans living in the US. The bank
recognizes that it could seek to atract or offer incentives to new customers to have dollar
accounts. Banco Mercantil, which mostly works in trading, is interested in the remittance
market and offers a money trander scheme through a debit card in conjunction with
Quisgueyana, a remittance company with offices in the U.S.. Customers in the U.S. go to
Quisgueyana offices and transfer the money to the bank, while the recipient in the
Dominican Republic recelves a card, CashPin, which can be used regularly to withdraw
remittances.  This new venture represents an important advance in money transfers
because it enables recipients to not only to cash their money a any ATM but adso to buy
goods at commercia establishments because it is also connected to Visa

Other banks more involved in the money transfer are Banco Popular (BPD International)
and Banco Hipotecario Dominicano. BPD Internationd, whose Dominican counterpart is
the larges bank in the country, has various money trandfer operations, including
remittances (see Table 9). They adso have arangements with other money transfer
companies. The Banco Hipotecario remits dgnificant amounts through its branches in
New York and its market share could reach 14 percent.  This bank aso offers other
packages to senders and recipients of remittances. The company has a tourism office that
is seeking to attract the Dominican market living doroad. One of the areas of emphass in
this bank is to attract recipients into the banking system as wdl as provide housng loans

to both senders and recipients.

Table 9. Top 10 Barksin the Dominican Republic
Ban Assatsas of June 2001 | Branchesinthe U.S)
[Popular 2,263,825,210 New Y ork
[De Reservas 1,755,155,500
Intercontinental 1,169,223,960
[B.H.D. 959,072,170 New York
[Nacional de Credito 719,812,480
[Del Progreso 672,601,000
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Citibank 377,483,630
[Mercantil 339,626,600 Quisgueyana
Scotiabank 263,290,980
Osaka 165,044,670

Source: Edtrategiay Negocio, Diciembre 2001 — Enero 2002.

Neverthdess, there is gill much the banking industry and other business sectors can do
and offer to money senders and recipients.  Important contributions would include
providing or expanding interest bearing dollar accounts, housing or consruction loans,
regular savings accounts to low income recipients, retirement packages to senders, and
other financia opportunities. These could enhance both business interests and the needs

of the remittance sector.

Findly, as in El Savador, a nascent interest in money transfers has emerged among the
cooperative system. One mgor advantage of the cooperative sysem in the Dominican
Republic is that many of its branches operate in rural areas and sectors less frequented by
banks. Cooperatives dso offer a more welcoming environment and approach for
remittance recipients, as they seem to be less ‘formd’ than banks.  In places where
remittances are trandferred through cooperatives the community aso receives benefits
from the association. One cooperdaive, San Jose de las Matas, transferred haf a million
dollars in remittances during an 12 month period. Many of the recipients have joined the
cooperdive dnce cashing the money through them. Thus remittances can play a
developmental role among low-income recipients by functioning as a resource that over
time can be saved. The Association of Cooperatives is seeking to expand its services by
providing ATMs to the cooperaive network and set a more effective and inexpensve
money transfer system to that currently offered by remittance agencies.

The opportunities in the Dominican Republic to endble a better money transfer system
are being st in motion with the increasing participation of banks and cooperatives. In
addition, the government's interes in addressng policy options for migrants living
aroad may aso be a pogtive indicator about the emerging enabdling environment.



Within that context, there is need to discuss current costs as well as opportunities to

improve services and available options for senders and recipients.

c) Jamaica

Jamaica is a very different country from other Lain American and Caribbean countries,
not only by virtue of its language (as there are other EnglishspeskingLatin American
countries), but because it is the Latin American country with the largest proportion of its
population living droad. (Indeed, the Jamaican diaspora is spread out around the world.)

Jamaica has a population of only 2.5 million people, but it has 800,000 immigrants in the
United States done.  These 800,000 Jamaicans sent $900 miillion in remittances in 2001.

Another digtinctive characteristic of Jamaica is that one single company, Western Union,
through Grace Kennedy Remittance Services Ltd, manages the mgority of the money
transfer market. . Grace Kennedy/Western Union controls about 65 percent of the market.

It dso has among the highest remittance sending fees in the region. As in the Dominican
Republic, awareness of the money transfer prices is limited in both most societd and
governmental sectors.  An enabling environment that better facilitates money tranders is
needed in Jamaica, as is recognized by some Jamaican groups.

Government—Officids a the Bank of Jamaica, which is the centra bank, believe
money transfers to Jamaica flow smoothly. The bank’s primary interest to date has been
limted to the quatity of finendd flows rather than broader enabling (or
disadvantageous) factors that may promote or inhibit those flows. There are currently no
redrictions on foreign exchange capita flows. There ae, however currently
conversations about money laundering regulations with the Ministry of Finance and the
Banking indudtry in order to increase monitoring of money trandfers that may arive into
the country for non-legd purposes. While officids interviewed were not aware of any
complaints or concerns about the remittance transfer companies and systems, when they
learned about the fees charged and exchange rate markups they, like their Dominican

government counterparts, did express concern.
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Outsde the money trander busness, government officids a the Minigry of Finance
recognize that there is no drategy to attract migrant currency earnings. There is only a
generd drategy to promote investment. There have been some outreach attempts but in
generd these have been isolated efforts. One such initiative was by the Nationd Housng

Corporation to encourage Jamaicans in the U.S. to build homesin their homeland.

In contragt, one area in government where there is a serious shift to focus on Jamaicans
living aoroad is in foreign and trade policy. This draegy recognizes the need for
Jamaca to “be proactive in shgping the new rules of the internationad trading
environment rather than passvely dlow these rules to be shaped by other countries”  In
that context, one area of atention condsts of aitracting the attention and support of
Jamaicans living oversess. Under this policy, the government established the following
objectives. It amsto:

Implement Charter for Returning Residents

Operate as information center and contact point for Jamaican overseas
organizations and communities- activities should focus on information gathering
and analysis of overseas asset creation activities

Promote policy to support the interests of Jamaican communities abroad through
politica and economic activities

Encourage and mobilize Jamaicans aboroad to assst in nationa development
Encourage mass communication with Jamaicans oversess, e.g., through televison
and radio programming

Provide trade-rel ated ass stance to Jamai cans overseas to increase capital flows to
Jamaica, e.g., marketing networks, culturd activities. (Jamaica’'s New Trade
Policy)

This drategy linked a previous effort (formaized in 1993) with the cregtion of the
Department for Jamaicans Oversees. This department origindly worked to care for
Jamaican returnees, and later expanded to maintain links with its diagpora.  The new
policy of the government has been read as an important step in its recognition that the
country’s integration in the globa economy depends in Sgnificant part on its reaionship
with its diaspora.  Yet there is dso recognition that the government has yet to  move from
this policy agenda into policy implementation through specific projects, which are now
missing. Notwithganding the limitations, the government has expressed enthusasm over
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linking up with Jamaicans living oversess.  Officids are dso interested in learning from
other countries experiences to contribute to creating an environment that facilitate
greater contact.

Private sector—The private sector is clearly aware of the importance of the diaspora,
and it looks to the United Kingdom, Canada, and the United States as the places where
Jamaicans are redding. It is dso aware of the importance of family remittances coming
into the country. As one chief bank officid expressed it, “there is no debate that
dependence on remittances is strong, and does not condtitute a bad thing; it is a redity we
need to adgpt to.” Banking inditutions like commercid banks and building societies
participate in the money transfer to some extent. However, there is little concern about
the remittance market control by one company. The mgor competitor to Grace Kennedy
is Jamaica Nationd, a building society which transfers 10 percent of the remittances that
come into the country. It charges $15 for any transaction, as compared to $22 by
Western Union/Grace Kennedy.

Aside from Jamaica Nationd, there are some of other banks, which provide remittance
savices. Thexe inditutions use MoneyGram in the U.S. and charge smilar or dightly
lower fees to hose of Grace Kennedy. No bank examined identified a strategy to enable
amore attractive environment to attract migrants foreign currency for other purposes.

The credit union system is seeking to implement a nationwide drategy to offer remittance
transactions and use the earnings from the transfer charges to implement educationd
packages to its members. One credit union that transfers money from Forida through a
Cayman Idand bank has demondrated the benefits of money trandfers by suggesting that

their revenues have increased sgnificantly since working in the remittance service sector.

The importance to increase interaction with the diaspora is a dgnificant step for the
Jamaican government. One concrete drategy for this country should be to identify the
needs of the remittance sending and recipient populations, including lower fees,

facilitating new economic opportunities, and providing other financia services.
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d) Guatemala

Unlike the other three countries reviewed here, Guatemda has a rddivdy smdler
population living abroad. Census Bureau estimates are that there are less than 500,000
Guatemdans in the United States. Neverthdess, in 2001 these Guatemdans sent nearly
$700 million to their country of origin. The government has gererdly recognized the
importance of Guatemdans living abroad and has expressed interest in engaging with its
population. In practice, however, limited efforts have actudly been made. The private
sector is moving towards engaging with migrants by entering the money trandfer
business.

Government—According to the Guatemaan Centrd Bank, the law dlows trandfers in
dollars. However, some officids fear that the free negotigtion of foreign currency could
lead to increased exchange rate speculation. Guatemaa does not have higher markups in
the exchange rate than other countries under study. There are some limitations for people
to have dollar accounts but these are not related to banking regulations but with to
commercial banks policies. In particular, many banks in the country require a $500
deposit to open dollar accounts, and customers are aso required to have an account in
Quetzdes.

Private sector—The banking industry in Guaemda has edablished money trander
offices in the United States to offer services to Guatemadans. The mgority of the banks
have offices in Los Angdes which function to trandfer remittances. These bank offices
compete among themselves to attract market share by offering low fees. A new bank, the
second largest in the @untry, plans to enter the U.S. remittance market to break into this
market. The bank’s drategy will be to offer more than one sarvice: in addition to
tranderring money, it will provide badc information about issues of concern to
Guatemdans like migration and legdization, as well as low income housng opportunities

in Guatemda
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Table 10. Top 10 Guatemaan Banks

Ban Assatsasof June2001 | Branchesinthe U.S
Industria 1,003,543,590
G & T Continental 974,531,670 Los Angeles
[Dd Café 630,943,330
Agromercantil de Guatemda 527,635,130 Los Angeleg
[Reformador 419,877,690
[De Occidente 404,530,770 Los Angeleg
[De Desarrollo Rurdl 386,592,820
[De Exportacion 253,788,460
Internaciona 241,104,490
Crédito Hipotecario Nacional 176,557,690

Source: Edtrategiay Negocio, Diciembre 2001 — Enero 2002.
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4. Recommendations

Although remittances are regarded as an important source of income by recipient
countries, charges continue to be high and few initiatives exis to address this issue. The
countries dudied are ill thinking about how to enable an environment by which money
transfers can occur without complication and a lower cost.  Expanding sending methods
as well as the competition are factors that help reduce money transfers. Moreover
educating customers about costs and charges is another important method. In Latin
America there is a need to enable an environment that facilitates money trandfers of any
kind, be this remittance, savings, investment, or consumption. Because the mog tangible
and codly interaction between migrants and their home country is remittances, priority
must be paid to this particular issue. The current efforts to reduce fees and enable the
money trandfer environment are @ an ealy phase in which internationd support can
provide significant input to expand and improve the current redlity.

In theory, money transfers could cost very little or nothing to the sender and recipient.
For example, a person with a U.S. bank account could alow their rdatives in the home
country to withdraw cash with an ATM card sent by the account holder.

An effort to support senders and recipient should pay attention to seven aress in particular

in which remittances are less costly and can aso have a developmentad leverage.

a) Offer incentives to unbanked migrants in the U.S. to use formal financial
institutions.

Only dx out of ten Lain American immigrants use, or presumably consder themsdves
to have meaningful access to, bank accounts. The effects of being unbanked are
gonificant, not only because of the higher costs and difficulties an individud incurs on a
dally basis for not having bank accounts, but aso because of ther inability to edtablish
credit records and obtain other benefits from a financid inditution.  Helping migrants to
enroll in the banking infrastructure will hdp ensure low fee trandfers.  Some government
and private inditutions are dready engaged in that effort and could target a Strategy
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linking remittance trandfers with banking options as a way to atract them into the
financia sysem.

b) Create a board that provides oversight for remittance companies, and in
particular their fees and exchange rates

As with oversght of a large range of organizations, oversght boards are important
inditutions that may help to guarantee transparency and accountability of corporate
responsbility and compliance with standards for products and service. The U.S. needs
such an inditution on a naionwide bass for money trandfers. Such an organization
could indude representatives of money transfer companies as well as customers and other
independent and knowledgeable parties. 1t could be or establish an independent board
that reviews practices and other issues reating to remittances to Latin America (and

perhaps elsawhere).

) Establish a customer rights office on the recipient side to educate recipients about
costs and better measur e effectiveness and efficiency of services

Remittance recipients are not awvare of many of the practices and methods of the
remittance companies. For example, many senders do not know about the different
exchange rate markups that prevall among many companies. Furthermore, there is no
independent research or checks on effectiveness or efficiency of the various services.
Nornrgovernmentd  organizations could contribute Sgnificantly by educating money
recipients about being informed customers,

d) Create a task force on remittances and development to explore concrete
possibilities for sending and recipient countries

Payes in the remittance market can further enhance and enadble the remittance
environment by acting in three draegic areas. hep reduce money transfer fees, expand
financid opportunities to recipients and senders, and leverage the devdopmentd
potentid of remittances. To that effect a task force of key players should be set up to
formulate agendas and policies that can improve the vaue, flow, and use of remittances.

[and ther effective management.] The task force would dso help formulate dStrategies
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that leverage the developmentd potentid of remittance and other migrant earnings.
Members of the task force would make recommendations to the United States and Létin
American governments as wel as internationa organizations regarding key development
practices influenced by remittances.  Task force membership should include the
participation of key players in the remittance process (business officids, policy makers
from the US and Latin America, leaders of Latino hometown associations, and
international organizaions). The task force would need to meet in the United States and
Latin America, and will hdp shgpe a drategy on cost reduction and economic
devdopment. One important role of the task force will be to highlight important
devdlopmentd drategies as identified in dudies and the task force meetings. The task
forces main objective would be to draw attention in the Inter-American community
concerning the role of remittances in development and to support specific policy options
and proposdls that facilitate development.

e) Money transfer companies liaison with small banks and credit unions

The experience of Quiesqueyana, Vigo, and RepidMoney of liasng with smal banks
and credit unions points to important options to help reduce cods. These three
companies offer an dternative to remittance recipients that enhance their use of this
income source, ether through a lower fee or through the access to a ATM for cash or a
Visa debit card for purchase. Expanding these dternatives will aso increase market

competition and improve an imperfect remittance market.

f) Bank liaison with banks and credit unions

Another important strategy to help lower charges is to increase bank-to-bank agreements
in the U.S. and Latin America regarding money transfers.  Currently, banks generdly
charge over $30 for an internationd wire transfer. However, when the prospect of
increased volume is considered, banks often show interest and are prepared to lower these
fees. Haris Bank and Wells Fargo are important examples of this type of initiative.
These banks arranged money transfers through Mexican Bancomer. Money recipients in
Mexico are dso encouraged to use the banking industry once their currency arives at a

bank and not at a money transfer agency.

42



s)] Expand debit card use and motivate recipients to open dollar accounts

Using debit cards in the recipient country is an important way to reduce charges. Bt it is
important that credit unions and banks must encourage money recipients to have credit
union or bank accounts too. The percentage of Central American and Caribbean people
with bank accounts is generaly below 20 percent (except in Jamaica which experiences a
much higher percentage). Banks and financia inditutions are key development agents
and, as they reach out more to society, the multiplying effect on development increases.

Credit unions and other banks can enhance the wefare of remittance recipients by
encouraging them to opening accounts and earning interest on their money.

h) An expanded role for Latin American and U.S. civil society organizations

Implicit in many of the above recommendations, and indeed in much of the report, is that
the nonprofit, nongovernmental organization (NGO), or civil society sector has a very
important role to play in promoting a better remittance system, from lower fees to
citizens empowered to use mangream financid inditutions, to the deveopmentd and
invesment posshbility of remittance flows ~ This point has been demondrated in
examples ranging from the cusomer rights NGO in Honduras to the invauable and
innovative role of credit unions themsdves nonprofit organizations. Neverthdess, a full
discusson of the role of the civil society sector — both what it currently offers, and what it
can offer  immigrants, their families, and ther communities through internationa
finanad flows — is beyond the scope of this study and report which was commissioned to
focus on government and business. An important future area of policy study is how to
promote the enabling and enhancing role of the NGO/nonprofit sector in the US and
home countries.
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