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Introduction

This report analyses the market of remittances from the United States to nine Centra
American and Caribbean countries from the perspective of their business practices. The
report focuses on remittance companies, business practices tha benefit their customers
sending and receiving remittances by criteria such as lower charges, convenient business
locations, and community outreach. Money trandfer charges as wdl as exchange rate
differentids continue to be of concern for nine mgor Latin American remittance recipient

countries. A key finding is that remittances are less costly when competition is greater.

As the report shows, charges in fees and exchange rate incurred to send and receive
remittances can add up to 14 percent of the amount sent. It is in the interest of nations
and families receving remittances to increese the quantity and flow of remittance
monies, in pat by reducing the share logt to transaction cods, and in part by increasng
the gross flow of migrant remittances and investments.

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

and offer development dternatives to individuas and groups through their services.

The report is based on more than fifty interviews. Nearly eighty remittance companies
were sudied to identify factors such as charges, exchange rates used and their effect on
consumer expenditure, mechanisms employed to transfer money, didribution networks,

and other services offered.



1. Background
The mgority of Lain American immigrants resding in the United States, documented or

not, honor a commitment to ther family and community by sending them remittances.
Latino immigrants who earn less than $25,000 a year tend to send somewhere around
$200 a month, that is, nearly ten percent of their income. Thus, cost matters to the
sender.  Moreover, money recipients, who are generaly low-income families earning
below average incomes, dso vaue the remittance they receive and are affected by any

cost incurred to them in the exchange rates.

Today’'s tota remittances from the U.S. to Mexico, Centrd America, and the Caribbean
are etimated to be a least $15 hillion annudly. In comparative terms, remittances tend to
be more than 10 times greater than U.S. foreign ad to these countries, they are equivaent
to five percent of Mexico's exports, seventy percent of El Sdvador's exports and nearly
one quater of Nicaraguas ndiona income. El Sdvador, the Dominican Republic,
Jamaica, and Guatemda are among the magor remittance recipients in the Caribbean
Basn. In 2001 the combined amounts remitted to these four nations added up to over
five billion dollars, which is equivadent to 50 percent of those countries trade through the
Caribbean Bagin Initiative.

Table 1. Remittances to Latin America, 2001,

Y ear Remittances

Colombia $500,000,000*
Cuba $800,000,000*
[Dominican Rep. $1,807,000,000
[El Salvador $1,972,000,000
Guatemda $584,000,000
[Honduras $400,000,000
[Mexico $9,273,747,000
Nicaragua $600,000,000
Jamaica $959,200,000
|[Ecuador $1,400,000,000
Ten Countries $18,295,947,000

Source: Centra Banks of each country except for Cuba (ECLAC), Colombia (World Bank) Ecuador (The

Economist, Jan 2002), Nicaragua (author’s estimates). * data for 1999.



Within this context, governments, busnesses, and makets are important agents in
dimulating the flow of remittances Busnesses sdl sarvices fadlitating the trandfer of
remittance funds, but transfer charges to consumers continue to vary. Yet, remittances
continue to flow to Latin America without showing sgns of decline. As Figure 1 shows,
monthly flows of remittances in sdected countries have continued an escading trend in

the past three years.

Figure 1. Remittances to Five Latin American Countries, Jan. 99-Dec. 2001
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2. Reducing Charges on Sending Remittances

The players within the remittance indugtry conditute a crucid piece in the puzze 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
individua and community devdopment by reducing trandfer charges when high,
providing trangparent and efficient services, offering incentives to recipients to use the



financid system (saving and investment options), and promoting development in the

community.

This report andyses more than 70 money transfer companies. 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 receiving 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 four countries; Guatemda, El Savador, the Dominican
Republic, and Jamaica. The other countries that were anayzed 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 Savador 20

Guatemaa 15

Haiti 5

Jamaica 7

México 23

Nicaragua 13

Source: Data compiled by the author. Some companies remit to more than one country.

The costs companies incur in trandferring remittances are generdly reflected in the fees
they charge. These fees are based on a number of factors including operating costs, the
exchange rate used in the transaction, the trandfer mechanism employed by the company
(and whether it is more labor or cepitd intensve), the levd of market competition
exiging in both the sending and receiving aess, and company’'s profit margin.
Therefore, the criterion by which this study or measures the price of transactions
involves identifying and andlyzing the @) fees charged, b) levedl of market competition, )
transaction type (whether the remittance is changed into loca currency or not), and d)
transfer mechanism.



In addition to these criteria, other practices are explored such as a company’s

trangparency, its outreach in support of the community’s development, its relaionship
with the dientde, and any additiond financid services offered by the company. These
latter issues are dso important as they have a developmenta impact on the household and
a community. The use of a particular inditution can motivate both senders and recipients

to improve their personal stock.

Indicators that assess what works for a cusomer’s benefit are based on whether the

company offer lower than average fees and exchange rates and their services generate

incentives for customers to add vaue to ther money, such as providing other financid

sarvices in the same location. Some of these criteria are presented in the table below:

Table 3. Indicators 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. Trandfer mechanism (hand delivery, money
order, dectronic transfer: debit card, bank to
bank, internet, courier agency trandfer, etc.)

More capitd intendve transactions mearn
lower costs for the company, but nof
necessarily lower fees for the consumer.

4. Marketplace competition (supply sde)

The higher the number of companies irf
any market, the lower the transfer cods

The exception is when companies ad
formed in oligopolies or remittancy
‘cartels .

5. Business location and geographic coverage

Companies located within areas with 4
better  economic  infrestructure  exhibit
lower transaction costs

6. Development support

Support to the loca community adds vaue
to the product and loyaty to the company

7. FAnancid Services

Offering services such as banking or hill
payment increases interest in the company

8. Transparency

A company that advertises its exchange
rates cultivates or promotes more trud

from the customer.




Thisreport’ s findings show that:
In the past three years, charges have declined sgnificantly in some countries.
Transfer cogts incurred by customers range from $7 to $26.
Fee charges decrease with competition. Remitters to Mexico, El Savador, and
Guatemda charge lower fees than companies sending money to Jamaica and the
Dominican Republic.  For countries, like Cuba or Haiti, where there are more
market regtrictions, charges are higher.
Didribution networks offering lower commissons tend to promote the decline in
charges. The use of dectronic interfaces dso helpsin reducing cods.
A growing number of companies offer money trandfers in dollars.  This practice
does not guarantee that received remittances will be not involve disadvantageous
exchange rate charges as banks can sdl dollars at alverse exchange rates. (This
topic requires further study and is beyond the scope of this report.)
Banks are increasingly opening money trandfer franchises and are offering some
of the lowest charges at about $9.00, however these inditutions continue to have a
smdl and limited reach.
Credit unions and cooperatives continue to offer the lowest fees. Like banks,
however, their reach is smdl. Moreover, the home country digtribution networks
ae not wel esablished within the credit union sysem. In Guatemaa, Jamaica,
and the D.R., cooperatives are entering the remittance transfer business, and in El
Sdvador, credit union transfers are taking place dthough they are low at under $2

million ayear.

a) Transfer Charges: Changes and Challenges

Perhaps one of the mogt dgnificant changes in the remittance market is the decline in
trander costs. Three years ago the cost of sending remittances to different Latin
American countries averaged about 15.0% of the amount sent. Those transfer costs have
now declined. In 1999, for example, Western Union charged $22.00 for transferring up
to $200.00. By 2001 that charge was dropped to $15 (see Table 4).



Table 4. Trandfer Codts for Sending Remittances with Western Union

Charge for sending.. $200 $300
Y ear 1999 2001 1999 2001
México $2000  [$15.00 $25.00 $15.00
|EI Salvador $2200  [$18.00 $27.00  l¢21.00
[Dominican Republic $2200  [$18.00 $30.00 $24.00
Guaemda $22.00 $20.00 $29.00 $21.00
Colombia $22.00 $20.00 $29.00 $15.00

Source: Orozco 2000 and data compiled by the author.

Although there is a rdative decline in the price for customers, fees plus the exchange rate
gpplied to the amount recelved in locd currency 4ill show a widespread range in prices.

Immigrants pay from $6 to $26 to send $200. The Figure 2 summarizes the charge range
incurred by senders and recipients in fees.  One important aspect in Figure 2 is price
eadicity. Remittance charges decline with volume sent, and paticularly observed in
charges for amounts ranging from $150 to $300. This finding is important as it shows
that prices tend to decline when customers send grester amounts, only 15 percent of
companies charge over 9.5 percent for $300. However, the mgority of customers send
less than $200 a month in remittances and therefore they don’t tend to enjoy the benefits
of price dadticity in the $300 amount (See Table 4). This means that the mgority of
senders tend to pay over $15 in fees. Table 5 shows the fee per amount sent.
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Figure 2. Percent Charges by Companies per Remittance Sent
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Table 5. Percent didribution of remittances sent by immigrants

Amount sent Percent of senders

Up to $150 42.2

$151t0 $250 | 22.4 (22% sends $200)
$251t0$300 | 17.0

Over $300 18.4

Source: IADB Survey on remittances.

Table 6. Fees Charged on Amount Sent

Over 9.51%

Fee charge scale Total|

AmouniOver $15/Between $10.01 and $15.00{Under $10.00
$150.00 24.8% 37.2% 38.0%0100.0%
$200.00 35.7% 31.8% 32.6%9100.0%
$300.00 54.3% 24.8% 20.9%4100.0%
38.2% 31.3% 30.5%0100.0%

Source: data compiled by the author

These charges represent a ggnificant cost to the type of money sender, reatively poor
Latin Ameican immigrants. Fird, Laino immigrants are generdly low-income people.
According to the U.S. Census nearly 33 percent of Latino (or Higpanic) households earn



less than $20,000 a year. Second, about 46 percent Latin American immigrants are not
incorporated in the financid systems through banks. Their earnings are therefore usudly
checks cashed in cash checking stores that charge a high fee.  About two thirds of
immigrants tend to receive ther sdaies and weges this way. They then send
remittances. This means that cods of receving and sending income remains a chalenge
to the mgority of immigrant remittance senders.

Table 7. Household Income by Race

Household income
GrougUnder $20,000(Between $20,001 and $35,000(0ver 35,000
Higpanic/Lating 32.5% 24.9% 43.0%
Non-Hispanic Whitsg 11.3% 16.6% 72.1%

Source: U.S. Census Bureau, CPS March 2000.

Importantly those companies that charge above 95 percent tend to have a dgnificant
market share in the recipient countries. Therefore, while only 24 percent of companies
charge fees above 9.5 percent of the principa, they have the largest market share.
Therefore these fees affect a larger number of immigrants. According to the IADB survey
on remittances, 41 percent of senders used Western Union and MoneyGram.

Table 8. Remittance Companies Charging over $15 on $200 Remittance

Charge Company

Uno Money Tranders, Ria Finance Service; CAM;
Caribbean Airmail; Grace Kennedy Remittance Services
\Western Union (Jamaica) Western Union; Vimencal Western
Union (D.R.); Remesa Agil; RIA Express, BPD Internationa
(D.R.); Jamaica Air Express Couriers, Paymaster/ Money
Gram (Jamaica)

Money Gram; LaNaciona / caribe express (D.R); Mateo
Between $17.51 and 19.99 |Eyyess (D.R); Pronto Envio; Quisgueyana (D.R);

Gigante Express (home ddlivery) (ELS, GUA); Girosol;
Jamai ca National Overseas, King Express (to the Interior)
Between $15and 17.5 |(GUA); Money Gram — Bancomer (MX); Rapid Remittance/
Vigo (MX); Ria Enviaw/Banco Mex (MX);

Ria Enviaw/tdegrafo (MX); ServiMex (MX)

Over $20




b) Country differences

The price of sending remittances varies dgnificantly and a key determinant in those
prices is the extent of market competition to send remittances to tha 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 studied. It is dso the country with the grestest
market choices for customers. The competition in Mexico ranges from smal businesses
to large corporations. Sgnificantly, among the reasons for expanded compstition is the
entrance of the banking industry into the remittance market. Bancomer, Banamax, and
Bancomex are mgor competitors in the indudry, varioudy offering direct money transfer
sarvices (like remittance agencies) and/or working jointly with money transfer companies
like MoneyGram and Ria Envia The mgor competitor, Western Union, has gradudly
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. In
Mexico as prices have gone down, many companies have been unable to day in the

competition.

Following Mexico is El Sdvador, which aso exhibits greater competition and is the
second largest remittance recipient in the Hemisphere.  While Western Union remains as
a dominant player for El Salvador with about 25 percent of market share, it dso has to
compete with other companies. Its fird mgor competitor is Gigante Express, a courier
company that mostly sdlls and sends money orders, and which has dso nearly a quarter of
of the market share.  Second, competition exists with commercia banks. BanSol,
BanComercio, Banco Agricola, and Banco Cuscetlan have operations in the United States
as money trandfer agencies and compete with Western Union and Gigante EXxpress.
Banco Agricola, the largest bank in El Salvador, has about 10 percent market share. The
bank offices in Los Angdes trander nearly two hundred million dollars a year.

BanComercio hds dmost the same market share as Banco Agricola

The Dominican Republic has more than fifteen wdl-established companies remitting

from the United States. These companies are grouped into a conglomerate through an



asociation named the Associacion Dominicana de Empresas Remesadoras de Divisas,
Inc. The members of this associaion generdly follow smilar prices As Table 8 shows,
remittances to the Domincan Republic tend to have rdatively higher prices than other
countries  with gmilar characterisics (high volume, dgnificant  competition, and
immigrant demographic concertration). The companies generdly offer two kinds of
charges: $8+5 percent (when sending in dollars) and $5+5 percent (when sending in loca
currency) of the amount sent. Remittance companies in the Dominican Republic usudly
offer a home ddivery sarvice as pat of ther fees In other countries, home ddivery
generdly incurs an extra dollar fee. The Asociacion clams that their charges offset price
fluctuation. This clam is bolsered by the fact that the standard deviation of the fees is
the lowest among the different countries studied, that is, $3.7. In other countries the

standard deviation is over $5, except for Mexico.

Table 9. Fee Charges per Country as Percent of a $200 Remittance

Country Under 5%| 5.1%to 7% 7.01% to 9.5%9 Over 9.51%
[Mexico 56.00% 24.00% 20.00%

Guatemda 40.90% 22.70% 22.70% 13.60% 100.0%
|El Savador 38.10% 23.80% 23.80% 14.3094 100.0%
Colombia 25.00% 25.00% 25.00% 25.00% 100.0%
[Dominican Rep. 10.00% 10.00% 43.30% 36.70% 100.0%
[Haiti 20.00% 40.00% 40.00% 100.0%
Jamaica 14.30% 42.90% 42.90% 100.0%
[Nicaragua 38.50% 7.70% 7.70% 46.20% 100.0%
Cuba 100.00% 100.0%
All countries 32.6% 16.3% 27.1% 24.094 100.0%

In Jamaica, money transfers aso tend to be more expensve.  Western Union, through its
arangement with the loca firm Grace Kennedy, controls the mgority of Jamaicas
remittance market. With about 200,000 tranfers a month coming from the United States,
Grace Kennedy (representing Western Union), manages somewhere between 65 percent
and 70 percent of the market share. Another competitor with operations in the United
Kingdom and the United States is Jamaica Nationd Overseas, which is part of Jamaica
Nationd Building Society. In 2001, Jamaica Nationd Oversess transferred $95 miillion
from the United States, which amounts to 10 percent of the market share
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These results show that there are differences among countries for the charges to transfer
money. Compstition among remittance sending companies is a key variable explaining
the country differences. However, there may aso be other factors involved, such as the
type of inditution paticipating in the money trander process or the technologies
employed.

c) Difference between sending in local and foreign currency and exchange rate issues
Charges vary depending on whether money is sent in locd or foreign currency. Money
trandfer inditutions tend to charge more when the amount is sent in U.S. dollars (as the
company’s to profit with the foreign exchange is affected). Conversdy, if the money is
sent in locd currency at lower fees, the recipient loses a percentage of the remittance in
the foreign exchange rates.

Table 10. Fee charged and Type of Currency

Fee charge scae Totd

Over $15 Between $10.01 and Under

$15.00 $10.00
[Local curency 22.6% 49.1% 28.3%9100.0%
[Dollars 56.3% 18.8% 25.0%100.0%
[Did not want to provide 28.6% 71.494100.0%

an answer

[Money Order 33.3% 66.7% 100.0%
37.7% 34.2% 28.1%4100.0%

According to company officids in different countries and busnesses, most remitters
request the money be sent in the country’s loca currency. Because of the exchange rate
losses, remittance recipients relatives receive less than the (average monthly) $200 that is
sent to them. On average, recipients lose nearly $60 a year from the exchange rates.
Congdering that the average household income for Centrd American and Caribbean
families is bdow $200 a month, one sees that the price of sending and receiving

remittances amounts to more than an additiond month’sincome.



Table 11. Average Fees charged to send $200

Country Local C| Dollars
Mexico $11.60 NA
El Sdvador $13.00 Same
Guatemda $13.00 $13.00
DominicanRep. | $14.75 $19.5
Nicaragua $15.08 Same
Haiti $16.00 21.00
Colombia $16.67 Same
Jamaica $16.71 NA

Table 12. Foreign Exchange Spread by Range

Country Range Total|
Under $3.00 $3.01 to $5.00 Over $5.00
Colombia 33.3% 66.7% 100.0%
Dominican Rep. 16.7% 88.3% 100.0%
Guatemda 44.4% 55.5% 100.0%
Haiti 100.0% 100.0%
Jamaica 80.0% 20.0% 100.0%
Mexico 13.6% 23.6% 58.8% 100.0%
All Countries 21.9% 36.3% 31.7% 100.0%

d) Remitting institutions

Is there a rdationship between fees charged and type of inditution offering the money
transfer? Are there any yardsticks to measure costs? Despite average prices to customers
of over seven percent the amount sent plus over two percent in the exchange rate applied,
there are some businesses that offer lower priced transfers (i.e, four percent of a $200
remittance). Banks, for example, tend to charge less than $10 for the transfer, whereas
money transfer companies charge over that amount. Nearly sixty percent of banks but
only 30 percent of money transfer companies charged $9 or $10 for any transaction under
$200 (See Figure 3). These companies are usudly located in El Sdvador, Mexico and
Guatemad a, the most competitive markets.
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Figure 3. Type of Money Transfer Intitution 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 trangmisson @ are generdly the largest banks in the
country, b) have the cepacity to acquire capitd upfront to back the outflow of
transactions, ¢) have an dready-existing digtribution network, d) are better known by the
sending clientde, and €) concentrate on dtracting volume from demographicaly
concentrated areas where migrants of the bank’s country resde. Smdler players like
money transfer companies often have to find an investment partner as wel as banking or
other financid inditutions to arange didribution schemes and are therefore likely to

incur extra cods.

Neverthdess, the avalability of banking inditutions involved in money tranders is not
widespread and banks do not provide or guarantee an inexpensive service, but rather a
cheaper service, a least in most cases.  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 operating
as morey transfer companies in the United States. However, their charges are not
necessarily lower than the other nontbanking inditutions remitting to these countries (see
Table 7).



Table 13. Financid Inditution Charging Less than $10.00 for a $200 remittance
(as % of tota charges)

Money Transfer
Company Bank or CU
Country  |Under $10Above $10 | Under $10Above $10

Colombia 25 75.00 NA
Cuba NA
[Dominican Rep. 8 92.00
[El Salvador 27.27 73.73 75
Guatemda 42.86 57.13 100
[Haiti 100
Jamaica 16.66 83.33
[México 41.17 58.83 66.66 33.33
Nicaragua 36.36 63.63
All countries 25.53 74.47 57.14 42.86

As noted, prices set by companies vary dgnificantly. 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 cepita to back the money
upfront, establishment of a digribution network on the recaelving sde, and customer
savice.  Generdly for money trandfer companies, the costs to cary out individua
transactions run somewhere between three to sx dollars (some andyss argue the codts
ae even lower). Banks dready have an infrastructure in place in the home countries,
therefore their costs may be lower.  One company which charges $10 and remits to
Mexico and Centrd America explained that their company spends 40 percent on transfer
cods and the agent, another financid inditution, retains 50 percent of the fees. In
addition to the remaining 10 percent, this company uses the foreign exchange rate as an
additiona source to make its profit. Their primary means for this busness to increase
profits was 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 they own agencies and only need to cover overhead
expenses. These entities are likely to have lower expenses.
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At least one third of companies transfer remittances at $9 and $10, and some offer $7
transactions, which still make a profit (even without including the exchange rate applied).
Companies charging over $10 per transaction and often over $14 per remittance transfer
do not explan why their costs are consderably higher. Western Union generdly argues
that their charges are higher by virtue of offering a ‘premium sarvice, tha is a service
that is 100 percent guaranteed in terms of location, speed, reiadbility, and safety. Western
Union does have 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.  Latin 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. First are Western Union's extensve geographical locations. Second, but
more ambiguoudy, Western Union may offer better customer services than some of the
competition. For example, Western Union operating as Vimenca or Grace, Kennedy
notifies recipients that their money has arived and provide toll free numbers to ther
clients so that they can inquire about the dtatus of a transaction. However, other
companies offer very smilar services to Western Union while charging lower fees.

3. Conclusion and Recommendations

Although remittances are regarded as an important source of income by recipient
countries, charges continue to be a concern to development agencies, immigrants, and
other interested parties. With prevailing advanced technology in which money transfers
can (and do) cogt very little or nothing to the sender and recipient, is worth asking how
money transfers can improve the welfare of recipients. For example, a person with a U.S.
bank account could dlow ther reatives in the home country to withdraw cash with an
ATM debit card sent by the account holder.

Expanding sending methods as well as the compstition (or leveing the playing fidd) are
factors that help reduce money transfers. Moreover educating customers about costs and



charges is another important method. In Lain America there is a need to enable an
environment that facilitates money trandfers of any kind, be this for remittance, savings,
investment, or consumption.  An effort to support senders and recipient should pay
atention to some areas in which remittances ae less cosly and can dso have a
developmentd 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 memingful access to, bank accounts. The effects of being unbanked are
ggnificant, not only because of the higher costs and difficulties an individud incurs on a
dally bads by not having bank accounts, but dso because of ther inability to establish
credit records and obtain other benefits from a financid inditution.  Helping migrants to
evoll in the banking infragtructure will hdp ensure lower fee tranfers  Some
government and private inditutions are dready engaged in tha effort and could target a
strategy linking remittance transfers with banking options as a way to dtract them into
thefinancid system.

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

As with a large range of organizations, oversight boards are important indtitutions that
may help to guarantee corporate transparency and accountability as well as compliance
with gtlandards for products and service. The U.S. needs such an inditution on a nation
wide bass for money tranfers A remittance oversght organization could include
representatives of money transfer companies as well as cusomers and other independent
and knowledgesble parties. It could be or edtablish an independent board that reviews

practices and other issues relating to remittances to Latin America (and elsewhere).

C) Establish a customer rights office on the recipient side to educate recipients about

costs and better measur e effectiveness and efficiency of services
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Remittance recipients are sdldom aware of many of the practices and methods of the
remittance companies. For example, many senders do not know about the different
exchange raes tha preval among many companies.  Furthermore, there is no
independent research or checks on effectiveness or efficiency of the various services.
Norngovernmentd  organizations could contribute Sgnificantly by educating  money
recipients about being informed customers.

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

The experience of Quiesqueyana, Vigo, and RapidMoney of liasng with smdl banks
and credit unions points to important options to help reduce costs. These three
companies offer an dternative to remittance recipients that enhance their use of this
income source, through lower fees or through the access to an ATM for cash or a Visa
debit cad for purchases  Expanding these dternatives will dso increese market

competition and improve an imperfect remittance market.

€) 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 trandfers.  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 Wels Fargo are important examples of this type of initiative.
These banks arranged money transfers through Mexico's Bancomer. Money recipients in
Mexico are adso encouraged to use the banking industry once their currency arrives & a

bank rather than at amoney transfer agency.

f) 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. But it is
important that credit unions and banks must encourage money recipients to have credit
union or bank accounts too. The percentage of Centrd American and Caribbean people
with bank accounts is generdly below 20 percent (except in Jamaca which has a much
higher percentage). Banks and financid 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 welfare of remittance recipients by encouraging

them to opening accounts and earn interest on their money.
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ADDENDUM:

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 so on, and charges vary depending on these
combinations. As discussed above, this report identified an eight point criteria to assess
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 transparency. 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 trandfers, of the eight points, four issues
ae of paticular importance in identifying the best company methods and approaches:
below average prices and mark-up, services tha add vadue to the money sent and
received, transparency in reporting the red nature of prices and services to the customers,
and deveopmentad 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.  Firs, where credit unions are avalable, ther 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 dgnificant benefits to the sender as wel as to the recipient. One important
benefit offered to senders is the incentive to enroll them in the banking system.
Moreover, the credit unions have adso used the fees charged to provide various plans to

its members.  Findly, credit unions tend to be trangparent in the charges they make as



well as in ddivery of the money. They usudly arange the money trandfer transaction
ether through an dready exising company such as Vigo Internationad Corporation or
paticipate in the Irnet sysem of trandferring money from credit union to credit union
(Orozco 2000). In this latter case, money trandfers are among the least expensive,
charging $6.50 for anything under $5,000.

Examples of credit unions that are active in trandferring remittances and working with
Laino immigrants ae Communidades in Los Angdes, trandferring to El Savador and
Guaemda a $6.50 and sarving mostly low-income Salvadorans, Bethex Federal Credit
Union in New York, which uses Vigo, and Government Employees Credit Union
(GECU) in Bl Paso, which adso 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 darted to offer money tranders is the Latino Community Credit
Union (LCCU) in North Carolina, which offers transfers to Mexico and Centra America
The LCCU not only offers low remittance charges but also provides important services to
the Laino immigrant community.  Lainos generdly are low income and not dl have
bank accounts. According to the IADB survey, only 60 percent of Laino immigrants
have bank accounts. The credit union thus provides an dternative 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 ther members.
Because many low-income migrants regularly cash checks with third party inditutions
(rather than depodting these into ther individuds accounts), as with remittances, they
incur high fees to pay for that service (at very smilar rates to current average money
trandfer fees). The Latino Credit Union, like Comunidades, does not charge for this
service 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
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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 their 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
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 are modly sent through a money trander 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 dill seeking drategies to offer money trandfers.  As the next section will show,
in El Sdvador money transfers to savings and loans cooperatives are beginning to attract
customers athough their participation is very limited.

Banks—Offeing low charges is an important feature of the money transfer. Providing
additiondl services that enhance or leverage the condition of the sender and the recipient
is another dgnificant dement to consder. In that sense, banks are ided inditutions to
offer remittance tranders & low cost and with ggnificant benefits  Severd Latin
American banks have edtablished offices in the United States as money tranamitters.
Their charges are dgnificantly lower than those offered by companies like Money Gram
and Western Union. However, these banks lack the capacity to offer additiona services
to customers because of U.S. lega redrictions. Notwithstanding this congraint, 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
facilitate migrant money trandfers.  Although this practice is lesser known and rare, there
are added benefits to his 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 most
conventiond internationd  bank wire-tranders as wel as less than the charges of the
maor money transfer companies). However, in addition to sending money, Harris Bank
has sought to reach out to the Latinos in Chicago. To tha effect it edtablished 24
branches known as “hilingud branches” This feature has added sgnificant benefits to
Mexicans in the area as not only they can not only send remittances but aso be
encouraged to get bank accounts and to join the financid sysem. 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 vduable to empoweing and acculturaling the immigrant community to
conventional and chegper financia practices.

Money Transfer Companies—As Figure 3 showed, there are a smdler percentage of
companies that offer transactions below the average cost. These lower-fee businesses are
mostly smal money trandfer companies that concentrete in particular cities where there is
a ggnificant migrant population sending remittances. They offer an dterndive to other
money transfer businesses that charge above average, such as Western Union and

MoneyGram, and have avery samdl 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 that reports the amount charged and
the exchange rate applied for that transaction. In addition to this trangparency and low
charge, the company works with more than one digribution network to facilitate the
tranfer.  One key feature of this company is its liason with El Salvador's cooperative
savings and loan system. Transfers made to El Sdvador are done through the Federation
of Cooperatives of El Sdvador. The advantage of this arrangement has been tha the
Federation has been able to transfer remittances to low income Salvadorans 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 nationwide locations and operates
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only in Texas and Arizona. Moreover, its services, unlike banks and credit unions, are

limited to money tranders.

One ggnificant condraint to improving best practices in money remittances is the end
point. Companies often find themsaves condrained by high costs imposed by ther Latin
American counterparts, especidly banks.  Unless banks have a ggnificant participation in
the money trander, they tend to charge high commissons for the transmisson. In
particular, the smdler the remittance company, and therefore the lower its volume of
transferred funds, the higher the bank’s commisson charges are likey to be. In addition,
Latiin American banks and financid inditutions are often not oriented to serve amdl
customers like the remittance recipients and senders.  This problem is addressed in more
detall in the next section which reviews the exisence of an environment that contributes
to or endbles the capacity for immigrants to interact economicdly with ther home
country, from sending remittances to investing.
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