Enabling environments?

Facing a spontaneous or incubating stage

Manue Orozco, PhD
morozco@thedial ogue.org

Report commissioned by the Multilateral Investment Fund of the
| nter-American Development Bank.
Washington, DC.
January 28, 2002






Introduction
This report andyses four Centrd American and Caribbean countries from the perspective

of what governments and other actors are doing to promote an enabling environment
propitious to economic exchange between immigrants and their homeand. The report
examines which policies and practices are most conducive to enabling an environment
that attracts foreign currency to Latin America while keeping the expense of the money
transfers as low as possble from the perspective of the senders, recipients, and
developing countries.  As the report explans, 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 edtablish a propitious environment to improve

economic exchange.

Centrd American and Caribbean countries are gradudly being integrated into the globd
economy.  Migraion, mosly 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 beneficiaies They provide foreign

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

Governments are important agents of economic change and through policies and
regulations can dtract migrant capitd and decrease the price of remitting money.
Governments need to condder what policies they might adopt to achieve these gods.
These may include increesng migrant underganding of dternative sending methods,
encouraging or requiring the market to offer chegper methods to transmit remittances,
and developing policy initiatives that enable and encourage an environment that atracts

more worker remittances or investment.

From the busness perspective, competiion among both exiding financia service
companies and potentiad new remittance transfer entrepreneurs needs simulating to lower

prices and increase 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

dternaives to individuals and groups through their services.

Four countries are dudied in detall for this report of enabling environments. These
countries are El Sdvador, the Dominican Republic, Jamaica, aad Guatemda The dudy is
based on more than fifty interviews in the four countries. Government, private sector, and
non-profit sector ingditutions were consulted and ther representatives interviewed to
asess 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 future scenarios to better attract and increase foreign migrant currency look postive
for mogt of these countries. There are a number of initidives in the making, many of
which will materidize in ways that will enable an environment to trander remittances a
lowered charges and expand economic activities in savings and invesment by migrants.
The first section of the report andyses the continued trend of contact between migrants
and their home countries. The second section analyses whether there is an environment
that alows migrants to economicdly engage with their home country, and to a leest send
foreign currency a low cods.  Findly, the report offers concrete recommendations to

further enable and promote the environment for remittance transfers.

1. Background
In addition to sending remittances, migrant workers are providing other important sources

of revenue and economic dimulation to their countries of origin.  This fird form of
economic engagement has higtoricaly been remittances.  However, these cash flows are
by no means the only benefit to the countries of origin. There are a least three other
forms of economic support. First, as wel as cash, migrants bring consumer goods to
their families and communities.  Second, the nationds living abroad vist ther home
countries, often regularly, expanding or revitdizing the tourig industry and reaed
economic sectors such as airlines and other forms of transportation.  Third, in the growth



of ‘nogdgic indudtries, immigrants purchase products from ther countries of origin
while in the U.S. Fourth, immigrants may and sometimes do invest in businesses in ther
native lands, induding but not only in the mdancholic indudries  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.

In most of the countries under study, economic connectivity between migrants and ther
native country is a recurrent process. Tourism for El Sdvador and the Dominican
Republic has a strong component of nationas living abroad. In the Dominican Republic,
for example, nearly forty percent of tourists who arive into the country are Dominicans
living abroad, predominantly in the United States. Ther average length of stay is more
than fifteen days and they spend around $65 a day. Only from John F. Kennedy airport,
annua flights to Santo Domingo amount to nearly 140,000 people. Another 95,000 travel
from Miami (See Table 1 bedow). The Stuation is dmilar in El Sdvador. Over forty
percent of people ariving into the country are Sdvadorans. Grupo Taca, an arline
carier tha 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 vigt. At
least 20 percent of tourists arriving to Mexico are Mexicans resding in the United States.
The wedth generated by these flows is Sgnificant.

Table 1. Nationd Origin and Internationa Tourists

Totd
tourists  [Nationds |Percent |Year
{Dominican Republic 2,169,977/845,102 |0.38945 (1999

Jamaica 2,231,7659103,379 |0.04632 |2000
Mexico 9,793,9002,203,1000.22495 |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 smdler proportion perhgps, migrants have become a new market
atracting exports from  ther home country. Ethnic imports to the U.S, labded
‘melanchalic’ trades and including items such as locd beer, rum, cheese, and other
foodgtuffs, 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 $35 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.

Another important development in the ‘nogdtdgic trade is that of migrants investing back
in ther home country to manufacture foodstuff like cheese, fruits, and vegetables.
Severd migrants resding in the United States have set 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 residing 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 enterprisess A recent survey of
migrants resding in the United States commissoned by the Inter-American Development
Bank asked how interested they were “in invesing 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 increesing and economic interaction bring into focus the extent to which
there is an environment that facilitates a rdatively uncomplicated process for migrants to
drengthen their rdaionships with their home countries, sarting with a low cost method
to trandfer remittances.  Specificdly, ae there factors facilitating 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. An Enabling Environment
With incressed labor migration, governments, civil society, and the private sector are

now faced with the prospect of attracting more worker remittances, migrant association
donations, migrant capitd investment, as wel 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 helpful?
What stands in the way of those changes? Would regulation of courier agencies and other
remittance transfer businesses reduce costs? Can governments and financid inditutions
help channel greater amounts of remittances through the banking system?

An enabling environment is one that facilitates with ease economic interaction among
players. Five factorsthat enable a particular economic environment are;
the presence of a significant number of economic players;
communication and networking efforts,
eadly available information about transactions;
policy, busness initiatives, and ventures regarding and in key economic sectors,
and

resource availability to enhance initiatives and motivate players.

Within this context, governments businesses (as wel as nongovernmental groups, the
latter largely beyond the scope of this report) can promote initiatives 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 increase, diversfy, and drengthen the impact
and vaue of trangfersinclude (but are not limited to) the following:

Cogt and ddlivery. These factors are affected by many forces, induding prevailing
monopolies or ineffective oversight over money tranders.



Exchange rates.

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 well as enhance how those remittances are used, such
asfor savings and investment.

Granting trading licenses to individuds who dreedy have enough foreign
exchange to import or export commodities. These initigtives can dtract savings
coming from remittances received by local entrepreneurs.

Nonexigent or insufficient incentives to atract immigrant invetment and/or
donations. Governments can creste 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 drategies
to atract remittances, savings, and other investments to ther inditutions and
support the development of the receiving community.

This project reviewed current policies governing foreign currency transfers to Latin
America, as well as the outreach efforts to migrants by the banking indusry in sdected
Latin American countries.  The report finds thet, overdl, there are no mgor obstacles for
migants to transfer resources (remittances, donations, or investments), or for companies
to engage with ther diaspora There are, however, dso few mgor or widespread
initictives to increase and enhance the quantity, range, and vadue of flows. Among other
concerns, there is a need for outreach and marketing to migrants. Except in El Savador
where a nascent program exigsts, 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 ther fellow compatriots dso offers promisng opportunities, but they are in the 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 homelands.

a) El Salvador

According to U.S. census figures, there are at least one million Sdvadorans in the United
States. The Centrd Bank of El Sdvador estimated that Salvadorans sent nearly $2 hillion
in remittances in 2001. In addition, as noted above, Savadorans travel to El Salvador
frequently and maintain an economic reaionship with their 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.

Government inditutions as wedl as the private sector and civil society are seeking
initigtives and drategies to enable an attractive environment for migrants to engage
economicdly with El Salvador. Helping to reduce costs and bring more remittances are
among their 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

initsown right.

Government initiatives—Centra Bank authorities dress that there are few regulations
about foreign currency, particularly since El Salvador adopted the dollar as the country’s
legd tender. Individuas can open dollar accounts, and banks are adlowed to do so both
for nationas or foreigners. One sgnificant change has been tha 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 tha effect use a procedure to
review foreign currency operations, which compiles figures from reports provided by
banks, foreign exchange businesses, and other ingitutions authorized to cary out
internationd financid operations.

Importantly, the Salvadoran government has sought to reach out to its diaspora, but the
efforts do not dways have the necessary follow-through. In 2000, the Minigtry of the
Economy sought to adopt a drategy aming a cultivating migrants as potentid investors.
The Ministry created a ‘trading cluster’ with the purpose of linking Savedoran
enterprises with diasporic busness patners.  This drategic dliance approach serves as a
departure point to promote trade at larger scde. By January 2001, the drategic aliances
emerging from the Minigry’s initiative had reached monthly deds of $100,000 to
purchase agriculturd goods such as beans. Later in the year, however, such efforts
seemed to have lot momentum. The Office of Competitiveness a the Ministry stressed
that these were important efforts and El Sdvador should think of these drategic aliances



as economic beachheads. Nevethdess, as of late 2001, there were no continued

intiaives in place and that no follow-up to the previous effort.

The Foreign Affars office dso engaged in outresch efforts with expatriate Salvadorans
as pat of an initigive emanding from the Vice-Presdent of the Republic. The Direccion
Generd de Atencion a la Comunidad en € Exterior (heregfter, the Directorate) created in
January 2000, is an office tha coordinates with other government agencies outreach
efforts with Sadvadorans living abroad. The objectives of the office have been to link the
Sdvadoran government with the community living aoroad, carying out initiatives that
grengthen the reationship between the diagpora and El Savador. The office has pad
atention to four areas economic, cultural, community organizing, and migraion. Much
of the officgs work has involved networking with the diaspora, paticularly with
hometown association leaders. It has aso promoted development in a number of arenas.
One initigtive was to promote diasporic assstance to recongruct housing following the
early 2001 earthquake that devastated parts of the country. Another project has been the
officeés role in fadlitating communication between hometown associations and loca
governments in order to engage in smal development projects. To that effect the Fondo
de Inversén Socid para € Desarollo Loca de EI Sdvador, a government agency, has
linked with hometown associations to cary out smal devedopment projects in rurd
sectors of the country. Congtruction projects have been at the core of his rdationship in
which hometown associations participate as joint patners providing materid for basic
infrastructure and asssting with property acquigtion. Other efforts by the directorate
have been to facilitate the tax-exempt status of goods donated by Sdvadorans living
abroad.

In 2002, the Directorate will promote a portfolio of development projects identified with
the assstance of the Minidry of Agriculture. These are generdly low-budget investment
projects involving less than $30,000 (and which average about $10,000). These projects
would be an atractive incentive to migrants interesed in dther investing or donating
capitd. Another important initiative is the creation of a $300,000 matching fund to
implement joint partnership activities with hometown associations.  This meatching fund



represents an incentive to dtract HTAS to engage in or expand development initiatives
for ther communities of origin.

Table 2. Projects proposed by the Outreach Directorate

No. of

Project Amount (Projects
Chicken

fams 60355 7
[Fish fams 56690 2
Gardens 27500 6
|Handcraft 10500 1
Organic 10500 1
Other 12700 2
\V egetables 9200 1
Socid 18500 2
[Fruit 10800 2

Source: Outreach directorate

Private sector initiatives—Busnesses in El Sdvador have recognized the vadue of
remittances as an economic indrument that enhances a company’s profits.  However,
there remain sgnificant areas for busnesses to improve the products and services they
provide to both migrants and recipients. For example, the banking indudry in El
Sdvador has sgnificant economic exchange droad and many banks adready offer money
transfers. The four largest banks in El Salvador (see Table 8) have branches in the United
States. Money transfers to El Savador are competitive and the leading company,
Wegtern Union, despite contralling a sgnificant portion of the market with 254 agencies,

competes regularly with the banks and courier agencies.

Although many banks offer remittance sarvices, the banks have largely faled to offer or
encourage recipients opportunities and incentives to open bank accounts and save their
money. As in most countries, there is an assumption among some banks that because
most money recipients are low-income individuads 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 3. Top 10 Banksin El Savador

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 York

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

De Comercio de El Salvador, 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: Estrategiay Negocio, Diciembre 2001 — Enero 2002.

Despite this assumption of ‘unbankability’, most bankers agree that some of those
recelving remittances open bank accounts a some point in ther economic life  For
example, in Banco Hipotecario, bank officids estimated 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 sarvices 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, neither 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 financid opportunities.

Cooperatives have more initiatives and outreach to remittance senders and recipients, but
the cooperatives are less widespread than the banks. The Federation of Salvadoran
Savings and Loans Cooperatives (Fedecaces) initisted the IRnet system, which provides
internationd wire tranders among credit unions, in coordination with the World Council
of Credit Unions  This important initiative, which has enormous potentid benefit to

people who send and receive remittances (as wel as others), continues to be limited due
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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 alow
for a more efficient money transfer sysem. Despite these condraints, they have been
able to attract dients into the transfer system. Fedecaces has dso made use of 26 points
of savice in El Sdvador in addition to its centra offices and the involvement of 18

cooperatives.

Fedecases's rdationship with other financid inditutions underscores arguments  this
report mekes about best practices and the advantages of enabling environments that
facilitate flows, cusomer empowerment, and related economic and socid benefits.
Origindly, Fedecases would transfer 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 Internationa, Rapid Money, and
Viamericas, dl companies which charge lower prices than ther business competitors.
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 dmogt double those of the first nine months of the year, reaulting in a year-end totd
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
diaspora.  Two examples are the Banco Multisectoria 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 <l
homes in El Sdvador to Sadvadorans 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 Savadoran population aboroad, only $2 million was financed.



Infocentros is a Salvadoran NGO that offers training to use and access to the Internet.
They have ‘infocentros which are computer centers like internet cafes, and an
infragtructure dready in place. This organizaion is exploring usng its infrastructure and
expand its offices throughout the country to offer money trandfer services through low-
cod, internet-based, transactions to Sdvadorans resding abroad. In addition to offering
lower process for remittances, this initiative could offer other important benefits to the
recipients such as educating the recipient community about new technologies.

El Sdvador is clearly stting a bads to facilitate a better economic rdaionship with its
diaspora. However, banking ingditutions need to better explore the opportunities of
atracting migrant capital as well as making efforts to bank the unbanked in El Savador.

Overdl, posgtive 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 Salvadorans living aboroad.

b) Dominican Republic

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

Government initiatives--Government  officas in the D.R. vaue the income of
remittances as an important resource for the economy. Central Bank anayss edtimate
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
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GDP. Centrd Bank officids dso mantan that, snce economic liberdization efforts
were established, dollar transactions may be made fredy and regulations 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 tha transactions are registered as remittances and
banks and non-bank financid ingtitutions report those remittances.

Notwithstanding 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 attractive to migrants as well as other measures to enhance
economic relaionships with expatriate Dominicans. Tourism is a case in point. Despite
the fact that nearly forty percent of touristss 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 reach out to this sector.  Although tourism officids
recognize that promoting ‘internd tourisw’  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 oversees.  In the Foreign Affars Minidry, for example, an offica 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 Affairs ministry crested an Overseas Affars Office.  Moreover, the office of
Investment Promotion in the Dominican government has a dear underganding that
partnering with Dominicans living abroad will enhance the country’s deveopment
opportunities, but has no palicies in place to define an gppropriate strategy or orientation.
That is, the recognition by this office that the government and private sector must create
the conditions to bring migrant capitd investments has yet to be trandated into policy or
practice.



Private sector—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 reations job which dresses ther prices are fair.
Moreover, though some businesses in the Dominican Republic are aware of current
market behavior and high prices, they often fed they should not get involved.
Remittance companies themselves could dso offer development contributions to the
communities recelving remittances, such as donations or joint ventures with communities
living abroad. Vimenca, Western Union’'s representation in the Dominican Republic,
with near a 30 percent maket share, explans 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 development.

Banks are rdativey uninvolved in the remittance business, athough there are exceptions.
Banco Bancredito is involved in the money trander system but only to a vey smdl
extent and with a smal number of customers who are remittance recipients. Although
Bancredito has 51 branches throughout the Dominican Republic, it only received 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 attract 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 receives 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 commercid establishments because it is aso connected to Visa

Other banks more involved in the money transfer are Banco Popular (BPD International)

and Banco Hipotecario Dominicano. BPD Internationa, whose Dominican counterpart is
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the largest bank in the country, has various money trandfer operations, including
remittances (see Table 9). They ds0 have arangements with other money transfer
companies. The Banco Hipotecario remits sgnificant amounts through its branches in
New York and its market share could reach 14 percent. This bank adso offers other
packages to senders and recipients of remittances. The company has a tourism office that
is seeking to attract the Dominican market living aroad. One of the areas of emphasis in
this bank is to attract recipients into the banking system as wdl as provide housing loans

to both senders and recipients.

Table 4. Top 10 Banksin the Dominican Republic

Ban Assets as of June 2001 Branchesin the U.S|
[Popular 2,263,825,210 New YorK
[De Reservas 1,755,155,500
| ntercontinenta 1,169,223,960
[B.HD. 959,072,170 New Y ork
[Nacional de Credito 719,812,480
[Del Progreso 672,601,000
Citibank 377,483,630
[Mercantil 339,626,600 Quisqueyana
Scotiabank 263,290,980
Osaka 165,044,670

Source: Estrategiay 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, housng or congruction 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 trandfers has emerged among the
cooperative sysem. One mgor advantage of the cooperative system in the Dominican
Republic is that many of its branches operate in rural areas and sectors less frequented by
banks. Cooperatives aso offer a more welcoming environment and gpproach for



remittance recipients, as they seem to be less ‘formd’ than banks.  In places where
remittances are trandferred through cooperatives the community aso recelves benefits
from the association. One cooperative, 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 snce cashing the money through them. Thus remittances can play a
developmentd 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 cooperative network and st 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 trandfer system
are being st in motion with the increasing participation of banks and cooperdtives. In
addition, the government's interes in addressng policy options for migrants living
aoroad may dso be a pogtive indicator about the emerging enabling 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 Latin American and Caribbean countries,
not only by virtue of its language (as there are other English-speskingLatin American
countries), but because it is the Latin American country with the largest proportion of its
population living abroad. (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 didinctive characterisic 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 ds0 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 societa and
governmental sectors.  An enabling environment that better facilitates money tranders is
needed in Jamaica, as is recognized by some Jamaican groups.
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Government—Officids a the Bank of Jamaica, which is the centrd bank, believe
money trandfers to Jamaica flow smoothly. The bank’s primary interest to date has been
limted to the quantity of financa flows raher than broader enabling (or
disadvantageous) factors that may promote or inhibit those flows. There are currently no
redrictions on foreign exchange capitd flows There ae, however currently
conversations about money laundering regulations with the Minisry of Finance and the
Banking indudtry in order to increase monitoring of money trandfers that may arive into
the country for nontlegd purposes.  While officids interviewed were not aware of any
complaints or concerns about the remittance trandfer companies and systems, when they
learned about the fees charged and exchange rate markups they, like their Dominican

government counterparts, did express concern.

Outsde the money trander business, government officids a the Ministry of Fnance
recognize that there is no drategy to atract migrant currency earnings. There is only a
generd drategy to promote investment. There have been some outreach atempts 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 contrast, one area in government where there is a serious shift to focus on Jamaicans
living abroad is in foreign and trade policy. This drategy recognizes the need for
Jamaca to “be proactive in shgping the new rules of the internationad trading
environment rather than passvely dlow hese rules to be shaped by other countries” In
that context, one area of attention conssts of attracting the attention and support of
Jamaicans living oversees. 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 cregtion activities

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

Encourage and mobilize Jamaicans abroad to assst in nationa development



Encourage mass communication with Jamaicans oversess, eg., through televison
and radio programming

Provide trade-rel ated ass stance to Jamai cans overseas to increase capital flows to
Jamaica, eg., marketing networks, cultura activities. (Jamaica s New Trade

Policy)

This drategy linked a previous effort (formdized in 1993) with the cregtion of the
Department for Jamaicans Overseas. This depatment origindly worked to care for
Jamaican returnees, and later expanded to maintain links with its diaspora.  The new
policy of the government has been read as an important step in its recognition that the
country’s integration in the globad economy depends in Sgnificant part on its rdationship
with its diagpora.  Yet there is aso recognition that the government has yet to  move from
this policy agenda into policy implementation through specific projects, which are now
missng. Notwithstanding the limitations, the government has expressed enthusasm over
linking up with Jamacans living oversees.  Officids are ds0 interested in learning from
other countries experiences to contribute to cresting an environment that fadlitaie
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 tha
dependence on remittances is strong, and does not condtitute a bad thing; it is a redity we
need to adapt to.” Banking inditutions like commercid banks and building societies
participate in the money trandfer 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.

Adde from Jamaica Naiond, there are some of other banks, which provide remittance
sarvices. These inditutions use MoneyGram in the U.S. and charge smilar or dightly
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lower fees to those 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 trandfer charges to implement educationd
packages to its members. One credit union that transfers money from Horida through a
Cayman Idand bank has demongrated the benefits of money transfers by suggesting that

ther revenues have increased significantly since working in the remittance service sector.

The importance to increase interaction with the diaspora is a dgnificant sep 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.

d) Guatemala

Unlike the other three countries reviewed here, Guatemda has a redively 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 therr country of origin. The government has generdly 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 trander
business.

Government—According to the Guatemaan Centrd Bank, the law dlows trandfers in
dollars. However, some officids fear that the free negotiation of foreign currency could
lead to increased exchange rate speculation. Guatemda does not have higher markups in
the exchange rate than other countries under sudy. There are some limitations for people
to have dollar accounts but these are not related to banking regulations but with to
commercid banks policies. In paticular, many banks in the country require a $500



deposit to open dollar accounts, and customers are dso required to have an account in
Quetzales.

Private sector—The banking indudsry in Guaemda has edablished money trander
offices in the United States to offer services to Guatemaans. The mgority of the banks
have offices in Los Angeles 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 country, plans to enter the U.S. remittance market to bresk into this
market. The bank’s drategy will be to offer more than one service: in addition to
trandferring money, it will provide badc information about issues of concern to

Guatemdans like migration and legdization, as wel as low income housng opportunities

in Guatemda
Table 5. Top 10 Guatemalan Banks
Balk————  [Asstsasof June2001 | Branchesinthe U.S
Indudtriad 1,003,543,590
G & T Continenta 974,531,670 Los Angded
[De Café 630,943,330
Agromercantil de Guatemda 527,635,130 Los Angdleg
[Reformador 419,877,690
[De Occidente 404,530,770 Los Angeles
[De Desarrollo Rural 386,592,820
[De Exportacion 253,788,460
I nternacional 241,104,490
Crédito Hipotecario Naciona 176,557,690

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

The countries sudied are 4ill thinking about how to enable an environment by which
money transfers can occur without complication and a lower cost.  In Latin America
there is a need to enadble an environment that facilitates money transfers of any kind, be
this remittance, savings, investment, or consumption. Because the mogt tangible and
codly interaction between migrants and their home country is remittances, priority must
be pad to this paticular issue. The current efforts to enable the money trandfer
environment are & an ealy phase in which international support can provide sgnificant
input to expand and improve the current redlity.

An effort to support senders and recipient should pay attention to two particular areas in

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

a) 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 aware 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 prevail among many companies. Furthermore, there is no
independent research or checks on effectiveness or efficiency of the various services.
Nornrgovernmental  organizations could contribute  ggnificantly by educating money
recipients about being informed customers.

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

Players in the remittance market can further enhance and endble the remittance
environment by acting in three drategic areas help reduce money transfer fees, expand
financia opportunities to recipients and senders, and leverage the developmenta
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 their effective management] The task force would dso hep formulate drategies



that leverage the devdopmentd potentid of remittance and other migrant eanings.
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
internationa organizations). 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
devdopmental  drategies as identified in studies 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.

) 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, nongovernmenta 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
invetment posshility of remittance flows.  This point has been demondrated in
examples ranging from the customer rights NGO in Honduras to the invauable and
innovative role of credit unions, themsdves nonprofit organizations. Nevertheless, a full
discusson of the role of the civil society sector — both what it currently offers, and what it
can offer immigrants ther families and ther communities through internationa
financid flows — is beyond the scope of this study and report which was commissioned to
focus on government and busness. 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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