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Challenges and Opportunities for Banking Remittance
Key Elements Needed to Develop a Strategy to BankeBipients of Remittances

In 2006 an estimated U.S.$300 billion in remittare®ver 2 percent of U.S. gross domestic
product in the same year—were sent worldwide by@pmately 150 million immigrants. With
such high volume it is no wonder that financialtitasions, payment companies, and money-
transfer organizations have been trying to tap this market, not only to offer money-transfer
services, but also with the hope of providing asces financial services to this generally
unbanked client base.

Remittances are the financial flows that immigrasgad to families in their countries of origin
after migrating in search of better economic opputites. They help recipient households in
developing countries increase their disposablenmgcstabilize their consumption of basic needs,
and create opportunities to save, invest, and lasitets.

A study carried out by the World Bank evaluateddbgelopment impact of remittances in Latin
America and concluded that even though the estinatpact is moderate and important country
variations exist, on the whole higher remittancav8 were associated with reduced poverty
levels and improvements in education and healtlicéndrs of recipient countries. The study
noted a positive link between remittances and prereurship, its effects varying considerably
by income quintile. The study also found that hitwoées save a portion of remittances and
among poorer recipient households this savingsimateased.

Increasing access to financial services can heth bomigrants and recipient households by
increasing the options available for remittance 8saking services can give these families tools
to facilitate savings, grant access to loans, ke tadvantage of insurance products—financial
tools that help them achieve their goals of imptbweonomic well-being that spurred the
decision to migrate in the first place.

This InSight presents the opportunities and challenges thatI®@Gdnternational has identified
in the banking of recipient households as well @g #ndings from its work in remittances. It
presents recommendations of six key elements thandial institutions should to take into
account in order to develop an effective strategyank recipients of remittances.

1 “Sending Money Home Worldwide Remittance Flows to Developing Countrieternational Fund for Agricultural
Development, October 2007.

2 pablo Fajnzylber and J. Humberto Lépez, “Closddme,” The Development Impact of Remittances in Latin
America P: xi, World Bank, 2007.



I. Background on Our Work and Methodology

Over the past six years, a team of specialists @CION has been working with financial
institutions to support the offering of remittarsarvices and the banking of recipient households
as a way of leveraging the economic impact thesddwereate in developing countries. The team
designed and analyzed market-research studies iia than eight Latin American countries in
order to understand the consumer behavior and diabneeds of both recipient families back
home and immigrants living in the United States.

Half of the studies were implemented as part afgagonal donor funded project supported jointly
by the Multilateral Investment Fund of the Inter-@rican Development Bank and by the United
States Agency for International Development. Théergs were implemented as part of
consultancy projects carried out for microfinanaostitutions (MFIs) and commercial banks.
Meetings with ACCION affiliates to exchange besaqtices and lessons learned in the banking
of recipients as well as personal interviews withamcial institutions working outside the
ACCION Network also provided very valuable conttibn to the analysis.

With this assessment we have also been involvatkwreloping and piloting financial services
and designing marketing and financial educatioatastjies to support the banking of recipients.
The findings presented in thisSightare based on an integrated analysis of the magketrch
and consumer-behavior assessment carried out,|lkassbe work developing financial products
for recipients.

Il. Strategies for Banking Remittances

The banking of recipients requires more than jusinoeling remittances to be paid through
financial institutions. The establishment of bamksirategies is needed to ensure that recipients
that are now coming into bank branches to pick-emittances do effectively gain access to
financial services. Based on ACCION'’s field worldanarket research, six key components have
been identified that can help financial institusatevelop effective banking strategies.

1. Assess differences in migration flows and typesf remittances and impact that these
funds have in each local context.

Not all remittances have the same potential to bekéd. It is important to develop a
banking strategy that takes into considerationsihecific characteristics of remittances in each
local context.

Differences in migration flows imply that bankingtsategies need to be adapted to local
contexts.Important differences exist in the immigration flefrom Latin America to the United
States. This has an important impact on the gerstmip-economic profile, and educational
levels of both immigrants and fund recipients. Endsferences in immigration patterns, in turn,
impact how dependent recipient families are onr#mittances and, thus, how remittances are
used and what banking potential they have.

For example, banking strategies in South Ameridanged to consider that recipient households
might tend not to be concentrated in the lowestine segments of the market but rather in the
low and middle-class segments. Recipients’ depearyden funds will therefore be less than what
is seen in Central America or Mexico.
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Consequently the development of a banking strafegyecipients needs to respond to: a) the
different levels of dependency that exist on reamites in each country, b) the socio-economic
profile, c) the various ways in which remittances ased, and d) financial needs of recipients in
each country. These considerations are analyzedghout the rest of the paper in greater detalil.

Some remittances have greater potential to be bahkean others.Remittances are sent for
different purposes; some of them can be bankedewiltihers can not. It has been identified that
receiving remittances with frequency has an imparimpact in determining the potential to
bank them. Remittances that are sent during thi@liiears to pay for the debt incurred during
the migration trip or funds that are not sent Witquency—such as gifts for special occasions,
holidays, or family emergencies—have less potenttalbe banked. On the other hand,
remittances that are sent with frequency to eittmarove the quality of life of the family back
home or invest have greater potential to be bank&d. following graph outlines the types of
remittances that have a greater potential to bédmzhmnd the products that can be used to
bank them.

Pre-paid cards can be linked with remittances dhatsent with frequency to maintain the family
back home as a more convenient and safer mechamismaeive funds and as a payment system
to facilitate the use of these funds for the pusehaf basic household needs. Other financial
products that can also be linked to remittances teemaintain or improve the quality of life of
families back home include direct-deposit into asis, home-improvement loans, or remittance-
insurance products. Products that can be linkett wémittances sent to pursue investments
include mortgages, start-up-business loans, oraroged savings accourits.

Figure 1: Remittances that are sent with frequencyo support families back
home have greater potential to be banked:
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Qualitative Market Analysis , March 2008.
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Separate financial products are needed for immigtarand for recipient families.

Separate financial products should be developedhéet immigrants’ and recipients’ needs.
Initially, ACCION tested joint-transnational finaat products that could help facilitate the
implementation of joint-investment goals betweea tmmigrant and their family back home.
The analysis identified that these two markets—igranits and recipients—cannot be linked by
only one financial product. Each individual face#fedent financial needs; acts and makes
financial decisions based on their own reality; tidferent sets of beliefs, goals, concerns; and
has varying access to financial services. As joimestment goals are established between the
immigrant and their family back-home, the respoitisjof taking on a financial product that can
help them achieve such goal needs to be eitheheofimhmigrant or of their recipient family
instead of this responsibility being shared.

Particularly when microcredit or mortgage produatsre tested in situations in which the
immigrants acted as guarantors—sending an inibalrdpayment or providing the monthly loan
payments—both sides experienced uneasiness witartaagement. On the recipient side, this
microcredit or mortgage product was seen as ciggaimobligation or a compromise with their
immigrant relative and brought up the concern that could damage their relationship and take
away the willingness of their immigrant relative tontinue sending them money. On the
immigrant side, it was seen that the majority omigrants tended to have their immediate
financial objectives centered more in the Unitedt& than back home. In many cases their
interest to invest back home was expressed ashaowian aspiration more than as an effective or
immediate financial need that they were planning ¥Wghen asked in more detail, it was found
that few of the immigrants who had expressed arést to invest back-home had taken concrete
steps to look for investment opportunities and feere thinking of taking such steps within the
next year. Among immigrants that expressed an dsteto buy property back-home their
preference was for applying directly for the moggao build or buy the house back home
instead of taking the mortgage in partnership withfamily back-home. Even if their family was
to live in this house, immigrants wanted to be oesible for the loan and have the property in
their own names.

When a microcredit product that both the immigrand their family back-home could apply
jointly for was tested in focus-group discussiotf® majority of participating immigrants
perceived that the situation in their countrie®fin was not so good. They saw an environment
difficult for business, often one of the reasonstfi@ migration. Therefore the idea of investing in
a business back-home did not make sense for some.

2. Segment the market to better understand clientand assess which segment has greater

banking potential.

A key component needed in order to develop an @pie banking strategy for remittances is
market segmentation. Market segmentation can peovaduable inputs for developing financial

services targeted to recipients that have greaimmpgal to be banked and also for developing
communication and marketing strategies that caactffely reach these potential clients.

Segmentation based on the occupation of recipiedts.integrated analysis of three quantitative
studies designed by ACCION indicates that on aweragajority of recipients are not
microentrepreneurs. The main recipients, approxpabne third tend to be housewives,
followed by salaried workers and in third placecroentrepreneurs. The implication that this has
for MFls is that the banking of recipients preseyportunities to serve broader segments within
the low-income market, who are not necessarily odntrepreneurs. This also implies that
recipients will need access to financial servidest go beyond microcredit, such as savings,
insurance, or home-improvement loans.
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Segmenting the market based on the migration cyaiémmigrants and recipientsSegmenting
the market by the stage in the immigration processnmigration life cycle, can help determine
how remittances are being used and the potentletkists for banking. The following analysis
does not try to describe all the complexity of timenigration process that immigrants and their
families experience, but rather provides a framé&wor understanding how remittances are used
and what banking potential exists.

Segment | corresponds to the initial years after an immigraas arrived to the host country.
During the initial phase remittances are sent madialpay for the debt that was incurred back
home to finance the migration travel to the hostntry. The immigrant’s family back home uses
these funds to pay for the debt incurred with preydenders or with the networks that transport
immigrants to the United States. In some case$atindy back home assumes the responsibility
for this debt until the immigrant is stable enougtbegin sending remittances. It is estimated that
once this debt is paid—approximately one to one anthlf years into the migration cycle—
remittances begin to be used mainly to improveett@nomic situation and the living conditions
of the family back home.

Potential products for this segmemiow-cost transactional deposit accounts or pre-peédds.
Since most of the remittance funds will be spentmieet basic household needs, the savings
capacity or potential to access other financialises is lower in this phase. A low-cost
transactional account or a pre-paid remittance, dardshich funds may be directly deposited, is
most appropriate for this segment. These produateert easier for recipients to receive funds as
having remittances be directly deposited into aroant or card enables recipients not have to go
to a bank branch and wait in line for extendedquiiof time to access their money. They also
provide greater security, as people do not needalk out of the bank with all their remittances
in cash. Pre-paid cards or debit cards linkeddndactional accounts can also give convenience
as payment mechanisms that can facilitate the useremittances to pay for daily
household needs.

Segment |l corresponds to the following years in the migmatiibe cycle, approximately 2-5
years from the time the immigrant arrived to thathmountry. In this phase debts incurred back
home have generally been paid, the immigrant asdidmily back home are more financially
stable, and the emotional bonds that unite thenstiltestrong. It is in this phase that remittances
begin to be sent for savings or investments incthwntry of origin and, consequently, were we
observe a greater potential for linking these fulod@nancial services.

After achieving economic stabilization, one of thain investment goals of immigrants and their
recipient families revolves around their housinguaion back home. Carrying out home

improvement projects, the purchase of land for tangon or the building of a home are the key
goals in this phase. A house becomes a symboleoétbnomic well-being and a representation
of the financial improvement that is being achietledugh the migration.

Between 6-10 years into the migration life cyclmittances continue to be sent to increase the
assets of recipient families or to carry out jaimtestment projects. Projects to build houses are
consolidated, and other investments are pursuedh—ascthe purchase of cars or trucks as
business options, the building of a second flodrdaented as an additional source of income, or
the start of a business. However, the majorityndériviews, site visits, and focus groups with
recipients, found that the planning for the achieget of other financial goals besides those
related to the house was not very present.
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Figure 2: Segmenting the market by stage in the imigration life cycle helps
determine how remittances are used and what finanal products can be offered.

Potential products for this segment: programmedrggy accounts, home improvement loans, or
mortgages.This segment presents greater opportunity for lepkor two reasons. As the
immigrant becomes more stable and more integratetid host country their capacity to send
funds for savings or investments with more freqyancreases. Also the emotional ties between
the immigrant and their recipient family are ssiltong enough to facilitate the establishment of
joint investment goals.

The products that have greater potential to beredfén this phase include programmed savings
accounts that help recipients save for educatioth@rdown payment of a mortgage and home
improvement loans or remittance-insurance prodinashelp secure the continuation of income
from these funds. Mortgages adapted to the neeusnoigrants also have potential in this phase;
however it is important to take into account tmatigrants carrying out home investments back-
home have mentioned savings as their primary me&nsurchasing or constructing homes.
Incorporating savings as a key component in thegdesf these loan products could be important
in order to adapt them to respond to the needsvayd in which immigrant families are currently
implementing their home-construction goals.

Segment lll. In this phase, which for most immigrant commussitean take approximately ten
years, a very difficult process takes place fortth@snational family—Immigrants confront the
decision of either returning to their country ofgim or staying to live in their host country. Qite
these decisions are made in an indirect way ordfgudt. Immigrants postpone their decision to
return home, or they want to return but do not cetire their plans, turning them into more
hopes or wishes for the future. This often reguolfamilies breaking up or immigrants supporting
two households, one in the United States and tededhback home.

Challenges and opportunities for banking remittance 6



Even though ties with the family back home tendhange after a period of ten years, this does
not necessarily mean that remittances decreas®mrldowever, there is a shift in the recipient
of the remittances and how the funds are usedclrador, for example, it was observed that after
ten years into the migration period, the flow ahittances continued to be the same, but rather
than the spouse being the recipient, immigrantsfseds directly to their children.

In some areas of Cuenca, Ecuador, and surrounalmastwhere a migration wave occurred more
than ten years ago, interviews with recipients destrated the reality of divided families. This
reality was also seen in the number of houses Witlt an American architectural style that were
abandoned or for sale because the immigrant thithem did not return home.

In this segment remittances tend also to be seprduide support for elderly relatives or to
take care of children that were left behind and ik need to continue to be supported until they
are adults.

Potential products for this segment: insurance mtd. In all of the three segments described
there is potential to offer insurance products treat help immigrants address one of their main
concerns—caring for the well-being of their fansliback home. However, in Segment Il we
observe greater potential for insurance produdis ¢an guarantee the continuation of income
from remittances in case the immigrant dies, inscggproducts that can support the education of
children back-home, or health-insurance productselp take care of elderly relatives and close
family members.

In this phase—because the number of years that pasgsed in the migration life cycle have

weakened the bond between the immigrant and tmereidiate family—there is less potential to

offer financial services to help families implemgaint-investment goals. There is, however,

potential to develop products to meet the speciBeds of immigrants interested in savings,
mortgage products to help them prepare for théirereent back home, or products that can help
recipient families achieve their own goals.

3. Design and adopt existing financial products taneet the specific needs of recipients

and immigrants.

ACCION has tested potential financial products édffered to recipients in five countries as
well as products for immigrants with their respeetimmigrant communities in the United
States. An integrated analysis of the preferenkpressed for these products follows.

Transactional and savings account¥here is a stronger opportunity to begin bankirgpients
with transactional or savings accounts where remitts can be directly received and that have
zero or low-cost fees for clients. Recipients amanigrants both found direct-deposit savings
accounts attractive as a safer and more convenento receive and send remittances.

However, in some countries a mistrust of banks,linad with a lack of adequate understanding
about account fees, has created negative expesiemte bank accounts. In order to make this
service attractive and address these concernsafegkesharges associated with the account as well
as information on how direct deposits work neethéocommunicated in a clear and accessible
way to both the immigrant and recipients. In pafac, remittance-payment instructions for
depositing funds in bank accounts should be effelsticommunicated. Banking recipients with
this type of bank account can also facilitate andoarage the saving of a portion of the
money received.
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The credit union Cooperativa Salcaja in Guatemalka heen able to open savings accounts for
approximately 60 percent of the recipients of réamites that come to their branches. This
institution operates in a region with high migrati@ates and part of the success of their banking
strategy has been due to the positive relationitaipthey have established with the community.
Recipients trust the institution and have developense of belonging to it. The institution has
also packaged the product in a manner that proadeed value to the client, paying a higher
interest rate than other bank accounts and offexifige insurance product with the accdunt.

The Mexican Association of Credit Unions from thectal Sector (AMUCSS), has seen demand
to offer savings accounts and certificates of depdsr recipients that would like to save in U.S.
dollars instead of in the local currency. AMUCSSs tsen that many immigrants from rural
areas, where most of their microbanks operate,at@dior six months to the United States and
either send funds to be saved in Mexico or bringkliheir savings so that they can support their
families for the next siz months. Microbanks in Mexhowever, face a limitation—they are not
able to offer saving products in U.S. dollars.

Remittance pre-paid cardSeveral commercial and microfinance banks in éggon have begun
using pre-paid cards as an initial step to banlpiets and as a more cost-effective way to pay
funds. These cards are offered as low-cost trasattaccounts with simpler requirements that
can facilitate the establishment of a banking refesthip with recipients. For the bank, the card
helps reduce operational costs by moving the payro&memittance transactions from bank
branches to ATMs and encouraging the use of the @san electronic payment mechanism. For
the client, the card provides an easier and mone@ezuent way to receive remittances, avoiding
the long bank lines. Mining the data on card usagkremittances received through the card can
also be used to develop banking strategies toifglatiients that save and clients that qualify for
loan products. Currently, ACCION is currently worgiwith Visa, Inc., in the United States and
Banrural in Guatemala to develop a marketing andnoonications strategy, including financial
literacy materials to help increase card use andmance in urban and rural areas of the country.

Remittance insuranceThe product that ranked second in the testingradritial products was
remittance insurance that would, in the event i@t immigrant relative passed away, guarantee
recipients the continuation of income received froemittance funds for a set time. It is
important to mention, however, that in some segmenhtthe market remittance life insurance
could have less appeal. For example, among paoéimsmigrants the concept of a product that
brings to mind the death of their son or daughteo Wwad migrated was not well accepted, instead
creating anxiety.

Recipients also mentioned health insurance as @uptdhat could respond to their needs, since
on average health-related expenses constitutdititedr fourth ranked uses of remittances in the
region. Among immigrants in the United States, t&@ance life- and health-insurance products
also had a good level of acceptance. Immigranedaoitne of their main concerns to be the
protection of the family back home, a need addebyehis type of insurance product.

Mortgages There is potential to offer mortgages to immigramte wish to buy a house in their

name in their home countries, for use either byr tlanilies or as a personal investment. In the
development of a product strategy for mortgagets inportant to consider that in many cases
immigrants are currently financing a constructionjgct or the purchase of a home with their

# Interview with Victor Manuel Rosal Gonzélez, Comgiva Salcajé, July 2006.
5 Interview with Isabel Cruz, AMUCSS, July 2006.
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own savings. This implies that a higher down-payinaed the possibility that the mortgage is
paid off more quickly should be considered in tlesign of the product.

Several initiatives reaching out to immigrants e tUnited States offering mortgages in their
countries of origin have been developed in the dasiple of years. Housing fairs held in cities
like New York and Miami bring in banks from Latinn#erica offering mortgages to immigrants.
Cemex’s Construmex program and Hipotecaria Mexieaadwo such initiatives reaching out to
Mexican immigrants in the United States by offeriim@ncing for the purchase or construction of
a house back home. Banco Agricola, with supporhftbe Inter-American Development Bank,
also launched an initiative to help Salvadorian igrants access mortgages for housing
investments back home. Banco Agricola estimates dparoximately 500,000 Salvadorian
immigrants may be interested in buying houses iS&ador. ACCION affiliates BancoSol in
Bolivia and Mibanco in PerQ are also currently offg mortgages to immigrants in the United
States and Spain who wish to purchase houses loaoé. h

Microfinance International (MFIC), in partnershiptlivmicrofinance institutions in El Salvador,
has developed a transnational mortgage that teditthe application and payment of loans for
immigrants in the United States, while funds argbdised and managed by the microfinance
institution in the country of origin. MFIC also effs additional financial services to immigrants,
including loans to help establish a credit historyhe United States, check cashing, and low-cost
remittance services.

Fondo Mivivienda in Perd is a government prograrsigieed to help low-income, first-time
home buyers in the purchase or construction of aséwoSeveral banks in the country have
developed programmed savings accounts for recipiemtfacilitate the saving of the down
payment for a mortgage that would qualify undes griogram. Among these banks, Banco Wiese
Sudameris and Banco Continental offer recipiergawngs plan for nine months and six months,
respectively, to encourage the use of remittarcsave for the down payment for a house, worth
30 percent of the house value, and qualify for atgage loan under this government program.

Home-improvement loansACCION has also seen potential for offering hommgptiovement
loans. Studies indicate recipients already usertiopoof their remittances to buy construction
materials for home-improvement projects. The padérior this product is also based on the
importance that families give to their houses bhoke; a new or improved house becomes a
symbol of how the economic well-being of the famiilgs improved because of the migration
process. Additionally, these specialized home-impneent loans also have potential as they
respond to an existing need. Recipients whose pyirsaurce of income is remittances have
trouble qualifying for traditional loans tailoredrfmicroentrepreneurs and salaried workers.

ACCION has worked with Financiera FAMA in Nicaragwaoffer a home-improvement loan for
its recipient clients. In Mexico, CEMEX’s Construmgrogram enables immigrants to channel
remittances for the purchase of construction matefor home-improvement/construction
projects back-home. Construmex has opened 7 stothe United States, and families in Mexico
can pick up the construction supplies paid by theimigrant family at any of their 4,000
affiliated distributors. The program also offerssolting advice from Construmex architects who
help clients design home plans and calculate hoshrmaterial to deliver at what time intervals.
From 2004-2006, the company offered its serviceg3060 immigrants living in the United States
with this product and also with their mortgage fiogg products. Surveys carried out by

8 Inter-American Development Bank, Press Releasegiber 28, 2006.
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Construmex estimate that $3 billion out of the $ilBon in remittances that were sent in 2006 to
Mexico were intended for construction.

Microcredit. There is less opportunity to bank recipients witlsrotredit loans. One of the main
challenges of banking recipients through microfg®ninstitutions is that the majority of
recipients tend not to be microentrepreneurs. Dégecy on remittances in most countries is
high. Remittances are the main or only source afsbbold income for many recipients, and,
therefore, most of these funds are used to meé& bassehold needs. Studies carried out by the
Inter-American Development Bank also show that calgmall percentage of remittances—
between 5 and 8 percent, depending on the recipmumitry—are channeled to businesses or
other investments.

Studies do show, however, potential for loans daat help recipients establish new businesses.
Start-up loans are not products generally offenedlBls, and, even though their portfolios have
a higher risk and default levels, offering thesanlo can play an important role in leveraging the
economic impact of remittances.

Are microentrepreneurs that receive remittances beer loan clients?

Financial institutions today do not capture enodgta on remittances received by their clients
to be able to answer this question. Because infiomaegarding remittances is generally not
captured in an institution’s client database, difficult to determine whether remittances have
a positive or negative impact on loan performamcalepth interviews carried out with loan
officers in South and Central America indicate tlirasome cases, remittances tend to be used
as a complementary source of income that helpsmiteoenterprise increase production.
Remittances are also used as back-up funds tabisipesses go through difficult times. It is
therefore crucial for institutions to begin captgyiin their data bases information on
remittances received by their microcredit cliemgtsat thorough analysis and data mining can
be carried out. With this information, parameteaa then be developed in order to determine
which type of remittances and what profile of résifss can present greater potential for credit
products.

4. Develop an effective communications and marketgn strategy to bank and promote
financial products for recipients.

The banking of recipients requires more than justoeraging financial institutions to offer
remittance services and having recipients walk inémk branches to pick up the funds. A
marketing and communications strategy is neededcially taking into consideration the
following factors.

Negative perceptions of financial institution&ome recipients think that picking up remittances
through a bank is more complicated and more expen3ihe perception is often based on the
negative experience that recipients have had iresountries with other financial services, such
as savings accounts that had high maintenanceofessmmission structures that were not well
understood by clients. This negative experience migtrust of financial institutions is then

7 “Live in the States build a life in MexicdBUsinessWeetnline, July 18, 2005,
http://www.businessweek.com/magazine/content/05H33007_mz001.htm.
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generalized, fostering the idea that all bank sews/iwill also be expensive or have a complex fee
structure. Marketing strategies are necessary garerthat the price of the remittance service as
well as the fees and price structure of any linkeencial product are clearly and adequately
communicated to the recipient so that these pezdddarriers and mistrust can be managed.

Banking recipients requires identifying alternativeales strategies to reach these customers.
Since the products that can be offered to recipigiat beyond microcredit, it is important to
identify effective mechanisms to sell these proslticat go beyond using loan officers. Providing
incentives to branch staff, tellers or platformiadéfs, to encourage the banking of these clients is
one option that can be explored since these stefnlbers are the main contact point with
recipients.

There are several examples of such outreach ahigsstrategies used to bank recipients. The
microbanks working with AMUCSS in Mexico have bearle to achieve high banking rates of
recipients in the rural communities in which thegriwby building trust with them, establishing
information sessions, and maintaining a high l@f@lommunication. Based on their experiences,
this banking rate is more successful when the tamge service is incorporated from the
beginning as part of the strategy for creating\a mécrobank in a rural area.

Bancosol in Bolivia has successfully used a stsategbank recipients by using a sales force
to market and sell savings accounts and insuramodupts to clients waiting in line at
bank branches.

Cooperativa Salcaja in Guatemala has dedicateatgdibr the paying of remittance funds in their
branches. Tellers are also trained as sales agerimoting and providing information to
recipients on the products and benefits that tleeliciunion can offer them as members. This
customer service strategy has enabled Salcaja d®ase its banking rate of cross-sell of
recipients from an estimated 40 percent in 200&biroximately 60 percent in 2086.

Marketing and promotions are necessary to incregbe volume of remittances paid and to
bank recipients.Microfinance institutions in Latin America face higompetition from other
paying institutions, including larger banks, redes, or agents dedicated exclusively to remittance
services. The use of a particular remittance sertacsend money back home tends to be a
habitual purchase, and in studies immigrants aoigients expressed a high level of satisfaction
with the existing services they currently use. Tbe of promotions is needed in order to attract
clients to use the remittance services offered ibgntial institutions as well as to sell the
financial products that can be offered to them.

Banco Solidario in Ecuador, developed a succeddhther’'s Day campaign to open savings
accounts for recipients. Banco Solidario works v@itibank to offer a bank-to-bank and a bank-

to-cash remittance service from the United State&€duador. As part of the Mother's Day

campaign, Banco Solidario offered a raffle for pgemts that opened bank accounts during the
timeframe of the promotion. The campaign was swefaes attracting more recipients to open

accounts with the bank.

8 Interview with Victor Manuel Rosal Gonzélez, Comgiva Salcajé, July 2006.
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5. Develop Financial literacy tools to increase rggent’s access to information that can help
them make informed decision on the use of financiaervices and remittance funds.

In-depth interviews and focus groups with recipseat remittances have helped us understand
the complex emotional dynamics that develop arowgmdittances. Migration is a process that

changes roles and responsibilities within reciplemiseholds, causing great stress to family ties.
In some households we saw the common trend of ilsnthat had become accustomed to
depending on remittances to make ends meet, whiéhier families these funds were being used
to create assets or additional sources of income.

What makes one family better able to leverage tliisds for a greater economic impact than
other familes? Our findings show that access tormétion, role models or life examples, and
access to financial tools can help recipients makarmed decisions on the use of financial
services. Financial education tools can also hetfpient families learn how to manage their
household budgets, increase awareness of the btéwt remittance funds can have for them,
and encourage the planning of future economic goals

ACCION is working to develop financial literacy tsothat can help recipients make more
informed decisions about the use of financial sswiand expand the range of asset-creating and
investment options available to them. Teaming ufhwilicrofinance Opportunities, Freedom
from Hunger, and Banco Solidario in Ecuador, ACCI@&Veloped a classroom training module
intended to provide recipients with tools to hdiprh better manage their household budgets and
remittance funds, understand how financial servigegk, create awareness of the potential that
remittances can have for helping them build assetsapital, and encourage the planning of
future financial goals. An educational video isoateing developed as part of this program to be
used in bank branches as an alternative way td regipients beyond classroom training.

Financial literacy tools can also support the ofieremittance products linked with remittances
such as insurance cards or mobile banking. Witreamsed competition in the remittance industry
and pressure to reduce operational costs, the fusewotechnology platforms such as cards and
cell phones is increasingly being explored. Howgshifting clients from the traditional cash-to-
cash services to these new platforms will requine tand appropriate educational strategies.

6. Establish the right partnerships with money-trarsfer companies or banks in order to pay
a high volume of remittances and facilitate linkage with financial services.

Channeling remittances through an MFI requiresbéistsing partnerships with money-transfer
companies or banks in developed countries that off@ittance services and that incorporate the
MFI to their network of paying agents. Because hegitall remittances nor all segments of
recipients have the same potential to be bankead,irhportant for financial institutions whose
goal is to increase banking to channel a high vel@inremittance transactions, allowing them to
capture as many bankable opportunities as possiet constitutes a high-enough volume of
remittances is difficult to determine; this will yaboth by the type of institution and by the
institution’s capacity as a paying agent.

Identifying the best type of partnerships with myptransfer-companies hinges on several
factors:

The institution’s capacity as a paying agefthe strength of an institution as a paying agelfit wi
facilitate the establishment of alliances with reeamice companies and strengthen the institution’s
position when negotiating contracts with these camigs. Remittance companies evaluate
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potential paying agents based on the strength aif thranch-network. Does it offer national
coverage? Does it reach locations that are notredwset by current networks? Is the institution
able to pay remittances in cash as well as thradigér products such as cards or accounts? These
factors, as well as a solid financial performansenell as the reputation of the institution both
domestically and among immigrants abroad, will ictpe ability of a financial institution to
gain the interest of money-transfer companies ok&a

Examine the opportunities and challenges that diféat types of partnerships offeFollowing
are several partnership options available to firdmestitutions.

An alliance with large money-transfer companieghsas Western Union or Money Graail

help ensure that your institution is offering tleevice of a company has a strong presence in the
immigrant’s new country These companies channel an important volume ofitiammes
worldwide and enjoy high brand recognition and Bdsmeputation for reliable services. When
evaluating an alliance with one of these larger gamnes it is important to consider whether the
agreement will classify the financial institutios a payment agent or as a sub-agent of the
company’s representative in the local country. Thlassification impacts commissions,
marketing funds and overall operational supporicdmpetitive markets where there are already
many banks or retail stores paying remittancesstitution might only be able to work as a sub-
agent of institutions that represent Western Umioioney Gram locally. Additionally, financial
institutions partnering with a large remittancesnpany might be asked to sign an exclusivity
contract, as in the case with Western Union. Irargg to price, the fees that these companies
charge immigrants for their remittance servicesl tenbe the highest in the market. The banking
of remittances also presents greater challengesn wierking with these companies, as
remittances payment instructions are not accessedway that can facilitate, for example, the
direct deposit of funds into accounts or cards.tidise points need to be weighed appropriately.

A second option can be to establishultiple alliances with medium and small mottiensfer
companiesuch as Ria Envia, Sigue, Quisqueyana, La Naciandl Viamericas. Working with a
medium or small company can facilitate the bankaigremittances, as remittance-payment
instructions are sent in ways that can easily fater with the institution’s core banking system
and its financial products. These companies do require exclusivity contracts, and the
remittance fees charged to immigrants tend to beddhan those of Western Union or Money
Gram. However, this also implies that the commissithat a financial institution receives from
these companies for paying remittances will alsdoweer. Additionally, the set up costs with
these smaller companies can be high, both in tefrime needed to negotiate and sign contracts
as well as to establish the technological intesacquired in order to link the remittances
payment instructions sent and the institution’s Kiragn system. If your financial institution is
going through a change in its core banking systedoes not have a strong technology team that
can implement these interfaces, this option migbt be the best strategy. However, for
institutions that have an established banking sysiad a strong technology team, and that are
positioned as a strong paying agent, these mulpigttnerships can be beneficial and can provide
equal or higher volumes than working exclusivelythwione of the large money-transfer
companies mentioned above.

Establishingalliances with consolidatorsuch as Bancomer Money Transfer Services or Becib
Networks, is yet another alternative. These codatrs have signed contracts with multiple
remittance companies and developed a single phatfor channeling remittances from each
company in a unified way. Using consolidators,refficial institution is able to pay remittances
from several companies through the establishmeanlyfone technological interface.
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Consolidators, however, require that any commissieceived from the various money-transfer
companies that are part of their platform are shan¢gh them. The revenue model for this type of
alliance involves lower commissions per remittanpail, but with the possibility of a higher
volume of transactions. Depending on the remittatm®panies that these consolidators work
with, the fees charged to immigrants for the resmites service can be lower than those of the
larger companies. The ability to establish linkalgesveen remittances and financial services can
also be done in more feasible ways with this typepartnership, since remittance-payment
instructions can be interfaced with the institutsobanking system. If a financial institution does
not have the institutional capacity to establidlerifaces with several remittance companies, or if
it is not positioned as a strong paying agent e ¢buntry, then an alliance with one of these
consolidators can be a good alternative.

Banks and credit unions in Spain, Italy, and thetéthStatessuch as La Caixa or Citibank, have
also established remittance services using Swifiylabal platform that enables financial

institutions to automate and standardize the sendind receiving of financial messaging

services. In order to link to these services, an institutimeds to have access to Swift directly or
through third party providers. From the point oéwi of system’s integration, this is the most
feasible option for linking remittances with finaalc services. However, it is important to

consider that these services will be used mainlieggl immigrants in developed countries, who
are able to open bank accounts and use banksdaeerttances. Understanding this, a financial
institution might consider setting up partnershipth both banks as well as with money-transfer
companies in order to expand its reach to all tarngmigrant groups it wishes to serve.

The development of a partnership strategy sholdd &l these factors into account and tailor
them appropriately to meet the unique needs of &nahcial institution. In fact, a combination
of partnerships is probably the best way to eshidi strategy for both channeling a high volume
of remittances and serving all immigrant/recipiemget groups.

I1l. Conclusion

Offering remittance services and implementing etfts to bank recipients naturally presents
challenges as well as opportunities. Remittances legp financial institutions reach out to

broader segments in the low-income population ¥iitancial services that go beyond credit. In
this way, remittances support the diversificatiémpaduct portfolios by banking recipients with

savings or transactional accounts, insurance, anekionprovement loans. However, the

development of successful strategies to bank mulipi should take into consideration the
following key elements:

1. Not all remittances have the same potential to bakéd, and important regional
differences exist in this potential. It is importda develop a banking strategy that takes
into account the specific characteristics of theipgient market and the impact that
remittances have in the particular country in whachinstitution is working.

2. Segmentation of the market is needed in order ttebe&nderstand client needs and
assess which segments have the highest bankingtiahte

3. Once the target segment has been identified,imhp®rtant to develop new products or
adapt exiting ones to meet the specific financggds of recipients in that segment.

4. The banking of recipients requires more than judrimg remittance services through
financial institutions. Communications and marketgtrategies are needed to effectively

® http://www.swift.com.
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reach prospective clients and overcome the negateeptions that tend to be
associated with the use of bank branches for palyofgemittances.

5. Financial-literacy tools should be integrated intommunications strategies in order to
provide recipients with information that helps themke informed decisions on the use
of financial services and the management of tlesittances funds.

6. It is also crucial for financial institutions toteblish the right partnerships with money-
transfer companies or banks in order to channeigh kolume of remittances and
facilitate linkages with financial services.

These last few years have brought a greater umrdelisg of remittances and the economic
impact that these flows of funds have for develgpiountries. With this new understanding
comes the recognition that there is much room fodgpct innovation, which may be facilitated
by the establishment of forums and initiatives veheew ideas, synergies and new partnerships
between different industry actors can be establish@oss different regions in the world. Our
common objective should be to leverage cutting-etigghnology and develop innovative
financial solutions that can respond effectivelymonigrant and recipient needs—providing them
with the tools and knowledge necessary to achiesie tjoals of economic well being.
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