
QSome critics of immigrant work-
ers in the United States complain
they send wages home to their
families, draining local commu-

nities in which they reside of economic
vitality that would be retained with
domestic workers. Meanwhile, some peo-
ple in Latin American countries that
receive remittances complain that brain
drain through emigration has gutted their
human capital base and that the transfers
distort local economic activity, leaving
their societies dependent upon remit-
tances. Are these criticisms of money
transfers valid? Do the downsides of
remittances outweigh the positives? How
has the role of remittances in economic
development changed in recent years for
both sending and receiving countries?

AManuel Orozco, member of the
Financial Services Advisor
board and director of the
Remittances and Development

Program at the Inter-American Dialogue:
"In countries where more than 10 percent
of households receive remittances, the
impact on savings accumulation is signifi-
cant and may amount to one-third of
annual savings in the banking system. For
example, in Mexico, Central America and
the Caribbean, households receiving
remittances have a stock of savings equiva-
lent to $1,200. In El Salvador, there are
about 600,000 households with $1,200 in
savings, amounting to $720 million in

accumulated savings among the popula-
tion. Increases in disposable income lead
to more consumption, which in turn cre-
ates employment and growth in domestic
production and imports. Currently, there
is significant demand for high-skilled
labor in the global economy. This increas-
es international migration. However, the
demand for skilled labor is not necessarily
negative for migrants' countries of origin:
the local economies in many Latin
American countries are struggling to
absorb or fairly remunerate workers. Also,
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Do the Downsides of Remittance Flows Outweigh the Positives?

The administration of President Enrique
Peña Nieto on May 8 proposed an over-
haul of Mexico's banking sector, aiming
to broaden access to credit and make it
cheaper, moves some consumer advo-
cates oppose. See story on page 2.
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Banking News

Peña Nieto Administration 
Proposes Banking Sector Reforms

The administration of President Enrique
Peña Nieto on May 8 proposed an over-
haul of Mexico's banking sector, aiming to
broaden access to credit and make it
cheaper, the Associated Press reported.
"The object is ... for banks to lend more,
and more cheaply," said Peña Nieto.
"Credit is a key input for growth in any
economy." Supporters say the fact that
bank loans represent less than 20 percent
of gross domestic product shows the need
for the reforms. The changes would spur
banks to lend more, create incentives to
mid-sized businesses to list shares publicly
and also change laws dealing with bank-
ruptcy in order to make it easier for
lenders to seize the assets of borrowers in
default. However, opponents of the

reforms argue that they could lead to a
flood of foreclosures, like the ones that
occurred in the United States and else-
where during the global financial crisis.
The plan has support from the country's
three main political parties and would
need to win congressional approval to take
effect. Lawmakers backing the plan criti-
cized foreign-owned banks such as
Citigroup, HSBC and BBVA, saying they
have not made enough loans to businesses
and instead have favored lending in forms
including high-interest credit cards. "We
don't have a real banking system," said
Jesús Zambrano of the leftist Democratic
Revolution Party, which is backing the
reforms, the AP reported. "We have a sys-
tem of bank usury, that doesn't take risks,
that doesn't bet on development." Five
large banks dominate more than 90 per-
cent of Mexico's credit market, stifling
competition, say supporters of the
reforms. "When the banking sector was

opened to foreign firms, they thought it
would increase competition, but they did-
n't compete," economic analyst Rogelio
Ramírez told the wire service. "What we
need is a reform to have them compete
more, and make the market more attrac-
tive, but the banks are happy to just issue
credit cards." Private-sector loans are
equal to just 18.7 percent of Mexico's
GDP, as compared to 202 percent of GDP
in the United States, 41 percent in El
Salvador and 23.4 percent in Guatemala.
The Mexican Bankers Association said it
supported the objectives of the reforms
and added it would study the specifics of
the proposal.

Santander's CEO Resigns 
Under Central Bank Pressure

Long-time Banco Santander CEO
Alfredo Sáenz resigned last month over a
legal and political controversy related to a
criminal conviction nearly two decades
ago, Reuters reported. Santander, which
receives more than half its income from
Latin America, will now be led by Javier
Marín, 46, a managing director of the
bank. Sáenz had enjoyed the support of
the company's chairman, Emilio Botín,
until very recently. But increased pressure
from Spain's central bank, trying to
improve the banking sector's reputation,
reportedly led Sáenz, 70, to resign volun-
tarily. Sáenz was convicted in 2009 of hav-
ing made false criminal accusations
against indebted clients in a case that
arose in the mid-1990s, when he led a dif-
ferent bank, Banesto, according to The
Wall Street Journal.

Ecuador's Banking Sector 
Sees Slide in Profits

Profits at Ecuador's private-sector banks
continued to fall in March, Dow Jones
reported May 5. The country's 24 biggest
private banks, along with government-
run Banco del Pacífico, posted a return
on equity in the first quarter that was cut
nearly in half, at 8 percent, compared to
the same period last year. Net profit at the
banks fell about 42 percent year-over-
year, to $55 million. Banco del Pichincha
topped the list with nearly $12 million in
profit. The biggest three banks make up
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Chilean Bank Loans Rise 
Nearly 10 Percent in March 

The Chilean banking system report-
ed a 9.7 percent increase in loans in
March compared to the same month
last year, Dow Jones reported May 2.
The SBIF banking regulatory agency
said loans in March totaled nearly
$216 billion, an amount in line with
government expectations, according
to the report. Among individual
banks, Banco de Chile made the
most loans, followed by Banco
Santander's Chilean unit. 

Remittances to Honduras Up 
by 62 Percent Year to Date

Remittances to Honduras grew by
$62 million during the first four
months of this year, La Prensa
reported May 8. More than one mil-
lion Hondurans living abroad sent
home $939 million in the period,
according to central bank data.
Honduras received $2.824 billion in
remittances last year overall.
Analysts say that an improving
economy in the United States, where
many Hondurans reside, and a bet-
ter outlook for immigration reform
are boosting money transfers.

Banco do Brasil Union Stages
24-Hour Strike Over Wage Plan

Workers at state-run Banco do
Brasil went on a 24-hour strike May
2, Agência Brasil reported.
Customers could still do banking
transactions through automated
teller machines and the Internet.
The bank's CONTRAF union is call-
ing for talks over a new plan for
wages and work hours that was put
in place in February. The union says
it was not consulted on the plan, but
bank officials say that internal sur-
veys suggest most employees
approve of the new structure, which
relates to work hours, commissions,
bonuses and other changes.

Opponents of the reforms argue

that they could lead to a flood of

foreclosures, like the ones that

occurred in the United States. 



about half of Ecuador's banking market.
In January, a law went into effect that
increases taxes on banks, which has had a
dramatic impact on net returns. The tax
goes directly to cash stipends to about 1.9
million people living in poverty. But the
law may be having spillover effects.
Because their profits have been so dra-
matically affected, lenders in Ecuador
have increased interest rates and reduced
access to credit as a result of the law,
Bloomberg News reported. Private sector
banks have raised rates on corporate
loans by an average of 0.21 percent in the
first quarter to 8.88 percent, the highest
since November 2010 and well above rates
charged in neighboring countries.
Economists worry that continued curbs
to lending could cut into economic
growth across sectors this year, according
to the report. 

Insurance News

Venezuela Devaluation Masks
Stronger Liberty Mutual Results

Boston-based insurer Liberty Mutual on
May 7 reported a net income of $318 mil-
lion for the three months that ended
March 31, a decrease of $141 million from
the same period in 2012. Venezuela's cur-
rency devaluation led to a $130 million
loss for the firm. "First quarter operating
results improved over the prior year quar-
ter with pre-tax operating income up $79
million to $656 million," said David H.
Long, the president and CEO of Liberty
Mutual Insurance. "The improvement
was masked by the immediate impact of
the Venezuelan currency devaluation,
which will be substantially offset over the
remainder of the year." Revenues in the
first quarter reached $9.145 billion, an
increase of $264 million or 3 percent over
the same period in 2012. In related news,
the company named Daniel Arolfo as
president of its Argentina operations,
Business Insurance reported May 7. Arolfo
has been with Liberty Mutual since 1996,
most recently serving as chief financial
officer. "Our plans and commitment for
this market remain unaltered and the
support of Liberty Mutual Insurance to
its Argentina operation remains solid,"

Victor Meintjes, executive vice president
and chief operating officer for Latin
America at Liberty Mutual said in a state-
ment.  

Italy's Generali Posts Stronger
Results in Latin America 

Italian insurer Generali Group said May
10 it closed the first quarter with stronger
Latin America results. Property and casu-
alty premiums were up 40 percent in
Latin America compared to the same
period last year. In the company's life
insurance segment, premiums increased
22.7 percent in the quarter. Latin America
is still a relatively small part of the com-
pany's total business however, represent-
ing less than one-seventh of the insurer's
total premiums written. Overall, the com-
pany posted a net profit of 603 million
euros ($783 million) in the quarter, up 6.3
percent from the same period last year.
Generali Group CEO Mario Greco said in
a statement that the company "recorded

our best operating result of the last four
years." However, he warned that "ongoing
uncertainty in the general economic and
financial scenario" will likely lead to a
reduction in the company's life segment
premiums in 2013. Generali is one of
Europe's largest insurance providers, with
total premium income last year of 70 bil-
lion euros and 80,000 employees world-
wide. 

Remittances News

Remittances to Guatemala From
Abroad Rise 7.29 Percent This Year

Family remittances from abroad to
Guatemala increased by 7.29 percent in
the first four months of 2013 compared
with the same period last year, EFE
reported May 7. According to
Guatemala's central bank, workers living
abroad sent $1.58 billion home during
the first four months of this year, up from
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immigrants remit only 15 percent of their
earnings back home. However, and
despite facing severe hurdles such as dis-
crimination, lack of financial access,
social marginalization and crime, immi-
grants in the United States and Spain are

able to maintain savings rates higher than
the national averages in the countries
where they reside. Their problem is that
those liquid savings are not in the formal
financial system, and they do not hold
other assets. Yet their contribution to the
host economy is quite significant in that
they fill jobs and help increase economic

growth through their labor. Thus, there
exists a strong consensus among policy-
makers and analysts that the flow of
money has an impact on the local
economies of every society, and that as
long as the stock of human capital is not
depleted, migration does not provoke
brain drain."

ADan Stein, president of the
Federation for American
Immigration Reform (FAIR):
"Around the world, an estimat-

ed 215 million people are living and
working outside of their native countries,
according to the World Bank. While the
motivation each individual immigrant
has is very understandable, the phenom-
enon of mass migration can have a detri-
mental impact on both the migrants'
native countries and the receiving coun-
tries. In the United States, migrants pro-
vide low-wage labor to some businesses.
However, these workers often compete
with native workers for scarce jobs, drive
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“ As long as the stock of human

capital is not depleted, migration

does not provoke brain drain.”
— Manuel Orozco
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$1.47 billion sent last year over the same
period. In April, the country received
remittances of $451.24 million, up from
$418.96 million in the same month last
year and $424.05 million last March. For
all of 2013, government authorities
expect remittances will exceed $5 billion
from 1.5 million Guatemalans living
abroad, 90 percent of whom live in the
United States.

Economic News

Argentine Black Market Peso Plunges
to Record Low Against Dollar

Argentina's peso fell to a record low on
the black market against the U.S. dollar
on May 7, with the currency trading
above 10 pesos to the dollar for the first
time, local newspaper El Cronista report-
ed. The plunge means that Argentines are
now paying a 93 percent premium above
the government's official exchange rate to
acquire dollars that are unavailable
through legal means. The black market
for greenbacks affects prices in sectors of
the economy including real estate, where
transactions have been carried out in the
U.S. currency for decades, The Wall Street
Journal reported. On the regulated cur-
rency market, the dollar sold for 5.209
pesos on May 7, but the government's
rationing of dollars means that dollars are
unavailable for most Argentines through
legal means. Fears of a devaluation are
fanning more demand for dollars in the
South American country, even as
President Cristina Fernández de Kirchner
has pledged not to devalue the peso. "As
long as I'm president, those who want to
make money through devaluations,
which other people have to pay for, will
have to keep waiting for another govern-
ment," she said. Fernández's government
earlier this month announced a proposal
for an amnesty, saying it would allow
Argentines to deposit undeclared foreign
currency at the central bank without pay-
ing criminal penalties on money that
many have hidden, the Associated Press
reported. In exchange, the central bank
will issue certificates of deposit, which
will pay 4 percent interest through 2017, a
figure well below current inflation rates.

Brazilian Wins Election to Lead
World Trade Organization

Brazil's Roberto Carvalho de Azevêdo
beat out rival Mexican candidate
Herminio Blanco on  to take over the
World Trade Organization, Brazil's
Foreign Ministry said May 7. If confirmed
at a May 15 meeting, Azevêdo, 55, would
take office on Sept. 1, replacing France's
Pascal Lamy, Agência Brasil reported.
Since 2008, Azevêdo has been the perma-
nent representative of Brazil in the 159-
member WTO. Blanco, 62, is a former
Mexican trade minister who led the
nation's negotiations for the North
American Free Trade Agreement with the
United States and Canada. The election,
which took three rounds over six months
and attracted nine candidates, brings a
Latin American to the top global trade
post for the first time in the body's nearly
20-year existence. Azevêdo had the sup-
port of the BRICS countries (Brazil,
Russia, India, China and South Africa),
Portuguese-speaking countries and sever-
al nations in Latin America, Asia and
Africa. Blanco had stronger support in

Europe, according to media reports. The
decision comes at a time when Mexico's
economic fortunes have been rising and
Brazil has been struggling. "If this election
had been held two years ago, Brazil would
have won pretty easily," said Peter Hakim,
president emeritus of the Inter-American
Dialogue in Washington told The Wall
Street Journal just before the result was
made public. Since then, however, Brazil
has moved to protect its manufacturers
and to steady its balance of payments. In
his tenure at the WTO, Azevêdo argued
successfully against agricultural subsidies
in powerhouses like the United States and

European Union that won him support
among countries suspicious of free trade
policies.

Consumer Confidence 
Picks Up in Mexico

Mexico's consumer confidence index rose
1.42 percent in April, state statistics
agency INEGI announced May 6. The
CCI, which INEGI monitors jointly with
Mexico's central bank, in April reversed a
trend of three consecutive monthly
declines, Goldman Sachs analyst Alberto
Ramos said in a research note. The new
data is "consistent with a business cycle
that continues to expand but at a moder-
ate pace," Ramos said. Despite the gains,
consumer confidence "still has significant
room to improve," Ramos added, noting it
is about 10 percent below the average level
seen during 2006. 

Ecuador's Growth Expected to Slow
to 4 Percent: Central Bank Chief

Ecuador's central bank chief, Diego
Martínez, announced May 8 that econom-
ic growth in the country will slow to 4 per-
cent for the year, Reuters reported. The
prediction comes following trouble in
Ecuador's largest refinery and weak over-
seas demand for oil, though Martínez
expects consumer demand to drive growth
this year. Martínez also predicted that the
country's inflation rate will be 4.4 percent
this year, up slightly from last year.

Panama Orders Electricity Rationing 
as Drought Cuts Power Generation

In an attempt to conserve energy, the
Panamanian government has ordered high
schools and universities shut down for
three days, Agence France-Presse reported
May 8. Government offices have also been
ordered to reduce their hours and restric-
tions have been set on the use of air condi-
tioning in businesses and the operating
hours of bars, nightclubs, cinemas and
supermarkets, according to BBC News.
The power shortage is just one of many
effects of a drought which has been
declared in a third of the country and is
also affecting ranchers and farmers, AFP
reported. Panama, Latin America's fastest
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growing economy in 2012, generates more
than 50 percent of its electricity from
hydroelectric power and the drought has
severely reduced power generation. The
government hopes that these restrictions
will prevent further power shortages while
the country waits for rain. Minister of the
Presidency Roberto Henríquez said "if we
stick to this we can certainly prevent fur-
ther cuts which could seriously affect the
country's economy," BBC reported. 

Political News

Guatemala's Ríos Montt 
Convicted on Genocide Charges

Former Guatemalan dictator Efraín Ríos
Montt was convicted May 10 on charges of
genocide, with a three-judge panel ruling
that he knew about and failed to stop the
killing of at least 1,771 Ixil Mayas during
the Central American country's 36-year
brutal civil war, which ended in 1996. Ríos
Montt, 86, was sentenced to 80 years in
prison and was transferred to a jail cell in
Matamoros prison, which is located on a
Guatemala City military base, the
Associated Press reported. Ríos Montt's
lawyer is expected to request that he be
transferred to a hospital or to serve his
sentence under house arrest. The convic-
tion marked the first time that a former
Latin American head of state was found
guilty of genocide by a court in his own
country.  As the trial wound to a close last
week, Ríos Montt, who ruled the Central
American nation from March 1982 to
August 1983, spoke in court to deny the
charges against him. Human rights
activists applauded his conviction. "It's
very valuable to us, totally refreshing. We
deserved it," said rights activist Helen
Mack, whose sister Myrna, an anthropolo-
gist, was killed in 1990 while investigating
abuses against indigenous groups during
the war. "It's a painful process for
Guatemala but we need go through it if we
want to heal our wounds as a society."
Mack added that it is too early to know if
justice will fully be done. "This sentence is
still not firm because Ríos Montt's lawyers
have already said they will work to nullify
it," she said. [Editor's note: See Q&A on
the trial in the May 2 issue of the Advisor.]

Ecuador, Peru Reassign Ambassadors
After Supermarket Scuffle

Ecuador and Peru on May 6 removed their
ambassadors to each other's countries and
said they would reassign them following
an incident in which Ecuador's ambassa-
dor to Lima was involved in an altercation
with two women in a supermarket, BBC
News reported. Quito's envoy, Rodrigo
Riofrío, was accused of hitting the woman
and her daughter with a magazine on April
21 after the daughter slapped the ambassa-
dor in the face. The woman said her
daughter slapped Riofrío after he became
angered when they were served first.
Ecuadorean President Rafael Correa
backed his envoy, saying Riofrío "had been
the one to be hit first." Peruvian First Lady
Nadine Heredia entered the debate, saying
"aggression against women should not be
tolerated." The countries temporarily
recalled their ambassadors last week, but
their foreign ministries said that they
would be permanently reassigned in an
effort to protect "excellent bilateral rela-
tions." Ecuador said that Riofrío would
serve as ambassador to another country,
while Peru said its envoy, Javier León
Olavarría, would "soon assume a high
post" elsewhere.  

Chilean Economic 
Activity Slows in March

Chile's economic activity in March slowed
to the lowest rate in 20 months, Dow
Jones reported May 6. The central bank's
IMACEC economic activity index grew
3.1 percent compared to a year earlier. The
market had expected a 4.1 percent expan-
sion. Declining industrial activity, a port
strike and two fewer working days in the
month cut into growth data, according to
the report. Chile's economic activity in the
first quarter grew 4.4 percent compared
with the same period a year ago. The slow-
er growth data is not good news for
Chilean Economy Minister Juan Pablo
Longueira, who emerged last week as a
leading conservative presidential candi-
date after Laurence Golborne, a former
minister of public works, withdrew from
running in November's presidential elec-
tions over a scandal related to a company
he ran before joining the government.

POLITICAL & ECONOMIC BRIEFS

Maduro Accuses Polar of
Contributing to Food Shortages

Venezuelan President Nicolás
Maduro accused the owner of the
country's largest private company,
Empresas Polar, of cutting food
production and contributing to
record scarcity and increasing infla-
tion in the country, Bloomberg
News reported May 12. Maduro
claimed to have seen signs that Polar
was cutting production and hiding
goods in order to create shortages.

Economists Trim Peru Growth
Forecast Amid Trade Deficit

Economists polled by Peru's central
bank on May 10 reduced their fore-
cast for Peru's economic growth this
year from 6.3 percent to 6.2 percent
after the country posted a $233 mil-
lion trade deficit last quarter, its first
trade deficit in more than four
years, Reuters reported. Weaker
demand for Peru's main exports,
mostly minerals, combined with ris-
ing demand for imported goods
accounted for the deficit. Peru's
poverty rate fell 2 percent last year,
bringing the overall poverty rate
down to 25.8 percent. While still
high, rural poverty is declining twice
as fast as urban poverty.

Dominican Republic Planning to
Free up $487 Mn to Boost Growth

The Dominican Republic's central
bank said May 8 that it would lower
bank reserve requirements and seek
to expand loans to consumers and
businesses, freeing up 20 billion
pesos ($487 million) to boost eco-
nomic growth, Bloomberg News
reported. Increased credit will also
be used for more affordable hous-
ing, the central bank added. The
Caribbean country's growth is
expected to slow to about 3 percent
this year, down from 7 percent
annually on average since 2004. 
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down wages and tax local services like
schools and health care. They also send
billions of dollars in remittances to fam-
ily members who remain behind in the
home countries—$534 billion in 2012.
While helping family members back
home is an admirable quality, it has a
negative effect on the economies of the
countries in which they work. Money
sent out of the country is money that
does not circulate through those coun-
tries' local economies, stimulating eco-
nomic development, creating jobs and
generating tax revenues. Native workers
are far more likely to spend their earn-
ings locally. Counter intuitively, remit-
tances also harm the countries where the
money is being received. Dependence on
remittances encourages the most able-
minded and able-bodied workers to
migrate, rather than put their skills and
energies to use in building the local
economy. It also discourages difficult,
but essential social, economic and politi-
cal reforms from occurring in the
migrants' home countries. Without such
substantive reforms, these immigrant
sending nations will remain dependent
on remittances, rather than becoming
self-sufficient, while the receiving
nations will see even more money flow
out of their economies."

AEarl Jarrett, member of the
Financial Services Advisor
board and general manager of
the Jamaica National Building

Society: "Both sides of the argument
reflect the general opinions of the two
sides of the remittance relationship in
the sending and receiving countries.
However, one needs to view remittances
and migrant transfers as part of any
global economic transaction where indi-
viduals export their services, that is, their
skills, and receive compensation which
are sent to locations of their choice.
Remittance flows contribute to the fund-
ing of education in migrants' home

countries and support human capital
development. One makes the assump-
tion that the majority of the $400 billion
of global remittances sent to developing
countries represents the movements of
legal migrant workers who obtain jobs
competitively in host countries and
whose transfers represent their net sav-

ings, after deducting living expenses, to
support families and direct investment
in their home countries. Any visit to
communities in which migrant workers
live would provide sharp evidence of the
economic contributions of the migrants
within the communities in which they
operate, as these migrants access various
consumer goods and services and create
an economic ecosystem that has a posi-
tive impact in cities and rural towns
across North America. I am of the view
that the arguments put forward may not
accurately reflect the economic reality of
migration and remittances, and the
debate is shrouded by polarized views on
immigration and remittances. The sub-
ject matter is not fully researched, and
there needs to be greater work on the
economic benefits of diaspora people in
their home and host countries." 

The Advisor welcomes reactions to the
Q&A above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.

Featured Q&A
Continued from page 3

Inter-American Dialogue’s Financial Services Advisor May 2-15, 2013

“ Any visit to communities in

which migrant workers live

would provide sharp evidence 

of the economic contributions 

of the migrants.”
— Earl Jarrett
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