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FEATURED Q&A

Are Remittance
Costs Coming Down
in Latin America?

The United Nations sustainable development agenda calls for lower transaction costs for
sending remittances. // File Photo: Mexican Government.

For the 12-month period through August, Mexico’s level of

remittances grew 20 percent to reach a new record amount

of $56.6 billion, nearly twice the sum that the country

received from oil exports, according to the country’s central
bank. The United Nations’ 2030 Agenda for Sustainable Development,
adopted seven years ago, included a goal—SDG 10.c—of reducing trans-
action costs of migrants’ remittances to less than 3 percent. How far
away are Mexicans, and other Latin American immigrants living abroad,
from seeing remittance transaction costs of less than 3 percent across
the board? How achievable is that goal for Latin America by 2030, and
what obstacles are standing in the way of it? Will pressure to lower costs
force some companies out of the market or compel some to cut back
services to hard-to-reach customers?

Chad Harper, global payments senior fellow at the Visa
Economic Empowerment Institute: “Remittance inflows for
2021 reached $773 billion globally and $605 billion for low-
and middle-income countries. In addition to being a critical
lifeline for families, remittances are critical to many countries. Last year,
30 countries received more than 10 percent of their GDP in remittances,
and eight of them are in Latin America and the Caribbean: Dominica, the
Dominican Republic, El Salvador, Guatemala, Haiti, Honduras, Jamaica
and Nicaragua. El Salvador and Honduras received more than 25 percent
of their GDPs via remittances. Money transfer operators (MTOs)—both
established operators with updated digital business models and the new
breed of digital-first MTOs—saw digitally initiated remittances more than
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Brazil’s Bolsonaro
Eyes Debt Pardon,
Dividend Tax Plan

Brazilian President Jair Bolson-
aro, who is seeking re-election
later this month, proposed a debt
pardon for some borrowers and a
new tax on dividends.

Page 2

INSURANCE

A.M. Best Raises
Outlook for Costa
Rica’s Insurers

Insurance-focused ratings agency
A.M. Best on Oct. 12 raised its
outlook for Costa Rica's insurance
sector to stable from negative.
A.M. Best said it expected the
Central American country’s insur-
ance market to “withstand current
challenges.”
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Lula Planning
Consumer Debt
Renegotiation

Former Brazilian President Luiz
Inacio Lula da Silva, who is seek-
ing to return to the presidency in
this month’s runoff, is planning a
renegotiation plan for consumer
debt if he is elected.
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Lula // File Photo: Facebook Page of
Luiz Indcio Lula da Silva.
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FINANCIAL SERVICES NEWS

Brazil’s Bolsonaro
Eyes Debt Pardon,
Dividend Tax Plan

Brazilian President Jair Bolsonaro, who is
seeking re-election in the country’s presidential
runoff election later this month, on Oct. 6 pro-
posed a debt pardon for some borrowers and

a tax on dividends to finance welfare spending,
Reuters reported. Bolsonaro said that he and
the speaker of the lower house of Brazil's
Congress had agreed on taxing dividends of
Brazilians earning more than 400,000 reais
(877,000) per year to extend a welfare program
set to expire in December. Bolsonaro added
that state-run lender Caixa Econémica Federal
would waive as much as 90 percent of what
some four million individuals and 400,000
companies owe. Bolsonaro’s rival ahead of the
election, former President Luiz Inacio Lula da
Silva, has also proposed a similar debt-forgive-
ness plan, and both candidates are looking to
implement a series of changes to Brazil's bud-
get rules. Lula has received written endorse-
ments from various prominent economists,
including Arminio Fraga and Pedro Malan, who
said they expected “responsible handling of the
economy” from the former president, Reuters
reported. Bolsonaro's campaign is starting

to focus more heavily on the economy as he
narrows the gap with Lula ahead of the second
round of the presidential election on Oct. 30. In
the first round of Brazil's presidential election
on Oct. 2, Lula was the top vote-getter, garner-
ing 48 percent of the vote, but Bolsonaro out-
performed expectations by taking 43 percent
of the vote, a gap of just five percentage points
following surveys that had shown Lula with a
double-digit lead. “Lula’'s campaign will have to
present proposals in greater detail, especially
his economic plan,” Gabrielle Trebat, managing
director for Brazil and the Southern Cone at
McLarty Associates, told the Advisor in a Q&A
published Oct. 4. “Though Lula is slightly better
positioned to secure a win on Oct. 30, the
second round will be much more competitive
than anticipated,” Trebat added.

Lula Planning to
Propose Consumer
Debt Renegotiation

Former Brazilian President Luiz Indcio Lula da
Silva, who is seeking to return to that office in
the country’s Oct. 30 presidential runoff elec-
tion is planning a broad renegotiation program
for consumer debt if he is elected, Reuters
reported Oct. 13, citing a top advisor to the
former president’s Workers' Party. Guilherme
Mello, an economist who is advising the party,
told the wire service that the plan would involve
the government partially guaranteeing renego-
tiations of as much as 95 billion reais (518.2
billion) of non-bank debts such as consum-
ers’ bills for power, retail and phone bills for
people earning as much as 3,600 reais ($677)
per month, Reuters reported. The proposed
program, known as “Desenrola Brasil,” would in-
clude a first step in establishing credit bureaus
that centralize data for such consumer debts
in order to secure discounts from creditors. A
government guarantee fund of between seven
billion and 16 billion reais would be used to
partially guarantee renegotiated debts. “These
are very reasonable amounts for the govern-
ment to contribute,” Mello told the wire service
ion an interview. “You can have a design based
on tax credits that banks have, you have sever-
al possibilities to design this fund,” he added.
Mello heads a team at the left-leaning Perseu
Abramo think tank that is drafting economic
proposals for Lula. Mello said that, if elected,
Lula’'s government would establish a minimum
discount for renegotiating debts in the program
and would also give priority to creditors that
are offering a higher level of consumer relief.
Preliminary calculations for the guarantee fund
would assume a discount of 30 percent to 70
percent on debts, as well as a default rate of
25 percent, the wire service reported. Advisors
to the former president are also considering
strategies in order to encourage consumers’
bank debts at lower interest rates by lowering
required banks’ deposit rates. [Editor’s note:
See Q&A on government spending in Brazil in
the July 21 issue of the Dialogue’s daily Latin
America Advisor.]

NEWS BRIEFS

Chile’s Congress
Approves Fintech Law,
Sends to President

The lower house of Chile’s Congress on Oct. 12
approved a measure to regulate financial tech-
nology and cryptocurrency-related activities,
sending the measure to President Gabriel Boric,
El Mercurio reported. The Senate previously ap-
proved the legislation in an overwhelming vote
of 39-0, with six abstentions. Finance Minister
Mario Marcel told members of the lower house
that the measure “aims to generate greater
competition in the financial market and to stim-
ulate innovation and regulate a sector” that is
currently unregulated, El Mercurio reported.

Mexico’s Non-Bank
Lenders May Need Bank
Licenses: Analysts

Non-bank lenders in Mexico may need to get
banking licenses in order to survive as it be-
comes more difficult for them to get financing,
analysts told Reuters on Oct. 17. “Any fintech
with serious, long-term ambitions will likely
have to find a way to become a bank,” Mike
Packer, an investor at venture capital fund QED,
told the wire service. Three Mexican non-bank
lenders, AlphaCredit, Credito Real and Unifin,
have defaulted this year.

Mexico to Take Money
From Dormant Accounts
to Pay for Security Tasks

Mexico's Congress has approved a law that
will allow the government to take money from
abandoned bank accounts in order to pay for
security tasks, The Yucatdn Times reported
Oct. 13. There is likely to be between 10 billion
pesos and 75 billion pesos (between $500 mil-
lion and $3.76 billion) in abandoned accounts
in the country, the newspaper reported. The
reform to the Law of Credit Institutions allows
the seizures if there has been no activity in an
account for six years.
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A.M. Best Raises
Outlook for Costa
Rica’s Insurers

Insurance-focused ratings agency A.M. Best
said Oct. 12 that it has raised its outlook for
Costa Rica's insurance sector to stable from
negative. As of last December, the Central
American country’s insurance market saw
premium growth of 6.9 percent to 900 billion
colones ($1.44 billion) year-on-year. However,
by last July, year-over-year growth rose to 14.4
percent “aided by a loosening of restrictions
imposed during the pandemic that led to
sustained growth in compulsory auto insurance
and occupational injury insurance,” the ratings
agency said in a statement. A.M. Best added
that it expects Costa Rica's insurance market
to “withstand its current challenges.” It added
that “the residual effects of the pandemic, the
volatile economic environment and uncertainty
about public finances will continue to strain
the country insurance industry.” Overall, Costa
Rica's real gross domestic product grew by 7.6
percent last year, and the ratings agency said
that growth is expected to continue despite
economic headwinds. “Growth is expected to
continue, albeit hindered by obstacles, includ-
ing rising commodity prices and supply chain
disruptions due to a volatile economic environ-
ment,” Olga Rubio, a senior financial analyst at
the ratings agency, said in a statement.

FINANCIAL TECHNOLOGY NEWS

Unit of Brazil’s Itaa
Has Loaned $1.35 Bn
to Start-ups: Report

Brazilian bank Itat Unibanco’s investment
banking unit has loaned start-ups seven billion
reais ($1.35 billion) in the three years since it
set up a new department to extend such loans,
Reuters reported Oct. 14, citing bank execu-

FEATURED Q&A / Continued from page 1

double during the pandemic. These newer
services offer a variety of advantages for
senders and receivers, but still only a third
of remittances are initiated digitally, and
only one-third of those are received digitally.
As of the second quarter of this year, World
Bank remittance price data show that
cash-funded remittances cost 6.52 percent,
while digital ones cost 4.8 percent. In Latin
America and the Caribbean more specif-
ically, a cash remittance costs up to 6.2
percent, while a digital remittance costs 5.09
percent—18 percent less. These positive
trends are confirmed by some Visa Econom-
ic Empowerment Institute modeling and
highlighted in a new paper: ‘The economic
empowerment of digital remittances: How to
unlock the benefits of innovation and compe-
tition.” Given the cost advantages of digital
remittances, our focus needs to be on how
to enable more of them while keeping the
digital cost trajectory moving downward.”

Manuel Orozco, member of
the Financial Services Advi-
sor board and director of the
Migration, Remittances and
Development Program at the Inter-Amer-
ican Dialogue: “Sending costs to Latin
American and Caribbean countries are 3.5
percent for sending $200, but when paid in
U.S. dollars, it drops to 3 percent or less.
Sending money has a cost like anything
else, and the percent cost relative to the
amount ‘bought’ is often criticized without
proper benchmarking. Some refer to average
costs without considering the basic weights
that the average consumer considers, such
as the sending vehicle, payment in U.S.
dollars only, and whether the funds are
deposited into a bank account or picked up
in cash. What is more problematic is that
remittance transfer companies are often
held to a standard that is not justified by
any procedure—the 3 percent benchmark
has no empirical, financial or economic
foundation. It is an arbitrary assessment.
Differences in exchange rate offerings vary

across companies and remittance service
providers. However, when compared to the
exchange rate offered by leading financial
institutions in each country, the average
remittance service provider exchange rate

is not so different from that of the financial
institution. That means that there is no gaug-

1

It is important to
point out that fees
have dropped despite
inflation in the
United States.”

— Manuel Orozco

ing or speculation with the currency. There
is simple competition. In countries where
margins are above 1 percent, exchange rate
margins are higher among other financial
service providers, too. The real cost—the
amount people pay according to the actual
amount—not the reference amount, is below
3 percent. It is important to point out that
fees have dropped despite inflation in the
United States. There is competition and
transparency in this market; people know
how much they are paying.”

Julia Yansura, program director

for Latin America and the Carib-

bean at Global Financial Integ-

rity: “Remittance costs matter,
but the heavy focus on pricing has over-
shadowed other aspects that are equally if
not more important: financial inclusion, con-
sumer protection, regulatory environments
and anti-money laundering and countering
the financing of terrorism (AML/CFT) risk
management, among others. The U.S.-Mexi-
co remittance corridor is among the largest,
cheapest and most competitive in the world.
According to the World Bank, the average
cost to send to Mexico is 4.5 percent for
$200 and 3.1 percent for $500; the latter is
more relevant since the average transaction
is currently around $400. However, these

Continued on page 6
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tives. The investment banking unit, Itati BBA,
created the department in 2019 amid a growing
level of venture capital investments flowing to
Brazilian start-ups, the wire service reported.
Last year, venture capital investments in Brazil
hit 46.5 billion reais ($8.8 billion), nearly eight
times the amount that was invested in 2018.
The Itat BBA division has 120 employees who
handle relationships with 120 tech clients,
Fabio Villa, a director at Itad BBA, told Reuters
in an interview in Sao Paulo. The division has
been increasing credit lines to start-ups this
year as interest rates have risen, capital from
other sources has dried up and tech stock
prices globally have plunged, Reuters report-
ed. Gabriel Brabo, the head of the technology
division at Itati BBA, said the bank is focusing
on companies that have good management

of their cash flow amid the lack of capital and
also have businesses that are sustainable.
Brabo and Villa both told Reuters, however,
that they anticipate that venture capital will
start flowing soon to Brazilian start-ups. “Many
funds have available pools of capital that need
to be invested, and will come back with adjust-
ed valuations,” said Brabo. “Accelerated growth
and interest in the fintech sector” has helped
to fuel the interest in Brazil's open banking
policies, which require banks to share clients’
information with competitors in an effort to
lower banking costs, Peter Baumgaertner, a
partner at Holland & Knight, told the Financial
Services Advisor in a Q&A published May 18.

POLITICAL NEWS

U.S., Canada Send
Armored Vehicles to
Haiti to Help Police

The U.S. and Canadian governments on Oct. 15
sent armored vehicles and other equipment to
Haiti in an effort to help police in the Carib-
bean nation to fight a powerful gang that has
blockaded a key fuel terminal, the Associated
Press reported. A statement from the U.S.
State Department said that Haiti's govern-
ment had bought the equipment but it did not
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provide further details about the supplies that
were flown to Port-au-Prince aboard a military
aircraft, the wire service reported. “This equip-
ment will assist [Haiti's National Police] in their
fight against criminal actors who are fomenting
violence and disrupting the flow of critical-
ly-needed humanitarian assistance, hindering
efforts to halt the spread of cholera,” the State
Department said in the statement. A spokes-
man for the U.S. military’s Southern Command
told the AP that he was unable to give more
details about the supplies, other that they were
sent via a joint operation of the U.S. Air Force
and the Royal Canadian Air Force. Last month,
the G9 Family and Allies gang, led by Jimmy
Cherizier, also known as “Barbecue,’” began
blocking access to the Varreux Fuel Terminal,
which is responsible for approximately 70
percent of the fuel that is distributed in Haiti,
The Washington Post reported. The blockade
has led to massive shortages of fuel in Haiti.
The shortages have disrupted the operation of

Haitian hospitals that rely on diesel-powered
generators to produce electricity and power
equipment. The shortages are also occurring
amid a cholera outbreak in Haiti. The country’s
health ministry has said the outbreak has
killed at least 35 people and that there have
been 47 reported cases, the Pan American
Health Organization, or PAHO, said Friday in
an update. “Cholera has arrived amid serious
ongoing social and political unrest," PAHO's
director, Dr. Carissa F. Etienne, said Oct. 12 in a
briefing. The unrest has complicated efforts to
respond to the outbreak and provide human-
itarian assistance, she added. Etienne also
said the number of cholera cases are likely

to be much higher than the figures officials
have reported because violence and criminal
activity have limited access to affected areas.
More than four million people are facing acute
food insecurity in Haiti, U.N. officials said Oct.
14, Reuters reported. “The gang violence has
cut off the capital from the food-producing
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NEWS BRIEFS

One Person Killed
Near Campaign Event
of Sao Paulo Candidate

One person was killed Oct. 17 in a shooting
that happened outside a campaign event for
Séo Paulo state gubernatorial candidate Tarci-
sio Gomes de Freitas, the Associated Press
reported. Police said the shooting in the Para-
isopolis favela was unrelated to the campaign,
though it did put the event to an abrupt halt.
Current Sdo Paulo Governor Rodrigo Garcia
said he ordered an investigation. De Freitas
said on Twitter that the shooting signaled that
he was not welcome in the area.

Ecuador, Indigenous
Groups Reach Deals on
Economic Concessions

Ecuador’s government reached a deal on

Oct. 14 with Indigenous community leaders
following months of negotiations, Reuters
reported. Spurred by widespread protests
starting June 13 and lasting for more than two
weeks, the talks led to 218 agreements on the
implementation for economic and environmen-
tal concessions, including price controls and
debt forgiveness, the government said in a
statement.

Brazilian Gov’t Planning
to Nominate Goldfajn
as Leader of IDB

Brazil plans to nominate Ilan Goldfajn, a former
central bank chief, to lead the Inter-American
Development Bank, a person familiar with

the matter said on Oct. 16, Reuters reported.
The institution will elect its next president

on Nov. 20, following the firing of Mauricio
Claver-Carone over alleged ethical misconduct.
Goldfajn gained recognition for Brazil's efforts
to mitigate inflation and reform banking regu-
lations to allow greater financial competition in
the country.

south, and that means that we have now an
increase in food insecurity,” Ulrika Richardson,
the resident and humanitarian coordinator

for the U.N. system in Haiti, told Reuters in a
telephone interview. Haitian Prime Minister
Ariel Henry earlier this month called on the
international community to help Haiti “fight this
humanitarian crisis.” The United States has
drafted a resolution in the U.N. Security Council
that encourages “the immediate deployment of
a multinational rapid action force” to Haiti, The
Washington Post reported. The report of the
resolution followed urging by U.N. Secretary
General Antdnio Guterres for the creation of an
international force to support Haiti’s police.

Colombian Drug
Kingpin Sentenced
in U.S. to 35 Years

Colombian drug kingpin Daniel Rend6n Herrera,
also known as “Don Mario,” was sentenced
Oct. 17 in the United States to 35 years in
prison for his role as a leader of the Clan de
Golfo drug cartel, the U.S. Attorney's Office
for the Eastern District of New York said in a
statement. Renddn Herrera, who was sen-
tenced in U.S. federal court in Brooklyn, was
also sentenced to a 15-year sentence, which
will run concurrently, for conspiring to provide
material support to the Autodefensas Unidas
de Colombia, or AUC, which the U.S. govern-
ment designated a foreign terrorist organi-
zation in 2001. Rend6n Herrera had pleaded
guilty to the charges in November 2021. “Once
the most feared narco-terrorist in Colombia,
today marks the end of the criminal career

of Rendon Herrera, responsible for importing
tons of cocaine, fueling violence, perpetuating
drug abuse leaving a wake of destruction from
Colombia to the United States, and stained with
the blood of rival drug traffickers and civilians
who were tortured and killed by the Autode-
fensas Unidas de Colombia,’ Breon Peace, the
U.S. attorney for the Eastern District of New
York, said in a statement. Starting in the late
1990s, Renddn Herrera was “the leader and
mastermind” behind the Clan de Golfo, which
“was responsible for heinous acts of violence,

often leaving death and destruction in its wake
to further the organization’s global cocaine
trafficking network,” said Michael Alfonso, the
Homeland Security Investigations New York
acting special agent in charge. U.S. District
Judge Dora L. Irizarry also ordered Renddn
Herrera to pay a forfeiture of $45.75 million.
Renddn Herrera was a leader of the AUC and
founder and leader of the Clan de Golfo, which
was “effectively the successor organization to
the AUC,” the U.S. Attorney’s Office said.

Buenrostro Tapped
as Mexico’s New
Economy Secretary

Mexican President Andrés Manuel Lopez
Obrador on Oct. 7 named Raquel Buenrostro,
the head of the country’s tax agency, as the
new economy minister, the Associated Press
reported. The appointment came a day after
Tatiana Clouthier resigned from the post,
giving no reason for her departure. Buenrostro
has “done a great job" as the head of the tax
authority, known as SAT, Lépez Obrador said in
naming her to the position, Reuters reported.
The president touted Buenrostro’s credentials,
which include a master’s degree in economics.
Buenrostro became the tax agency’s head in
early 2020 and in that role is to be replaced

by Arturo Medina, the finance ministry’s tax
prosecutor, unnamed sources told Reuters. As
SAT's chief, Buenrostro led efforts to pursue
tax evaders. Last month, Lépez Obrador said
dozens of companies owed approximately 100
billion pesos ($4.99 hillion) in taxes. A week
later, Lopez Obrador replaced a top govern-
ment trade negotiator, a move that surprised
analysts amid the U.S. and Canadian dispute
with Mexico over Lépez Obrador’s power sector
policies, Reuters reported. Lépez Obrador
removed Luz Maria de la Mora as deputy
economy minister for trade and replaced her
with Alejandro Encinas Najera, a labor ministry
official whose father is a deputy interior minis-
ter, the wire service reported.
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percentages are unweighted averages of

all the types of services available and do
not necessarily reflect what people are
actually paying for the most commonly used
services. Remittance costs are complex
and depend on multiple factors, including
the company used, payment method, speed,
sending method, currency and even the way
the remittance is received. For example,
remittances that are directly deposited into
the recipient’s bank account are among the
most economical. This comes back to the
importance of financial inclusion. The real
challenge—and opportunity—for the region
lies not in a myopic focus on lowering
remittance costs by a few fractions of a per-
centage, but rather in ensuring that people
have access to financial services, starting
with accounts. Financial inclusion efforts
would certainly lower remittance costs and
would go much further in terms of building
economic prosperity.”

Kai Schmitz, partner at Cres-
tone Venture Capital: “The cost
of sending remittances to Latin
America hasn't fallen signifi-
cantly in the past years. The traditional U.S.
sending market has been competitive for
a long time, and new online providers have
similar prices than many of the physical
providers. They have lower origination costs
but often must invest more in customer
acquisition. It therefore seems unlikely that
prices will reach 3 percent based on the cur-
rent payment infrastructure and processes.
New technology, however, has the promise
of lower cost, in particular real-time payment
(RTP) systems and maybe cryptocurrencies.
Cryptocurrencies started with the claim to
enable frictionless international payments.
The reality to date does not bear this out:
processing costs of many cryptocurrencies

are high, and the conversion between crypto
and fiat continues to be expensive. Since
most traditional financial institutions do

not offer, or are not allowed to offer, the
exchange of fiat for cryptocurrency due to
compliance concerns, it remains difficult

to build a low-cost international remittance

‘ ‘ The cost of sending
remittances to Latin
America hasn't fallen
significantly in
the past years.”

— Kai Schmitz

service based on crypto infrastructure. Latin
America is making fast progress on RTP
systems, however. The PIX system in Brazil
already processes more electronic trans-
actions than credit cards, and the Brazilian
central bank plans to launch international
services. Colombia has a privately-owned
RTP known as Transfiya, and the Colombian
central bank just launched the process to
build a government-operated system. Mexico
has CoDi, which has low adoption but offers
the rails for RTP. Several other countries are
exploring similar initiatives. RTP systems
allow the instant transfer of money between
people’s bank accounts based on simple
identifiers or wallets at very low or no cost.
So far, this works only domestically. But
connecting RTPs directly or allowing service
providers to utilize the infrastructure for
international person-to-person remittances
can bring down the cost to a fraction of what
it is today.”

The Advisor welcomes comments on its Q&A
section. Readers can write editor Gene Kuleta
at gkuleta@thedialogue.org.
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