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Remarks for Oct 2004 Conference of the Federal Reserve of Atlanta

My name is Mark Thompson and I am General Counsel for Western Union in the United States and Canada. 

Overview

Western Union began sending money for customers over 130 years ago, when the Western Union Telegraph Company started offering telegraphic money transfers throughout the United States.  Today, Western Union provides a convenient, fast and reliable way to send money in over 195 countries and territories. Last month, Western Union celebrated the opening of its 200,000th Agent location.

At Western Union, we are proud of the role we have played in expanding the use of electronic remittance systems and enabling millions of immigrants to send money back to their families. We built our money transfer business to meet a void in the financial services marketplace. Not very long ago, a convenient, fast and reliable means of sending small amounts of money to friends and relatives back home did not exist. International money transfer services were available only to wealthy individuals with banking relationships. We identified that need and we filled it. Western Union continues to strive to serve the hardworking immigrant communities around the US and the rest of the world. 

Today, the speakers have focused on a few of the routes or corridors that remittances take from one city or country to another. These corridors represent migration patterns and quite literally, as our speakers have noted, country-to-country economic activity. While some of our competitors “cherry pick” the corridors they service, Western Union has identified and services approximately 15,000 active corridors worldwide. Those corridors are constantly changing as migrants follow the financial opportunities in search of a better life. And Western Union changes to meet the needs of those migrants.
Costs and Competition

Over the past several years we have seen an extraordinary growth in the number of companies in the international money transfer business. Many of these companies serve only one or two niche markets, sending money from one or two US cities to one or two cities in other countries. These companies have not invested in a worldwide infrastructure and, thus, compete vigorously with us, particularly with regard to transfer fees and exchange rates. 

We’ve heard discussion today regarding the high cost of remittances. That discussion has focused on transfer fees and the favorability of exchange rates to consumers. Transfer fees and exchange rates are just two factors the consumer must consider. While all money transfer companies transmit money from Point A to Point B, not all money transfer companies provide the same service. In fact, money transfer companies vary greatly in the features and functionalities of the services they provide. Money transfer consumers choose from a number of competing service providers, and among the questions that consumers ask in making that choice are:

Where are the send and receive locations? How far do I have to travel?

What are the hours of operation? Do I have to take time off from work?

Do they speak my language?

Is the money immediately available in the destination country?

Are there customer service centers that can answer my questions?

What are the hours of the customer service center?

What languages do the customer service center representatives speak?

Our experience has shown that our customers are very price sensitive—they react, favorably or unfavorably, to changes in transfer fees and exchange rates. We cautiously approach any such changes. We also monitor transaction volumes in corridors and, if we see a negative trend, one of the first things we consider is a change in the transfer fees or in the method used to calculate exchange rates. 

Overall, people use Western Union because of the exceptional value the service represents to them considering the features and functionality of our service. Our transfer fees and exchange rates are competitive. Our service is convenient, with 200,000 locations worldwide, many of which are open 24 hours, 7 days a week. Customer service is a priority, with toll free call centers operating 24 hours/ 7 days a week. Operators speaking over 20 languages enable consumers to track their transactions and to obtain information regarding the services.  At most locations, money transmitted may be available for pickup immediately. Payout in cash is standard and often the receiver has a choice of payout in different currencies. Message delivery or free phone time is provided with many international transactions. US and Canadian consumers can send money over the telephone or over the Internet. 

Studies of costs associated with money transmission have focused on transfer fees and exchange rates. Dr. Orozco’s studies have shown that competition has resulted in significant decreases in transfer fees and more favorable exchange rates for consumers in Latin America, particularly in the US to Mexico corridor. While we agree with the trends indicated by his studies, our data, which includes just Western Union transfer fees and foreign exchange revenue, indicates that those downward trends are even stronger, resulting in even greater benefits to consumers. Our data shows significantly greater gains for the consumer as the result of competition than indicated in Dr. Orozco’s studies.  In particular, we looked at a chart prepared by Dr. Orozco which shows trends from 2001 to 2004 in the fees and exchange rates for a $200 transfer to 14 different Latin American countries.  Averaging across those 14 countries, Dr. Orozco’s chart shows a 3% reduction in the transfer fees and foreign exchange revenue associated with a $200 money transfer.  Without regard to the added convenience and other factors associated with our service, focusing only on transfer fees and exchange rates for our fastest product - our 15 minute product - our data indicates that for those same 14 countries over the same period of time, the transfer fees and foreign exchange revenue associated with a $200 money transfer has declined approximately 25%.

This trend can be seen clearly in the US to Mexico corridor. In fact, the Undersecretary of State of the US State Department, Alan P. Larsen, recently acknowledged in a speech in Mexico that the cost to consumers of sending remittances from the US to Mexico has declined dramatically over the past three years—more than 50%.

We are clearly the pioneer—we have shown our competitors how to make a business out of sending money safely and quickly to far flung places. As a pioneer, we have inspired many companies to follow us into this business, and, in jest, we have a few arrows in our backs to show that being the front runner has some disadvantages. We are dealing with a very competitive market. We understand the economic model for competitive markets—the new product phase is over, competition is fierce, new entrants are appearing frequently, and margins are dropping. The best competitor will be the company offering the consumer the greatest value. We don’t assume it will be us; we strive diligently on a daily basis to be the best.

While studies often note that factors other than transfer fees and exchange rate affect consumer behavior, I have not seen any external studies attempting to place a dollar value or cost to those other factors. For example, I have not seen any external studies that attempt to measure the cost in time and money to consumers of traveling to locations of our competitors.  At Western Union, we believe customers place a high value on how far they must travel to send or receive a transaction. That’s why we have 200,000 agent locations. Just one example of why, we think we provide the best value for our consumers overall- a very competitive price in the right place at the right time under the right circumstances. The result: in 2003, Western Union handled over 81 million consumer to consumer money remittance transactions.

Western Union’s Relationships with Banks

Western Union welcomes the increased interest of banks in the money transfer business. Competition has always made us a better competitor. It’s created more services, lower fees and more favorable exchange rates. 

There is a common misunderstanding that Western Union’s customers are unbanked. While many are not banked, in the US, the majority (nearly 80%) of our customers have banking relationships.  Because we have common customers, Western Union has worked with you to provide services our mutual consumers desire. For example, for over ten years, we have worked cooperatively with financial institutions and other major installment lenders, such as Ford and GM Credit divisions, to provide borrowers with the ability to send loan or mortgage payments in person from Western Union Agent locations. That service is called “Quick Collect”. We also provide telephone payment systems and Internet payment systems for financial institutions. 

In the US, a few banks have recognized how valued our service is to their customers. and have become our agents so their customers can send and receive Western Union transfers at their bank branches. A few credit unions also enjoy using our system to allow members to pickup money at our locations when a credit union location is not convenient. That service has been popular with the Navy for many years. 

Outside of the US and Canada, Western Union works closely with banks in many countries and with postal networks with banking powers. Approximately 75% of our international network is composed of banks and postal networks. 

Government Restrictions and Competition

To promote the growth of affordable remittance services, the now vigorous competition in the United States should not be stifled by excessive regulation. While the current regulatory environment is well balanced, it is important that future government initiatives in the US not impose unnecessary and burdensome disclosure and compliance costs that will hurt competition and drive providers out of the business. We are supportive of legislation to provide additional transparency with respect to transfer fees and exchange rates, but do not support legislation proposing unduly burdensome requirements or signage to affect such transparency. We support legislation encouraging competition, but not legislation that creates an unlevel playing field.

Many foreign countries impose limitations and restrictions on the money transfer business. The legal and regulatory framework in which the money transfer business operates can be divided into two areas: licensing requirements (including such matters as local control, minimum capital, prudential requirements and the like) and transaction requirements (including such matters as currency controls, anti-money laundering and anti-fraud efforts, tax collection and data protection / privacy rules).


Money remitters are sometimes regulated by a country’s central bank and/or its finance ministry, although some countries (including the United States) do not regulate money remitters at the national level. Some countries require companies engaged in funds transmission to be banks or foreign exchange houses, although the regulations applicable to those institutions are often unnecessarily burdensome to the business and purposes of pure money remittance. In countries that have developed separate regulations for money transmitters, a money remittance licensee typically has fewer regulatory obligations than a commercial bank, since a money remittance company does not accept deposits, make loans or engage in other banking activities. To promote more competition in recipient countries, highly regulated schemes, which limit competition, should be reexamined. Licensing and appropriate regulation of nonbank service providers separately from banks should be encouraged.

Many countries impose limitations on money remittances.  The most stringent of these occur in countries where the currency is tightly controlled (such as Brazil and India).  In these countries, consumers cannot send money out of the country at all, although Western Union agents may pay out money sent from abroad to customers in those countries.  Other countries that participate in regional currency schemes (such as the Euro zone in the European Community) have different rules for transactions among the participating countries than they do for transactions between participating countries and third parties.

Typically, a country’s laws will require that all transactions above a certain currency limit be regulated or reported. Transaction limitations imposed by various countries generally have two goals: to prevent money from leaving the country in an unregulated manner, and to create a proper “paper trail” so that money remittances can be audited to detect and prevent frauds, money laundering and other improper activities. Transaction reporting requirements vary widely, from countries where there are no reporting requirements at all, to countries where every transaction is reported. 

In addition to these procedural limitations and reporting requirements, Western Union agents are required to calculate all taxes applicable to money transfers and pay such taxes to the relevant authorities.  Although there are usually no taxes on the principal remittance itself, some jurisdictions impose a sales tax or value-added tax on the service fee paid by a consumer to send money.

The complexity and lack of uniformity of these regulatory schemes is manageable but results in additional compliance costs to the service providers.  If greater uniformity of regulation occurred internationally, compliance costs could be reduced.

New Technologies
Consideration should also be given to the role that the Internet and the ATM networks can serve in remittances and what the appropriate way is to regulate such usage. The lack of a uniform system of regulation of money transfers conducted over the Internet makes expansion of services in that channel difficult. Having a uniform international set of rules for Internet money transfers would be very helpful as service providers expand services on the Internet.

As to the use of the ATM networks for money transmission, we think that is beneficial for consumers. It is challenging for service providers, however, because of potential anti-money laundering compliance issues raised by extensive use of this channel. Unless the card issuing bank has an adequate system to identify and monitor recipients of ATM transfers, we believe the issuing bank is increasing its AML compliance risk.

As one speaker noted, Western Union is offering consumer to recipient bank account transfers in a limited number of corridors. As the speaker also noted, International ACH systems lack uniformity. That lack of uniformity makes expansion of ACH services challenging. We have also noted that certain recipient banks impose lifting fees on their customers when they receive a money transfer directly into their bank account.  In Western Union’s money transfer system, lifting or similar fees are never imposed by receive agents on receivers, although some countries impose taxes. The imposition of lifting fees, therefore, creates another challenge for us in making the fees associated with such transactions transparent to our customers-- the senders.

In conclusion, while the money transfer business is highly competitive today, more can be done to encourage even greater competition, particularly in recipient countries that have heavily regulated systems. Thank you for providing me with the opportunity to discuss these important issues with you today.
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