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Transcript of the Break-out Group Discussion Summaries 

Discussion facilitator: Larry Schulz, Federal Reserve Bank of Atlanta 
Larry Schulz:


We have had three groups. The group on the non-bank providers discussed their roles in international payments, and asked what are the challenges and responsibilities? We also had the bank group and the regulatory group, in which I partook. So what I propose we do now is have a 5 minute recap of each session and then go back to our discussion. And what I’d like to see us do with the information that we pull together is to try to find the points of convergence, and see if we can end up with a whole picture of the challenges and responsibilities. What we’ll want to focus on is what are the biggest things that we need to overcome and maybe how we might prioritize these challenges. So, if I can ask Darlene Martin, why don’t you start with a recap of your discussion from the non-bank providers group? 

Darlene Martin (Federal Reserve Bank of Atlanta):


My group discussed issues for non-bank remittance providers. This break out session was attended by non-bank remittance providers as well as banks. Through our discussions, we agreed upon a few issues to bring before our larger group.


The first point established was that the non-bank remittance providers must form a partnership or alliance with a financial institution. This relationship is a requirement for enacting settlement for the money transfer. In trying to build those partnerships or alliances there are sometimes some difficulties, as the financial institutions are not necessarily interested in partnering with the money transfer operators.


A second point that we had much discussion on is the distribution of the money on the receiving side of the transfer.  The non-bank remittance providers must establish a multitude of receiving points in the foreign countries.  Any number of places may be established as a receiving point for these funds such as a convenience store, a gas station, or a McDonalds. A great deal of time is allocated to educate and ensure the receiving point is in compliance. So it’s a very hard structure to build and in addition to that, the forerunner of the money transmitters - Western Union - has built a very extensive network and in many cases has set up exclusivity contracts that prevent other money transfer operators from entering that particular area. 

The third point and one in which there was some amount of disagreement between group members is regulatory issues.  It was suggested that one of the best ways to get everyone on a level playing field would be to have the Central Banks and other regulators mandate how this business should be handled. For example, by mandating that exclusivity contracts could not be established between a money transfer operator and a receiving point, new operators could more readily enter the market, increase competition and drive prices lower.  


Lastly our group discussed the question of cost, and why do we believe that the cost should be reduced from what it is today. There was much discussion about the fact that the cost has been reduced over time.  So there is just a question of - or maybe some compelling arguments to have someone explain why it must be reduced further. 

Larry Schulz:


All right, thanks, Darlene. Elizabeth, would you give us a recap of your group’s activities?

Elizabeth McQuerry (Federal Reserve Bank of Atlanta):


In our group we talked about issues for the banking sector. Initially, we were dividing things up into obstacles and opportunities and I think that in the end we pretty much decided that they were one and the same - or, at least that is that status of where we are. Maybe the easy gains, in this area, if you will, have been made for banks and where the opportunities lie require further removal of obstacles. 


Our most shared concern was a need for more emphasis on developing the distribution channel, and that was regardless of what was being distributed on the other side. If you are talking about a cash distribution or cards networks or account to account, the distribution channel on the receiving side of payments and remittances in particular, is too limited for further cost reductions. 


Our second shared point of agreement was that financial education for not only consumers, which we talked a lot about - is necessary - but also for banks. There was a good amount of discussion that not only do banks in receiving countries not fully understand the value of participating in cross border payments, certainly, but more specifically the value of participating in and providing access to these services. Financial education for receiving country banks was important so they could develop channels for consumers and on both sides of the transaction. We agreed that banks in the United States don’t really understand the value proposition here of developing a customer into a long term relationship -  a lot of people still just see this as a one off remittance with  little value. 


Our third point of agreement was that more accounts were needed on the receiving end, regardless of whether or not you were distributing cash, cards, or account to account. As a group we thought that this was beyond the financial education goal. We specifically were focusing on the need for greater financial intermediation whether or not a remittance payment was paid out as cash. There is a need to develop more bank accounts to foster all types of financial transactions.


Our fourth point was that international ACH needs further development to meet the more diverse needs. One participant noted that international ACH was not a silver bullet at this point. At the same time, we also agreed that there is a lot of value there, particularly in connecting with the smaller countries but that the product does not yet  have all the functionalities as well as the speed of payment compared to some of the remittance payment processors. 


Our final point was that we need more focus on customer preferences by country. That was a general sentiment that we focused a lot on the Mexican remittance market over the past two days but that the receivers of remittances are much more geographically dispersed. One example would be that in some countries, receivers are more likely to utilize banks than in Mexico. In other countries, there are even fewer banks than what you have in the Mexican case. We agreed that there is more need for research and focus on consumer preferences across a broader spectrum.
Larry Schulz:


I’ll first recap my own group, and then we’ll go into general discussion. I was in the regulatory group, and if you want to spend an hour on regulations, you really have really gotten yourself into a pretty deep and thorny patch, but we did talk for a while about OFAC. We all recognized that the money laundering piece of this is complex, and that it has ramifications on both sides, and I don’t think we really decided anything specific about money laundering - obviously anyone in my group can correct me if I am wrong. What we finally came up with is some consumer regulations that we thought would be useful because when you talk about regulations the question is always “how much is enough?” What we could maybe agree upon would be a baseline of consumer regulation. And where we focused in was on the transparency issue. We did agree that what is good for the goose is good for the gander. Non-banks and banks should have the same type of regulatory regime. 

We talked a little bit about whether there should be a national standard to harmonize state standards in the United States. Obviously that’s a holy grail in a number of aspects of the American banking industry. We do have states, we do have federal government - I don’t know how far we can really go on that. But, in terms of transparency, I thought this was an interesting place to come down. We agreed that the sender - and to the extent possible - the receiver - but certainly the sender should know that when he or she sends the payment they should know how much the whole deal costs. Right now, they know how much the fee costs, but they don’t know, we don’t think, universally, what the foreign exchange rate is, and how much money will actually arrive on the other side. Because if there are fees - lifting fees, or whatever they are called, that are pulled out that should be part of the payment information, and also that the timing of the payment on the receiving end should be disclosed at the beginning. How long is it going to take to get the money there? So exchange rate, timing, the total amount delivered should be discussed. Ideally, then, the recipient would also know the amount sent. Because they get an amount of money in pesos or whatever, they don’t always know how much was sent at the beginning. 

And I think underlying all of this is the idea that transparency contributes to competition. This is a “Consumer Report” effect. That we would be able to understand better what we are paying for and therefore make better choices as to how to send the money - which I think resolved the basic continuum question in a room that contained liberal and conservative views. Both being business oriented wanted the least regulation possible - but agreed that these points made sense. So I thought that was pretty good outcome for an hour. Obviously, there were a lot of other things that we could talk about, and we may want to touch on them here. 

What I would like to do in the remaining time is to bring this back to our question of Payments for the Americas. We have tried to talk through issues, we have presented specific things, and we have gotten together to discuss specific issues in groups, and I was struck by what Elizabeth’s group came out with. The Mexican remittance issue dominates this question. It’s where - from my point of view, I talk to a lot of banks - this is where the buzz is in the business right now. Because once Don Terry’s group published that number - that 14 billion dollars – the first I heard of it was at the beginning of 2003. I think it really came to people’s consciousness. There were a lot of people who wanted to get into this market and they saw the value of it. But we are also talking here about extending that model elsewhere. Granted, the Mexican model is not perfect, it hasn’t necessarily stabilized yet, but we have work going on there. 

We also need to think about places like Jamaica. In our session the Jamaican Central Bank folks asked if we are devising regulations, what regulations do we need, and what do we need to know about payments that originated in other places, how should we construct our system so that we are doing the best that we can for our people, for the recipients and for the general global payments structure. And I think that’s how we should approach this in the time that we have remaining. If this group were asked to advise the Central Bank of Costa Rica, Guatemala, Peru, all of our friends who are here - if we were to give them something to take home to think about, what is it? How should these payment systems be structured so that there’s compatibility or there can be interchange among the systems? What do we need to do to address the regulatory concerns on both ends? And this issue of banks and non-banks; how can we bring that all together into a framework? So that’s not much to do in a half hour, and I am going to now reopen this as a discussion, and we just ask that you keep the comments in that spirit. Let’s try to be general here and see if we can come up with some conclusions as to how we would structure the payment system - the international payment system- if we were the people who were charged with doing that. 
Norbert Bielefeld (European Savings Bank Group):


Taking up your cue and looking at what we actually see and what should be done better, it occurs to me that one of the items is that where there are clearing houses on the receiving side already, usually these clearing houses, for very good reasons, have access which is fully limited to credit institutions that are fully registered, monitored and so on. One should consider giving access there only for receiving payments, not at this stage for injecting transactions, but for receiving payments also for other institutions - credit unions or micro-finance institutions. We said, and we heard it during these two days that actually the capillarity on the receiving side - the reach - is very important. This would be a way to increase this reach and keep it still at a very low cost.”

Larry Schulz:


There are aspects to this that we can suggest as to how you increase the reach of the payment system. I mentioned that in Mexico we have been able to broaden the footprint of the ACH by including the Bansefi Saving’s Bank structure with a network  in the rural areas. Anybody have any thoughts on that aspect of it?”

Elizabeth McQuerry:


As I understood Norbert’s question, it wasn’t simply as much about the footprint or the reach of the distribution but about the access to the distribution network, in part.
Norbert:

If we are promoting a model which is —ACH at one stage, what is important is that on the receiving side we have the biggest possible number of financial institutions, and if I may say, quasi-financial institutions as well, that can have direct access to receiving firms and pushing them further. So that’s why I am saying, could there be a way to establish a model and here we are talking about - governance of clearing houses on the receiving side to  - in order to give access to these quasi institutions as well, at least for receiving funds. And that isn’t saying creating risk in the system, but at least for receiving funds, so that they can be pushed further as quickly as possible with no additional cost on the receiving side. That’s the proposal.
Larry Schulz:


All right, any thoughts on that? I think that’s a noble ambition and we would be advising our Central Bank friends to do that. What other step should we talk about here?
Audience Member: 

One of the difficult problems here is creating standardization - or harmonization - across borders. And in the session I mentioned that the international standardization - ISO - is going to be having it’s financial services technical community meeting in Buenos Aires in January, and it’s very conceivably possible that if there’s enough interest among the different central banks, or the banks in Latin America and south America that a working group could be established to work through those issues. So, you know, I’ll encourage you, if you are interested in that to contact me. I’m one of the four US observers to the ISO TC68 and we’ve already had this discussion with the executive director of the Secretariat of TC68 and they are very encouraging about things like that. The other really difficult issue here which also bears working the standards arena is with identity management and doing the hard work around how you are going to implement identity management that is not centralized but federated, so that each country, each region, can decide what’s best for it’s own need and center. But then the credentials can interoperate across different countries or different regions because as we move towards greater penetration in the internet and converged systems it’s important for the credentials to move across borders. Why? Well, you think of, for example, the United Nations - UNESCO put out a report talking about the cost of cross border trade annually - the paperwork is 460 billion dollars in cost. So, if you can bring to bear the solutions in this space of identity management, data interoperability, standards, etc, you can certainly save two thirds of that cost - 2 to 10 billion dollars a year. That pays for a lot of economic development”

Larry Schulz:


That’s very good. That’s something to look at from an operational standpoint. Francisco Solis mentioned this morning that we would consider that possibility. It has to do with how domestic ACHs are structured. In the U.S.: dollar to dollar, and in Mexico, peso to peso. So this would take some international coordination. In Jamaica you know, we would look at the possibility - but that again - we are talking about the unique situation of the Americas here, and that probably does make good sense. 

Heinrich Parl:

Well, coming up with ideas for how do we move on now I am sure that we when we go home from this conference, we are all inspired and we are all keyed up to do changes, but I’m also sure that when we get back to our job we have hundred other jobs to look at and maybe this will fade. There’s a lot of things to do in the individual organizations, but it is our experience that if you really want to make - if you want to change things you need to have someone to drive it. Need to have someone to lead it. Either you - I don’t know what the models could be - but one model could be - that you can say -  the Corporation of American States set up a task force to try to harmonize solutions - get the solutions that Norbert is talking about - or the standard solutions that you are talking about. Another proposal could be that someone like FET -is sort of a driving force in bringing together key organizations here and creating solutions. But I think as an outcome of this conference it’s critical that someone is given the task to actually do something.

Otherwise, I am afraid that things will fade.”

Larry Schulz:

 
All right. Who gets to decide? I guess that’s an interesting question.
Dilip Ratha (The World Bank):
 
One possibility is a project that is being undertaken by the World Bank and the Bank of International Settlements. I talked to several of the representatives here about setting up a task force  - a joint task force between the two organizations. It will start its work in November, it will have a draft by the end of April, there will be consultations in May, June, July - if our timetable holds. And the goal of the task force is to create general principles for remittances from a payment perspective. This would be very close to the other kind of core principles that the BIS and the CPSS have come out with in the past. So we are working on that, and we’d love to have as many of you as possible give us input on that work. Thank you.
Larry Schulz:


There’s an offer. One place to start. All right. We talked about how to reach more people, we talked about standards. 
Ole Andreassen (The World Bank):


My name is Ole Andreassen and I am from the World Bank and I have Adil Pratha from  the World Bank with me. We will be on the task force and we have to go, we have to catch a plane. This is, of course, the worst moment we can leave. But we are available, our phone number is on the list, give us a call, talk to us.
Larry Schulz:


Thank you. So we have one offer there for a forum for figuring up our model...”

Enoch Ch’ng (Monetary Authority of Singapore):


I tried to express the other day in my presentation, and today it came up again. Why didn’t  we go to ISO to go for some standards? Because it takes too long. And we know that along the planning  horizon it probably - there won’t be a standard  - during that horizon. So, now, how do we recognize which jurisdiction we should trust, and we can work with? What I mentioned in my presentation is that we have basically short listed four countries: Malaysia, Singapore, Thailand and Indonesia. And then I also mentioned that out of the four countries only one country at this time has a payment system oversight legislation and we need a framework for that. Singapore was planning one for next year. Then how do we make sure that we could trust one another or the organization or that the FI that Malaysia regulates is as good as the one that Singapore regulates? The only way that we do that is to have a lot of bilateral meetings, get comfortable with them, know exactly how they do things. And we reach a point where we are very comfortable. We know that they share the same values, they think about consumer protection the way we think about it, and the same thing is true with Thailand. We are very comfortable, we know - IT security, for instance, we know that they are as concerned about phishing and hacking as we do. So we know that there’s a comfort level. And this is why I make a gigantic jump when I am showing that there are so many hurdles, yet I make that jump and say that in 2005 we are going to have a pilot, and that is because we know that the entities they regulate we are comfortable with and I think they are the same on our side. And I think at that point we could do something.
Stephen Ranzini (University Bank): 

I don’t believe that there is a mutually exclusive thought here that you either go to ISO, that you don’t go to ISO, that you can use private sector initiatives or you can’t. Actually, both should be pursued in parallel, because it’s true that it’ll take years to get through ISO process, just as if you wanted to have a uniform law, it would take you 10 years at the United Nations. You know, that’s how it is. But you can take existing private sector initiatives day one and make things happen while you are pursuing ISO process. Give you an example: in the identity area, the  US e-Government initiative has launched e-identification project, and the e-authentication partnership, which is being administered by NACHA, is launching this and that notion then is expected to be injected into the international forum, once we worked how to do it. The next step is - the partnership has been formed, it’s non-profit, anyone can join us. The next step is to run pilots, so 6 banks, large banks in the United States and one small bank - my bank - will be running pilots with the US Government’s various different agencies to test the concept. So it can happen - you know, in parallel. I can tell you, 10 years ago I thought, “gee, wouldn’t it be great to have internet based systems, because they’d be so much cheaper, etc.” and I thought it would take a year, I thought it would take two years because it’s such a great idea. And 10 years later - darn, I wish we had started 10 years ago. Because it would be all done, right? And I think we are underestimating what will actually be accomplished in the next 10 years. Still, because I think that if we started today we would have everything we want in an idealized way. But we can still make a lot of things happen in 6 months or 12 months.
Enoch Ch’ng:

This (he holds up a plastic card) is what we use in Singapore. It has my name and ID number, but is also has my thumb print. The thumb print is on my card. But what I am trying to say is that when it comes to identification, for instance, we are way ahead. I have had this since I was 12 years old and biometric half/cut? And I am 48 this year. And that is the difference. I mean, if you really want to move fast again, I must say, you cannot wait for international standards. And sometimes we just have to be more agile while looking for ways to move faster.
Larry Schulz:


I guess one of the things that stands in the way of moving faster is often the regulatory environment. And let’s just go back to the session that we had. We came up with this one core concept of transparency. What does the group feel; what is the role of governments and central banks in this process. Is there more that government should be doing? Should government do less? Let’s have some thoughts on that. How do we advise?”

Audience Member: 

One issue that came up in our group when we were looking at the banking issues - the question was raised, I don’t think we resolved it - was what is the who is saying that these costs and these  mechanisms that exist are not correct and not adequate, that something needs to change? Now, there is much to be said for efficiency in payments and things like that and how it’s generally better to have financially literate populations, and things along those lines, but I think that’s a very good question in terms of the people who are using, particularly remittances for small dollar transactions. They perceive that the services that are available to them are very satisfactory, for the most part. Now, I know that there is a lot of press about other perceptions – I am not good at deates, but iwas a year or so ago, about a lot of the immigrant populations who are paying very, very high fees not only for money transfers, but for cashing checks and things like that. So, the issue really is, sort of the greater good. Is this an appropriate thing? Is this something that government should get involved in to assure that all of its population, if not citizens, are protected and that they are not being taken advantage of, as consumers. But it’s - I think it’s a touchy point, and I know there is going to be wide variances of opinion about whether that is an appropriate role for government - to protect people from themselves, so to speak. And I don’t know the answer.
Larry Schulz:


That’s very good. That’s a question that, I think, had been hovering over the room both days. There’s a perception that remittances are too expensive. Well, is it too expensive? I mean the costs seem to be coming down, there seem to be a private sector answers to these questions. And yet in our group pretty much everyone in the room, from the liberals to the conservatives agreed that there’s not enough transparency in this process. That people don’t know how much money they are really spending. So, what do you say, is government doing not enough, or just enough? 
Rich Oliver (Federal Reserve Bank of Atlanta):


It seems to me that there are occasions when governments and Central Banks can serve to plow the field, and create an environment in which private initiatives can ultimately be successful. 

Stephen Ranzini:


I totally agree with Rich Oliver’s comments, that where there’s market dysfunctionalities that the government needs to step in, or, alternatively, where the private sector, having had the opportunity for many, many years to apply technology to solve the problem, isn’t stepping up for political and social reasons because of market dysfunctionalities, as opposed to other reasons. Now, the facts here are that there is, for example, 460 billion dollars cost per year incurred by the global trading community that can be reduced by two thirds, there’s 222 billion dollars a year, according to the World Bank, of identity theft going on around the world, and electronic identity theft is doubling every year since 1998 at a pace which could cause the banking system, globally, to collapse in the not too distant future. And a third and related problem is a tremendous explosion of identity thefts and criminal activity on the internet, evidenced first through the “spam” which is costing the global community, according to OACD, a meeting two weeks ago in Korea, two hundred billion dollars a year, as of December of this year, that’s the - that’s the annual pace it’s growing at. But then looking at phishing, e-mail identity theft, etc., these are vectors which, if unchecked, could cause catastrophic problems. Now, if I take a step back and put my US citizen hat on for a second, it is impossible for us to protect our country without dealing with these problems effectively. Now, why do I say that? For example you heard Vice President Cheney say that the biggest threat facing the United States is nuclear weapons being smuggled in, or biological weapons being smuggled into the United States. And I can tell you that today we only check less that 1% of our cargo containers at the ports of entry. Now, it is possible, using technology and applying data interoperability to solve the problem, that we would know what is in those cargo containers before they are shipped towards our shores, and our government could use the data to look for patterns of problems and protect us. It could be done. That is very hard and difficult work. No one is stepping up to the plate to effectively do it. It’s a role for government that has to be done. But it’s all interrelated.

Larry Schulz: 


All very interesting, Stephen. But what does this have to do with payments?

Stephen Ranzini:


It’s all interrelated Larry, because if you solve the data interoperability problem of moving the data with the PIN instruction, all these other issues here are solved too, because the cost drops dramatically by order of magnitude, for everyone at the table.
Larry Schulz:


Heinrich has the microphone, then we will take one more after that, and we are going to have to wrap it up.
Heinrich Parl:


Just a quick, wild idea: why don’t you, in all of your countries make a requirement that everyone in your country have an account with a bank, with a credit union or with the postal organization? I come from a country, Denmark, where it is required to have a bank account. You cannot receive your social security; you cannot receive your salary or anything without an account. It gives a lot of advantages to have that kind of requirement from an OFAC or FATF point of view, makes it easier to track the transactions, it makes it more cost efficient to transfer the money, you get informal markets made legal. I know it may be practically difficult in some countries, but maybe it is a thought.
Larry Schulz:


One more.
Audience Member: 

Thanks, Larry. This is not a question, but a comment. I mean everybody is within walking distance of a bank in Denmark, regardless of where you are. That is not the case if you are in South Africa. I think a starting point would be a national identity. I mean we are dealing with countries in USAID where we are trying to help deepen the financial market and the basic problem of putting in a credit bureau, for example, is that you can’t identify, with certainty who the people are. You enter  Egypt, for example, you’ve got how many Mohammed Mohammeds? There’s no  - there’s a national identity system, but it’s not used. All our staff in our mission have national identity cards, but I find that the people in the ministry of justice don’t. There are a lot of things that have to be done, problems that you don’t have in Europe, but you do have in the rest of the world; in Uganda, for example, you identify somebody by birth certificate. Not everybody has a birth certificate. Alright, you go by voter registration. But some of the political parties don’t want to use voter registration, because they have vested interest in not having that information made available. So, you have a lot of things you have to go through before you get to everybody having a bank account. But I agree that the principle is good. Now, if you could give everybody a bank account with $100 in it, maybe you would actually get some movement.  

Larry Schulz:


Well, I am in the payments business and I believe in deadlines, and we’ve hit the deadline. Thanks very much, I have really enjoyed this afternoon, that was a great conversation. Stephen Kay, I am turning it back to you.
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