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major changeisunderway inthe

rel ationship between mainstream
financial institutionsand the U.S. Latino
population. Fromsmall independentslike
Second Federad Savingsin Chicagotothe
nation’slargest retail bank, Bank of
America, theseingitutionsdisplay anintense
andfundamentally new interestinthe
banking potential of thisgroup. WellsFargo,
Bank of America, Citigroup, and other U.S.
banks planto spend at least $8.5 billion
through 2005 to attract Hispanic customers.
Moreover, banksnow tietheir profit growth
totherapidly expanding L atino population:
“Bank of Americaexpects 80 percent of its
consumer profit growth tocomefrom
Hispanic customersinthenext decade, or at
least $336 millionayear based on earningsin
thefirst nine months of 2002.”* In addition,
governmental andinternationa lendingentities
suchastheFederad Deposit Insurance Corpo-
ration (FDIC), the Federal Reserve Banks,
andtheMultilateral Investment Fund (MIF)
areturning their attention to integrating the
underserved L atino consumer baseintothe
banking sector.

Why now? Two distinct but interrel ated
factorsaredriving theserecent devel op-
ments. First, monetary remittancesfrom
L atinos, mostly new immigrants, to
relativesin Latin Americaand the Carib-
bean havegrown substantially. Specifically,
total remittancesto theregion quadrupled
inthelast ten years—the cumul ative effect
of millions of separate transactions averag-
ing amere $200—and are projected to
exceed $300 billion for the current decade.
For Mexico aone, thetotal jumped from
lessthan $1 billionin 1980 to $10.5 billion
in 2002. Latin Americaand the Caribbean

isnow theleading remittance-receiving
regionintheworld.

The second factor isdemographic. Data
from the 2000 census confirmed what many
had anticipated: the L atino population
showed significant growth inthe 1990s.
During thisdecade, thetotal Latino popula-
tioninthe United States increased from
22 Amillionto 35.3million. The Hispanic
population of Texasgrew by 2.3 million (54
percent) inthisperiod.

Because of the dominance of Mexican-
origin HispanicswithintheL atino population
in both the United States (59 percent) and
Texas (76 percent) and the importance of
Mexico to the Texas economy, wefocuson
the efforts of financial institutionsto attract
this particular segment of the population.

International Money Transfers

Monetary remittances sent by immigrants
arecritical tothelivesof millionsof their
relatives, to theeconomiesof their home
nations, and to the earnings of corporations
involvedintransmitting funds. Mexico,
Brazil, Colombia, and El Salvador topped
thelist of therecipients of the $32 billion
sent to Latin Americaand the Caribbean in
2002 (seefigure). Mexico a oneaccounted
for morethan 30 percent of thetotal. In
2002, Mexican expatriate workersfor-
warded an estimated $29 million aday.
Extrapolating from data on the proportion
of transmittalsin 1990 from selected
American states, we estimate that Texas
remitters sent morethan $2.3 billion to
Mexicoin 2002.2

Thisenormousmarket hastriggered
intense competition between banksandthe



One source projects
that remittancesto
Mexico and Central
Americain 2030 will
rangefromalow of
$17 billionto ahigh of
$30hillion.
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Home: An International Comparison of Remittance Markets (February 2003).

non-bank financial institutionsinvolvedin
money transmission. Althoughitis
difficult to gaugethe profitsearned by the
non-bank institutions, a 1997 report to the
U.S. Treasury by Coopers and Lybrand
L.L.P. notesthat thisisahighly concen-
trated and lucrative sector. 1n 1996, for
example, Western Union and MoneyGram
together controlled 97 percent of the
market. The $10.8 billion transferred
generated $1.15hillioninrevenue. The
report concludes: “ Over the past five
years, the market has been growing at a
rate of approximately 15% per year, a
trend that is expected to continuefor at
least the next few years. Theinternational
component per seof thetransmission
market has been growing at 20% for the
last fiveyears. Recent immigrantsusing
international transfer servicesto send
money home hasbeen amajor driver of
thisgrowth.” 2 Morerecently, First Data

Corporation’sWestern Union recorded a
dramatic increasein its 2002 third quarter
profit: $342.5 million, up from $151.2
milliontheyear before. In December 2002,
Western Union and itssubsidiary Orlandi
Valutaand MoneyGram settled aclass
action suit for alegedly hiding feesintheir
money transactions. The suit focused onthe
fact that the exchangerate at the time
remitted money was cashed was not
properly disclosed. Thesettlementinvolved
almost $400 million.

One source projectsthat remittancesto
Mexico and Central Americain 2030 will
rangefrom alow of $17 billion to ahigh of
$30 billion. Thisand other official esti-
mates do not include unreported transfers
that take placein cash and bypassthe
formal financial sector. Other sources
estimate that an additional $3 billion are
sent to Mexico in cash and not recorded by
the Mexican central bank. Infact, in 2002,
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Current estimatesplace
thetotal Mexican-
originpopulationinthe
United States at 23
million. A large propor-
tion—estimatesrange
from 25 percent to 58
percent—of thiscom-
munity is*unbanked.”
That thisgroup controls
morethan $450 billion
Inpurchasing power
sendsaclear signa to
banks of the growth
potential withinthis
market.

banks controlled only 9 percent of the
lucrative transfer market.

Latino Demographic Trends

TheUnited States and Texas experienced
substantial growth intheir Latino popula-
tion during the 1990s (table 1). Massive
immigration during thisperiod fueled the
overall growth of the L atino population.
Table 2 presentsthe datafor theforeign-
born component.

Immigration accounted for between 43
and 48 percent of the L atino population
growthin Texasand the United States
during the 1990s. M oreover, an important
component of thisgrowth wasthe 53

percentincreaseintheMexican-origin
community, which grew from 13.5t0 21
million. Current estimates placethetotal
Mexican-originpopulationintheUnited
Statesat 23 million. Thispopulationis
highly concentratedin California(11
million) and Texas (6.7 million). A large
proportion—estimatesrangefrom 25
percent to 58 percent—of thiscommunity
is“unbanked,” meaning that asmany as
half of Latinos have no bank accounts. That
thisgroup controls more than $450 billion
in purchasing power sendsaclear signal to
banks of the growth potential withinthis
market.

L atinosmay bedeterred fromworking
with banksdueto their limited or negative

Table 1
Trends in Total Latino Population

United States Texas
Population 1990 22.4 million 4.3 million
Population 2000 35.3 million 6.7 million
Increase (1990-2000) 13 million 2.3 million
Percentage increase (1990-2000) 58 54
Table 2

Trends in Total Latino Foreign-born Population

United Sates Texas
Population 1990 7.8 million 1.0 million
Population 2000 14.2 million 2.1 million
Increase (1990-2000) 6.3 million 1.1 million
Percentage increase (1990-2000) 81 97

Note: Totals do not add due to rounding.

Source: Bureau of the Census. Figures for U.S. Latinos in 2000 exclude 3.8 million residing

in Puerto Rico.
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TheU.S. Treasury
report observes. “The
proposed regulations
do not discourage bank
acceptance of the
‘Matriculaconsular’
identity card.” Withthis
tacit consent of the
Treasury, bankscan
now adopt thisform of
Identificationwithout
technically violatingthe
new security regulations.

prior experiencewith suchinstitutionsin
their home countries. Also, they may be
reluctant or unableto meet current require-
ments of American banks, such asmini-
mum balances and feesfor services.
Undocumented immigrantsface an addi-
tional major obstacle: they must produce
proof of identity and residencewhen
seeking to open an account. Theseimmi-
grants represent a substantial part of the
Latinoimmigrant populationinthe United
Statesand Texas. The Immigration and
Naturalization Service estimatesthat 7
million undocumented personslivedinthe
United Statesin 2000, about onemillion
residingin Texas. Thevast mgjority of
thesewere L atinos. Asshown bel ow, recent
changesin U.S. Treasury policy, Mexican
government strategy, and American banking
practices have opened accessto banking
servicesfor millionsof undocumented
immigrants. These changes, in turn, must
also be seen asresponsesin part to pres-
suresfrom L atino and other el ected offi-
cials, local government officialsand police
chiefs, and pro-immigrant advocacy groups.

The Banks Take the Stage

Commercial banksareespecially eager to
tap the underserved Hispanic market dueto
recent adversetrendsin the banking sector.
Theseincludethedeclining profitsfrom
financial investments(duetothe slowing of
the U.S. economy in early 2001); thefalling
volume of corporateloans; and the decreas-
ing numbersof customers, principally
higher-incomeclientswho shifted money
from interest-bearing accountsto mutual
fundsand brokerage accounts.

Some of thekey actionsthat illustrate the
changing rel ationship betweenfinancial
institutionsand the L atino community in
thelast two yearsinclude:

» March 2001. In responseto meetings
with pro-immigrant advocatesand consul -
tation with regulators, Second Federal
Savingsin Chicago launchesitsAmigo
Card, an ATM card marketed to Hispanics.
The savingsand loan becamethefirst inthe
nation to accept the |IRS-issued Individua
Taxpayer |dentification Number (ITIN) and
the Certificado de Matricula Consular, an
identification card issued to nationalsliving
abroad by Mexican consulates. Created in
1870, the Matricula was updated by the

Mexican government in 2002. Somecritics
seethe aggressive marketing of thecard as
part of astrategy to create aquasi-lega
statusfor undocumented Mexicansinthe
absence of theformal amnesty sought by
Mexican President Vicente Fox at the outset
of the Bush administrationin 2001.

» May 2001. Citigroup purchases Grupo
Financiero Banamex-Accival (Mexico's
second largest bank) for $12.5 billion. The
acquisitionisthesinglelargest foreign
investmentin Mexico. Citigroup’sChase
bank has operated in Mexico since 1929
andthenew acquisition solidifiesthe
integration of itsU.S. and Mexico financial
network.

» November 2001. Wells Fargo accepts
thecombination of anITIN and a
Matricula for new accounts. Thisnew
development bol stersitsinterCuenta
Expressdebit card arrangement with
Bancomer in Mexico. Inthefirst seven
months, the bank reported 20,000 new
accountsand depositstotaling $50 million;
ayear later, 60,000 new accounts. Accord-
ing to Robert Byrne, director of Diverse
Growth-Segment Division, “immigrants
really are the business of thefuture.”

* March 2002. Citibank announcesit
will accept the Matricula.

» May 2002. Bank of Americainitiatesits
SafeSend remittance serviceand announces
that it will also accept the Matricula.

* October 2002. The U.S. Treasury
issuesareport to Congress on Section 326b
of the USA Patriot Act (PL 107-56, Octo-
ber 2001). The report points out the
difficulty of authenticating theidentity of
personsdueto the myriad of documents,
legitimate and fraudulent, that exist, and to
the absence of asingle database that would
allow banksto verify identity information.
In afootnote, the report observes: “ Thus,
the proposed regul ationsdo not discourage
bank acceptance of the‘ Matriculaconsu-
lar’ identity card that isbeing issued by the
Mexicangovernment toimmigrants.” With
thistacit consent of the Treasury, banks can
now adopt thisform of identification
without technically violating the new
security regulations. Morethan 100 banks
are said to accept the Matricula in 2003.

» November 2002. The Federal Reserve
Bank of New York sponsorsaconference
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entitled “ The Passageto Banking: Linking
Immigrantsto Mainstream Financial
Services.” Citigroup’sVice President for
Hispanic Marketsis one of the panelists.

» December 2002. The FDIC, the Office
of the Comptroller of the Currency, the
Small BusinessAdministration, and the
Federal Reserve Bank of Kansas City
sponsor aconferenceentitled “Leading
Avenuesfor Latino Immigrants.”

» December 2002. Bank of America
acquires 25 percent of Grupo Financiero
Santander Serfin (Mexico'sthird largest
bank) for $1.6 billion.

Conclusion

Financid inditutions ambitiousmarketing
initiativesaimed at the L atino population
and therapid and widespread acceptance
of the Matricula Consular mark asignifi-
cant changein private sector policies. Itis
too early to assesstheir effectiveness, but
itisnot too soon to consider anumber of
longer-termimplications.

L atinoswho becomebanking customers
for thefirst time may gain accessto one
key element of the" American dream”:
credit. Through personal loans, credit cards,
and homemortgages, previously unbanked
L atinosmay improvetheir economic
status and begin to accumul ate assets.

Theefforts of Citigroup, Bank of
America, and Wells Fargo to establish
direct linksbetweenfinancial servicesin
the United Statesand M exico, whether
partially or wholly owned, al so represent
major changes. These effortsrepresent the
groundwork for realizing avision of a
seamlessNorthAmericanfinancial
market. Among thepotential beneficiaries
are Mexicanimmigrants. For example, a
greater number of workersfrom
Guanajuato will be ableto make deposits
in Dallasthat their relatives can then
withdraw froman ATM intheir home-
town—all at asignificantly lower cost
than wiring the same amount through
Western Union or MoneyGram.

The current competition for the Latino
consumer baseisfairly new and soitremains
to beseenif large bankswill dominate or
if smaller community banks, savingsand
loans, and credit unionswill beableto
garner asignificant share of that market.

Nor isit obviousthat MoneyGram, Western
Union, and other non-financial enterprises
will beableto retain their dominance over
themoney transmission sector.

Thecentral role of thelarge undocu-
mented population|lendsalarge measure of
uncertainty to calculations of the potential
of the Hispanic market. Thetrends noted
aboveindicate that the banks and federal
and local governmentsarewillingto grant
undocumented immigrantsaccessto
banking services, astep that plausibly
contributesto their integration into Ameri-
can society. Criticsnotethat it may also
constitutean incentivefor additional
unauthorized entriesand, to that extent, is
inconsistent with thenew control initiatives
launchedintheimmigration reformsof
1996 and redoubled after September 11.
Developmentsin thebanking sector illus-
tratewell the enduring and strong tension
between Americanimpul sestolimit undocu-
mented immigration andtowelcome
immigrantswillingtowork, whatever the
provenanceof their original entry.

Notes
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New Research
from the Bureau of Business Research

BBR Releases Study on the Relationship Between
Credit Scoring and Automobile Insurance Losses

Analyzing a database of more than 175,000 Texas automobile
policies and claimsinformation matched with the policyholder’s
credit score, BBR researchers tested the statistical relationship
between credit score and insurance losses. Thereport isavail-

¢ ablefree of charge and can be viewed, downloaded, or printed

» from the BBR website at http://www.utexas.edu/depts/bbr/

« bbr_creditstudy.pdf
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Announcement

The2003 editionof TexasTrade
and Professional Associations
will bereleased in May 2003 by
the Bureau of BusinessResearch.
Since 1951, thisdirectory has
provided information on associa
tionswith headquartersin Texas.
Thenew edition listsassociation
name, address, phone and fax
numbers, web address, executive
officer, publicationtitles, and
number of membersfor morethan
900 associations. Listingsare
alphabetical by name, and the
directory asoincludescity and
subject indexes. Thedatabaseis
also available on CD-ROM or
diskette. For orderinginformation,
contact RitaWright at 888-212-
4386 or email at
RitaWright@bus.utexas.edu.
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