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Remittances
a Massive Transfer of Wealth

By Frep ELBEL

n July 22, 2004, Colorado-based First

Data Corporation hosted a fourth na-

tional public “immigration reform” fo-

rum at North High School in a predomi-

nantly Hispanic Denver neighborhood.!
The school recently had been the focus of a national
controversy as a consequence of displaying the Mexican
flag in its classrooms.

In the audience, an American woman whose lin-
eage dated back to the Pilgrims was brutally beaten by
a woman who proclaimed in a Spanish accent, “You
should leave! This is for us.” Mike McGarry, of Colo-
rado Alliance for Immigration Reform, was told to “Go
back to Ireland.” Nevertheless, after vociferously com-
plaining about the forum’s obvious anti-immigration en-
forcement bias, he was given an impromptu seat on the
panel. Not that it changed First Data’s business model.

The forums were not much more than targeted mar-
keting events to promote wire transfers to immigrants
and in particular to the illegal alien community. First
Data Corporation, one of the world’s largest providers of
money transfer services, reported that its second-quarter
2004 profit rose 32 percent as a direct result of revenue
from Western Union, its money-transfer agency.? This
profit amounted to $1.1 billion in 2004 — from money
transfers alone.

In the booming funds transfer industry, the number
of Western Union agents world-wide grew from 30,000
in 1995 to 219,000 in 2004.* Such phenomenal growth
was worth fighting to protect. Indeed, in a vindictive
political attempt to preserve their immense revenue
stream, First Data subsequently formed a political ac-
tion committee to oppose immigration reform candidate
Tom Tancredo, who had reasonably suggested that re-
mittances be taxed.*

Fred Elbel is an Internet marketing consultant and web
designer and is spokesperson and former director of
Colorado Alliance for Immigration Reform.
WWW.cairco.org.
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What are remittances?

Remittances are payments sent by foreign-born
workers (legal immigrants and illegal aliens) back
to their home country. The transfers are facilitated by
sending money through banks, making investments in
the home country, or by returning to the home coun-
try while retaining bank accounts or other assets in the
United States.

Remittances represent a staggering transfer of
wealth world wide. The International Monetary Fund
(IMF) estimated total global flows of remittances — in-
cluding compensation, personal transfers, and capital
transfers — to be approximately $407 billion in 2008.
This represented an increase of about $250 billion since
2002.°

The Bureau of Economic Analysis (BEA) estimat-
ed that 2009 migrants’ remittances from the U.S. were
approximately $48 billion, or approximately 70 percent
more than total official development assistance provided
by the United States. Of that amount, $38 billion con-
sisted of personal transfers abroad. The remaining $11
billion consisted of wages paid to workers in the U.S.,
although some of those wages obviously were spent in
the U.S.¢

The BEA estimated that countries in the Western
Hemisphere received two-thirds of remittances in 2003,
and Asia and the Pacific received one-quarter, while the
remaining amount went to Europe and Africa. Unfortu-
nately, the BEA did not report remittance data for spe-
cific countries; only “net private remittances” (outflows
minus inflows) were reported. However, BEA did esti-
mate that in 2009, approximately $20 billion in remit-
tances was sent from the United States to Mexico. These
remittances grew by 3 percent per year in inflation-ad-
justed 2009 dollars (see Table 1).°

Remittances are sensitive to economic fluctua-
tions. From 1995 to 2003, the official count of Mexicans
living in the United States increased by 56 percent and
the median wage increased by 10 percent. Yet total re-
mittances increased dramatically by 199 percent during
those positive economic times.®
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Remittances to Mexico peaked at $26 billion in
2007, then declined during the subsequent recession.
Even so, Mexican workers living in the United States
did not return home in large numbers.” One might con-
clude that a weakened economy in the U.S. still offered
better wages than the Mexican economy.

Table 1. Migrants’ Private Remittances from the United States in 2009 Dollars

(Billions of Dollars)

tance business continued to strengthen through 2011,
with Western Union stock prices consequently moving
up more than 13 percent in the fourth quarter of 2011.
The Bank of Mexico reported received $1.77 billion in
remittances in November 2011, an increase of 8.9 per-
cent over November 2010."°

Currency exchange
rates also affect transac-
tions. As the peso declined
in September 2011, Mexi-

Average .
Annual can remittances rose at the
Z:::;nge fastest rate in five years.!
1990 1995 2000 2005 2006 2007 2008 2009  2000-2009 A broader picture of
remittances includes mi-
Personal R
e grants’ personal transfers
foreign-born 127 214 289 343 364 381 389 376 3% (discussed above), institu-
population tional remittances by U.S.
Employee nonprofits, and other trans-
compensation 5.3 8.4 93 102 101 104 10.5 10.8 2% actions. Net outflows (total
Total 180 29.8 382 445 465 484 493 484 3% outflows minus inflows)

Adjusted for inflation, migrants’ private remittances grew at an average of

3 percent per year.”

Western Union reported that its Mexico revenue
declined 15 percent through the recession in 2009 to
$306 million, then began to increase in 2010. Remit-

Table 2. Net Private Remittances and Related Flows from the U.S. ($ Billions)

totaled $82 billion in 2009,
as shown in Table 2. In ad-
dition to net private remit-
tances, migrants’ capital
transfers totaled nearly $3 billion in 2009.

Who makes remitiances?

A 2007 survey by the
Banco de Mexico found
that one-fifth of migrants

2;‘:‘“’“9'6 who sent remittances
U .
Percentage home worked in the U.S.
Change construction sector.” The
1990 1995 2000 2005 2006 2007 2008 2009 2000-2009 amount of migrants’ remit-
Net .|:|rivule ) tances has increased by 3
remiftances an .
othertransers  13.1 234 37.2 658 57.2 738 77.6 74.4 8% percent per year since 2000
(see Table 1). The increase
Short-term h o .
as been facilitated by in-
migrant 2.3 4.1 4.7 6.4 6.6 7.1 7.3 7.8 6% d £l y
e creased ease of low-cost
Total i | money transfers, coupled
otal in actua . . .
dollars 154 275 419 722 638 809 850 82.2 8% with a corresponding in-
crease in the number of
Total in foreign-born workers in the
2009 233 37.0 51.8 79.2 67.8 834 858 822 5% Us h ) Table 3
dollars .S., as shown in Table 3.
Migrant's Although the Cen-
1 .
capital transfers n.a. n.a. 1.0 1.8 2.1 2.3 2.6 27 12% sus Bureau estimated 23.9

These data include net private migrants’ remittances, other transfers, and short-term
migrant compensation. Adjusted for inflation, net private remittances grew at an
average of 5 percent per year. Migrants’ capital transfers grew at an average of 12

percent per year.'?
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million foreign-born work-
ers in the U.S. in 2009, it
should be noted that many
believe Census Bureau
numbers to be low, since
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for years the Bureau reported the number of illegal aliens
in the United States to be an unvarying 8-12 million.
The Social Contract addressed this issue in its Summer,
2007 issue, “How many illegal aliens are in the U.S.?”
In that issue, a number of authors presented convincing
evidence that the number of illegal aliens in the United
States may be closer to 30-40 million."

Table 3. Census Bureau Foreign-Born Workers in the U.S. ($ Millions)

nesses, and chain stores (convenience stores, groceries,
department stores). Home town associations, known as
clubes des oriundos, facilitate collective transfers, and
also maintain social ties between U.S. workers and com-
munities in their home country.'s

In 1996, approximately 14 million remittances were
sent to Mexico, averaging $320 each. In 2000, approxi-
mately 17 million remittanc-
es were sent, averaging $365
each. By 2003, the number

Average : ;
Annual had jumped to approximate-
Z:::;::ge ly 40 million remittances at
1990 1995 2000 2005 2006 2007 2008 2009 2000-2009 an average of $321 each. In
e 2010, the gmount of the. av-
workers in na 129 189 220 23.1 240 241 239 3% erage remittance remained
the U.S.

The number of foreign-born workers grew at an average of 3 percent per year.'?

Clearly, the number of illegal foreign workers in
the U.S. is substantial and has been growing, as has
the corresponding amount of funds sent back to home
countries.

Table 4 shows characteristics of those making
remittances to Mexico, based on surveys of migrants
from four Latin American countries. Interestingly, both
legal residents and illegal aliens showed significant

about the same at $302.'¢

In 2004, small money
transfer operators had a 60
percent market share while Western Union had a modest
15 percent market share.!” However, at that time, the
mechanism for transferring remittances from the U.S. to
Mexico was undergoing a massive shift from a largely
informal industry to institutional electronic transfers.'®
In 1994, money orders comprised over 46 percent of
the value of all reported transfers. By 2003, the share of
money orders decreased to 12 percent and 86 percent of

Table 4. Percentage of Foreign-Born Workers Making Remittances to Mexico, 1999-2004

Status Education Arrival Decade Use of Remittances
Legal lllegal Upto15 Overl5 Asset Not
Resident  Alien Years Years 1990s 2000s Consumption Accumulation Both  Specified
Percentage
of 73% 83% 80% 56% 83% 92% 70% 3% 26% 1%
Workers

Source: Congressional Budget Office based on data from the Latin American Migration Project and the

Mexican Migration Project'*

propensity to send money home, with 73 percent and 83
percent of each group making remittances, respectively.
Those with higher education made fewer remittances.
As might be expected, those who arrived during the most
recent decade were inclined to make more remittances
than those who have lived here for more than one decade.
Time loosens the social bond with the home country, and
declining personal remittances are one aspect of that
diminishing bond.

How remittances are sent

U.S. remittance agents include banks, credit unions,
post offices, money transfer operators, individual busi-
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remittances were being made electronically."” This was
a tremendous opportunity for companies such as First
Data/Western Union to compete for market share and
profit potential.
This transition was facilitated by:
* Increasing accessibility of formal channels;
* Banks became independently competitive in
the funds transfer market;
* Growing financial awareness among migrants;
* Improving market information (e.g., financial
marketing);
* Bilateral initiatives by the U.S. and Mexican
governments and their monetary authorities.*
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Financial institution requirements tightened after
2001; new regulations required banks to “know their
customers.” This resulted in a massive push in the early
2000s by the Mexican government to issue millions of
Matricula Consular de Alta Seguridad identification
cards, which practically by definition declared the hold-
er to be an illegal alien in the U.S. Although accepted in

Table 5. Net Private Remittances and Related Flows from the United States to Global Regions

(Billions of Dollars)

Latin America,

representing an average annual percentage decrease of
5.5 percent.

As shown in Table 2, net private remittances
(which include migrants’ remittances, other transfers,
and short-term migrant compensation) amounted to
$82.2 billion in 2009, and grew at an average of 5 per-
cent per year from 2000-2009. Table 5 shows that the
total sent to Latin
America, Canada,
and other Western
Hemisphere coun-
tries amounted to
$32.9 billion in

Payments to
International

Canada, Organizations Total
Western Asia and Middle and Unallocated (2009 2009, and grew at
Hemisphere Pacific Europe Africa East Payments dollars) about 3 percent per
year. Net private
Net bri remittances to Asia
et private .
remittances 32.9 16.9 9.2 5.0 1.9 16.2 82.2 and the Pacific and
to FEurope were
Average .
annual change, 3% 10% 32% 14% -4% 15% 5% $16.9 and $9.2 bil-
2000-2009 lion respectively,

Source: Congressional Budget Office based on Bureau of Economic Analysis data.?

32 U.S. states in 2005, no major Mexican bank accepted
the card to open an account, and the cards were accepted
as IDs in only 10 of Mexico’s 32 states and districts.”!

but grew faster-by
10 percent and 32
percent, respectively. Approximately $16 billion was
sent to international organizations such as the World
Bank and the United Nations, or was not allocated by

Table 6. Net Private Remittances and Related Flows from the United States to Selected Countries in 2009

(Billions of Dollars)

Mexico China India Canada Korea Brazil Netherlands Luxembourg Taiwan Japan  Total
Net private
remittances 19.9 3.2 3.2 2.2 1.0 0.8 0.7 0.5 0.5 0.5 324
Average
annual
percentage 4o 9% 13% 17%  14% 8% n.a. n.a. 3% na. 8%
change

Remittances from selected countries total $32.4 billion out of $82.2 billion for all countries in 2009.
Source: Congressional Budget Office based on Bureau of Economic Analysis data.?

These slippery ID cards greased the machinations of in-
ternational finance.

As a result of increasing remittance volume, cou-
pled with formalization of transfer channels, it has be-
come steadily cheaper to send remittances out of the
U.S.%2 Fees to transfer $200 (the amount of a typical
remittance) to Latin American countries decreased by
an average of 3 percent to 10 percent per year between
2001 and 2009, depending on the recipient country.’
Fees to transfer $200 to Mexico declined from 10.4 per-
cent ($20.80) in 2001 to 5.6 percent ($11.20) in 2009,

74

the BEA to a specific region.?

Mexico received the largest amount of remittances
in 2009 (see Table 6). Of 10 countries receiving 40 per-
cent of total remittances and related flows from the U.S.,
Mexico received about 61 percent of funds. Mexico’s
central bank reported remittances totaling $21.27 billion
in 2010.*

Table 7 shows that private remittances and related
flows from the U.S. to Mexico increased by an average
of 4 percent per year from 2000-2009.

Remittances are indeed a significant source of in-
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come to Mexico. Remittance inflows of $25.3 to Mexico
comprised approximately 3 percent of Mexico’s 2008
GDP.*

Even in 2003 — nearly a decade ago — crude oil
exports were Mexico’s largest source of external rev-
enue, with remittances comprising the second largest
source, eclipsing direct foreign investment and tourism.
In 2003, remittances amounted to 78 percent of crude
oil exports, 138.9 percent of tourist expenditures, and
124.2 percent of foreign direct investments. Comparing
1998 to 2003, remittances approximately doubled as a
percent of tourist expenditures and more than tripled as

Table 7. Net Private Remittances and Related Flows from the U.S. to Mexico

(Billions of Dollars, not inflation-adjusted)

and Michoacan.*® Remittances to the state of Michoacan
alone amounted to $2.13 billion in 2009, while the states
of Guanajuato, Mexico state, Jalisco, Veracruz, Puebla,
Oaxaca, and Guerrero received sizeable inflows.?' In
fact, in five Mexican states, including Zacatecas, remit-
tances equaled or exceeded wages generated locally
in 2006. In the state of Michoacan, remittances were a
huge 182 percent of in-state incomes.*? This undoubt-
edly must have a deleterious effect on the motivation of
residents to pursue local employment.

Surveys show that, regarding remittances to
Mexico, 70 percent of the recipients use the funds for
consumption, 3 percent use
the funds for asset accumula-
tion, and 26 percent use the
funds for both purposes.>¢ In

Average other words, remittances are
Annual used mostly for day-to-day
Z:“e"'“ge expenditures, not for invest-
ange ..
1990 1995 2000 2005 2006 2007 2008 2009 20002009 ~ Ment. Research indicates that
remittances do not go just to
Net private the poor; surveys indicate that
remittances 5.6 102 141 180 187 199 20.8 19.9 4% poor: y

to Mexico

Source: Congressional Budget Office based on Bureau of Economic Analysis data.?

Table 8. Relative Importance of Remittances to the Mexican Economy

1998-2003

Remittances as

the monthly income of most
remittance receivers is essen-
tially the same as that of the
total population.*

Particularly in Mexico, re-
mittances are an extension of es-
tablished cross-border networks,
which facilitate a continuing

t f: 1998 1999 2000 2001 2002 2003 . .
@ pereeniage bond between illegal aliens and
Crude oil exports 74.5 66.7 44.2 76.7 74.9 78.0 their home Communities_ Remit_
Tourist expenditures 63.3 81.8 79.2 1059 110.8 1389 tances, therefore, are not simply
Foreign direct investment  38.5  44.8  39.6 33.2 664 1242 2 de facto transfer of wealth but
rather are an extension of deep
Gross Domestic Product 1.1 1.2 1.1 1.4 1.5 2.2

Source: Banxico?

a percent of foreign direct investment.”’ In effect, the
huge remittance revenue stream is supplanting foreign
investment in Mexico.

The extended role of Mexican remittances

The National Population Council estimates that
more than one out of 10 Mexican families in approxi-
mately 1.3 million homes depends on remittances.?® In
fact, according to a poll by the Inter-American Devel-
opment Bank, as many as one in five Mexican adults
receives money from relatives working in the U.S.”
This support is the mainstay of rural Mexican communi-
ties, including Durango, Zacatecas, Guanajuato, Jalisco,
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social connections between the
U.S. and Mexico.**

The bigger picture

Mexico’s 2011 population was 114 million with a
1.4 percent rate of natural increase (births minus deaths).
This seemingly low rate of constant increase would lead
to a doubling of Mexico’s population in 50 years (per the
Rule of 70°%). Population is more accurately projected by
the Population Reference Bureau to grow to 131 million
by 2025 and to 143 million by 2050.3¢ With 28 percent
of Mexico’s population under the age of 15 and 65 per-
cent between the ages of 15 and 64, Mexico is a country
of youth looking at a bleak future.?’

Mass migration from Mexico to the U.S. acts as a
two-fold safety valve. It reduces population pressure in
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Mexico while allowing population to continue to grow
with less adverse effects, thus discouraging implementa-
tion of viable domestic population policies. Mass migra-
tion also encourages dissatisfied young males to leave
their homeland, where they might agitate and fight for
societal change if they remained at home. Remittances
facilitate this mass migration, and indeed, the ease of
making remittances can be considered a motivating fac-
tor for workers to leave the country.

In Mexico, out-migration has devastated many
Mexican villages.*? In rural areas that have been under-
mined by NAFTA, small agricultural communities have
been particularly hard-hit as workers abandoned the lo-
cales.’® Rural agricultural systems have been impover-
ished by the double-whammy of NAFTA coupled with
out-migration to the United States.

Illegal immigration is now much more closely as-
sociated with organized crime, which is creeping north
into the U.S. Migratory routes into the U.S. have been
taken over to a large extent by Mexican cartels. It is now
quite common for illegal aliens to carry heavy loads of
drugs — particularly marijuana — as they sneak across
the border into the U.S. In 2007, $25 billion in cash from
drug sales was smuggled out of the U.S. The amount
quickly grew to $30 billion in 2008.* It might be rea-
sonable to investigate whether any of this drug money is
transferred via the remittance infrastructure.

Remittances comprise Mexico’s second largest
source of foreign income, next to oil exports. While un-
doubtedly viewed as a positive factor by Mexico, the
pressure to preserve remittances by exporting its enter-
prising working poor has a long-term negative impact
on Mexico’s ability to maintain a stable and functioning
society.

This vast transfer of wealth into Mexico encour-
ages inappropriate Mexican meddling in U.S. immigra-
tion policy. Mexican presidents have pressured for U.S.
acceptance of the Matricula Consular ID, as well as for
outright amnesty for illegal aliens. Mexican President
Felipe Calderon recently rebuked American immigra-
tion laws — in person — before the United States Con-
gress.*

In the U.S., population recently surged past 300
million people, and with continued mass immigration,
population could approach half a billion by the year
2050.*! Had the U.S. adapted a policy of zero net im-
migration in 1970, population would have maximized at
a more sustainable 282 million.*

In a country saturated with illegal aliens, Ameri-
ca’s working poor are being directly displaced by for-
eign workers who willingly accept sub-standard wages.
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This is particularly unsettling in the current period of
economic distress, with unemployment rates reaching at
least 9 percent.*

While displacing American workers, illegal aliens
maintain a network of ties back to families and commu-
nities in Mexico, thus diluting their interest in assimilat-
ing into the U.S. The pervasive poverty of illegal aliens
must be blamed in part on their individual choices to
send thousands of dollars every year back home. This
directly impacts the standard of living of illegal alien
workers: in order to send remittances, they submit to liv-
ing in crowded housing conditions, trim food budgets,
and deny themselves adequate medical care.*® The result
is a stratified society of lawful citizens and illegal aliens
— a balkanized America.

Conclusion

Remittances are essentially a tax-free transfer of
wealth out of the U.S. Approximately $20 billion of
Mexican remittances each year disappear from the U.S.
economy via the institutionalized money transfer in-
dustry, never to return. While this massive amount may
be considered virtual foreign aid, it is a non-sanctioned
transfer of wealth that is based on a fundamental viola-
tion of America’s immigration and employment laws.

Projecting $26 billion sent as tax-free remittances
by illegal aliens to Mexico in 2014,* the negative im-
pacts of this loss on the American economy would be
significant. That amount would purchase 1.5 million
cars or 15-million computers, and $200 billion sent back
to Mexico over the past 10 years would have purchased
Americans an astounding number: 15 million cars along
with 150 million additional computers.** It well could
have saved countless homeowners from foreclosure.

The financial institutions that participate in trans-
ferring remittances profit substantially from the transfer
of wealth between nations. The families and communi-
ties who participate in this transfer similarly play an ac-
tive part in the globalization process. It remains to be
seen whether the interests of national unity and sover-
eignty will prevail against these immense financial and
demographic pressures. m
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