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My testimony today discusses the ongoing effects of de-risking and addresses regulatory opportunities
for Congress and the Administration to ensure the United States provides equal access to financial
services to all legitimate businesses. This testimony is submitted before the Subcommittee on Financial
Institutions and Consumer Credit at the hearing entitled "Examining De-risking and its Effect on Access
to Financial Services" on Thursday, February 15, 2018.

The systematic termination of bank accounts for non-banking financial institutions is affecting small
businesses and financial services worldwide. This problem has existed in some form over the past 20
years but has grown more pronounced following the global 2009 recession. This testimony provides
input on a current problem affecting access to financial services. It analyzes the trends, provides
information on the causes, and presents some of the impacts as identified in my research. | will conclude
by discussing solutions and recommendations.

Understanding the Causes of De-Risking

This systematic pattern of account termination is not directly related with increased financial crimes or
with an increased level of risk. Financial crimes typically include fraud and money laundering related to
organized crime.! In 2012, the Basel AML risk index reported that on a scale of 1-10, only five countries
scored 8 or more, indicating high risk levels. In 2017, there were only 6 countries on the high-risk
list.2 Other reports have shown similar trends, where risk levels remain unchanged or have even
decreased in recent years.

Account closures are not directly linked with increases in financial risk. Rather, the pattern of account
closures coincides with the exponential growth in consumer use of nonbanking financial services
(NBFIs),® which occurred in the early 2000s. For example, between 2004 and 2011 deposit accounts per
1,000 adults increased 15% and 7.6% for low and low-middle income countries, respectively. In places
like Mexico or Guatemala, for example, there is an increase in access to financial institutions from 20%
to 40% over that period.

Similarly, CGAP reported that between 2004 and 2011 there has been an increase in the presence of
non-banking financial institutions providing financial services to people, while at the same time banking
institutions decline. In fact, looking at Latin America and the Caribbean, financial payment points for
remittances increased between 2000 and 2017. Using Mexico and Guatemala as examples, in 2009 the
number of payment points (including bank branches, non-banking financial institutions
branches/agents, and retail stores) amounted to 25,000 and 3,000 for these two countries. In 2016, the
number had dramatically grown to 240,000 and 130,000, respectively. Meanwhile, the bank share of
these payment points relative to all locations dropped from 70% to 50%. Further analysis shows that this

see “Adjusting the Lens on Economic Crime: Preparation Brings Opportunity Back Into Focus,” Global Economic Crime Survey,
2016. Available at: https://www.pwc.com/gx/en/economic-crime-survey/pdf/GlobalEconomicCrimeSurvey2016.pdf

2 See https://index.baselgovernance.org/ranking

3 Non-Banking Financial Institutions (NBFIs) are businesses that comply with rules and regulations for financial services but
cannot hold deposits.

4 Oya Pinar Ardic, Kathryn Imboden, and Alexia Latortue, “Financial Access 2012: Getting to a More Comprehensive Picture,”
Access to Finance Forum, CGAP, June 2013. Available at https://www.cgap.org/sites/default/files/cgap forum FAS2012.pdf
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is due to an increase in nonbanking financial institutions (NBFIs) performing financial transactions and a
decline in bank branches.’

The consequences of closing bank accounts, after the surge in financial services handled by non-banks,
are significant. Important examples can be found in the remittance industry, and in the termination of
corresponding banking relationships in the Caribbean.

Impacts of De-Risking on the Remittance Industry
Remittance companies, also known as money service businesses, have experienced systematic account
closures that have accelerated in the past few years. An Inter-American Dialogue survey of the major
remittance companies in the industry shows that in the early 2000s these companies experienced one or
two account closures each year. However, from 2010 on, businesses experienced at least four account
closures per year. In turn, these companies have been operating with only three bank accounts on
average to perform businesses in at least 30 states. The following table illustrates some of the impacts
of de-risking on remittances, taking into consideration impacts on consumers, on businesses, and on the

market.

Table 1: Impacts of Bank Account Closures for the Remittance Industry

Impacts on the Consumer

Impacts on Money Transfer
Businesses

Impacts on the market

Limits on the amount of money
you can send, based on vyour
geographic location. For example,
Mexico has a $500 limit for
specific payers or geographies.
This means that US-based
consumers sending money to
Mexico may need to send in two
transactions, paying double the
fees, if they need to send a larger
amount of money.

Limited choice of companies to
use, especially if sending money
from/to places outside of major
cities.

Increases in costs.

Limited availability of services,
including access to bill payments,

bank deposits, and use of
technology.
Interruptions in service, during

which periods it is not possible to
either send or receive money.

Increased operational
costs that limit growth

and constrain
innovation.
Increased complexity

of compliance process,

which  may increase
costs and result in
errors.

Constraints on growth;
Increasing agent base is
difficult.

Use of cash-based
operations increase.
Less efficiency,
including losing
customers.

e Limits
competition
between small
and large
businesses.

e Oversight
becomes
expensive
complex.

e Less
transparency
due to
prevalence  of
cash-based
operations.

and

Source: Orozco, Porras and Yansura, “Bank Account Closures: Current Trends and Implications for Family

Remittances,” Inter-American Dialogue, December 2015.

> Manuel Orozco, “Remittances Scorecard 2016,” Inter-American Dialogue, December 2016. Available at
https://www.thedialogue.org/resources/remittance-transfers-scorecard-2016-test/
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As banking institutions, and global banks in particular, increasingly handle money indirectly through non-
banking financial institutions or the corresponding banking entities servicing these NBFIs, many banks
deemed and perceived the handling of third party funds from these institutions a financial risk. The
reasons given have not been entirely clear.

Impacts of De-Risking in the Caribbean

Though de-risking is a global issue, the Caribbean has been particularly hard hit. In the Caribbean, de-
risking has manifested itself in several ways: first, by damage to correspondent banking relationships,
and second, by disruptions in remittance flows occurring as a result of bank account closures or
correspondent banking interruptions.

Many commercial banks in the Caribbean saw longstanding banking relationships terminated due to the
perception that financial activity with the Caribbean is by definition high-risk. Rather than manage risk
or assess banking partners on an individual basis, a blanket assessment is made and banking
relationships are terminated. The International Monetary Fund notes that while correspondent banking
issues are occurring in many financial corridors, “the Caribbean is identified as the most severely
affected.”® A survey conducted by the Caribbean Association of Banks shows banks in 12 Caribbean
countries have experienced a loss of correspondent banking, including the Bahamas, Belize, Guyana,
Jamaica, Suriname, Trinidad and Tobago and countries in the Eastern Caribbean Currency Union.’

Moreover, bank account closures also disrupted the flow of remittances at a regional level. “The sudden
closure of money-transfer services in the Cayman Islands threatens to render thousands of people here,
and thousands more of their family members across the world, in immediate and intractable financial
straits,” a local newspaper reported in July of 2015.2 In addition to its very significant human impact, the
disruptions may have caused reputational damage to a country whose “status as an international
financial center is predicated upon the mobility and fungibility of currency.”’

The impacts have been harmful because it is a region that is economically dependent on external trade,
tourism, remittances, and offshore banking. All of these economic areas require the rapid, efficient, and
secure movement of funds as well as the conversion of currencies. When the ability to move funds is
hindered, there are two possible outcomes: first, business is interrupted with negative economic
impacts, or second, business goes on but through informal channels that do not meet international
AML/CFT standards. Both options are unacceptable, and action is needed to address the de-risking issue
at its core.

Some Possible Solutions

® “Recent Trends in Correspondent Banking Relationships — Further Considerations,” The International Monetary Fund, March
16, 2017. Available at http://www.imf.org/en/Publications/Policy-Papers/Issues/2017/04/21/recent-trends-in-correspondent-
banking-relationships-further-considerations

7 Vangie Bhagoo-Ramrattan, Head of Research at First Citizens Investment Services in Port of-Spain, Trinidad and Tobago,
interviewed by the Latin America Financial Services Advisor on December 12, 2017 in “Will Caribbean Banks See More De-
Risking in 2018?” Available at: https://www.thedialogue.org/financial-advisor/

8 “Cayman’s Remit: End of Money Transfers Impacts Thousands,” Cayman Compass, July 23, 2015. Available at
http://g00.gl/rSSGbA

o “Cayman’s Remit: End of Money Transfers Impacts Thousands,” Cayman Compass, July 23, 2015. Available at
http://g00.gl/rSSGbA
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Whatever the causes, is important that financial institutions shift their approach from de-risking to
financial risk prevention. Solutions should include improving confidence among institutions about
measures on due diligence, as well as improving knowledge and clarity regarding the source of financial
threats. Specifically, there are three main issues that merit attention:

a) There is a lack of accountability when it comes to discretionary decisions to terminate bank
accounts. Decisions are neither justified nor are they backed with evidence.

b) The relationship between the regions where systematic account closures are occurring do not
clearly align with regions of AML/CFT risk

c) Increases in financial services coincide with increases in accounts closed, which in turn may
discourage financial access.

Because the problem continues to affect many countries (especially those that are more dependent on
external financial systems) is essential to address short-term solutions. These include:

a) The United States Congress and Treasury should rule on increased transparency between banks and
MSBs, and between banks and corresponding banks. This should include internal oversight within
banks about their procedures to manage MSB accounts, documenting reasons for account closures
and allowing for a right to appeal the decision. The Spanish experience may offer an insight on how
to address transparency.

Account closures are significantly discretionary actions. It is not a healthy process because it lacks
transparency and accountability. Changes need to be made so that the process includes an exchange
of information, supporting documentation, and communication between the bank and MSBs. For
example, it is important that banks notify the MSB of suspected irregularity, identify the perceived
or suspected activity or transaction, and request explanations within specific compliance standards.
MSBs should also be able to exercise the right of rebuttal, as a last recourse. The recent experience
in Spain is an important reference for this recommendation.

b) Improve and share country and industry risk assessment evaluations to narrow any error relating to
assumptions of third party liability.

The existing data on country and industry risk is not systematic, nor shared among all players.
Moreover, the assessment of risk does not always coincide with the account closures. Although
remittance companies are considered able to manage risk with their existing prevention
mechanisms and are in line with US government regulations, they are still presumed to be high
risk.'® In fact, while there is a strong correlation between AML risk'* and fragile states," the same is
not the case with AML risk and remittance recipient countries where these companies operate.
Better data collection is needed to corroborate patterns of perceived risk.

9 5ee for example, p.53, National Terrorist Financing Risk Assessment 2015. US Department of Treasury.

™ As measured through the Basel AML Index, an annual ranking assessing country risk regarding money laundering/terrorism
financing. It focuses on anti-money laundering and counter terrorist financing (AML/CTF) frameworks and other related factors
such as financial/public transparency and judicial strength. For more, see https://index.baselgovernance.org/

12 As measured by the Fragile States Index of the Fund for Peace. For more, see http://library.fundforpeace.org/fsi
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Source: Data compiled by the author based on various sources, including the Index on State Fragility, the World Bank data
on remittances and the Basel AML risk index.

Establish a risk-based clearing house among banks, MSBs, and governments that observes trends
and identifies red flags.

The wealth of knowledge and expertise accumulated by MSBs is not negligible when it comes to
preventing financial crimes. Companies’ screening systems can detect a suspicious activity and
prevent crime. As they reach out further down the marketplace to consumers, they can be
important first line of defense against financial crimes. Their knowledge could be shared through
systematized data along clearing houses that disseminate and share the data, provide assessments
and flag suspicious consumers, agents and locations.

Expand the scope of permitted reliance under the Money Transfer Improvements Act of 2014 (H.R.
4386; Pub.L. 113-156) to allow financial institutions to rely on state reports that are provided to
them (the states would have to agree to release the reports on a case by case basis).The Act
currently authorizes the US Treasury to rely on examinations conducted by state supervisory
agencies. Allowing banking institutions to study and use those examinations will serve as a
confidence building mechanism, and a reference to work with a money service business.

Include bank MSB services in bank examiners review of Community Reinvestment Act (CRA)’s rating
relating to the “Way in which services are provided throughout the assessment area for the
convenience and needs of customers.””® The CRA is an important instrument that can serve as a
criteria to determine whether banks are fully serving communities. One important contribution of

B https://www.frbatlanta.org/banking-and-payments/publications/community-reinvestment-act/your-banks-overall-cra-
rating.aspx



the CRA was the inclusion of international remittance services* as well as providing financial
services to customers. It is important for bank examiners to review the extent to which account
terminations may lead to a loss of financial services in the community.

1 https://www.newyorkfed.org/medialibrary/media/outreach-and-education/cra/reports/CRS-The-Effectiveness-of-the-
Community-Reinvestment-Act.pdf



