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Remittance Transfers: Policy, Practicalities, 
and Innovation
By Alaina Gimbert and Jessie Cheng

Introduction
There is a seemingly steady stream of announcements 

of new partnerships, new ledger systems, and cutting-
edge initiatives in the payments industry that aim to meet 
evolving customer and market needs. These innovations 
hold the promise of faster processing, reduced costs, 
and enhanced transparency. The remittance market, in 
particular, is one in which there is a strong policy inter-
est in making payments as efficient as possible. Bridging 
the realities of cross-border payments, on the one hand, 
and policy aspirations—access to competitive, low-cost 
remittance transfers services that are also transparent and 
reliable—on the other, however, remains a challenge.

In this article, we discuss the practical limitations 
of the legacy payment rails that connect remittance 
transfer providers and financial institutions around the 
world. We also explore how worthy policy goals may 
not always point in the same direction when confronted 
with the limitations of today’s transaction models and 
global communication practices. Last, we discuss how 
promising developments in financial technologies—
in particular, the Federal Reserve System’s initiatives, 
distributed financial technology such as Ripple’s soft-
ware solutions, and SWIFT’s global payments innova-
tion initiative—can bring global stakeholders together 
toward enhancing remittance services, as well as where 
these solutions may fall short. Although outside the 
scope of this article, we note that compliance with anti-
money laundering regulations and economic sanctions 
have a significant impact on the availability of remit-
tance services.1 

Remittances Overview 
While there is no single, authoritative definition for 

remittance transfers, the World Bank describes them as 
the sending and receiving of small amounts of money 
from one country to another and notes that such trans-
fers are often initiated by migrant workers.2 Although 
these transfers, viewed individually, are generally low 
in value, in the aggregate they provide a significant 
source of capital for developing countries.3 The World 
Bank estimates that in 2015, 232 million migrant work-
ers sent remittance transfers totaling $582 billion, $432 
billion of which went to developing countries.4 From 
that economic and public policy perspective, as dis-
cussed later in this article, remittances therefore are of 
special interest as a category of payment.

Methods for Remittance Transfers
Remittances may be made via a number of different 

transfer methods. This article focuses on the use of formal 
channels, but informal transfer channels are also available. 
Informal methods include transferring money by hand-
carries, courier, or ordinary mail. These informal mecha-
nisms generally operate outside of laws and regulations. 

To the sender and the recipient end-users, the 
visible parts of the payment service are at the begin-
ning and the end—sending funds and receiving funds. 
Much may be occurring behind the scenes, however, 
between the originating and receiving processes. As 
with most funds transfers, this essentially consists of 
two components: messaging and settlement. Messaging 
arrangements enable transmission of information about 
the remittance from the sender’s remittance transfer 
provider (RTP) to the receiving agent or financial 
institution. For example, the RTP must provide 
information to enable the receiving agent or financial 
institution to make payment to the recipient, and the 
receiving agent or financial institution must be able to 
tell the recipient who the sender is. Settlement arrange-
ments enable the actual movement of funds. In many 
cases remittances, like other retail payments, are not 
settled individually but are batched and settled on the 
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basis of the overall amount transferred in some inter-
vening period, perhaps on a net basis if there is a two-
way flow of funds between the countries. 

The precise messaging and settlement arrangements 
between the RTP and the receiving agent or finan-
cial institution vary, depending on whether a closed 
network or an open network system is used, although 
hybrids also exist. 

• Closed network: An RTP uses either its own net-
work or a restricted network to collect funds from a 
sender in the sender’s local jurisdiction and disburse 
those funds to the recipient abroad. Money transmit-
ters generally employ closed networks in which the 
sender sends funds through an agent of the money 
transmitter, and the recipient receives funds through 
an agent of the money transmitter. Banks occasionally 
employ closed networks as well. For instance, banks 
can form direct partnerships with foreign banks (e.g., 
Wells Fargo’s partnerships with ICICI Bank in India 
and Philippine National Bank5) or with a money 
transmitter that already has an established global agent 
network (e.g., U.S. Bank’s and Fifth Third Bank’s 
relationship with Western Union6), though such 
bank partnerships are typically on a narrow corridor-
specific basis. The direct contractual relationships that 
underlie closed networks allow RTPs to control key 
aspects of the remittance process, such as the timing 
and cost of the transfer. Such arrangements also enable 
network participants to coordinate liquidity arrange-
ments to allow for quick disbursement to the recipi-
ent as well as the possibility of batch processing and 
net settlement of transfers within the network, which 
reduces transaction costs.7 Generally, closed networks 
also enable an RTP to track the status of a payment 
from beginning to end. However, it is expensive to 
establish and maintain closed networks as they require 
contractual arrangements between network partici-
pants, which for truly global networks can involve 
thousands of relationships.

• Open network: The RTP uses messaging and 
settlement mechanisms that are open to any other 
financial institution or, potentially, nonbank money 
transmitter to move funds—namely, correspondent 
banks and local payment systems. Depository institu-
tions typically employ open networks to originate 
wire or ACH payments for their customers (senders) 
that will be received by foreign depository institutions 

for their customers (receivers). These open networks, 
especially those that cross national boundaries, are 
governed by a patchwork of local laws, payment sys-
tem rules, and market practices. Hence, while RTPs 
can leverage their already-existing correspondent 
networks to reach various corridors, reliance on 
intermediaries that follow different laws, rules, and 
practices gives the RTPs little control over the timing 
and ultimate cost of a transfer. Further, an RTP’s abil-
ity to “track” a remittance transfer as it makes its way 
to the receiver’s bank or to communicate with inter-
mediaries is limited. Nonetheless, open networks are 
more attractive for their convenience and relative 
low-cost to RTPs that do not view remittances as 
their core business, but rather as an ancillary service 
for their existing customers who value a one-stop 
shop for all their financial needs. 

Policy Considerations
High costs to remittance transfers for end users dimin-

ish the beneficial impact of these transfers to recipients 
and their local economies. Sub-Saharan Africa, with an 
average cost of 9.5 percent to send $200 from other parts 
of the world, remains the highest-cost region.8 For this 
reason, the World Bank tracks the costs of remittance 
transfers and has a goal of reducing costs worldwide from 
the current worldwide average of 7.4 percent of the 
value sent to 5 percent.9 Moreover, high costs associated 
with formal channels may lead end users—who would 
be engaging in a risk-cost balancing analysis to decide 
which method of transfer to use—to favor the use of 
lower-cost but riskier informal transfer channels. Such 
informal channels of course also fall outside of the anti-
money laundering, anti-terrorist financing, and sanctions 
controls and reporting systems that are critical to national 
security and foreign policy objectives.

The cost to end users of sending remittances varies 
both by the method of transfer, as well as by country. 
Generally speaking, these costs typically include: 

(1)  A service fee charged by the RTP to the sender, 
(2)  A margin taken on the current interbank or 

wholesale market rate for the conversion from 
the sender’s local currency to the recipient’s local 
currency, and, 

(3)  At times, fees that may be charged by intermediar-
ies or the receiving financial institution for their 
services in executing the transfer. 
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How might the cost of remittance services be reduced 
and accessibility increased? One way is by encouraging 
competition in the remittance-transfer market and 
improving transparency. According to the General 
Principles for International Remittance Services, pub-
lished in 2007 by the Committee on Payment and 
Settlement Systems of the Bank for International 
Settlements and the World Bank: “Transparency of 
prices and service features is crucial to the ability of 
consumers to make informed choices between different 
services and to the creation of a competitive market.”10 
Poor visibility into applicable transaction fees and the 
exchange rate spread creates obstacles for senders seek-
ing to understand the full costs of sending a remittance 
before they engage in a transaction. 

Along those lines, regulatory requirements can 
establish mandatory disclosures by RTPs to senders 
prior to payment, with the goal of improving trans-
parency to senders. However, public policy objec-
tives may not always point in the same direction. The 
operational models that RTPs use—open networks, 
in particular—may make it difficult or impossible as a 
practical matter for the RTP to meet strict information 
disclosure requirements. 

As discussed previously in this article, an open net-
work is composed of intermediary financial institutions 
or payment systems, or both, through which instruc-
tions to pay are communicated and settled, ultimately 
resulting in payment to the recipient. Because an RTP 
typically does not have control over each of the par-
ties involved, it may have limited ability to determine 
and disclose information relating to those remote third 
parties. Strict information disclosure requirements and 
liability regimes that penalize RTPs for aspects of a 
remittance transfer that they do not control would 
make it costlier for these RTPs to do business or, 
worse, they could pose an insurmountable barrier to 
even entering the remittance market. This, in turn, 
limits the options consumers have to send money and 
may push consumers toward more expensive or riskier 
unregulated alternatives.

The dynamics of these competing policy consider-
ations are apparent in the provisions and implementa-
tion of the remittance transfer requirements of Section 
1073 of the Dodd-Frank Wall Street Reform and 
Consumer Protection Act (Dodd-Frank Act).

Required Disclosures and Error 
Resolution Introduced by the 
Dodd-Frank Act

The new consumer protections introduced by 
Section 1073 of the Dodd-Frank Act amended the 
Electronic Fund Transfer Act (EFTA) to include new 
disclosure, cancellation, and error resolution require-
ments to virtually all payments over $15 sent by con-
sumers in the United States to receivers in foreign 
countries through an RTP. Together these new pro-
tections enable consumers to:

(1)  Comparison shop when they send remittances, 
(2)  Be guaranteed (in most cases) how much their 

receiver will receive and when the amount will 
be available, and 

(3)  Cancel their transfers without penalty (i.e., a full 
refund) within 30 minutes of sending them. 

It should be noted that the Section 1073 definition 
of remittance transfer captures more than traditional 
remittances, as even high-value transfers and transfers 
to non-family members (even businesses) fall under 
the rule. Hence, depository institutions that did not 
consider themselves remittance transfer providers prior 
to implementation of Section 1073 found that they 
were subject to the rule’s requirements—even when 
sending million-dollar wires for their high-net-worth 
customers. Many depository institutions continue to 
question whether Section 1073’s policy goals for remit-
tance transfers, such as the ability to comparison shop 
and cancel transfers within 30 minutes, are helpful and 
necessary for their customers who send transfers that fall 
outside the traditional meaning of remittance transfer.11 

Challenges for RTPs Using Open Networks
Among other disclosures, RTPs covered by EFTA 

and its implementing regulation, Regulation E, must 
disclose certain information to the sender of a remit-
tance transfer at the time the sender requests a remit-
tance transfer to be initiated—but before the time 
the sender actually makes payment to the originating 
RTP.12 This upfront prepayment disclosure is designed 
to enable consumers to comparison shop the cost of 
their transfer among different RTPs.13 A second dis-
closure, the receipt disclosure, must be given at the 
time payment is made and include certain basic infor-
mation about the transfer, such as the exchange rate 
and the RTP’s fee for the remittance transfer.14 The 
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prepayment and receipt disclosures also, however, must 
include certain third-party fees that may be difficult for 
RTPs to ascertain and disclose at the required point in 
time. If a disclosure proves inaccurate, the sender may 
assert error resolution rights, which generally require 
the RTP to refund or resend an amount to make the 
sender whole for any difference between disclosed costs 
and actual costs.15

It took a few years and a few iterations of a proposed 
implementing rule before the Consumer Financial 
Protection Bureau (CFPB) and the industry found a 
workable balance between transparency and practi-
cality. For example, when the CFPB first issued the 
proposed remittance transfer provisions in Regulation E 
in 2012, it required, among other disclosures, that an 
RTP disclose any taxes that would reduce the amount 
of the transfer as well as fees charged by a receiving 
financial institution for its receipt of an incoming wire 
by that institution.16 Disclosure of taxes would have 
been problematic for open network and closed net-
work RTPs alike for a number of reasons, including 
the difficulty of staying up to date on and understand-
ing the application of all relevant taxes at all levels 
of government (national, provincial, and local) in all 
countries to which an RTP sends. Moreover, disclo-
sure of fees that a receiving financial institution charges 
its own customer would have been impossible for an 
open network RTP to know because the fee is a mat-
ter of contract between the financial institution and 
the receiver and it can vary based on the kind of 
account the receiver holds, the balance in the account 
at the time the wire is received, and so forth. Hence, 
the CFPB ultimately amended Regulation E in 2013 
to make these two disclosures optional in almost all 
circumstances.17

Temporary Exception to the Required 
Pre-Payment Disclosures

Section 1073 contemplated and provided accom-
modation for another challenge intrinsic to open 
networks: disclosing costs controlled by intermediary 
financial institutions, that is, financial institutions that 
fall between the RTP and the receiver’s financial insti-
tution. Specifically, a temporary exception, available 
to RTPs that are insured depository institutions and 
insured credit unions, allows for estimates with respect 
to exchange rates and fees assessed by entities with 
which the RTP does not have a direct correspondent 

relationship. EFTA and Regulation E provide that 
these institutions satisfy the requirements by provid-
ing “a reasonably accurate estimate” of the amounts 
that must be disclosed, provided that: (1) the remit-
tance transfer is sent from the sender’s account with 
the institution, and (2) the RTP is “for reasons beyond 
its control” unable to know those exact amounts (the 
Temporary Exception).18 

The Temporary Exception, like the 2013 amend-
ment, reflects a balancing of policy goals. It allows for 
improved consumer access to accurate information, but 
at the same time does not hold banks to strict require-
ments or impose an unreasonable cost of compliance 
in cases in which the disclosure of exact fees and taxes 
may be difficult, if not impossible. In particular, the 
Temporary Exception recognizes that RTPs need 
additional time to develop the necessary systems or 
protocols to make pre-payment disclosure of the exact 
exchange rate and other fees and taxes that would apply 
to a remittance transfer.19 RTPs using an open network 
may happen to learn about applicable fees, taxes, and 
exchange rates indirectly through parties with which 
they do have a direct relationship, through experience 
in sending remittance transfers over time, through ref-
erence materials, or through information supplied by 
the end user.20 

RTPs that are global correspondent banks have 
been successful in providing accurate disclosures for 
remittances sent to countries in which the RTP either 
(1) can perform its own foreign exchange from dollars 
to local currency, or (2) conducts enough business that 
it has been able to gather cost information through 
experience in the market. Such countries tend to be 
high-volume corridors for global correspondent banks 
and, thus, remittances to those countries comprise a 
majority of the remittances banks send. In fact, a recent 
industry comment letter to the CFPB reported that on 
average the largest banks in the US made estimates pur-
suant to the Temporary Exception for only 5.8 percent 
of their total remittance transfers in 2016.21 However, 
remittances to low-volume corridors continue to 
present challenges to banks, as they generally do not 
perform their own foreign exchange for less-used cur-
rencies, nor do they conduct business in these countries 
frequently enough to gather reliable cost data. Hence, 
the lack of a uniform global method or practice for 
communicating costs through open networks remains 
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a practical challenge to the goal of cost transparency for 
remittances to certain parts of the world. Currently, the 
Temporary Exception, by enabling depository institu-
tions to provide estimates for costs they cannot know, 
remains an important bridge between the aspirations of 
Section 1073 and the realities of open networks. 

Nevertheless, the Temporary Exception will sun-
set July 21, 2020.22 It had originally been scheduled 
to sunset in 2015 but the CFPB decided in 2014 to 
use its statutory authority to extend the Temporary 
Exception’s term, concluding that expiration in 2015 
would “negatively affect the ability of insured insti-
tutions to send remittance transfers.”23 In particular, 
the CFPB specifically noted the challenges faced by 
insured institutions using open networks: “Without 
the exemption, these insured institutions reported that 
they would have been unable to send some transfers to 
certain parts of the world that they currently serve.”24 
However, as the year 2020 approaches, the public 
policy goals of service availability and cost transparency 
may well come into direct conflict as RTPs that are 
depository institutions will have no choice but to stop 
providing remittance transfer services to countries for 
which they cannot provide accurate disclosures.

A More Permanent Solution for 
RTPs Using Open Networks

The Temporary Exception cannot be extended 
beyond its scheduled expiration in 2020. Even the 
CFPB has expressed concern that roll-out of the new 
regulatory structure without a feasible solution for 
RTPs using open networks may cause RTPs to discon-
tinue offering remittance services to customers.25 This, 
in turn, could limit competition, drive up prices, and 
undercut consumer access to remittance services. Such 
outcome would seem contrary to Congress’s goal in 
enacting Section 1073. 

The coming years will likely see public and private 
sector stakeholders working together to forestall these 
perverse outcomes. With its final rule extending the 
Temporary Exception in 2014, the CFPB indicated 
its intention to work with RTPs for a “more sustain-
able solution”—that is, to develop reasonable ways to 
provide consumers with exact fees and exchange rates 
for all remittance disclosures—before the Temporary 
Exception’s July 21, 2020, expiration.26 More recently 
the CFPB issued a notice that it plans to assess the 

effectiveness of the remittance transfer rule, includ-
ing how the remittance transfer market has evolved 
to address the rule’s requirements.27 Additionally, 
the Dodd-Frank Act explicitly directs the Board of 
Governors to collaborate with the Federal Reserve 
Banks and the US Treasury to develop solutions to 
increase the use of payment systems for remittance 
transfers.28 

Federal Reserve Initiatives
One avenue for such enhancements is through the 

automated clearing house system (ACH), specifically a 
suite of cross-border ACH services called FedGlobal 
ACH Payments offered by the Federal Reserve Banks 
to US financial institutions. The Reserve Banks provide 
these international ACH gateway services by entering 
into agreements with certain gateway operators around 
the world to receive, process, and distribute ACH pay-
ments abroad.29 Unlike foreign-based institutions that 
receive transfers through other open systems, those that 
receive FedGlobal ACH credit transfers30 are subject to 
certain restrictions under the terms of service as to, for 
example, the fees they can deduct from the principal 
amount—though details vary across arrangements.31 
The Federal Reserve Banks’ FedACH services sup-
port international ACH transfers outside of FedGlobal 
ACH Payments, but that service offering in particular 
can assist customers in complying with the Dodd-Frank 
Act’s disclosure requirements (e.g., by providing certain 
estimates of foreign fees and taxes) and error resolu-
tion requirements (e.g., by assisting with the tracing 
of transactions).32 However, the benefits of FedGlobal 
ACH Payments are limited by the number of recipi-
ent countries that participate in it.33 Moreover, use of 
ACH for consumer transfers is limited compared to its 
use for business-to-business transfers, and wire transfers 
are the most common form of open-network remit-
tance transfer.34 

More broadly, the Federal Reserve Banks embarked 
in January 2015 on a multi-year plan to focus on 
improving the speed, efficiency, and security of the 
US payment system, including to offer “better choices 
for U.S. consumers and businesses to send and receive 
convenient, cost-effective and timely cross-border pay-
ments.”35 One recent outcome of that endeavor is a 
roadmap for the private-sector industry to achieve safe, 
ubiquitous, and faster payments, as well as a summary 
of insights gleaned from the proposed faster payments 
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solutions that were assessed in connection with the 
project.36 

Distributed Financial Technology
Private-sector technological developments are under-

way that can help the industry restructure relationships 
and enhance communication systems to facilitate pre-
cise remittance disclosures. Blockchains and other dis-
tributed financial technologies (DFT), when combined 
with robust governance and process standardization, 
potentially offer RTPs a novel solution.37 Importantly, 
DFT is not limited to virtual currencies—financial 
institutions can use this technology to settle their cross-
border transactions that are denominated fiat curren-
cies (such as US dollars, euro, or yen).38 Essentially, 
DFT can enable financial institutions lacking any direct 
relationship with each other to establish trust and coor-
dinate their actions to settle with each other—a new 
global payments infrastructure that an RTP can use 
to connect to a receiving financial institution without 
relying on the intermediaries that make up today’s 
open networks. This direct connection, paired with 
communication functionality, can allow an RTP and a 
receiving financial institution to agree upon exact fees 
and exchange rates prior to settlement. The technol-
ogy developed by Ripple is one example of DFT with 
these functionalities that could be used in just this way; 
a more-detailed discussion of how financial institutions 
can use DFT to effect a fund transfer in fiat currency is 
provided in a previous article by one of the authors.39 
As the International Monetary Fund concluded in a 
recent research paper, “[f]intech firms have the poten-
tial to significantly change the landscape by attenuating 
[market] imperfections, and transforming existing cost 
structures. They are providing innovative products and 
services that respond to users’ needs for trust, speed, 
low cost, security, usability, and transparency.”40 DFTs 
as a general matter are not a one-size-fits-all solution, 
however, and each implementation should be analyzed 
to determine their suitability to remittances. 

SWIFT Global Payments Innovation Initiative
There are also efforts underway to improve the 

transparency and speed of payments through open net-
works. SWIFT, which serves as the primary messaging 
system between correspondent banks, in conjunction 
with several global banks has launched the first phase 
of its Global Payments Innovation initiative.41 This 
initiative, currently focused on corporate payments, 

employs multi-lateral service level agreements between 
participating banks and payment-tracking capabilities 
to create the functionality of a closed network within 
the open network of global correspondent banking. 
SWIFT has also announced a proof of concept as 
part of Global Payments Innovation to test the abil-
ity of DFT (specifically a distributed ledger) to rec-
oncile accounts that a correspondent bank holds for 
its respondents banks (nostro accounts) in real time.42 
Although SWIFT has not announced plans to extend 
Global Payments Innovation to consumer payments or 
remittance transfers, if its initiative proves successful for 
commercial payments, banks may determine that they 
can use the same functionality for remittance transfers. 

Conclusion
For good reasons policymakers are pursuing the 

goals of access to competitive, low-cost RTP services 
that are also transparent and reliable. These goals 
meet certain challenges, however, when applied to 
open network infrastructures that traverse interna-
tional boundaries and market practices. The payments 
industry has undergone significant evolution in recent 
years, adapting to new technology, business models, 
and other factors. However, while there continue to 
be promising developments and technologies in play, 
these are primarily being deployed for international, 
commercial payments. And although remittance trans-
fers are likely to benefit from improvements in the 
commercial space, the world remains a big a place. It is 
unlikely that the private-sector will achieve complete 
transparency for remittance transfers to all end points 
in the immediate future. Thus, it is foreseeable that 
some form of accommodation to open network RTPs 
will be needed beyond 2020 to ensure that the avail-
ability of RTP services is not sacrificed for the sake of 
perfect transparency. 

Notes
1. These compliance impact issues have been the focus of several 

international policy and regulatory developments in recent 
years. For example, a recent report of the Financial Stability 
Board (the FSB), an international body that monitors and 
makes policy recommendations with respect to the global 
financial system, identified a continuing decline in the number 
of correspondent banking relationships around the world, with 
adverse consequences for financial inclusion resulting from the 
termination of business relationships with certain categories 
of perceived high-risk customers, such as remittance compa-
nies. Financial Stability Board, FSB Action Plan to Assess and 
Address the Decline in Correspondent Banking: Progress report to 
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