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A payroll truck being ferried across a river on its way to
paying farm workers in LaCeiba, Honduras.
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the Third World

Emerging

TREASURY
Cash management
in underdeveloped economies
Sassan Parandeh, CTP
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s organizations begin to
enter underdeveloped
economies, certain
aspects of cash management will
inadvertently undergo a paradigm
shift. Corporate treasury will be
coerced into moving away from being
regimented into a more elastic and
less systemic mode of operating. For
instance, to succeed in underdeveloped
economies, corporate treasury needs
to adjust its cash management
approach by blending technology
with indigenous practices, routing
funds from world-class banks to
the best available banks, making
arrangements for special security needs,
and complying with laws that were
previously irrelevant to the department.
In developing economies, the word
“global” in “global treasury” no longer
means that a North American treasury
operation can fund or transact across
international borders; rather, it means
having global intellect and being
engaged and attuned with ground
level operations. Treasury staff have
to understand and offer workable
solutions that are culturally acceptable
and in harmony with the norms of
the organization’s foreign employees,
vendors and suppliers.
To prepare treasury for operations
in underdeveloped economies, four
foundational building blocks need to
be put into place.

Understanding local banking
culture and capacity
The starting point for treasury
is to assess the target country’s
banking culture and capacity. This
can best be done by understanding
if the indigenous population is
predominantly banked or unbanked.
If the population is predominantly
unbanked, then it is important to
understand why. This critical question
initiates a forensic process that will
guide and illuminate corporate
treasury’s path for entry into the
underdeveloped nation.
Native inhabitants of an
underdeveloped economy may be
unbanked for a systemic reasons, such
as widespread corruption or fear of

imminent banking system collapse,
or it can be for infrastructural reasons,
such as a general lack of bank branches.
Poverty and per capita income also are
factors since bank fees erect a barrier to
entry, making the system exclusive to
corporate and institutional clients. There
are cultural aspects to consider as well;
the population may be accustomed to a
cash-culture or reluctant to bank based
on religious beliefs that equate banking
with sinful usury (such as in the case of
Islamic banking). Additionally, in many
countries there are feasible alternatives
to banks. For example, in Pakistan,
hawala brokerages are more prevalent
than commercial banks and the public is
accustomed to their services.
Answering this question helps

Armed security escorting a cash transfer truck in LaCeiba, Honduras.
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In a cash-culture
economy, the majority
of people or private
businesses transact
outside the commercial
banking system.
determine if operations can be funded
through world-class global banks in the
capital city or domestic banks with a
viable network of branches close to the
organization’s remote operations.
Assessing country-level cash
management needs
There are keys to of a nationspecific cash management strategy:
First, knowing how to facilitate fund
transfers into, or out of, the country
using desirable currency denominations;
Second, having the ability to affect
fund transfers within the country to the
organization’s final beneficiaries.
Almost every capital city in the
developing world boasts a number of
global cash management banks. Not
only can global banks be used to open
accounts for international fund transfers
or currency conversions; they can also act
as advisors to corporate treasury on local
rules and banking regulations.
It is better to work with as few
banks as possible in any given region.
Striving to concentrate services in the
smallest viable number of affiliations
is beneficial to treasury because the
profile of the organization becomes
inflated to the bank. This results in
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A stage where payroll is paid out. “Not exactly direct deposit.” said Parandeh

the assignment of a client relationship
manager for the company. Likewise,
it is important to partner with
banks that are also registered in the
organization’s country of origin. If your
bank relationship manager is based
in your organization’s home country,
they can provide advice or mitigate
problems while speaking in your
language, working in your time zone,
and understanding the total banking
and legal environment in which your
company functions.
Global banks, however, cannot
cater to every treasury need abroad. In
developing countries, for example, global
banks generally do not have an adequate

network of branches. Therefore, the
ability of global banks to service your
operations in remote or rural regions is
limited. As such, treasurers are compelled
to find native banks to affect in-country
fund transfers.
It is important that appropriate
due diligence be conducted for
these developing country banks.
Understand that “appropriate” due
diligence is different from standard
due diligence because vetting criteria
in underdeveloped economies
should match the circumstances of
the operations and the country. For
instance, there may be circumstances
where a treasurer is forced to work with

cannot expect to pay every supplier by
check or credit. A resource extraction
and mining company that employs
hundreds of illiterate miners in Angola
has no choice but to meet their payroll
in cash.
Treasury often is commissioned to
manage the logistics and the security
arrangements needed to transfer cash
to the field. The matter becomes even
more complicated for NGOs such as my
organization, ChildFund International,
which operates in remote regions of the
world, but must refuse hiring armed
escorts to protect its money.

a low-tiered bank simply because it is
the only bank within a hundred miles
of an operating unit.
Prepare for security
arrangements
Once banking partners are
established for the organization,
treasury also may be responsible for
securing physical cash transfers to
suppliers, vendors or employees. In a
cash-culture economy, the majority of
people or private businesses transact
outside the commercial banking
system. An agricultural company that
purchases its supply of pineapples from
independent growers in rural Thailand

Understand the need for legal
risk management
Global treasuries that service
operations in developing economies
need to engage in legal risk
management in addition to financial
risk management. Prior to entering an
underdeveloped economy, treasurers
need to assure that their global cash
management team is familiar with
two pivotal laws, the Foreign Corrupt
Practices Act (FCPA) of 1977 and the
USA Patriot Act of 2001.
To comply with the FCPA, treasury
needs to develop the forensic capability
of filtering and understanding the
nature of payments being wired
globally such that corrupt acts of
bribery are red-flagged and intercepted.
Treasury is the last filter in the company
that can monitor payments made to
foreign government officials for corrupt
bids that aim to secure unfair advantage
(or create illegal disadvantages for
the organization’s competitors). Also,
treasury needs to be able to red-flag
payments that appear to be made out to
foreign officials for expediting services
that take too long in developing
countries (unless if the payment type

is excluded under the facilitating
payment provisions of the FCPA).
The USA Patriot Act of 2001 is a
higher-priority regulation that global
treasury professionals need to be
familiar with to detect debarred or
excluded beneficiaries. A good place
to start is the website of the Office
of Foreign Asset Control (OFAC)
at the U.S. Department of the
Treasury. It is important that corporate
treasury professionals familiarize
themselves with the list of countries
that are embargoed or sanctioned
and are knowledgeable of the type of
organizations and individuals that have
been excluded or debarred under the
law by OFAC.
Many organizations comply with
the Patriot Act by vetting all of their
foreign fund transfers through service
providers that score the probability of
the final beneficiary being debarred or
excluded. These services are relatively
inexpensive, are Internet-based, and are
capable of rating the subject at lightning
speed. For years, banks, NGOs, Federal
Government contractors and Federal
grant recipients have been utilizing
these services for regulatory compliance.
However, it takes time to become
familiar with these services and to know
how to act responsibly in case of a
suspicious find. For example, a search for
some common names such as Jeff Jones,
Jose Rodriguez, Mohammed Abdullah,
or anyone with the last name Hyunh
in Vietnam or Kim in Korea may yield
hundreds of erroneous hits that treasury
professionals need to filter with care.
Sassan Parandeh, CTP, is global
treasurer of ChildFund International.
He will speak at AFP’s 2011 Global
Corporate Treasurers Forum, May 1820, in Chicago.
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