CEO Forum VI –

Leading the Recovery: Environmental, Social and 
Governance Imperatives for DFIs",

 Organized by ADFIAP, 

Manila, October 28-29, 2009

Speech at Panel Discussion on -

 'Development Finance and 

Migrant Workers Remittances’
By Mr. Yogesh Agarwal, CMD, IDBI Bank Ltd., India
 Mr. Reynaldo G. David, Development Bank of the Philippines, Ms. Humaira Azam, IPDC of Bangladesh, Mr. **, China Development Bank, and other distinguished guests. It is indeed an honour to be present amongst you. It is always a pleasure to participate in gatherings organized by ADFIAP where you get to interact with your counterparts across the globe who share their experiences and expertise. I have always enriched myself through such meetings and this time I am sure it will  be  no exception. My sincere thanks to ADFIAP and Mr.Octavio B. Peralta for inviting me to be among you today. The topic of discussion today, i.e. ‘Development Finance and Migrant Workers Remittances' assumes great significance in the developing world that we live in and also assumes great significance under the overarching umbrella theme of this CEO Forum.

Development Finance and Migrant Workers Remittances

Money remittances are one of the most visible links between people working abroad and their countries of origin.  They form a large share in financial flows globally, often exceeding the amounts received by developing countries as official development assistance and foreign direct investment contributing significantly to the GDPs of countries of origin, thus becoming an important item for many nations. They are essential supplement to family incomes, serving as a safety net for many poor individuals and communities worldwide.  As they supplement family incomes, remittances have an impact on local economic development activities, entrepreneurial development, savings and job-creation.  

There is a broad agreement that remittances, at the individual level, certainly enhance migrant’s consumption and take him to a higher level of livelihood. It might also provide some room for enhancing his education and health parameters. Therefore, remittances have a multiplier effect, enabling migrants to become more purposive entities in the society through higher capabilities and entitlements. From a viewpoint of a national government as well, it has been historically important, since it has helped many countries getting out of balance of payment difficulty. However, the question that we need to address today is how do DFIs harness this enormous asset to further mobilize funds and spur development for the country.

Before coming to the center of the theme I would like to make a distinction between intra-country and inter-country migration.  Internal migration refers to a move from one area (a province, district or municipality) to another within one country. One can say it’s about rational decision made by an individual to move from a less advantageous situation, to a more advantageous one, after weighing risks and benefits. In a similar way, international migration refers to movement of people across national boundaries. In terms of economic effects, the impacts are similar, though the social and political impacts do vary. Let me brief you about the situation going within India, which not only has a large chunk of population working abroad but also facing migration within its two dozen or so own states. In recent years, a very high rate of internal migration has been witnessed in India and Employment by opportunities, by far, remains the biggest cause of migration in the country. Though considered by many as a natural and, say at times, a beneficial process, it has led to several problems in the Indian scenario, such as creating friction points within the society. There are push and pull factors existing in the country, which are responsible for the large-scale migration. India has high levels of regional disparity in terms of population distribution and development indicators. Hence for a country such as India dealing with remittances from abroad is not the only scope but on a positive side lays a vast opportunity of tapping inter-state remittances also, where the informal channels are still working. 

Dealing with Remittances 

There are also huge definitional ambiguities on what constitutes remittances. Where they are booked and out of what kind of financial statement do they come? These ambiguities have an impact on how much of  it is regarded as official flows and what is regarded as unofficial flows. It is estimated that the amount from unofficial channel is double the amount that comes from official channel. In this respect, one important challenge is to develop confidence and lower-cost banking mechanisms, while improving the investment climate. This will enable a gradual move of flows from the unofficial to the official channel. This in itself is a major change.

Clearly, there are virtuous circles built around remittances: as the decision to remit depends upon a variety of variables. Apart from demographic characteristics of emigrants, the occupational status of emigrants plays an important role in determining the amount of remittances, while decision to remit also depends on the variety of macroeconomic policy variables like Interest rates, exchange rates, income tax, etc. The Countries, which pursue remittance-friendly policies, are likely to entice more investments, while subsequently opening the way to possible banking reforms. More than anything else, countries need to provide for stability of policy in order to deter any expectational uncertainties, as expectational uncertainties are about exchange rate management, which is the fastest means to dry the flows of investments. 

When it comes to the overall theme of how to handle remittances, and to maximize its positive impact, the issue is how to reduce the cost and the complexitiy of making transfers, particularly small transfers. Large transfers are easy enough. But when it comes to micro-finance, there is one important challenge: how to really reduce the cost and simplify the process of transfers? Looking beyond the individual, there are bigger challenges in utilization of remitted funds. Remittances are private money and hence they cannot easily be diverted to development projects. More importantly, remittances are mainly channeled outside the formal financial sector. Many commercial banks are often not in a position to offer services other than mere remittances to recipients. To add to the problem, Micro finance Institutions often do not have the infrastructure or operational capabilities to process remittances. Yet, those are probably the most potential institutions that could provide such services.

It is also important to consider the remittances market as two distinct spheres: i.e. upstream and downstream. The enlightened gathering present here is well aware that upstream remittance refer to remittance from people who have migrated from their home destination while downstream remittances refer to inflows after these people have returned to their home states. It is important to note that upstream migration may have effects for the sending country in the form of remittances but nationals abroad send more than just remittances as they create social networks that transfer information and knowledge to their countries of origin, which can increase productivity and growth and have developmental consequences. For example, India’s outsourcing services industry benefited from the skills and business opportunities of its diaspora networks. Many Indian engineers, who moved to the United States had later become entrepreneurs, venture capitalists and senior executives in IT firms. As economic opportunities opened in India in the late 1990s, many of these professionals returned to India to either start their own companies or work with others thus helping to establish India as an outsourcing destination. Till now we have been discussing about countries paying greater attention to upstream migration as, for a developing country, the same will continue comparatively at higher rate than the return emigrants for a few more years. However, with forward looking policies and conducive environment, soon a phase will arrive when return migration could be at a higher rate. Both ends do hold limitations as well as opportunities that should be outlined in order to have a clearer view of the dynamics of the remittances market. There lies the opportunity with the returning emigrants also. 

In addition to the existing facilities and investment opportunities, new ones will need to be created; these should take into account the attitude and expectation of the migrants, geographical areas within the country from where they come from, and their financial and entrepreneurial capabilities. For e.g. Among the states and union territories in India, the State Kerala leads with the highest number of emigrants in West Asia where most of the remittances come from. Nearly 1.5 million Keralites now live abroad and send home 4000 million rupees in the form of remittances. Special attention therefore needs to be given to these specific areas. Introduction of new financial products and mechanism for channeling remittances should be explored and expedited.  In a similar vein financial institutions need to think about how better to serve this market and to address areas that are not being adequately served. In particular, instruments are required to encourage families with relatively small savings including provision of better rates and rapid access. It is also important to devise incentives to attract the savings of the better–off segment of migrants. This will probably include saving certificates and access to, for example,  share market, mutual funds and so on.

Government initiatives 

This brings us to the final issue of the role of Government. The existing fiscal rules of most of the governments are remittance-friendly. However, there remains considerable scope for improvement. In this regard many countries have set up a welfare fund for assisting returnees and my fellow panelist from Bangladesh can give you more details as the migrant welfare fund is doing a commendable job there. 

Government should even encourage the investment by wage earners aboard. Few countries are bringing the small savers into the fold through direct sale of shares of de-nationalized industries, formation of wage earner banks and sale of bonds in designated markets. Government can also encourage a remittance-backed Lending Programme making remittances work for development. This programme could be designed to allow lending in smaller rural areas and also for financial institutions that do not have easy access to such funding. For the bulk of the recipients the main problem is the relatively small size of savings, which may best be mobilized by NGOs. A programme of savings mobilization of remittance earners, training and skill development may be a good way to encourage productive investment.

Apart from this, one of the important issues to be handled by governments of developing countries relates to the fact that remittances tend to decrease as the migrant community gets more established in the destination country. These are areas where, rather than economic incentives, governments need to continuously strive to establish and strengthen the emotional connect of the migrant with the home country.

Conclusion

It is a truism that a paradigm shift is taking place among DFIs, both globally and in India. These institutions are going beyond their traditional ways of generating and deploying resources, are re-organising their businesses and organizations while simultaneously looking at newer innovative products and markets. In this process of transformation, products suited to channeling migrants' remittances would form an integral and important part. Needless to add, Forums such as this go a long way in helping the institutions in understanding this changing paradigm and taking appropriate decisions. I, therefore, would again like to put on record my sincere appreciation for the efforts put in by the organizers to put together forums of such topical relevance, on an ongoing basis, which not only yield new insights but also stimulate responsive and responsible action. Kudos is due to the ADFIAP Secretariat and the Seretary General Mr.Octavio B.Peralta for the same. 

Thank you.
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