perspective

RESEARCHERS AT SINGAPORE'S INSTITUTE OF SOUTHEAST ASIAN STUDIES SHARE THEIR UNDERSTANDING OF CURRENT EVENTS

Singapore | 9 Nov 2012

Making Remittances Work in Southeast Asia
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In recent times, remittances have been gaining serious attention from governments, devel-
opment planners and international development organizations. This was to be expected,

given the sustained surge in people migrating for wage work abroad.

According to the World Bank report Migration and Remittances during the Global
Financial Crisis and Beyond, remittance income now exceeds foreign aid from the West in
some developing countries. Other studies claim that not only are remittances now triple the
size of official aid flows; they are much more stable than other financial sources. It has also
been established that remittances constitute a more constant source of income for devel-
oping countries than official development assistance, foreign direct investment, and private
flows.!

Remittances are a highly significant source of income, and holds great political, social

and developmental significance for poorer countries.

In Asia Pacific, inward remittance flows, according to the World Bank database in
2010, were estimated at USD $95 billion.? The top ten countries in the country receiving
the largest amounts that year were China ($51.0 billion), the Philippines ($21.3 billion),
Vietnam ($7.2 billion), Indonesia ($7.1 billion), Thailand, ($1.8 billion), Malaysia ($1.6 bil-
lion), Cambodia ($0.4 billion), Mongolia ($0.2 billion), Myanmar ($0.2 billion), and Samoa
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($0.1 billion).® According to a 2011 analysis from the Economic and Social Commission
for Asia and the Pacific (ESCAP), as much as 9.4% of the GDP of The Philippines came
from remittances.* In fact that country is the top remittance receiving country in Southeast
Asia, both in nominal terms and in relation to GDP (at 23 billion that year). That same year,

Vietnam made it into the top-ten list, with $9 billion.®

Remittance flows have taken on a distinct pattern in the region. For the most part, the
less affluent countries are source countries of migrant labour while the more affluent ones
provide employment. Remittances thus flow from richer to poorer economies. Specifically,
migrant labour comes mainly from Cambodia, Indonesia, Myanmar, the Philippines, and
Vietnam while employer countries include Brunei, Malaysia, Singapore, and Thailand.
Southeast Asian labourers do travel in search of employment to places that are as far away
as Hong Kong, Japan, the Republic of Korea, as well as the Middle East.® Interestingly,
the largest numbers of migrants from the Philippines travel to the US while those from
Indonesia end up in Malaysia.”

BENEFITTING FROM MIGRATION

In Southeast Asia, the less affluent countries have gained immensely from remittance flows,
both where governments and where individual households are concerned. By and large,
migrant workers move without their families, and rely on the remittances they send to sus-
tain those left behind. That source of income may be channelled by the family into invest-
ments such as houses, health, education, land, and small enterprises. In the Philippines, it
has been ascertained that much of the remittances are used to improve child schooling, in-
crease educational spending, and enable higher ownership of durable goods.? In addition,
poor households receiving remittances have been able to improve their creditworthiness.
Particularly among poorer rural households, remittances have lightened economic burdens
tremendously. Moreover, in times of crisis and natural disaster, remittances also serve as
externally based insurance.®
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It must also be noted that the majority of Southeast Asian migrant workers engage in
low-skilled work. These often secure overseas employment through recruitment agencies
and are employed mostly on temporary work contracts subject to renewal. It is not unusual
that these agencies charge exorbitant fees, pushing these workers into debt for consider-
able lengths of time. For this reason, many migrant workers have found that especially in

their first months overseas, they were unable to send money home.

While historically more men migrated compared with women, since the 1980s, the gen-
der balance has now shifted. The bulk of women come from Indonesia, Myanmar, and the
Philippines to take up employment mostly in low-skilled jobs due to their relatively limited
skills, lower education, and weaker social networks. Moreover, they enter employment sec-
tors that afford lower wages — such as domestic work, nursing and other care-giving jobs,
sex work, the entertainment industry, and factory work — when compared to jobs taken by
male migrants.'®

DO REMITTANCES LEAD TO DEVELOPMENT?

The literature on migrant remittances reveals two broad strands.

The optimistic position is that large-scale migration benefits developing countries
through remittance incomes. Giuliano and Ruiz-Arranz (2009) discovered after studying
data from 100 developing countries that remittances did have such a positive impact. The
money flow eases credit constraints among the poor who, in turn, invest more productively
and thereby stimulate growth.!” Cattaneo (2005) highlights the fact that the higher the
migration levels are, the lower the level of poverty will be.' Another study found that remit-
tances lift households out of poverty despite not having a positive outcome on rebalancing
general growth in the long run. The same study also confirmed that expenditure on educa-
tion and health in a remittance-receiving household was almost twice that of a non-remit-
tance household, showing that remittance-receiving households spend more on human
resource development than non-remittance receiving households.'®

Female migrants in contrast to males are more inclined to use their remittances on
consumable goods and healthcare, in addition to education. They also remit less than their
male counterparts, though more frequently. Moreover, migrant households have also been
found to channel remittances into entrepreneurial activities, with a greater likelihood that
male migrants expend their savings on larger investments related to businesses and land
purchases. These, it is generally assumed, contribute to general development.'*
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Bettin and Zazzaro (2009) argue that to ensure positive economic growth, there needs
to be high bank efficiency; conversely, negative economic growth implies low bank ef-
ficiency.'™ Some arguments in the same vein state that remittances may not contribute to
long-term macroeconomic growth unless they are linked to sound economic policies and
institutions.’® Others assert that the positive impact of remittances on GDP per capita is
largely temporary. More stable and long-term effects, it is claimed, are not missing or are
not significant.!”

But do remittances really reduce poverty? Findings have been far more nuanced than
expected. Research has shown that a 10-percent increase in remittances (as a percentage
of GDP) is able to decrease the poverty gap by about 0.7—1.4 percent.'® But while remit-
tances may help to lift households out of poverty, they are not likely to rebalance growth
in the long run.’ Others have argued that since many migrants are not from the poorest
classes, and that immigration policies of many labour-receiving countries actually favour
migrants with a higher socioeconomic background and with higher levels of education, the
actual effects of remittances on poverty reduction are unclear.

Pessimistic analysts of remittances, such as Barajas et al. (2009), conclude after study-
ing more than 80 countries that remittances had no growth effects.?® Another research
project covering 101 countries found no direct link between remittances and economic
growth.?!

Others have taken a more extreme position by describing remittances in effect to be an
“illness” that weakens the economy.??

More moderate views claim that since migrant remittances are primarily private mon-
etary transfers, taxing and channelling these flows towards physical infrastructures such as
schools, health centers, roads, and other community projects, have been difficult.?® Positive
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spill-over effects may therefore be more limited than supposed. Moreover, remittances also
tend to be used for consumption or non-productive assets rather than as productive invest-
ments. Apparently, migrants will only engage in productive investments once the initial
material and financial goals of their family are met.

HARNESSING REMITTANCES FOR DEVELOPMENT

Remittances can be transferred either through formal or informal channels. Formal ones
include transfers through banks, money transfer operators, and post offices, while informal
ones refer to transfers made through private and unrecorded channels such as friends,
relatives, and the migrant himself/herself. In most cases, informal channels are preferred

since the costs for transferring are decidedly lower.?*

Reducing transfer costs for formal channels, it is often argued, will help promote the de-
velopment of the financial sector.?* National economies can therefore benefit from several
positive spill-over effects if they encourage migrants to use formal channels for remittances,
instead of the informal and more personal ones. For one thing, commercial banks in remit-
tance-receiving countries may use the remittances ithey handle as leverage to raise capital
from international bond markets.?® Proceeds from the sale of international bonds can then
be used by the banks to finance infrastructure and other income-generating development
projects. These banks can also use the remittances to increase creditworthiness to raise
low-cost funds from international capital markets.?” Also, since much of the remittances
are deposited in commercial banks, these banks actually have a ready pool of resources
to lend out as loans to microfinance institutions that can use them to finance community
development projects or poverty-alleviating projects. Moreover, transfers through formal
channels leave commercial banks with a reliable historical record of remittances that will
enhance their credit rating among international rating agencies.

The ways in which migrants seek out wage work should also be considered when we
analyze the developmental role of remittances. As developing countries are increasingly
absorbed into the global economy, seeking wage work overseas has become the norm,
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replacing domestic migration from rural to urban areas as the normal path in the search
for social mobility. In Southeast Asia, the majority of low-skilled migrants come from rural
areas, and since they usually lack social networks, depend heavily on recruitment agencies
to secure employment. Recruitment agencies, in their turn, charge exorbitant fees for their
services.?® Being indebted to these agencies means that the saving capacity of workers is
reduced significantly, and they are left with little surplus to send home, or to invest in their

families and in their own future.

Harnessing remittances for development is highly complicated for another reason. On
return to their home countries, the majority of low-skilled migrants are often unable to make
their savings grow through investments and business enterprises. This is hardly a skill that
they would have acquired by being low-skill labourers overseas. As such, the fate for re-
turnee migrants is that many end up having to migrate again once new financial needs arise
in the family.

How returnee migrants are able to use their savings thus affects the level of productive
investing done on the whole. While healthcare may be considered an investment especially
in the case of children, the same argument may not be as compelling in the case of the
elderly. Migrant women more than migrant men have been found to shoulder the healthcare
costs of their family members, including that of elderly parents. This leaves these women
with little money to expend on more productive activities such as education, the purchase
of land or establishing a business.

CONCLUSIONS

Since remittances now constitute a resilient source of revenue for labour-sending coun-
tries, periods of global economic slowdown can be more damaging for the country as a
whole than before. During the 2008/20089 crisis, for example, remittances sent back to
labour-sending countries took a dip for a short period. Presently, there is concern that the
sluggish economies of the US and Europe will lead to the loss of jobs for migrant worker in
Southeast Asia as well. And once unemployment begins rising in labour-receiving countries
in the region, a tightening of immigration quotas can be expected to follow, leading to re-
ductions of remittances to labour-sending countries, at a time when they are most needed.
In order to stimulate the flow of remittances, governments of labour-sending countries
should ensure that transfer costs exacted by formal channels are kept as low as possible.
Furthermore, governments should work to reduce the dependence of workers on recruit-
ment agencies, for example, by encouraging migrants to secure work independently. At the
same time, fees requested by recruitment agencies should be regulated and kept low as

well, so that migrants do not end up in debt for unacceptably long periods of time.

28 Cheng, S.-J.A. (2006) Serving the Household and the Nation: Filipina Domestics and the Politics of Iden-
tity in Taiwan. Lanham, Maryland: Lexington Books.



The role of government is critical in another respect to the harnessing of remittances
for development: in labour-sending countries, governments need to establish investment
opportunities such as micro enterprises for returnee migrants. For maximum effect, such
opportunities should be established as part of local development projects at the community
level.
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